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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

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

For the fiscal year ended December 31, 2013

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

For the transition period from to

Commission File No. 814-00735

KCAP Financial, Inc.

(Exact name of Registrant as specified in its chaet)

Delaware 20-5951150
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)

295 Madison Avenue, " Floor
New York, New York 10017

(Address of principal executive offices)

(212) 455-8300

(Registrant’s telephone number, including area code

Securities registered pursuant to Section 12(b) diie Act:

Title of each class Name of exchange on which registered
Common Stock, par value $0.01 per share The NASDAQ Global Select Market
7.375% Notes Due 2019 New York Stock Exchange

Securities registered pursuant to Section 12(g) t¢fie Act: None

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405edbdturities Act.YeE]
No

Indicate by check mark if the registrant is notuiegd to file reports pursuant to Section 13 ord)®f the Act.Yedd No



Indicate by check mark whether the registrant ¢b filed all reports required to be filed by Secti® or 15(d) of the
Securities Exchange Act of 1934 during the preapd® months (or for such shorter period that thgifteant was required to
file such reports), and (2) has been subject tb filiag requirements for the past 90 days:¥¥€s No O

Indicate by check mark whether the registrant nésnitted electronically and posted on its corpokeb site, if any, every
Interactive Data File required to be submitted posted pursuant to Rule 405 of Regulation S-T (8B of this chapter)
during the preceding 12 months (or for such shqeeiod that the registrant was required to sulamit post such files). Ydd
No O

Indicate by check mark if disclosure of delinquilers pursuant to Item 405 of Regulation S-K (§2®% of this chapter) is
not contained herein, and will not be containedh#best of registrant’s knowledge, in definitpu@xy or information
statements incorporated by reference in Part Ithisf Form 10-K or any amendment to this Form 1GK.

Indicate by check mark whether the registrantlazge accelerated filer, an accelerated filer, noa-accelerated filer. See
definition of “accelerated filer” and “large accedéed filer” in Rule 12b-2 of the Exchange Act. &€k one):

Large accelerated filéd Accelerated filefx]  Non-accelerated fileEl Smaller Reporting Compariyt

(Do not check if a smaller
reporting company)
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the A&$O No
The aggregate market value of the voting and ndimy@ommon stock held by non-affiliates of theiségnt as of March
7, 2014 was approximately $232 million based upotosing price of $8.14 reported for such date hg NASDAQ Global
Select Market. Common shares held by each execofficer and director and by each person who ov#b more of the

outstanding common shares have been excludedtisubh persons may be deemed to be affiliates.déiermination of
affiliate status is not necessarily a conclusiviedeination for other purposes.

The number of outstanding shares of common stothkeofegistrant as of March 7, 2014 was 33,340,607.

DOCUMENTS INCORPORATED BY REFERENCE
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NOTE ABOUT REFERENCES TO KCAP FINANCIAL, INC.

In this Annual Report on Form 10-K (this “AnnualgRet”), the “Company”, “KCAP”, “we”, “us” and “our'refer to KCAP
Financial, Inc. and it's wholly owned subsidiari&€ AP Funding LLC and KCAP Senior Funding | Holdid L C unless the
context otherwise requires.

NOTE ABOUT TRADEMARKS

KCAP Financial, Inc., our logo and other trademark&CAP Financial, Inc. are the property of KCAR&ncial, Inc. All
other trademarks or trade names referred to inAthigsial Report are the property of their respectiwaers.

NOTE ABOUT FORWARD-LOOKING STATEMENTS

This Annual Report includes forward-looking statemse The matters discussed in this Annual Repsrivell as in future
oral and written statements by management of KCisBri€ial, Inc., that are forward-looking statemearts based on current
management expectations that involve substansied @nd uncertainties which could cause actualtsetsudiffer materially
from the results expressed in, or implied by, tHeseard-looking statements. Forward-looking stageis relate to future
events or our future financial performance. We galheidentify forward-looking statements by terralagy such as “may,”
“will,” “should,” “expects,” “plans,” “anticipates,“could,” “intends,” “target,” “projects,” “contemplates,” “believes,”
“estimates,” “predicts,” “potential” or “continue’r the negative of these terms or other similardspalthough not all forward-
looking statements include these words. Importastigptions include our ability to originate newdstments, achieve certain
margins and levels of profitability, the availabyilof additional capital, and the ability to maiintaertain debt to asset ratios. In
light of these and other uncertainties, the induosif a projection or forward-looking statementtiis Annual Report should not
be regarded as a representation by us that ous ptasbjectives will be achieved. The forward-lowkstatements contained in
this Annual Report include statements as to:

e our future operating results;

e our business prospects and the prospects ofxting and prospective portfolio companies;

« the return or impact of current and future inuestts;

e our contractual arrangements and other relatipashkith third parties;

« the dependence of our future success on the glesmynomy and its impact on the industries in Whie invest;
« the financial condition and ability of our exiggiand prospective portfolio companies to achibeé bjectives;
« our expected financings and investments;

« our regulatory structure and tax treatment;

e our ability to operate as a business developre@mipany and a regulated investment company, inafuiie impact of
changes in laws or regulations governing our operator the operations of our portfolio companiesluding Katonah
Debt Advisors, L.L.C. and Trimaran Advisors, L.L.C.

« the adequacy of our cash resources and workipitgat;a

« the timing of cash flows, if any, from the opéwas of our portfolio companies, including Katoriaébt Advisors,
L.L.C. and Trimaran Advisors, L.L.C.;

« the impact of a protracted decline in the liqtyidif credit markets on our business;
» the impact of fluctuations in interest rates o lousiness;
« the valuation of our investments in portfolio quemies, particularly those having no liquid tradmgrket;

e our ability to recover unrealized losses;
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« market conditions and our ability to access aoiditl capital; and
e the timing, form and amount of any dividend disitions.

For a discussion of factors that could cause otwaacesults to differ from forward-looking statemi& contained in this
Annual Report, please see the discussion undek ‘Ristors” in Item 1A. You should not place undekance on these
forward-looking statements. The forward-lookingetaents made in this Annual Report relate onlyenés as of the date on
which the statements are made. We undertake ngatioln to update any forward-looking statemeneftect events or
circumstances occurring after the date of this AhiReport unless required by law.
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PART |
Item 1. Business

GENERAL

We are an internally managed, non-diversified cdesed investment company that is regulated as iadgsdevelopment
company (“BDC”) under the Investment Company AcL8#0 (the “1940 Act”). We have three principalagef investment.

First, we originate, structure, and invest in seeecured term loans, mezzanine debt and selegtety securities primarily
in privately-held middle market companies (the “D8bcurities Portfolio”). In addition, from time tone we may invest in the
equity securities of privately held middle marketrpanies.

Second, we have invested in asset management c@siatonah Debt Advisors and Trimaran Advisoddlectively the
“Asset Manager Affiliates”) who manage collateralizZioan obligation funds (“CLO Funds”).

Third, we invest in debt and equity securities éssby CLO Funds managed by our Asset Manager &tff$i or by other
asset managers (the “CLO Fund Securities”).

In our Debt Securities Portfolio, our investmenjeative is to generate current income and, to seleextent, capital
appreciation from the investments made in senicurggl term loans, mezzanine debt and selectedyaguéstments in
privately-held middle market companies. We deflmermiddle market as comprising companies with egsbefore interest,
taxes, depreciation and amortization (“EBITDA”)%#£0 million to $50 million and/or total debt of $&illion to $150 million.
We primarily invest in first and second lien temahs which, because of their priority in a compargpital structure, we
expect will have lower default rates and higheesaif recovery of principal if there is a defaultlaherefore we expect them to
generate a stable stream of interest income. VWaralest in mezzanine debt, which generally is sdipated to senior loans
and is generally unsecured. While our primary itmesit focus is making loans to, and selected edpitgstments in,
privately-held middle market companies, we may @isest in other investments such as loans to tamyblicly-traded
companies, high-yield bonds and distressed debtites. We may also receive warrants or optionsuiehase common stock
in connection with our debt investments.

With respect to our Asset Manager Affiliates invesht, we expect to receive recurring dividend ttistions and to
generate capital appreciation through the addafomew CLO Funds managed by our Asset Manageriatiéis. The Asset
Manager Affiliates manage CLO Funds which invedtrioadly syndicated loans, high-yield bonds anéothedit instruments.
Collectively, the Asset Manager Affiliates have eppmately $3.2 billion of par value assets undanagement. The Asset
Manager Affiliates are registered under the Investiiddvisers Act of 1940, and are managed indepehdieom the
Company by a separate portfolio management team.

In our investments in CLO Fund Securities, whioh atimarily made up of a minority investment in fubordinated
securities or preferred stock of CLO Funds raisetiraanaged by our Asset Manager Affiliates, arecgatted to provide the
Company with recurring cash distributions and cangnt the growth of our Asset Manager Affiliates.

Because we are internally managed by our execaffieers under the supervision of our Board of Biogs and do not
depend on a third party investment advisor, weatgay investment advisory fees, but instead iticeiroperating costs
associated with employing investment and portfolanagement professionals. We believe that oumaligrmanaged structure
provides us with a beneficial operating expenagciire when compared to other publicly-traded amdhtely-held investment
firms which are externally managed, and our intdymaanaged structure allows us the opportunitieterage our non-interest
operating expenses as we grow our investment fiortfeor the year ended December 31, 2013, the cdtour total operating
expenses, excluding interest expense, as a pegecott@aur quarterly average total assets was 1#paced to 2% for the year
ended December 31, 2012.

As a BDC, we are required to comply with regulat@guirements, including limitations on our uselebt. We are
permitted to, and expect to continue to, financeiimestments through borrowings. However, as a B@€are only generally
allowed to borrow amounts such that our asset emegras defined in the
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1940 Act, equals at least 200% after such borrowihg 1940 Act also generally prohibits us fromldecg any cash dividend
or distribution on any class of our capital staoiur asset coverage is below 200% at the timaefieclaration of the dividend
or distribution.

We intend to grow our portfolio of assets by ragsauditional capital, including through the prudesé of leverage
available to us. Because we also recognize the todealve funds available for operating our busirmggbto make investments,
we seek to have adequate liquidity at all timesaeer normal cyclical swings in funding availalyiland to allow us to meet
abnormal and unexpected funding requirements. ieswlt, we may hold varying amounts of cash andrathort-term
investments from time-to-time for liquidity purpase

The investments in our Debt Securities Portfole @t or predominantly below investment grade, laade speculative
characteristics with respect to the issuer’s capagipay interest and repay principal.

We were formed in August 2006, as Kohlberg Cag@itaiporation. In December 2006, we completed otiairpublic
offering (“IPO”), which raised net proceeds of appmately $200 million after the exercise of thelarwriters’ over-allotment
option. In connection with our IPO, we issued aditohal 3,484,333 shares of our common stock tharge for the
ownership interests of Katonah Debt Advisors.

In April 2008, the Company completed a rights affgrthat resulted in the issuance of 3.1 millioarsls of our common
stock, and net proceeds of $27 million.

On February 29, 2012, the Company purchased Trimadaisors, L.L.C. (“Trimaran Advisors”), a CLO mager similar
to Katonah Debt Advisors, with assets under manageéwt approximately $1.5 billion, for total consrdtion of $13.0 million
in cash and 3,600,000 shares of the Company’s canstock. Contemporaneous with the acquisition eh@ran Advisors, the
Company acquired from Trimaran Advisors equityliegts in certain CLO Funds managed by Trimaran gadsifor an
aggregate purchase price of $12.0 million in cAshof December 31, 2013, Katonah Debt Advisors Brtharan Advisors are
the Company’s only wholly-owned portfolio compan{esllectively the “Asset Manager Affiliates”) atéve approximately
$3.2 billion of par value assets under managenidrg.Asset Manager Affiliates are registered underhvestment Advisers
Act of 1940 (the “Advisers Act”), and are manageddpendently from the Company by a separate pmrtithnagement team.

On July 11, 2012, we changed our name from Kohlzgital Corporation to KCAP Financial, Inc.

On February 14, 2013, the Company completed a@uofkring of 5,232,500 shares of common stock civlmcluded the
underwriters’ full exercise of their option to phese up to 682,500 shares of common stock, ate pfi$9.75 per share,
raising approximately $51.0 million in gross prageeln conjunction with this offering, the Compaaigo sold 200,000 shares
of common stock to a member of its Board of Direxitat a price of $9.31125 per share, raising apmately $1.9 million in
gross proceeds.

Including employees of our Asset Manager Affiliate® employ an experienced team of 16 investmefepsionals and 30
total staff members. Dayl W. Pearson, our PresidedtChief Executive Officer, and one of our dioest has been in the
financial services industry for over 37 years. Dgrihe past 21 years, Mr. Pearson has focused témadsisively on the middle
market and has originated, structured and undeenrdver $7 billion of debt and equity securiti@sJon Corless, our Chief
Investment Officer with primary responsibility fire Middle Debt Securities Portfolio, has manageestment portfolios in
excess of $4 billion at several institutions and been responsible for managing portfolios of leged loans, high-yield bonds,
mezzanine securities and middle market loans. Digkih Mazzitelli is the President and portfoliomager of the Asset
Manager Affiliates. He has 20 years of experienithinvthe credit markets, with most of his caremaufsed on the leveraged
finance markets. Edward U. Gilpin, our Chief Finah©fficer, Secretary and Treasurer, has beemantial services for
nearly 30 years, with significant experience inrseeing the financial operations and reportingg&set management
businesses, including the fair value accountinGlo® securities owned by them.

Under the investment company rules and regulapoimsuant to Article 6 of Regulation S-X and the thtuand Accounting
Guide for Investment Companies” issued by the AlIGE#® “AICPA Guide”), we are precluded from condaling portfolio
company investments, including those in which weeha controlling
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interest, unless the portfolio company is anotheestment company. An exception to this generakjpie in the AICPA

Guide occurs if we own a controlled operating conypihat provides all or substantially all of its\@ees directly to us, or to an
investment company of ours. None of the investmerade by us qualify for this exception. Therefanar, portfolio
investments, including our investments in the Asdabager Affiliates, are carried on the balanceeshefair value with any
adjustments to fair value recognized as “Net Chandénrealized Appreciation (Depreciation)” in atatement of operations
until the investment is exited, at which point ayamn or loss on exit is reclassified and recognaed “Net Realized Gain
(Loss) from Investments.”

We have elected to be treated for U.S. federalnmectax purposes as a regulated investment compai®”j under the
Internal Revenue Code (the “Code”) and intend terafe in a manner to maintain our RIC tax treatm&otordingly, we
generally will not pay corporate-level U.S. fedérelome taxes on any net ordinary income or capaais that we timely
distribute to our shareholders as dividends. Tontaai our RIC tax treatment, we must meet specHimace-of-income and
asset diversification requirements and distributeually at least 90% of our net ordinary income eealized net short-term
capital gains in excess of realized net long-teapital losses, if any, for each year.

Our common stock is traded on The NASDAQ Globak&eMarket under the symbol “KCAP.” The net assdtig per
share of our common stock at December 31, 2013p&4. On December 31, 2013, the last reportedpsie of a share of
our common stock on The NASDAQ Global Select Maxkas $8.07. In addition, our 7.375% notes due Z01375% Notes
Due 2019") are traded on the New York Stock Excleamgder the symbol “KAP.”

Our Corporate Information

Our principal executive offices are located at #dison Avenue, & Floor, New York, New York 10017, and our
telephone number is (212) 455-8300. We maintairbsite on the Internet http://www.kcapfinancial.comThe information
contained in our website is not incorporated bgnexfice into this Annual Report. We make availablewthrough our website
certain reports and amendments to those repottsvthéile with or furnish to the SEC in accordamdgéh the Securities
Exchange Act of 1934 (the “Exchange Act”). Thesdude our annual reports on Form 10-K, our quartesports on Form 10-
Q and our current reports on Form 8-K. We makeittit@mation available on our website free of cleaag soon as reasonably
practicable after we electronically file the infation with, or furnish it to, the SEC.

Competitive Advantages

We believe that we can successfully compete witleroproviders of capital in the markets in whichaeenpete for the
following reasons:

« Internally managed structure and significant manageent resource. We are internally managed by our executive
officers under the supervision of our Board of Bioes and do not depend on a third party investradwisor. As a
result, we do not pay investment advisory feesadhof our income is available to pay our operatiogts, which
include employing investment and portfolio managenhpeofessionals, and to make distributions tostackholders.
We believe that our internally managed structumigles us with a beneficial operating expense straavhen
compared to other publicly traded and privatelydhielrestment firms that are externally managed,amdnternally
managed structure allows us the opportunity torkgye our non-interest operating expenses as we guomvestment
portfolio.

e Multiple sourcing capabilities for middle market irestment:. We have multiple sources of loans, mezzanine
investments and equity investments through ourstrgluelationships.

« Disciplined investment proce:.. We employ a rigorous credit review and due diige process which our senior
management has developed over an average of apai@ty 25 years of investing experience.

* Investments across a wide variety of industr. Our Debt Security Portfolio is spread acrossli#f&rent industries ar
75 different entities with an average par balarerip/estment of approximately $3.6 million.
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« Significant equity ownership and alignment of incémwes. Our Directors and senior management team anskthier
management team of our Asset Manager Affiliatestiogr have a significant equity interest in the @any, ensuring
that their incentives are strongly aligned withgb@f our stockholders.

* 100% ownership of Asset Manager AffiliatesOur CLO Fund investments and management of theserities throug
the Asset Manager Affiliates provide us with a cetitpive advantage by creating synergies with ouestiment
operations and a source of recurring dividend flasVs.

Investment Portfolios

Our investment portfolio generates net investmeoiine, which is generally used to pay principal iaterest on our
borrowings, operating expenses, and to fund oudeihds. Our investment portfolio consists of thpeenary components: the
Debt Securities Portfolio, the CLO Fund Securiied our investment in our wholly owned Asset Mamakféliates.

Debt Securities Portfolio We target middle market companies that havengthistorical cash flows, experienced
management teams and identifiable and defendalbileetnzositions in industries with positive dynamiége generally target
companies that generate positive cash flows beassedeok to cash flows as the primary source fovisgng debt.

We employ a disciplined approach in the selectiwhmonitoring of our investments. Generally, wgétinvestments that
will generate a current return through interesbime to provide for stability in our net income gidce less reliance on
realized capital gains from our investments. Ouegtment philosophy is focused on preserving clita an appropriate
return profile relative to risk. Our investment dlikgence and selection generally focuses on aerying issuer’s net cash
flow after capital expenditures to service its delther than on multiples of net income, valuationsther broad benchmarks
which frequently miss the nuances of an issuer@nass and prospective financial performance. \&@ génerally avoid
concentrations in any one industry or issuer. Weaga risk by following our internal credit policiaad procedures.

When we extend senior secured term loans, we eifilegally take a security interest in the availassets of the portfolio
company, including the equity interests of thelvsidiaries, which we expect to help mitigate tis& that we will not be repaid.
Nonetheless, there is a possibility that our lieald be subordinated to claims of other creditStsucturally, mezzanine debt
ranks subordinate in priority of payment to set@m loans and is often unsecured. Relative totgquiezzanine debt ranks
senior to common and preferred equity in a borrésneapital structure. Typically, mezzanine debt ékesnents of both debt
and equity instruments, offering the fixed retumghe form of interest payments associated wittea, while providing an
opportunity to participate in the capital apprdoiaiof a borrower, if any, through an equity inwréhat is typically in the form
of equity purchased at the time the mezzanine iDagpaid or warrants to purchase equity at a éutlate at a fixed cost.
Mezzanine debt generally earns a higher return ¢kaior secured debt due to its higher risk preafild usually less restrictive
covenants. The warrants associated with mezzaweipeade typically detachable, which allows lendeneceive repayment of
their principal on an agreed amortization schedtige retaining their equity interest in the borewMezzanine debt also may
include a “put” feature, which permits the holdesell its equity interest back to the borrowea @trice determined through an
agreed formula.

Below are summary attributes for our Debt SecwwiRertfolio as of and for the year ended DecembeP313:
e represents approximately 61% of total investnpamtfolio;

« represents credit instruments issued by corph@at@wers;

«  primarily senior secured and junior secured l0@38% and 18% of debt securities, respectively);

« spread across 25 different industries and 7®wdifft entities;

e average par balance per investment of approxlgnge6 million;
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« all but four issuers (representing less than 1%tal investments at fair value) are current logirt debt service
obligations;

* weighted average interest rate of 7.3% on incproducing debt investments.

Our investments generally average between $1 mitbadb20 million, although particular investmentaynbe larger or
smaller. The size of individual investments wiltyaccording to their priority in a company’s cabstructure, with larger
investments in more secure positions in an eftorhaximize capital preservation. We expect thasthe of our investments
and maturity dates may vary as follows:

« senior secured term loans from $2 to $20 miltimaturing in five to seven years;
« second lien term loans from $5 to $15 million amatg in six to eight years;

« senior unsecured loans $5 to $23 million matunmgix to eight years;

* mezzanine loans from $5 to $15 million maturingéven to ten years; and

*  equity investments from $1 to $5 million.

Asset Manager Affiliates We expect to receive distributions of recurritigjdends and seek to generate capital appreciation
from our investment in our Asset Manager Affiliatés a manager of the CLO Funds, our Asset Manaffaiates receive
contractual and recurring management fees fronCti@ Funds for their management and advisory sesviceaddition, our
Asset Manager Affiliates may also earn income eeldb net interest on assets accumulated for f@uf@ issuances on which
they have provided a first loss guaranty in coninaatith loan warehouse arrangements for their Glu@ds. Our Asset
Manager Affiliates generate annual pre-tax opegaticome equal to the amount by which their fe@mme exceeds their
operating expenses.

The annual management fees which our Asset Marfffiates receive are generally based on a fixedcpntage of the
par value of assets under management and areingcirmature for the term of the CLO Fund so lasghe Asset Manager
Affiliates manage the fund. As a result, the managyet fees earned by our Asset Manager Affiliatesnat subject to market
value fluctuations in the underlying collateral eTimanagement fees our Asset Manager Affiliatesvegenerally have three
components: a senior management fee and a subtedimanagement fee. Currently, all CLO Funds mathageAsset
Manager Affiliates are paying both their senior antordinated management fees on a current basis.

Our Asset Manager Affiliates may receive incenfiges from CLO Funds they manage provided such Cli@i§ have
achieved a minimum investment return to holderheir subordinated securities or preferred sh&webject to market
conditions, we expect to continue to make investmenCLO Funds managed by our Asset Manager AféE, which we
believe will provide us with a current cash investireturn. We believe that these investmentspxiiVide our Asset Manager
Affiliates with greater opportunities to access rewrces of capital, which will ultimately increasar Asset Manager
Affiliates’ assets under management and resultingagement fee income. Currently, four CLO Fundelzhieved the
minimum investment return threshold and our Assahdger Affiliates are receiving incentive fees friltase CLO Funds.

The after-tax net income that our Asset Manageiliatiés generate through the fees they receivenfamaging CLO Funds
and after paying their expenses pursuant to arheaerallocation agreement with the Company assatisith their operations,
including compensation of their employees, mayibtriduted to us. Cash distributions of our Assetridlger Affiliates’ net
income are recorded as “Dividends From Asset Managfdiates” in our financial statements when daed.

Below are summary attributes for our Asset Mandg#liates, as of and for the year ended Decemider2®13:
* represent approximately 17% of total investmemtfplio;

* have approximately $3.2 billion of assets undanagement;
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« receive contractual and recurring asset managei@es based on par value of managed investments;

* may receive an incentive management fee from@ €und, provided that the CLO Fund achieves a mimm
designated return on investment. Currently, foehdunds are paying such incentive fees to our tAdsmager
Affiliates.

« dividends paid by our Asset Manager Affiliates aecognized as dividend income from affiliate aas@nager on our
statement of operations and are an additional safrmmcome to pay our dividend and service outt dbligations; and

+ for the year ended December 31, 2013, we recedr$22.8 million in dividends from our Asset Managéiliates.

CLO Fund Securities Subject to market conditions, we expect to cu@ito make investments in the CLO Funds managed
by our Asset Manager Affiliates, which we believidl wrovide us with a current cash investment retiWe believe that these
investments will provide our Asset Manager Affigatwith greater opportunities to access new sowfcespital which will
ultimately increase our Asset Manager Affiliatessets under management and resulting managementdese.

Below are summary attributes for our CLO Fund Siéiesr as of December 31, 2013, unless otherwiseifgd:
* CLO Fund Securities represent approximately 18%tal investment portfolio at December 31, 2013;

*« 82% of CLO Fund Securities represent investmienssibordinated securities or equity securitiegsgdsby CLO Funds
and 18% of CLO Fund Securities are rated notes;

» all CLO Funds invest primarily in credit instrunts issued by corporate borrowers;
» generated $21 million of distributions to us dgrithe year ended December 31, 2013;
» Fifteen different CLO Fund Securities; eleverwtifich are managed by our Asset Manager Affiliates

two CLO Fund Securities, not managed by the Assatdder Affiliates, representing a fair value of 8800, are not currently
providing a dividend payment to us.

Structure and Process

Structure

We are an internally managed BDC with 30 full-tieraployees (inclusive of employees of our Asset Manaffiliates).
The following are our key functional teams that@xe our business strategy:

« Our BDC investment team consists of 8 profesdsowao originate, structure, and invest in senémused term loans,
mezzanine debt and selected equity securities ghynia privately-held middle market companies aalivas CLO
Funds.

* Our Asset Manager Affiliates team consists of &gssionals who structure, purchase and manag®lpms of
primarily broadly syndicated corporate senior delihe form of CLOs.

« The remainder of the employees include senioragement, operations, financial accounting, legahmiance and
human resources.

Process

KCAP will review potential investment opportunitiaad will conduct a due diligence that will typilyaihclude a review of
historical and prospective financial informatioasficipation in a presentation conducted by thespeative portfolio
company’s management and/or the transaction spoaseview of the prospective portfolio company'educt or service, an
analysis and understanding of the drivers of thiéquaar industry in which the prospective porttotompany operates, and an
assessment of the debt service
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capabilities of the prospective portfolio compamger a variety of assumed forecast scenarios. Wapmrepriate, this will be
conducted in conjunction with the relevant industnalysts from the Asset Manager Affiliates.

Due to our ability to source transactions througlitiple channels, we expect to continue to maingapipeline of
opportunities to allow comparative risk return gsa and selectivity. By focusing on the driversefenue and cash flow, we
develop our own underwriting cases, and multiplesst and event specific case scenarios for eachazgnanalyzed.

We focus on lending and investing opportunities in:

« companies with EBITDA of $10 to $50 million;

« companies with financing needs of $25 to $150ionij

« companies purchased by top tier private equionsprs;

* non-sponsored companies with successful managendrsystems;

« high-yield bonds and broadly syndicated loanatger companies on a selective basis; and
*  equity co-investment in companies where we sbstautial opportunity for capital appreciation.
We expect to continue to source investment oppiigsrfrom:

e private equity sponsors;

« regional investment banks for non-sponsored coiega

» other middle market lenders with whom we canipigite in loans; and

* our Asset Manager Affiliates, with regard to higield bonds and syndicated loans.

In our experience, good credit judgment is based thorough understanding of both the qualitative guantitative factors
that determine a company’s performance. Our arsbejins with an understanding of the fundamenfaise industry in
which a company operates, including the currenhewtgc environment and the outlook for the industée also focus on the
company’s relative position within the industry dtdhistorical ability to weather economic cycl@her key qualitative
factors include the experience and depth of theag@ment team and the financial sponsor, if any.

Only after we have a comprehensive understanditigeofiualitative factors do we focus on quantiativetrics. We believe
that with the context provided by the qualitativealgsis, we can gain a better understanding ofhepemy’s financial
performance. We analyze a potential portfolio conyfmsales growth and margins in the context of@spetition as well as
its ability to manage its working capital requirerteeand its ability to generate consistent cash.fBased upon this historical
analysis, we develop a set of projections whichasgnts a reasonable underwriting case of mogy likecomes for the
company over the period of our investment. We kiek at potential downside cases to determine goamryis ability to
service its debt in a stressed credit environment.

Elements of theualitative analysisve use in evaluating investment opportunities idelthe following:
e industry fundamentals;

e competitive position and market share;

* past ability to work through historical down-cgs|

e quality of financial and technology infrastructur

e sourcing risks and opportunities;

« labor and union strategy;

« technology risk;

« diversity of customer base and product lines;
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« quality of financial sponsor (if applicable); and

e acquisition and integration history.

Elements of theguantitative analysisve use in evaluating investment opportunities idelthe following:
e income statement analysis of growth and marginds;

« cash flow analysis of capital expenditures aee frash flow;

« financial ratio and market share standing amangparable companies;
« financial projections: underwriting versus strease;

« event specific credit modeling;

e event profile trend;

« future capital expenditure needs and asset ahs;p

« downside protection to limit losses in an evefrdefault;

« risk adjusted returns and relative value analysis

e enterprise and asset valuations.

The origination, structuring and credit approvalgasses are fully integrated. Our credit teamrectly involved in all due
diligence and analysis prior to the formal cregipval process by the Investment Committee.

Investment Committee

The Investment Committee consists of the ChairnfdheoBoard of Directors, the Chief Executive OéficChief
Investment Officer, and two additional membershef Board of Directors. The Investment Committe@esto provide
investment consistency and adherence to our ceestiment philosophy and policies.

Upon completion of the due diligence investigatithe underwriting team of investment professiormalalysts will prepare
a credit underwriting memorandum that will summearize contemplated transaction, present the inwsgthighlights, analyze
the risk in the transaction and mitigating factimrshose risks, analyze the prospective portfoligsorical financial statements,
financial projections, industry and management tesard will then present this memorandum with itbremendations to the
Investment Committee for review and approval.

The approval of a majority of the Investment Conteaitwill be required for all investments of lesartt$15 million, and the
unanimous approval of the Investment Committee lvélrequired for investments of $15 million or geza

Monitoring

Our management team has significant experiencetarorg credit portfolios. Along with origination drcredit analysis,
portfolio management is one of the key elementsuofbusiness. Most of our investments will notigeitl and, therefore, we
must prepare to act quickly if potential issuesesgo that we can work closely with managementlaagrivate equity sponsor,
if applicable, of the portfolio company to take amcessary remedial action quickly. In additionstrad our senior
management team, including the credit team at g#se®Manager Affiliates, has substantial workout @structuring
experience.

In order to assist us in detecting issues with[@eiot Securities Portfolio companies as early asiptes we perform
financial analysis at least quarterly of each mlidfcompany. This analysis typically includes:

« A summary of the portfolio company’s current tateedit exposure as well as the KCAP portion @ #xposure.

* A summary and update of the portfolio companinaricial condition and performance, including bat imited to,
performance versus plan, deterioration/improvenrenarket position, or industry fundamentals, mamagnt changes
or additions, and ongoing business strategy.
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« Reaffirmation of, or proposal to change, the resfing of the underlying investment.

« A summary of the portfolio company’s financialemant results vis a vis financial covenant leesigblished in the
credit agreement.

«  Watch list credits will be followed closely anédussed periodically with the Chief Investmenti€f, as appropriate.

DETERMINATION OF NET ASSET VALUE

We determine the net asset value per share ofasnmon stock quarterly. The net asset value peeshaqual to the value
of our total assets minus liabilities and any prefe stock outstanding divided by the total nunmdfeshares of common stock
outstanding.

Our net asset value per share was $7.51 and $3 850recember 31, 2013 and December 31, 2012,cteply. Since we
report our assets at fair value for each reportieriod, net asset value also represents the améstdackholders’ equity per
share for the reporting period. Our net asset vialgemprised mostly of investment assets less alstbother liabilities:

December 31, 2013 December 31, 2012
Fair Value @ per Share®) Fair Value @ per Share®

Investments at fair value:

Investments in time deposits $ — $ — $ 194283 $ 0.07

Investments in money market accoufits 7,112,94 0.21 30,543,82 1.1¢

Investments in debt securities 266,830,42 8.0z 111,037,88 4.2C

Investments in CLO Fund securities 79,452,22 2.3¢ 83,257,50 3.1t

Investments in equity securities 11,006,39 0.34 8,020,711 0.31

Investments in Asset Manager Affiliates 76,148,00 2.2¢ 77,242,00 2.9z
Cash 3,433,67! 0.1c 738,75t 0.0z
Restricted Cash 4,078,93! 0.1z — —
All other assets 11,109,78 0.3 6,476,95. 0.24
Total Assets $459,172,38 $ 13.7¢  $319,260,47 $ 12.0¢
Convertible Notes $ 49,008,000 $ 1.47 $ 60,000,000 $ 2.2
7.375% Notes Due 2019 41,400,00 1.24 41,400,00 1.5¢
Payable for open trades 3,980,001 0.12 — —
Notes payabl— KCAP Senior Funding I,

LLC (net of discount) 102,184,37 3.07 — —
Other liabilities 12,230,32 0.37 9,984,81. 0.3¢
Total Liabilities 208,802,69 6.27  111,384,81 4.21

NET ASSET VALUE $250,369,69 $ 7.51 $207,875,65 $ 7.85

(1) Our balance sheet at fair value and resultanasset value are calculated on a basis consigitnaccounting principles
generally accepted in the United States of AmfiG®AP”). Our per share presentation of such amsiyather than net
asset value per share) is an internally derived®AAP performance measure calculated by dividiregapplicable balance
sheet amount by outstanding shares. We believehater share amounts for such balance sheet &mnielpful in
analyzing our balance sheet both quantitativelyqraitatively.

(2) Includes restricted cash held under employeefiteplans.
Valuation

As a BDC, we invest primarily in illiquid securitigincluding loans to and warrants of private conipsmand interests in
other illiquid securities, such as interests in GEhd Securities. These portfolio investments magubject to restrictions on



resale and will generally have no established migadiarket. As a result, we determine in good féithfair value of our
portfolio investments pursuant to a valuation poiit
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accordance with the Financial Accounting Stand&uaksrd Accounting Standards Codification 820, Faafié Measurements
and Disclosures (“ASC 820: Fair Value”), and a adilon process approved by our Board of Directotsiaraccordance with
the 1940 Act. Our valuation policy is intended toypde a consistent basis for determining thevfalue of the portfolio. Our
Board of Directors is ultimately and solely respbhesfor making a good faith determination of tlag fvalue of portfolio
investments on a quarterly basis. The Companyars@sdependent valuation firm to provide third pasiluation consulting
services to the Company and the Board of Directess additional information concerning valuatioegsitem 7a: MD&A —
Valuation of Portfolio Investments; and Notes @& drto the financial statements.

Competition

Our primary competitors also provide financing togpective portfolio companies and include comnagtzanks, specialty
finance companies, hedge funds, structured invegtfuads, other BDCs and investment banks. Our etitgps may have a
lower cost of funds, and many have access to fignsiinirces that are not available to us. Many cfelentities have greater
managerial resources than we have, and the 194ibnfscises certain regulatory restrictions on us BB@& to which many of
our competitors are not subject. For additionadiimfation concerning the competitive risks we fae “ltem 1A. Risk
Factors — Risks Related to Our Business and $irelet- We operate in a highly competitive marketifmestment
opportunities.”

We believe that we provide a unique combinatioaroéxperienced middle market origination and a @i&hagement
platform at the Asset Manager Affiliates that irdés experienced lenders with broad industry exggertie believe that this
combination of resources provides us with a thonoergdit process and multiple sources of investroppbrtunities to enhance
our asset selection process.

Employees

As of December 31, 2013, we and our Asset Manadféiafes had 30 employees, including an experieneam of 16
investment professionals.

REGULATION

The following discussion is a general summary ohs®f the material prohibitions and restrictionsgming BDCs
generally. It does not purport to be a completedetson of all the laws and regulations affectBDCs.

A BDC is a unique kind of investment company thatjarily focuses on investing in or lending to @ie or relatively
small publicly traded companies and making managassistance available to them. A BDC provideslks$tolders with the
ability to retain the liquidity of a publicly tradestock, while sharing in the possible benefitg@ésting in emerging-growth or
expansion-stage privately-owned companies. The A@4@ontains prohibitions and restrictions relgtio transactions
between BDCs and their directors and officers aimtipal underwriters and certain other relatecspes and requires that a
majority of the directors be persons other thatefiested persons,” as that term is defined in 8 Act. We have
implemented certain procedures to ensure that wetlengage in any prohibited transactions with gengons affiliated with
us.

In addition, the 1940 Act provides that we may ctwinge the nature of our business so as to cease ¢o to withdraw our
election as, a BDC unless approved by a majorigunfoutstanding voting securities. A majority lo€ toutstanding voting
securities of a company is defined under the 19d0a4 the lesser of (i) 67% or more of such comjsastyares present at a
meeting or represented by proxy if more than 50%hefoutstanding shares of such company are presegpresented by
proxy or (ii) more than 50% of the outstanding sisasf such company.

10
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Qualifying Assets

Under the 1940 Act, a BDC may not acquire any astbelr than assets of the type listed in Sectida)5& the 1940 Act, or
“Qualifying Assets,” unless, at the time the aciigis is made, Qualifying Assets represent at |&&8b of the company'’s total
assets. The principal categories of Qualifying Asselevant to our business are the following:

e Securities of an “eligible portfolio company” phiased in transactions not involving any publi@offg. An “eligible
portfolio company” is defined in the 1940 Act ay @ssuer which:

(a) is organized under the laws of, and has itscfpal place of business in, the United States;

(b) is not an investment company (other than aldmainess investment company wholly-owned by tBBor a
company that would be an investment company butddrin exclusions under the 1940 Act; and

(c) satisfies any of the following:

(i) does not have any class of securities listed cetiamal securities exchange (or, if it has a ctdssecurities liste
on a national securities exchange, has an aggregateet value of outstanding voting and non-votioghmon
equity of less than $250 million);

(ii) is controlled by a BDC or a group of companiesluding a BDC and the BDC has an affiliated para/ho is a
director of the eligible portfolio company;

(iii) is a small and solvent company having total asdfatet more than $4 million and capital and surglfigot less
than $2 million; or

(iv)does not have outstanding any class of securitighsraspect to which a broker or dealer may extaadgin
credit.

e Securities of any eligible portfolio company tha control;

e Securities purchased in a private transactiomfadl.S. issuer that is not an investment compardyisin bankruptcy
and subject to reorganization;

»  Securities received in exchange for or distriduda or with respect to securities described abowvpursuant to the
conversion of warrants or rights relating to suetusities;

e Cash, cash equivalents, U.S. government seaudtidigh-quality debt securities maturing in oearyor less from the
time of investment; and

* Under certain limited circumstances, securitiesampanies that were eligible portfolio comparaéthe time of the
initial investment but that are not eligible polithocompanies at the time of the follow-on investie

Significant Managerial Assistance

A BDC must be organized and have its principal @laicbusiness in the United States and must beatgzefor the purpose
of making investments in the types of securitiescdbed above. However, to count portfolio secesitis “qualifying assets”
for the purpose of the 70% test discussed aboeeBBC must either control the issuer of the sei@sribr must offer to make
available to the issuer of the securities (othantbmall and solvent companies described aboweifisant managerial
assistance; except that, where the BDC purchasbssseurities in conjunction with one or more othersons acting together,
one of the other persons in the group may makdablaisuch managerial assistance. Making avaikighgficant managerial
assistance means, among other things, any arrang@mereby the BDC, through its directors, officeremployees, offers to
provide, and, if accepted, does so provide, sigaifi guidance and counsel concerning the manageopsrations or business
objectives and policies of a portfolio company thgh monitoring of portfolio company operationsestive participation in
board and management meetings, consulting withadrising a portfolio company’s officers or otheganizational or
financial guidance.

11
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Temporary Investments

Pending investment in other types of “qualifyingets,” as described above, our investments maystaisash, cash
equivalents, U.S. government securities or higHityudebt securities maturing in one year or lgssf the time of investment,
which we refer to, collectively, as temporary inweents, so that at least 70% of our assets ardifgjng assets.” Typically,
we invest in U.S. treasury bills or in repurchageeaments, provided that such agreements areduiligteralized by cash or
securities issued by the U.S. government or iticigs. A repurchase agreement involves the purdhaae investor, such as
us, of a specified security and the simultaneouseagent by the seller to repurchase it at an agrped future date and at a
price which is greater than the purchase pricerbgraount that reflects an agreed-upon interest Takere is no percentage
restriction on the proportion of our assets thay tmainvested in such repurchase agreements. HowEmeore than 25% of
our total assets constitute repurchase agreentexttare treated, under applicable tax rules, agjtissued by a single
counterparty, we would not meet the diversificatiests imposed on us by the Code to qualify fortteatment as a RIC for
U.S. federal income tax purposes. Thus, we dontehd to enter into repurchase agreements treatisswed, under applicable
tax rules, by a single counterparty in excess igfliimit. We monitor the creditworthiness of theuoterparties with which we
enter into repurchase agreement transactions.

Indebtedness; Coverage Ratio

We are permitted, under specified conditions, saésmultiple classes of indebtedness and one alassck senior to our
common stock if our asset coverage, as definelderi®40 Act, is at least equal to 200% immediaéisr each such issuance.
In addition, with respect to certain types of sesiecurities, we must make provisions to prohibit dividend distribution to
our stockholders or the repurchase of certain okeaurities, unless we meet the applicable asserage ratios at the time of
the dividend distribution or repurchase. We mayp alsrrow amounts up to 5% of the value of our tatasets for temporary
purposes. For a discussion of the risks associgitedhe resulting leverage, see “ltem 1A. Risktbax — Risks Related to Our
Business and Structure — We borrow money, whichnifigg the potential for gain or loss on amountgested and may
increase the risk of investing in us.” As of DecemBl1, 2013 our asset coverage ratio was 226% eahevminimum required
asset coverage level of 200%.

Common Stock

We are not generally able to issue and sell oumeomstock at a price below net asset value peeskiée may, however,
sell our common stock, warrants, options or rightacquire our common stock, at a price below tiveent net asset value of
the common stock if our Board of Directors detemsithat such sale is in our best interests andftatr stockholders, and
our stockholders approve such sale. In any suah tias price at which our securities are to beeidsand sold may not be less
than a price which, in the determination of our Bloaf Directors, closely approximates the markdtieaf such securities (less
any distributing commission or discount). We maoahake rights offerings to our stockholders atgwiper share less than the
net asset value per share, subject to applicabléresments of the 1940 Act. A proposal approvedinystockholders at a 2013
Special Meeting of Stockholders authorizes us licshares of our common stock below the then camenasset value per
share of our common stock in one or more offerfiogshe period ending on the earlier of the oner yemiversary of the date
of the Company’s 2013 Special Meeting of Stockhadmd the date of the Company’s 2014 Annual MgaifrStockholders,
which is expected to be held in June 2014. We woektl similar future approval from our stockholderssue shares below
the then current net asset value per share anydfiteethe expiration of the current approval. Weeyralso make rights
offerings to our stockholders at prices per shass than the net asset value per share, subjagplicable requirements of the
1940 Act. See “Item 1A. Risk Factors — Risks Relgtio Our Business and Structure — Regulations imawvg our operation
as a BDC affect our ability to, and the way in whige, raise additional capital.”

Code of Ethics

We adopted and maintain a code of ethics pursoaRute 17j-1 under the 1940 Act that establishesgutures for personal
investments and restricts certain personal seesititansactions. Personnel subject to the codémaagt in securities for their
personal investment accounts, including securitiasmay be purchased or held by us, so long dsisuestments are made in
accordance with the code’s requirements.

12
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A copy of the code of ethics is available on thepgdoate Governance section of the Company’s wehbsite
http://www.kcapfinancial.comOur code of ethics may also be reviewed and dogi¢ghe Public Reference Room of the SEC at
100 F Street, N.E., Washington, D.C. 20549. You wiatgain information on the operation of the PuBRgference Room by
calling the SEC at 1-800-SEC-0330. Copies of thaeaf ethics may be obtained, after paying a daplig fee, by electronic
request at the following e-mail addrepablicinfo@sec.goyor by writing the SEC’s Public Reference SectMfashington,

D.C. 20549-0102. In addition, our code of ethicaviailable on the SEC’s websiterditp://www.sec.gov

Privacy Principles

We are committed to maintaining the privacy of stackholders and safeguarding their non-publicqreakinformation.
The following information is provided to help youaderstand what personal information we collect, aprotect that
information and why, in certain cases, we may shdcemation with select other parties.

Generally, we do not receive any non-public persimfiarmation relating to our stockholders, althbugpme non-public
personal information of our stockholders may becangglable to us. We do not disclose any non-pui#isonal information
about our stockholders or former stockholders fman, except as is necessary to service stockhatdeunts, such as to a
transfer agent, or as otherwise permitted by law.

We restrict access to non-public personal inforamatibout our stockholders to our employees wittgdimate business
need for the information. We maintain physicalcedenic and procedural safeguards designed togrtite non-public
personal information of our stockholders.

Proxy Voting Policy and Procedures

Although the securities we hold are not typicalbting securities, some of our investments coulitlents to vote proxies.
If this were to occur we would vote proxies relgtio our portfolio securities in the best interefsbur stockholders and we
would review on a case-by-case basis each propobatitted to a stockholder vote to determine ifgaat on the portfolio
securities held by us. Although we would generatiie against proposals that we believe may hawepative impact on our
portfolio securities, we may vote for such a pr@gbdlswe were to believe there exists a compellong-term reason to do so.

Our proxy voting decisions would be made by ouebtinent Committee. To ensure that our vote wouldh@product of a
conflict of interest, we would require that (1) ang involved in the decision making process digctosour Chief Compliance
Officer any potential conflict that he or she isaa@vof and any contact that he or she has hadanitlinterested party regarding
a proxy vote; and (2) employees involved in theglen making process or vote administration arénjtnited from revealing
how we intend to vote on a proposal to reduce deymgpted influence from interested parties.

Other
We are periodically examined by the SEC for conmaéwith the 1940 Act.

We are required to provide and maintain a bonceidday a reputable fidelity insurance company tdemtous against
larceny and embezzlement. Furthermore, as a BD@ravrohibited from indemnifying any director dficer against any
liability to our stockholders arising from willfuhisfeasance, bad faith, gross negligence or recklissegard of the duties
involved in the conduct of such person’s office.

We are subject to federal, state and local lawsregdlations as well as the rules of the NASDAQMaldSelect Market, the
Public Company Accounting Oversight Board, andSE€.

We are required to adopt and implement writtengiedi and procedures reasonably designed to preiaation of the
federal securities laws and to review these palieied procedures annually for their adequacy améfflectiveness of their
implementation. We have a designated CCO who oresble for administering these policies and pdoces.

We are not currently a party to any material lgaceedings.
TAXATION AS A REGULATED INVESTMENT COMPANY

We have elected to be treated for U.S. federalnmectax purposes as a regulated investment compaig”"j under
subchapter M of the Internal Revenue Code of 188&mended (the “Code”), and intend to
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operate in a manner to maintain our RIC tax treatns a RIC, we generally will not have to paypmate-level U.S. federal
income taxes on any ordinary income or capital g#iat we timely distribute to our stockholderglagdends. To qualify as a
RIC, we must, among other things, meet certaincgsaf-income and asset diversification requiremémasdescribed below).
In addition, we must distribute to our stockholdéos each taxable year, at least 90% of our “itmesnt company taxable
income,” which is generally our net ordinary taxalicome plus the excess of our realized net g¢bart-capital gains over our
realized net long-term capital losses (the “Anrbigtribution Requirement”).

Taxation as a RIC

For any taxable year in which we qualify as a Rh@ aatisfy the Annual Distribution Requirement vemegrally will not be
subject to U.S. federal income tax on the portibaw investment company taxable income and natalagain, defined as net
long-term capital gains in excess of net short-teapital losses, we distribute to stockholders.Wilebe subject to U.S.
federal income tax at the regular corporate ratesny net ordinary income or net capital gain nstritbuted (or deemed
distributed) to our stockholders.

We will be subject to a 4% nondeductible U.S. faflekcise tax on our undistributed income unlesslisgibute in a
timely manner an amount at least equal to the dufa) ®8% of our net ordinary income for each cdaryear, (b) 98.2% of
our capital gain net income for the one-year peeinding October 31 in that calendar year and (g)imcome or gains realized,
but not distributed, in the preceding year and biclvwe paid no U.S. federal income tax (the “Eacisix Avoidance
Requirement”). For this purpose, however, any ngihary income or capital gain net income retaibgdis that is subject to
corporate-level U.S. federal income tax for theytaar ending in that calendar year will be congdeép have been distributed
by year end (or earlier if estimated taxes are)p#lite currently intend to make sufficient distrilouts each taxable year to
satisfy the Excise Tax Avoidance Requirement.

To qualify as a RIC for U.S. federal income taxpgmsges, we must, among other things:
« qualify to be regulated as a business developomnpany under the 1940 Act at all times durinhdagable year;

» derive in each taxable year at least 90% of oosglincome from dividends, interest, payments vé#ipect to certain
securities loans, gains from the sale of stocktloerosecurities, or other income derived with respe our business of
investing in such stock or securities, and netimealerived from interests in “qualified publiclated
partnerships” (which generally are partnerships éina traded on an established securities markeadable on a
secondary market, other than partnerships thatel®0% of their income from interest, dividends atfier permitted
RIC income) (the “90% Income Test"); and

« diversify our holdings so that at the end of equhrter of the taxable year:

° atleast 50% of the value of our assets consfstash, cash equivalents, U.S. government seesirsgecurities of
other RICs, and other securities if such other $tesi of any one issuer do not represent more Hérof the value
of our assets or more than 10% of the outstanditigy securities of the issuer; and

° no more than 25% of the value of our assetsvissted in the securities, other than U.S. governsexurities or
securities of other RICs, of one issuer or of twonore issuers that are controlled, as determimel@uapplicable te
rules, by us and that are engaged in the samendasbr related trades or businesses or in thergess of one or
more qualified publicly traded partnerships (thev@sification Tests”).

If we do not satisfy the requirements of the Diferation Tests as of the end of any quarter, wikwat lose our status as
RIC provided that (i) we satisfied the requirementa prior quarter and (ii) our failure to satishe requirements in the current
quarter is not due in whole or in part to an adtjais of any security or other property.

We may invest in partnerships, including qualifipdlicly traded partnerships, which may resultim being subject to
state, local or foreign income, franchise or witldirgg liabilities.
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Any underwriting fees paid by us are not deductiie may be required to recognize taxable incontérgumstances in
which we do not receive cash. For example, if wid kiebt obligations that are treated under appléctdx rules as having
original issue discount (such as debt instrumeiitts payment-in-kind (“PIK”) interest or, in certagases, with increasing
interest rates or issued with warrants), we mugdude in income each year a portion of the origisslie discount that accrues
over the life of the obligation, regardless of wiegtcash representing such income is received bythe same taxable year.
Because any original issue discount accrued wilhblided in our investment company taxable incdon¢he year of accrual,
we may be required to make a distribution to oaclgbolders in order to satisfy the Annual DistribnotRequirement, even
though we will not have received any correspondiagh amount. If we are not able to obtain sufficeash from other sources
to satisfy the Annual Distribution Requirement, mvay fail to qualify as a RIC and become subjectdiporate-level U.S.
federal income taxes on all of our taxable incontbaut the benefit of the dividends-paid deduction.

Although we do not presently expect to do so, veeaauthorized to borrow funds and to sell assetsdar (i) to satisfy the
Annual Distribution Requirement and to otherwidenglate our liability for U.S. federal income anxtese taxes and (ii) to
satisfy the Diversification Tests. However, under 1940 Act, we are not permitted to borrow addaidunds or to make
distributions to our stockholders while our debligdtions and other senior securities are outstandnless certain “asset
coverage” tests are met. See “Regulation — Serdouies; Coverage Ratio.” Moreover, our abiliydispose of assets to
meet the Annual Distribution Requirement, the Exdisx Avoidance Requirement or the Diversificafl@sts may be limited
by (a) the illiquid nature of our portfolio and/dr) other requirements relating to our qualificatas a RIC. If we dispose of
assets in order to meet the Annual DistributionuRegnent, the Excise Tax Avoidance Requirementhemiversification
Tests, we may make such dispositions at times fitwait, an investment standpoint, are not advantageou

Certain of our investment practices may be sulijespecial and complex U.S. federal income tax igioms that may,
among other things, (a) treat dividends that wadletrwise constitute qualified dividend income as-gualified dividend
income, (b) treat dividends that would otherwisesbgible for the corporate dividends received dgidun as ineligible for such
treatment, (c) disallow, suspend or otherwise litmit allowance of certain losses or deductions¢ddyert lower-taxed long-
term capital gain into higher-taxed short-term tapjain or ordinary income, (e) convert an ordyrlass or a deduction into a
capital loss (the deductibility of which is mormlted), (f) cause us to recognize income or gathevit a corresponding receipt
of cash, (g) adversely affect the time as to whparahase or sale of stock or securities is dedmedcur, (h) adversely alter
the characterization of certain complex finanaiahsactions and (i) produce income that will nogbalifying income for
purposes of the 90% Income Test. We intend to rapnilir transactions and may make certain tax elestio mitigate the
effect of these provisions and prevent our disfjaation as a RIC.

Gain or loss realized by us from warrants acquineds as well as any loss attributable to the lapseich warrants
generally will be treated as capital gain or |&sch capital gain or loss generally will be long¥teor short-term, depending on
how long we held a particular warrant.

Some of the income and fees that we may recogrilkaat satisfy the 90% Income Test. In order taem that such
income and fees do not disqualify us as a RIC failare to satisfy the 90% Income Test, we maylhadsets that generate
such income and provide services that generatefeashindirectly through one or more entities edas corporations for U.S.
federal income tax purposes. Such corporationsbeilequired to pay corporate-level U.S. federabime taxes on their
earnings, which ultimately will reduce our retum guch income and fees.

DIVIDEND REINVESTMENT PLAN

We have adopted a dividend reinvestment plan tfuafigies for reinvestment of our distributions ornaké of our
stockholders, unless a stockholder elects to reamigh as provided below. As a result, if our Badrbirectors authorizes, and
we declare, a cash dividend, then our stockholdbshave not “opted out” of our dividend reinvestrnglan will have their
cash dividends automatically reinvested in add#i@hares of our common stock, rather than reagithia cash.
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No action is required on the part of a registetedidolder to have such shareholder’s cash dividemyested in shares of
our common stock. A registered stockholder maytetececeive an entire dividend in cash by notifyAmerican Stock
Transfer & Trust Company, the plan administratat ear transfer agent and registrar, in writinglsat such notice is received
by the plan administrator no later than the reaat# for dividends to stockholders. The plan adstiaior will set up an
account for shares acquired through the plan foln etockholder who has not elected to receive didd in cash and hold such
shares in non-certificated form. Upon request Byoakholder participating in the plan, receivedviiting not less than ten days
prior to the record date, the plan administratdl, wistead of crediting shares to the participsuattcount, issue a certificate
registered in the participant’s name for the nundfevhole shares of our common stock and a checlrfyg fractional share.

Those stockholders whose shares are held by artwokeher financial intermediary may receive desidls in cash by
notifying their broker or other financial intermady of their election.

We intend to use primarily newly issued sharesnplément the plan, whether our shares are tradiagpeemium or at a
discount to net asset value. However, we reseeveight to purchase shares in the open marketrinexion with our
implementation of the plan. The number of shardstessued to a stockholder is determined by digidihe total dollar amount
of the dividend payable to such stockholder byrtiagket price per share of our common stock at liteef regular trading on
The NASDAQ Global Select Market on the dividend payt date. Market price per share on that datebsithe closing price
for such shares on The NASDAQ Global Select Madkeif no sale is reported for such day, at theaye of their reported bid
and asked prices. Shares purchased in open meaksattions by the plan administrator of the din@lesinvestment plan will
be allocated to a stockholder based upon the azgraighase price, excluding any brokerage changether charges, of all
shares of common stock purchased with respecetditidend.

There are no brokerage charges or other charggsdkholders who participate in the plan. The aldministrator’s fees
under the plan are paid by us. If a participanttsley written notice to the plan administratoh&we the plan administrator sell
part or all of the shares held by the plan adnmaist in the participant’s account and remit theceeds to the participant, the
plan administrator is authorized to deduct a $1&8&@saction fee plus a $0.10 per share brokemagenission from the
proceeds.

If your dividends are reinvested, you will be reqdito pay tax on the distributions in the samemaaas if the distributions
were received in cash. The taxation of dividendsneit be affected by the form in which you receiliem.

Participants may terminate their accounts undeplkie by notifying the plan administrator via itelsite at
www.amstock.comby filling out the transaction request form lahat bottom of their statement and sending h¢opian
administrator at the address set forth below ocdijng the plan administrator at 1-866-668-8564.

The plan may be terminated by us upon notice itingrimailed to each participant at least 30 daje ppo any record date
for the payment of any dividend by us. All corresgence concerning the plan should be directechtbadditional information
about the plan may be obtained from, the plan adinittor by mail at American Stock Transfer & Tr@mpany, Attn.
Dividend Reinvestment Department, P.O. Box 922, |\Waiket Station, New York, NY 10269-0560 or byet#Hone at 1-866-
668-8564.
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Item 1A.Risk Factors

Investing in our securities involves a high degréesk. In addition to the other information coirtad in this annual report
on Form 10-K, the following information should refully considered before making an investmeiuinsecurities. The risks
set out below are not the only risks we face. At risks and uncertainties not presently knoai$ or not presently deemed
material by us might also impair our operations gretformance. If any of the following events oceour, business, financial
condition and results of operations could be matériand adversely affected. In such case, ourmssét value and the trading
price of our securities could decline, and you ruse part or all of your investment.

Risks Related to Our Business and Structure

We are dependent upon our senior management for futture success, and if we are unable to hire aretain qualified
personnel or if we lose any member of our seniormagement team, our ability to achieve our investrhebjectives could be
significantly harmed.

We depend on the members of our senior managersevetlhas other key personnel for the identificatifinal selection,
structuring, closing and monitoring of our investrtge These employees have critical industry expedeand relationships that
we rely on to implement our business plan. OurriBuccess depends on the continued service aeoior management team.
The departure of any of the members of our senaragement or a significant number of our senicsgrerel could have a
material adverse effect on our ability to achieueiovestment objective. As a result, we may noable to operate our
business as we expect, and our ability to compmilde harmed, which could cause our operatingtet suffer.

Additionally, the management agreements govermmgesof the CLO funds managed by our Asset Manaffdrates have
“key person” provisions that provide certain CL®@@stors with rights upon the departure of a “kegspr”, as defined in each
agreement. As a result, the departure of a “keggrércould trigger a material change in the Assanhiter Affiliate’s role in
managing the CLO Funds, and therefore KCAP’s fir@rienefits from its investments in the Asset MgaraAffiliates.

We operate in a highly competitive market for int@ent opportunities.

A large number of entities compete with us to midleetypes of investments that we plan to make aspective portfolio
companies. We compete with other BDCs, as wellragnaber of investment funds, investment banks dnersources of
financing, including traditional financial servicesmpanies, such as commercial banks and finamopamies. Many of our
competitors are substantially larger and have danably greater financial, technical, marketing attter resources than we do.
For example, some competitors may have a lowerafdands and access to funding sources that dravailable to us. This
may enable some of our competitors to make comeddozns with interest rates that are comparabte tower than the rates
we typically offer. We may lose prospective poitiaghvestments if we do not match our competit@riting, terms and
structure. If we do match our competitors’ pricitgrms or structure, we may experience decreadadtagest income. In
addition, some of our competitors may have higlsirtolerances or different risk assessments, wbiehd allow them to
consider a wider variety of investments, estabiighe relationships and build their market sharesthermore, many of our
potential competitors have greater experience tipgrander, or are not subject to, the regulatestrictions that the 1940 Act
imposes on us as a BDC. As a result of this cortipetithere can be no assurance that we will be @bidentify and take
advantage of attractive investment opportunitiethat we will be able to fully invest our availatdapital. If we are not able to
compete effectively, our business and financialdition and results of operations will be adversfected.

If we are unable to source investments effectivelig may be unable to achieve our investment objestiand provide returns
to stockholders.

Our ability to achieve our investment objective eleghs on our senior management team’s ability totifye evaluate and
invest in suitable companies that meet our investrogteria. Accomplishing this result on a codieefive basis is largely a
function of our marketing capabilities, our manageitrof the investment process, our ability to pdevefficient services and
our access to financing sources on acceptable témms
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addition to monitoring the performance of our érigtinvestments, members of our management teano@anidvestment
professionals may also be called upon to provideagerial assistance to our portfolio companiess&lemands on their time
may distract them or slow the rate of investmentgiiow, we need to continue to hire, train, susenand manage new
employees and to implement computer and othermgstapable of effectively accommodating our growtbwever, we
cannot provide assurance that any such employdlesoniribute to the success of our business drileawill implement such
systems effectively. Failure to source investmefitsctively could have a material adverse effecbonbusiness, financial
condition and results of operations.

Our business model depends to a significant extepon strong referral relationships, and our inabili to maintain or
develop these relationships, as well as the failofeéhese relationships to generate investment ayaities, could adversely
affect our business.

We expect that members of our senior managemeamtwugih maintain their relationships with intermedes, financial
institutions, investment bankers, commercial basikiEmancial advisors, attorneys, accountants, wtargs and other
individuals within their networks, and we will refg a significant extent upon these relationshipsrovide us with potential
investment opportunities. If our senior managentesun fails to maintain its existing relationshipsievelop new relationships
with sources of investment opportunities, we wilt be able to grow our investment portfolio. In #idd, individuals with
whom members of our senior management team haatioreships are not obligated to provide us withrestment
opportunities, and, therefore, there is no asserémet such relationships will generate investnogpiortunities for us.

We may have difficulty paying distributions requidego maintain our RIC status if we recognize incorbefore or without
receiving cash equal to such income.

In accordance with the Code, we include in incoentain amounts that we have not yet received ih,asch as contracted
non-cash PIK interest, which represents contradgttatest added to the loan balance and due ariti®f the loan term. The
increases in loan balances as a result of conttacte-cash PIK arrangements are included in inciomiine period in which
such non-cash PIK interest was received, whiclftéon advance of receiving cash payment, andeparately identified on
our statements of cash flows. We also may be reduo include in income certain other amounts wetvill not receive in
cash. Any warrants that we receive in connectiadh wur debt investments generally are valued asobéine negotiation
process with the particular portfolio company. A®sult, a portion of the aggregate purchase foicthe debt investments and
warrants is allocated to the warrants that we vecdihis generally results in the associated delstment having “original
issue discount” for tax purposes, which we musbgeize as ordinary income as it accrues. This asge the amounts we are
required to distribute to maintain our qualificatifor tax treatment as a RIC. Because such origgsak discount income might
exceed the amount of cash received in a givenwithrespect to such investment, we might needtain cash from other
sources to satisfy such distribution requiremedtber features of the debt instruments that we hwdg also cause such
instruments to generate original issue discount.

Since in certain cases we may recognize incomedefowithout receiving cash representing suchrimsove may have
difficulty meeting the requirement to annually distite at least 90% of our net ordinary income gealized net short-term
capital gains in excess of realized net long-teapital losses, if any. If we are unable to meeséhdistribution requirements,
we will not maintain our qualification for tax trmaent as a RIC. Accordingly, we may have to sethe®f our assets, raise
additional debt or equity securities or reduce nmexestment originations to meet these distributexuirements.

We may incur losses as a result of “first loss” agments into which we or our Asset Manager Affigstmay in the future
enter in connection with warehousing credit arrangeents which we may put in place prior to raisingcO Fund and
pursuant to which we would typically agree to reimige credit providers for a portion of losses (ifiy on warehouse
investments.

We and our Asset Manager Affiliates have in tha patered into, are currently entered into, and madke future enter into
“first loss” agreements in connection with waret®muasedit lines established by our Asset Manageitidtés to fund the initial
accumulation of loan investments for future CLO #&sithat our Asset
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Manager Affiliates will manage. Under such agreetsiene or our Asset Manager Affiliates generallykena junior investment
in a warehouse facility, which serves as a losgebiér the senior capital provider. Such junioreéstment may be subject to
losses (either in whole or in part) that stem fifactors including (i) losses as a result of indixatiloan or other investments
being ineligible for purchase by the CLO Fund (tghly due to a payment default on such loan orrathestments) when such
fund formation is completed or (ii) if the CLO Fuhds not been completed before the expirationefwhrehouse credit line,
the loss (if any, and net of any accumulated istareeome) on the resale of such loans funded éytrehouse credit line, or
(iii) realized losses from trading activity withihe warehouse facility. As a result, we may inassks if loans and debt
obligations, if applicable, that had been purchasdbe warehouse facility become ineligible foclusion in the CLO Fund or
if a planned CLO Fund does not close.

Any unrealized losses we experience on our loantfmhio may be an indication of future realized loss, which could reduce
our income available to make distributions.

As a BDC, we are required to carry our investmahtsarket value or, if no market value is ascestali®, at the fair value
as determined in good faith by our Board of Diresfaursuant to a valuation methodology approvedurBoard of Directors.
Decreases in the market values or fair values ofraiestments will be recorded as unrealized los&esuinrealized loss in our
loan portfolio could be an indication of a porttbbiompany’s inability to meet its repayment obligas with respect to the
affected loans. This could result in realized lssgethe future and ultimately in reductions of mwoome available to pay
dividends or interest and principal on our secesitind could cause you to lose all or part of yougstment.

We may experience fluctuations in our quarterly aaginual operating results and credit spreads.

We could experience fluctuations in our quarterlgd annual operating results due to a number obfacsome of which are
beyond our control, including our ability to makeéstments in companies that meet our investméatiar the interest rate
payable on the debt securities we acquire (whichdcstem from the general level of interest ratesdit spreads, or both), the
default rate on such securities, prepayment upetritpgering of covenants in our middle market bas well as our CLO
Funds, our level of expenses, variations in anéhtirof the recognition of realized and unrealizathg or losses, the degree to
which we encounter competition in our markets agegal economic conditions. As a result of thestofa, results for any
period should not be relied upon as being indieatif/performance in future periods.

We are exposed to risks associated with changestgrest rates and spreads.

Changes in interest rates may have a substangjatice impact on our investments, the value ofsmaurities and our rate
of return on invested capital. A reduction in theerest spreads on new investments could alsodraaeverse impact on our
net interest income. An increase in interest ratesd decrease the value of any investments wewabich earn fixed interest
rates, including mezzanine securities and highaylieinds, and also could increase our interest eepenereby decreasing our
net income. An increase in interest rates due o@ease in credit spreads, regardless of gemgesest rate fluctuations,
could also negatively impact the value of any itwesits we hold in our portfolio.

We borrow money, which magnifies the potential fgain or loss on amounts invested and may incredserisk of investing
in us.

Borrowings, also known as leverage, magnify thepial for gain or loss on amounts invested aretetfore, increase the
risks associated with investing in the common st¥¢& have issued senior securities, and in theduhay borrow from, or
issue additional senior securities (such as predesr convertible securities or debt securitiespémks and other lenders and
investors. Subject to prevailing market conditioms,intend to grow our portfolio of assets by mjgsadditional capital,
including through the prudent use of leverage abéél to us. Lenders and holders of such seniorisiesuvould have fixed
dollar claims on our assets that are superioréathims of our common stockholders. Leverage iegaly considered a
speculative investment technique. Any increasaumicome in excess of interest payable on ourtaniting indebtedness
would cause our net income to increase more thaottd have had we not incurred leverage, while dggrease in our income
would cause net income to decline more sharply ihaould have had we
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not incurred leverage. Such a decline could neglgt&ffect our ability to make distributions. Indition, our common
stockholders will bear the burden of any increaseur expenses as a result of leverage. Thereean bssurance that our
leveraging strategy will be successful.

As of December 31, 2013, we had $192.6 milliomalebtedness outstanding which had a weighted awénggyest cost of
5.08%. We may incur additional indebtedness irfthére, although there can be no assurance thatilviee successful in
doing so.

lllustration. The following table illustrates the effect of &@age on returns from an investment in our comnbaeks
assuming various annual returns, net of expensgescalculations in the table below are hypotheteal actual returns may be
higher or lower than those appearing below.

Assumed Return on Our Portfolio@
(net of expenses)

(10.0)% (5.00% 0.0% 5.0% 10.0%
Corresponding net return to common stockholde (22.9% (13.)%  (3.9% 5.2% 14.2%

(1) Assumes $459 million in total assets, $193iarilin debt outstanding, $250 million in net assetgl an average cost of
funds of 5.08%. Actual interest payments may bfedht. In order for us to cover our annual intepayments on
indebtedness, we must achieve annual returns oBexegmber 31, 2013 net assets of at least 4%.

Our outstanding indebtedness imposes, and additiet we may incur in the future will likely impesfinancial and
operating covenants that restrict our businessitiet, including limitations that could hinder cafility to finance additional
loans and investments or to make the distributiegsired to maintain our status as a RIC. A faiteradd new debt facilities
or issue additional debt securities or other ewidsrof indebtedness in lieu of or in addition tseng indebtedness could have
a material adverse effect on our business, finanoiadition or results of operations.

Our indebtedness could adversely affect our finaaldiealth and our ability to respond to changesadnr business.

With certain limited exceptions, we are only alla@lie borrow amounts or issue senior securities suhour asset
coverage, as defined in the 1940 Act, is at le@8¥@immediately after such borrowing or issuanceofDecember 31, 2013,
our asset coverage ratio was 226%. The amountefdge that we employ in the future will dependanmanagement’s and
our Board of Directors’ assessment of market ahdrdiactors at the time of any proposed borrowirigere is no assurance that
a leveraging strategy will be successful. As altesuthe level of our leverage:

e our exposure to risk of loss is greater if we indebt or issue senior securities to finance investsbecause a decre
in the value of our investments has a greater hegebpact on our equity returns and, therefore,wlue of our
business if we did not use leverage;

« the decrease in our asset coverage ratio regditim increased leverage and the covenants ceat@indocuments
governing our indebtedness (which may impose ass&trage or investment portfolio composition reguients that a
more stringent than those imposed by the 1940 likai)) our flexibility in planning for, or reactingp, changes in our
business and industry, as a result of which wectbalrequired to liquidate investments at an inojppe time;

e we are required to dedicate a portion of our dkwsi to interest payments, limiting the availatyilof cash for dividends
and other purposes; and

e our ability to obtain additional financing in tfigure may be impaired.

We cannot be sure that our leverage will not haneterial adverse effect on us. In addition, wencaie sure that
additional financing will be available when requirer, if available, will be on terms satisfactooyus. Further, even if we are
able to obtain additional financing, we may be msggito use some or all of the proceeds therecdépay our outstanding
indebtedness.
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Economic recessions or downturns may have a mateaidverse effect on our business, financial conditiand results of
operations, and could impair the ability of our ptdolio companies to repay loans.

Economic recessions or downturns may result irobopged period of market illiquidity which couldyea material
adverse effect on our business, financial condiiiod results of operations. Unfavorable economialitimns also could
increase our funding costs, limit our access tactygtal markets or result in a decision by lendtsto extend credit to us.
These events could limit our investment originagidimit our ability to grow and negatively impamir operating results.

In addition, to the extent that recessionary cooiit return, the financial results of small and +sized companies, like
those in which we invest, will likely experienceteiéoration, which could ultimately lead to diffityin meeting debt service
requirements and an increase in defaults. Addiliprihe end markets for certain of our portfolionapanies’ products and
services would likely experience negative econaneiods. The performances of certain of our podfobmpanies have been,
and may continue to be, negatively impacted byee®nomic or other conditions, which may ultimatelsult in our receipt
of a reduced level of interest income from our fodid companies and/or losses or charge offs réledeour investments, and,
in turn, may adversely affect distributable incoferther, adverse economic conditions may decrbasealue of collateral
securing some of our loans and the value of ouityemyvestments. As a result, we may need to motti/payment terms of
our investments, including changes in payment-imdkiterest provisions and/or cash interest ratleese factors may result in
our receipt of a reduced level of interest inconoenf our portfolio companies and/or losses or chaffgerelated to our
investments, and, in turn, may adversely affedtidistable income and have a material adverse teffeour results of
operations.

Further downgrades of the U.S. credit rating, impging automatic spending cuts or another governmeshutdown could
negatively impact our liquidity, financial conditio and earnings.

Recent U.S. debt ceiling and budget deficit conedave increased the possibility of additional itreating downgrades
and economic slowdowns, or a recession in the AltBough U.S. lawmakers passed legislation to rdisefederal debt ceiling
on multiple occasions, ratings agencies have ladverghreatened to lower the long-term sovereigulicrating on the United
States. The impact of this or any further downgsadethe U.S. government’s sovereign credit ratiniggs perceived
creditworthiness could adversely affect the U.S$l global financial markets and economic conditigktssent further
quantitative easing by the Federal Reserve, theselabments could cause interest rates and borgogdgsts to rise, which may
negatively impact our ability to access the debtkets on favorable terms. In addition, disagreenoeet the federal budget
has caused the U.S. federal government to shut émwgeriods of time. Continued adverse politicadl @conomic conditions
could have a material adverse effect on our busjrfggncial condition and results of operations.

Global economic, political and market conditions snadversely affect our business, results of operasi and financial
condition, including our revenue growth and profitality.

The current worldwide financial market situatios,veell as various social and political tensionthie United States and
around the world, may continue to contribute to@ased market volatility, may have long-term eBemt the United States and
worldwide financial markets, and may cause furfmmomic uncertainties or deterioration in the ebhiGtates and worldwide.
Since 2010, several European Union (“EU”) countriesluding Greece, Ireland, Italy, Spain, and geai, have faced budget
issues, some of which may have negative long-téfeats for the economies of those countries andrdfU countries. There is
continued concern about national-level supporttierEuro and the accompanying coordination of fiand wage policy
among European Economic and Monetary Union memtentdes. In addition, the fiscal policy of foreigations, such as
China, may have a severe impact on the worldwideUrited States financial markets. We do not know fong the financial
markets will continue to be affected by these evand cannot predict the effects of these or sirailants in the future on the
United States economy and securities markets ouomvestments. We monitor developments and seekahage our
investments in a manner consistent with achievingro/estment objective, but there can be no asserthat we will be
successful in doing so.
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Because we intend to continue to distribute subdtalty all of our income and net realized capitabns to our stockholders,
we will need additional capital to finance our grakw

In order to continue to qualify as a RIC, to avpayment of excise taxes and to minimize or avoigEnt of income taxes,
we intend to continue to distribute to our stockleos substantially all of our net ordinary income aealized net capital gains
except for certain net long-term capital gains hihive may retain, pay applicable income taxes wiipect thereto, and elect
to treat as deemed distributions to our stockhe)déys a BDC, in order to incur new debt, we aneegelly required to meet a
coverage ratio of total assets to total seniorréges, which includes all of our borrowings and/gmeferred stock we may
issue in the future, of at least 200%, as meadmedediately after issuance of such security. Taguirement limits the amount
that we may borrow. Because we will continue todneggpital to grow our loan and investment portfalias limitation may
prevent us from incurring debt and require us $oésadditional equity at a time when it may bedlisatageous to do so. We
cannot assure you that debt and equity financitigoiavailable to us on favorable terms, or gtaaid debt financings may be
restricted by the terms of such borrowings. If #ddal funds are not available to us, we coulddredd to curtail or cease new
lending and investment activities.

We may from time to time expand our business thrbwgquisitions, which could disrupt our business éarm our
financial condition.

We may pursue potential acquisitions of, and inwesits in, businesses complementary to our busaresfom time to
time engage in discussions regarding such posadgjeisitions. For example, in February 2012, wemletad the acquisition of
Trimaran Advisors. Such acquisition and any otlegussitions we may undertake involve a number sKsi including:

« failure of the acquired businesses to achievedbelts we expect;

e substantial cash expenditures;

« diversion of capital and management attentiomfoperational matters;

* our inability to retain key personnel of the aicgd businesses;

< incurrence of debt and contingent liabilities aistts associated with unanticipated events oiliigs; and

» the potential disruption and strain on our erigtbusiness and resources that could result frarplanned growth and
continuing integration of our acquisitions.

If we fail to properly evaluate acquisitions or @ments, we may not achieve the anticipated lsrfsuch acquisitions,
we may incur costs in excess of what we anticipaid, management resources and attention may beedivieom other
necessary or valuable activities. Any acquisitianluding the Trimaran Advisors acquisition, may result in short-term or
long-term benefits to us. If we are unable to irég or successfully manage any business that qudéracwe may not realize
anticipated cost savings, improved efficiencieseoenue growth, which may result in reduced prbifiiyy or operating losses.

Our Board of Directors may change our investmentjettive, operating policies and strategies withquitor notice or
stockholder approval.

Our Board of Directors has the authority to modifywaive certain of our operating policies andteg@es without prior
notice and without stockholder approval. Howevbgemt stockholder approval, we may not change dha&e of our business
S0 as to cease to be, or withdraw our electioa 8)C. We cannot predict the effect any changeaitacurrent operating
policies and strategies would have on our busiardoperating results. Nevertheless, the effecisadaersely affect our
business and they could negatively impact ourtgtidi pay you dividends and could cause you to &ker part of your
investment in our securities.

Pending legislation may allow us to incur additiohkeverage.

As a BDC under the 1940 Act, we are generally moimitted to incur indebtedness unless immediatiédy auch borrowing
we have an asset coverage for total borrowings leaat 200% (i.e., the amount of debt
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may not exceed 50% of the value of our assets)emRédegislation, if passed by Congress, would myottiis section of the 1940
Act and increase the amount of debt that businegsldpment companies may incur by modifying thegetage from 200% to
150%. As a result, we may be able to incur additiemdebtedness in the future and therefore yalraf an investment in our
securities may increase.

Our businesses may be adversely affected by liligaand regulatory proceedings.

From time to time, we may be subject to legal astias well as various regulatory, governmentallawdenforcement
inquiries, investigations and subpoenas. In anf slaims or actions, demands for substantial mopel@amages may be
asserted against us and may result in financiailitiaor an adverse effect on our reputation ammwgstors. We may be
unable to accurately estimate our exposure tatitig risk when we record balance sheet reservgwébable loss
contingencies. As a result, any reserves we estatdicover any settlements or judgments may nsuffecient to cover our
actual financial exposure, which may have a mdtemnipact on our results of operations or financiahdition. In regulatory
enforcement matters, claims for disgorgement, rtiosition of penalties and the imposition of otteenedial sanctions are
possible.

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

Our business requires a substantial amount ofiadédltcapital. We may acquire additional capitahfrthe issuance of
senior securities or other indebtedness, the issuahadditional shares of our common stock or feaeuritization transactions.
However, we may not be able to raise additionaitabin the future on favorable terms or at all. iiay issue debt securities or
preferred securities, which we refer to collectvas “senior securities,” and we may borrow morreynfbanks or other
financial institutions, up to the maximum amountrpited by the 1940 Act. The 1940 Act permits ussgue senior securities
or incur indebtedness only in amounts such thabeset coverage, as defined in the 1940 Act, equigdsst 200% immediately
after such issuance or incurrence. With respectttin types of senior securities, we must makeigions to prohibit any
dividend distribution to our stockholders or thpugchase of certain of our securities, unless wet e applicable asset
coverage ratios at the time of the dividend distidn or repurchase. If the value of our assettires; we may be unable to
satisfy the asset coverage test. Furthermore, moyiats that we use to service our indebtednessdwvmilbe available for
distributions to our common stockholders.

All of the costs of offering and servicing such tebpreferred stock (if issued by us in the fujunecluding interest or
preferential dividend payments thereon, will berteoby our common stockholders. The interests ohdigers of any debt or
preferred stock we may issue will not necessaglaligned with the interests of our common stoottd. In particular, the
rights of holders of our debt or preferred stockereive interest, dividends or principal repaymeilitbe senior to those of our
common stockholders. Also, in the event we isseéepred stock, the holders of such preferred sidttthave the ability to
elect two members of our board of directors. Inithaltl we may grant a lender a security interest gignificant portion or all
of our assets, even if the total amount we maydvofrom such lender is less than the amount of semther's security interest
in our assets. In no event, however, will any lerideis have any veto power over, or any vote vapect to, any change in
our, or approval of any new, investment objectiveeestment policies or strategies.

We are not generally able to issue and sell oumeomstock at a price below net asset value peeskiée may, however,
sell our common stock at a price below the themecumet asset value of our common stock if ourdoédirectors determines
that such sale is in the best interests of KCARkéal and its stockholders, and our stockholdepsave such sale, which they
did in 2013. In any such case, the price at whighsecurities are to be issued and sold may nt#dsethan a price which, in
the determination of our board of directors, clpsgproximates the market value of such secur(éss any distributing
commission or discount). We are also generally ipitdd under the 1940 Act from issuing securitieswertible into voting
securities without obtaining the approval of ouistrg stockholders. In addition to issuing sedesito raise capital as
described above; we may securitize a portion ofdaes generate cash for funding new investmehtge lare unable to
successfully securitize our loan portfolio our #pito grow our business and fully execute our bess strategy and our
earnings (if any) may be adversely affected. Moegpgven
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successful securitization of our loan portfolio htigxpose us to losses, as the residual loansichwie do not sell interests
tend to be those that are riskier and more aptte@te losses.

Changes in the laws or regulations governing ourdiness and the business of our Asset Manager Adfiis, or changes in
the interpretations thereof, and any failure by vs our Asset Manager Affiliates to comply with thetaws or regulations,
could negatively affect the profitability of our @pations.

Changes in the laws or regulations or the integpigts of the laws and regulations that govern BD€gistered investment
advisers (such as our Asset Manager Affiliatesf;9Rbr non-depository commercial lenders could §igantly affect our
operations and our cost of doing business. Weuwsjest to federal, state and local laws and regudatas well as the rules of
the stock exchange on which our securities aredjsind are subject to judicial and administratigeisions that affect our
operations, including our loan originations, maximinterest rates, fees and other charges, diséssamportfolio companies,
the terms of secured transactions, collection anetfosure procedures and other trade practiceseléntities, including the
Public Company Accounting Oversight Board, the S the NASDAQ Global Select Market, have issusijaificant
number of new and increasingly complex requiremantsregulations over the course of the last seyeeas and continue to
develop additional regulations.

In addition, as registered investment advisersAget Manager Affiliates are subject to new andtig regulations,
regulatory risks, costs and expenses associatacbpérating as registered investment adviserahgtlimit their ability to
operate, structure or expand their businesse®ifuthre. If these laws, regulations or decisidmsnge, or if we expand our
business into jurisdictions that have adopted rstirgent requirements than those in which we atiyeconduct business, we
may have to incur significant expenses in ordeximply or we might have to restrict our operatidnsaddition, if we do not
comply with applicable laws, regulations and dexisj we may lose licenses needed for the condumirdbusiness and be
subject to civil fines and criminal penalties, afywhich could have a material adverse effect upanbusiness, results of
operations or financial condition.

Moreover, the Dodd-Frank Wall Street Reform andsCwnmer Protection Act (the “Dodd-Frank Act”) hasremsed and will
continue to significantly increase the regulatiémhe financial services industry. The Dodd-Frardt ontains a broad set of
provisions designed to govern the practices andsay of financial institutions and other partiaigs in the financial markets.
One such provision, Section 619 of the Dodd-Frank éommonly referred to as the Volcker Rule, cogt@ertain prohibitions
and restrictions on the ability of a “banking eyitit- which includes insured depository institutiobsnk holding companies,
foreign banking entities regulated by the Federdd®ve Board and their respective affiliates —r@obank financial
company supervised by the Federal Reserve to enigggeprietary trading and have certain inter@stsr relationships with
certain private funds (“covered funds”). Under timal regulations implementing the Volcker Rule,iefhwere adopted in
December 2013, many CLOs will be covered fundseftinvest, or are permitted to invest, in asstterahan loans, certain
cash equivalents and interest rate or currencydsedss a result, many banking entities, includirapypnU.S. and non-U.S.
broker-dealers with affiliated banks, may be unablevest in, or in some cases to make a markéh@nsecurities of CLOs in
which we have invested, which may reduce liquidityhese securities and have a material adversetedh their valuation.
Moreover, the Volcker Rule regulations may afféet arket for CLOs such that our Asset Managelliafiis may be unable
to establish, or to obtain warehouse funding few ICLOs that would be covered funds. If our Assanier Affiliates
establish CLOs that are structured not to be cavieneds and thus do not permit investments in enaty assets such as
corporate bonds, asset-backed securities or symtheestments, and we invest in such CLOs, thétgloif our Asset Manager
Affiliates to manage such CLOs will be constraitgdhose limitations, which could materially adwdysaffect any
investments we make in such CLOs.

On August 28, 2013, the SEC, the FDIC, the Fedeeskrve and certain other prudential banking régrdae-proposed
regulations that would mandate risk retention usitizations, including CLOs. Under the re-progsules, our Asset
Manager Affiliates may be required to hold intesesfjual to 5% of the fair value of any CLO theyrsao (unless the CLO
invests only in certain qualifying loans) and wobklprohibited from selling or hedging those inséseén accordance with the
limitations on such sales or hedges set fortheffitial rule. If the risk retention rules are admpas re-proposed, our Asset
Manager Affiliates would need to have the requisdpital to hold such interests as a conditioméir tability to sponsor new
CLOs, and the restrictions on hedging such intemn@sty create greater risk with respect to thoszests.
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Our Asset Manager Affiliates’ investments in sudh33, or their inability to invest in such CLOs (atidis inability to sponsor
them) could each have a material adverse effeat opobusiness, results of operations or finaremaldition.

In April 2010, the SEC proposed revised rules &ses-backed securities offerings (“Regulation AB that, if adopted,
would substantially change the disclosure, repgréind offering process for public and private adffgs of asset-backed
securities, including CLOs. The proposed ruleadibpted, would require significant additional distires and would alter the
safe-harbor standards for the private placemeassét-backed securities to impose informationalirements similar to those
that would apply to registered public offeringssath securities. The application of such informaloequirements to CLOs,
which have not historically been publically regist is unclear. The SEC announced that it woutd wa the Regulation AB
Il final rules at an open meeting in February, #reh rescinded that notice and reopened the rolefmment on a narrow
point relating to privacy concerns around consudaa. The timing of the adoption of final rulesithapplication to privately
offered securities in general and to CLOs in pakdig the cost of compliance with such rules, ahetiver compliance would
compromise proprietary methods or strategies offmset Manager Affiliates, is currently unclear.

Other financial reform regulations, including resgfidns requiring clearing and margining of swapsections, which may
affect our ability to enter into hedging transaetipchanges in the definition and regulation of wadity pool operators and
commodity trading advisors, which could subject Asset Manager Affiliates to additional regulatipnew leveraged lending
guidance that may affect the ways in which bankmsgitutions originate the loans in which we and affiliates invest;
heightened regulatory capital requirements for bahkt may affect our ability to borrow on reasdeaerms; and non-US
regulations of financial market participants thatynoverlap, expand upon or be inconsistent withréfffilations may all have
material adverse effects on our business.

If we do not invest a sufficient portion of our asts in Qualifying Assets, we could be precludedifravesting according to
our current business strategy.

As a BDC, we may not acquire any assets other@halifying Assets for purposes of the 1940 Act as)at the time of
and after giving effect to such acquisition, asteé0% of our total assets are Qualifying Assete. ‘Bem 1: Business —
Regulation”.

We believe that most of the senior loans and meaednvestments that we acquire constitute “QuedgyAssets.”
However, investments in the securities of CLO Fuyetserally do not constitute “Qualifying Assetsiitdave may invest in
other assets that are not “Qualifying Assets.” éfdo not invest a sufficient portion of our asgetQualifying Assets,” we
may be precluded from investing in what we beliakeattractive investments, which would have a ristadverse effect on
our business, financial condition and results afrafions. These restrictions could also preveffitaims making investments in
the equity securities of CLO Funds, which couldiiour Asset Manager Affiliates’ ability to orgasizew CLO Funds.
Similarly, these rules could prevent us from makKiigpw-on investments in existing portfolio compas (which could result
in the dilution of our position).

In addition, we have received certain exemptivieféom the SEC relating to our status as a BD@ aur ability to own
securities issued by or any other interest in th&@rtess of a person who is a registered investatiser. The conditions of
such exemptive relief may limit our ability or thbility of our Asset Manager Affiliates, each aistgred investment adviser,
to operate, structure or expand their businesstifuture.
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We will be subject to corporate-level U.S. feddralome taxes if we are unable to qualify as a RI@der Subchapter M of
the Code.

To maintain RIC tax treatment under the Code, wetmeet the following annual distribution, inconoeiice and asset
diversification requirements:

« The annual distribution requirement for a RICI\Ww# satisfied if we distribute to our stockholdersan annual basis at
least 90% of our net ordinary income and realizetdshort-term capital gains in excess of realizetdeng-term capital
losses, if any. Because we use debt financing reveubject to certain asset coverage ratio reqeingsrunder the 1940
Act and are (and may in the future become) sultgecertain financial covenants under loan and tiglieements that
could, under certain circumstances, restrict usifneaking distributions necessary to satisfy thérithistion
requirement. If we are unable to obtain cash frénewsources, we could fail to qualify for RIC tagatment and thus
become subject to corporate-level U.S. federalrmetaxes.

e The source income requirement will be satisffegld obtain at least 90% of our income for eachr yean dividends,
interest, gains from the sale of stock or securitiesimilar sources.

« The asset diversification requirement will basfed if we meet certain asset diversificationuiegments at the end of
each quarter of our taxable year. To satisfy thigiirement, at least 50% of the value of our aseat consist of cash,
cash equivalents, U.S. Government securities, giesuof other RICs, and other acceptable secariied no more than
25% of the value of our assets can be investeueisecurities, other than U.S. government secsigtiesecurities of
other RICs, of one issuer, of two or more issuleas are controlled, as determined under applic@blde rules, by us
and that are engaged in the same or similar aetlaades or businesses or of certain “qualifigioliply traded
partnerships.” If we do not satisfy the diversifioa requirements as of the end of any quartenwillenot lose our
status as RIC provided that (i) we satisfied tlgii@ments in a prior quarter and (i) our failtwesatisfy the
requirements in the current quarter is not duehnle/ or in part to an acquisition of any securityther property.

Failure to meet these requirements may result irhauing to dispose of certain investments quidgklgrder to prevent the
loss of RIC status. Because most of our investmaititbe in private companies, and therefore walibliquid, any such
dispositions could be made at disadvantageousspaiceé could result in substantial losses. Moredf/are fail to maintain RIC
tax treatment for any reason and are subject fpocate-level U.S. federal income taxes, the remyliaxes could substantially
reduce our net assets, the amount of income alailabdistribution and the amount of our distribuats. Such a failure would
have a material adverse effect on us and on ookisbdders.

We are subject to risks associated with our deloiusitization financing transaction.

On June 18, 2013, KCAP Senior Funding I, LLC, ac&iy finance subsidiary of the Company, was @diziéd through the
issuance of $140 million of notes (the “KCAP Ser#tanding | Notes”). The KCAP Senior Funding | Nogee backed by a
diversified portfolio of bank loans.

As a result of this debt securitization financirgnsaction, we are subject to a variety of risksluiding those set forth
below:

We are subject to certain risks as a result of andirect interests in the subordinated notes andmigership interests of
KCAP Senior Funding I, LLC.

Under the terms of the master loan sale agreenusetrging the debt securitization financing traniset(1) we sold and/or
contributed to KCAP Senior Funding | Holdings, LICEloldings”) all of our ownership interest in ouotfolio loans and
participations for the purchase price and othesit@ration set forth in the master loan sale agee¢@nd (2) Holdings, in turn,
sold and/or contributed to KCAP Senior Fundingll( (the “Issuer”) all of its ownership interestdnch portfolio loans and
participations for the purchase price and the cmration set forth in the master loan sale agreerfetiowing these transfers,
the Issuer, and not Holdings or us, held all ofah@ership interest in such portfolio loans andipigations. As a result of the
debt securitization financing transaction, we Haldirectly through Holdings all of the subordinateates and membership
interests of the Issuer. As a result, we consditiae financial statements of Holdings and the
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Issuer in our consolidated financial statementgaBee Holdings and the Issuer are disregardeditie®reparate from its
owner for U.S. federal income tax purposes, eathesale or contribution of portfolio loans bytasHoldings, and the sale of
portfolio loans by Holdings to the Issuer, did nohstitute a taxable event for U.S. federal incéaxepurposes. If the U.S.
Internal Revenue Service were to take a contrasitipn, there could be a material adverse effeaumbusiness, financial
condition, results of operations or cash flows.

The subordinated notes and membership interesttheflssuer are subordinated obligations of the Igsu

The subordinated notes of the Issuer are the juféss of notes issued by the Issuer, are subaediria priority of payment
to the secured notes issued by the Issuer andibjecsto certain payment restrictions set fortthm indenture governing the
notes of the Issuer. Therefore, Holdings only neeeicash distributions on the subordinated notéifssuer has made all cash
interest payments on the secured notes it hasdsand we only receive cash distributions in respéour indirect ownership
of the Issuer to the extent that Holdings receamscash distributions in respect of its direct evghip of the Issuer. The
subordinated notes of the Issuer are also unseamedank behind all of the secured creditors, kmowunknown, of the
Issuer, including the holders of the secured nibtegs issued. Consequently, to the extent thatvahee of either the Issuer’s
portfolio of loan investments has been reducedrasuat of conditions in the credit markets, oaaesult of defaulted loans or
individual fund assets, the value of the subordidatotes of such securitization issuer at theiemgation could be reduced.
Accordingly, our investment in the Issuer may bleject to complete loss.

The membership interests in the Issuer represkot thle residual economic interest in the Isséarsuch, the holder of the
membership interests of the Issuer is the resida&hant on distributions, if any, made by the &ysafter holders of all classes
of notes issued by the Issuer have been paidliofiubach payment date or upon maturity of sucksahder the debt
securitization financing transaction documents.

If an event of default has occurred and acceleraigzurs in accordance with the terms of the ingdengoverning the notes
of the Issuer, the secured notes of the Issuerdbtstanding will be paid in full before any furtigayment or distribution on
the subordinated notes of the Issuer. In additfam event of default occurs, holders of a mayooit the most senior class of
secured notes then outstanding will be entitledetiermine the remedies to be exercised under tfemiare, subject to the
terms of the indenture. For example, upon the eeoge of an event of default with respect to thesitsssued by the Issuer, the
trustee or holders of a majority of the most senlass of secured notes of the Issuer then outisigunaay declare the principal,
together with any accrued interest, of all the satesuch class and any junior classes to be imateddidue and payable. This
would have the effect of accelerating the princgmakuch notes, triggering a repayment obligatiothe part of the Issuer. If at
such time the portfolio loans of the Issuer werepgsforming well, the Issuer may not have suffitiproceeds available to
enable the trustee under the indenture to repaghitigations of holders of the subordinated nofeth® Securitization Issuer, or
to pay a dividend to holders of the membershipr@sts of the Issuer.

Remedies pursued by the holders of the secured nbthe Issuer could be adverse to the interédteediolders of the
subordinated notes of the Issuer, and the holdessah secured notes will have no obligation tostder any possible adverse
effect on such other interests. Thus, any remgaliesued by the holders of the secured notes déther may not be in our
best interests and we may not receive paymentiswibditions upon an acceleration of the securddsid\ny failure of the
Issuer to make distributions on the subordinateédsyae hold, directly or indirectly, whether asault of an event of default or
otherwise, could have a material adverse effeduwrbusiness, financial condition, results of opers and cash flows and
may result in an inability of us to make distrilouts sufficient to allow our qualification as a RIC.

The Issuer may fail to meet certain coverage tests.

Under the documents governing the debt securitizdithancing transaction, there are two coverages i@pplicable to the
secured notes. The first such test compares themtrobinterest received on the portfolio loansdhgy the Issuer to the amount
of interest payable in respect of the secured raftéd®e Issuer. To meet this test at any time réstereceived on the portfolio
loans must equal at least 127% to 150% (based ajgoaduated scale for the most senior class ofegcwtes then
outstanding as provided for in the
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indenture) of the interest payable in respect efdficured notes of the Issuer. The second suctoragiares the principal
amount of the portfolio loans held by the Issuahimaggregate outstanding principal amount odweired notes of the Issuer.
To meet this test at any time, the aggregate wah@mount of the portfolio loans held by the Issuest equal at least 124% to
147% (based upon a graduated scale for the mast stass of secured notes then outstanding asgedyor in the indenture)
of the outstanding principal amount of the secunetgs of the Issuer. If either coverage test issatisfied, interest and
principal received by the Issuer are diverted anfthlowing payment date to pay the most senics<lar classes of secured
notes to the extent necessary to cause all covégatgeto be satisfied on a pro forma basis afténgyeffect to all payments
made in respect of the notes, which, with respetité payment of any principal amount of the setmes, we refer to as a
mandatory redemption. If any coverage test witpeesto the secured notes is not met, proceedstfrerportfolio of loan
investments that otherwise would have been digeibto the Issuer and the holders of its subordahabtes will instead be
used to redeem first the secured notes of therstuthe extent necessary to satisfy the appkceablerage tests.

We may not receive cash on our equity interestshia Issuer.

We receive cash from the Issuer only to the exteattwe or Holdings, as applicable, receives paysemn the subordinated
notes or membership interests of the Issuer. T&etamay only make payments on such securitidsetextent permitted by
the payment priority provisions of the indenturegming the notes, which generally provides thatqgjpal payments on the
subordinated notes may not be made on any payragmtudless all amounts owing under the secured msgeed under such
indenture are paid in full. In addition, if the U&s does not meet the coverage tests set fortteiddcuments governing the debt
securitization financing transaction, cash wouldiverted from the subordinated notes of the Issuéirst pay the secured
notes of the Issuer in amounts sufficient to caussh tests to be satisfied. In the event that Weofairectly or indirectly
receive cash from the Issuer, we could be unahbtestce distributions in amounts sufficient to maimtaur status as a RIC, or
at all. We also could be forced to sell investmémigortfolio companies at less than their fairueain order to continue making
such distributions. However, the indenture placgsificant restrictions on the Issuer’s abilitygell investments. As a result,
there may be times or circumstances during whiegbuer is unable to sell investments or takera@tbions that might be in
our best interests.

A significant portion of the assets reflected onrdinancial statements are held by the Issuer angkaubject to security
interests under the senior secured notes issuethieylssuer and if it defaults on its obligations der the senior secured
notes we and the Issuer may suffer adverse conseqes, including foreclosure on those assets.

In connection with our debt securitization finargctnansaction, we transferred all of our inter@stsertain portfolio loans
to the Issuer. In doing so, we transferred anytnghpreviously had to the payments made on sudfopo loans in exchange
for 100% of the residual interests in the Issuaraiesult, we face a heightened risk of loss dulee impact of leverage
utilized by the Issuer, which would have the effgicinagnifying the impact on us of a loss on angtfptio loan held by the
Issuer. In addition, while we serve as the colltaranager for the Issuer, which provides us withauthority to enforce
payment obligations and loan covenants of the plastfoans that we transferred to the Issuer, veeraquired to exercise such
authority for the interests of the Issuer, rathantfor our own interests alone.

The structure of the debt securitization finandir@gnsaction is intended to prevent, in the evemtusfbankruptcy or the
bankruptcy of Holdings, the consolidation for pusps of such bankruptcy proceedings of the Issubrour operations or
those of Holdings. If the true sale of these assetg not respected in the event of our insolveadyystee or debtor-in-
possession might reclaim the assets of the Issu@uf estate. However, in doing so, we would bexdirectly liable for all of
the indebtedness then outstanding under the debtiseation financing transaction, which would atjthe full amount of debt
of the Issuer reflected on our consolidated balaheet. In addition, we cannot assure that thevezgon the event we were
consolidated with the Issuer for purposes of amkhaptcy proceeding would exceed the amount to kvhie would otherwise
be entitled as a direct or indirect holder of thbardinated notes had we not been consolidatedthstihssuer.
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As of December 31, 2013, $137 million of the astw®is are reflected on our financial statementevield by the Issuer
and pledged as collateral under the senior secws issued by the Issuer. If the Issuer defaulti$s obligations under the
senior secured notes, the holders of the senioresgnotes may have the right to foreclose uporsatidor otherwise transfer,
the collateral subject to their security interebtssuch event, we and the Issuer may be forcedltmur investments to raise
funds to repay the Issuer’s outstanding borrowingsrder to avoid foreclosure and these forcedssalay be at times and at
prices we and the Issuer would not consider adgaotas. Moreover, such deleveraging of our companidcsignificantly
impair our ability to effectively operate our busss in the manner in which we have historicallyragssl. As a result, we could
be forced to curtail or cease new investment dg/and lower or eliminate the dividends that \weehhistorically paid to our
stockholders.

In addition, if the holders of the senior securetes exercise their right to sell the assets pledyethe Issuer, such sales
may be completed at distressed sale prices, theiatigishing or potentially eliminating the amouwdtcash available to the
Issuer and us after repayment of the amounts owlistg under the senior secured notes.

Risks Related to Our Investments

Our investments may be risky, and you could loseoalpart of your investment.

We invest primarily in senior secured term loanszeanine debt, selected equity investments issyediddle market
companies, CLO Funds and our Asset Manager AB#liaT he investments in our Debt Securities Pootfate all or
predominantly below investment grade, may be hitgagraged, and therefore have speculative chaistate with respect to
the issuer’s capacity to pay interest and repaycipal. Defaults by portfolio companies may harm aperating results.

Secured Loans When we extend secured term loans, we gendediéya security interest (either as a first liesitpan or as
a second lien position) in the available assethade portfolio companies, including the equitgiests of their subsidiaries,
which we expect to assist in mitigating the risttive will not be repaid. However, there is a tis&t the collateral securing our
loans may decrease in value over time, may becdliffto sell in a timely manner, may be difficudtappraise and may fluctuate
in value based upon the success of the businessarket conditions, including as a result of theitity of the portfolio
company to raise additional capital, and, in soim@mstances, our lien could be subordinated tionslaf other creditors. In
addition, deterioration in a portfolio company’sdncial condition and prospects, including its ifigtto raise additional
capital, may be accompanied by deterioration invdiee of the collateral for the loan. Consequerthig fact that a loan is
secured does not guarantee that we will receiveeipal and interest payments according to the B#arims, or at all, or that we
will be able to collect on the loan should we beeéal to exercise our remedies.

Mezzanine Deht Our mezzanine debt investments generally arerdiriated to senior loans and generally are unsecur
This may result in an above average amount ofamgkvolatility or loss of principal.

These investments may entail additional risks ¢oatd adversely affect our investment returns.fieoextent interest
payments associated with such debt are deferred,drbt is subject to greater fluctuations in vddased on changes in interest
rates and such debt could subject us to phantoomiacSince we generally do not receive any casit fimaturity of the debt,
the investment is of greater risk.

Equity Investments We have made and expect to make selected equégtments. In addition, when we invest in senior
secured loans or mezzanine debt, we may acquimramtarin the equity of the portfolio company. Ooabjis ultimately to
dispose of such equity interests and realize ggies our disposition of such interests. Howeves ghuity interests we receive
may not appreciate in value and, in fact, may dedin value. Accordingly, we may not be able tdizeegains from our equity
interests, and any gains that we do realize ouliggosition of any equity interests may not beisidfit to offset any other
losses we experience.
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Risks Associated with Middle Market Companidsvestments in middle market companies alsolieva number of
significant risks, including:

» limited financial resources and inability to méweir obligations, which may be accompanied bgtidoration in the
value of any collateral and a reduction in thellil@od of our realizing the value of any guaranteesmay have
obtained in connection with our investment;

< shorter operating histories, narrower product lized smaller market shares than larger businestés) tend to rende
them more vulnerable to competitors’ actions andketeconditions, as well as general economic domstu

« dependence on management talents and effortsmélh group of persons; therefore, the death, disghiesignation o
termination of one or more of these persons coaleta material adverse impact on our portfolio canypand, in turn,
on us;

* less predictable operating results, being pattidisigation from time to time, engaging in rafji¢hanging businesses
with products subject to a substantial risk of déscence and requiring substantial additional ehpitpenditures to
support their operations, finance expansion or taairtheir competitive position;

« difficulty accessing the capital markets to nfeétre capital needs; and
» generally less publicly available information abtheir businesses, operations and financial ¢omdi
CLO Fund Investmentsinvestments in CLO Funds also involve a numbeignificant risks, including:

* CLOs typically are comprised of a portfolio ohg& secured loans; payments on CLO investmentaradewill be
payable solely from the cash-flows from such sesémured loans.

« CLO investments are exposed to leveraged crisdit r

e CLO Funds are highly leveraged.

e There is the potential for interruption and dedeof cash-flow from CLO investments.
* Interest rates paid by corporate borrowers apgestito volatility.

« The inability of a CLO collateral manager to rast the proceeds of the prepayment of senior eddaans may
adversely affect us.

*  Our CLO investments are subject to prepaymerdscalis, increasing re-investment risk.

¢ We have limited control of the administration amdendment of senior secured loans owned by thes@h.@hich we
invest.

«  We have limited control of the administration aamdendment of any CLO in which we invest.
*  Senior secured loans of CLOs may be sold an@ceglresulting in a loss to us.

« Our financial results may be affected adversiebne or more of our significant equity or juniaelat investments in a
CLO vehicle defaults on its payment obligationgaiis to perform as we expect.

« Nor-investment grade debt involves a greater riskeffualt and higher price volatility than investmgrade debt.

Asset Manager Affiliates We may not receive all or a portion of the ineowe expect to continue to receive from our
Asset Manager Affiliates.

We expect to receive distributions of recurring ife@me, after the payment of their expenses, tterasset management
activities of our Asset Manager Affiliates. Howeytite existing asset management agreements putsuahich our Asset
Manager Affiliates receive such fee income from@igO Funds for
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which they serve as managers may be terminatéddose” by the holders of a majority of the mostiseclass of securities
issued by such CLO Funds and the holders of a ihaffrthe subordinated securities issued by sulc® Eunds. “Cause” is
defined in the asset management agreements tal@elmaterial breach by our Asset Manager AffiiaiEthe indenture
governing the applicable CLO Fund, breaches byAsset Manager Affiliates of certain specified pgwns of the indenture
(including, in some cases, a “key person” provisiomaterial breaches of representations or wagamtiade by our Asset
Manager Affiliates, bankruptcy or insolvency of Asset Manager Affiliates, fraud or criminal activon the part of our Asset
Manager Affiliates or an event of default under ithgenture governing the CLO Funds. We expectftitate asset
management agreements will contain comparable sicns.

Further, a significant portion of the asset manag@rfees payable to our Asset Manager Affiliatedeurthe asset
management agreements are subordinated to theppsiorents of interest on the senior securitieeddly the CLO Funds. If
the asset management agreements are terminatée, ©LO Funds do not generate enough income (duetoff of existing
funds and de-leveraging), or otherwise have insieffit residual cash flow due to diversion of casla @aesult of the failure by
the CLO Funds to satisfy certain restrictive covega@ontained in their indenture agreements tatpagubordinated
management fees, the Asset Manager Affiliatesvatlreceive the fee income that they expect toicoatto receive which
would reduce dividend income available to us, aniiin reduce our ability to make distribution®ta stockholders.

Our portfolio investments for which there is no rddy available market, including our investment iour Asset Manager
Affiliates and our investments in CLO Funds, aregerded at fair value as determined in good faith dyr Board of
Directors. As a result, there is uncertainty asttee value of these investments.

Our investments consist primarily of securitiesiest by privately-held companies, the fair valuevbfch is not readily
determinable. In addition, we are not permittechintain a general reserve for anticipated loasdssinstead, we are required
by the 1940 Act to specifically value each investtrand record an unrealized gain or loss for aggtathat we believe has
increased or decreased in value. We value theseitses at fair value as determined in good faigholr Board of Directors
pursuant to a valuation methodology approved byBmard of Directors. These valuations are initigigpared by our
management and reviewed by our Valuation Committééch uses its best judgment in arriving at thevalue of these
securities. However, the Board of Directors retailtisnate authority to determine the appropriatieiaion for each investment.
From time to time, our Board of Directors has ueriservices of an independent valuation firm tbitain determining fair
value, including our investments in CLO Funds andur Asset Manager Affiliates.

The Company has engaged an independent valuatioridiprovide third party valuation consulting dees to the
Company’s Board of Directors. Each quarter, thepahdent valuation firm performs third party vaioias on the Company’s
material investments in illiquid securities, subhttthey are reviewed at least once during anaili2 month period. These
third party valuation estimates are one of thevaat data points in the Company’s determinatiofaofvalue. The Board of
Directors intends to continue to engage an indegeinealuation firm in the future to provide certagluation services,
including the review of certain portfolio assets part of the quarterly and annual year-end valngtrocess. In addition to
such third-party input, the types of factors thatyrbe considered in valuing our investments incthgenature and realizable
value of any collateral, the portfolio company’sliabto make payments and its earnings, the marlketvhich the portfolio
company does business, comparison to publicly-ttadenpanies, discounted cash flow and other retdaators. Our
investment in our Asset Manager Affiliates is aadrat fair value, which is determined after takimg consideration a
percentage of assets under management and a disdaash flow model incorporating different levelgliscount rates
depending on the hierarchy of fees earned (inctuthie likelihood of realization of senior, suborai@ and incentive fees) and
prospective modeled performance. Such valuatidndes an analysis of comparable asset managemmplacies. Because
such valuations, and particularly valuations ofaté investments and private companies, are intignamcertain and may be
based on estimates, our determinations of fairevaday differ materially from the values that wobklassessed if a ready
market for these securities existed. Our net agdee could be adversely affected if our deternimet regarding the fair value
of our illiquid investments were materially higltban the values that we ultimately realize upondisposal of such securities.
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We are a non-diversified investment company witliire meaning of the 1940 Act, and therefore we mayeist a significant
portion of our assets in a relatively small numbef issuers, which subjects us to a risk of signéitt loss if any of these
issuers defaults on its obligations under any o debt instruments or as a result of a downturnthre particular industry.

We are classified as a non-diversified investmentgany within the meaning of the 1940 Act, andéfee we may invest
a significant portion of our assets in a relativetyall number of issuers in a limited number olsties. As of December 31,
2013, our largest investment, our 100% equity @gein our Asset Manager Affiliates, equaled apprately 17.3% of the fair
value of our total investments. Beyond the assedrdification requirements associated with our ifjgation as a RIC, we do
not have fixed guidelines for diversification, amtlile we are not targeting any specific industrietatively few industries may
become significantly represented among our investsnd o the extent that we assume large positiotisel securities of a
small number of issuers, our net asset value nuayuite to a greater extent than that of a divetsifivestment company as a
result of changes in the financial condition or therket's assessment of the issuer, changes iadhie over time or a
downturn in any particular industry. We may alsare susceptible to any single economic or regoyagccurrence than a
diversified investment company.

Economic recessions or downturns could negativehpact our portfolio companies and harm our operagimesults.

Many of our portfolio companies may be susceptibleconomic slowdowns or recessions and may beetabepay our
loans during these periods. Therefore, our noneperihg assets are likely to increase and the vallwair portfolio is likely to
decrease during these periods. Adverse economditors may also decrease the value of collate@lisng some of our loans
and the value of our equity investments. Econoteiwvdowns or recessions could lead to financialdaga our portfolio and a
decrease in revenues, net income and assets. Ualid@@conomic conditions also could increase vodihg costs, limit our
access to the capital markets or result in a decisy lenders not to extend credit to us. Thesatsweuld prevent us from
increasing investments and harm our operating tesul

Defaults by our portfolio companies could harm ooperating results.

A portfolio company’s failure to satisfy financiat operating covenants imposed by us or other luders could lead to
defaults and, potentially, acceleration of the tinie=n the loans are due and foreclosure on itssg@ssets. Such events could
trigger cross-defaults under other agreementseoyphydize a portfolio company’s ability to meetaldigations under the debt
that we hold and the value of any equity securitiesown. We may incur expenses to the extent napes seek recovery
upon default or to negotiate new terms with a défagportfolio company.

When we are a debt or minority equity investor irpartfolio company, which generally is the case, may not be in a
position to control the entity, and its managemeanay make decisions that could decrease the valuewfinvestment.

Most of our investments are either debt or mincgiyity investments in our portfolio companies. refiere, we are subject
to the risk that a portfolio company may make besindecisions with which we disagree, and the btidkrs and management
of such company may take risks or otherwise aataps that do not serve our interests. As a reaydgrtfolio company may
make decisions that could decrease the value gbartfiolio holdings. In addition, we generally aret in a position to control
any portfolio company by investing in its debt s#tes.

We may have limited access to information aboutvattely held companies in which we invest.

We invest primarily in privately-held companies.r@gally, little public information exists about #ecompanies, and we
are required to rely on the ability of our inveshiprofessionals to obtain adequate informatioemauate the potential returns
from investing in these companies. These compamddheir financial information are not subjecthe Sarbanes-Oxley Act of
2002 and other rules that govern public compatiiege are unable to uncover all material informatabout these companies,
we may not make a fully informed investment decisend we may lose money on our investment.
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Prepayments of our debt investments by our portia@bmpanies could negatively impact our operatirggults.

We are subject to the risk that the investmentsnake in our portfolio companies may be repaid poanaturity. When
this occurs, we generally reinvest these proceetEniporary investments, pending their future ibwesit in new portfolio
companies. These temporary investments typicaly lsabstantially lower yields than the debt beireppid and we could
experience significant delays in reinvesting tres®unts. Any future investment in a new portfolinpany may also be at
lower yields than the debt that was repaid. Consetly our results of operations could be materiativersely affected if one
or more of our portfolio companies elects to prepapunts owed to us. Additionally, prepayments @mggatively impact our
return on equity, which could result in a declingtie market price of our common stock.

We may be unable to invest the net proceeds rafsah offerings and repayments from investments occaptable terms,
which would harm our financial condition and operatg results.

Until we identify new investment opportunities, iméend to either invest the net proceeds of futiferings and
repayments from investments in interest-bearingsiépor other short-term instruments or use theraeeeds from such
offerings to reduce then-outstanding obligationdarrour credit facility, if any. We cannot assuoel yhat we will be able to
find enough appropriate investments that meetmwgstment criteria or that any investment we coteplsing the proceeds
from an offering will produce a sufficient return.

Our portfolio companies may incur debt that rankg@al with, or senior to, our investments in suchropanies.

We invest primarily in debt securities issued by portfolio companies. In some cases portfolio canips are permitted to
have other debt that ranks equal with, or senicthim debt securities in which we invest. By thieims, such debt instruments
may provide that the holders thereof are entitteeteive payment of interest or principal on dobethe dates on which we
are entitled to receive payments in respect ofitie securities in which we invest. Also, in themvof insolvency, liquidation,
dissolution, reorganization or bankruptcy of a fodid company, holders of debt instruments ranlgegior to our investment in
that portfolio company would typically be entitlegireceive payment in full before we receive arstribution in respect of our
investment. After repaying such senior creditoushsportfolio company may not have any remainirggtssto use for repaying
its obligation to us. In the case of debt rankigga with debt securities in which we invest, wewldohave to share on an equal
basis any distributions with other creditors hofdguch debt in the event of an insolvency, liquatatdissolution,
reorganization or bankruptcy of a portfolio company

Second priority liens on collateral securing loatisat we make to our portfolio companies may be sdbjto control by senior
creditors with first priority liens. If there is aefault, the value of the collateral may not be 8aient to repay in full both the
first priority creditors and us.

Certain loans that we make are secured by a squaority security interest in the same collaterigldged by a portfolio
company to secure senior debt owed by the porttaimpany to commercial banks or other traditioaaters. Often the senior
lender has procured covenants from the portfoliogany prohibiting the incurrence of additional gecudebt, without the
senior lender's consent. Prior to, and as a camddf, permitting the portfolio company to borroveney from us secured by
the same collateral pledged to the senior lentersénior lender will require assurances thatlitasintrol the disposition of
any collateral in the event of bankruptcy or otthefault. In many such cases, the senior lenderdllire us to enter into an
“intercreditor agreement” prior to permitting therfiolio company to borrow from us. Typically, thrgercreditor agreements
we are requested to execute expressly subordinatebt instruments to those held by the seniatdeand further provide
that the senior lender shall control: (1) the comoeenent of foreclosure or other proceedings tadafe and collect on the
collateral; (2) the nature, timing and conductagtlosure or other collection proceedings; (3)atmendment of any collateral
document; (4) the release of the security intefiestsspect of any collateral; and (5) the waiviedlefaults under any security
agreement. Because of the control we may cedentordenders under intercreditor agreements we emagr, we may be
unable to realize the proceeds of any collatei@irieg some of our loans.
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There may be circumstances where our debt investtmeould be subordinated to claims of other cred#@r we could be
subject to lender liability claims.

Even though we may have structured certain of megdtments as senior loans, if one of our portfoimpanies were to go
bankrupt, depending on the facts and circumstaiasding the size of our investment and the eixtenvhich we actually
provided managerial assistance to that portfolingany, a bankruptcy court might recharacterizedaint investment and
subordinate all or a portion of our claim to thabther creditors. In addition, lenders can be scibjo lender liability claims for
actions taken by them where they become too indoivéhe borrower’s business or exercise contrerakie borrower. It is
possible that we could become subject to a lendiabgity claim, including as a result of actioteken in rendering significant
managerial assistance.

Our investments in equity securities involve a stargial degree of risk.

We may purchase common stock and other equity isiesyincluding warrants. Although equity secardtihave historically
generated higher average total returns than firedre securities over the long term, equity seiesrftave also experienced
significantly more volatility in those returns. Thquity securities we acquire may fail to apprecatd may decline in value or
become worthless, and our ability to recover ouestment depends on our portfolio company’s sucdegsstments in equity
securities involve a number of significant risks;luding the risk of further dilution as a resuitaolditional issuances, inability
to access additional capital and failure to payentrdistributions. Investments in preferred sémsiinvolve special risks, such
as the risk of deferred distributions, credit riliquidity and limited voting rights.

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

We may invest in securities issued by private corigsg These securities may be subject to legab#ret restrictions on
resale or otherwise be less liquid than publichgéd securities. The illiquidity of these investtsemay make it difficult for us
to sell these investments when desired. In additfame are required to liquidate all or a portioihour portfolio quickly, we
may realize significantly less than the value atcllwe had previously recorded these investmenis.i@estments are usually
subject to contractual or legal restrictions oratesr are otherwise illiquid because there is Ihsna established trading
market for such investments. The illiquidity of mo§our investments may make it difficult for usdispose of them at a
favorable price, and, as a result, we may suffesds.

We may not receive any return on our investmentlie CLO Funds in which we have invested and the dtdglanager
Affiliates may be unable to raise additional CLO Rds.

As of December 31, 2013, we had $79.5 million atvalue invested in the subordinated securitiesfgured shares, or
other securities issued by the CLO Funds managedibjsset Manager Affiliates and certain otherdharty asset managers.
Subject to market conditions and legal requiremeppicable to us under the 1940 Act, we expecbtdinue to acquire
subordinated securities in the future in CLO Fumdsiaged by our Asset Manager Affiliates and/odtpirty managers.
Subordinated securities are the most junior clasgaurities issued by the CLO Funds and are sirmtetl in priority of
payment to every other class of securities issyatidse CLO Funds. Therefore, they only receivé cistributions if the CLO
Funds have made all cash interest payments tohat debt securities issued by the CLO Fund. Therslinated securities are
also unsecured and rank behind all of the secuestitors, known or unknown, of the CLO Fund, indhgdthe holders of the
senior securities issued by the CLO Fund. Consdlyyénm the extent that the value of a CLO Fundar investments has been
reduced as a result of conditions in the creditketat or as a result of default loans or individuald assets, the value of the
subordinated securities at their redemption cosaldeoluced. Additionally, the Asset Manager Afféisimay not be able to
continue to raise new CLO Funds due to prevailib@@narket conditions or other factors.
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Risks Related to Our Common Stock

We may not be able to pay distributions to our $tealders, our distributions may not grow over timand a portion of
distributions paid to our stockholders may be auet of capital.

We intend to make distributions on a quarterly ®&siour stockholders out of assets legally avhl&dr distribution. We
may not be able to achieve investment resultswiiballow us to make a specified level of cashtidimitions or year-to-year
increases in cash distributions. Our ability to gestributions might be adversely affected by, agother things, the impact of
one or more of the risk factors described her@imddition, the inability to satisfy the asset aage test applicable to us as a
BDC could limit our ability to pay distributionan laddition, due to the asset coverage test apjditatus as a BDC and a
covenant that we agreed to in connection with $eaance of the 7.375% Notes Due 2019, we are tnriteur ability to make
distributions in certain circumstances. In thisanely we agreed in connection with our issuancéef/t375% Notes Due 2019
that for the period of time during which the 7.378B4tes Due 2019 are outstanding, we will not viel@egardless of whether
we are subject to) Section 18(a)(1)(B) as modifigcection 61(a)(1) of the 1940 Act. These provisigenerally prohibit us
from declaring any cash dividend or distributiooomur common stock, or purchasing any such comstamk if our asset
coverage, as defined in the 1940 Act, is below 2@D%e time of the declaration of the dividendlistribution or the purchase
and after deducting the amount of such dividerstribution or purchase. Further, if we invest aatge amount of assets in
equity securities that do not pay current divideritdsould reduce the amount available for disttiitno

All distributions will be paid at the discretion ofir Board of Directors and will depend on our @&gs and those of the
Asset Manager Affiliates, our financial conditionaintenance of our RIC status, compliance withiapple BDC regulations
and such other factors as our Board of Directong deem relevant from time to time. We cannot asgatethat we will pay
distributions to our stockholders in the future.

When we make quarterly distributions, we will bguieed to determine the extent to which such distibns are paid out of
current or accumulated earnings, recognized cagéiials or capital. To the extent there is a retdircapital, investors will be
required to reduce their basis in our stock foefatltax purposes, which may result in higher iability when the shares are
sold, even if they have not increased in valueametost value. Our distributions have included aray continue to include a
return of capital component.

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

The investments we make in accordance with oursinvent objective may result in a higher amounisif, volatility or
loss of principal than alternative investment opgioOur investments in portfolio companies mayipéli speculative, and
therefore, an investment in our common stock mayacuitable for investors with lower risk tolecan

Shares of closed-end investment companies, inclgdBDCs, frequently trade at a discount to their reedset value, and we
cannot assure you that the market price of our commstock will not decline following any offering adur common stock.

We cannot predict the price at which our commouolstaill trade. Shares of closed-end investment camigs frequently
trade at a discount to their net asset value andtouk may also be discounted in the market. Thégacteristic of closed-end
investment companies is separate and distinct themisk that our net asset value per share mdinde@Ve cannot predict
whether shares of our common stock will trade abater below our net asset value. The risk of &ssciated with this
characteristic of closed-end investment companig Ine greater for investors expecting to sell shafeommon stock soon
after the purchase of such shares of common steelddition, if our common stock trades below &t asset value, we will
generally not be able to issue additional sharesipfommon stock at its market price without fobtaining the approval of
our stockholders and our independent directors.
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Our share price may be volatile and may fluctuatgbstantially.

The market price and liquidity of the market fomsds of our common stock may be significantly aéiddoy numerous
factors, some of which are beyond our control aagt not be directly related to our operating perfance. These factors
include:

e price and volume fluctuations in the overall &aogarket from time to time;

» significant volatility in the market price andtting volume of securities of BDCs or other compariin our sector,
which are not necessarily related to the opergtériprmance of these companies;

« our inability to deploy or invest our capital;

o fluctuations in interest rates;

« any shortfall in revenue or net income or anyéase in losses from levels expected by investosgaurities analysts;
e operating performance of companies comparahbles;o

e changes in regulatory policies or tax rules,ipakarly with respect to RICs or BDCs;

« inability to maintain our qualification as a Rt@r U.S. federal income tax purposes;

* changes in earnings or variations in operatisglts;

« changes in the value of our portfolio;

* general economic conditions and trends; and

e departure of key personnel.

If we sell common stock at a discount to our nesasvalue per share, stockholders who do not p@ptite in such sale will
experience immediate dilution in an amount that mbg material.

Our stockholders have currently, and could agapr@age our ability to sell an unlimited number ofsés of our common
stock at any level of discount from net asset vakereshare during the 12 month period followinghsapproval in accordance
with the exception described above in “Iltem 1A Ksctors — Risks Related to Our Business and ireile— Regulations
governing our operation as a BDC affect our abtlityand the way in which we, raise additional tagi The issuance or sale
by us of shares of our common stock at a discaunét asset value poses a risk of dilution to taskdholders. In particular,
stockholders who do not purchase additional sheatres below the discounted price in proportioniteit current ownership will
experience an immediate decrease in net assetpafighare (as well as in the aggregate net asket of their shares if they
do not participate at all). These stockholders algb experience a disproportionately greater dserén their participation in
our earnings and assets and their voting powertti@imcrease we experience in our assets, pdteatiaing power and voting
interests from such issuance or sale. In additooh sales may adversely affect the price at wiiclcommon stock trades.

Certain provisions of the Delaware General Corpadrat Law and our certificate of incorporation and tgws could deter
takeover attempts and have an adverse impact orpttee of our common stock.

The Delaware General Corporation Law, our certificaf incorporation and our bylaws contain provisithat may have
the effect of discouraging a third party from makam acquisition proposal for us. These anti-takepvovisions may inhibit a
change in control in circumstances that could ¢fiveholders of our common stock the opportunitsetdize a premium over
the market price of our common stock.

Our stockholders may experience dilution upon thenwersion of our Convertible Notes.

Our 8.75% convertible notes due 2016 (the “ConbkrtNotes”) are convertible into shares of our camrstock at any
time prior to the end of business on the businagspdeceding the maturity date. Upon conversionyillesatisfy our
conversion obligation by issuing shares of our camrstock to the converting
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holder or cash, at our option. Our stockholders mperience dilution in their ownership percentafjeommon stock upon our
issuance of common stock on any conversion of thevertible Notes and any dividends paid on our comstock will also be
paid on shares issued on any conversion, whichregt in a reduction of the per share dividend.

Risks Related to Our 7.375% Notes Due 2019 and oQonvertible Notes

The 7.375% Notes Due 2019 are unsecured and theeefoe effectively subordinated to any secured ibtiginess we have
currently incurred or may incur in the future.

The 7.375% Notes Due 2019 are not secured by aoyradssets or any of the assets of our subsidiarithe Asset
Manager Affiliates. As a result, the 7.375% Notege2019 are effectively subordinated to any secumgebtedness we or they
have currently incurred and may incur in the futimeany indebtedness that is initially unsecuedhich we subsequently
grant security) to the extent of the value of theeds securing such indebtedness. In any liquidadissolution, bankruptcy or
other similar proceeding, the holders of any of existing or future secured indebtedness and theasd indebtedness of our
subsidiaries and the Asset Manager Affiliates mesed rights against the assets pledged to sdwatrgntiebtedness in order to
receive full payment of their indebtedness befbeedssets may be used to pay other creditorsdingihe holders of the
7.375% Notes Due 2019.

The 7.375% Notes Due 2019 are structurally subowmted to the indebtedness and other liabilities of subsidiaries and
portfolio companies with respect to which we holguity investments, including the Asset Manager Aites.

The 7.375% Notes Due 2019 are obligations exclismeK CAP Financial, Inc., and not of any of owbsidiaries or the
Asset Manager Affiliates. None of our subsidianeshe Asset Manager Affiliates are guarantordef®.375% Notes Due
2019, and the 7.375% Notes Due 2019 will not beired to be guaranteed by any subsidiary or asaeagement firm we
may acquire or create in the future. Any assetaiosubsidiaries and the Asset Manager Affiliatdsmnwot be directly available
to satisfy the claims of our creditors, includingiders of the 7.375% Notes Due 2019. Except tegtent we are a creditor
with recognized claims against our subsidiarids;lalms of creditors of our subsidiaries will hgweority over our equity
interests in such entities (and therefore the daifrour creditors, including holders of the 7.378#tes Due 2019) with
respect to the assets of such entities. Even dir@@ecognized as a creditor of one or more oftleesties, our claims would
still be effectively subordinated to any securitierests in the assets of any such entity andytanalebtedness or other
liabilities of any such entity senior to our clain@nsequently, the 7.375% Notes Due 2019 aretstally subordinated to all
indebtedness and other liabilities of any of olrssdiaries and portfolio companies with respeatiich we hold equity
investments, including the Asset Manager Affiliadesl any subsidiaries of the Asset Manager Afébahat we may in the
future acquire or establish. These entities mayrisabstantial indebtedness in the future, all loifchv would be structurally
senior to the 7.375% Notes Due 2019.

The indenture under which the 7.375% Notes Due 2@it8 issued contains limited protection for holdevgthe 7.375%
Notes Due 2019.

The indenture under which the 7.375% Notes Due 20&9ssued offers limited protection to holdershef 7.375% Notes
Due 2019. The terms of the indenture and the 7.3M6%s Due 2019 do not restrict our or any of alnsgdiaries or the Asset
Manager Affiliates’ ability to engage in, or othése& be a party to, a variety of corporate traneasticircumstances or events
that could have a material adverse impact on yowestment in the 7.375% Notes Due 2019. In pasicthe terms of the
indenture and the 7.375% Notes Due 2019 do noegag restrictions on our or our subsidiaries erAkset Manager
Affiliates’ ability to:

* issue securities or otherwise incur additiondeistedness or other obligations, including (1) iadgbtedness or other
obligations that would be equal in right of paymenthe 7.375% Notes Due 2019, (2) any indebtedoesther
obligations that would be secured and therefork edfectively senior in right of payment to the 7536 Notes Due
2019 to the extent of the values of the assetsisgcsuch debt, (3) indebtedness of ours that ésanteed by one or
more of our subsidiaries or the Asset Manager iaffils and which therefore is structurally seniath®7.375% Notes
Due
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2019 and (4) securities, indebtedness or obligatissued or incurred by our subsidiaries or theeAst&anager
Affiliates that would be senior to our equity irgsts in those entities and therefore rank struitgusanior to the 7.375¢
Notes Due 2019 with respect to the assets of dugidiaries and the Asset Manager Affiliates, inreease other than
incurrence of indebtedness or other obligation Waild cause a violation of Section 18(a)(1)(Aaxdified by Sectio
61(a)(1) of the 1940 Act or any successor proviidimese provisions generally prohibit us from mgladditional
borrowings, including through the issuance of adddl debt or the sale of additional debt secwgjtisnless our asset
coverage, as defined in the 1940 Act, equals at B20% after such borrowings;

* pay dividends on, or purchase or redeem or maigayments in respect of, capital stock or otleeusties ranking
junior in right of payment to the 7.375% Notes AQ49, including subordinated indebtedness, in eask other tha
dividends, purchases, redemptions or paymentsuhald cause a violation of Section 18(a)(1)(B) axlified by
Section 61(a)(1) of the 1940 Act or any successavigions. These provisions generally prohibit nasxf declaring any
cash dividend or distribution upon any class of @apital stock, or purchasing any such capitalkstibour asset
coverage, as defined in the 1940 Act, is below 2@@%e time of the declaration of the dividendlistribution or the
purchase and after deducting the amount of sudtetid, distribution or purchase;

« sell assets (other than certain limited restiitdion our ability to consolidate, merge or sélbakubstantially all of our
assets);

* enter into transactions with affiliates;

» create liens (including liens on the shares ofsubsidiaries) or enter into sale and leasebatiséctions;
* make investments; or

e create restrictions on the payment of dividendstber amounts to us from our subsidiaries.

In addition, the indenture does not require usffier@o purchase the 7.375% Notes Due 2019 in cctiorewith a change of
control or any other event.

Furthermore, the terms of the indenture and thé5B@Notes Due 2019 do not protect holders of tB&5% Notes Due
2019 in the event that we experience changes @imgsignificant adverse changes) in our financtaldition, results of
operations or credit ratings, if any, as they dbraquire that we adhere to any financial testatios or specified levels of net
worth, revenues, income, cash flow, or liquidithetthan as described above. Any changes to th 288et coverage ratio in
the 1940 Act could affect the 7.375% Notes Due 2@E® “Item 1A. Risk Factors — Risks Related to Business and
Structure — Pending legislation may allow us tamadditional leverage.”

Our ability to recapitalize, incur additional delstd take a number of other actions that are natethby the terms of the
7.375% Notes Due 2019 may have important consegsdnc you as a holder of the 7.375% Notes Due 2@tfuding
making it more difficult for us to satisfy our ofditions with respect to the 7.375% Notes Due 201t gatively affecting the
trading value of the 7.375% Notes Due 2019.

Other debt we issue or incur in the future couldtaim more protections for its holders than theeitdre and the 7.375%
Notes Due 2019, including additional covenants ewehts of default. The issuance or incurrence pfsaich debt with
incremental protections could affect the marketafiod trading levels and prices of the 7.375% NDes 2019.

Even though the 7.375% Notes Due 2019 are listedl@NYSE, an active trading market for the 7.379%tes Due 2019
may not develop, or if it does develop, it will faestained, which could limit your ability to selhé 7.375% Notes Due 2019 or
affect the market price of the 7.375% Notes Due 201

We cannot provide any assurances that an actigimtranarket will develop for the 7.375% Notes D@04 2 or that, if it
does develop, it will be sustained or that you Wlable to sell your 7.375% Notes Due 2019. TB&5%0 Notes Due 2019
may trade at a discount from the price paid fortbies depending on
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prevailing interest rates, the market for similecwities, our credit ratings, if any, general exoit conditions, our financial
condition, performance and prospects and otheorfact

Accordingly, we cannot assure you that a liquiditrg market will develop for the 7.375% Notes D@4 2, or that, if an
active trading market for the 7.375% Notes Due 26dés develop, it will be sustained, that you tdlable to sell your
7.375% Notes Due 2019 at a particular time or titrafprice you receive when you sell will be favdeao the extent an active
trading market does not develop the liquidity amadiing price for the 7.375% Notes Due 2019 maydrenkad. Accordingly,
you may be required to bear the financial riskrofrevestment in the 7.375% Notes Due 2019 for definite period of time.

If we default on our obligations to pay our othemndebtedness, we may not be able to make paymentseo@onvertible
Notes.

Any default under the agreements governing ourlitetiness, including a default under the Converfildtes due 2016 and
other indebtedness to which we may be a partyishait waived by the required lenders, and the déesesought by the holders
of such indebtedness could make us unable to pagifel, premium, if any, and interest on the Catilsée Notes and
substantially decrease the market value of the Euitne Notes. If we are unable to generate suffictash flow and are
otherwise unable to obtain funds necessary to meeired payments of principal, premium, if anyd émterest on our
indebtedness, or if we otherwise fail to complyhathie various covenants, including financial andrafing covenants, in the
instruments governing our indebtedness, we couid Hefault under the terms of the agreements gingrsuch indebtedness.
In the event of such default, the holders of suctebtedness could elect to declare all the fund®Wwed thereunder to be due
and payable, together with accrued and unpaiddstethe lender any debt we may incur in the futardd elect to terminate its
commitment, cease making further loans and instiiateclosure proceedings against our assets, arambuld be forced into
bankruptcy or liquidation. If our operating perfante declines, we may in the future need to seektin waivers from under
any other debt that we may incur in the futurevioid being in default. If we breach our covenanider any debt and seek a
waiver, we may not be able to obtain a waiver ftomrequired lenders. If this occurs, we wouldrbdéfault under any debt,
the lender could exercise its rights as descritbede and we could be forced into bankruptcy aritigtion. If we are unable to
repay debt, lenders having secured obligationsdcordceed against the collateral securing the @dstause the Convertible
Notes have, and any future debt we issue will yikelve, customary cross-default provisions, ifititebtedness under the
Convertible Notes or any other debt we may issaedglerated, we may be unable to repay or findrecamounts due.

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

We do not own any real estate or other real prgpéur wholly-owned portfolio company, Katonah Délalvisors, is the

lessee for our principal headquarters at 295 Madisanue, 6" Floor, New York, New York 10017. We have entered ian
Overhead Allocation Agreement with Katonah Debt isdvs which provides for the sharing of the expsnseler the lease
agreement.

Item 3. Legal Proceeding:
The Company is not currently a party to any matéggal proceedings.
Item 4. Mine Safety Disclosure

Not applicable.
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Iltem 5. Market for Registran’'s Common Equity, Related Stockholder Matters ars$lier Purchases of Equity Securities
PRICE RANGE OF COMMON STOCK

Our common stock is quoted on The NASDAQ Globak&eMarket under the symbol “KCAP.” We completed imitial
public offering on December 11, 2006 at an iniiablic offering (“IPO”) price of $15.00 per shafrior to such date there was
no public market for our common stock.

The following table sets forth the range of higldl éow closing sales prices per share of our comstock as reported on
The NASDAQ Global Select Market in respect of tieeigds indicated. The stock quotations are intdedepiotations and do
not include markups, markdowns or commissions aag mot necessarily represent actual transactions.

Quarterly Stock Prices for 2013 and 2012

High Low Close NAV @

2013:
Fourth quarter $ 897 $ 79¢ $ 807 $ 7.1
Third quarter $ 11.1C $ 83C $ 89 $ 7.9¢
Second quarter $ 112¢ $ 972 $ 112¢ $ 8.2
First quarter $ 108 $ 941 $ 1077 $ 8.3¢

2012:
Fourth quarter $ 967 $ 74C $ 9.1¢ $ 7.8
Third quarter $ 936 $ 727 $ 9.2 $ 7.8
Second quarter $ 72¢ $ 558 $ 72¢ $ 7.6¢
First quarter $ 734 $ 63 $ 691 $ 7.7¢

(1) Net Asset Value“NAV") per share is determined as of the last dayhie relevant quarter and therefore may not reftex
NAYV per share on the date of the high and low dlgsales price:

We began paying quarterly dividends in our firdt quarter of operations following our IPO. See “M@ement’s
Discussion and Analysis of Financial Condition &webults of Operations” and Note 7 — “Distributalbex Income” from our
Notes to the Financial Statements included hefigie.table below provides information relating teidends we paid in respect
of the periods indicated.

Dividend Declarations

Declaration
Dividend Date Record Date Pay Date
2013:
Fourth quarter $ 0.2f 12/13/201.  12/27/201 1/27/201.
Third quarter 0.2t 9/13/201.: 10/8/201: 10/29/201.
Second quarter 0.2¢ 6/17/201: 7/5/201: 7/26/201.
First quarter 0.2¢ 3/15/201: 4/5/201: 4/26/201.
Total declared for 2013 $ 1.0¢
2012:
Fourth quarter $ 0.2¢ 12/17/201;  12/28/201. 1/28/201.
Third quarter 0.2¢ 9/17/201: 10/10/201: 10/29/201.
Second quarter 0.2¢ 6/18/201: 7/6/201: 7/27/201.
First quarter 0.1¢ 3/16/201: 4/6/201: 4/27/201.

Total declared for 2012 $ 0.9
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The determination of the tax attributes of ourrdisttions is made annually, based upon our taxialcleme for the full year
and distributions paid for the full year. Ordinaliyidend distributions from a RIC do not qualifyr fine tax rate applicable to
“qualified dividend income” from domestic corporais and qualified foreign corporations, excephmédxtent that the RIC
received the income in the form of qualifying dierdls from domestic corporations and qualified fpreiorporations. For
further information about the tax attributes, seae\r “Distributable Taxable Income” of our notedtte financial statements,
which can be found elsewhere in this Annual Report.

Performance Graph

The following graph compares the return on our cemistock with that of the Russell 2000 Index ar@Nfasdaq Financial
100 Index (IXF), for the period December 11, 200 (date of our initial public offering) to Decemi$d, 2013. The graph
assumes that, on December 11, 2006, a personéav®$00 in each of our common stock, the Russé 28dex, and the IFX.
The graph measures total shareholder return, vihlas into account both changes in stock pricedandends. It assumes that
dividends are reinvested.

Shareholder Return Performance Graph

Cumulative Total Return Since Initial Public Offering
(Through December 31, 2013)

160

(1) Total return includes reinvestment of dividetid®ugh December 31, 2013. The IXF is an indedieérsified financial
sector stocks and, as such, the Company belieaeg th representative of our industry. The Rus2@00 is a broad based
equity market index that tracks companies with aketacapitalization that the Company believes aramgarable to it.

HOLDERS

As of December 31, 2013, there were 13 sharehotdeesord of our common stock and approximatelyl 78 beneficial
shareholders of the Company.

SALES OF UNREGISTERED SECURITIES

During the year ended December 31, 2013, we is8lig&8B1 shares of common stock pursuant to a didideimvestment
plan. This issuance was not subject to the regjistraequirements of the Securities Act. See NdtBtéckholders’ Equity,” of
our Notes to the Consolidated Financial Statementaded elsewhere in this annual report.
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DIVIDEND POLICY

We intend to continue to distribute quarterly dends to our stockholders. Our quarterly divideifday, will be
determined by our Board of Directors. To maintaim RIC status, we must timely distribute an amaqtal to at least 90% of
our ordinary income and realized net short-termtahgains in excess of realized net long-term tzposses, if any, reduced
by deductible expenses, out of the assets legadlijadole for distribution, for each year. To aveittain excise taxes imposed
on RICs, we are generally required to distributerdpeach calendar year an amount at least eqlaéteum of (1) 98% of our
ordinary income for the calendar year, (2) 98.2%uwfcapital gains in excess of capital lossestferone-year period ending
on October 31 of the calendar year and (3) anynarglincome and net capital gains for precedings/teat were not
distributed during such years. If this requiremsmtot met, we will be required to pay a nondedietexcise tax equal to 4% of
the amount by which the required distribution anmaxteeds the actual distribution for the year. fEixable income on which
an excise tax is paid is generally carried forweand distributed to stockholders in the next taxyBapending on the level of
taxable income earned in a tax year, we may chimosarry forward taxable income in excess of curyear distributions into
the next tax year and pay a 4% excise tax on sugnie, to the extent required.

We cannot assure you that we will achieve reshéiswill permit the payment of any cash distribn@nd, because we
issued public senior securities, we are prohiliitech making distributions if doing so causes ufibto maintain the asset
coverage ratio stipulated by the 1940 Act. Simyianle may be prohibited from making distributionstbe terms of any of our
other borrowings.

We maintain an “opt out” dividend reinvestment pfanour common stockholders. As a result, if weldee a dividend,
then stockholders’ cash dividends will be autonadijcreinvested in additional shares of our comrstmtk, unless they
specifically “opt out” of the dividend reinvestmeauitin so as to receive cash dividends.

EQUITY COMPENSATION PLAN INFORMATION

The following table summarizes certain informatiegarding the Amended and Restated 2006 EquityntiveePlan (the
“Equity Incentive Plan”) and the Amended and Restaion-Employee Director Plan (the “Non-Employeecbior Plan”) as
of December 31, 2013:

Number of Securities
Remaining Available for

Number of Securities Future Issuance Under
to Be Issued Upon Weighted Average Equity Compensation
Exercise of Exercise Price of Plans (Excluding
Outstanding Options, QOutstanding Options Securities Reflected in
Plan Category Warrants and Rights ~ Warrants and Rights Column (a))

@ (b) (©

Equity Compensation Plans
Approved by Security Holdef$) 50,00 $ 7.72 1,388,802 3

Equity Compensation Plans Not
Approved by Security Holders — — —

Total 50,00( 7.7z 1,388,80!

(1) The Company’s Equity Incentive Plan and Non-Eyge Director Plan.

(2) Subject to the following additional limitatiarnBhe aggregate number of shares of restricted $kat may be issued under
the Equity Incentive Plan may not exceed 10% ofoilistanding shares on June 13, 2008, the effed#ites of the Equity
Incentive Plan, plus 10% of the number of shareseid or delivered by the Company (other than patdoacompensation
plans) during the term of the Equity Incentive PlIdo one person may be granted more than 25% «haees of restricted
stock reserved for issuance under the Equity Iieeilan. In addition, the amount of voting secgesithat would result
from the exercise of all of the Company’s outstagdivarrants, options and rights, together with masjricted stock issued
by the Company, at the time of issuance may naek@5% of the outstanding voting securities ofGbenpany, except
that if the amount of voting securities that worddult from the exercise of all the Company’s artding warrants, options
and rights issued to the Company’s directors, eff@nd employees, together with any restrictezksgsued by the
Company, would exceed 15% of the outstanding vatewurities of the Company, the total amount ofingpt
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securities that would result from the exercisellbdatstanding warrants, options and rights, togethkith any restricted sto
issued by the Company, at the time of issuancemaigxceed 20% of the outstanding voting securiiffake Company.

(3) The 1,352,809 shares issuable under the CormpBayity Incentive Plan may be issued in the fafmoptions, restricted
stock or other stock-based awards. The 36,000 sieseable under the Company’s Non-Employee Dirdeign may
currently be issued in the form of restricted stock
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Item 6. Selected Financial Dat:

The following selected financial and other datatfer years ended December 31, 2013, 2012, 2010, a6d 2009 is
derived from our financial statements. The dataikhbe read in conjunction with our financial stagnts and notes thereto and
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations,” which arduided in this Annual

Report.

KCAP FINANCIAL, INC.
SELECTED FINANCIAL DATA

Year Ended Year Ended Year Ended Year Ended Year Ended
December 31, December 31, December 31, December 31, December 31,
2013 2012 2011 2010 2009
Income Statement Data:
Interest and related portfolio income:
Interest and Dividends $ 35,210,76. $ 33,578,97 $ 23,823,58 $ 24,638,63 $ 33,497,21
Fees and other income 305,37¢ 304,88: 86,05 215,23¢ 399,33t
Dividends from Asset Manager
Affiliates 12,750,00 4,700,001 1,910,001 4,500,00( —
Other Income — — 2,000,001 — —
Total interest and related portfolic
income 48,266,14 38,583,85 27,819,64 29,353,86. 33,896,55
Expenses:
Interest and amortization of debt
issuance costs 10,116,27 6,976,01 4,588,48: 7,088,20. 9,276,56:
Compensation 4,630,48: 3,172,81. 3,907,901 3,322,89! 3,222,60-
Other 4,563,74! 4,344,61. 3,490,93 7,045,64: 3,066,72!
Total operating expenses 19,310,50 14,493,44 11,987,32 17,456,74 15,565,89
Net Investment Income 28,955,63 24,090,41 15,832,32 11,897,11 18,330,65
Re_alized and unrealized gains (losses;
investments:
Net realized gains (losses) (12,627,31) (3,232,97) (18,476,60) (17,862,98) (15,782,12)
Net change in unrealized gains
(losses) 894,64° 5,268,34. 10,293,82 (8,322,81) 31,854,73
Total net gains (losses) (11,732,66) 2,035,361 (8,182,78)  (26,185,79)  16,072,61
Net increase (decrease) in net as
resulting from operations $ 17,222,97  $ 26,125,77 $ 7,649,54. $(14,288,67) $ 34,403,27
Per Share:
Earnings per common share — basic  $ 0.5 1.0C 03 % (0.69) 1.5¢
Earnings per common share — diluted $ 0.5 0.9¢ 03 % (0.69) 1.5¢€
Net investment income per she—
basic $ 0.9C 0.9¢ 0.6¢ $ 0.5¢ 0.8¢
Net investment income per she—diluted $ 0.8€ 0.8¢ 06¢ $ 0.5 0.8¢
Distributions per common share $ 1.0€ 0.94 06¢ % 0.6¢€ 0.92
Balance Sheet Data:
Investment assets at fair value $440,549,99 $312,044,76  $239,791,68 $191,186,29  $409,105,62
Total assets $459,172,38  $319,260,47  $248,133,66 $279,822,68 $439,416,05
Total debt outstanding $192,592,37  $101,400,00 $ 60,000,00 % 86,746,58  $218,050,36
Stockholders' equity $250,369,69  $207,875,65 $180,525,94 $186,925,66 $213,895,72
Net asset value per common sh $ 751 % 788 % 788 % 821 % 9.5€



year 33,332,122
Other Data:
Investments fundet®) 243,966,58

Principal collections related to investm
repayments or salé® 94,197,88

Number of portfolio investments at ye
end®@ 12€

Weighted average yield of income

producing debt investment® 7.3%

26,470,40

123,165,15

104,556,50

88

7.5%

44

22,992,21

85,541,80

81,681,31

68

8.4%

22,767,13

11,245,30

223,103,17

58

8.6%

22,363,28

23,482,34

84,503,18

124

6.5%
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(1) Certain prior year amounts have been reclasstfh conform to current year presentation.

(2) Does not include investments in time depogitmoney markets.

(3) Weighted average yield of income producing stmeents is calculated as the average yield to yatanding balances for
investments in loans, bonds, and mezzanine dehtribebt Securities portfolio.
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Item 7A.Managemen's Discussion and Analysis of Financial Conditionmna Results of Operations

The following discussion should be read in conjiomctvith our financial statements and related naied other financial
information appearing elsewhere in this annual replm addition to historical information, the falving discussion and other
parts of this annual report contain forward-lookiimgormation that involves risks and uncertainti®ur actual results could
differ materially from those anticipated by suchafard-looking information due to the factors dissed under “ltem 1A. Risk
Factors” and “Note About Forward-Looking Statemérappearing elsewhere in this annual report.

GENERAL

We are an internally managed, non-diversified desed investment company that is regulated as m8ss Development
Company, or BDC under the 1940 Act. We have threeipal areas of investments:

First we originate, structure, and invest in ses&xured term loans, mezzanine debt and selectgty sgcurities primarily
in privately-held middle market companies (the “D8bcurities Portfolio”). Second, we have investedholly-owned asset
management companies (Katonah Debt Advisors amdaFan Advisors, collectively the “Asset Managerilkdfes”). Third,
we invest in debt and equity securities issued b§ Eunds managed by our Asset Manager Affiliatesyoother asset
managers (the “CLO Fund Securities”).

In our Debt Securities Portfolio, our investmenjeative is to generate current income and, to selesxtent capital
appreciation from the investments made by our meidafirket business in senior secured term loanganeg® debt and
selected equity investments in privately-held médalarket companies. We define the middle markebagrising companies
with EBITDA of $10 million to $50 million and/or tal debt of $25 million to $150 million. We primbrinvest in first and
second lien term loans which, because of theirityion a company’s capital structure, we expedt have lower default rates
and higher rates of recovery of principal if thexa default and which we expect will create alstatream of interest income.
While our primary investment focus is on makingrie#o, and selected equity investments in, priyateld middle market
companies, we may also invest in other investms&unth as loans to smaller companies or larger, gykiaded companies,
high-yield bonds and distressed debt securitiesmafg also receive warrants or options to purchas@mon stock in
connection with our debt investments.

From our Asset Manager Affiliates investment, wpest to receive recurring dividend distributionsl &m generate capital
appreciation through the addition of new collatesd loan obligation funds (“CLO Funds”) to managke Asset Manager
Affiliates manage CLO Funds which invest in broas§ydicated loans, high-yield bonds and other tiadiruments.
Collectively, the Asset Manager Affiliates have apgmately $3.2 billion of par value assets undanagement as of
December 31, 2013. The Asset Manager Affiliatesegéstered under the Investment Advisers Act @fdl@nd are managed
independently from the Company by a separate prtitanagement team.

In addition, our investments in CLO Fund Securjtigsich are primarily made up of a minority investmin the
subordinated securities or preferred stock of Clu@ds raised and managed by our Asset Managergédj are anticipated to
provide the Company with recurring cash distribogi@and compliment the growth of our Asset Manadélia#es.

We intend to grow our entire portfolio of investrtgeby raising additional capital, including throutje prudent use of
leverage available to us. As a BDC, we are limitethe amount of leverage we can incur under tH914xt. We are only
allowed to borrow amounts such that our asset empegras defined in the 1940 Act, equals at led¥¥@28fter such borrowing.

We have elected to be treated for U.S. federalnmectax purposes as a RIC and intend to operatenarmer to maintain
our RIC status. As a RIC, we intend to distribat@tir stockholders substantially all of our netilmady income and the excess
of realized net short-term capital gains over gealinet long-term capital losses, if any, for egedr. To qualify as a RIC, we
must, among other things, meet certain source-adrre and asset diversification requirements. Puatgoahis election, we
generally will not have to pay corporate-level Ueleral income taxes on any income that we tirdaribute to our
stockholders. Our common stock is traded on The DIAGQ Global Select Market under the symbol “KCAPHélnet asset
value per share of our common stock at Decembe2@®3 was $7.51. On December 31, 2013, the lasttegpsale price of a
share of our common stock on The NASDAQ Global Ge\éarket was $8.07.
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PORTFOLIO AND INVESTMENT ACTIVITY

Our primary investments are: (1) lending to ancesting in middle-market businesses through investsna senior secured
loans, junior secured loans, subordinated/mezzatéheinvestments, and other equity investment&iwimay include
warrants, (2) our investments in our Asset Mandggliates, which invest in broadly syndicated leatigh-yield bonds and
other credit instruments, and (3) CLO Fund Sea@siti

Total portfolio investment activity (excluding adty in time deposit and money market investmefas}he years ended

December 31, 2013, December 31, 2012, and Decesib@011 was as follows:

CLO Fund
Securities

Equity
Securities

$ 4,688,837 $41,493,00 $ 190,255,76

Asset Manager

Debt Securities Affiliates Total Portfolio

$ 91,042,92 $53,031,00

Fair Value at December 31, 2010

2011 Activity:
Purchases/originations/draws 81,815,92 — 3,218,15: (194,02) 84,840,04
Pay-downs/pay-offs/sales (56,944,76) (1,935,001 (141,769 — (59,021,53)
Net accretion of discount 156,18( 1,398,28: — — 1,554,46:
Net realized losses (17,261,60) (1,215,001 — — (18,476,60)
Increase (decrease) in fair value 15,864,85 (2,840,96) (1,724,31) (484,97)) 10,814,59
Fair Value at December 31, 2011 114,673,50 48,438,31 6,040,89! 40,814,00 209,966,71

2012 Activity:
Purchases/originations/draws 107,417,62 24,715,50 1,815,97 38,823,22 172,772,33
Pay-downs/pay-offs/sales (104,504,32) (2,234,91) — —  (106,739,24)
Net accretion of discount 385,59( 1,137,34. — — 1,522,93.
Net realized losses (3,232,97) — — — (3,232,97)
Increase (decrease) in fair value (3,701,531 11,201,26 163,84 (2,395,22) 5,268,34.
Fair Value at December 31, 2012 111,037,88 83,257,50 8,020,711 77,242,00 279,558,10

2013 Activity:
Purchases/originations/draws 232,226,229 11,957,50 3,813,83! 217,21 248,214,84
Pay-downs/pay-offs/sales (80,089,53) (623,40) (2,882,10) — (83,595,04)
Net accretion of discount 238,55 216,44« — — 454,99¢
Net realized losses (11,538,86) — (551,63f¢) — (12,090,50)
Increase (decrease) in fair value 14,956,10  (15,355,82) 2,605,58! (1,311,21) 894,64

Fair Value at December 31, 2013 $266,830,42 $79,452,22 $11,006,39 $76,148,00 $433,437,04

The level of investment activity for investmentsdied and principal repayments for our investmeatsvary substantially
from period to period depending on the number drel af investments that we invest in or divestaof many other factors,
including the amount and competition for the detat equity securities available to middle market panies, the level of
merger and acquisition activity for such compaiied the general economic environment.
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The following table shows the Company’s portfoliodecurity type at December 31, 2013 and Decembe2(BL2:

December 31, 2013 December 31, 2012
Security Type Cost Fair Value % (D Cost Fair Value % (1)
Time Deposits $ — $ — —% $ 1,942,83 $ 1,942,83 1%
Money Market Accoun® 7,112,94' 7,112,942 30,543,82  30,543,82 1C
Senior Secured Loan 175,021,27 168,188,45 38 67,874,56 60,258,88  1¢
Junior Secured Loan 50,831,40 48,443,388 11 49,646,27 33,486,95 11
Senior Unsecured Loan 23,000,00 23,000,00 5 — —_- -
First Lien Bond 2,948,33 2,546,401 1 2,928,76: 3,000,001 1
Senior Subordinated Bond 1,037,70 1,051,541 — 2,729,08 2,735,88. 1
Senior Unsecured Bond 10,855,80 11,381,10 3 10,798,46 11,185,00 4
Senior Secured Bond 1,519,07. 1,619,551 — — —_- -
CLO Fund Securities 101,696,95 79,452,22 18 90,146,41 83,257,50 27
Equity Securities 18,755,68 11,006,39 3 18,375,58 8,020,71 3
Preferred 10,000,00 10,600,00 2 400,00( 371,16( —
Asset Manager Affiliates 83,378,74 76,148,00 17 83,161,52 77,242,00 2t
Total $486,157,91 $440,549,99 H% $358,547,33 $312,044,76 10(%

(1) Represents percentage of total portfolio atvaiue.
(2) Includes restricted cash held under employeefiteplans.

At December 31, 2013 and December 31, 2012, oasinvents in income producing loans and debt séesjréxcluding
CLO Fund securities, had a weighted average irttesits of approximately 7.3% and 7.5%, respectively

The investment portfolio (excluding the Companyigdstment in Asset Manager Affiliates and CLO FQrad€December
31, 2013 was spread across 25 different indusarids34 different entities with an average balarereeptity of approximately
$3.6 million. As of December 31, 2013, all but fafiour portfolio companies were current on theibtservice obligations.

We may invest up to 30% of our investment portfatiéNon-qualifying” opportunistic investments suah high-yield
bonds, debt and equity securities of CLO Fundgidorinvestments, and distressed debt or equityrgies of public
companies. The investments in our Debt Securitigfdtio are all or predominantly below investmgnade, and therefore
have speculative characteristics with respectedgbuer’s capacity to pay interest and repay pahc

At December 31, 2013, our ten largest portfolio panies represented approximately 42% of the tatalvalue of our
investments. Our largest investment, the Asset ganaffiliates, which are our wholly-owned portfolcompanies,
represented 17% of the total fair value of our strreents. Excluding the Asset Manager Affiliates éd Fund Securities, our
ten largest portfolio companies represent approtatpd 8% of the total fair value of our investments

48




TABLE OF CONTENTS

The industry concentrations, based on the fairevafithe Company’s investment portfolio as of DebenB1, 2013 and
December 31, 2012, were as follows:

December 31, 2013 December 31, 2018
Industry Classification Cost Fair Value % (1) Cost Fair Value % (1)
Aerospace and Defense $ 9,244,553 $ 8,100,89 2% $ 5,278,891 $ 3,874,74. 1%
Asset Management Company 83,378,74 76,148,000 17 83,161,52 77,242,000 25
Automotive 15,248,09 15,306,40 3 4,945,69! 5,011,60! 2
Banking, Finance, Insurance & Real Estatt 4,190,26! 4,299,05! 1 14,569,13 12,146,82 4
Beverage, Food and Tobacco 33,758,68  34,026,88 8 22,685,11 22,929,55 7
Capital Equipment 11,450,64 11,792,92 3 11,408,09 11,581,24 4
Chemicals, Plastics and Rubber 2,921,59 2,906,60: 1 2,954,77. 2,950,57 1
CLO Fund Securities 101,696,95  79,452,22 18 90,146,41  83,257,50 27
Construction & Building 18,224,72 190,24: — 18,535,51 455,52 —
Consumer goods: Durable 7,713,07. 9,751,62; 2 3,611,55! 4,333,47. 1
Consumer goods: Non-durable 18,864,69 18,266,93 4 12,208,91 11,257,24 4
Containers, Packaging and Glass — —_ - 1,949,231 1,971,89: 1
Energy: Oil & Gas 11,734,55  12,930,56 3 11,692,91 11,692,000 4
Environmental Industries 6,937,66: 6,965,89! 2 — —_ —
Finance 26,669,35 26,712,91 6 — —_ —
Healthcare & Pharmaceuticals 14,352,17  14,430,72 & 2,877,72! 2,865,00! 1
Healthcare, Education and Childcare 18,340,53  18,445,67 4 — —_ —
High Tech Industries 17,989,62.  17,989,03 4 6,137,59. 6,252,38! 2
Hotel, Gaming & Leisure 3,825,12i 3,466,52I 1 2,491,00 2,053,48. 1
Media: Advertising, Printing & Publishing 12,797,61 13,035,59 3 4,633,62; 4,942 ,45. 2
Media: Broadcasting & Subscription 9,853,34. 9,915,92: 2 1,978,841 1,990,93I 1
Metals & Mining 228,56 1,00 — 773,71¢ 264,86 —
Retail 3,364,57 3,325,03: 1 5,781,67. 5772,76 2
Services: Business 2,984,55! 2,999,791 1 — — —
Services: Consumer 4,065,67. 3,001,89! 1 13,104,09 1,753,52. 1
Telecommunications 17,251,74 17,337,83 4 2,952,65. 2,783,19! 1
Time Deposit and Money Market Accourt 7,112,94! 7,112,94! 2 32,486,65 32,486,65 10
Transportation: Cargo 16,030,05 16,643,25 4 — — —
Transportation: Consumer — —_ — 2,012,68! 2,005,35: 1
Utilities: Electric 5,927,82 5,993,61! 1 169,28( 169,95¢ —
Total $486,157,91 $440,549,99 H% $358,547,33 $312,044,76 H%

(1) Calculated as a percentage of total portfdifa@ value.
(2) Certain prior year amounts have been reclasstfh conform to the current year presentation.

(3) Includes restricted cash held under employeefiteplans.
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CLO Fund Securities

We typically make a minority investment in the stdinated securities or preferred stock of CLO Furaised and managed
by our Asset Manager Affiliates and may selectivalyest in securities issued by CLO Funds manageather asset
management companies. As of December 31, 2013ad:@pproximately $79 million invested in CLO Furet6rities,
including those issued by funds managed by ourtAdsaager Affiliates.

The CLO Funds managed by our Asset Manager Affianvest primarily in broadly syndicated non-inweasnt grade
loans, high-yield bonds and other credit instrura@rfitcorporate issuers. The underlying assetsdh efithe CLO Fund
Securities in which we have an investment are gdigativersified secured or unsecured corporate.deb

Our CLO Fund Securities as of December 31, 2013 muwtmber 31, 2012 are as follows:

December 31, 2013 December 31, 2012

CLO Fund Securities Investment % 1 Cost Fair Value Cost Fair Value

Subordinated

Grant Grove CLO, Ltd. Securities 22.9% $ 4,715,555 $ 1,052,16. $ 4,925,000 $ 3,124,92.
Katonah 11l Ltd.® Preferred Shares 23.1 1,618,61. 325,000 2,242,01. 600,00(
Katonah V, Ltd®) Preferred Shares 26.7 3,320,00! 1,00 3,320,001 1,00(
Subordinated
Katonah VII CLO Ltd.®) Securities 16. 4,499,79. 147897 457439 2,120,16
Subordinated
Katonah VIIl CLO Ltd.(?) Securities 10.2 3,390,000 1,230,73  3,450,70' 2,171,99:
Katonah IX CLO Ltd (® Preferred Shares 6.S 2,023,28 829,73¢ 2,082,98  1,488,89!
Subordinated
Katonah X CLO Ltd (@) Securities 33.2 11,770,99 5932,16. 11,934,60 9,45551
Katonah 2007-1 CLO Ltd@) Preferred Shares 10C 31,064,97 27,758,37 31,189,14 30,091,88
Katonah 2007-1 CLO Ltd® Class B-2L Notes 10C 1,300,93 9,740,000 1,252,191  9,140,00!
Trimaran CLO IV, Ltd(® Preferred Shares 19.C 3,542,300 2,519,211 3,616,601 3,575,57.
Trimaran CLO V, Ltd @ Subordinate Notes 20.¢ 2,721,500 1,844,271 2,757,100  2,930,00.
Trimaran CLO VI, Ltd @ Income Notes 16.2 2,784,200 1,981,94i 2,894,701 2,936,62
Trimaran CLO VII, Ltd.d Income Notes 10.t 3,133,900 2,513,26. 3,146,901  3,357,92.
Catamaran CLO 2012-1 Lt)  Subordinated Notes ~ 24.¢ 8,943,901 6,846,521 8,982,401  8,493,00
Catamaran CLO 2012-1 Lt€)  Class F Notes 42.¢ 3,843,39!  4,200,00. 3,777,66!  3,770,00!
Catamaran CLO 2013-1 Lt  Subordinated Notes ~ 23.E 9,960,401  8,225,10! — —
Dryden 30 Senior Loan Fund Subordinated Notes 7.5 3,063,200 2,973,75! — —

Total $101,696,95 $79,452,22 $90,146,41 $83,257,50

(1) Represents percentage of class held.
(2) An affiliate CLO Fund managed by Asset Manalyifitiates.
(3) As of December 31, 2013, this CLO Fund Secuwriag not providing a dividend distribution.

Asset Manager Affiliates

The Asset Manager Affiliates are our wholly-owneget management companies that manage CLO Fundswvbst in
broadly syndicated loans, high yield bonds andrathedit instruments. The CLO Funds managed byAsset Manager
Affiliates consist primarily of credit instrumenitsued by corporations. As of December 31, 2018Asget Manager Affiliates
had approximately $3.2 billion of par value of assender management on which they earn manageeesitdnd were valued
at approximately $76 million.



All CLO Funds managed by the Asset Manager Afiigaare currently paying all senior and subordinsaagement fees.
In addition, our Asset Manager Affiliates are cuthg receiving incentive fees from four funds.

RESULTS OF OPERATIONS

The principal measure of our financial performaiscéhe net increase (decrease) in stockholderstyempsulting from
operations, which includes net investment incorossl and net realized and unrealized appreciatigpréciation). Net
investment income (loss) is the difference betwaarincome from interest, dividends, fees, and roitheestment income and
our operating expenses. Net realized gain (loséastments is the difference between the procesmisved from
dispositions of portfolio investments and their atized cost. Net change in unrealized apprecidii@preciation) on
investments is the net change in the fair valueuofinvestment portfolio.
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Set forth below is a discussion of our resultspdrations for the years ended December 31, 2012, 20d 2011.

Revenue

Revenues consist primarily of investment incomenfinterest and dividends on our investment poudfalid various
ancillary fees related to our investment holdings.

Interest from Investments in Debt Securitied/e generate interest income from our investmiendebt securities that
consist primarily of senior and junior secured kmadur debt securities portfolio is spread acroshiphe industries and
geographic locations, and as such, we are broaglysed to market conditions and business envirotsnés a result, although
our investments are exposed to market risks, weregrusly seek to limit concentration of exposurany particular sector or
issuer.

Dividends from Investments in CLO Fund Securiti&¥e generate dividend income from our investmantke securities
(typically preferred shares or subordinated seies)iof CLO Funds managed by our Asset Managetidtéis and selective
investments in securities issued by CLO Funds meshag other asset management companies. CLO Fumaaged by our
Asset Manager Affiliates and those managed by rifillates invest primarily in broadly syndicatedminvestment grade
loans, high-yield bonds and other credit instrura@rfitcorporate issuers. The Company distinguish&3 Eunds managed by
its Asset Manager Affiliates as “CLO Fund Secusitidanaged by Affiliates” in its financial statem&nthe underlying assets
in each of the CLO Funds in which we have an inmest are generally diversified secured or unseccoggorate debt. Our
CLO Fund Securities that are subordinated secsitigreferred shares (“‘junior securities”) arecsdimated to senior note
holders who typically receive a return on theirdstment at a fixed spread relative to the LIBORindhe CLO Funds are
leveraged funds and any excess cash flow or espeead (interest earned by the underlying secsiii¢he fund, less
payments made to senior bond holders and lessefixpehses and management fees) is paid to the bafiftre CLO Fund’'s
subordinated securities or preferred shares. Tet & excess spread from CLO Fund Securities eaimipacted from the
timing and level of the resetting of the benchmiatkrest rate for the underlying assets (whichtrasearious times throughout
the quarter) in the CLO Fund and the related CL@dFupote liabilities (which reset at each quarteistribution date); in
periods of short-term and volatile changes in tiechmark interest rate, the levels of excess speddlistributions to us can
vary significantly.

For non-junior class CLO Fund securities, suchuasrivestment in the class B-2L notes of the KatoR@07-1 CLO or
Class F notes of the Catamaran 2012-1, interestrised at a fixed spread relative to the LIBOR xnde

Dividends from the Asset Manager Affiliateg/e generate dividend income from our investnieour Asset Manager
Affiliates, which are wholly-owned and managed CEnds that invest primarily in broadly syndicateh+investment grade
loans, high yield bonds and other credit instruraésgued by corporations. As managers of CLO FungdsAsset Manager
Affiliates receive contractual and recurring mamagat fees from the CLO Funds for their managemedtaalvisory services.
In addition, our Asset Manager Affiliates may atson income related to net interest on assets adated for future CLO
issuances on which they have provided a first dpsganty in connection with loan warehouse arramgesior their CLO
Funds. Our Asset Manager Affiliates generate anapatating income equal to the amount by whichrtlegi income exceeds
their operating expenses. The annual managemeniaeh our Asset Manager Affiliates receive araagally based on a
fixed percentage of the par value of assets unadsagement and are recurring in nature for the tértine CLO Fund so long
as the Asset Manager Affiliates manage the funda Aesult, the annual management fees earned b4sset Manager
Affiliates generally are not subject to market wafluctuations in the underlying collateral. OursdsManager Affiliates may
receive incentive fees, provided such CLO Funde lahieved a minimum investment return to holdéthear subordinated
securities or preferred shares, as per the terreaaf CLO Fund management agreement.

Capital Structuring Service FeesWe may earn ancillary structuring and other fedsted to the origination, investment,
disposition or liquidation of debt and investmestigities.
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Other Income

During the three months ended March 31, 2011, weived a $2 million cash settlement to settledition previously
initiated by us against the lenders related tosegured credit facility which we fully repaid omadary 31, 2011. Upon receipt,
this settlement was recognized as other incomeduhie three months ended March 31, 2011.

Investment Income

Investment income for the years ended Decembe2@13, 2012, and 2011 was approximately $48 millg89 million, and
$28 million, respectively. Of this amount, approately $14 million, $13 million and $9 million, resgtively, was attributable
to interest income on our debt securities portfdlicreases in interest income from 2011 to 201224012 to 2013 were due to
higher average invested assets stemming primaoily tapital raising activities. Investments in dedturities increased by
approximately $156 million during 2013, primarilyelto the investment of the proceeds from the ieseiaf the KCAP Senior
Funding I, LLC Notes ($105 million) and from thaisnce of common stock of the Company of approxip&50 million.

The weighted average yield on the performing inmestts debt securities portfolio was 7.3%, and 7 &8@f December 31,
2013 and 2012, respectively.

Investment income is primarily dependent on the position and credit quality of our investment politf. Generally, our
debt securities portfolio is expected to generageliptable, recurring interest income in accordamitle the contractual terms of
each loan. Corporate equity securities may payidetid and may increase in value for which a gaéy fve recognized;
generally such dividend payments and gains areplesiictable than interest income on our loan pbotf

For the years ended December 31, 2013, 2012, & 2pproximately $21 million, $21 million and $fllion,
respectively, of dividend income was attributalolénivestments in CLO fund securities. Dividendsrr6LO Fund Securities
are dependent on the performance of the undergsgts in each CLO Fund; interest payments, pahaiportization and
prepayments of the underlying loans in each CLOdRane primary factors which determine the levehobme on our CLO
Fund Securities. The level of excess spread fro® Eund Securities can be impacted by the timinglewel of the resetting
of the benchmark interest rate for the underlyisgess (which reset at various times throughoutjtfzeter) in the CLO Fund
and the related CLO Fund bond liabilities (whicketeat each quarterly distribution date); in pesiotishort-term and volatile
changes in the benchmark interest rate, the l®fedgcess spread and distributions to us can vgnyficantly.

The fair value of CLO Fund Securities owned deadds/ approximately $4 million during the year, thsult of the
investments in new CLO Fund Securities of approxéfyab11 million, offset by a reduction in the fa@lue of this portfolio of
$15 million. When a distribution is made to us msrevestor in the CLO Fund Securities, the remagrair value of the CLO
Fund Security will decline. During 2013, the Compaeceived $21 million in cash distributions frohetportfolio of CLO
Fund Securities, compared with $21 million and $fidion received in 2012 and 2011, respectively.

Distributions from our Asset Manager Affiliates aezorded as “Dividends from Asset Manager Affésitin our
Statement of Operations. For the years ended DemeBih 2013, 2012, and 2011, we recognized dividiecmime of $12.8
million, $4.7 million and $1.9 million, respectiyelfrom the Asset Manager Affiliates. The increas®ividends from Asset
Manager Affiliates is due to the full integratiohTaimaran, and the incentive fees our Asset Manadfdiates have earned on
four managed CLO Funds.

The Asset Manager Affiliates are expected to payréudividends to the Company based upon theiratiogy cash flow,
which generally will be dependent upon the maintesaand growth in their assets under managemeeatchdnge in fair value
of our investment in our Asset Manager Affiliateasrapproximately $1 million, essentially unchanfyech December 31,
2012, while during 2013 the Company recognized &dllion of dividend income on its investment ta Asset Manager
Affiliates. CLO Funds typically have automatic orgevind-down features following an initial periad reinvestment. Thus,
with all else being equal, as managed CLO Fundgms age, projected future assets under managefae associated
management fees) will naturally decline, resuliimg reduction in fair value of our Asset Managéiiliates.

52




TABLE OF CONTENTS

On the other hand, mandates to manage new CLO pantidlios will generally result in an increasetle fair value of our
investment in our Asset Manager Affiliates. Dureagch of 2013 and 2012, our Asset Manager Affiliatdded an additional
CLO Fund portfolio with initial assets under managat of approximately $450 million and $400 milljoaspectively. The
aggregate of par value assets under management B\sset Manager Affiliates was $3.2 billion andéBillion as of
December 31, 2013 and 2012, respectively.

Expenses

Because we are internally managed, we directlyritigeicost of management and operations. As atyegipay no
investment management fees or other fees to amektadvisor. Our expenses consist primarily afiest expense on
outstanding borrowings, compensation expense amergleand administrative expenses, including peifesi fees. Interest
and compensation expense are typically our lagygstnses each period. Interest expense is deperém average
outstanding principal balance of our borrowings tiredapplicable interest rate for the period.

Interest and Amortization of Debt Issuance Coslisterest expense is dependent on the averagegnding balance on our
borrowings and the base index rate for the pefedht issuance costs represent fees and other dostst incurred in
connection with the Company’s borrowings. These@amware capitalized and amortized ratably ovectmractual term of
the borrowing.

Compensation ExpenseCompensation expense includes base salariegsésrstock-based compensation, employee
benefits and employer related payroll costs. Thgelst components of total compensation costs ae fsaries and bonuses;
generally, base salaries are expensed as incurcedrmual bonus expenses are estimated and ac@uedompensation
arrangements with our employees contain a sigmifipeofit sharing and/or performance based bonogpoment. Therefore, as
our net revenues increase, our compensation ca@stalso rise. In addition, our compensation expensay also increase to
reflect increased investment in personnel as we gnr products and businesses.

Professional Fees and General and Administrativedases The balance of our expenses includes profedsiees
(primarily legal, accounting, valuation and othesfpssional services), occupancy costs and geadnainistrative and other
costs.

Total expenses for the years ended December 38, 2012, and 2011 were approximately $19 millidky #illion, and
$12 million, respectively. Interest expense and rization on debt issuance costs for the period apgsoximately $10
million, $7 million, and $5 million, respectivelpn average debt outstanding of $151 million, $8Mlioni and $54 million,
respectively.

For the years ended December 31, 2013, 2012 arld approximately $4.6 million, $3.2 million, and.$3nillion,
respectively, of expenses were attributable to eygad compensation, including salaries, bonusesloges benefits, payroll
taxes and stock-based compensation expense. Tingtioedin compensation expense from 2011 to 20b2e® primarily to a
reversal of accrued long-term equity based compiemsaexpense in 2012 after the departure of a foengployee, while the
increase from 2012 to 2013 relates primarily toatidition of headcount and the full-year effecbof acquisition of Trimaran.
For the years ended December 31, 2013, 2012, &g Bfspectively, professional fees and insurarpereses totaled
approximately $2.7 million, $3.0 million and $2.5lllan. Administrative costs, which include occugsrexpense, technology
and other office expenses, totaled approximatel$,$1.3 and $1.0 million for the years ended Ddmm31, 2013, 2012 and
2011, respectively. The increase in these costbeaitributed to increased technology and otHéeo&nd administrative
expenses.

Net Investment Income and Net Realized Gains (La3se

Net investment income and net realized gains (B)sspresents the net change in stockholders’yefafbre net unrealized
appreciation or depreciation on investments. Ferytrar ended December 31, 2013, net investmentiaemd net realized
losses was approximately $17 million, or $0.53g¥&re. Net investment income represents the ineameed on our
investments less operating and interest expensedoeét realized gains or losses and unrealizeckeajgion or depreciation on
investments. For the year ended December 31, 2@t vestment income was approximately $29 mi)lemn$0.90 per share.
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Generally, we seek to fund our dividends from ngestment income. For the year ended December03B, 2otal
distributions were $35 million, or $1.06 per share.

Net Unrealized Appreciation (Depreciation) on Invesnents

During the year ended December 31, 2013, the uneghdain on net total investment portfolio wasragpnately $895,000
on the total investment portfolio. Included in thimount is a reclassification of an unrealized toss realized loss in the
amount of $10 million related to a debt securigttvas discharged in bankruptcy. This reclassificatesults in an increase in
unrealized appreciation (i.e. gain) and a corredpmnincrease in realized loss. (Note: Net Assdu¥aid not change as a
result of this reclassification). Also includedtire net unrealized loss in 2013 are unrealizedekes CLO Fund Securities of
approximately $15 million. During the year endedccBber 31, 2012, our total investments had netalinesl appreciation of
approximately $5 million, including net unrealizgsdins of approximately $11 million on CLO Fund Setoes, offset by net
unrealized losses on Debt securities of approxin&# million and net unrealized losses on Assehdger Affiliates of $2
million. During the year ended December 31, 2011 total investments had net unrealized appreciaifd10 million,
including approximately $16 million of unrealizedigs on debt securities, offset by net unrealinsdds of approximately $3
million and $2 million, primarily related to CLO Rd Securities and equity securities, respectively.

Net Change in Stockholders’ Equity Resulting From @erations

The net increase in stockholders’ equity resulfiogn operations for the year ended December 313 2@ approximately
$17 million, or $0.53 per share. The net increasgtackholders’ equity resulting from operationstfee year ended December
31, 2012 was approximately $26 million, or $1.00 gieare, and the net increase in stockholdersteqesulting from
operations for the year ended December 31, 201 Jap@m®ximately $8 million, or $0.33 per share.

FINANCIAL CONDITION, LIQUIDITY, AND CAPITAL RESOURC ES

Liquidity is a measure of our ability to meet pdtahcash requirements, including ongoing committae¢a repay
borrowings, fund and maintain investments, payddinds to our stockholders and other general bisimssds. We recognize
the need to have funds available for operatingooginess and to make investments. We seek to la@epiate liquidity at all
times to cover normal cyclical swings in fundingaéability and to allow us to meet irregular anceypected funding
requirements. We plan to satisfy our liquidity nedattough normal operations with the goal of avggdiinplanned sales of
assets or emergency borrowing of funds.
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As of December 31, 2013 and December 31, 2012aihedlue of investments and cash were as follows:

Investments at Fair Value

Security Type December 31, 2013 December 31, 2012
Cash $ 3,433,67' $ 738,75t
Time Deposits — 1,942,83.
Money Market Account&) 7,112,94 30,543,82
Senior Secured Loan 168,188,45 60,258,88
Junior Secured Loan 48,443,38 33,486,95
Senior Unsecured Loan 23,000,00 —
First Lien Bond 2,546,401 3,000,001
Senior Subordinated Bond 1,051,541 2,735,88.
Senior Unsecured Bond 11,381,10 11,185,00
Senior Secured Bond 1,619,55I —
CLO Fund Securities 79,452,22 83,257,50
Equity Securities 11,006,39 8,020,711
Preferred 10,600,00 371,16(
Asset Manager Affiliates 76,148,00 77,242,00
Total $ 44398366 $ 312,783,551

Includes restricted cash held under employee beplafis.

We use borrowed funds, known as “leverage,” to niakestments and to attempt to increase returnsit@hareholders by
reducing our overall cost of capital. As a BDC, ave limited in the amount of leverage we can inowfer the 1940 Act. We
are only allowed to borrow amounts such that osetsoverage, as defined in the 1940 Act, equaésaat 200% after such
borrowing. As of December 31, 2013, we had appraaty $195 million of outstanding borrowings and esset coverage
ratio of total assets to total borrowings was 2266tnpliant with the minimum asset coverage lev&@% generally required
for a BDC by the 1940 Act. We may also borrow amswi up to 5% of the value of our total assetsdéonporary purposes.
The weighted average daily debt balance for thesyeaded December 31, 2013 and 2012 was approxyn$di®l million and
$81 million, respectively.

On March 16, 2011, the Company issued $55 millioaggregate principal amount of unsecured 8.75%astible notes
due March 2016 (“Convertible Notes”). On March 2811, pursuant to an over-allotment option, the Gamy issued an
additional $5 million of such Convertible Notes #ototal of $60 million in aggregate principal amburhe net proceeds from
the sale of the Convertible Notes, following undéting expenses, were approximately $57.7 milliorterest on the
Convertible Notes is paid semi-annually in arreardviarch 15 and September 15, at a rate of 8.76%nmencing September
15, 2011. The Convertible Notes mature on Marc2036 unless converted earlier. The Convertibleeslare senior
unsecured obligations of the Company.

The Convertible Notes are convertible into shafegh@Company’s common stock. As of December 3132¢he
conversion rate was 127.4733 shares of common grc®1,000 principal amount of Convertible NoteBich is equivalent to
a conversion price of approximately $7.84 per sbdmmmmon stock. The conversion rate is subjeetfjastment upon certain
events. Upon conversion, the Company would isseiduihamount of common stock or cash, at its aptand retire the full
amount of debt outstanding.

On April 4, 2013, approximately $9 million of the@pany's 8.75% Convertible Notes were convertead@ice per share
of $8.159 into 1,102,093 shares of KCAP commonkst@n September 4, 2013, the Company purchased|b@mface value
of its own Convertible Notes at a price of $11480s accrued interest. KCAP subsequently surrentérese notes to the note
trustee for cancellation effective September 1332@ue to the cash conversion option embedddukilCbnvertible Notes, the
Company applied the guidance in ASC 470-40-20, &tht Conversion and Other Options, and realizézsa on the
extinguishment of this debt. For the year endedeDdxer 31, 2013 total realized losses on extinguistirof
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debt were approximately $537,000. The indentureegurg the Convertible Notes contains certain igiste covenants,
including compliance with certain provisions of @10 Act and conditions governing the undertakihgew debt.

In February 2012, the Company entered into a Notelase Agreement, under which it was able to phtpito $30 million
in financing (the “Facility”). The Facility was terinated on November 4, 2013 and remaining unansattiapitalized costs of
approximately $203,000 related to the Facility wergten-off and are included in Realized Losseg€atinguishments of Debt.

On October 10, 2012, the Company issued $41.4amilii aggregate principal amount of unsecured P@Kbtes Due
2019. The net proceeds for the7.375% Notes Due,20l&wing underwriting expenses, were approxirha$39.9 million.
Interest on the 7.375% Notes Due 2019is paid guraitearrears on March 30, June 30, Septembem8ecember 30, at a
rate of 7.375%, commencing December 30, 2012. T8ié&5% Notes Due 2019 mature on September, 30, 20it%are senior
unsecured obligations of the Company. In addititug to the coverage tests applicable to the ComasigyBDC and a
covenant that the Company agreed to in connectitintie issuance of the7.375% Notes Due 2019, trmapgany is limited in
its ability to make distributions in certain circatances. At December 31, 2013, the Company wasnplkance with all of its
debt covenants. The indenture governing the 7.3Xb%s Due 2019 contains certain restrictive covenamcluding
compliance with certain provisions of the 1940 Aatating to borrowing and dividends.

On February 14, 2013, the Company completed a@uoklkring of 5,232,500 shares of common stockcivlmcluded the
underwriters’ full exercise of their option to phese up to 682,500 shares of common stock, ate pfi$9.75 per share,
raising approximately $51.0 million in gross prageeln conjunction with this offering, the Compaaigo sold 200,000 shares
of common stock to a member of its Board of Direxitat a price of $9.31125 per share, raising apmately $1.9 million in
gross proceeds.

On June 18, 2013, KCAP Senior Funding |, LLC, suky, a specialty finance subsidiary of the Compasag capitalized
through the issuance of $140 million of notes ((R€AP Senior Funding | Notes”). The KCAP Senior fgimg | Notes are
backed by a diversified portfolio of bank loanseT®ompany invested in the most junior class ofiiites, issued in the
approximate amount of $35 million, representing@menpany’s primary exposure to the performancéefassets acquired
from the proceeds of the issuance of the KCAP 3$dniading | Notes. These junior notes eliminateansolidation and the
remaining notes with a par value of $105 millioat af $3.1 million of unamortized discount, ardeefed on our consolidated
balance sheet. The indenture governing the KCARoE€&nnding | Notes contains an event of defaudt ik triggered in the
event that certain coverage tests are not met.

For a more detailed discussion of this debt sezatibn financing transaction, including interesters on the notes, See Note
6: Borrowings to our consolidated financial statategcontained elsewhere in this financial report.

Subject to prevailing market conditions, we intéodrow our portfolio of assets by raising additiboapital, including
through the prudent use of leverage available té&\ss result, we may seek to enter into new ages¢srwith other lenders or
into other financing arrangements as market caymbtpermit. From time to time, we may seek to eetiepurchase, or
exchange debt securities in open market purchadgsather means dependent on market conditiomqsidity, contractual
obligations, and other matters.

If our common stock trades below our net assetevplr share, we will generally not be able to issigitional common
stock at the market price unless our shareholgg=oge such a sale and our Board of Directors megeain determinations.
A proposal, approved by our stockholders (at aigpstockholder meeting held on June 21, 2013 amtircued on July 19,
2013 and August 9, 2013) authorizes us to selleshafr our common stock below the then current ss&ttavalue per share of
our common stock in one or more offerings for teequ ending on the earlier of (i) August 9, 2048(ii) the date of our 2014
annual meeting of shareholders. We would needairhiture approval from our shareholders to isizees below the then
current net asset value per share any time aftegxpiration of the current approval.

56




TABLE OF CONTENTS

Dividends

We intend to continue to distribute quarterly desnds to our stockholders. To avoid certain ex@ged imposed on RICs,
we currently intend to distribute during each cdBamyear an amount at least equal to the sum of:

*  98.0% of our ordinary net taxable income for ¢héendar year;

e 98.2% of our capital gains, if any, in excessapbital losses for the one-year period ending aiolage 31 of the
calendar year; and

« any net ordinary income and net capital gaingterpreceding year that were not distributed dusinch year.

The amount of our declared dividends, as evaluayadanagement and approved by our Board of Dirscieibased on our
evaluation of both distributable income for taxpases and GAAP net investment income (which exclushieealized gains and
losses). Generally, we seek to fund our dividenols fGAAP current earnings, primarily from net irgstrand dividend income
generated by our investment portfolio and withotgtarn of capital or a high reliance on realizagital gains. Distributions to
our stockholders during 2013 and 2012 included $%5l8on and $1.3 million, respectively, of tax-ligseturn of capital.

The following table sets forth the quarterly dividis declared by us since the most recent comptaleddar year, which
approximates our estimated net investment incomthéspecified quarter, including income distrdmifrom the Asset
Manager Affiliates received by the Company, if any.

Declaration
Dividend Date Record Date Pay Date

2013:

Fourth quarter $ 0.2t 12/13/201:  12/27/201. 1/27/201.
Third quarter 0.2t 9/13/201: 10/8/201: 10/29/201.
Second quarter 0.2¢ 6/17/201: 7/5/201: 7/26/201.
First quarter 0.2¢ 3/15/201: 4/5/201: 4/26/201.
Total declared for 2013 $ 1.0¢

2012:

Fourth quarter $ 0.2¢ 12/17/201.  12/28/201 1/28/201:
Third quarter 0.24 9/17/201:  10/10/201. 10/29/201.
Second quarter 0.2¢ 6/18/201: 7/6/201: 7/27/201.
First quarter 0.1¢ 3/16/201: 4/6/201. 4/27/201:

Total declared for 2012 $ 0.9¢

OFF-BALANCE SHEET ARRANGEMENTS

We are a party to financial instruments with offaece sheet risk in the normal course of businessder to meet the
needs of the Company’s investment objectives. $agthuments include commitments to extend creditrmay involve, in
varying degrees, elements of credit risk in excégsnounts recognized on our balance sheet. Rriextending such credit, we
attempt to limit our credit risk by conducting extéve due diligence, obtaining collateral whereassary and negotiating
appropriate financial covenants. As of December2813 and December 31, 2012, we did not have atty sutstanding
commitments.
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CONTRACTUAL OBLIGATIONS

The following table summarizes our contractual aalsligations and other commercial commitments aBaxfember 31,
2013:

Payments Due by Period

Less than More than
Contractual Obligations Total one year 1-3years 3 -5years 5 years
Long-term debt obligations $192,592,37 $ — $49,008,00 $ —  $143,584,37

CRITICAL ACCOUNTING POLICIES

The financial statements are based on the seleatidrapplication of critical accounting policiedhieh require management
to make significant estimates and assumptionsic@r#ccounting policies are those that are botboitant to the presentation
of our financial condition and results of operai@nd require management’s most difficult, comptexsubjective judgments.
Our critical accounting policies are those appliedb the basis of presentation, valuation of itwets, and certain revenue
recognition matters as discussed below. See Ntear financial statements, contained elsewhereifteSignificant
Accounting Policies — Investments.

Valuation of Portfolio Investments

The most significant estimate inherent in the pratian of our financial statements is the valuattbmvestments and the
related amounts of unrealized appreciation andedgtion of investments recorded.

Value, as defined in Section 2(a)(41) of 1940 Ax{1) the market price for those securities foioliba market quotation is
readily available and (2) for all other securitiasl assets, fair value as determined in good ffgithur Board of Directors
pursuant to procedures approved by our Board afdbirs. Our valuation policy is intended to provédeonsistent basis for
determining the fair value of the portfolio basedtbe nature of the security, the market for theigty and other
considerations including the financial performanne enterprise value of the portfolio company. Beeaof the inherent
uncertainty of valuation, the Board of Directorstefrmined values may differ significantly from tredues that would have
been used had a ready market existed for the imesds, and the differences could be material.

Pursuant to the AICPA Guide, we reflect our investts on our balance sheet at their estimated dhilewith unrealized
gains and losses resulting from changes in faireve¢flected as a component of unrealized gaitesses on our statements of
operations. Fair value is the amount that wouldeloeived to sell the investments in an orderlygeation between market
participants at the measurement date (i.e., thepage).

See Note 4 to the financial statements for thetifdil information about the level of market obsdality associated with
investments carried at fair value.

The Company follows the provisions of ASC 820: Réatue, which among other matters, requires entthdiselosures
about investments that are measured and reportait aalue. This standard defines fair value astdlglishes a hierarchal
disclosure framework which prioritizes and ranike lvel of market price observability used in memguinvestments at fair
value and expands disclosures about assets aildiéialmeasured at fair value. ASC 820: Fair Valledines “fair value” as the
price that would be received to sell an asset mt fgetransfer a liability in an orderly transactibetween market participants at
the measurement date. This fair value definiticug®s on an exit price in the principal, or mostaathgeous market, and
prioritizes, within a measurement of fair valueg tise of market-based inputs (which may be weigbtedijusted for
relevance, reliability and specific attributes tisla to the subject investment) over entity-spedifiputs. Market price
observability is affected by a number of factongluding the type of investment and the charadtesispecific to the
investment. Investments with readily availablexaetjuoted prices or for which fair value can be snead from actively quoted
prices generally will have a higher degree of miapkize observability and a lesser degree of judgmsed in measuring fair
value. Subsequent to the adoption of ASC 820: Value, the FASB has issued various staff positmasfying the initial
standard (see Note 2 to the financial statemeB8ignificant Accounting Policies — Investments”).
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ASC 820: Fair Value establishes the following thieeel hierarchy, based upon the transparencymftsito the fair value
measurement of an asset or liability as of the mreasent date:

Level | — Unadjusted quoted prices are availabladtive markets for identical investments as ofrdporting date. The
type of investments included in Level | includedid equities and listed securities. As required\BZ 820: Fair Value, the
Company does not adjust the quoted price for thegstments, even in situations where the Compaldsta large
position and a sale could reasonably affect theegliprice.

Level Il — Pricing inputs are other than quotectes in active markets, which are either directlindirectly
observable as of the reporting date. Such inputsheajuoted prices for similar assets or liab#itiguoted markets that are
not active, or other inputs that are observableaorbe corroborated by observable market dataufmstantially the full
character of the financial instrument, or inpuist tre derived principally from, or corroborated blgservable market
information. Investments which are generally in€lddn this category include illiquid debt secustend less liquid,
privately held or restricted equity securities, fdrich some level of recent trading activity hasmebserved.

Level lll — Pricing inputs are unobservable for theestment and includes situations where thelittles if any, market
activity for the investment. The inputs may be llage the Company’s own assumptions about how maeeicipants
would price the asset or liability or may use Leléhputs, as adjusted, to reflect specific invesht attributes relative to a
broader market assumption. These inputs into therm@ation of fair value may require significananagement judgment
or estimation. Even if observable market data fonparable performance or valuation measures (egminltiples,
discount rates, other financial/valuation ratids,)eare available, such investments are groupéaeal 111 if any significant
data point that is not also market observable §eicompany earnings, cash flows, etc.) is uséueiraluation
methodology.

In certain cases, the inputs used to measuredhievmay fall into different levels of the fair ual hierarchy. In such cases,
an investment'’s level within the fair value hietayds based on the lowest level of input that gnicant to the fair value
measurement. The Company’s assessment of theiségmié of a particular input to the fair value meament in its entirety
requires judgment, and the Company considers fasgecific to the investment. A majority all of tBempany’s investments
are classified as Level Ill. The Company evalugttessource of inputs, including any markets in \utits investments are
trading, in determining fair value. Inputs that Beeked by actual transactions, those that ardyhiginrelated to the specific
investment being valued and those derived fronalédi or knowledgeable sources will tend to havigher weighting in
determining fair value. Ongoing reviews by the Camys investment analysts, Chief Investment Offis&luation Committee
and independent valuation firms (if engaged) majuite factors such as an assessment of each undarlyestment, its
current and prospective operating and financidioperance, consideration of financing and sale fatisns with third parties,
expected cash flows and market-based informatifyding comparable transactions, performance facénd other
investment or industry specific market data, amothgr factors.

We have valued our investments, in the absencbssreable market prices, using the valuation mettgies described
below applied on a consistent basis. For some imaggs little market activity may exist; managensedetermination of fair
value is then based on the best information aMail@bthe circumstances, and may incorporate managts own assumptions
and involves a significant degree of managemeuntiginent.

Our investments in CLO Fund Securities are camigfir value, which is based either on (i) thespre value of the net
expected cash inflows for interest income and paidaepayments from underlying assets and the catows for interest
expense, debt paydown and other fund costs foCtt@ Funds which are approaching or past the erkledf reinvestment
period and therefore are selling assets and/ogysincipal repayments to pay-down CLO Fund detd, far which there
continue to be net cash distributions to the atdisge securities own, or (ii) a discounted caskwfloodel that utilizes
prepayment and loss assumptions based on histeripatience and projected performance, economioriache
characteristics of the underlying cash flow and parable yields for similar securities or prefersbdres to those in which the
Company has invested, or (iii) indicative pricesyided by the underwriters or brokers who arrange
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CLO Funds. We recognize unrealized appreciatiatepreciation on our investments in CLO Fund Seesris comparable
yields in the market change and/or based on changes asset values or estimated cash flows iegdtiom changes in
prepayment or loss assumptions in the underlyitigtesal pool. As each investment in CLO Fund Siiesrages, the expected
amount of losses and the expected timing of re¢iognof such losses in the underlying collateradlpre updated and the
revised cash flows are used in determining theviaue of the CLO Fund Securities. We determinefairevalue of our
investments in CLO Fund Securities on a securitgégurity basis.

The Company'’s investments in its wholly-owned ass@hagement companies, the Asset Manager Affiliatescarried at
fair value, which is primarily determined utiliziregdiscounted cash flow model which incorporatéfemint levels of discount
rates depending on the hierarchy of fees earnetlifiimg the likelihood of realization of senior bgwdinate and incentive fees)
and prospective modeled performance (“Discountesh@dow”). Such valuation takes into consideratoranalysis of
comparable asset management companies and a pgreeftassets under management. The Asset Manédietes are
classified as a Level lll investment (as descriakdve). Any change in value from period to per®deicognized as net change
in unrealized appreciation or depreciation.

Fair values of other investments for which markétgs are not observable are determined by referenpublic market or
private transactions or valuations for comparablaganies or assets in the relevant asset classrandistry when such
amounts are available. Generally these valuationg@rived by multiplying a key performance metiiche investee company
or asset (e.g., EBITDA) by the relevant valuationtiple observed for comparable companies or tretiteas, adjusted by
management for differences between the investmehttee referenced comparable. Such investmentsateaybe valued at
cost for a period of time after an acquisitionfes lbest indicator of fair value. If the fair valolesuch investments cannot be
valued by reference to observable valuation meadarecomparable companies, then the primary aigalynethod used to
estimate the fair value is a discounted cash flethod and/or cap rate analysis. A sensitivity asialis applied to the
estimated future cash flows using various facteqgethding on the investment, including assumed drostes (in cash flows),
capitalization rates (for determining terminal \vedjiand appropriate discount rates to determiaegerof reasonable values or
to compute projected return on investment.

For bond rated note tranches of CLO Fund secu(itiese above the junior class) without transastionsupport a fair
value for the specific CLO Fund and tranche, failue is based on discounting estimated bond payemurrent market
yields, which may reflect the adjusted yield onléneeraged loan index for similarly rated tranclesyell as prices for similar
tranches for other CLO Funds and also other fastioch as indicative prices provided by underwritgrbrokers who arrange
CLO Funds, and the default and recovery rates dédying assets in the CLO Fund, as may be appéc&uch model
assumptions may vary and incorporate adjustmentsstopremiums and CLO Fund specific attributes.

We derive fair value for our illiquid loan investnis that do not have indicative fair values bageshiactive trades
primarily by using the Income Approach, and alsonsider recent loan amendments or other activitgifipeo the subject asset
as described above. Other significant assumptgre) as coupon and maturity, are asset-specifiaandoted for each
investment in the Schedules of Investments. OurdofDirectors may consider other methods of viédwmeto determine the
fair value of investments as appropriate in conftyrmith GAAP.

The determination of fair value using this methodgl takes into consideration a range of factorduating but not limited
to the price at which the investment was acquitteel nature of the investment, local market condgjdrading values on public
exchanges for comparable securities, current anj@égied operating performance and financing traima subsequent to the
acquisition of the investment. This valuation meliblogy involves a significant degree of managensgotigment.
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Interest Income

Interest income, including amortization of premiamd accretion of discount, is recorded on the atdrasis to the extent
that such amounts are expected to be collectedyafierally place a loan on non-accrual status aaseceecognizing interest
income on such loan or security when a loan orritgdiecomes 90 days or more past due or if werafise do not expect the
debtor to be able to service its debt obligatibddtm-accrual loans remain in such status until tredwer has demonstrated the
ability and intent to pay contractual amounts dusuzh loans become current. As of December 313,Z00Lr issuers
representing less than 1% of our total investmantair value were on non-accrual status. As ofddgwer 31, 2012, five
issuers representing less than 1% of our totakimvents at fair value were on non-accrual status.

Dividend Income from CLO Fund Securities

We generate dividend income from our investmentaémmost junior class of securities of CLO Furtgpi¢ally preferred
shares or subordinated securities) managed byshetManager Affiliates and selective investmemtseicurities issued by
funds managed by other asset management comp@uie€LO Fund junior class securities are subordih&d senior note
holders who typically receive a return on theirdstment at a fixed spread relative to the LIBORindhe CLO Funds are
leveraged funds and any excess cash flow or espeead (interest earned by the underlying secsiii¢he fund, less
payments made to senior note holders and lessefpenses and management fees) is paid to the halfidre CLO Fund’s
subordinated securities or preferred shares. Tet ¢ excess spread from CLO Fund securities eaimipacted from the
timing and level of the resetting of the benchmiatkrest rate for the underlying assets (whichtrasearious times throughout
the quarter) in the CLO Fund and the related CL@dFupote liabilities (which reset at each quarteistribution date); in
periods of short-term and volatile changes in taechmark interest rate, the levels of excess speddlistributions to us can
vary significantly. In addition, the failure of CLEunds in which we invest to comply with certainaincial covenants may lead
to the temporary suspension or deferral of caghildigsions to us. We make estimated interim acaroéisuch dividend income
based on recent historical distributions and CL@d-performance and adjust such accruals on a glyavtesis to reflect actual
distributions.

For non-junior class CLO Fund Securities, suchuasrovestment in the class B-2L notes of Katonad72DCLO and the
class F notes of Catamaran 2012-1, interest iedaabha fixed spread relative to the LIBOR index.

Dividends from Affiliate Asset Manager

We record dividend income from our Asset Managdiliafes on the declaration date, which represémsex-dividend
date.

Payment-in-Kind Interest

We may have loans in our portfolio that contairagirpent-in-kind (“PIK”) provision. PIK interest, cqrated at the
contractual rate specified in each loan agreenieatjded to the principal balance of the loan &odnded as interest income.
To maintain our RIC status, this non-cash sourdaame must be distributed to stockholders inftlen of cash dividends,
even though the Company has not collected any cash.

Fee Income

Fee income includes fees, if any, for due diligesteicturing, commitment and facility fees, andsef any, for transaction
services and management services rendered bypastfolio companies and other third parties. Cormmeitt and facility fees
are generally recognized as income over the lifla@funderlying loan, whereas due diligence, stinireg, transaction service
and management service fees are generally recagaizicome when the services are rendered.

Management Compensation

We may, from time to time, issue stock optionsestricted stock, under the Equity Incentive Plargfficers and
employees for services rendered to us. We followoiating Standards Codification 718, CompensatioSteek
Compensation, a method by which the fair valueptioms or restricted stock is determined and exgens
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United States Federal Income Taxes

The Company has elected and intends to contingedbfy for the tax treatment applicable to RICslenSubchapter M of
the Code and, among other things, intends to makeequired distributions to its stockholders ac#jed therein. In order to
qualify as a RIC, the Company is required to tindiltribute to its stockholders at least 90% ofstment company taxable
income, as defined by the Code, for each year. Bipg on the level of taxable income earned inxay&ar, we may choose to
carry forward taxable income in excess of curr@andistributions into the next tax year and pd@mexcise tax on such
income, to the extent required.

Dividends

Dividends and distributions to common stockholdeesrecorded on the ex-dividend date. The amoun¢ feaid out as a
dividend is determined by the Board of Directorstequarter and is generally based upon the earestisated by
management for the period and year.

Recent Accounting Pronouncements
See Note 2 to the financial statements includdtigannual report, for a description of receniacting pronouncements.
Item 7b. Quantitative and Qualitative Disclosures about MakRisk

Our business activities contain elements of manikks. We consider our principal market risks tdlbetuations in interest
rates and the valuations of our investment podfddanaging these risks is essential to our businescordingly, we have
systems and procedures designed to identify anlgiznaur risks, to establish appropriate policied thresholds and to
continually monitor these risks and thresholds ®ans of administrative and information technologgtems and other policies
and processes.

Interest Rate Risk

Interest rate risk is defined as the sensitivitpof current and future earnings to interest ratatility, variability of spread
relationships, the difference in re-pricing intdsvaetween our assets and liabilities and the effet interest rates may have on
our cash flows. Changes in the general level efrétt rates can affect our net interest incomegtwisithe difference between
the interest income earned on interest earningsaased our interest expense incurred in connegtitmour interest bearing
debt and liabilities. Changes in interest ratesatan affect, among other things, our ability tquice and originate loans and
securities and the value of our investment podfoli

Our investment income is affected by fluctuatiomsarious interest rates, including LIBOR and prirages. As of
December 31, 2013, approximately 87.6% of the [3&aiurities in our portfolio were at floating rateith a spread to an
interest rate index such as LIBOR or the prime. fte generally expect that future portfolio investrts will predominately be
floating rate investments. As of December 31, 20d8had $193 million of borrowings outstanding auarent weighted
average rate of 5.1%.

Because we borrow money to make investments, dunwestment income is dependent upon the diffexdratween the
rate at which we borrow funds and the rate at whietinvest the funds borrowed. Accordingly, thesd be no assurance that a
significant change in market interest rates will have a material adverse effect on our net investimcome. In periods of
rising or lowering interest rates, our current afsiebt would fluctuate correspondingly. We woelgpect that an increase in
the base rate index for our floating rate investnassets would increase our net investment incorddteat a decrease in the
base rate index for such assets would decreasgebinvestment income (in either case, such inefdasrease may be limited
by interest rate floors/minimums for certain invesht assets).

We have analyzed the potential impact of changé@génest rates on interest income net of integgpense. Assuming that
our balance sheet at December 31, 2013 were tdrmeroastant and no actions were taken to alteexsing interest rate
sensitivity, a hypothetical increase of a 1% changeterest rates would correspondingly increasteimerest income
proportionately by approximately $583,000 over a-grar period. Conversely, a hypothetical decrefsel% change in
interest rates would correspondingly decreasemetdst income proportionately by approximately,8@0 over a one-year
period.

62




TABLE OF CONTENTS

Although management believes that this measurelisative of our sensitivity to interest rate chasgt does not adjust for
potential changes in credit quality, size and cositjpn of the assets on the balance sheet and btisaress developments that
could affect a net change in assets resulting fsparations or net income. Accordingly, no assuramea be given that actual
results would not materially differ from the pote@hbutcome simulated by this estimate.

We did not hold any derivative financial instrunefdr hedging purposes as of December 31, 2013.

Portfolio Valuation

We carry our investments at fair value, as deteechin good faith by our Board of Directors pursuana valuation
methodology approved by our Board of Directorsebtments for which market quotations are generalidily available at or
near the valuation date are generally valued dt market quotations. Investments for which themoisa readily available
market value are valued at fair value as determimggbod faith by our Board of Directors under &uadion policy and
consistently applied valuation process. Howeveg, tduthe inherent uncertainty of determining thevalue of investments that
cannot be marked to market, the fair value of auestments may differ materially from the valuest tivould have been used
had a ready market existed for such investmentsddiition, changes in the market environment ahdratvents that may occur
over the life of the investments may cause theevedalized on these investments to be differemt tha valuations that are
assigned. The types of factors that we may takedotount in fair value pricing of our investmeintsiude, as relevant, the
nature and realizable value of any collateralgtpiarty valuations, the portfolio company’s abilitymake payments and its
earnings and discounted cash flow, the marketshioctwthe portfolio company does business, comparisgublicly-traded
securities, recent sales of or offers to buy cowigarcompanies, and other relevant factors.

The Company has engaged an independent valuationidiprovide third party valuation consulting Sees to the
Company’s Board of Directors. Each quarter, thepmhdent valuation firm will perform third partylvations on the
Company’s material investments in illiquid secestsuch that they are reviewed at least once darirgjling 12 month period.
These third party valuation estimates are consitiaseone of the relevant data inputs in the Comnipatgtermination of fair
value. The Company intends to continue to engagedapendent valuation firm in the future to pravitertain valuation
services, including the review of certain portfaissets, as part of the quarterly and annual yehxauation process.

Item 8. Financial Statements and Supplementary Data
Our financial statements are annexed to this AnReglort beginning on page E-

Item 9. Changes in and Disagreements with Accountants orcéunting and Financial Disclosure
None.

Item 9A.Controls and Procedures

Evaluation of Disclosure Controls and Procedures.

The Company’s management, under the supervisiomvahdhe participation of various members of magragnt,
including its Chief Executive Officer (“CEO”) antsiChief Financial Officer (“CFQ”), has evaluatée teffectiveness of its
disclosure controls and procedures (as definedula R3a-15(e) or Rule 15d-15(e) of the Exchangg Astof the end of the
period covered by this report. Based upon thatuatain, the Company’s CEO and CFO have concludsttthie Company’s
disclosure controls and procedures are effectivaf #se end of the period covered by this report.

Management's Report on Internal Control Over Finarad Reporting.

General. The Company’s management is responsible fobksitéhg and maintaining adequate internal coraxar
financial reporting as defined in Rules 13a-15{f)he Exchange Act. The Company’s internal contnadr financial reporting is
designed to provide reasonable assurance regatairrgliability of financial reporting and the pegption of financial
statements for external purposes in accordancegaitierally accepted accounting principles.
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Scope of Management’s Report on Internal Contra@r@imancial Reporting The Company’s internal control over
financial reporting includes those policies andceutures that:

» Pertain to the maintenance of records that isgeable detail accurately and fairly reflect tlamsactions and
dispositions of the assets of the Company;

« Provide reasonable assurance that transactieneeorded as necessary to permit preparatiomafdial statements in
accordance with generally accepted accounting ijples; and that the Company’s receipts and expareditare being
made only in accordance with authorizations ofGenpany’s management and directors; and

« Provide reasonable assurance regarding preventitimely detection of unauthorized acquisitiosg wr disposition of
the Company’s assets that could have a materiedtedh the Company’s financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or détmisstatements. Also,
projections of any evaluation of effectivenessuiufe periods are subject to the risk that contry become inadequate
because of changes in conditions, or that the degfreompliance with the policies or procedures mieteriorate.

Conclusion. Management, including the Company’s CEO and GisSessed the effectiveness of the Company’s aitern
control over financial reporting as of December3113. In making this assessment, management khisatliteria set forth by
the Committee of Sponsoring Organizations of trea@ivay Commission (COSO) in Internal Control-Inéégd Framework.
Based on management’s assessment, managementdezhdubject to the limitations described undeoffecof
Management’s Report on Internal Control Over FiiriReporting” above, that the Company maintainkecgve internal
control over financial reporting as of December 3113.

Attestation Report of the Independent RegistereRuAccounting Firm.

The Company’s independent registered public acaogifitm has audited and issued a report on the g2my's internal
control over financial reporting, which appeardtem 15 of this report.

Changes in Internal Control Over Financial Reportm

There have been no changes in our internal cool financing reporting that occurred during tberth fiscal quarter of
2013 that have materially affected, or are readgriddely to materially affect, our internal controver financial reporting.

Item 9B.Other Information

None.
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PART Il
Item 10. Directors, Executive Officers and Corporate Govente

The information required by this item will be cointed in the Proxy Statement under the headingsptfzal 1: Election of
Directors,” “Control Persons and Principal Stockiesk” and “Corporate Governance Principles anddiardnformation”, to
be filed with the Securities and Exchange Commissio or prior to April 30, 2014, and is incorpoiateerein by reference.

We have adopted a Sarbanes-Oxley Code of Ethitaipdies to directors, officers and employeehef@ompany. This
code of ethics is published on our websitenatv.kcapfinancial.comWe intend to disclose any future amendmentsrto, o
waivers from, this code of ethics within four blesss days of the waiver or amendment through a teepssting.

Iltem 11. Executive Compensatio

The information required by this item will be cointed in the Proxy Statement under the headingsptf&al 1: Election of
Directors,” “Executive Compensation,” “Compensati@ommittee Interlocks and Insider Participationtd &&ompensation
Committee Report”, to be filed with the Securitiasl Exchange Commission on or prior to April 301£0and is incorporated
herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners atdanagement and Related Stockholder Matt:

The information required by this item will be cointed in the Proxy Statement under the headingscibie
Compensation” and “Control Persons and Principati8tolders”, to be filed with the Securities anctcEaxnge Commission on
or prior to April 30, 2014, and is incorporatedéiarby reference.

Iltem 13. Certain Relationships and Related Transactions, aditector Independence

The information required by this item will be conted in the Proxy Statement under the headingsnSaetions with
Related Persons” and “Proposal 1: Election of Diext, to be filed with the Securities and Excha@genmission on or prior
to April 30, 2014, and is incorporated herein bigrence.

Item 14. Principal Accountant Fees and Servict

The information required by this item will be conted in the Proxy Statement under the heading ‘®sal2: Ratification
of Independent Registered Public Accounting Firtahe filed with the Securities and Exchange Corsioison or prior to
April 30, 2014, and is incorporated herein by refee.
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PART IV
Item 15. Exhibits and Financial Statement Schedul

(a) Documents filed as part of this repa

1. For a list of the consolidated financial informatiocluded herein, see Index to the Consolidatedrial Statements ¢
page F-1.

2. For a list of the other financial statements faimaincial statement schedules included herein|rsdex to Other Financial
Statements and Financial Statement Schedules en$ag

3. For a list of other exhibits included hereire &xhibit List on page E-1.

(b) Exhibits required by Item 601of RegulaticcK . Reference is made to the Exhibit List filed gsaet of this report beginnir
on page E-1. Each of such exhibits is incorporateteference herein.

(c). Other financial statements and financial statensatedules Reference is made to the Index to Other FinhSt&ements
and Financial Statement Schedules on page S-1.&atith documents is incorporated by referenceiiner
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SIGNATURES

Pursuant to the requirements of Section 13 or 1df(the Securities Exchange Act of 1934, the regigthas duly caused
this report to be signed on its behalf by the usideed, thereunto duly authorized.

KCAP Financial, Inc.
Date: March 12, 2014 By /s/DAvL W. FEARSON

Dayl W. Pearson
President and Chief Executive Officer

* k k k%
Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bblpthe following
persons on behalf of the registrant and in the dtipa and on the dates indicated.

Signature Title Date

/s DAYL W. PEARSON President and Chief Executive Officer (principaéeutive March 12, 2014
officer) and Member of the Board of Directors

DAYL W. PEARSON

/s EDWARD U. GILPIN Chief Financial Officer, Secretary and Treasurer March 12, 2014
(principal financial and accounting officer)

EpwaRrD U. GILPIN

/sl CHRIsTOPHERLACOVARA  Member of the Board of Directors March 12, 2014

CHRISTOPHER LACOVARA

/s/ JoHN WARD Member of the Board of Directors March 12, 2014
JOHN WARD
/s/ C. MICHAEL JacoBl Member of the Board of Directors March 12, 2014

C. MICHAEL JAcoOBI
/s/ ALBERT G. PASTINO Member of the Board of Directors March 12, 2014

ALBERT G. PASTINO
/s/ C. TURNEY STEVENS, R. Member of the Board of Directors March 12, 2014

C. TURNEY STEVENS, JR.
/s/ Jay R. BL.oom Member of the Board of Directors March 12, 2014

JAy R. BLoom
/s/ DEAN C. KEHLER Member of the Board of Directors March 12, 2014

DeaAN C. KEHLER
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
KCAP Financial, Inc.

We have audited the accompanying balance sheeksding the schedules of investments, of KCAP Famgninc. (a Delaware
corporation) and subsidiaries (the “Company”) aBefember 31, 2013 and 2012, and the related statsrof operations,
changes in net assets, and cash flows for eat¢tedhtee years in the period ended December 3B, &0d financial highlights
for each of the five years in the period ended bdmmr 31, 2013. These financial statements aresgmonsibility of the
Company’s management. Our responsibility is to ep@an opinion on these financial statements b@sedr audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighaf8qUnited States).
Those standards require that we plan and perfoenaudlit to obtain reasonable assurance about whbthé&nancial statements
are free of material misstatement. An audit incfueramining, on a test basis, evidence suppotti@gmounts and disclosures
in the financial statements. An audit also includesessing the accounting principles used andisigmi estimates made by
management, as well as evaluating the overall filshstatement presentation. Our procedures indiedafirmation of
investments owned as of December 31, 2013 and 2Wéaelieve that our audits provide a reasonabdestiar our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ftnancial position of KCAP
Financial, Inc. and subsidiaries as of DecembeRB13 and 2012, and the results of their operaticimsnges in their net assets,
and their cash flows for each of the three yeatkérperiod ended December 31, 2013 and the fiabhigihlights for each of

the five years in the period ended December 313 2 tonformity with accounting principles geneyadiccepted in the United
States of America.

We also have audited, in accordance with the stdsd# the Public Company Accounting Oversight Bo@snited States), the
Company'’s internal control over financial reportexgof December 31, 2013, based on criteria estedaliin the 199hternal
Control — Integrated Framewoiksued by the Committee of Sponsoring Organizatidriee Treadway Commission (COSO),
and our report dated March 12, 2014 expressed qualified opinion.

/sl GRANT THORNTON LLP

New York, NY
March 12, 2014
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
KCAP Financial, Inc.

We have audited the internal control over finangglorting of KCAP Financial, Inc. (a Delaware amgtion) and subsidiaries
(the “Company”) as of December 31, 2013, basediteria established in the 199%2ternal Control — Integrated Framework
issued by the Committee of Sponsoring Organizatidrise Treadway Commission (COSO). The Companysagement is
responsible for maintaining effective internal dohbver financial reporting and for its assessnudrihe effectiveness of
internal control over financial reporting, includiedthe accompanying Management's Report on Int&patrol Over Financial
Reporting. Our responsibility is to express an mpiron the Company’s internal control over finahegporting based on our
audit.

We conducted our audit in accordance with the statsdof the Public Company Accounting Oversight@d&@nited States).
Those standards require that we plan and perfoenauldit to obtain reasonable assurance about whefteetive internal
control over financial reporting was maintainedihmaterial respects. Our audit included obtairdanguinderstanding of
internal control over financial reporting, assegdime risk that a material weakness exists, testimjevaluating the design and
operating effectiveness of internal control basedhe assessed risk, and performing such otheeguves as we considered
necessary in the circumstances. We believe thaaadit provides a reasonable basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonableaassuregarding the
reliability of financial reporting and the prepaoat of financial statements for external purposeadcordance with generally
accepted accounting principles. A company’s intecoatrol over financial reporting includes thossdigies and procedures that
(1) pertain to the maintenance of records thate@sonable detail, accurately and fairly refleettdansactions and dispositions
of the assets of the company; (2) provide reaseredgurance that transactions are recorded assagcé&s permit preparation
of financial statements in accordance with gengidtepted accounting principles, and that receiptsexpenditures of the
company are being made only in accordance withoaizéitions of management and directors of the cowypand (3) provide
reasonable assurance regarding prevention or tideggction of unauthorized acquisition, use, opat#tion of the company’s
assets that could have a material effect on trenéiral statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or démisstatements. Also,
projections of any evaluation of effectivenessuiufe periods are subject to the risk that contry become inadequate
because of changes in conditions, or that the degfreompliance with the policies or procedures mieteriorate.

In our opinion, the Company maintained, in all maleespects, effective internal control over fioal reporting as of
December 31, 2013, based on criteria establishdtein992nternal Control — Integrated Framewoidsued by COSO.

We also have audited, in accordance with the stdsd# the Public Company Accounting Oversight Bo@snited States), the
financial statements of the Company as of andhferyear ended December 31, 2013, and our reped ddarch 12, 2014
expressed an unqualified opinion on those finarstatements.

/sl GRANT THORNTON LLP

New York, NY
March 12, 2014
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KCAP FINANCIAL, INC.

BALANCE SHEETS

ASSETS
Investments at fair value:
Time deposit (cost: 2013 — $0; 2012 — $1,942,834)

Money market accounts
(cost: 2013 — $7,112,949; 2012 — $30,543,824)

Debt securities
(cost: 2013 — $275,213,594; 2012 — $134,377,151)

CLO Fund Securities managed by affiliates
(cost: 2013 — $88,979,585; 2012 — $79,659,387)

CLO Fund Securities managed by non-affiliates
(cost: 2013 — $12,717,365; 2012 — $10,487,023)

Equity securities
(cost: 2013 — $18,755,684; 2012 — $18,375,588)

Asset Manager Affiliates
(cost: 2013 — $83,378,741; 2012 — $83,161,529)

Total Investments at Fair Value
(cost: 2013 — $486,157,918; 2012 — $358,547,336)

Cash

Restricted cash
Interest receivable
Accounts receivable
Other assets

Total Assets
LIABILITIES

Convertible Notes
7.375% Notes Due 2019

Notes issued by KCAP Senior Funding |, LLC (netlisicount: $3,065,627

Payable for open trades

Accounts payable and accrued expenses
Dividend payable

Total Liabilities

STOCKHOLDERS’ EQUITY

Common stock, par value $0.01 per share, 100,00@G;66mon shares
authorized; 33,332,123 and 26,470,408 common shemesd and
outstanding at December 31, 2013 and Decembet03P, 2espectively

Capital in excess of par value
Accumulated (excess distribution) undistributedineestment income
Accumulated net realized losses

Net unrealized depreciation on investme

As of December

As of December
31,

31, 2013 2012
$ — $ 194283
7,112,94: 30,543,82
266,830,42 111,037,88
75,100,30 79,531,58
4,351,91. 3,725,92.
11,006,39 8,020,71
76,148,00 77,242,00
440,549,99  312,044,76
3,433,67! 738,75
4,078,93 —
2,032,55' 697,34¢
3,125,25' 2,210,86'
5,951,96: 3,568,73
$459,172,38  $319,260,47
$ 49,008,00 $ 60,000,00
41,400,00 41,400,00
102,184,37 —
3,980,001 —
3,897,29. 2,581,43
8,333,03. 7,403,38,
208,802,69 111,384,81
333,47, 264,38;
370,929,61  310,566,50
(6,102,01) 103,48
(68,662,68)  (56,035,37)
(46,128,68)  (47,023,33)




Total Liabilities and Stockholders’ Equity $459,172,38  $319,260,47
NET ASSET VALUE PER COMMON SHARI $ 751 $ 7.8t

See accompanying notes to financial statements.
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KCAP FINANCIAL, INC.

STATEMENTS OF OPERATIONS

For the Years Ended December 31,

Investment Income:
Interest from investments in debt securities
Interest from cash and time deposits

Dividends from investments in CLO Fund Securities
managed by affiliates

Dividends from investments in CLO Fund Securities
managed by non-affiliates

Dividends from Asset Manager Affiliates
Capital structuring service fees
Other Income
Total investment income
Expenses:
Interest and amortization of debt issuance costs
Compensation
Professional fees
Insurance
Administrative and other
Total expenses
Net Investment Income
Realized And Unrealized Gains (Losses) On Investmen
Net realized loss from investment transactions
Net change in unrealized appreciation (depreciation
Debt securities
Equity securities
CLO Fund Securities managed by affiliates
CLO Fund Securities managed by non-affiliates
Asset Manager Affiliates investments
Total net unrealized gain from investment transagi

Net realized and unrealized appreciation (deprieciat
on investments

Realized losses on extinguishments of Debt

Net Increase In Stockholders’ Equity Resulting From
Operations

Net Increase in Stockholders’ Equity Resulting from
Operations per Common Share:

Basic:
Diluted:
Net Investment Income Per Common Share:

2013 2012 2011
$13,967,23 $12,50456 $ 9,438,49:
20,65¢ 5,741 21,93¢
19,902,34  19,207,40 12,413,79
1,320,52! 1,861,26: 1,949,36
12,750,00 4,700,00! 1,910,001
305,37 304,88: 86,05’
— — 2,000,00!
48,266,14  38,583,85 27,819,64
10,116,27 6,976,01 4,588,48;
4,630,48 3,172,81 3,907,901
2,191,30! 2,453,94! 2,010,25:
552,561 546,98 493,30
1,819,87 1,343,67 987,38:
19,310,50  14,493,44 11,987,32
28,955,63  24,090,41 15,832,32
(12,090,50)  (3,232,97)  (18,476,60)
14,956,10  (3,701,53)  15,864,85
2,605,58 163,84: (1,724,31)
(13,751,47)  8,316,27' (4,420,19)
(1,604,35)  2,884,98: 1,058,46.
(1,311,21)  (2,395,22) (484,97)
894,64 5,268,34 10,293,82
(11,195,85)  2,035,36! (8,182,78)
(536,81)) — _
$17,222,97 $26,12577 $ 7,649,54.
$ 05: $ 1.0C  $ 0.3:
$ 055 § 095 $ 0.3¢



Diluted: $ 08t $ 0.8¢

Weighted Average Shares of Common Stock
Outstanding — Basic 32,280,16 26,011,51

Weighted Average Shares of Common Stock

Outstanding — Diluted 32,295,00 33,379,59

See accompanying notes to financial statements.
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KCAP FINANCIAL, INC.

STATEMENTS OF CHANGES IN NET ASSETS

Years Ended December 31,

2013 2012 2011
Operations:
Net investment incom $ 28,955,63 $ 24,090,41 $ 15,832,32
Net realized loss from investment transacti (12,090,50) (3,232,97) (18,476,60)
Realized losses from extinguishments of Debt (536,81) — —
Net change in unrealized gain on investmi 894,64 5,268,34. 10,293,82

Net increase in net assets resulting from operation 17,222,97 26,125,77 7,649,54.
Stockholder distributions:
Distributions of net investment income to common

stockholders (28,955,63) (24,090,41) (15,802,71)
Distributions of net investment income to restricte

stockholders (144,30 (25,09) (26,379
Return of Capital (6,061,19) (693,329 —

Net decrease in net assets resulting from stockhold

distributions (35,161,13) (24,808,83) (15,829,08)

Capital share transactions:
Issuance of common stock for:

Interest in affiliate company — 25,560,00 —

Dividend reinvestment plan 715,78( 556,88: 1,006,20!

Conversion of Convertible Notes 8,786,00! — —

Issuance of Common Stock 50,404,23 — —
Vesting of restricted stock 50 971 961
Stock based compensation 526,13! (85,087 772,65

Net increase in net assets resulting from caplitates

transactions 60,432,20 26,032,77 1,779,81

Net assets at beginning of per| 207,875,65 180,525,94 186,925,66
Net assets at end of period (including accumul

undistributed net investment income of $0, $103,48

and $821,904 in 2013, 2012, and 2011, respectivel' $250,369,69  $207,875,65 $180,525,94
Net asset value per common sh $ 751 § 788  $ 7.8t
Common shares outstanding at end of period 33,332,12 26,470,40 22,992,21

See accompanying notes to financial statements.

F-6




TABLE OF CONTENTS

KCAP FINANCIAL, INC.

STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES:

Net increase in stockholder’s equity resulting from
operations

Adjustments to reconcile net increase in stockhtdde
equity resulting from operations to net cash used i
operations:

Net realized losses on investment transactions

Net change in unrealized appreciation on
investments

Net accretion of discount on debt securities

Amortization of original issue discount on indebtesds

Amortization of debt issuance costs
Realized losses on extinguishments of debt
Capital contribution to Asset Manager Affiliates

Payment-in-kind interest income

Amortization of stock-based compensation expense

Changes in operating assets and liabilities:
Purchases of investments

Increase in payable for open trades

Proceeds from sales and redemptions of investmer

(Increase) Decrease in interest and dividendsvabls
(Increase) in accounts receivable

Decrease in time deposit

(Increase) Decrease in other assets

(Decrease) Increase in due from affiliates

Increase (Decrease) in accounts payable and accrt

expenses

Net cash used in operating activities

FINANCING ACTIVITIES:

Proceeds from issuance of common stock

Debt issuance costs

Cash distributions to stockholders

Proceeds from issuance of debt, net of discount
Repurchase of Convertible Notes

Repayment of debt

Issuance of Convertible Notes

Issuance of 7.375% Notes Due 2019

(Increase) Decrease in restricted cash

Years Ended December 31,

2013 2012 2011

$ 17,222,97 $ 26,12577 $ 7,649,554
12,090,50 3,232,97! 18,476,60
(894,64)  (5,268,34)  (10,293,82)
(454,99)  (1,522,93) (48,910
229,84 — —
904,02 604,80 398,50
536,81 — —
(217,21) — —
(3,099 (581,351 (469,32
526,13t (85,082) 772,65(
(247,994,54)  (148,344,65) (115,782,53)
3,980,001 — —
107,025,92  107,817,55 67,194,14
(1,335,21) (174,770 25,21¢
(914,43)  (1,351,71) (8,135)
1,942,83. — —
54,56 (311,92) (72,13

— 3,517 (3,517)
1,315,85 (946,25() 1,189,091
(105,984,65)  (20,802,38)  (30,971,80)
50,404,23 — —
(3,878,58)  (1,486,47)  (2,370,45)
(33,515,66)  (20,927,64)  (14,554,55)
101,954,52  30,000,00 —
(2,206,00) — —
—  (30,000,00) (86,746,58)

— —  60,000,00

—  41,400,00 —
(4,078,93) —  67,023,17




CHANGE IN CASH 2,694,91' (1,816,50)  (7,620,22)
CASH, BEGINNING OF YEAR 738,75 2,555,25 10,175,48
CASH, END OF YEAR $ 343367 $ 73875( $ 255525

Supplemental Information:

Interest paid during the period $ 888494 $ 6,374,13. $ 2,745,96
Dividends paid during the period under the dividend

reinvestment plan $ 715,76¢ $ 557,85; $ 1,007,16.
Issuance of common stock in connection with actjaisi

of Asset Manager Affiliate $ — $ 25560,00 % —

See accompanying notes to financial statements.
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Debt Securities Portfolio

Portfolio Company/

KCAP FINANCIAL, INC.

SCHEDULE OF INVESTMENTS

As of December 31, 2013

Investment

Principal Business Interest Rate () /Maturity Principal Cost Fair Value @
Advanced Lighting Technologies, I"®*  First Lien Bond — 10.5% —
1 06/2019 — 00753CAE2
Consumer goods: Non-durable 10.5% Cash, Due 6/19 3,000,000 $ 2,948,333 $  2,546,40
Advantage Sales & Marketing Senior Secured Loan —
Inc. © 2013 Term Loan (First Lien) 4.3%
Services: Business Cash, Due 12/17 1,989,95: 1,996,64. 2,001,89:
Alaska Communications Systems
Holdings, Inc.®: (11) Senior Secured Loan — Term Loan
Telecommunications 6.3% Cash, Due 10/16 2,358,40! 2,362,06. 2,357,70:.
Apria Healthcare Group In€: (1) Senior Secured Loan — Initial Terr
Healthcare & Pharmaceuticals Loan 6.8% Cash, Due 4/20 2,985,001 2,997,20! 2,985,001
Aramark Corporation Senior Secured Loan — U.S. Term
Beverage, Food and Tobacco Loan 4.0% Cash, Due 9/19 850,00( 856,17. 856,37:
Aramark Corporatioft?) Senior Secured Loan — LC-3 Facili
Beverage, Food and Tobacco 3.7% Cash, Due 7/16 61,701 61,96 61,86
Senior Secured Loan — U.S. Term
Aramark Corporatiof!) Loan
Beverage, Food and Tobacco 3.7% Cash, Due 7/16 938,29: 942,25( 940,63¢
Senior Secured Loan —
Aramark Corporatiof) U.S. Term D Loan
Beverage, Food and Tobacco 4.0% Cash, Due 9/19 1,150,001 1,158,35: 1,158,62!
Senior Secured Loan — Tranche B
ARSloane Acquisition, LLE®): A1) Term Loan (First Lien)
Services: Business 7.5% Cash, Due 10/19 997,50( 987,91: 997,89¢
Asurion, LLC (fka Asurion Corporation)
©). 1 Senior Secured Loan — Incremente
Banking, Finance, Insurance & Real Tranche B-1 Term Loan
Estate 4.5% Cash, Due 5/19 1,980,001 2,000,80r 1,983,16:
Bankruptcy Management Solutions, Inc
©) Senior Secured Loan — Term B Lo
Finance 7.0% Cash, Due 6/18 718,18 718,18 713,51«
BarBri, Inc. (Gemini Holdings, Inc.(f)*
1 Senior Secured Loan — Term Loan
Services: Consumer 5.3% Cash, Due 7/19 3,000,001 2,986,05! 3,000,901
BBB Industries, LLC®: (11) Senior Secured Loan — Term Loan
Automotive 5.5% Cash, Due 3/19 2,887,501 2,878,82 2,888,36!
Senior Secured Loan -Belayed Dray
Bellisio Foods, Inc(®: (11) Term Loan
Beverage, Food and Tobacco 6.5% Cash, Due 8/19 1,582,47! 1,575,08: 1,582,31
Senior Secured Loan —
Bellisio Foods, Inc(®: (11) U.S. Term B Loans
Beverage, Food and Tobacco 5.3% Cash, Due 8/19 2,191,11! 2,180,89 2,190,901
Blue Coat Systems, In€): 1) Senior Secured Loan — New Term
High Tech Industries Loan 4.5% Cash, Due 5/19 3,990,001 4,003,96! 3,991,99!
Caribe Media Inc. (fka Caribe Informati
Investments Incorporateé
Media: Advertising, Printing & Senior Secured Loan — Loan
Publishing 10.0% Cash, Due 11/14 379,76: 379,76! 379,19
Senior Secured Bond — 10.625% -
Carolina Beverage Group LL® 08/2018 — 143818AA0 144A
Beverage, Food and Tobacco 10.6% Cash, Due 8/18 1,500,001 1,519,07. 1,619,55

Catalina Marketing Corporatidf: (12)

Senior Secured Loan —



ivieaia: Aaverusing, Frinting & Funlisnir

Clover Technologies Group, LLC (Clow:
Holdings Inc.)®: 1)
Consumer goods: Non-durable

CoActive Technologies LLC (fka

CoActive Technologies, Inc({): ©
Capital Equipment

See accompanying notes to financial statements.

5.3% Lasn, bue 1U/z 1,995,0U1
Senior Secured Loan — Term Loan
6.8% Cash, Due 5/18 2,850,29;
Junior Secured Loan — Term Loan

(Second Lien) 7.0% Cash, 7.0% PIt
Due 1/15 2,063,00
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Portfolio Company/

Investment

Principal Business Interest Rate 1) /Maturity Principal Cost Fair Value @
) Preferred Stock — 12.000% —

Crowley Holdings Preferred, 12/2049 — Series A IncomePreferre

LLC © Securities 10.0% Cash, 2.0% PIK, C

Transportation: Cargo 12/49 $ 10,000,000 $ 10,000,00 $ 10,600,00
CSM Bakery Supplies LLE) Junior Secured Loan — Term Loan

Beverage, Food and Tobacco (Second Lien) 8.5% Cash, Due 7/21 3,000,001 3,018,87 3,001,501
CSM Bakery Supplies LLE®): A1) Senior Secured Loan — Term Loan

Beverage, Food and Tobacco 4.8% Cash, Due 7/20 3,657,501 3,655,98! 3,659,32!
Del Monte Foods Comparf§): 1) Senior Secured Loan — Initial Term

Beverage, Food and Tobacco Loan 4.0% Cash, Due 3/18 2,789,38! 2,783,75. 2,803,32
Drew Marine Group Ind® Junior Secured Loan — Term Loan

Transportation: Cargo (Second Lien) 8.0% Cash, Due 5/21 2,500,001 2,493,81 2,493,75!
ELO Touch Solutions, Ind®): A1) Senior Secured Loan — Term Loan

High Tech Industries (First Lien) 8.0% Cash, Due 6/18 1,898,70: 1,835,50 1,893,57
Fender Musical Instruments Corporatic  Senior Secured Loan — Initial

(9) ’ (11) Loan

Hotel, Gaming & Leisure 5.8% Cash, Due 4/19 2,421,98I 2,434,72. 2,463,62!
FHC Health Systems, In€): (11) Senior Secured Loan — Term Loan

Healthcare & Pharmaceuticals 5.8% Cash, Due 1/18 3,900,001 3,864,80! 3,900,001
First American Payment Systems, LY.  Junior Secured Loan — Term Loan

Finance (Second Lien) 10.8% Cash, Due 4/1 3,000,001 2,951,17. 2,999,401
First Data Corporatiof®: (11) Senior Secured Loan — 2018 Dollar

Banking, Finance, Insurance & Rea  Term Loan

Estate 4.2% Cash, Due 3/18 2,000,001 1,875,13 2,006,52
Flexera Software LLC

(fka Flexera Software, Inc(§) (11) Senior Secured Loan — Term Loan

High Tech Industries 5.0% Cash, Due 3/19 2,722,95! 2,734,58 2,725,13
Fram Group Holdings Inc./Prestone Senior Secured Loan — Term Loan

Holdings Inc.®: (1) (First Lien)

Automotive 6.5% Cash, Due 7/17 966,90( 970,55’ 966,61(
Freescale Semiconductor, Senior Subordinated Bond —

Inc. 10.125% — 12/2016 — 35687MAPZ

High Tech Industries 10.1% Cash, Due 12/16 1,036,001 1,037,70 1,051,541
Getty Images, Ind®): (11) Senior Secured Loan —

Media: Advertising, Printing & Initial Term Loan

Publishing 4.8% Cash, Due 10/19 3,711,25! 3,711,06! 3,471,69
Ginn LA Conduit Lender, Senior Secured Loan — First Lien

Inc. . ©) Tranche A Credit-Linked Deposit

Construction & Building 7.8% Cash, Due 6/11 1,257,14:. 1,224,10 37,71«
Ginn LA Conduit Lender, Senior Secured Loan — First Lien

Inc. - Tranche B Term Loan

Construction & Building 7.8% Cash, Due 6/11 2,694,85 2,624,02: 80,84¢
Ginn LA Conduit Lender, Junior Secured Loan — Loan

Inc. ™. ©) (Second Lien)

Construction & Building 11.8% Cash, Due 6/12 3,000,001 2,715,99 30,01t

Junior Secured Loan — Term Loan

Global Tel*Link Corporatior® (Second Lien)

Telecommunications 9.0% Cash, Due 11/20 4,000,001 3,924,75. 3,991,601
Grande Communications Senior Secured Loan —

Networks LLC(®) . (11) Initial Term Loan

Telecommunications 4.5% Cash, Due 5/20 3,980,001 3,985,20! 3,980,39
Grupo HIMA San Pablo, Iné%) Senior Secured Loan — Term B Loz

Healthcare, Education and (First Lien)

Childcare 8.5% PIK, Due 1/18 2,977,501 2,928,84 2,813,73
Grupo HIMA San Pablo, Iné® Junior Secured Loan — Term Loan

Healthcare, Education and (Second Lien)

Childcare 13.8% PIK, Due 7/18 7,000,001 6,865,36. 6,817,30!
Gymboree Corporation., Senior Secured Loan — Term Loan

The ®: IDRetail 5.0% Cash, Due 2/18 1,421,10! 1,377,30 1,332,281



(HCP Acquisition LLC)\¥: \+1) Initial Term Loan

Media: Broadcasting & Subscription  4.8% Cash, Due 6/19 2,985,001 2,957,57
Harland Clarke Holdings Corp. Senior Secured Loan — Tranche

(fka Clarke American Corp(§): (11) B-3

Media: Advertising, Printing & Term Loan

Publishing 7.0% Cash, Due 5/18 3,456,25! 3,424,17

See accompanying notes to financial statements.
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Portfolio Company/

Investment

Principal Business Interest Rate V) /Maturity Principal Cost Fair Value @
Hunter Defense Technologies, Junior Secured Loan — Term Loa
Inc.© (Second Lien)
Aerospace and Defense 7.0% Cash, Due 2/15 4,074,07. $ 4,04955 $ 3,911,11
lasis Healthcare LLE?) Senior Unsecured Bond —
Healthcare, Education and 8.375% — 05/2019 — 45072PAD
Childcare 8.4% Cash, Due 5/19 3,000,001 2,892,52 3,187,501
International Architectural Products, Inc.
. Senior Secured Loan — Term Loz
Metals & Mining 12.0% Cash, Due 5/15 247,63¢ 228,56! 1,00¢
Jones Stephens Coff) Senior Secured Loan — Term Loz
Consumer goods: Non-durable 7.0% Cash, Due 9/15 1,214,19! 1,214,19 1,214,19!
Jones Stephens COI(B).’ (A1) Senior Secured Loan — Term Loe
Consumer goods: Non-durable 7.0% Cash, Due 9/15 2,925,62! 2,925,62! 2,925,62!
Senior Secured Loan — Initial
Key Safety Systems, In€): 11 Term Loan
Automotive 4.8% Cash, Due 5/18 2,692,15: 2,679,88 2,696,45!
Senior Secured Loan -Bollar Term
Kinetic Concepts, Ind®
Healthcare, Education and D-1 Loan
Childcare 4.5% Cash, Due 5/18 1,989,97! 2,003,62 2,003,66
Senior Secured Loan -Bollar Term
Kinetic Concepts, Ind®: (11)
Healthcare, Education and D-1 Loan
Childcare 4.5% Cash, Due 5/18 1,994,97 2,012,27. 2,008,69!
Landslide Holdings, Inc. (Crimson Senior Secured Loan —
Acquisition Corp.Y®: 1) Initial Term Loan
High Tech Industries 5.3% Cash, Due 8/19 3,482,501 3,492,13 3,483,89:
LBREP/L-Suncal Master | Senior Secured Loan — Term Loz
LLc 0. ® (First Lien)
Construction & Building 7.5% Cash, Due 1/10 3,034,96! 3,034,96: 40,66¢
Senior Secured Loan — Term B
Loan
LTS Buyer LLC (Sidera Networks, Indy  (First Lien)
Telecommunications 4.5% Cash, Due 4/20 3,980,001 3,974,15. 4,003,02:
MB Aerospace ACP Holdings IlI Corﬁ?) Senior Secured Loan — Term Loe
Aerospace and Defense 6.0% Cash, Due 5/19 3,980,001 3,944,02. 3,980,791
Medical Specialties Distributors, LLE) :
(11) Senior Secured Loan — Term Loz
Healthcare & Pharmaceuticals 6.5% Cash, Due 12/19 4,000,001 3,960,42 3,999,201
Michael Foods Group, Inc. (f/k/a Senior Secured Loan — Term B
M-Foods Holdings, Inc{®: A1) Facility
Beverage, Food and Tobacco 4.3% Cash, Due 2/18 1,751,711 1,761,55! 1,753,111
Nellson Nutraceutical, LL(®): 1) Senior Secured Loan — Term Loz
Beverage, Food and Tobacco 6.8% Cash, Due 8/18 1,995,001 1,981,05! 1,995,001
Ozburn-Hessey Holding Company LL®
(11)
Transportation: Cargo Senior Secured Loan — Term Loz
6.8% Cash, Due 5/19 3,548,08! 3,536,23 3,549,50.
PetCo Animal Supplies, In€): 1) Senior Secured Loan — New Loal
Retail 4.0% Cash, Due 11/17 1,979,59: 1,987,27. 1,992,74
Pharmaceutical Product Development, Ir  Senior Secured Loan — 2013 Ter
(Jaguar Holdings, LLC()Q) Loan
Healthcare & Pharmaceuticals 4.0% Cash, Due 12/18 3,517,59 3,529,73. 3,546,521
Puerto Rico Cable Acquisition Company
Inc. ® Senior Secured Loan — Term Loe
Media: Broadcasting & Subscription 5.5% Cash, Due 7/18 980,69: 982,37: 981,08t
Puerto Rico Cable Acquisition Company
Inc. (9 (11) Senior Secured Loan — Term Loz
Media: Broadcasting & Subscription 5.5% Cash, Due 7/18 2,942,08I 2,928,49 2,943,25



(11)
Utilities: Electric

SGF Produce Holding Corp. (Frozsun, In
9)
Beverage, Food and Tobacco

SGF Produce Holding Corp. (Frozsun, In
(9).(11)
Beverage, Food and Tobacco

Spin Holdco Inc(®)
Consumer goods: Durable

See accompanying notes to financial statements.

Senior Secured Loan — Term Loc
5.0% Cash, Due 11/20

Senior Secured Loan — Term Loe
5.0% Cash, Due 3/19

Senior Secured Loan — Term Loe
5.0% Cash, Due 3/19

Senior Secured Loan — Initial Ter
Loan (First Lien)
4.3% Cash, Due 11/19
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Portfolio Company/

Investment

Principal Business Interest Rate(l)/Maturity Principal Cost Fair Value @
Senior Secured Loan — Initial Terrr
Spin Holdco Inc®): 1) Loan (First Lien)
Consumer goods: Durable 4.3% Cash, Due 11/19 $ 2,743,12! 2,742,25 % 2,761,99
Stafford Logistics, Inc.(dba Custom
Ecology, Inc.y®: (11) Senior Secured Loan — Term Loan
Environmental Industries 6.8% Cash, Due 6/19 2,985,001 2,957,66: 2,985,89
SteinWay Musical Instruments, Junior Secured Loan — Loan
Inc.© (Second Lien)
Hotel, Gaming & Leisure 9.3% Cash, Due 9/20 1,000,001 990,40: 1,001,901
Sun Products Corporation, The Senior Secured Loan — Tranche B
(fka Huish Detergents Inc(§): (11) Term Loan
Consumer goods: Non-durable 5.5% Cash, Due 3/20 3,970,001 3,941,541 3,780,43:
TPF Il LC, LLC (TPF Il Rolling Hills,
LLc) . (1) Senior Secured Loan — Term Loan
Utilities: Electric 6.5% Cash, Due 8/19 2,985,001 2,942,57. 2,987,98!
Trico Products Corporatioﬁ%) Senior Secured Loan — Term Loan
Automotive 6.3% Cash, Due 7/16 4,864,84. 4,843,79: 4,863,87
Trico Products Corporatiof?: 1) Senior Secured Loan — Term Loan
Automotive 6.3% Cash, Due 7/16 3,891,87! 3,875,03: 3,891,09
Senior Unsecured Loan — Revolvir
Trimaran Advisors, L.L.C() Credit Facility
Finance 9.0% Cash, Due 11/17 23,000,00 23,000,00 23,000,00
TriZetto Group, Inc. (TZ Merger Sub,
Inc.)(®. (A1) Senior Secured Loan — Term Loan
High Tech Industries 4.8% Cash, Due 5/18 3,676,60. 3,684,23. 3,639,85
Junior Secured Loan — Term Loan
TRSO I, Inc.9) (Second Lien)
Energy: Oil & Gas 11.0% Cash, Due 12/17 10,400,00 10,234,55 10,608,00
Senior Secured Loan — Term Loan
TUI University, LLC(®) (First Lien)
Healthcare, Education and Childcare ~ 7.3% Cash, Due 10/14 1,647,73. 1,637,90! 1,614,77
Junior Secured Loan — Term Loan
TWCC Holding Corp(® (Second Lien)
Media: Broadcasting & Subscription ~ 7.0% Cash, Due 6/20 1,000,001 1,004,73! 1,030,00!
TWCC Holding Corp(®): (11) Senior Secured Loan — Term Loan
Media: Broadcasting & Subscription 3.5% Cash, Due 2/17 1,965,10 1,980,16! 1,975,37
Univar Inc.(®: (A1) Senior Secured Loan — Term B Lo
Chemicals, Plastics and Rubber 5.0% Cash, Due 6/17 2,924,67 2,921,59 2,906,60
Senior Secured Loan — Term
Vertafore, Inc(®: (1) Loan (2013)
High Tech Industries 4.3% Cash, Due 10/19 1,202,07 1,201,49 1,203,03!
Vestcom International, Inc.
(fka Vector Investment Holdings,
|nc_) (9), (11)
Media: Advertising, Printing & Senior Secured Loan — Term Loan
Publishing 7.0% Cash, Due 12/18 2,977,501 2,939,08! 2,978,09!
Weiman Products, LL¢? Senior Secured Loan — Term Loan
Consumer goods: Non-durable 6.3% Cash, Due 11/18 1,000,001 990,21¢ 990,00(
Weiman Products, LLE®: 1) Senior Secured Loan — Term Loan
Consumer goods: Non-durable 6.3% Cash, Due 11/18 4,000,00t 3,960,87 3,960,00!
Junior Secured Loan — Subordinat
Wholesome Sweeteners, 112, Note (Second Lier
Beverage, Food and Tobacco 14.0% Cash, Due 10/17 6,648,591 6,614,82' 6,715,08:
WideOpenWest Finance, LLE) Senior Secured Loan — Term B Lo
Telecommunications 4.8% Cash, Due 4/19 2,984,96: 3,005,561 3,005,11
Senior Unsecured Bond —
WireCo WorldGroup Inc(®) 11.75% — 05/2017
Capital Equipment 11.8% Cash, Due 5/17 5,000,001 4,977,05: 5,121,001

WireCo WorldGroup Inc(®: (11)

Senior Unsecured Bond —
11.75% — 05/2017



WTG Holdings Ill Corp®
Environmental Industries

Total Investment in Debt Securities
(107% of net asset value at fair
value)

Junior Secured Loan — Term Loan
(Second Lien)
8.5% Cash, Due 1/22 4,000,00! 3,980,001

3,980,001

$276,978,27 $275,213,59

$ 266,830,42

See accompanying notes to financial statements.
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Equity Securities Portfolio

Portfolio Company/ Percentage
Principal Business Investment Interest/Shares Cost Fair Value @
Aerostructures Holdings L. )

Aerospace and Defense Partnership Interests 1.2% $ 1,000,000 $ 1,00C
Aerostructures Holdings L.E): (9

Aerospace and Defense Series A Preferred Interests 1.2% 250,96: 207,98t
Bankruptcy Management Solutions, 1. ©

Banking, Finance, Insurance & Real Estz  Class A Warrants 1.7% — —
Bankruptcy Management Solutions,

Inc. (5)v (9)

Banking, Finance, Insurance & Real Este  Class B Warrants 1.7% — —
Bankruptcy Management Solutions,

Inc. (5), (9)

Banking, Finance, Insurance & Real Este  Class C Warrants 1.7% — —
Bankruptcy Management Solutions,

Inc. (5)v (9)

Banking, Finance, Insurance & Real Ests  Common Stock 2013 0.8% 314,32! 309,36:
Caribe Media Inc. (fka Caribe Information

Investments Incorporateé):

Media: Advertising, Printing & Publishing Common 1.27% 359,76! 692,71(
Coastal Concrete Holding I,

LLc ©). 9

Construction & Building Class A Units 10.8% 8,625,62 1,00C
elnstruction Acquisition, LLG>: (9)

Services: Consumer Membership Units 1.1% 1,079,61 1,00(
FP WRCA Coinvestment Fund VII

Ltd. @) ),

Capital Equipment Class A Shares 1,50¢ 1,500,001 1,735,60.
Perseus Holding Cor: ©)

Hotel, Gaming & Leisure Common 0.2% 400,00( 1,00
Plumbing Holdings Corporatio(ﬁ)v ©®

Consumer goods: Durable Common 7.8% — 1,581,48
Plumbing Holdings Corporatid®): ()

Consumer goods: Durable Preferred 15.5% 3,725,391 4,152,68!
TRSO I, Inc.) )

Energy: Oil & Gas Common Stock 5.4% 1,500,001 2,322,56.
Total Investment in Equity Securities

(4% of net asset value at fair value) $ 18,755,68 $ 11,006,39

See accompanying notes to financial statements.
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CLO Fund Securities

CLO Subordinated Securities, Preferred Shares andnicome Notes Investments

Portfolio Company

Investment

Percentage

Interest Cost Fair Value @

Grant Grove CLO, Ltd®)
Katonah I, Ltd.®: (11)

Katonah V, Ltd ®: (11)

Katonah VII CLO Ltd.®- ®)
Katonah VIIl CLO Ltd®): ()
Katonah IX CLO Ltd®: )
Katonah X CLO Ltd®: ©)
Katonah 2007-1 CLO Ltd3) )
Trimaran CLO 1V, Ltd ) 6
Trimaran CLO V, Ltd ) ©)
Trimaran CLO VI, Ltd ) 6
Trimaran CLO VII, Ltd.®: )
Catamaran CLO 2012-1 Lt ®
Catamaran CLO 2013-1 Lt ®
Dryden 30 Senior Loan Furtdl

Total Investment in CLO
Subordinated Securities,
Preferred Shares and Income
Notes

CLO Rated-Note Investments

Portfolio Company

Subordinated Securities
Preferred Shares
Preferred Shares
Subordinated Securities
Subordinated Securities
Preferred Shares
Subordinated Securities
Preferred Shares
Preferred Shares
Subordinate Notes
Income Notes

Income Notes
Subordinated Notes
Subordinated Notes

Subordinated Notes

Investment

22.2% $ 4,71555: $ 1,052,16.
23.1% 1,618,61. 325,00(
26.7% 3,320,001 1,00(

16.4% 4,499,79.  1,478,97
10.2% 3,390,00¢  1,230,73
6.S% 2,023,28 829,73
33.5% 11,770,99 5,932,16:
100.(% 31,064,97 27,758,37
19.(% 3,542,300 2,519,21I
20.£% 2,721,500  1,844,27
16.2% 2,784,201 1,981,944
10.5% 3,133,900 2,513,26:
24.$% 8,943,901  6,846,52
23.5% 9,960,401 8,225,101
7.5% 3,063,200  2,973,75I

$96,552,61 $65,512,21

Percentage

Interest Cost Fair Value @

Floating — 04/2022 — B2L —
48602NAAS8 Par Value of

$10,500,000
100.0%, Due 4/22

Float — 12/2023 - F —

Katonah 2007-1 CLO Ltd3): (6

14889CAEO Par Value of
Catamaran CLO 2012-1 Lt ® $4,500,000 42.9%, Due 12/23

Total Investment in CLO Rated-
Note

Total Investment in CLO Fund
Securities(32% of net asset
value at fair value)

Asset Manager Affiliates

100.(% $ 1,300,93 $ 9,740,001

42.5% 3,843,39:  4,200,00.

$ 5,144,33 $13,940,00

$101,696,95 $79,452,22

Percentage
Portfolio Company/Principal Business Investment Interest Cost Fair Value @
Asset Management
Asset Manager Affiliate®) Company 100.(% $83,378,74 $76,148,00

Total Investment in Asset Managel
Affiliates (30% of net asset value
at fair value)

$83,378,74 $76,148,00



See accompanying notes to financial statements.
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Time Deposits and Money Market Account

Time Deposit and Money Market Accounts Investment Yield Par/Cost Fair Value @

JP Morgan Business Money Market
Account(® - (9) Money Market Account 0.15% $ 237,08 $ 237,08t

US Bank Money Market Accouf Money Market Account 0.3(% 6,875,86 6,875,86.

Total Investment in Time Deposit
and Money Market Accounts (3%
of net asset value at fair value) $ 7,112,994 $ 7,112,94

Total Investments®)
(176% of net asset value at fair
value) $486,157,91 $440,549,99

(1) A majority of the variable rate loans to then@any’s portfolio companies bear interest at a ttedie may be determined by
reference to either LIBOR or an alternate Base Ratmmonly based on the Federal Funds Rate orrilreefRate), which
typically resets semi-annually, quarterly, or méntFor each such loan, the Company has providedvisighted average
annual stated interest rate in effect at Decembgp@13.

(2) Reflects the fair market value of all investrisesis of December 31, 2013, as determined by thg@oy’s Board of
Directors.

(3) Non-U.S. company or principal place of business oet#iiet U.S.

(4) The aggregate cost of investments for fedeme tax purposes is approximately $486 millidme &ggregate gross
unrealized appreciation is approximately $15 miljithe aggregate gross unrealized depreciatioppoaimately $61
million, and the net unrealized depreciation isragmately $46 million.

(5) Non-income producing.

(6) An affiliate CLO Fund managed by an Asset Maraiffiliate (as such term is defined in the naieshe financial
statements).

(7) Loan or debt security is on non-accrual statustherefore is considered non-income producing.
(8) Money market account holding restricted caghsecurity deposits for employee benefit plans.
(9) Qualified asset for purposes of section 55{dhe Investment Company Act of 1940.

(10)As of December 31, 2013, this CLO Fund Security matsproviding a dividend distribution.

(11)As of December 31, 2013, investment was owned b Senior Funding I, LLC and has been pledged ¢arseKCAP
Senior Funding I, LLC’s obligation.

See accompanying notes to financial statements.

F-14




TABLE OF CONTENTS

Debt Securities Portfolio

Portfolio Company/

KCAP FINANCIAL, INC.

SCHEDULE OF INVESTMENTS
As of December 31, 2012

Investment

Principal Business Interest Rate () /Maturity Principal Cost Fair Value @
Advanced Lighting Technologies, If€)  First Lien Bond —
Consumer goods: Non-durable 10.5% Cash, Due 6/19 $ 3,000,000 $ 2,928,76. $  3,000,00
Alaska Communications Systems
Holdings, Inc® Senior Secured Loan — Term Loan
Telecommunications 5.5% Cash, Due 10/16 2,940,001 2,952,65! 2,783,191
Senior Secured Loan — Term B-2
Allison Transmission, Inc. Loan
Automotive 3.7% Cash, Due 8/17 1,980,001 1,969,31 1,995,67.
Aramark Corporatiof?) Senior Secured Loan — LC-3 Facili
Beverage, Food and Tobacco 3.5% Cash, Due 7/16 61,707 61,57¢ 61,91(
Senior Secured Loan — U.S.
Aramark Corporatiof?) Term C Loan
Beverage, Food and Tobacco 3.5% Cash, Due 7/16 938,29: 936,34 941,39(
Asurion, LLC (fka Asurion Corporation)
©) Senior Secured Loan — Term Loan
Banking, Finance, Insurance & Real  (First Lien)
Estate 5.5% Cash, Due 5/18 2,000,001 2,021,50 2,023,13
Senior Secured Loan — Tranche C
Avis Budget Car Rental, LLC Term Loan
Transportation: Consumer 4.3% Cash, Due 3/19 1,985,000 2,012,68! 2,005,35!
Bankruptcy Management Solutions, Inc
©) Junior Secured Loan — Loan
Banking, Finance, Insurance & Real  (Second Lien)
Estate 1.2% Cash, 7.0% PIK, Due 8/15 1,405,47: 1,225,48: 47,43t
Bankruptcy Management Solutions, Inc
)
Banking, Finance, Insurance & Real  Senior Secured Loan — Term Loan
Estate 6.5% Cash, 1.0% PIK, Due 8/14 1,439,16. 1,405,98. 773,55:
Berry Plastics Holding Corporation Senior Secured Loan — Term C Lo
Containers, Packaging and Glass 2.2% Cash, Due 4/15 1,979,00: 1,949,23i 1,971,89
Senior Secured Loan — Tranche B
Burger King Corporation Term Loan (2012)
Beverage, Food and Tobacco 3.8% Cash, Due 9/19 1,645,87! 1,641,89 1,657,29
Caribe Media Inc. (fka Caribe Informati
Investments Incorporateé
Media: Advertising, Printing & Senior Secured Loan — Loan
Publishing 10.0% Cash, Due 11/14 621,07 621,07- 613,37:
Catalina Marketing Corporatio(ﬁ) Senior Secured Loan —
Media: Advertising, Printing & 2017 Term Loan
Publishing 5.7% Cash, Due 9/17 1,704,21: 1,672,22 1,711,14i
Senior Secured Loan — Tranche B
Chrysler Group LLd?) Term Loan
Automotive 6.0% Cash, Due 5/17 1,979,89! 1,979,89 2,024,72.
CoActive Technologies LLC (fka Junior Secured Loan — Term Loan
CoActive Technologies, Inc{{): © (Second Lien)
Capital Equipment 2.3% Cash, 4.8% PIK, Due 1/15 2,063,00 1,987,35: 1,299,69!
Senior Secured Loan — Initial
Del Monte Foods Compar@ Term Loan
Beverage, Food and Tobacco 4.5% Cash, Due 3/18 949,12: 950,90! 952,23
Senior Secured Loan — Initial
Del Monte Foods Compar@ Term Loan
Beverage, Food and Tobacco 4.5% Cash, Due 3/18 1,927,15. 1,907,211 1,933,47!

elnstruction Corporatioﬁ)' ©)

Junior Secured Loan —
Term Loan (Second Lien)



Senior Secured Loan — Term Loan
ELO Touch Solutions, In¢®) (First Lien)
High Tech Industries 8.0% Cash, Due 6/18 1,990,001 1,915,45:

First American Payment Systems, LY. Junior Secured Loan — Term Loan
Banking, Finance, Insurance & Real  (Second Lien 2012)
Estate 10.8% Cash, Due 4/19 3,000,001 2,941,92

See accompanying notes to financial statements.
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Portfolio Company/

Investment

Principal Business Interest Rate(l)/Maturity Principal Cost Fair Value @
First Data Corporatiof?) Senior Secured Loan — 2018 Dolla

Banking, Finance, Insurance & Real  Term Loan

Estate 4.2% Cash, Due 3/18 $ 2,000,001 1,806,84. $  1,906,71
Fram Group HOIdingS Inc./Prestone Senior Secured Loan — Term Loan

Holdings Inc.) (First Lien)

Automotive 6.5% Cash, Due 7/17 989,97! 996,48: 991,21:
Freescale Semiconductor, Inc. Senior Subordinated Bond —

High Tech Industries 10.1% Cash, Due 12/16 1,036,001 1,038,08 1,064,491
Getty Images, Ind®) Senior Secured Loan — Initial Term

Media: Advertising, Printing & Loan (New)

Publishing 4.8% Cash, Due 10/19 2,000,001 1,980,55 2,005,25!
Ginn LA Conduit Lender, Senior Secured Loan — First Lien

Inc. ™. ©) Tranche A Credit-Linked Deposit

Construction & Building 7.8% Cash, Due 6/11 1,257,14:. 1,224,10 38,50¢
Ginn LA Conduit Lender, Senior Secured Loan — First Lien

Inc. - ® Tranche B Term Loan

Construction & Building 7.8% Cash, Due 6/11 2,694,85 2,624,02: 82,54:
Ginn LA Conduit Lender, Junior Secured Loan —

Inc. ™. ©) Loan (Second Lien)

Construction & Building 11.8% Cash, Due 6/12 3,000,001 2,715,99 30,01
Gymboree Corporation., TH® Senior Secured Loan — Term Loan

Retail 5.0% Cash, Due 2/18 1,421,10! 1,355,90 1,312,74
HMSC Corporation (aka Swett and

Crawford)®) Junior Secured Loan —

Banking, Finance, Insurance & Real  Loan (Second Lien)

Estate 5.7% Cash, Due 10/14 5,000,001 4,948,80 4,410,001
Hunter Defense Technologies, Junior Secured Loan — Term Loan

Inc. ©) (Second Lien)

Aerospace and Defense 7.0% Cash, Due 2/15 4,074,07 4,027,93 3,829,63!
lasis Healthcare LLE?) Senior Unsecured Bond —

Healthcare & Pharmaceuticals 8.4% Cash, Due 5/19 3,000,001 2,877,72! 2,865,001
International Architectural Products, In:

.0 Senior Secured Loan — Term Loan

Metals & Mining 12.0% Cash, Due 5/15 507,43: 480,86¢ 263,86«
Jones Stephens COI(B). Senior Secured Loan — Term Loan

Consumer goods: Non-durable 7.0% Cash, Due 9/15 4,280,14 4,280,14 4,280,14

Junior Secured Loan —

KIK Custom Products Iné®) Loan (Second Lien)

Consumer goods: Non-durable 5.3% Cash, Due 12/14 5,000,001 5,000,00! 3,977,101
LBREP/L-Suncal Master | Senior Secured Loan — Term Loan

LLc 0. ©® (First Lien)

Construction & Building 7.5% Cash, Due 1/10 3,345,75! 3,345,75! 303,46(
Legacy Cabinets, Iné Senior Secured Loan — Term Loan

Consumer goods: Durable 1.0% Cash, 6.3% PIK, Due 5/14 524,57 463,38l 447,04(
Lord & Taylor Holdings LLC

(LT Propco LLC)(Q) Senior Secured Loan — Term Loan

Retail 5.8% Cash, Due 1/19 430,95: 439,87 436,00:
Merisant Compan&g) Senior Secured Loan — Loan

Beverage, Food and Tobacco 7.5% Cash, Due 1/14 4,547,03: 4,538,54 4,547,03.
Michael Foods Group, Inc. (f/k/a Senior Secured Loan — Term B

M-Foods Holdings, Inc.§9) Facility

Beverage, Food and Tobacco 4.3% Cash, Due 2/18 1,825,62! 1,828,58! 1,838,93.
Neiman Marcus Group Inc., TIO Senior Secured Loan — Term Loan

Retail 4.8% Cash, Due 5/18 2,000,001 1,985,89. 2,005,801

Senior Subordinated Bond — Senio

Pegasus Solutions, In€) Subordinated Second Lien PIK Note

Hotel, Gaming & Leisure 13.0% PIK, Due 4/14 1,691,000 1,691,00 1,671,39
Perseus Holding Corﬁ)‘?) Preferred Stock — Preferred Stock

Hotel, Gaming & Leisure 14.0% PIK, Due 4/14 400,00( 400,00( 371,16(



Retail

Pinnacle Foods Finance LL&
Beverage, Food and Tobacco

Pinnacle Foods Finance LL&
Beverage, Food and Tobacco

4.5% Cash, Due 11/1 2,000,001 2,000,001

Senior Secured Loan — Extended
Initial Term Loan
3.7% Cash, Due 10/16 293,01« 293,01«

Senior Secured Loan — Extended
Initial Term Loan
3.7% Cash, Due 10/16 1,989,97! 1,988,65!

See accompanying notes to financial statements.
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Portfolio Company/ Investment
Principal Business Interest Rate(l)/Maturity Principal Cost Fair Value @
Senior Secured Loan — Synthetic |
TPF Generation Holdings, LLE) Deposit (First Lien)
Utilities: Electric 2.3% Cash, Due 12/13 $ 169,53. $ 169,28( $ 169,95t
TriZetto Group, Inc. (TZ Merger Sub,
Inc.) ® Senior Secured Loan — Term Loar
High Tech Industries 4.8% Cash, Due 5/18 1,959,861 1,951,08: 1,948,01.
Junior Secured Loan — Term Loan
TRSO I, Inc.9) (Second Lien)
Energy: Oil & Gas 11.0% Cash, Due 12/17 10,400,00 10,192,91 10,192,00
Senior Secured Loan — Term Loar
TUI University, LLC(®) (First Lien)
Services: Consumer 7.3% Cash, Due 10/14 2,051,44. 2,024,47 1,751,52
TWCC Holding Corp.(g) Senior Secured Loan — Term Loar
Media: Broadcasting & Subscription 4.3% Cash, Due 2/17 1,966,35! 1,978,841 1,990,93!
Senior Secured Loan -Ferm B Loar
Univar Inc.(®
Chemicals, Plastics and Rubber 5.0% Cash, Due 6/17 2,954,77. 2,954,77. 2,950,57
US Foods, Inc. (aka U.S. Foodservice, Senior Secured Loan —
Inc.) ® Extended Term Loan
Beverage, Food and Tobacco 5.8% Cash, Due 3/17 1,978,28. 1,932,52. 1,983,531
Senior Secured Loan — Term Loar
Vertafore, Inc(®) (First Lien)
High Tech Industries 5.3% Cash, Due 7/16 1,237,38 1,232,97 1,250,27!
Junior Secured Loan —
Wholesome Sweeteners, 112, Subordinated Note (Second Lien)
Beverage, Food and Tobacco 14.0% Cash, Due 10/17 6,648,591 6,605,85' 6,715,08:
WireCo WorldGroup Inc(® Senior Unsecured Bond —
Capital Equipment 11.8% Cash, Due 5/17 8,000,001 7,920,73: 8,320,001
Total Investment in Debt Securities
(53% of net asset value at fair value $136,283,87 $134,377,15 $ 111,037,88
Equity Securities Portfolio
Percentage
Portfolio Company/Principal Business Investment Interest/Shares Cost Fair Value @
Aerostructures Holdings L.E): ()
Aerospace and Defense Partnership Interests 1.2% $ 1,000,000 $ 1,00(
Aerostructures Holdings L. )
Aerospace and Defense Series A Preferred Intere 1.2% 250,96: 44,11:
Bankruptcy Management Solutions, 1: ©)
Banking, Finance, Insurance & Real Estatt Common Stock 1.2% 218,59: 1,00¢
Bankruptcy Management Solutions, 1f2: (9
Banking, Finance, Insurance & Real Estatt ~ Warrants 0.1% — —
Coastal Concrete Holding I, LLE): ©)
Construction & Building Class A Units 10.€% 8,625,62! 1,00(
elnstruction Acquisition, LLG: (9)
Services: Consumer Membership Units 1.1% 1,079,61 1,00
FP WRCA Coinvestment Fund VII,
Ltd. ®). )
Capital Equipment Class A Shares 1,50C 1,500,001 1,961,55!
International Architectural Products,
Inc. (5), (9)
Metals & Mining Common Stock 2.5% 292,85: 1,00(C
Legacy Cabinets, Iné>): ©)
Consumer goods: Durable Equity 4.C% 115,58( 1,00(
Perseus Holding Cor®: ©)
Hotel, Gaming & Leisure Common Stock 0.2% 400,00( 10,93(
Plumbing Holdings Corporatio(ﬁ)v ©®
Consumer goods: Durable Common Stock 7.8% — 644,93



Consumer goods: Durab Preferred Stoc 9.C% 3,032,59

Caribe Media Inc. (fka Caribe Information
Investments Incorporateé):
Media: Advertising, Printing &
Publishing Common Stock 1.3% 359,76!

TRSO Il Inc.): ©)
Energy: Oil & Gas Common Stock 5.4% 1,500,001

3,240,49

612,69:

1,500,001

Total Investment in Equity Securities
(4% of net asset value at fair value) $ 18,375,58

$

8,020,711

See accompanying notes to financial statements.
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CLO Fund Securities

CLO Subordinated Securities, Preferred
Shares and Income Notes Investments

Percentage
Portfolio Company Investment Interest Cost Fair Value @
Grant Grove CLO, Ltd® Subordinated Securities 22.2% $ 4,925,000 $ 3,124,92.
Katonah IIl, Ltd.®): (20) Preferred Shares 23.1% 2,242 ,01. 600,00(
Katonah V, Ltd3): (10) Preferred Shares 26.7% 3,320,001 1,00(
Katonah VII CLO Ltd.®: (6) Subordinated Securities 16.4% 4,574,39. 2,120,16
Katonah VIII CLO Ltd®): ®) Subordinated Securities 10.%% 3,450,700  2,171,99
Katonah IX CLO Ltd®: ) Preferred Shares 6.9% 2,082,98  1,488,89
Katonah X CLO Ltd3): (6 Subordinated Securities 33.%%  11,934,60 9,45551
Katonah 2007-1 CLO Ltd3) ® Preferred Shares 100.%  31,189,14 30,091,88
Trimaran CLO IV, Ltd3) ©® Preferred Shares 19.(% 3,616,600 3,575,557
Trimaran CLO V, Ltd®): ®) Subordinate Notes 20.6% 2,757,100  2,930,00
Trimaran CLO VI, Ltd(3) ®) Income Notes 16.2% 2,894,700  2,936,62
Trimaran CLO VII, Ltd.3): ) Income Notes 10.5% 3,146,900  3,357,92.
Catamaran CLO 2012-1 Lt ® Subordinated Notes 24.9% 8,982,401  8,493,00!
Total Investment in CLO
Subordinated Securities,
Preferred Shares and Income
Notes $85,116,55 $70,347,50
CLO Rated-Note Investments
Percentage
Portfolio Company Investment Interest Cost Fair Value @
Class B-2L Notes Par Value
$10,500,000
Katonah 2007-1 CLO Ltd3) © 5.32%, Due 4/22 100.% $ 1,252,19 $ 9,140,00!
Class F Notes Par Value of
Catamaran CLO 2012-1 $4,500,000
Ltd. ®). 6 6.8%, Due 12/23 42.%% 3,777,66.  3,770,00i
Total Investment in CLO Rated-
Note $ 5,029,85 $12,910,00
Total Investment in CLO Fund
Securities (40% of net asset
value at fair value) $90,146,41 $83,257,50
Asset Manager Affiliates
Percentage
Portfolio Company/Principal Business Investment Interest Cost Fair Value @

Asset Management
Asset Manager Affiliate®) Company 100.(% $83,161,52 $77,242,00

Total Investment in Asset Managet
Affiliates (37% of net asset value
at fair value) $83,161,52 $77,242,00




See accompanying notes to financial statements.
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Time Deposits and Money Market Account

Time Deposit and

Money Market Accounts Investment Yield Par/Cost Fair Value @
JP Morgan Asset Accouff Time Deposit 0.0% $ 1,942,83. $ 1,942,83
JP Morgan Business Money

Market Account®): ©) Money Market Account 0.15% 195,85¢ 195,85(
US Bank Money Market Accoun

© Money Market Account 0.4(% 30,347,96  30,347,96

Total Investment in Time
Deposit and Money Market
Accounts (16% of net asset

value at fair value) $ 32,486,65 $ 32,486,65
Total Investments® (150%
of net asset value at fair value $358,547,33 $312,044,76

(1) A majority of the variable rate loans to then@any’s portfolio companies bear interest at a iz may be determined by
reference to either LIBOR or an alternate Base Ratemonly based on the Federal Funds Rate orrtireeRRate), which
typically resets semi-annually, quarterly, or mdntRor each such loan, the Company has provideavitighted average
annual stated interest rate in effect at DecembeP@12.

(2) Reflects the fair market value of all investritsesis of December 31, 2012, as determined by thep@oy’s Board of
Directors.

(3) Nor-U.S. company or principal place of business oetslie U.S.

(4) The aggregate cost of investments for fede@me tax purposes is approximately $359 millidme &ggregate gross
unrealized appreciation is approximately $11 millithe aggregate gross unrealized depreciatioppoaimately $58
million, and the net unrealized depreciation isragmately $47 million.

(5) Nor-income producing.

(6) An affiliate CLO Fund managed by an Asset Maa#ffiliate (as such term is defined in the naie¢he financial
statements).

(7) Loan or debt security is on non-accrual statustherefore is considered non-income producing.
(8) Money market account holding restricted caghsecurity deposits for employee benefit plans.
(9) Qualified asset for purposes of section 55{dhe Investment Company Act of 1940.

(10)As of December 31, 2012, this CLO Fund Security matsproviding a dividend distribution.

See accompanying notes to financial statements.
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KCAP FINANCIAL, INC.

FINANCIAL HIGHLIGHTS
($ per share)

For the Years Ended December 31,

Per Share Data:
Net asset value, at beginning of per
Net investment incom@

Net realized losses from investmefits

Net realized losses from extinguishment of
debt®

Net change in unrealized appreciation
(depreciation) on investmerifd

Net income

Net decrease in net assets resulting f
distributions:

From net investment income
In excess of net investment income

Net decrease in net assets resulting from
distributions

Net increase in net assets relatin
stock-based transactions

Issuance of common stock (not including divid
reinvestment plan)

Issuance of common stock under dividend
reinvestment plan

Stock based compensation expense

Net increase in net assets relating to stock-
based transactions

Net asset value, end of peri

Total net asset value retul
Ratio/Supplemental Data:

Per share market value at beginning of
period

Per share market value at end of period
Total market retur®)

Shares outstanding at end of period
Net assets at end of peri

Portfolio turnover rate

Average debt outstanding

Average debt outstanding per share
Asset coverage ratio

Ratio of net investment income to average net
assets

Ratio of total expenses to average net assets
Ratio of interest expense to average net assets

Ratio of non-interest expenses to average net
assets

2013 2012 2011 2010 2009
$ 78 $ 78 $ 821 $ 956 $ 9.0z
0.9¢ 0.9 0.7¢ 0.52 0.8¢
(0.37) (0.1%) (0.8) (0.79) .79)
(0.09) — — — —
0.0z 0.11 0.31 (0.59) 1.1¢
0.5 0.9 0.2¢ (0.80) 1.31
(0.87) (0.99) (0.69) (0.5%) (0.89)
(0.19) (0.09) = (0.19) (0.09)
(1.08) (0.99) (0.69) (0.66) (0.99)
0.1 — — — —
0.0z 0.0z 0.0¢ 0.07 0.1
0.01 (0.00) 0.0z 0.0¢ 0.0
0.17 0.0z 0.07 0.11 0.1
$ 751 $ 78 78 821 $ 9.5¢
9.1% 11.% 4.0% (7.9)% 16.0%
9.1¢ 6.31 697 $ 456 % 3.6¢
8.07 9.1¢ 631 $ 697 $ 4.5¢
(0.7% 60.£% 0.4% 67.6% 50.£%
33,332,12 26,470,40 22,992,21 22,767,13 22,363,28
$250,369,69  $207,875,65 $180,525,94 $186,92566  $213,895,72
45.5% 39.2% 24.5% 3.4% 3.2%
$150,828,58  $ 80,758,74 $ 53,974,09 $154,952,07  $236,184,70
$ 45: 308§ 23§ 6.81 $ 10.5¢
22€% 30% 401% 3159 195%
11.9% 11.9% 8.1% 5.8% 8.7%
7.5% 7.2% 6.0% 8.5% 7.4%
3.5% 3.4% 2.% 3.4% 4.0%
3.6% 3.7% 3.7% 5.0% 3.0%



(1) Based on weighted average number of commorestmatstanding for the period.

(2) Total net asset value return (not annualizedpés the change in the net asset value per shiaregte beginning of period
net asset value per share plus dividends, divigettidbeginning net asset value per share.

(3) Total market return equals the change in tidérgnmarket price over the beginning of period @ger share plus dividends,
divided by the beginning price.

See accompanying notes to financial statements.
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KCAP Financial, Inc.

NOTES TO FINANCIAL STATEMENTS
1. ORGANIZATION

KCAP Financial, Inc. (“KCAP” or the “Company”) imxdnternally managed, non-diversified closed-eneggiment
company that is regulated as a business developnergany (“BDC") under the Investment Company Afict @40 (the “1940
Act”). The Company was formed as a Delaware limitalility company on August 8, 2006 and, priotiie issuance of shares
of the Company’s common stock in its initial pulddiering (“IPO”), converted to a corporation inporated in Delaware on
December 11, 2006. Prior to its IPO, the Compadyndit have material operations. The Company’s IPDIg162,000 shares
of common stock raised net proceeds of approxim&200 million. Prior to the IPO, the Company is$3e484,333 shares to
affiliates of Kohlberg & Co., L.L.C., a leading nailé market private equity firm, in exchange for toatribution to the
Company of their ownership interests in KatonahtD¥elvisors, L.L.C., and related affiliates conteallby the Company
(collectively, “Katonah Debt Advisors”) and in seities issued by collateralized loan obligationdar(*CLO Funds”) managed
by Katonah Debt Advisors and two other asset masage

On April 28, 2008, the Company completed a riglftsring that resulted in the issuance of 3.1 millghares of our
common stock, and net proceeds of $27 million.

On February 29, 2012, the Company purchased Trimagdaisors, L.L.C. (“Trimaran Advisors”), a CLO mager similar
to Katonah Debt Advisors with assets under manageofepproximately $1.5 billion, for total considéion of $13.0 million
in cash and 3,600,000 shares of the Company’s cansteak. Contemporaneously with the acquisitiofi@haran Advisors,
the Company acquired from Trimaran Advisors eqintgrests in certain CLO Funds managed by Trim&gwisors for an
aggregate purchase price of $12.0 million in cAshof December 31, 2013, Katonah Debt Advisors Bmtharan Advisors are
the Company’s only wholly-owned portfolio compan{esllectively, “Asset Manager Affiliates”) and hawapproximately $3.2
billion of par value assets under management. $eeManager Affiliates are registered under thedtment Advisers Act of
1940 and are managed independently from the Conipaayseparate portfolio management team.

On February 14, 2013, the Company completed a@ofitring of 5,232,500 shares of common stock civincluded the
underwriters’ full exercise of their option to phase up to 682,500 shares of common stock, ata pfi$9.75 per share,
raising approximately $51.0 million in gross prageelin conjunction with this offering, the Compaaigo sold 200,000 shares
of common stock to a member of its Board of Direxitat a price of $9.31125 per share, raising amately $1.9 million in
gross proceeds.

The Company invests in senior secured loans andane®e debt and, to a lesser extent, equity capfiitaliddle market
companies in a variety of industries. The Compaanegally targets companies that generate posiégk ffows because the
Company looks to cash flows as the primary souscadrvicing debt. However, the Company may iniresther companies if
it is presented with attractive opportunities. TBampany defines the middle market as comprisingpaipanies with earnings
before interest, taxes, depreciation and amortingtiEBITDA”), of $10 million to $50 million and/ototal debt of $25 million
to $150 million. The Company’s investment objeciiwéo generate current income and capital apprenifrom investments
made in senior secured term loans, mezzanine ddldedected equity investments in privately-helddieé market companies.
The Company also expects to continue to receivélaisions of recurring dividends and to generatpital appreciation from
its investment in the asset management busindbe ésset Manager Affiliates. The Asset Manageiliafes manage CLO
Funds which invest in broadly syndicated loanshhigld bonds and other credit instruments.

The Company may also invest in other investmerth ag loans to larger, publicly-traded companiegh-lield bonds and
distressed debt securities. The Company may at&iveewarrants or options to purchase common stocknnection with its
debt investments. In addition, the Company may iagest in debt and equity securities issued bydh® Funds managed by
our Asset Manager Affiliates or by other asset ngens (“CLO Fund Securities”).
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KCAP Financial, Inc.

NOTES TO FINANCIAL STATEMENTS

1. ORGANIZATION - (continued)

The Company has elected to be treated as a regutatestment company (“RIC") under Subchapter Mhef Internal
Revenue Code of 1986, as amended (the “Code”)uabfg as a RIC, the Company must, among otheighimeet certain
source-of-income and asset diversification and ahdigtribution requirements. As a RIC, the Compagegerally will not have
to pay corporate-level taxes on any income thdistributes in a timely manner to its stockholders.

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accompanying financial statements have begrapgd on the accrual basis of accounting in confgrwith accounting
principles generally accepted in the United Stafesmerica (“GAAP”).

The financial statements reflect all adjustmentsh mormal and recurring which, in the opinion cimagement, are
necessary for the fair presentation of the Comparggults of operations and financial conditiontfar periods presented.
Certain prior-year amounts have been reclassifiembbform to the current year presentation. Funtioee, the preparation of
the financial statements requires management t@ reigkificant estimates and assumptions includiitly Kespect to the fair
value of investments that do not have a readilyla@vie market value. Actual results could diffesrfr those estimates, and the
differences could be material.

The Company consolidates the financial statemdrits wholly-owned special purpose financing sulzsigs KCAP
Funding, Kolhberg Capital Funding LLC I, KCAP Semnieunding I, LLC and KCAP Senior Funding | Holdingt.C in its
financial statements as they are operated solely¥estment activities of the Company. The cragitaf KCAP Senior Funding
I, LLC have received security interests in the isee/ned by KCAP Senior Funding |, LLC and suctetsare not intended to
be available to the creditors of KCAP Financiat.]Jror any other affiliate.

In accordance with Article 6 of Regulation S-X untlee Securities Act of 1933, as amended (the “fBtesi Act”), and the
Securities Exchange Act of 1934, as amended (tkehi@ihge Act”), the Company does not consolidaté&qa company
investments, including those in which it has a mdlihg interest (e.g., the Asset Manager Affiligteunless the portfolio
company is another investment company.

The Asset Manager Affiliates are subject to AcconStandards Codification Topic 810, “Consolidatiand although the
Company cannot consolidate the financial statemarertfolio company investments, this guidanceauts the required
disclosures relating to the Asset Manager Affikates it requires the Asset Manager Affiliatesdnsolidate the financial
statements of managed CLO Funds. As a result afdhsolidation of the financial statements of th€& into the financial
statements of the Asset Manager Affiliates, theeAdéanager Affiliates qualify as a “significant sidiary” and, as a result, the
Company is required to include additional finanaidrmation regarding the Asset Manager Affiliabasts filings with the
United States Securities and Exchange CommissBB”). This additional financial information regard the Asset Manager
Affiliates does not directly impact the financiadgition or results of operations of the Company.

In addition, in accordance with Rules 3-09, Rul@dfg) and 1-02 of Regulation S-X promulgated byS$E«, additional
financial information with respect to two of the OLlFunds in which the Company has an investmennédt 2007-1 CLO Ltd.
(“Katonah 2007-1 CLO"), and Katonah X CLO Ltd. (“k@nah X CLO") are required to be included in thex@any’'s SEC
filings. The additional financial information reglimg the Asset Manager Affiliates, Katonah 2007LIGC(pursuant to Rule 3-
09) and Katonah X CLO (pursuant to Rule 4-08(g¥niediately follow the Company’s financial statements
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KCAP Financial, Inc.

NOTES TO FINANCIAL STATEMENTS
2. SIGNIFICANT ACCOUNTING POLICIES — (continued)

New Accounting Pronouncements

In June 2013, the Financial Accounting Standardsr@8¢‘FASB”) issued ASU No. 2013-08, Financial Seeg-Investment
Companies (Topic 946): Amendments to the Scopeshiteaent, and Disclosure Requirements (“ASU 201'3-@&U 2013-
08 changes the approach to the assessment of whatbenpany is an investment company, clarifiesctiteacteristics of an
investment company, provides comprehensive guidimdbe investment company assessment and cortaiten disclosure
requirements. ASU 2013-08 is effective for inteand annual reporting periods in fiscal years tlegfilb after December 15,
2013. Earlier application is prohibited. Managendogs not believe the adoption of ASU 2013-08 hae a material impact
on the Company’s financial statements.

Investments

Investment transactions are recorded on the ajpidi¢eade date. Realized gains or losses are dietegimsing the specific
identification method.

Valuation of Portfolio InvestmentsThe Company’s Board of Directors is ultimatehyasolely responsible for making a
good faith determination of the fair value of polith investments on a quarterly basis. Debt andtggecurities for which
market quotations are readily available are gelyevalued at such market quotations. Debt and gaicurities that are not
publicly traded or whose market price is not readilailable are valued by the Board of Directorsdobon detailed analyses
prepared by management, the Valuation CommittékeoBoard of Directors, and, in certain circumsemchird parties with
valuation expertise. Valuations are conducted byagament on 100% of the investment portfolio atethe of each quarter.
The Company follows the provisions of ASC 820: Rétue Measurements and Disclosures (“ASC 820: Value”). This
standard defines fair value, establishes a framefewrmeasuring fair value, and expands disclosabesit assets and liabilities
measured at fair value. ASC 820: Fair Value defifigis value” as the price that would be receivedéll an asset or paid to
transfer a liability in an orderly transaction bem market participants at the measurement dabse8uent to the adoption of
ASC 820: Fair Value, the FASB has issued varioa$§ ppsitions clarifying the initial standard asted below.

The FASB issued guidance that clarified and regluitisclosures about fair value measurements. Tihekale
requirements to disclose the amounts and reasosgyftficant transfers between Level | and Leveht well as significant
transfers in and out of Level Il of the fair valbieerarchy. The guidance also required that puehasales, issuances and
settlements be presented gross in the Level ldrreitiation.

ASC 820: Fair Value requires the disclosure inrimeand annual periods of the inputs and valuaiahniques used to
measure fair value and a discussion of changealiration techniques and related inputs, if anyirduthe period.

The Company utilizes an independent valuation forprovide an annual third-party review of the Cial value model
relative to its functionality, model inputs andaadations as a reasonable method to determine @ir@dlues, in the absence
of Level | or Level Il trading activity or observi@omarket inputs. The independent valuation firmatoded that the
Company’s CLO model appropriately factors in a#l ttecessary inputs required to build a CLO equashdlow model for fair
value purposes and that the inputs were being gragloorrectly.

The Company utilizes an independent valuation forprovide third party valuation consulting sengcEach quarter the
independent valuation firm will perform third pasgluations of the Company’s investments on mdt#liguid securities such
that they are reviewed at least once during dncpil2 month period. These third party valuatiotinestes are considered as
one of the relevant data inputs in the Companyterd@nation of fair value. The Company intendsaataue to engage an
independent valuation firm in the future to prov@tain valuation services, including the revidwertain portfolio assets, as
part of the quarterly and annual year-end valugtimtess.
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KCAP Financial, Inc.

NOTES TO FINANCIAL STATEMENTS
2. SIGNIFICANT ACCOUNTING POLICIES — (continued)

The Board of Directors may consider other methddsatuation than those set forth below to deterntiveefair value of
Level lll investments as appropriate in conformitigh GAAP. Due to the inherent uncertainty of detaring the fair value of
investments that do not have a readily availablekatasalue, the fair value of the Company’s investits may differ materially
from the values that would have been used haddilyesvailable market existed for such investmehtgther, such
investments may be generally subject to legal dheraestrictions on resale or otherwise be legsdithan publicly traded
securities. In addition, changes in the marketremvnent and other events may occur over the lith®@investments that may
cause the value realized on such investments dtiffieeent from the currently assigned valuations.

The majority of the Company’s investment portfoiacomposed of debt and equity securities with uaicpontract terms
and conditions and/or complexity that requires laation of each individual investment that conssdewltiple levels of market
and asset specific inputs, which may include hiséband forecasted financial and operational parémce of the individual
investment, projected cash flows, market multiptesnparable market transactions, the priority efgacurity compared with
those of other securities for such issuers, creski interest rates, and independent valuatiodsraviews.

Debt Securities To the extent that the Company’s investment®achange traded and are priced or have suffipiécg
indications from normal course trading at or arotivelvaluation date (financial reporting date),bspdcing will determine fair
value. Valuations from third party pricing serviceay be used as an indication of fair value, dejmgnon the volume and
reliability of the valuation, sufficient and reasdite correlation of bid and ask quotes, and, mopbitantly, the level of actual
trading activity. However, if the Company has beeable to identify directly comparable market irdior other market
guidance that correlate directly to the types @éstments the Company owns, the Company will deterfiair value using
alternative methodologies such as available matket, as adjusted, to reflect the types of asset€bmpany owns, their
structure, qualitative and credit attributes arfteotisset-specific characteristics.

The Company derives fair value for its illiquid estments that do not have indicative fair valueseaipon active trades
primarily by using a present value technique thstalints the estimated contractual cash flowshersubject assets with
discount rates imputed by broad market indicesdlsgmeads and yields for comparable issuers rel&dithe subject assets (the
“Income Approach”). The Company also considers, mgnather things, recent loan amendments or othfitgcspecific to the
subject asset. Discount rates applied to estinmiattactual cash flows for an underlying asset \rgpecific investment,
industry, priority and nature of the debt secuf#tych as the seniority or security interest ofdbbt security) and are assessed
relative to two indices, a leveraged loan index amigh-yield bond index, at the valuation datee Ctompany has identified
these two indices as benchmarks for broad markatnmation related to its loan and debt securitBerause the Company has
not identified any market index that directly cdates to the loan and debt securities held by tagany and therefore uses
the two benchmark indices, these market indicesmequire significant adjustment to better correfateh market data for the
calculation of fair value of the investment undex thcome Approach. Such adjustments require judyared may be material
to the calculation of fair value. Further adjustitseio the discount rate may be applied to reflfotiomarket conditions or the
perceived credit risk of the borrower. When broaatkat indices are used as part of the valuatiomaaetiogy, their use is
subject to adjustment for many factors, includinignity, collateral used as security, structuref@enance and other
guantitative and qualitative attributes of the abséng valued. The resulting present value deteaition is then weighted along
with any quotes from observable transactions anldvfpricing quotes. If such quotes are indicatifactual transactions with
reasonable trading volume at or near the valuatida that are not liquidation or distressed satdatively more reliance will
be put on such quotes to determine fair valueudhsjuotes are not indicative of market transastmmare insufficient as to
volume, reliability, consistency or other relevéattors, such quotes will be compared with othenfalue indications and
given relatively less weight based on their releya®ther significant assumptions, such as coupomaaturity, are asset-
specific and are noted for each investment in tie=8ules of Investments.
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KCAP Financial, Inc.

NOTES TO FINANCIAL STATEMENTS
2. SIGNIFICANT ACCOUNTING POLICIES — (continued)

Equity Securities The Company’s equity securities in portfolio quanies for which there is no liquid public market a
carried at fair value based on the enterprise vaflee portfolio company, which is determined gsuarious factors, including
EBITDA (earnings before interest, taxes, depremiatind amortization) and discounted cash flows foperations, less capital
expenditures and other pertinent factors, sucke@t offers to purchase a portfolio company’s stes or other liquidation
events (“Enterprise Value”). The determined failuea are generally discounted to account for kgiris on resale and
minority ownership positions. The values of the @amy’s equity securities in public companies foickimarket quotations
are readily available are based upon the clositdjpmarket prices on the balance sheet date (“Btafoproach”). Securities
that carry certain restrictions on sale are typjoahlued at a discount from the public market eatdi the security.

The significant inputs used to determine the falue of equity securities include prices, EBITDAlarash flows after
capital expenditures for similar peer comparabtesthe investment entity itself. Equity securitigs classified as Level lll, as
described in Note 4 below, when there is limitetivitg or less transparency around inputs to thieiation given the lack of
information related to such equity investments heldonpublic companies. Significant assumptionseobed for comparable
companies are applied to relevant financial datadhfe specific investment. Such assumptions, sachadel discount rates or
price/earnings multiples, vary by the specific istneent, equity position and industry and incorpoeatjustments for risk
premiums, liquidity and company specific attribut8ach adjustments require judgment and may berialai® the calculation
of fair value.

Asset Manager Affiliates The Company’s investments in its wholly-ownesedsnanagement companies, the Asset
Manager Affiliates, are carried at fair value, whis primarily determined utilizing a discountedledlow model which
incorporates different levels of discount rateseefing on the hierarchy of fees earned (includiglikelihood of realization
of senior, subordinate and incentive fees) andgactive modeled performance (“Discounted Cash Flo@&tich valuation
takes into consideration an analysis of comparasdet management companies and a percentage tsfasder management.
The Asset Manager Affiliates are classified as @el &l investment (as described below). Any chaigealue from period to
period is recognized as net change in unrealizpdeafation or depreciation.

CLO Fund Securities The Company typically makes a minority investiriarthe most junior class of securities of CLO
Funds raised and managed by the Asset ManageiafdBland may selectively invest in securitiesaéddoy funds managed by
other asset management companies (collectivelyO'€lnd securities”). The investments held by CL@d=ugenerally relate
to credit instruments issued by corporations.

The Company’s investments in CLO Fund securitiescarried at fair value, which is based eitheripthé present value of
the net expected cash inflows for interest inconge@incipal repayments from underlying assetscasth outflows for interest
expense, debt paydown and other fund costs fo€ti@ Funds that are approaching or past the enldeaf teinvestment period
and therefore are selling assets and/or usingipehepayments to pay down CLO Fund debt (or bélgin to do so shortly),
and for which there continue to be net cash digtidins to the class of securities owned by the Gomif“Discounted Cash
Flow"), (ii) a discounted cash flow model that iz#ils prepayment and loss assumptions based onitastExperience and
projected performance, economic factors, the chaniatics of the underlying cash flow and compagafiélds for similar
securities or preferred shares to those in whiehbmpany has invested, or (iii) indicative pripesvided by the underwriters
or brokers who arrange CLO Funds (“Market Approachihe Company recognizes unrealized appreciatiaepreciation on
the Company'’s investments in CLO Fund securitiesoagparable yields in the market change and/orthasehanges in net
asset values or estimated cash flows resulting fleamges in prepayment or loss assumptions inrterlying collateral pool.
As each investment in CLO Fund securities agesexpected amount of losses and the expected tiafirgcognition of such
losses in the underlying collateral pool are updiated the revised
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cash flows are used in determining the fair valuthe CLO Fund investment. The Company determiheddir value of its
investments in CLO Fund securities on a securisdgurity basis.

Due to the individual attributes of each CLO Furdisity, they are classified as a Level Il investrunless specific
trading activity can be identified at or near tladuation date. When available, observable marketrimation will be identified,
evaluated and weighted accordingly in the appbicatif such data to the present value models anddhie determination.
Significant assumptions to the present value calmuis include default rates, recovery rates, pregat rates,
investment/reinvestment rates and spreads andgbeunt rate by which to value the resulting ungded cash flows. Such
assumptions can vary significantly, depending orketadata sources which often vary in depth andllef’analysis,
understanding of the CLO market, detailed or brcizaracterization of the CLO market and the appboadf such data to an
appropriate framework for analysis. The applicatbdata points are based on the specific attrébateeach individual CLO
Fund security’s underlying assets, historic, cureer prospective performance, vintage, and othantitative and qualitative
factors that would be evaluated by market partidipalhe Company evaluates the source of markatfdateliability as an
indicative market input, consistency amongst othyuats and results and also the context in whia slata is presented.

For bond rated note tranches of CLO Fund secul(imse above the junior class) without transasttonsupport a fair
value for the specific CLO Fund and tranche, faiue is based on discounting estimated bond paynatmurrent market
yields, which may reflect the adjusted yield onldneeraged loan index for similarly rated tranclaswell as prices for similar
tranches for other CLO Funds and also other fastoch as indicative prices provided by underwriterbrokers who arrange
CLO Funds, and the default and recovery rates dérlying assets in the CLO Fund, as may be appéc&uch model
assumptions may vary and incorporate adjustmentsstopremiums and CLO Fund specific attributes.

Cash. The Company defines cash as demand depositCadim@any places its cash with financial institusi@md, at
times, cash held in checking accounts may excee8dheral Deposit Insurance Corporation insured. lim

Restricted Cash Restricted cash consists of cash held for raitnvent, quarterly interest and principal distribat{(if any)
to holders of notes issued by KCAP Senior Fundijrgd-C.

Time Deposits and Money Market AccountsTime deposits primarily represent investmentsash held in demand
deposit accounts. Money market accounts primagfyesent short term interest-bearing deposit a¢soAiso includes
restricted cash held under employee benefit plans.

Interest Income. Interest income, including the amortization cérpium and accretion of discount, is recorded en th
accrual basis to the extent that such amountsxaected to be collected. The Company generallygslacloan or security on
non-accrual status and ceases recognizing cashshtecome on such loan or security when a loaeourity becomes 90 days
or more past due or if the Company otherwise doggxpect the debtor to be able to service its dbligations. Non-accrual
loans remain in such status until the borrowerdeasonstrated the ability and intent to pay contr@cimounts due or such
loans become current. As of December 31, 2013, ifsulers representing less than 1% of the Compaotgkinvestments at
fair value were on a non-accrual status.

Dividends from Asset Manager Affiliates The Company records dividend income from itseAddanager Affiliates on the
declaration date, which represents the ex-dividiatd.

Dividend Income from CLO Fund Securities The Company generates dividend income fromitestments in the most
junior class of securities of CLO Funds (typicalhgferred shares or subordinated securities) managée Asset Manager
Affiliates and selective investments in securitgssied by funds managed by other asset manageomapgaies. The
Company’s CLO Fund junior class securities are alibated to senior note holders who typically reea stated interest rate
of return based on a floating
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rate index, such as the London Interbank Offerete RRIBOR”) on their investment. The CLO Funds #eeraged funds and
any excess cash flow or “excess spread” (inteastegl by the underlying securities in the fund fEsgments made to senior
note holders and less fund expenses and managéashts paid to the holders of the CLO Fund’s sdinated securities or
preferred shares. The Company makes estimatedhindecruals of such dividend income based on rdustudrical
distributions and CLO Fund performance and adjsisth accruals on a quarterly basis to reflect &digaibutions.

For non-junior class CLO Fund securities, suchhasdompany’s investment in the Class B-2L NotethefKatonah 2007-
CLO and Class F Notes of the Catamaran 2012-1 @Git€rest is earned at a fixed spread relative@ad AIBOR index.

Capital Structuring Service Fees The Company may earn ancillary structuring athetiofees related to the origination,
investment, disposition or liquidation of debt andestment securities. Generally, the Company egipiitalize loan origination
fees, then amortize these fees into interest inamree the term of the loan using the effectiveriegérate method, recognize
prepayment and liquidation fees upon receipt andtegtructuring fees as earned, which generalguoswhen an investment
transaction closes.

Debt Issuance Costs Debt issuance costs represent fees and otleet diwsts incurred in connection with the Company’s
borrowings. These amounts are capitalized and @&rdrtising the effective interest method over themctual term of the
borrowing.

Extinguishment of debt An issuer must derecognize a liability if andyaifiit has been extinguished through delivery of
cash, delivery of other financial assets, delivargoods or services, or reacquisition by the isgfiés outstanding debt
securities whether the securities are cancelldetlak. If the debt contains a cash conversion optlmissuer must allocate the
consideration transferred and transaction costgiiad to the extinguishment of the liability compahand the reacquisition of
the equity component and recognize a gain or lofisa statement of operations.

Expenses The Company is internally managed and experssts,@s incurred, with regard to the runningobjterations.
Primary operating expenses include employee salarid benefits, the costs of identifying, evalugtimegotiating, closing,
monitoring and servicing the Company’s investmeamd related overhead charges and expenses, ingletital expense, and
any interest expense incurred in connection witldvangs. The Company and the Asset Manager Aféi§sshare office space
and certain other operating expenses. The Compahgtitered into an Overhead Allocation Agreemetit thie Asset Manager
Affiliates which provides for the sharing of suctpenses based on an allocation of office lease ewst the ratable usage of
other shared resources.

Dividends. Dividends and distributions to common stockhoddsre recorded on the ex-dividend date. The artoure
paid out as a dividend is determined by the Bo&fli@ctors each quarter and is generally based tipe distributable taxable
income estimated by management for the period aad y

The Company has adopted a dividend reinvestmenttbé provides for reinvestment of its distribusmn behalf of its
stockholders, unless a stockholder “opts out” effitan to receive cash in lieu of having their odisidends automatically
reinvested in additional shares of the Companymroon stock.
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The following information sets forth the computatiof basic and diluted net increase (decreasdapakiolders’ equity per
share for the years ended December 31, 2013, 2082011:

For the Years ended December 31,

2013 2012 2011

Net increase in net assets resulting from opers $17,222,97  $26,125,77 $ 7,649,54
Net decrease (increase) in net assets allocatauvestec

share awards (101,07¢) (236,579 (102,096

Interest on Convertible Notes — 5,250,001 —

Amortization of Capitalized Costs on Convertible
Notes — 457,47¢ —

Net increase in net assets available to commotkistdders $17,121,89 $31,596,67 $ 7,547,444

Weighted average number of common shares outstnd

for basic shares computation 32,280,16 26,011,51 22,868,64
Effect of dilutive securities — stock options 14,84 14,24¢ 12,02¢
Effect of dilutive Convertible Notes — 7,353,82! —

Weighted average number of common and common st
equivalent shares outstanding for diluted shares
computation 32,295,00 33,379,59 22,880,67

Net increase in net assets per basic common st

Net increase in net assets from operat 0.5: 1.0C 0.3
Net increase in net assets per diluted shi

Net increase in net assets from operat 0.5% 0.9t 0.3:

Share-based awards that contain nonforfeitablesighdividends or dividend equivalents, whethed jpa unpaid, are
participating securities and included in the corapiah of both basic and diluted earnings per sharants of restricted stock
awards to the Company’s employees and directorsargidered participating securities when theresaraings in the period
and the earnings per share calculations includgtanding unvested restricted stock awards in tbi beeighted average shares
outstanding calculation.

There were 50,000 options to purchase shares afmoonstock for the year ended December 31, 2013tHeoyear ended
December 31, 2013, options to purchase 14,845 sbammmon stock were included in the computatibdiluted earnings
per share. For the years ended December 31, 2@120411, options to purchase 14,248 and 12,026 slsdidmmon stock,
respectively, were included in the computationibftdd earnings per share.

The Company’s Convertible Notes are included indbmputation of the diluted net increase or dea@aset assets
resulting from operations per share in accordarite ASC 261-10-45-40-b by application of the “ifrogerted method.” Under
the if-converted method, interest charges appletdthe convertible notes for the period are addelle reported net increase
or decrease in net assets resulting from operatiodghe full amount of shares (pro-rata if nostariding for the full period)
that would be issued are added to weighted avdrasgje shares. Convertible notes are considerediuiive only when its
interest per share upon conversion exceeds the besincrease or decrease in net assets resfittimgoperations per share.
For the year ended December 31, 2013, the effatieafonvertible notes are anti-dilutive.
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The if-converted method of computing the dilutifeets on convertible notes assume a conversion étke contracted
conversion price exceeds the market value of theesh As of December 31, 2013 the current conversite of the Convertible
Notes is approximately 127.4733 shares of our comshack per $1,000 principal amount of the conwersate, equivalent to
a conversion price of approximately $7.84 per sbéthe Company’s common stock. Upon conversiom,Gbmpany may
issue the full amount of common stock and retieeftil amount of debt outstanding.

4. INVESTMENTS

The following table shows the Company’s portfoliodecurity type at December 31, 2013 and Decemhe2(®l2, were as
follows:

December 31, 2013 December 31, 2012

Security Type Cost Fair Value % 1 Cost Fair Value % 1
Time Deposit $ — 3 — —% $ 194283 $ 1,942,83 1%
Money Market Accounts

) 7,112,94 7,112,94 3 30,543,82  30,543,82  1E
Senior Secured Loan 175,021,27  168,188,45 67 67,874,56 60,258,88 2¢
Junior Secured Loan 50,831,40 48,443,38 19 49,646,27 33,486,95 17
Senior Unsecured Loan 23,000,00 23,000,00 9 — — —
First Lien Bond 2,948,33 2,546,401 2 2,928,76: 3,000,001 1
Senior Subordinated Bo 1,037,70 1,051,541 — 2,729,08 2,735,88. 1
Senior Unsecured

Bond 10,855,80 11,381,10 5 10,798,46 11,185,00 5
Senior Secured Bond 1,519,07 1,619,55! 1 — — —
CLO Fund Securities 101,696,95 79,452,22 32 90,146,41 83,257,50 4C
Equity Securities 18,755,68 11,006,39 4 18,375,58 8,020,71 4
Preferred 10,000,00 10,600,00 4 400,00t 371,16( —
Asset Manager

Affiliates 83,378,74 76,148,00 3C 83,161,52 77,242,00 37
Total $486,157,91 $440,549,99 17¢% $358,547,33 $312,044,76 15(%

(1) Calculated as a percentage of Net Asset Value.

(2) Includes restricted cash held under employeefiteplans.
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The industry concentration of the Company’s investtrportfolio as of December 31, 2013 and Decer@beP012 were as
follows:

December 31, 2013 December 31, 2018)
Industry Classification Cost Fair Value % (1 Cost Fair Value % (1)
Aerospace and Defense $ 924453 $ 8,100,89 3% $ 527889 $ 3,874,744 2%
Asset Management

Company® 83,378,74 76,148,00 30 83,161,52 77,242,00 37
Automotive 15,248,09 15,306,40 6 4,945,69! 5,011,60' 2
Banking, Finance, Insurance &

Real Estate 4,190,26! 4,299,05! 2 14,569,13 12,146,82 6
Beverage, Food and Tobacco 33,758,68 34,026,88 14 22,685,11 22,929,55 11
Capital Equipment 11,450,64 11,792,92 5 11,408,09 11,581,224 6
Chemicals, Plastics and Rubbe 2,921,59 2,906,60. 1 2,954,77. 2,950,57 1
CLO Fund Securities 101,696,95 79,452,22 32 90,146,41 83,257,50 4C
Construction & Building 18,224,72 190,24 — 18,535,51 455,52: —
Consumer goods: Durable 7,713,07. 9,751,62; 4 3,611,55! 4,333,47. 2
Consumer goods: Non-durable 18,864,69 18,266,93 7 12,208,91 11,257,24 5
Containers, Packaging and Gla — — — 1,949,23! 1,971,89: 1
Energy: Oil & Gas 11,734,55 12,930,56 5 11,692,91 11,692,00 6
Environmental Industries 6,937,66. 6,965,891 S — — —
Finance 26,669,35 26,712,91 11 — — —
Healthcare & Pharmaceuticals 14,352,17 14,430,72 6 2,877,72! 2,865,001 1
Healthcare, Education and

Childcare 18,340,53 18,445,67 7 — — —
High Tech Industries 17,989,622 17,989,03 7 6,137,59; 6,252,38! 3
Hotel, Gaming & Leisure 3,825,12i 3,466,52! 1 2,491,00 2,053,48. 1
Media: Advertising, Printing &

Publishing 12,797,61 13,035,59 5 4,633,62: 4,942 ,45. 2
Media: Broadcasting &

Subscription 9,853,34. 9,915,92. 4 1,978,84! 1,990,931 1
Metals & Mining 228,56 1,00( — 773,71¢ 264,86« —
Retail 3,364,57 3,325,03; 1 5,781,67. 5,772,76 3
Services: Business 2,984,55! 2,999,79. 1 — — —
Services: Consumer 4,065,67. 3,001,89 1 13,104,09 1,753,52. 1
Telecommunications 17,251,74 17,337,83 7 2,952,65. 2,783,19! 1
Time Deposit and Money Marke

Accounts® 7,112,94! 7,112,94 3 32,486,65 32,486,65 1€
Transportation: Cargo 16,030,05 16,643,25 7 — — —
Transportation: Consumer — — — 2,012,68! 2,005,35 1
Utilities: Electric 5,927,82 5,993,61 2 169,28( 169,95t —

Total $ 486,157,91 $ 440,549,99 17¢% $ 358,547,333 $ 312,044,76 15(%




(1) Calculated as a percentage of Net Asset Value.
(2) Represents the Asset Manager Affiliates.
(3) Certain prior year amounts have been reclasktfh conform to the current year presentation.

(4) Includes restricted cash held under employeefiteplans.
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The Company may invest up to 30% of the investrpertfolio in “non-qualifying” opportunistic investemts in debt and
equity securities of CLO Funds, distressed deblett and equity securities of public companies. Thmpany expects that
these public companies generally will have delt ihaon-investment grade. Within this 30% of tletfolio, the Company
also may invest in debt of middle market compaldeated outside of the United States.

At December 31, 2013 and December 31, 2012, tAkdatount of non-qualifying assets was approxinyat&bo and 30%
of total assets, respectively. The majority of mplifying assets were foreign investments whichewagproximately 18% and
27% of the Company’s investments (including the @any’s investments in CLO Funds, which are typjcdtbmiciled outside
the U.S. and represented approximately 18% and&74 portfolio on such dates), respectively.

At December 31, 2013 and December 31, 2012, thep@oy’s ten largest portfolio companies represeatgatoximately
42% and 62%, respectively, of the total fair vabfiés investments. The Company’s largest investirtbe Asset Manager
Affiliates which are its wholly-owned asset managgiliates, represented 17% and 25% of the tatahfalue of the
Company’s investments at December 31, 2013 andriteee31, 2012, respectively. Excluding the Assebhdger Affiliates
and CLO Fund securities, the Company’s ten largedfolio companies represented approximately 18 % of the total
fair value of the Company’s investments at Decen®ie2013 and December 31, 2012, respectively.

Investments in CLO Fund Securities

The Company typically makes a minority investmanthie most junior class of securities (typicallgferred shares or
subordinated securities) of CLO Funds managed &y\set Manager Affiliates and may selectively stia securities issued
by CLO funds managed by other asset managementacoesp These securities also are entitled to regudividend
distributions which generally equal the net remainéash flow of the payments made by the underl@h® Fund'’s securities
less contractual payments to senior bond holdeasagement fees and CLO Fund expenses. CLO Funeist ipiimarily in
broadly syndicated non-investment grade loans,-highl bonds and other credit instruments of coapmissuers. The
underlying assets in each of the CLO Funds in wtliehCompany has an investment are generally dfiestsecured or
unsecured corporate debt. The CLO Funds are lesérfamds and any excess cash flow or “excess spfi@éerest earned by
the underlying securities in the fund less paymarade to senior bond holders, fund expenses andgearent fees) is paid to
the holders of the CLO Fund'’s subordinated seesribr preferred shares.

In December, 2012 the Company purchased $4.5 milar value of the class F Notes and $8.9 millianvyalue of the
Subordinated Notes of Catamaran 2012-1 CLO (“Catam2012-1") managed by Trimaran Advisors. The Camypurchased
the class F and Subordinate Notes for 84% and 1dfG#e par value, respectively.

In June 2013, the Company purchased $9 milliomefiar value of the Subordinated Notes of Catan2048-1 CLO
(“Catamaran 2013-1") managed by Trimaran Advisors.

All CLO Funds managed by the Asset Manager Afiigaare currently making quarterly dividend disttiiis to the
Company and are paying all senior and subordinat@gagement fees to the Asset Manager Affiliatesh\iie exception of the
Katonah Ill, Ltd. CLO Fund and the Katonah V, L&LO Funds, all third-party managed CLO Funds arkingadividend
distributions to the Company.

Fair Value Measurements

The Company follows the provisions of ASC 820: R&tue, which among other matters requires enhadisstbsures
about investments that are measured and reporfatt atlue. This standard defines fair value asidlelishes a hierarchal
disclosure framework which prioritizes and ranke liavel of market price observability used in memguinvestments at fair
value and expands disclosures about assets aiiiiéab
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measured at fair value. ASC 820: Fair Value defifigis value” as the price that would be receivedéll an asset or paid to
transfer a liability in an orderly transaction betm market participants at the measurement daie faihvalue definition
focuses on an exit price in the principal, or mazbtantageous market, and prioritizes, within a mmesgmsent of fair value, the
use of market-based inputs (which may be weightextiusted for relevance, reliability and specditributes relative to the
subject investment) over entity-specific inputs.rkéd price observability is affected by a numbefaators, including the type
of investment and the characteristics specifib&investment. Investments with readily availalsitiva quoted prices or for
which fair value can be measured from actively gdgirices generally will have a higher degree afketprice observability
and a lesser degree of judgment used in measwingalue. Subsequent to the adoption of ASC 820 Walue, the FASB has
issued various staff positions clarifying the ilitstandard (see Note 2. “Significant Accountingjddes — Investments”).

ASC 820: Fair Value establishes the following thieeel hierarchy, based upon the transparencymftsto the fair value
measurement of an asset or liability as of the oreasent date:

Level | — Unadjusted quoted prices are availabladtive markets for identical investments as ofrdporting date. The
type of investments included in Level | includedi$ equities and listed securities. As required\BZ 820: Fair Value, the
Company does not adjust the quoted price for thegstments, even in situations where the Compaldsta large
position and a sale could reasonably affect theegliprice.

Level Il — Pricing inputs are other than quotectes in active markets, which are either directlindirectly
observable as of the reporting date. Such inputsheajuoted prices for similar assets or liab#itiguoted markets that are
not active, or other inputs that are observableaorbe corroborated by observable market dataufmstantially the full
character of the financial instrument, or inputt thre derived principally from, or corroborated bgservable market
information. Investments which are generally inelddn this category include illiquid debt secustand less liquid,
privately held or restricted equity securitiesvidgrich some level of recent trading activity hasrbebserved.

Level lll — Pricing inputs are unobservable for theestment and includes situations where thelittles if any, market
activity for the investment. The inputs may be llage the Company’s own assumptions about how maeeicipants
would price the asset or liability or may use Leléhputs, as adjusted, to reflect specific invesht attributes relative to a
broader market assumption. These inputs into therm@ation of fair value may require significananagement judgment
or estimation. Even if observable market data tonparable performance or valuation measures (eggminltiples,
discount rates, other financial/valuation ratids,)eare available, such investments are groupéaeal 111 if any significant
data point that is not also market observable §eicompany earnings, cash flows, etc.) is uséueiraluation
methodology.

In certain cases, the inputs used to measuredhiemay fall into different levels of the fair ual hierarchy. In such cases,
an investment'’s level within the fair value hietayds based on the lowest level of input that gnicant to the fair value
measurement. The Company’s assessment of theiségmié of a particular input to the fair value meament in its entirety
requires judgment, and the Company considers faspecific to the investment. A majority of the Gmany’s investments are
classified as Level lll. The Company evaluatessitigrce of inputs, including any markets in whighiivestments are trading,
in determining fair value. Inputs that are hightyrelated to the specific investment being valuad those derived from
reliable or knowledgeable sources will tend to havegher weighting in determining fair value. Ongpreviews by the
Company'’s investment analysts, Chief Investmenic@ff Valuation Committee and independent valuafiions (if engaged)
may include factors such as an assessment of eaehlying investment, its current and prospectiperating and financial
performance, consideration of financing and saledactions with third parties, expected cash flamd market-based
information, including comparable transactionsfqnance factors, and other investment or induspecific market data,
among other factors.
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The following table summarizes the fair value ofédstments by the above ASC 820: Fair Value fain@dlierarchy levels

as of December 31, 2013 and December 31, 201 Zctagly:

As of December 31, 2013

Level | Level Il Level Ill Total
Money market accounts $ —  $ 711294 $ — $ 7,112,94
Debt securities — 68,733,05 198,097,37 266,830,42
CLO fund securities — — 79,452,22 79,452,22
Equity securities — — 11,006,39 11,006,39
Asset Manager Affiliates — — 76,148,00 76,148,00
Total $ — $ 75,846,00 $ 364,703,99 $ 440,549,99

As of December 31, 2012

Level | Level Il Level lll Total
Time deposits and money market acco $ — $ 32,486,65 $ — $ 32,486,65
Debt securities — 59,172,47 51,865,40 111,037,88
CLO fund securities — — 83,257,50 83,257,50
Equity securities — — 8,020,711 8,020,71i
Asset Manager Affiliates — — 77,242,00 77,242,00
Total $ — $ 91,659,13 $220,385,62 $ 312,044,76

As a BDC, it is required that the Company invegnarily in the debt and equity of non-public comjeanfor which there is
little, if any, market-observable information. Asesult, a significant portion of the Company’s@stments at any given time
will likely be deemed Level Il investments. Invesnt values derived by a third party pricing sexdce generally deemed to
be Level Il values. For those that have observahlges, the Company considers them to be Level Il.

Values derived for debt and equity securities usimgparable public/private companies generallyzatinarket-observable
data from such comparables and specific, non-paplitnon-observable financial measures (such amegaror cash flows) for
the private, underlying company/issuer. Such naseokable company/issuer data is typically provide monthly or
quarterly basis, is certified as correct by the agament of the company/issuer and/or audited bydependent accounting
firm on an annual basis. Since such private comjissuer data is not publicly available it is noed®d market-observable data
and, as a result, such investment values are gicagpeevel Il assets.

Values derived for the Asset Manager Affiliatesngstcomparable public/private companies generalliz@tmarket-
observable data and specific, non-public and n@elable financial measures (such as assets uradergament, historical
and prospective earnings) for the Asset Managéli##s. The Company recognizes that comparablet asanagers may not
be fully comparable to the Asset Manager Affiliatesl typically identifies a range of performanceamees and/or adjustments
within the comparable population with which to deie value. Since any such ranges and adjustraemintity specific they
are not considered market-observable data and¢lgugre a Level 11l grouping. llliquid investmerttgat have values derived
through the use of discounted cash flow modelsrasidual enterprise value models are grouped asl Lkassets.
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The Company’s policy for determining transfers lestw levels is based solely on the previously dédfthese-level
hierarchy for fair value measurement. Transfers/beh the levels of the fair value hierarchy areasately noted in the tables
below and the reason for such transfer describeddh table’s respective footnotes. Investmentsured at fair value for
which the Company has used unobservable inputstegrdine fair value are as follows:

Year Ended December 31, 2013

Debt CLO Fund Equity Asset Manager
Securities Securities Securities Affiliates Total

Balance, December 31, 2012 $ 51,865,40 $83,257,50 $ 8,020,711 $77,242,00 $220,385,62
Transfers out of Level 11{) (2,783,19) — — — (2,783,19)
Transfers into Level 112 34,070,55 — — —  34,070,55
Net accretion of discoul 174,97 216,44: — 217,21: 608,63:
Purchases 192,112,85 11,957,50 3,813,83 — 207,884,19
Sales/Paydowns (70,461,48) (623,40) (2,882,10) —  (73,966,99)
Total realized gain included in

earnings 2,972,07. — (551,63f) — 2,420,43
Total unrealized gain (loss) include

in earnings (9,853,81) (15,355,82) 2,605,58 (1,311,21) (23,915,26)

Balance, December 31, 2013 $198,097,37 $79,452,22 $11,006,39 $76,148,00 $364,703,99

Changes in unrealized gains (losse
included in earnings related to
investments still held at reporting
date $ (9,853,81) $(15,355,82) $ 2,605,58! $(1,311,21) $(23,915,26)

(1) Transfers out of Level Ill represent a transfe$2,783,195 relating to debt securities for vahcicing inputs, other than
their quoted prices in active markets were obsdevad of Dec 31, 2013.

(2) Transfers into Level Ill represent a transfe$®4,070,557 relating to debt securities for whiciting inputs, other than
their quoted prices in active markets were unola#evas of Dec 31, 2013.

Year Ended December 31, 2012

Debt CLO Fund Equity Asset Manager
Securities Securities Securities Affiliates Total

Balance, December 31, 2011 $83,094,67 $48,438,31 $ 6,040,89' $40,814,00 $178,387,88
Transfers out of Level 11{) (5,611,52) — — — (5,611,52)
Transfers into Level 112 5,978,69 — — — 5,978,69
Net accretion of discoul 96,27" 1,137,34. — — 1,233,61!
Purchases 24,076,06  24,715,50 1,815,971 13,263,22 63,870,76
Sales/Paydowns (34,476,30) (2,234,91) — —  (36,711,22)
Total realized gain included in

earnings 467,32 — — — 467,32

Total unrealized gain (loss) include
in earnings (21,759,79) 11,201,26 163,84: (2,395,22) (12,789,91)



Balance, December 31, 2012 $51,865,40 $83,257,50 $ 8,020,711 $77,242,00 $220,385,62

Changes in unrealized gains (losse
included in earnings related to
investments still held at reporting
date $ (8,246,69) $11,90890 $ 163,84: $(2,880,20) $  945,85.
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(1) Transfers out of Level Ill represent a transf®$5,611,522 relating to debt securities for vahcicing inputs, other than
their quoted prices in active markets were obsdevad of Dec 31, 2012.

(2) Transfers into Level Ill represent a transfe$,978,696 relating to debt securities for whiclkeing inputs, other than their
guoted prices in active markets were unobservabtd Bec 31, 2012.

As of December 31, 2013, the Company’s Level Itfotio investments were valued by a third partycpy service for
which the prices are not adjusted and for whichuig@re observable or can be corroborated by olisiermarket data for
substantially the full character of the financi@trument, or inputs that are derived principalgni, or corroborated by,

observable market information. The fair value & @ompany’s Level Il portfolio investments was 82,002 as of December
31, 2013.

As of December 31, 2013, the Company'’s Level Ilitfolio investments had the following valuation heiques and
significant inputs:

Range of Inputs

Type Fair Value | Primary Valuation Methodology | Unobservable Inputs (Weighted Average)
Debt Securities $ 1,863,72 Enterprise Value Average EBITDA 9.22x/14.63%
Multiple/WAAC
$161,619,66 Income Approach Implied Discount Ratsg 2.2% — 15.3% (4.9%)
$ 34,542,30 Market Approach Third Party Quote 3-100
$ 31,01 Options Value Qualitative Input$V
$ 40,66 Recovery Approach Qualitative Input$V
Equity Securities $ 11,002,394 Enterprise Value Average EBITDA 3.5x — 8.2x/9.35% — 4.5%
Multiple/WAAC
$ 4,00 Options Value Qualitative Input$?
CLO Fund Securities $ 47,466,84 Discounted Cash Flow Discount Rate 7.5% - 11%
Probability of Default 1% — 3%
Loss Severity 20% — 30% (21%?)
Recovery Rate 70% — 80% (79%{?)
Prepayment Rate 25%
$ 31,985,37 Market Approach Third Party Quote 77-93.4
Asset Manager Affiliates | $ 76,148,00 Discounted Cash Flow Discount Rate 2.09% — 10.5% (7.08%%)

Total Level Il
Investments $ 364,703,99

(1) The qualitative inputs used in the fair valueasurements of the Debt Securities include estsradtthe distressed
liquidation value of the pledged collateral.

The significant unobservable inputs used in thevaiue measurement of the Company’s debt secsiritigy include,
among other things, broad market indices, the coalyba yields of similar investments in similar irstiies, effective discount

rates, average EBITDA multiples, and weighted ayereost of capital. Significant increases or dessedn such comparable
yields would result in a significantly lower or higr fair value measurement.

The significant unobservable inputs used in theviaiue measurement of the Company’s equity seesiiitclude the
EBITDA multiple of similar investments in similamdustries and the weighted average cost of cafitghificant increases or



decreases in such inputs would result in a sigaitly lower or higher fair value measurement.

Significant unobservable inputs used in the falnganeasurement of the Company’s CLO Fund secsiiiticddude default
rates, recovery rates, prepayment rates, and spagatthe discount rate by which
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to value the resulting underlying cash flows. SasBumptions can vary significantly, depending orketedata sources which
often vary in depth and level of analysis, undewitag of the CLO market, detailed or broad charézton of the CLO

market and the application of such data to an apjaie framework for analysis. The application afadpoints are based on the
specific attributes of each individual CLO Fundwdty’s underlying assets, historic, current andgprective performance,
vintage, and other quantitative and qualitativedecthat would be evaluated by market participafite Company evaluates
the source of market data for reliability as aridative market input, consistency amongst otheutsand results and also the
context in which such data is presented. Signific@ereases or decreases in probability of defaudt loss severity inputs in
isolation would result in a significantly lower bigher fair value measurement. In general, a chantiee assumption of the
probability of default is accompanied by a directitly similar change in the assumption used foldise severity in an event of
default. Significant increases or decreases idigmount rate in isolation would result in a siggahtly lower or higher fair
value measurement.

The significant unobservable inputs used in theviaiue measurement of the Asset Manager Affilis@gbe discount rate
used to present value prospective cash flows. Botise revenues are generally based on a fixedeptge of the par value of
CLO Fund assets under management and are recimrnirggure for the term of the CLO Fund so longhesAsset Manager
Affiliates manage the fund. As a result, the femsied by the Asset Manager Affiliates are generadlysubject to market value
fluctuations in the underlying collateral. The disoted cash flow model incorporates different Iex@ldiscount rates
depending on the hierarchy of fees earned (inctuthie likelihood of realization of senior, suborti® and incentive fees) and
prospective modeled performance. Significant ineeeaor decreases in such discount rate would riesalsignificantly lower
or higher fair value measurement.

5. ASSET MANAGER AFFILIATES
Wholly-Owned Asset Managers

The Asset Manager Affiliates are wholly-owned politf companies. The Asset Manager Affiliates manag® Funds
primarily for third party investors that investtinoadly syndicated loans, high yield bonds andrathedit instruments issued by
corporations. At December 31, 2013, the Asset ManAffiliates had approximately $3.2 billion of paalue of assets under
management, and the Company’s 100% equity interése Asset Manager Affiliates had a fair valueapproximately $76
million.

As a manager of the CLO Funds, the Asset Manadiia#ds receive contractual and recurring managerfees from the
CLO Funds for their management and advisory sesvitee annual fees which the Asset Manager Affiiaeceive are
generally based on a fixed percentage of assetr umahagement (at par value and not subject togelsain market value), and
the Asset Manager Affiliates generate net operdtingme equal to the amount by which their fee ine@xceeds their
operating expenses, including compensation of #raployees. The annual management fees the AssetgdaAffiliates
receive have three components - a senior managde®erat subordinated management fee and an ineditiv Currently, all
CLO Funds managed by the Asset Manager Affiliategpaying both their senior and subordinated managefees on a
current basis. Additionally, four managed fundsieed incentive fee distributions.

The net income that the Asset Manager Affiliatesegate through their operations may be distribtietie Company. Any
distributions of the Asset Manager Affiliates’ netome are recorded as “Dividends from Asset Manadfdiates” and are
recorded as declared (where declaration date mmpesx-dividend date) by the Asset Manager Afeiseon the Company’s
statement of operations. For the year ended Deaedih@013, the Asset Manager Affiliates made itistions of $12.8
million to the Company. The fourth quarter 2013idiand declared of approximately $3.1 million by fkeset Manager
Affiliates was recorded as a dividend receivablefa8ecember 31, 2013.

The Asset Manager Affiliates’ fair value is deteneil quarterly. The valuation is primarily deternuingilizing a
discounted cash flow model. See Note 2, “Signifigsecounting Policies” and Note 4,
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“Investments” for further information relating the Company’s valuation methodology. For the yededrDecember 31, 2013
the fair value of the Asset Manager Affiliates dexged by approximately $1.1 million.

Effective January 1, 2010, the Asset Manager Afils adopted guidance encompassed in Accounting&tis
Codification Topic 810, “Consolidation.” The adagtiof this new guidance had an impact on the discks relating to the
Asset Manager Affiliates which had previously neth required, as its provisions require the Assatader Affiliates to
consolidate certain of their managed CLO Fundswlese not previously consolidated. As a resultheftonsolidation of these
CLO Funds into the Asset Manager Affiliates, theaficial results of the Asset Manager Affiliatesidade that they qualify as a
“significant subsidiary” of the Company requiriftetfollowing additional disclosures. In additioratdinah 2007-1 CLO and
Katonah X CLO qualify as “significant subsidiaries’the Company and the Company is also requiredatke the additional
disclosures about them below. These disclosuresdety the Asset Manager Affiliates and Katonah72DCLO and Katonah
X CLO do not directly impact the financial positjaesults of operations, or cash flows of the Camypa

As a separately regarded entity for tax purposesAsset Manager Affiliates are taxed at normapomate rates. For tax
purposes, any distributions by the Asset Managéligtés to the Company would generally need talis¢ributed to the
Company'’s shareholders. Generally, such distribstiof the Asset Manager Affiliates’ income to then@pany’s shareholders
will be considered as qualified dividends for taxgoses. The Asset Manager Affiliates’ taxableinevme will differ from
U.S. GAAP net income because of deferred tax teargdatifferences and permanent tax adjustments.rideféax temporary
differences may include differences for the rectigniand timing of depreciation, bonuses to empésyand stock option
expense, among other things. Permanent differenegsanclude adjustments, limitations or disalloweséor meals and
entertainment expenses, penalties, tax goodwillrimation and net operating loss carryforward.

Goodwill amortization for tax purposes was creatpdn the purchase of 100% of the equity intereskaitonah Debt
Advisors prior to the Company’s IPO in exchangedioaires of the Company’s stock valued at $33 millidthough this
transaction was a stock transaction rather thaasset purchase and thus no goodwill was recogifized.S. GAAP purposes,
such exchange was considered an asset purchageSgutien 351(a) of the U.S. Internal Revenue Céti¢he time of the
transfer, Katonah Debt Advisors had equity of agpnately $1 million resulting in tax goodwill of apoximately $32 million
which will be amortized for tax purposes on a gin&iine basis over 15 years, which accounts foaramual difference between
U.S. GAAP income and taxable income by approxinye#2l1 million per year over such period.

Additional goodwill amortization for tax purposessvcreated upon the purchase of 100% of the eigpbéyests in Trimaran
Advisors by its sole member, Commodore Holding C.l.in exchange for shares of the KCAP Financitibek valued at
$25.5 million and cash of $13.0 million. The tractgan was considered an asset purchase under 88&ida) of the code and
resulted in tax goodwill of approximately $22.8 lioih which will be amortized for tax purposes osteight-line basis over 15
years, which accounts for an annual difference eetwnGAAP income and taxable income by approximéiel$ million per
year over such period.

Related Party Transactions

On November 20, 2012, the Company entered intmi@iseredit agreement (the “Senior Credit Faciljtwith Trimaran
Advisors, pursuant to which Trimaran Advisors mayrbw from time to time up to $20 million from ti@mpany in order to
provide the capital necessary to support one oerabfrimaran Advisors’ warehouse lines and/or virggkcapital in
connection with Trimaran Advisors’ warehouse atittg. The Senior Credit Facility expires on Novemd®@, 2017 and bears
interest at an annual rate of 9.0%. On Decembe2@12, the Senior Credit Facility was terminated there were no
borrowings outstanding. For the year ended Dece®ibe?2012, the Company recognized interest incon$d.85,000 related to
the Senior Credit Facility.
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On February 26, 2013, the Company entered intmiarseredit agreement (the “Trimaran Credit Fagi)itwith Trimaran
Advisors, pursuant to which Trimaran Advisors mayrbw from time to time up to $20 million from ti@ompany in order to
provide capital necessary to support one or mofiofaran Advisors’ warehouse lines of credit anavorking capital in
connection with Trimaran Advisors’ warehouse atiég. The Trimaran Credit Facility expires on Now®n20, 2017 and
bears interest at an annual rate of 9.0%. On Apri2013, the Trimaran Credit Facility was amenaled upsized from $20
million to $23 million. At December 31, 2013, thevas $23 million outstanding under the Trimarand@reacility, which is
included in our Listing of Investments. For the yeaded December 31, 2013, the Company recognizerest income of
approximately $1.3 million related to the Trimararedit Facility.

6. BORROWINGS
The Company'’s debt obligations consist of the felia:

As of As of
December 31, December 31,
2013 2012
Convertible Notes due March 15, 2016 $ 49,008,000 $ 60,000,00
7.375% Notes due September 30, 2019 $ 41,400,00 $ 41,400,00
KCAP Senior Funding | Notes
(net of discount: $3,065,627) $ 102,184,37 $ —

The weighted average stated interest rate and vesigtverage maturity on all our debt outstandingfd3ecember 31,
2013 were 5.08% and 7.43 years, respectively, ard Becember 31, 2012 were 8.19% and 4.68 yezspectively.

Convertible Notes

On March 16, 2011, the Company issued $55 millioaggregate principal amount of unsecured 8.75%astible notes
due March 2016 (“Convertible Notes”). On March 2811, pursuant to an over-allotment option, the Gamy issued an
additional $5 million of such Convertible Notes fototal of $60 million in aggregate principal amburhe net proceeds from
the sale of the Convertible Notes, following undéting expenses, were approximately $57.7 millionterest on the
Convertible Notes is paid semi-annually in arreardviarch 15 and September 15, at a rate of 8.76%nmencing September
15, 2011. The Convertible Notes mature on Marc2036 unless converted earlier. The Convertibleeslare senior
unsecured obligations of the Company.

The Convertible Notes are convertible into shafegSampany’s common stock. As of December 31, 20&3conversion
rate was 127.4733 shares of common stock per $pid@€ipal amount of Convertible Notes, which isieglent to a
conversion price of approximately $7.84 per shammmon stock. Upon conversion, the Company wasdde the full
amount of common stock and retire the full amodmteait outstanding.

Upon conversion, unless a holder converts aftecard date for an interest payment but prior tocthreesponding interest
payment date, the holder will receive a separath payment with respect to the Convertible Notesesdered for conversion
representing accrued and unpaid interest to, Huholuding the conversion date. Any such paymeititbe made on the
settlement date applicable to the relevant conversih the Convertible Notes.
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No holder of Convertible Notes will be entitledrezeive shares of the Company’s common stock upowersion to the
extent (but only to the extent) that such receipti cause such converting holder to become, directindirectly, a beneficial
owner (within the meaning of Section 13(d) of tree&ities Exchange Act of 1934 and the rules agdlations promulgated
thereunder) of more than 5.0% of the shares o€tirapany’s common stock outstanding at such time.58% limitation
shall no longer apply following the effective dafeany fundamental change.

Subject to certain exceptions, holders may requsr® repurchase, for cash, all or part of theiny@otible Notes upon a
fundamental change at a price equal to 100% gbtimeipal amount of the Convertible Notes beingurehased plus any
accrued and unpaid interest up to, but excludimgfaindamental change repurchase date. In additidhe case of certain
fundamental changes and without duplication offtlhegoing amount, the Company will also pay holderamount in cash
(or, in certain circumstances, shares of the Cogipaommon stock) equal to the present value oféneaining interest
payments on such notes through, and includingyiirity date.

In connection with the issuance of the Convertidt¢es, the Company incurred approximately $2.4iomlbf debt offering
costs which are being amortized over the term effdlcility on an effective yield method, of whichpgoximately $949,000
remains to be amortized. On April 4, 2013, appratity $9 million of the Company’s 8.75% Convertibletes were
converted at a price basis per share of $8.1591i1102,093 shares of KCAP common stock. On Septem#013, the
Company purchased $2.0 million face value of its @onvertible Notes at $114.50 plus accrued intek&8AP subsequently
surrendered these notes to the Trustee for catioalksffective September 13, 2013. Due to the casiversion option
imbedded in the Convertible Notes, the Companyiegphe guidance in ASC 470-40-20, Debt with Cosier and Other
Options and realized a loss on the extinguishmgtiti® debt. For the year ended December 31, 26hB rtealized losses on
extinguishment of debt were approximately $334,d0 indenture governing the Convertible Notes a@imistcertain restrictive
covenants, including compliance with certain primris of the 1940 Act and conditions governing thdartaking of new debt.

For the years ended the years ended December B3, 2012, and 2011, interest expense related tGdmeertible Notes
was $4.6 million, $5.2 million and $4.1 million,sgectively.

The Convertible Notes have been analyzed for aayifes that would require its accounting to berbdted. There are no
features that require accounting to be bifurcaaed, as a result, they are recorded as a liabilitlyear contractual amounts. At
December 31, 2013, the Company was in compliantiealli of its debt covenants.

Fair Value of Convertible NotesThe Company carries the Convertible Notes at ddst Convertible Notes were issued in
a private placement and there is no active tradiripese notes. The estimated fair value of the @zoy's outstanding
Convertible Notes was approximately $55.6 millietdacember 31, 2013. The fair value was determivasgd on the closing
price as of December 31, 2013.

7.375% Notes Due 2019

On October 10, 2012, the Company issued $41.4amilii aggregate principal amount of unsecured P@Kbtes Due
2019. The net proceeds for these Notes, followimdpowriting expenses, were approximately $39.9onillinterest on the
7.375% Notes Due 2019 is paid quarterly in arreardarch 30, June 30, September 30 and Decembet 80ate of 7.375%,
commencing December 30, 2012. The 7.375% Notes2D1i® mature on September, 30, 2019, and are semsecured
obligations of the Company. In addition, due todlsset coverage test applicable to the Company&&Caand a covenant that
the Company agreed to in connection with the issaiarf the 7.375% Notes Due 2019, the Company igdthin its ability to
make distributions in certain circumstances. Thieiriure governing the 7.375% Notes Due
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2019 contains certain restrictive covenants, inagid@ompliance with certain provisions of the 1941 relating to borrowing
and dividends. At December 31, 2013, the Compars/ivaompliance with all of its debt covenants.

For the years ended December 31, 2013 and 20I2sh&xpense related to the 7.375% Notes Due 2@$3H@.1 million
and $1.1 million, respectively.

In connection with the issuance of the 7.375% Nbtes 2019, the Company incurred approximately $dilkon of debt
offering costs which are being amortized over #rentof the facility on an effective yield method which approximately
$1.28 million remains to be amortized.

Fair Value of 7.375% Notes Due 2019he 7.375% Notes Due 2019 were issued in a polficing on October 10, 2012
and are carried at cost. The fair value of the Camyjs outstanding 7.375% Notes Due 2019 was apmately $42 million
and $41 million at December 31, 2013 and 2012.falevalue was determined based on the averagedafative bid and offer
pricing for the 7.375% Notes Due 2019.

The Facility

In February 2012, the Company entered into a NoteHase Agreement, under which it was able to ohtpito $30 million
in financing (the “Facility”). The Facility was teinated on November 4, 2013, and remaining unageartcapitalized costs of
approximately $203,000 were written off and arduded in the Realized Losses on Extinguishmeni3atift in the Statement
of Operations.

For the years ended December 31, 2013 and 2012sh&xpense related to the Facility was $123,0@0$4.18,000,
respectively.

KCAP Senior Funding I, LLC (Debt Securitization).

On June 18, 2013, Company completed the sale eEmota $140,000,000 debt securitization finantiagsaction. The
notes offered in this transaction (the “KCAP Serianding | Notes”) were issued by KCAP Senior Fagdi LLC, a newly
formed special purpose vehicle (the “Issuer”), ok KCAP Senior Funding | Holdings, LLC, a wholbyvned subsidiary of
the Company (the “Depositor”), owns all of the Sraioated Notes, and are backed by a diversifietfgmr of bank loans. The
indenture governing the KCAP Senior Funding | Natestains an event of default that is triggerethinevent that certain
coverage tests are not met.

The secured notes (the “KCAP Senior Funding | Sstivotes”) were issued as Class A-1 senior sedloatihg rate notes
which have an initial face amount of $77,250,008,rated AAA (sf)/Aaa (sf) by Standard & Poor’s Rgs Services and
Moody’s Investors Service, Inc., respectively, &edr interest at the three-month LIBOR plus 1.50%ss B-1 senior secured
floating rate notes which have an initial face antaf $9,000,000, are rated AA (sf)/Aa2 (sf) byrtard & Poor’s Ratings
Services and Moody'’s Investors Service, Inc., repely, and bear interest at three-month LIBORsBL25%, Class C-1
secured deferrable floating rate notes which havaitial face amount of $10,000,000, are rateds®A2 (sf) by Standard &
Poor’'s Ratings Services and Moody'’s Investors $erdnc., respectively, and bear interest at timeath LIBOR plus 4.25%,
and Class D-1 secured deferrable floating ratesnatéch have an initial face amount of $9,000,@0@,rated BBB (sf)/Baa2
(sf) by Standard & Poor’s Ratings Services and M&othvestors Service, Inc., respectively, and bietarest at three-month
LIBOR plus 5.25%. The Depositor retained all of subordinated notes of the Issuer (the “KCAP SeRiording |
Subordinated Notes”), which have an initial faceoant of $34,750,000. The KCAP Senior Funding | Sdbated Notes do
not bear interest and are not rated. Both the KSARior Funding | Secured Notes and the KCAP Séniading |
Subordinated Notes have a stated maturity on timeat date occurring in July, 2024, and are sultigeattwo year non-call
period. The Issuer has a four year reinvestmenbgerhe stated interest rate re-sets on a quattedis based upon the then-
current level of the benchmark three-month LIBOR.
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As part of this transaction, the Company enteréal édmaster loan sale agreement with the Depaaitdithe Issuer under
which the Company sold or contributed certain baaks to the Depositor, and the Depositor sold so&hs to the Issuer in
exchange for a combination of cash and the issuainttee KCAP Senior Funding | Subordinated Noteth®Depositor.

In connection with the issuance and sale of the RG&nior Funding | Notes, the Company has mademasy
representations, warranties and covenants in tfrehpse agreement by and between the Company, phesbar, the Issuer and
Guggenheim Securities, LLC, which served as th@lrpurchaser of the KCAP Senior Funding | Secuetes. The KCAP
Senior Funding | Secured Notes are the securedatliins of the Issuer, and an indenture goverriedCAP Senior Funding
I Notes includes customary covenants and everdsfaiult. The KCAP Senior Funding | Notes were sold private placement
transaction and have not been, and will not bestegd under the Securities Act of 1933, as antnoleany state “blue sky”
laws and may not be offered or sold in the Unitetes absent registration with the Securities arch&nge Commission or an
applicable exemption from registration.

The Company will serve as collateral manager tddkeer under a collateral management agreemeidhwbntains
customary representations, warranties and covenantier the collateral management agreement, thep@oy will perform
certain investment management functions, inclugdimgervising and directing the investment and reitnaent of the Issuer’s
assets, as well as perform certain administratieeaalvisory functions.

In addition, because each is a consolidated suargijdhe Company did not recognize any gain or ¢osthe transfer of any
of our portfolio assets to such vehicles in conieactvith the issuance and sale of the KCAP Senimding | Notes.

As of December 31, 2013, there were 52 investmamisrtfolio companies with a total fair value gfoximately $137
million, collateralizing the secured notes of tesuer. At December 31, 2013, there were unamoriise@nce costs of
approximately $3.6 million included in other assetsd unamortized original issue discount, (“OlBdsts of approximately
$3.1 million included in liabilities in the accompang balance sheet. The pool of loans in the $zatfon must meet certain
requirements, including asset mix and concentratioliateral coverage, term, agency rating, mininagapon, minimum
spread and sector diversity requirements.

For the year ended December 31, 2013, intereshegp@cluding the amortization of deferred desu@nce costs and the
discount on the face amount of the notes was appetgly $1.8 million consisting of stated interegpense of approximately
$1.3 million, accreted discount of approximate 38200 and amortization deferred debt issuance cbstpproximately
$276,000. As of December 31, 2013 the stated istterearged under the securitization was based wardithree month
LIBOR, which was 0.24%. The classes, stated inteatss, spread over LIBOR, and annual stateddsterxxpense are as
follows:

Stated LIBOR Stated
Interest Rate Spread Interest Expense
@ (basis points) @
KCAP Senior Funding LLC Class A-1 Notes 1.74% 15C $ 488,97t
KCAP Senior Funding LLC Class B-1 Notes 3.4% 32t 111,65t
KCAP Senior Funding LLC Class C-1 Notes 4.4% 42F 158,78
KCAP Senior Funding LLC Class D-1 Notes 5.4% 52t 174,15¢

Total $ 933,57:

(1) Stated Interest Rate and Stated Interest Expsitisvary based upon prevailing 3 month LIBORcéshe reset date.

F-41




TABLE OF CONTENTS

KCAP Financial, Inc.

NOTES TO FINANCIAL STATEMENTS
6. BORROWINGS - (continued)

Description Class A-1 Notes Class B-1 Notes Class C-1 Notes Class D-1 Notes
Type Senior Secured  Senior Secured Secured Deferrable Secured Deferrable
Floating Rate Floating Rate Floating Rate Floating Rate
Amount Outstanding $77,250,000 $9,000,000 $10,000,000 $9,000,000
Moody’s Rating(sf) “Aaa” “Aa2” “A2” “Baa2”
Standard & Poor’s “AAA” “AA” “A” “BBB”
Rating(sf)
Interest Rate LIBOR +1.50% LIBOR +3.25% LIBOR + 4.25% LIBOR + 5.25%
Stated Maturity July, 2024 July, 2024 July, 2024 July, 2024
Junior Classes B-1, C-1,D-1 C-1,D-1 D-1 and Subordinated

and Subordinated and Subordinated Subordinated
As of December 31, 2013

Carrying Fair

Principal Amount Value Value
KCAP Senior Funding LLC Class A-1 Notes $ 77,250,00 $ 74,999,93 $ 75,898,12
KCAP Senior Funding LLC Class B-1 Notes 9,000,001 8,737,85! 8,685,001
KCAP Senior Funding LLC Class C-1 Notes 10,000,00 9,708,72! 9,550,001
KCAP Senior Funding LLC Class D-1 Notes 9,000,001 8,737,85! 8,550,001
Total $ 105,250,00 $102,184,37 $ 102,683,12

Fair Value of KCAP Senior Funding-1.The Company carries the KCAP Senior Funding-ledatt cost, net of discount of
$3,065,627. The fair value of the KCAP Senior Fagedi Notes was approximately $102.7 million at Daber 31, 2013. The
fair values were determined based on third padicative values.

7. DISTRIBUTABLE TAXABLE INCOME

Effective December 11, 2006, the Company electdzbttieated as a RIC under the Code and adoptedentber 31 tax-
calendar year end. As a RIC, the Company is ngesuto federal income tax on the portion of iteafale income and gains
distributed currently to its stockholders as adivid. The Company’s quarterly dividends, if ang, @gtermined by the Board
of Directors. The Company anticipates distributatdgeast 90% of its taxable income and gains, withe Subchapter M rules,
and thus the Company anticipates that it will meur any federal or state income tax at the RI€lleAs a RIC, the Company
is also subject to a federal excise tax based sirilalitive requirements of its taxable income aakendar year basis (e.g.,
calendar year 2013). Depending on the level ofttexeacome earned in a tax year, the Company magsehto carry forward
taxable income in excess of current year distrimgiinto the next tax year and pay a 4% excisetnasuch income, to the
extent required. The Company anticipates timelfriistion of its taxable income within the tax rsjeand the Company
anticipates that it will not incur a US federal isectax for the calendar year 2013.
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7. DISTRIBUTABLE TAXABLE INCOME - (continued)

The following reconciles net increase in net assegslting from operations to taxable income far years ended December
31, 2013 and 2012:

Year Ended December 31,

2013 2012

Net increase in Stockhold’ Equity resulting from operations $17,222,97  $ 26,125,77
Net change in unrealized (appreciation) from inwvesits (894,64) (5,268,33)
Excess capital losses over capital gains 12,627,31 3,232,97!
Income not on GAAP books currently taxable 170,73: 81,36¢
Income not currently taxable (91,359 (69,539
Expenses not currently deductible 261,12¢ (628,329
Taxable income before deductions for distributions $29,296,14  $ 23,473,91
Taxable income before deductions for distributipasweighted

average shares for the period $ 091 $ 0.9C

Tax-basis taxable income differs from net incrg@eerease) in net assets resulting from operapigngarily due to: (1)
unrealized appreciation (depreciation) on investsias investment gains and losses are not includaa-basis taxable
income until they are realized; (2) amortizatiordisficount on CLO Fund securities; (3) amortizatiborganizational costs; (4)
non-deductible expenses; (5) stock compensatioaresepthat is not currently deductible for tax psgm (6) excess of capital
losses over capital gains; and (7) recognitiomtsdriest income on certain loans.

Distributions which exceed tax distributable incoftax net investment income and realized gairsnyf) are reported as
distributions of paid-in capitali(e., return of capital). The tax character of disttibns paid during the years ended December
31, 2013, 2012, and 2011 was as follows:

Year Ended December 31,

2013 2012 2011

Distributions paid from
Ordinary income $ 29,296,14 $ 23,473,91 $ 15,890,80
29,296,14 23,473,91 15,890,80
Return of Capital 5,864,99: 1,334,911 (114,46))
Total $ 35161,13 $ 24,808,83 $ 15,776,33

As of December 31, 2013 and 2012, the componergs@fmulated earnings on a tax basis were as fallow
Year Ended December 31,

2013 2012
Distributable ordinary income $ 1,223,060 $ 1,563,56
Capital loss carryforward 66,361,70 53,734,39
Net unrealized depreciatic (45,607,92) (46,502,57)

At December 31, 2013, the Company had a net cdpgslcarryforward of $66 million to offset net dapgains, to the
extent provided by federal tax law. The capitasloarryforward will begin to expire in the tax yesrding December 31, 2015.

F-43




TABLE OF CONTENTS

KCAP Financial, Inc.

NOTES TO FINANCIAL STATEMENTS

7. DISTRIBUTABLE TAXABLE INCOME - (continued)

The Company adopted Financial Accounting StandBaodsd ASC Topic 740 Accounting for Uncertainty icdbme Taxes
(“ASC 740") as of January 1, 2007. ASC 740 provigeglance for how uncertain tax positions shouldde®gnized,
measured, presented, and disclosed in the finasteiEdments. ASC 740 requires the evaluation optesitions taken or
expected to be taken in the course of preparin@timpany’s tax returns to determine whether thetssitions are “more-
likely-than-not” of being sustained by the applieatax authority. The Company recognizes the tarefits of uncertain tax
positions only where the position is “more likelhah not” to be sustained assuming examinationsbgpughorities.
Management has analyzed the Company’s tax positimtshas concluded that no liability for unrecagditax benefits should
be recorded related to uncertain tax positionsrtakereturns filed for open tax years (the lagtehiiscal years) or expected to
be taken in the Company’s current year tax refline Company identifies its major tax jurisdictiasU.S. Federal and New
York State, and the Company is not aware of anytssitions for which it is reasonably possible tiat total amounts of
unrecognized tax benefits will change materiallyhia next 12 months. Management'’s determinatiogarding ASC 740 may
be subject to review and adjustment at a later loladed upon factors including, but not limitedae ,ongoing analysis of tax
laws, regulations and interpretations thereof.

8. COMMITMENTS AND CONTINGENCIES

The Company is a party to financial instrumentwitf-balance sheet risk in the normal course aifess in order to meet
the needs of the Company’s investment in portfotimpanies. Such instruments include commitmengstend credit and may
involve, in varying degrees, elements of credk iisexcess of amounts recognized on the Compdrajance sheet. Prior to
extending such credit, the Company attempts td lisicredit risk by conducting extensive due dilige, obtaining collateral
where necessary and negotiating appropriate finhnovenants. As of December 31, 2013 and DeceBihe2012, the
Company had no commitments. As of December 31, 208i3December 31, 2012, the Company had no outstand
commitment to make investments in delayed drawosesgicured loans.

9. STOCKHOLDERS' EQUITY

During the years ended December 31, 2013 and Dexre®ibh 2012, the Company issued 71,381 and 76/20@s,
respectively, of common stock under its divideridvestment plan. For the year ended December 313,208e Company
issued 245,741 shares of restricted stock, no shegee forfeited, and 5,000 shares were vestedzeDbruary 14, 2013, the
Company completed a public offering of 5,232,508rek of common stock, which included the undervitieill exercise of
their option to purchase up to 682,500 shares wincon stock, at a price of $9.75 per share. In catjan with this offering,
the Company also sold 200,000 shares of commok sce member of its Board of Directors, at a po€&9.31125 per share,
raising approximately $1.9 million in gross procee@n April 4, 2013, approximately $9 million oktlCompany’s 8.75%
Convertible Notes were converted at a price bamispare of $8.159 into 1,102,093 shares of KCARmon stock. The total
number of shares of the Company’s common stocletsand outstanding as of December 31, 2013 wa83323, and the
total number of shares issued and outstanding Becgémber 31, 2012 was 26,470,408.

10. EQUITY INCENTIVE PLAN

During 2006 and as amended in 2008, the Compaabplesdted the equity incentive plan, (the “Equitgéntive Plan”) and
reserved 2,000,000 shares of common stock formsguander the Equity Incentive Plan. The purposeeEquity Incentive
Plan is to provide officers and prospective empésyef the Company with additional incentives angnathe interests of its
employees with those of its shareholders. Optioaatgd under the Equity Incentive Plan are exeotésat a price equal to the
fair market value (market closing price) of thergiseon the day the option is granted. Restricteckggranted under the Equity
Incentive Plan is granted at a price equal to #irenharket value (market closing price) of the skawn the day such restricted
stock is granted.
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10. EQUITY INCENTIVE PLAN — (continued)
Stock Options

On June 10, 2011, the Company’s shareholders appriine Amended and Restated Non-Employee Diretdor (Ehe
“Non-Employee Director Plan”). Accordingly, the arad grant of 20,000 options to non-employee dinexck@as been
discontinued and replaced with an annual grant@J@shares of restricted stock as partial anmrapensation for the services
of the non-employee directors.

Information with respect to options granted, ex@diand forfeited under the Equity Incentive Ptartlie period January 1,
2011 through December 31, 2013 is as follows:

Weighted Average

BT roanatem ok Vabe
Shares Share (years) @

Options outstanding at January 1, 201 60,00( $ 7.2¢
Granted — 3 —
Exercised — 3 =
Forfeited — % —
Options outstanding at December 31,

2012 60,00 $ 7.2¢
Granted — 3 —
Exercised (10,000 $ —
Forfeited — % —
Outstanding at December 31, 2013 50,00 $ — 54 $ 127,60(
Total vested at December 31, 2013 50,00 $ 7.72 5.4

(1) Represents the difference between the markeé vd shares of the Company upon exercise of pierss at December 31,
2013 and the cost for the option holders to exeritis options.

The Company uses a Binary Option Pricing Model (Aoa, call option) to establish the expected valiiall stock option
grants. For the years ended December 31, 2013G#ItAe Company recognized no non-cash compensatfmnse related to
stock options. For the year ended December 31,,28&XCompany recognized non-cash compensatiomsgpelated to stock
options of approximately $8,000. At December 311,2@he Company had no remaining compensationretzged to unvested
stock-based awards.

Restricted Stock

On June 10, 2011, the Company'’s shareholders appritne Non-Employee Director Plan, and the Boar@iadctors
approved the grant of awards of 4,000 shares tictesl stock to the non-employee directors of@oepany as partial annual
compensation for their services as director. Suddrds of restricted stock will vest as to 50% & #hares on the grant date
and the remaining 50% of the shares on the finsivansary of the grant date.

On June 15, 2012, 5,000 shares of restricted steck awarded to the Company’s Board of Directdd$s ®f such awards
vested on the grant date, and 50% vested on 8tafiniversary of the grant date.

During 2012, the Company'’s Board of Directors apprbgrants of 29,757 shares of restricted sto@tployees of the
Company as partial compensation for their servis@%o of such shares will vest on the third anniagref the grant date and
the remainder will vest on the fourth anniversaryhe grant date.
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10. EQUITY INCENTIVE PLAN - (continued)

On May 5, 2013, the Company’s Board of Directorgraped the grant of 240,741 shares of restrictecksto the
employees of the Company as partial compensatiotinéir services. Such awards of restricted stoilkvest as to 50% of the
shares on the third anniversary of the grant dadietlze remaining 50% of the shares on the fourttivensary of the grant date.

On June 14, 2013, 5,000 shares of restricted steck awarded to the Company’s Board of DirectosshSawards, of
restricted stock vest as to 50% of the shares®gtéint date and the remaining 50% of the sharéiseofirst anniversary of the
grant date.

During the year ended December 31, 2013, 5,00@stadrestricted stock vested. As of December B132after giving
effect to these restricted stock awards, there @998 shares of restricted stock outstandirfgrimation with respect to
restricted stock granted, exercised and forfeitedeu the Plan for the period January 1, 2011 thrddgcember 31, 2013 is as
follows:

Non-Vested
Restricted
Shares

Nonr-vested shares outstanding at January 1, 2012 327,33¢
Granted 34,75
Vested (97,07
Forfeited (232,769
Nonr-vested shares outstanding at December 31, 2012 32,25’
Granted 245,74:
Vested (5,000
Outstanding at December 31, 2013 272,99¢
Total non-vested shares at December 31, 2013 272,99¢

For the year ended December 31, 2013, non-cashezmafion expense related to restricted stock warmrimately
$526,000; of this amount approximately $273,000 ewqeensed by the Company and approximately $253y@80a
reimbursable expense allocated to the Asset Marisfjkates. For the year ended December 31, 2@ib2-cash compensation
expense related to restricted stock was approxijndt7,000; of this amount approximately $416,0&% expensed by the
Company and approximately $21,000 was a reimbugsstpense allocated to the Asset Manager Affilidtes the year ended
December 31, 2011, non-cash compensation expeased¢o restricted stock was approximately $77&, @ this amount
approximately $677,000 was expensed by the Comaadyapproximately $89,000 was a reimbursable expaligcated to the
Asset Manager Affiliates.

Dividends are paid on all outstanding shares dfiotsd stock, whether or not vested. In genetayas of unvested
restricted stock are forfeited upon the recipietaisnination of employment. At December 31, 2018 2012, the Company
had approximately $1.1 million and $190,000 of tat@recognized compensation cost related to notedeshare-based awards,
respectively. That cost is expected to be recognizer a weighted average period of 3.3 years.

11. OTHER EMPLOYEE COMPENSATION

The Company adopted a 401(k) plan (“401K Plan"geffe January 1, 2007. The 401K Plan is openl tolatime
employees. The 401K Plan permits an employee tr@eportion of their total annual compensatioriaifhe Internal Revenue
Service annual maximum based on age and eligibiling Company makes contributions to the 401K Bfaup to 2% of the
Internal Revenue Service’s annual maximum eligilolmpensation, which fully vests at the time of cittion. For the years
ended December 31, 2013, 2012, and 2011, the Conmpade contributions to the 401K Plan of approxatya$50,000,
$34,000 and $23,000, respectively.
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11. OTHER EMPLOYEE COMPENSATION - (continued)

The Company has also adopted a deferred compemgddio (“Profit-Sharing Plan”) effective January2007. Employees
are eligible for the Profit-Sharing Plan providedttithey are employed and working with the Comparparticipate in at least
100 days during the year and remain employed #sedhst day of the year. Employees do not makéribotions to the Profit-
Sharing Plan. On behalf of the employee, the Compaeay contribute to the Profit-Sharing Plan 1) a810% of all
compensation up to the Internal Revenue Servicaamaximum and 2) up to 5.7% excess contribut@nany incremental
amounts above the social security wage base lionitaind up to the Internal Revenue Service annaaimum. Employees
vest 100% in the Profit-Sharing Plan after fivergeaf service. For the years ended December 313,2@12, and 2011, the
Company made contributions of approximately $180,8139,000 and $139,000 to the Profit-Sharing Riespectively.

12. SELECTED QUARTERLY DATA (Unaudited)

Q12013 Q22013 Q32013 Q4 2013

Total interest and related portfolio income $11,393,83 $11,234,34 $12,645,03 $ 12,992,93
Net investment incom $ 6,946,351 ¢ 6,581,51: $ 7,570,700 $ 7,857,06
Net increase (decrease) in net assets resi

from operations $ 7,213,28 $ 8,528,82 $ (92,779 $ 1,573,64
Net increase in net assets resulting fi

operations per share — basic $ 0.2t $ 0.2¢ $ - $ 0.0t
Net increase in net assets resulting fi

operations per share — diluted $ 024 % 028 $ —  $ 0.0t
Net investment income per shi— basic $ 024 % 0.2 $ 0.2: $ 0.2¢
Net investment income per sh— diluted $ 0.2: $ 0.2C $ 02z $ 0.2:

Q12012 Q22012 Q32012 Q4 2012

Total interest and related portfolio income $ 7,401,541 $ 9,481,60. $10,353,93 $ 11,346,78
Net investment incom $ 3,639,28 $ 6,003,821 $ 7,133,090 $ 7,314,21
Net increase in net assets resulting fi

operations $ 576,65t $1,617,45 $ 9,368,39° $ 14,563,27
Net increase in net assets resulting fi

operations per share — basic and diluted $ 0.0z $ 0.0¢ $ 0.3t $ 0.5¢
Net increase in net assets resulting fi

operations per share — diluted $ 0.0z $ 0.0¢ $ 0.3t $ 0.5¢
Net investment income per shi— basic $ 0.1t $ 0.2 % 0271 $ 0.2¢
Net investment income per sh— diluted $ 0.1t $ 0.2z % 027 $ 0.2¢

13. SUBSEQUENT EVENTS

The Company has evaluated events and transacticnsrimg subsequent to the balance sheet dateagrblger 31, 2013
for items that should potentially be recognizedlisclosed in these financial statements. Managehsentetermined that there
are no material subsequent events that would requijustment to or disclosure in those financiteshents.

F-47




TABLE OF CONTENTS

INDEX TO OTHER FINANCIAL STATEMENTS AND FINANCIAL S TATEMENT SCHEDULES
ASSET MANAGER AFFILIATES

Report of Independent Certified Public Accountants S-2
Combined Balance Sheets as of December 31, 201Becember 31, 2012 S-3
Combined Statements of Operations for the yearscebBeécember 31, 2013, December 31, 2012 a

December 31, 2011 S4
Combined Statements of Changes in Member’'s Eqaityhie years ended December 31, 2013,

December 31, 2012, and December 31, 2011 S5
Combined Statements of Cash Flows for the yearsceBétcember 31, 2013, December 31, 2012,

December 31, 2011 S6
Notes to Combined Financial Stateme S-7

KATONAH 2007-I CLO LTD.

Report of Independent Certified Public Accountants S-23
Statement of Net Assets as of December 31, 2013 S-24
Statement of Operations for the year ended DeceBhet013 S-25
Statement of Changes in Net Assets for the yeagckbdcember 31, 2013 S-26
Statement of Cash Flows for the year ended DeceB81het013 S-27
Schedule of Investment as of December 31, 2013 S-28
Notes to Combined Financial Stateme S-46

KATONAH X CLO LTD.

Report of Independent Certified Public Accountants Sb5
Statement of Net Assets as of December 31, 2013 S-56
Statement of Operations for the year ended DeceBihe2013 Sb57
Statement of Changes in Net Assets for the yeagckebdcember 31, 2013 S58
Statement of Cash Flows for the year ended Dece81he2013 S59
Schedule of Investment as of December 31, 2013 S-60
Notes to Combined Financial Stateme S-69

IMPORTANT NOTE

In accordance with certain SEC rules, KCAP Findnbig. (the “Company”) is providing additional mimation regarding
the following three portfolio companies: KatonahbbAdvisers, L.L.C., Trimaran Advisors, L.L.C. (tattively the Asset
Manager Affiliates), Katonah 2007-1 CLO Ltd and Kaah X CLO Ltd. The Company owns 100% of the equitgrests in the
Asset Manager Affiliates, 100% of the Preferredr8han Katonah 2007-1 CLO Ltd, and 33.3% of thed®dimated Securities
in Katonah X CLO Ltd. However, pursuant to SEC sukhe Company does not consolidate portfolio compavestments,
including those in which it has a controlling irget. As a result, the additional financial inforioatregarding these entities
does not directly impact the Company’s financiadipon, results of operations or cash flows.
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Board of Directors and Shareholders of
KCAP Financial, Inc.

We have audited the accompanying combined finasta&ments of Asset Manager Affiliates, which casgthe
combined balance sheets as of December 31, 2013043 and the related combined statements of tipesachanges in
member’s equity, and cash flows for each of thedhyears in the period ended December 31, 2013hanglated notes to the
financial statements.

Management’s responsibility for the financial statenents

Management is responsible for the preparation aimgfesentation of these combined financial stateémin accordance
with accounting principles generally accepted i thnited States of America,; this includes the desigplementation, and
maintenance of internal control relevant to thepration and fair presentation of combined finarsti@ements that are free
from material misstatement, whether due to fraueroor.

Auditor’s responsibility

Our responsibility is to express an opinion on ¢hesmbined financial statements based on our avi#gsconducted our
audits in accordance with auditing standards gdigexrecepted in the United States of America. Thetsmdards require that we
plan and perform the audit to obtain reasonablerasse about whether the combined financial statésrare free from
material misstatement. An audit involves performimgcedures to obtain audit evidence about the ata@nd disclosures in
the combined financial statements. The procedwlested depend on the auditor’'s judgment, includiregassessment of the
risks of material misstatement of the combinedrfaial statements, whether due to fraud or errom#king those risk
assessments, the auditor considers internal caeletant to entity’s preparation and fair prestotaof the combined financial
statements in order to design audit proceduresatieappropriate in the circumstances, but noth@ipurpose of expressing an
opinion on the effectiveness of the entity’s intdrecontrol. Accordingly, we express no such opinién audit also includes
evaluating the appropriateness of accounting msicsed and the reasonableness of significant miiegestimates made by
management, as well as evaluating the overall ptasen of the combined financial statements.

We believe that the audit evidence we have obtamedfficient and appropriate to provide a basisolur audit opinion.
Opinion

In our opinion, the combined financial statemeptsmred to above present fairly, in all materiapects, the financial
position of Asset Manager Affiliates as of Decem®&r 2013 and 2012, and the results of their oeraand their cash flows
for each of the three years in the period endec&®éer 31, 2013 in accordance with accounting plasigenerally accepted
in the United States of America.

/sl GRANT THORNTON LLP

New York, New York
March 12, 2014
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ASSET MANAGER AFFILIATES

COMBINED BALANCE SHEETS

ASSETS

Investments of CLO Funds at fair value
Cash

Restricted cash of CLO Funds
Accrued interest receivable

Receivable for open trades

Deferred tax asset

Intangible assets

Other assets

Total assets

LIABILITIES

CLO Fund liabilities at fair value

Accrued interest payable

Payable for open trades

Accounts payable and accrued expenses
Due to affiliates

Total liabilities

MEMBER'S EQUITY

Member's contributions

Accumulated (deficit)

Total Asset Manager Affiliates equity

Appropriated retained earnings of Consolidated afde Interest

Entities
Total member's equity

Total liabilities and member's equity

As of December 31,
2013

As of December 31,
2012

$2,964,229,08
7,499,27.
278,813,92
7,687,35
5,968,71.
2,567,19.
32,066,26
978,26

$ 3,255,805,44
5,999,90:
533,222,26
10,221,24
4,242,93
1,108,44:
35,608,30
1,089,24.

$ 3,299,810,06

$ 3,847,297,78

$3,079,835,71

$ 3,459,529,71

16,254,47 11,886,20
50,056,64 224,409,79
7,507,91 3,090,26.
23,000,00 —
3,176,654,74 3,698,915,97
51,984,11 51,754,92
(13,129,01) (8,244,10)
38,855,09 43,510,81
84,300,22 104,870,99
123,155,32 148,381,81

$ 3,299,810,06

$ 3,847,297,78

See accompanying notes to combined financial staitsn
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ASSET MANAGER AFFILIATES

COMBINED STATEMENTS OF OPERATIONS

For the Years Ended December 31,

2013

2012

2011

Income
Interest income — investments of CLO Funds $125,889,87  $128,287,57 $ 68,772,35
Interest income — cash and time deposits 332,77! 280,54t 72,37
Management fees — — 448,791
Fee income 8,489,80! 5,268,64 3,769,88
Other income 92,62+ 75,30: 7,231

Total income 134,805,08 133,912,06 73,070,63
Expenses
Interest expense of CLO Fund liabilities 107,760,91 113,547,09 55,650,28
Other interest expense 627,90: 185,00( —
Compensation 8,384,97. 7,491,01 5,399,45
Insurance 513,02 526,34 469,08
Professional fees 10,009,08 10,134,95 990,30
Administrative and other 6,014,31 4,680,28. 1,429,83
Trustee fees 948,89¢ 896,49 540,68:

Total expenses 134,259,11 137,461,19 64,479,64
Net realized and unrealized Ic (13,899,20) (92,034,32) (41,726,39)
Net loss before tax (13,353,23) (95,583,44) (33,135,40)
Income tax benefit (657,339 (350,95() (221,314
Net loss (12,695,89) (95,232,49) (32,914,08)
Net loss attributable to noncontrolling interest

consolidated Variable Interest Entities (20,570,76) (98,395,67) (33,665,29)

Net income attributable to Asset Manager Affilia $ 787486 $ 3,163,17. $ 751,211

See accompanying notes to combined financial staitsn
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ASSET MANAGER AFFILIATES

COMBINED STATEMENTS OF CHANGES IN MEMBER'S EQUITY

Appropriated
Retained Earnings
(Deficit) of
Member's Accumulated Variable Interest Total Member's
Contributions Earnings (Deficit) Entities Equity

Total at December 31, 2010 $12,112,65 $ (5,548,487 $129,510,56 $136,074,73
Net income — 751,21: — 751,21:
Contributions 855,24: — — 855,24
Distributions (34,640 (1,910,00) — (1,944,64)
Net loss classified to appropriat

retained earnings — — (33,665,29) (33,665,29)
Total at December 31, 2011 12,933,25 (6,707,27€ 95,845,26 102,071,25
Adoption of guidance now

encompassed in ASC Topic 810 — — 107,421,39 107,421,39
Net income — 3,163,17. — 3,163,17.
Distributions — (4,700,00i) — (4,700,00i)
Contributions 38,821,66 — — 38,821,66
Net loss classified to appropriat

retained earnings — — (98,395,67) (98,395,67)
Total at December 31, 2012 51,754,92 (8,244,102 104,870,99 148,381,81
Net income — 7,874,86! — 7,874,86!
Distributions — (12,759,78) — (12,759,78)
Contributions 229,19¢ — — 229,19t
Net loss classified to appropriat

retained earnings — — (20,570,76) (20,570,76)
Total at December 31, 2013 $51,984,11  $(13,129,017 $ 84,300,22 $123,155,32

See accompanying notes to combined financial staitsn
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ASSET MANAGER AFFILIATES

COMBINED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES:

Net loss attributable to Asset Manager
Affiliates

Net loss attributable to Variable Interest
Entities

Adjustments to reconcile net income to net cash
provided by operating activities:

Net change in deferred tax ass
Net realized and unrealized Ic
Changes in operating assets and liabilities:

Decrease (increase) in accrued management
fees

Decrease (increase) in accrued interest
receivable

Decrease (increase) in other accounts receivable
Amortization of intangible assets

Decrease (increase) in other assets

Increase (decrease) in accounts payable and accrue

expenses
Increase (decrease) in accrued interest expense

Net cash provided by (used in) operat
activities

Investing activities:

Acquisition of Trimaran Advisors L.L.C.

Change in Investments:

Purchase of investments

Proceeds from sale and redemption of investments
Decrease in receivable for open trades

Increase (decrease) in payable for open trades
Issuance of CLO Fund Liabilities

Net cash provided by (used in) investing activi
Financing Activities:

Payment for acquisition of Trimaran Advisors, L.L.C
Member's contributions

Member's distributions

Dividends paid in cash

Repayments of Debt

Net cash provided by (used in) financi
activities

Years Ended December 31,

2013

2012

2011

Asset Manager

CLO Restricted

Asset Manager CLO Restricted

Asset
Manager

CLO Restricted

Affiliates Cash Cash Affiliates Cash Cash Affiliates Cash Cash
$ 7,874,87 — $ 3,163,17. % — $ 751,21 % —
— (20,570,76) — (98,395,67) — (33,665,29)
(1,458,74) — (725,100) — (565,93) —
— 13,899,20 — 92,034,32 1,808,521 39,917,87
(672,200 672,20( (997,58 997,58 190,82t 7,69¢
— 2,533,89. 8 (2,155,66) (23) (96,877)
(755) — — — — —
3,542,03 — 2,951,69: — — —
(22,639,18) 22,750,92 (647,78Y) 280,98 78,19( (131,130)
27,374,15 43,50( 328,89( 11,47¢ 444,25; (29,284
— 4,368,26: — 4,209,31I — 1,445,87
14,020,17 23,697,20 4,073,30. (3,017,66) 2,707,05. 7,448,85.
13,000,00

—  (1,279,323,34) — (962,709,46) —  (836,925,08)

— 1,571,177,63 — 1,136,048,11 250,00( 781,798,80

— (1,725,77) — (4,242,93) — —
— (174,353,15) — 208,955,16 — (16,781,19)

— 465,000,00 — — — —
— 580,775,36 13,000,00 378,050,87 250,00( (71,907,48)
— (13,000,00)

229,19¢ — 261,66: — 855,24: —

— — — — (34,64() —
(12,750,00) — (4,700,001 — (1,910,001 —
— (858,880,91) — 86,300,91 — (1,200,001
(12,520,80) (858,880,91) (17,438,33) 86,300,91 (1,089,39) (1,200,001)




CASH, BEGINNING OF YEAR 5,999,90: 533,222,26 6,364,93! 71,888,14 4,497,28. 137,546,77
CASH, END OF YEAR $ 749927 $ 278,813,92 $ 5,999,90. $ 533,222,26 $6,364,93° $ 71,888,14

Supplemental Information:
Cash paid for interest $ $ 103,392,65 $ $ 109,337,788 $ 54,204,40
Cash paid for taxes $ 432,500 $ $ 470,000 $ $  40,50(

In conjunction with the acquisition of Trimaran Aders in 2012, KCAP Financial, Inc. issued 3.6 imillshares of its
common stock, as follows:

Fair value of assets acquired $ 38,600,00
Cash paid for equity interests (13,000,00)

Common stock issued $ 25,600,00

See accompanying notes to combined financial stitsn
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1. ORGANIZATION

Katonah Debt Advisors, L.L.C. (“Katonah Debt Advis)), a registered investment adviser under thestment Company
Act of 1940 (“the IA Act of 1940"), is a wholly-oved portfolio company of KCAP Financial, Inc. (“KCARnancial”, the
“Company”), which is an internally managed, noneadsified closed-end publicly traded investment canypthat is regulated
as a business development company (“BDC") undehirestment Company Act of 1940 (the “1940 Act”atinah Debt
Advisors manages collateralized loan obligatiordfi(fCLO Funds”) which invest in broadly syndicatedns, high-yield
bonds and other credit instruments. On Februarg@92, KCAP Financial, through its newly formed Wi@wned subsidiary
Commodore Holdings LLC purchased Trimaran Advisbrk,C. (“Trimaran Advisors”), a new registered @stment adviser
and CLO manager similar to Katonah Debt Advisoiih @ssets under management of approximately $liénbfor total
consideration of $13.0 million in cash and 3,600,8Bares of KCAP Financial's common stock. Conterapeous with the
acquisition of Trimaran Advisors, KCAP Financiabaaed from Trimaran Advisors equity interests @rtain CLO Funds
managed by Trimaran Advisors for an aggregate @sesiprice of $12.0 million in cash. As of Decentkikr2013, Katonah
Debt Advisors and Trimaran Advisors are KCAP Finate only wholly-owned portfolio companies (coltaely, the “Asset
Manager Affiliates”) and have approximately $3.Ritm of par value assets under management. KatBedh Advisors and
Trimaran Advisors are each managed independemtty CAP Financial by a separate management teamAShet Manager
Affiliates provide investment management service€ltO Funds, making day-to-day investment decisammserning the
assets of the CLO Funds. The Asset Manager Afiialo not have any investment interests in the Eu@ls they manage;
however, KCAP Financial holds investments in aiparbf the securities issued by the CLO Funds meddxy the Asset
Manager Affiliates.

All of the CLO funds managed by the Asset Managfditidtes are considered to be variable interesities (“VIES”) for
which the Asset Manager Affiliates are the primbepeficiary and, as a result, are required to lbsaalated into the financial
statements of the Asset Manager Affiliates as dised in Note 3 — CLO Funds. The CLO funds consitlezde VIEs are as
follows: KATONAH VII CLO LTD.; KATONAH VIII CLO LTD .; KATONAH IX CLO LTD.; KATONAH X CLO LTD.;
KATONAH 2007-1 CLO LTD.; TRIMARAN CLO IV LTD.; TRIMARAN CLO V LTD.; TRIMARAN CLO VI LTD,;
TRIMARAN CLO VII LTD.; CATAMARAN CLO 2012-1 LTD, CATAMARAN CLO 2013-1 LTD, and CATAMARAN CLO
2014-1, LTD.

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting and Combination

In the opinion of management, the combined findrat&tements reflect all adjustments, consistingasfal recurring
accruals, which are necessary for the fair prefientaf the financial condition and results of cg@ns for the periods
presented. All significant intercompany transaaidmalances, revenues and expenses are elimirateccambination. Certain
prior-year amounts have been reclassified to camtorthe current year presentation. Furthermoereptieparation of the
financial statements requires management to makéfisant estimates and assumptions including éiirevialue of investments
that do not have a readily available market vafetual results could differ from those estimates] ¢he differences could be
material.

The combined financial statements have been prépai@cordance with U.S. GAAP (“Accounting Pridefp Generally
Accepted in the United States”) and include tharirial statements of the Asset Manager Affiliated any VIEs required to be
consolidated. The Asset Manager Affiliates proviteestment management services to various CLO Fundking day-to-day
investment decisions concerning the assets of L@ unds. All of the CLO Funds managed by the Ab&atager Affiliates
are VIEs that are required to be consolidated.

Although the Asset Manager Affiliates have no ovehgu interests in the CLO Funds they manage, ttsetddanager
Affiliates follow the provisions of Accounting Stdards Codification ASC Topic 810, “Consolidatiomhen accounting for
VIEs as further detailed below. Pursuant to ASC, 818&s, or entities
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2. SIGNIFICANT ACCOUNTING POLICIES — (continued)

in which the risks and rewards of ownership arediretctly linked to voting interests, for which thAsset Manager Affiliates
are the primary beneficiary are consolidated.

For CLO Funds, if the Asset Manager Affiliates dee=med to have the power to direct the activitfahe@ CLO that most
significantly impact the CLO’s economic performanaed the obligation to absorb losses/right toivecbenefits (management
fees and potential incentive fees) from the CLQ tioald potentially be significant to the CLO, thitie Asset Manager
Affiliates are deemed to be the CLO’s primary béiafy and are required to consolidate the CLO.

All of the investments held and notes issued by Glu@ds considered to be VIES are presented atdhie in the Asset
Manager Affiliates’ Combined Balance Sheets andriggt income and expense of consolidated CLO Farsdgresented in the
Asset Manager Affiliates’ Combined Statements oéfagions. The Asset Manager Affiliates review fastincluding the
rights of the equity holders and obligations ofiggholders to absorb losses or receive expectgidual returns to determine if
the investment product is a VIE. The Asset Man@dgliates are required to consolidate a VIE whéeyt are deemed to be the
primary beneficiary, which is evaluated continuguss facts and circumstances change.

Investments of CLO Funds at Fair Value.lnvestment transactions are recorded on thecgipé trade date. Realized
gains or losses are determined using the spedéittification method. Investments held by the CL{ds are stated at fair
value. ASC 820 - Fair Value Measurements and Dsscks (“ASC 820: Fair Value”), requires among othargs, disclosures
about assets and liabilities that are measuredepuited at fair value.

Hierarchy of Fair Value Inputs. The provisions of ASC 820: Fair Value establsshéiierarchy that prioritizes inputs to
valuation techniques used to measure fair valugemgire companies to disclose the fair value eirtfinancial instruments
according to the fair value hierarchy (i.e., Lelyél and Il inputs, as defined). The fair valuetarchy gives the highest
priority to quoted prices (unadjusted) in activerkess for identical assets or liabilities and tbeést priority to unobservable
inputs. Additionally, companies are required tovisle additional disclosure regarding instrumentthimLevel 11l category
(which have inputs to the valuation techniques #énatunobservable and require significant managejudgment), including a
reconciliation of the beginning and ending balarssgzarately for each major category of assetsiahiiities.

Assets and liabilities measured and reported avédile are classified and disclosed in one of¢hHewing categories:
Level | Inputs:
Quoted prices (unadjusted) in active markets feniital assets or liabilities at the reporting date

« Level | assets may include listed mutual fundsl(iding those accounted for under the equity ntetifaccounting as
these mutual funds are investment companies, theg publicly available Net Asset Values which is@dance with
U.S. GAAP are calculated under fair value measangsare equal to the earnings of such funds), Eddtsties and
certain derivatives.
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Level Il Inputs:

Quoted prices for similar assets or liabilitiesotive markets; quoted prices for identical or Emassets or liabilities that
are not active; quotes from pricing services okbrs, for which the Asset Manager Affiliates catedaine that orderly
transactions took place at the quoted price orttieinputs used to arrive at the price were olag@ey and inputs other than
guoted prices that are observable, such as modetber valuation methodologies.

* Level ll assets in this category may include dedurities, bank loans, short-term floating ratees and asset-backed
securities, restricted public securities valued discount, as well as over the counter derivativetuding interest and
inflation rate swaps and foreign currency exchasaygracts that have inputs to the valuations teatgally can be
corroborated by observable market data.

Level lll Inputs:

Unobservable inputs for the valuation of the assdiability, which may include non-binding brokguotes. Level Ill assets
include investments for which there is little, ifya market activity. These inputs require significemanagement judgment
or estimation.

« Level lll assets in this category may includegrahand limited partnership interests in privajaigy funds, funds of
private equity funds, real estate funds, hedgeduadd funds of hedge funds, direct private egnitgstments held
within consolidated funds, bank loans, bonds issye@LO Funds and certain held for sale real estistgosal assets.

« Level lll liabilities included in this categorpélude borrowings of consolidated collateralizeah@bligations valued
based upon non-binding broker quotes or discourdst flow model based on a discount margin calcumat

Significance of Inputs:

The Asset Manager Affiliates’ assessment of thai@ance of a particular input to the fair valueasurement in its
entirety requires judgment and considers factoesifip to the financial instrument.

Valuation of Portfolio InvestmentsDebt and equity securities for which market qtiohs are readily available are
generally valued at such market quotations. Debtegjuity securities that are not publicly tradedvbose market price is not
readily available are valued based on detailedyanalprepared by management, and, in certain céteuntes, may utilize third
parties with valuation expertise. The Asset Mandgéliates follow the provisions of ASC 820: Faitalue which defines fair
value, establishes a framework for measuring faline, and expands disclosures about assets ailifiialmeasured at fair
value. ASC 820: Fair Value defines “fair value"tae price that would be received to sell an asspail to transfer a liability
in an orderly transaction between market partidipabthe measurement date. Subsequent to the@uopASC 820: Fair
Value, the FASB has issued various staff positmasfying the initial standard as noted below.

In January 2010, the FASB issued guidance thafieeand requires new disclosures about fair vateasurements. The
clarifications and requirement to disclose the amt®and reasons for significant transfers betwesreLl and Level Il, as well
as significant transfers in and out of Level llitbé fair value hierarchy, were adopted by Katobaht Advisors in 2010, and
Trimaran Advisors upon acquisition in 2012.

Fair Value Measurements and Disclosureguires the disclosure of the inputs and valuagchniques used to measure fair
value and a discussion of changes in valuatiomigdes and related inputs, if any, during the krio
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The Asset Manager Affiliates’ valuation methodolagyd procedures for investments held by the Furelgenerally as
follows:

For Debt Securities:

1. For any asset which is also held by KCAP Firanam the applicable date, the KCAP Financial ¥aiue mark as of
such applicable date is used.

2. Fair value for all assets which a Fund has cdtathto purchase but yet to settle will be the nnesént mark produced
by Markit (or other third party pricing service, msy be available). If the asset has not receivedik from Markit, the
purchase price is deemed to be the fair value.

3. For performing loan and bond assets, the fdirevis determined in accordance with the followmimgcedure. First, if the
asset was marked by Markit (or other third parigipg service, as may be available) within one rhaftapplicable
date, then the most recent Markit mark will beftievalue. Next, if the most recent Markit markaiged beyond one
month but less than one year, then the fair valillde/the lower of the most recent Markit mark ahd average price
on the applicable rating bucket on the CSFB Loalekproduced on the date closest to the applickdike Lastly, if the
asset has not received a Markit mark within theytaar, the fair value will be produced by hairmgt(in percentage
terms) the mark on the applicable rating buckehefCSFB Loan Index produced on the date closabetapplicable
date by said CSFB Loan Index value.

4. For loan and bond assets in payment defaulfathgalue is determined in accordance with tHefeing procedure.
First, if the asset was marked by Markit (or ottiérd party pricing service, as may be availabléhin one month of
applicable date, then the most recent Markit mahkbe the fair value. Next, if the most recent Miamark is aged
beyond one month but less than one year, therathedlue will be the lower of most recent Markiark and the avera
price on the Distressed/Defaulted bucket of the EBIstressed Loan Index produced on the date ctosée applicabl
date. Lastly, if the asset has not received a Mankirk within the last year, the fair value will dleemed to be zero.

For Equity Securities:

1. For equity assets the fair value is determinegticordance with the following procedure. Fifsthé asset is a publicly-
traded equity, the fair value will be based upandlosing price per share as of the applicable d\gt, if the asset was
marked by Markit (or other third party pricing siee;, as may be available) within one month of thgliaable date, then
the fair value will be based on the most recentiilgarice per share. Lastly, if the asset was meséntly marked by
Markit is aged beyond one month, or has never besrked by Markit, the fair value will be deemed®zero.

For CLO Securities:

1. For any asset which is also held by KCAP Firanan the applicable date, the KCAP Financial ¥aiue mark as of
such applicable date is used.

2. Fair value for all assets which a Fund has cdtathto purchase but yet to settle will be deenodoktthe purchase price.

3. For performing assets, a Present Value is déterhin accordance with the following procedurestithe Asset
Manager Affiliates amalgamate Discount Margin (Ddi#ta from the most recent reports published byCih® Researc
and Secondary Trading desks of sell side brokdeded he DM data is averaged across each origatialg bucket of
the CLO capital structure. For each asset, futast dlows are produced based upon the three mdBBR rate as of
the applicable date and the contractually mandspeehd each asset is required to pay in a no-tesme0. The
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present value of the future cash flows is thenutated by using a discount rate equal to the apiplicDM for the asset’
original rating bucket plus the three month LIBCHReras of the applicable date.

4. Next, the Asset Manager Affiliates inquire with thedl-side institution from which they purchased eadetato provide
indicative pricing as if the applicable date. The falue is determined by an equal weight averddke Present Value
determined from the cash flow model and the indiegtrice provided by the sell side broker dealent which the ass
was purchased. In the event there is no indicatilee produced by a sell side broker dealer, therFair Value will be
the Present Value determined from the cash flowehod

5. If the bond is a non-performing bond, it will becessary to use a more detailed cash flow m8deh a model may be
one that is commercially available (e.g. Intexpoe that is a spreadshéstsed CLO cash flow model which has bee
up to replicate the deal in question is used witcdic prepayment, default, and severity inputagsropriate to the
bond in question.

Debt Securities Most of the CLO Funds’ investment portfolio mngposed of broadly syndicated back loans or other
corporate debt securities for which an indepengening service quote is available. To the extbat the investments are
exchange traded and are priced or have sufficiéce phdications from normal course trading at muad the valuation date
(financial reporting date), such pricing will detene fair value. Pricing service marks from thiry pricing services may be
used as an indication of fair value, dependinghevblume and reliability of the marks, sufficiemtd reasonable correlation of
bid and ask quotes, and, most importantly, thel lefvactual trading activity.

CLO Fund Securities The CLO Funds managed by the Asset Manager#&#8 may selectively invest in securities issued
by funds managed by other asset management corsp&niebond rated tranches of CLO Funds (thoseeti®/junior class)
without transactions to support a fair value fa dpecific CLO Fund and tranche, fair value is asediscounting estimated
bond payments at current market yields, which neflect the adjusted yield on the leveraged loaexrfdr similarly rated
tranches, as well as prices for similar tranchesfieer CLO Funds and also other factors sucheasgéfault and recovery rates
of underlying assets in the CLO Fund, as may béicgippe. Such model assumptions may vary and iraratp adjustments for
risk premiums and CLO Fund specific attributes.lSadjustments require judgment and may be materifle calculation of
fair value.

Equity Securities From time to time, the CLO Funds may receivetggecurities that are received in exchange with a
default or restructuring of collateral obligations.

Cash. The Asset Manager Affiliates define cash as dehteposits. The Asset Manager Affiliates placér tbeesh with
financial institutions and, at times, cash helthiese accounts may exceed the Federal DeposiaimsaiCorporation insured
limit.

Restricted Cash of CLO Funds Restricted cash consists of cash held for rsiimvent, quarterly interest and principal
distributions (if any) to holders of CLO Fund lifities, and for payment of CLO Fund expenses.

CLO Fund Liabilities at Fair Value. The CLO Funds managed by the Asset manageiigd#d and that are consolidated
herein, have issued rated and unrated securiti@saioce their operations. CLO Fund liabilities aresented at fair value.

Interest Income. Interest income is recorded on the accrual lmasisterest-bearing assets. The CLO Funds gepglalte
a loan or security on non-accrual status and aegsgnizing cash interest income on such loan arrgg when a loan or
security becomes 90 days or more past due or iAtiset Manager Affiliates otherwise do not expletdebtor to be able to
service its debt obligations. Non-accrual loansesgnted less than 1% of investments of CLO Funfigrasalue as of
December 31, 2013 and
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December 31, 2012. The aggregate unpaid princgdakwf loans past due as of December 31, 201ap@®ximately $72.6
million and the difference between fair value amel tinpaid principal balance was approximately $4lon. The aggregate
unpaid principal value of loans past due as of bdxsr 31, 2012 was approximately $42.7 million dreldifference between
fair value and the unpaid principal balance wag@gmately $36.2 million.

Management Fees As a manager of CLO Funds, the Asset Managsligéfs receive contractual and recurring
management fees (and may receive a one-time stingfiee) from the CLO Funds for their managemennt advisory services.
The annual fees which the Asset Manager Affiliatesive are generally based on a fixed percentbgesets under
management (at par value and not subject to changearket value), and the Asset Manager Affiliajeserate annual
operating income equal to the amount by which tfegrincome exceeds their operating expenses. fiteabmanagement fees
the Asset Manager Affiliates receive have two congmis — a senior management fee and a subordimetedgement fee.

Incentive Fees As a manager of CLO Funds, the Asset Manageligtéfs may receive incentive fees upon exceeding
specified relative and/or absolute investment rethresholds. Such fees are recorded upon completithe measurement
period which varies by CLO Fund.

Dividends to Member Dividends to the Asset Manager Affiliates’ satember are recognized on the ex-dividend date.
Generally, dividends are declared and paid on daejlyabasis.

Expenses The Asset Manager Affiliates are internally mged and expense costs, as incurred, with regdtebtounning
of their operations. Primary operating expenselsiitecemployee salaries and benefits, the costieotifying, evaluating,
monitoring and servicing the CLO Fund investmenéaged by the Asset Manager Affiliates, and relatethead charges
and expenses, including rental expense. The Asaatlyer Affiliates share office space and certdiemobperating expenses.
Katonah Debt Advisors has entered into an Overlddladation Agreement with its sole member, KCAP dicial. Trimaran
Advisors has entered into such an allocation agee¢mith Katonah Debt Advisors. The Agreements gevor the sharing of
such expenses based on an equal sharing of offise Icosts and the ratable usage of other shamatces. Katonah Debt
Advisors accounts for its operating leases, whiely mclude escalations, in accordance with ASC 8d(teases, and
expenses the lease payments associated with opeledises evenly during the lease term (includémg-free periods),
beginning on the commencement of the lease term.

Interest Expenses Interest expense related to borrowings of theefManager Affiliates is recorded on an accruaiha
pursuant to the terms of the related borrowing ements, however the CLO Funds they manage thabasolidated herein
have issued rated and unrated bonds to financedpeiations. Interest on CLO Fund liabilities &oulated by the third party
trustee of the CLO Funds. Interest is accrued ametigally paid quarterly.

Trustee Fees Each CLO Fund has a third party trustee thttéscustodian for all cash and investments of th® Eunds
and receives and disburses all cash in accordartbe trustee and custodial agreements. Trusteeafeeaccrued and paid
quarterly by the CLO Funds.

Income Taxes The Asset Manager Affiliates account for incoees under the asset and liability method presdriiy
ASC 740-10, Income Taxes (“ASC 740-10"). Defernecbime tax assets and liabilities are recognizethofuture tax
consequences attributable to temporary differebhetsgeen the financial statement carrying amounexisting assets and
liabilities and their respective tax bases usingently enacted tax rates in effect for the yeawinich the differences are
expected to reverse. The effect of a change indis on deferred income tax assets and liabilgiescognized in income in
the period that includes the enactment date.

Management periodically assesses the recoverabflitg deferred income tax assets based upon teghégture earnings,
taxable income in prior carryback years, futureudgithility of the asset, changes in
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applicable tax laws and other factors. If managérdetermines that it is not more likely than naittthe deferred tax asset will
be fully recoverable in the future, a valuatioaiince will be established for the difference betwthe asset balance and the
amount expected to be recoverable in the futures dllowance will result in a charge to income ¢agpense on the combined
statements of income. The Asset Manager Affiliaeord their income taxes receivables and payakisscbupon their
estimated income tax liability.

ASC 740-10 clarifies the accounting for uncertaintjncome taxes recognized in a company’s findret@tements by
prescribing a threshold for measurement and retiognn the financial statements of an asset duillts resulting from a tax
position taken or expected to be taken in an inctaxeeturn. ASC 740-10 also provides guidanceeneabgnition,
classification, interest and penalties, accountingterim periods, disclosure and transition.

3. CLO FUNDS

A CLO Fund generally refers to a special purposecke that owns a portfolio of investments and éssuarious tranches of
debt and subordinated securities to finance thehase of those investments. Investments purchasteiCLO Funds are
governed by extensive investment guidelines, inolydmits on exposure to any single industry auisr and limits on the
ratings of the CLO Fund’s assets. The CLO Fundsagedah by the Asset Manager Affiliates have a defingdstment period
during which they are allowed to make investmenteimvest capital as it becomes available.

The Asset Manager Affiliates manage eleven CLO Burimarily for third party investors that investhroadly syndicated
loans, high yield bonds and other credit instruraésgued by corporations. At December 31, 2013x@wember 31, 2012, the
Asset Manager Affiliates had approximately $3.2%idml and $3.6 billion of par value of assets ung@nagement, respectively.

CLO Funds typically issue multiple tranches of detd subordinated securities with varying ratingd levels of
subordination to finance the purchase of their dyohg investments. Interest and principal payménét of designated CLO
Fund expenses) from the CLO Fund are paid to esstied security in accordance with an agreed uporitprof payments,
commonly referred to as the “waterfall.” The mastisr notes, generally rated AAA/Aaa, commonly esgnt the majority of
the total liabilities of the CLO Fund. AAA/Aaa natare issued at a specified spread over LIBOR anaally have the first
claim on the earnings on the CLO Fund'’s investmafits payment of certain fees and expenses. Leulasrdinated
“mezzanine” tranches of rated notes generally matiegs ranging from AA/Aa to BB/Ba and are usuddlyued at a specified
spread over LIBOR with higher spreads paid on téweches with lower ratings. Each tranche is typiaahly entitled to a share
of the earnings on the CLO Fund’s investmentsdfréquired interest and principal payments have begde on the more
senior tranches in the waterfall. The subordinaeszrities are the most junior tranche and canttakérm of either
subordinated notes, income notes or preferred sha@he subordinated notes, income notes or prefairares generally do not
have a stated coupon but are entitled to resicasil flows from the CLO Fund'’s investments afteoéthe other tranches of
notes and certain other fees and expenses are paid.

The CLO Funds are primarily financed via capitabtcibuted by subordinated noteholders and debtensldrhe Asset
Manager Affiliates’ risk with respect to each intraent in the CLO Funds they manage is limited tp @mcollected
management fees (as the Asset Manager Affiliates ha investment in the CLO Funds they have no sxmoor benefits in
the ownership of the CLO Funds securities). Thegsftihe gains or losses of the CLO Funds have amlsignificant impact
on the Asset Manager Affiliates’ financial positjiorsults of operations or cash flows. The Assendder Affiliates have no
right to the benefits from, nor do they bear tis&sgiassociated with, these investments, beyonahémagement fees generated
from the CLO Funds. If the Asset Manager Affiliatesre to liquidate, these investments would ncavsglable to any general
creditors of the Asset Manager Affiliates. Additédly, the collateral assets of consolidated CLOd=un
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are held solely to satisfy the obligations of tHe00~unds, and the investors in the consolidated Eu@ds have no recourse to
the general credit of the Asset Manager Affilidi@sthe notes issued by the CLO Funds.

CLO Funds are investment vehicles created fordhepurpose of issuing collateralized loan instrote¢hat offer investors
the opportunity for returns that vary with the rlskel of their investment. The securities issugdhe CLO Funds are backed
by diversified collateral asset portfolios consigtprimarily of loans. For managing the collatdcalthe CLO Fund entities, the
Asset Manager Affiliates earn investment managerfesd, including senior subordinated managemest teewell as
contingent incentive fees. The Asset Manager Afils have no investment in the CLO Funds they neartdgwever, their sole
direct or indirect shareholder, KCAP Financial, massted in certain of the CLO Funds, generakyn@g a portion of the
unrated, junior subordinated position (generallyasdinated to other interests in the entities artdle KCAP Financial and
other subordinated tranche investors to receivedasidual cash flows, if any, from the entities).

Upon adoption of guidance encompassed in ASC Taipic the Asset Manager Affiliates determined thaytwere the
primary beneficiary of these CLO Funds, as theyetthe power to direct the activities of the CLO @sithat most significantly
impact the CLO Funds’ economic performance, andbiigation to absorb losses/right to receive bignhéh the form of
senior and subordinate management fees as wélégmtential to earn an incentive fee) from the Gliudds that could
potentially be significant to the CLO Funds. Themary beneficiary assessment includes an analysieaights of the Asset
Manager Affiliates in their capacity as investmargnager. In certain CLOs, the Asset Manager AféBarole as investment
manager provides that the Asset Manager Affiliatastractually have the power, as defined in ASCid@ 80, to direct the
activities of the CLO Funds that most significarithpact the CLO Funds’ economic performance, sigcmanaging the
collateral portfolio and its credit risk. Additiolhg the primary beneficiary assessment includearalysis of the Asset
Manager Affiliates’ rights to receive benefits astaligations to absorb losses associated with itsag@ment/incentive fees.

As a manager of the CLO Funds, the Asset Manadi@iafds receive contractual and recurring managerfees and may
receive a one-time structuring fee from the CLOd=aufor their management and advisory services.afineal fees which the
Asset Manager Affiliates receive are generally dase a fixed percentage of assets under managéatgdr value and not
subject to changes in market value), and the Adseinger Affiliates generate annual operating inceqpeal to the amount by
which their fee income exceeds their operating pgpe. The management fees the Asset Manager fdéiliaceive may have
three components — a senior management fee, adinated management fee and an incentive fee.

Fair value of consolidated CLO Funds

The investments held by consolidated CLO Fundganearily invested in senior secured bank loanpi¢®lly syndicated
by banks), bonds, and equity securities. Bank ioa@stments, which comprise the majority of corgatiéd CLO Fund
portfolio collateral, are senior secured corpotates from a variety of industries, including bot fimited to the aerospace and
defense, broadcasting, technology, utilities, hbakkproducts, healthcare, oil and gas, and finamdestries. These
investments mature at various dates between 201 2G#28, pay interest at LIBOR or Euribor plus aesgrof up to 8.6%, and
typically range in credit rating categories fromBBown to unrated. At December 31, 2013, the unpaidprincipal balance
exceeded the fair value by approximately $49 millibess than 1% of the collateral assets are iautedis of December 31,
2013. At December 31, 2012, the unpaid par prindipiance exceeded the fair value by approximai&42 million. Less than
1% of the collateral assets are in default as afelbwer 31, 2012. CLO Fund investments are valuseddan price quotations
provided by an independent third-party pricing seurhich are indicative of traded prices and/olletgarice quotations. In the
event that a third-party pricing source is unablprice an investment, other relevant factors, dathinformation are
considered, including: i) information relating teetmarket for the investment, including price qgtiotes for and trading in the
investment and interests in similar investmentstardnarket environment and investor attitudes
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towards the investment and interests in similaegtments; ii) the characteristics of and fundaniemalytical data relating to
the investment, including the cost, size, curreterest rate, period until next interest rate resaturity and base lending rate,
the terms and conditions of the loan and any rélatggeements, and the position of the loan indbeer’s debt structure; iii) the
nature, adequacy and value of the senior securpdratde loan’s collateral, including the CLO’s righremedies and interests
with respect to the collateral; iv) the creditwandss of the borrower, based on an evaluatiorsdiriaincial condition, financial
statements and information about the business,flagh, capital structure and future prospectghe)reputation and financial
condition of the agent and any intermediate padicts in the senior secured corporate loan; angevigral economic and
market conditions affecting the fair value of tlemier secured corporate loan.

CLO Fund liabilities issued by consolidated CLO #&siihave stated maturity dates between 2017 and Z025CLO Fund
liabilities are issued in various tranches witHeatiént risk profiles and ratings. The interestsatee generally variable rates
based on LIBOR or Euribor plus a pre-defined spreduich varies from 0.225% for the more senior ¢raes to 6.25% for the
more subordinated tranches. At December 31, 20&3utstanding par balance on the CLO Fund ligslissued by
consolidated CLO Funds exceeded their fair valuagproximately $209 million. At December 31, 20t outstanding par
balance on the CLO Fund liabilities issued by ctidated CLO Funds exceeded their fair value by axipnately $223 million.
The investors in the CLO Fund liabilities have roaurse to the general credit of the Asset ManAffgiates. CLO Fund
liabilities are recorded at fair value using arime approach, driven by cash flows expected t@beived from the portfolio
collateral assets. Market yields, default ratesracdvery rates used in the Asset Manager Affdiatstimate of fair value vary
based on the nature of the investments in the lymdgrcollateral pools. In periods of rising markeétlds, default rates and
lower debt recovery rates, the fair value, anddtuee the carrying value, of the liabilities maydubversely affected. Once the
undiscounted cash flows of the collateral assete baen determined, the Asset Manager Affiliatgdyapppropriate discount
rates that a market participant would use, to dater the discounted cash flow valuation of the siote
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The carrying value of investments held and CLO Hiatallities issued by CLO Funds is also their featue. The following
table presents the fair value hierarchy levelseéstments held and CLO Fund liabilities issuedhgyCLO Funds, which are
measured at fair value as of December 31, 201Pacdmber 31, 2012:

December 31, 2013

Quoted Prices

in Active Markets Significant Significant
for Identical Assets Other Observable Unobservable
Inputs Inputs
(% in millions) Fair Value (Level 1) (Level 1) (Level 111)
Assets:
Investments of CLO Funds $ 2,964.. $ — 3 — 3 2,964.;
Liabilities:
CLO Fund Liabilities $ 3,079.¢ $ — 3 —  $ 3,079.¢
December 31, 2012
Quoted Prices Significant Significant
in Active Markets ~ Other Observable Unobservable
for Identical Assets Inputs Inputs
(% in millions) Fair Value (Level I) (Level 1) (Level 1)
Assets:
Investments of CLO Funds $ 3,255.¢ $ — $ — % 3,255.¢
Liabilities:
CLO Fund Liabilities $ 3,459.! $ = $ = $ 3,459.¢

The following table shows a reconciliation of tregimning and ending fair value measurements foelL&wassets using
significant unobservable inputs:

For the year ended Decembe

31,

($ in millions) 2013 2012
Beginning balance $3,255.L $ 205.
Transfers into Level 3 — 1,562.°
Transfers from Level 3 — —
Purchase of Trimaran investments — 1,386.¢
Purchase of investments 1,279. 1,032.!
Proceeds from sale and redemption of investments (1,571.) (1,034.)
Realized and unrealized gains/(losses), net 0.2 102.t
Ending balance $2964.: $ 3,255.¢
Changes in unrealized appreciation (depreciatioeipded in earnings

related to investments still held at reporting date $ (299 % 73.t
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As of December 31, 2013, the Asset Manager Afésat evel Il portfolio investments had the follavg valuation
techniques and significant inputs:

Type Fair Value Valuation Technique Unobservable inputs Range of Inputs
Debt Securities 71,298,314 Income Approach Implied Effective Discount Ratq 2.42% — 8.80%
2,821,873,413 Market Quote Option Value 0% — 0.39%
Third-Party Bid-Ask Mid 3.0% — 114.5%
Equity Securities 595,278 Enterprise Value Avg EBITDA Multiple 7.4x
Wtd Avg Cost of Capital 12.92%
4,656,390 Market Quote Third-Party Bid-Ask Mid $3.45 — $300
Listed Exchange Quote $6.77
CLO Fund Securities | 65,805,690 Market Quote Third-Party Bid 87.35% — 100.09
Discounted Cash Flow Discount Rate 1.21% — 5.58%

The following table shows a reconciliation of thegimning and ending fair value measurements foeLBVliabilities using
significant unobservable inputs:

For the year ended December 3:

(% in millions) 2013 2012

Beginning balance $ 3,459 $ 1,727.¢
Purchase of Trimaran CLO Fund Liabilities — 1,374.:
Issuance of Catamaran CLO Fund Liabilities 465.( 415.¢
Prepayments, amortization, net (858.9) (252.79)
Unrealized appreciation/(depreciation) 14.2 194.¢
Ending balance $ 3,079.t $ 3,459.!

Changes in unrealized appreciation (depreciatiociuded in earnings
related to liabilities still held at reporting date $ 14z % 11.¢

As of December 31, 2013, the Asset Manager Aféiiat evel lll liabilities had the following valuath technique and
significant inputs:

Asset Type Fair Value Valuation Technique Unobservable Inputs Range of Inputs

CLO Fund Liabilities $3,079,835,71 Discounted Cash Flo Discount Rate 1.21% — 7.41%

Transfers between levels, if any, are recognizedeabeginning of the quarter in which the trarsfarcur. ASC 820-10
specifies a hierarchy of valuation techniques basedhether the inputs to those valuation techricre observable or
unobservable. In accordance with ASC 820-10, tirgaéts are summarized in the three broad levelsdibelow.

* Level | — Valuations based on quoted prices itvaanarkets for identical assets or liabilitieattthe Asset Manager
Affiliates have the ability to access.

« Level Il — Valuations based on quoted prices #rkets that are not active or for which all sigrafit inputs are
observable, either directly or indirectly.

* Level lll — Valuations based on inputs that an@liservable and significant to the overall faiueateasurement.

The CLO Funds managed by the Asset Manager AHiliattd that are consolidated herein, have issued ad unrated
securities to finance their operations. CLO Furabilities are presented at fair value with
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the difference between principal and fair valuerded as unrealized gain/loss. The par amount @ €und liabilities is
approximately $3.3 billion and $3.7 billion respeety for the years ended December 31, 2013 ancber 31, 2012.

The Asset Manager Affiliates have determined thiihough the junior tranches have certain charistites of equity, they
should be accounted for and disclosed as debteitstiCombined Balance Sheet, as the subordinatttheome notes and
preferred shares have a stated maturity indicatidgte for which they are mandatorily redeemaldte. @reference shares are
also classified as debt, as they are mandatodgeamable upon liquidation or termination of the CLO

The Asset Manager Affiliates’ risk with respecthe CLO Funds is limited to any uncollected managetfees. The Asset
Manager Affiliates have no right to the benefianfy, nor do they bear the risks associated withCih® Funds, beyond the
management fees generated by the CLO Funds. Kdbet Manager Affiliates were to liquidate, the CEGnds would not be
available to the general creditors of the Asset &dgn Affiliates. Additionally, the Investments bktCLO Funds are held
solely to satisfy the obligations of the CLO Furaisd the investors in the consolidated CLO Funds In@ recourse to the
general credit of the Asset Manager Affiliatesttoe CO Fund liabilities.

4. BUSINESS COMBINATION

On February 29, 2012, KCAP Financial, Inc. (the figany”) and Commodore Holdings, L.L.C., a newlyAfied, wholly-
owned subsidiary of the Company (“Commodore”), aagliall of the outstanding equity interests innfaran for $13.0 million
in cash and 3,600,000 shares of the Company’s canstock, par value $0.01 per share, which wereeehhi the opening
price on the closing date of the acquisition. Comgleraneously with the acquisition, the Company aedithe equity interests
in four CLO Funds sponsored by Trimaran, at falugafor $12.0 million in cash. The aggregate pasehprice was $50.6
million.

In accordance with the purchase agreement, Comraauas deemed the acquirer of Trimaran and accototéde
acquisition as a business combination. The asesqtsrad (no liabilities were assumed) by Commodbreugh this acquisition
were “pushed-down” to Trimaran. The purchase paitacation included the fair value of the identifi@ intangible assets
acquired, which consist of four CLO managementremts$, of approximately $15.7 million, resultinggaodwill of $22.8
million. The CLO management contracts are beingréineal over the lives of the contracts (3 — 5 yearke goodwill will be
subject to an annual impairment test. The goodejitesents expected synergies from combining teeatipns of Katonah
Debt Advisors and Trimaran Advisors. Both are Cl€9ed managers and registered under the Investnomgdks Act of 1940.

Trimaran, a taxable entity (corporation), has reized the acquisition as an asset acquisitionafopurposes. The book
and tax basis of the intangible assets and goodwile identical; accordingly, Trimaran did not pom/for any deferred taxes
at the closing date of the acquisition. The taxsakthe intangible assets and goodwill will becatized over 15 years, which
gives rise to deferred taxes.

Trimaran will continue operating as a stand-alamityeand serve as collateral manager under it€th® management
contracts. KDA is a 100% owned asset manager sabgidf the Company. KDA and Trimaran are both urmtemmon control
of the Company and have similar business charatitay;i therefore they report on a combined basifiiancial reporting
purposes.

The combined 2012 results of operations associgitbcthe acquisition of Trimaran Advisors, includithe consolidated
CLO Funds managed by Trimaran Advisors, for thentemth period following the date of acquisitiongludes revenues of $57
million and net loss before tax of $45.7 million.
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As separately regarded entities for tax purpodesAsset Manager Affiliates are taxed at normaborate rates. The CLO
Funds are not generally taxed.

For tax purposes, the Asset Manager Affiliates tiéexaet income will differ from GAAP net income lzerse of deferred tax
timing adjustments and permanent tax adjustmergieried tax timing adjustments may include diffeeshfor the recognition
and timing of depreciation, bonuses to employeésrastricted stock expense. Permanent differenegsimslude adjustments,
limitations or disallowances for meals and entartent expenses, penalties, tax goodwill amortinatio

Goodwill amortization for tax purposes was creatpdn the purchase of 100% of the equity intereskaitonah Debt
Advisors by its sole member, KCAP Financial, inlexege for shares of the KCAP Financial's stock edlat $33 million.
Although this transaction was a stock transactidhear than an asset purchase and thus no goodaslt@cognized for GAAP
purposes, such exchange was considered an asseapaiunder Section 351(a) of the Code. At the diftiee transfer,
Katonah Debt Advisors had equity of approximatelyndillion resulting in tax goodwill of approximaye$32 million which is
being amortized for tax purposes on a straightthasis over 15 years, which accounts for an arditfatence between GAAP
income and taxable income by approximately $2 amillper year over such period.

As discussed in Note 4, additional goodwill amatiizn for tax purposes was created upon the puecbiaErimaran
Advisors by its sole member. The transaction wassicered an asset purchase under Section 351ita¢ Gfode and resulted in
tax goodwill of approximately $22.8 million which being amortized for tax purposes on a straigietfiasis over 15 years,
which accounts for an annual difference between BA#come and taxable income by approximately $illlomper year
over such period.

Any distributions of taxable net income earnedhmy Asset Manager Affiliates to KCAP Financial wogkeherally need to
be distributed to KCAP Financial’s shareholdersn&ally, such distributions of the Asset Managéiliafe’s income to
KCAP Financial's shareholders will be consideredjaalified dividends for tax purposes.

The components of income tax expense (benefithimyears ended December 31, 2013, 2012, and 28k dollows:

For the year ended
December 31,

2013 2012 2011

Current income tax expense:

Federal $ 508,87: $433,82 $ 84,82

State & local 292,53 (59,679 259,79
Total net current income tax expense 801,40° 374,14¢ 374,14¢
Deferred income tax expense (benefit):

Federal (1,883,47) 11,14¢ (350,459

State & local 424,73! (736,24 (215,47,
Total net deferred income tax expense (benefit) (1,458,74.) (725,099 (565,93))
Total income tax expense (benefit) $ (657,33) $(350,95() $(221,31Y

The Asset Manager Affiliates’ effective income taxe was 4.8%, 0.4% and 0.7% for tax years 2018 20d 2011,
respectively. The difference between the Compargpsrted provision for income taxes and the U.8effal statutory rate of
35% is primarily due to tax goodwill amortizationdathe CLO funds having no tax consequences.
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Deferred income taxes are provided for the effettemporary differences between the tax basismaisset or liability and
its reported amount in the consolidated finandiaiesnents. These temporary differences resulixabia or deductible amounts
in future years.

The components of deferred income tax assets abilities are shown below:

For the year ended December 31,

2013 2012
Deferred income tax assets:
Net operating loss and tax credit carryforward $ 766,34: $ 3,690,34.
Restricted stock 159,28: 45,52¢
Intangible depreciation/amortization 657,81: 268,05¢
Compensation 1,396,01. —
Other 75,32( 61,72:
Less: Valuation allowance — (2,957,20)
Total deferred tax assets 3,054,76 1,108,44:
Deferred income tax liabilities:
Other (487,57¢)
Total deferred tax liabilities (487,57¢) —
Net deferred tax asse $2,567,19  $1,108,44:

The ultimate realization of deferred income taxetsss dependent upon the generation of futurebtexacome during the
periods in which the temporary differences becoegudtible. If it is not more likely than not thatrse portion or all of the
gross deferred income tax assets will be realiaddture years, a valuation allowance is recorded.

At December 31, 2013 the Asset Manager Affiliatad federal and state net loss carryovers of apmprately $2.2 million
and $0, respectively, available to offset futuseatde income. At December 31, 2012, federal an@ stet loss carryovers were
$8.5 million and $7.0 million, respectively. Thet tess carryovers expire in the years 2028 to 288Recember 31, 2013 the
federal and state net operating loss carryovererpdpproximately $2.2 million and $0 million bEtdeferred tax asset
respectively. At the present time, the Asset Mana&d#iates believe that it is more likely than hihat the deferred tax assets
related to the federal net operating loss carryowait be recognized. Accordingly, the Asset Managfiliates have
determined that a valuation allowance as of Decerdbge2013 is not required.

Asset Manager Affiliates adopted Financial AccongtStandards Board ASC Topic 740 Accounting for éstainty in
Income Taxes (“ASC 740") as of January 1, 2009. A4Q provides guidance for how uncertain tax pms#ishould be
recognized, measured, presented, and discloseé financial statements. ASC 740 requires the atialn of tax positions
taken or expected to be taken in the course ofgpirgpthe tax returns to determine whether thetssitions are “more-likely-
than-not” of being sustained by the applicableaathority. Tax positions not deemed to meet theenfikely-than-not
threshold are recorded as a tax benefit or expertbe current year. The adoption of ASC 740 dithave an effect on the
financial position or results of operations of th&set Manager Affiliates as there was no liabildy unrecognized tax benefits
and no change to the beginning of capital of theeAManager Affiliates.

Management’s determinations regarding ASC 740 nesgubject to review and adjustment at a later blased upon factors
including, but not limited to, an ongoing analysfdax laws, regulations and interpretations therd6th a few exceptions,
Asset Manager Affiliates is no longer subject t&Ufederal, state and local tax examinations byatdakorities for years prior to
2009.
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6. COMMITMENTS AND CONTINGENCIES

The CLO Funds have commitments to fund approxirg&i2l5 million and $86,000 of investments as of @&maber 31, 2013
and December 2012, respectively. The Asset Manaffiiates have commitments under lease obligations

Rent expense was approximately $346,000, $379,000295,459 for the years ended December 31, 2012 and 2011,
respectively.

The following table summarizes minimum future lepagments as of December 31, 2013:

More than
Contractual Obligations 2014 2015 2016 2017 2018 5 years
Operating lease obligations $215,50. $369,43. $369,43. $369,43. $369,43. $2,155,02
The following table summarizes our long-term debt:
Current Weighted
Weighted Average
Average Remaining
Borrowing Maturity
Consolidated Variable Interest Entities Debt: Carrying Value Rate (In years)
CLO Debt® $  3,176,654,74 1.3(% 6.C

(1) Long-term debt of the VIEs is recorded at failue. This includes the fair value of the suboatia notes issued by the
VIEs. However, the subordinated notes do not hastatad interest rate and are therefore excluaed fhe calculation of
the weighted average borrowing rate. The par vafuke VIEs debt (excluding subordinated notes) $&6 billion and
$3.4 billion as of December 31, 2013 and 2012,aeibgely.

7. MEMBER'S EQUITY

The member interest of Asset Manager Affiliatesa&l solely by KCAP Financial. KCAP Financial owt30% of Katonah
Debt Advisors and 100% of Commodore Holdings, whittolly owns Trimaran Advisors.

8. OTHER EMPLOYEE COMPENSATION

The Asset Manager Affiliates adopted a 401(k) (401K Plan”) effective January 1, 2007 that it sgawith its sole
shareholder, KCAP Financial. The 401K Plan is djeeall full time employees. The Plan permits an Eyge to defer a
portion of their total annual compensation up ® litternal Revenue Service annual maximum basedjerand eligibility.
Katonah Debt Advisors and Trimaran Advisors maketrioutions to the 401K Plan of up to 2.67% of émaployee’s first
74.9% of maximum eligible compensation, which fulst at the time of contribution. For the yearah®ecember 31, 2013,
Asset Manager Affiliates made contributions to 484K Plan of approximately $102,000. For the yewleel December 31,
2012, Asset Manager Affiliates made contributiaméhie 401K Plan of approximately $54,000.

The Asset Manager Affiliates also adopted a defecampensation plan (“Profit-Sharing Plan”) effeetdanuary 1, 2007.
Employees are eligible for the Profit-Sharing Rtaovided that they are employed and working with Alsset Manager
Affiliates for at least 100 days during the yead a@main employed as of the last day of the yeauplByees do not make
contributions to the Profit-Sharing Plan. The Addanager Affiliates may contribute to the ProfiteBimg Plan 1) up to 8.0% of
all compensation up to the Internal Revenue Sewiceial maximum and 2) up to 5.7% excess contdhaton any
incremental amounts above the social security veage limitation and up to the Internal Revenue iSerannual maximum.
Employees vest 100% in the Profit-Sharing Plarr difte years of service. For the years ended Deeerdb, 2013 and 2012,
the Asset Manager Affiliates made contributionsypproximately $315,000 and $302,000 to the Prdfarhg Plan,
respectively.
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Certain employees of Asset Manager Affiliates megeive restricted stock grants in the stock of Astanager Affiliates’
sole member, KCAP Financial. For the years endexk®Béber 31, 2013, 2012 and 2011, non-cash compensa¢pense of
approximately $252,000, $20,000 and $89,000 rebs@dytwas expensed at Asset Manager Affiliateates to an allocated
reimbursable expense for a grant of restrictecksd6& CAP Financial.

9. RELATED PARTY TRANSACTION

On November 20, 2012, the Company entered intmiaiseredit agreement (the “Senior Credit Faciljtwith Trimaran
Advisors, pursuant to which Trimaran Advisors mayrbw from time to time up to $20 million from ti@ompany in order to
provide the capital necessary to support one oerabirimaran Advisors’ warehouse lines and/or virgkcapital in
connection with Trimaran Advisors’ warehouse atiéag. The Senior Credit Facility expires on Novemd@ 2017 and bears
interest at an annual rate of 9.0%. As of DeceriBef012, the Senior Credit Facility was repaid gemchinated and there were
no borrowings outstanding as of December 31, 2012.

On February 26, 2013, the Company entered intmi@iseredit agreement (the “Trimaran Credit Fagi)itwith Trimaran
Advisors, pursuant to which Trimaran Advisors mayrbw from time to time up to $20 million from ti@mpany in order to
provide capital necessary to support one or mofiafaran Advisors’ warehouse lines of credit amdyorking capital in
connection with Trimaran Advisors’ warehouse atitég. The Trimaran Credit Facility expires on Nowem20, 2017 and
bears interest at an annual rate of 9.0%. On Apri2013, the Trimaran Credit Facility was amenaled upsized from $20
million to $23 million. At December 31, 2013, thevas $23 million outstanding under the Trimarand@rEacility.

10. SUBSEQUENT EVENTS

Management has evaluated the possibility of sulesggyents existing in the Asset Manager Affiliatesnbined financial
statements through March 12, 2014, the date tlamdial statements were available to be issued. §anant has determined
that there are no material events that would reqiisclosure in the Asset Manager Affiliates’ fioah statements.
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Board of Directors and Shareholders of
KCAP Financial, Inc.

We have audited the accompanying financial statésrefrKatonah 2007-1 CLO Ltd., which comprise titetement of net
assets as of December 31, 2013 and 2012, andldtedrstatements of operations, changes in netsassel cash flows for the
years then ended, and the related notes to thecfalastatements.

Management’s responsibility for the financial statenents

Management is responsible for the preparation amgfesentation of these financial statements@o@ance with
accounting principles generally accepted in thetdghStates of America; this includes the desigplémentation, and
maintenance of internal control relevant to theppration and fair presentation of financial stateta¢hat are free from
material misstatement, whether due to fraud omerro

Auditor’s responsibility

Our responsibility is to express an opinion on ¢hi@sancial statements based on our audits. Weumied our audits in
accordance with auditing standards generally aedeptthe United States of America. Those standamaisire that we plan and
perform the audit to obtain reasonable assuranoet athether the financial statements are free fnwaterial misstatement.

An audit involves performing procedures to obtaidiaevidence about the amounts and disclosurtreeifinancial
statements. The procedures selected depend ondhers judgment, including the assessment ofribles of material
misstatement of the financial statements, whethertd fraud or error. In making those risk assesssn¢he auditor considers
internal control relevant to the entity’s prepavatand fair presentation of the financial statem@mbrder to design audit
procedures that are appropriate in the circumstarnég not for the purpose of expressing an opiniothe effectiveness of the
entity’s internal control. Accordingly, we exprass such opinion. An audit also includes evaluativgappropriateness of
accounting policies used and the reasonablenesgroficant accounting estimates made by managerasntell as evaluating
the overall presentation of the financial staterment

We believe that the audit evidence we have obtdmsdfficient and appropriate to provide a bagisour audit opinion.
Opinion

In our opinion, the financial statements referedlove present fairly, in all material respedts, financial position of
Katonah 2007-1 CLO Ltd. as of December 31, 20132012, and the results of its operations and & d@ws for the years
then ended in accordance with accounting princigéaeerally accepted in the United States of America

/sl GRANT THORNTON LLP

New York, New York
March 12, 2014
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As of As of
December 31,201  December 31, 2012

ASSETS
Investments at fair value:

Debt securities $ 292,304,05 291,720,61

Equity securities — 2,361,13

CLO equity securities 18,123,73 16,321,02

Total investments at fair value 310,427,78 310,402,77

Cash 15,260,24 13,018,61
Accrued interest receivable 674,91: 737,62:
Total assets $ 326,362,94 324,159,01
LIABILITIES
CLO Fund liabilities at fair value $ 314,549,61 310,470,31
Accrued interest payable 2,090,36! 2,198,99.
Payable for open trades 4,013,75! 2,970,001
Accounts payable and accrued expenses 174,271 184,85(
Total liabilities 320,828,00 315,824,16
NET ASSETS
Total Net Assets $ 5,534,93 8,334,85.

See accompanying notes to the financial statements.
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STATEMENTS OF OPERATIONS

Income
Interest income from investments
Interest income from cash and time deposits
Other income
Total income
Expenses
Interest expense
Management fees
Trustee fees
Professional fees
Administrative and other
Total expenses
Net realized and unrealized los:

Decrease in net assets resulting from operations

For the Years Ended December 31,

2013 2012

$12,591,27  $12,899,20
2,761 3,19¢
652,95 504,94
13,246,99 13,407,33
11,758,98 11,701,09
811,75 809,54
89,30¢ 88,96:
143,06 168,11
73,96« 99,11(
12,877,08 12,866,82
(3,169,82)  (13,092,96)
$(12,552,45)

$(2,799,91)

See accompanying notes to the financial statements.
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KATONAH 2007-1 CLO LTD.

STATEMENTS OF CHANGES IN NET ASSETS

Balance at January 1, 2012

Decrease in net assets resulting from operations
Balance at December 31, 2012

Decrease in net assets resulting from operations
Balance at December 31, 2013

See accompanying notes to the financial statements.
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KATONAH 2007-1 CLO LTD.

STATEMENT OF CASH FLOWS

Years Ended December 31,

2013 2012
OPERATING ACTIVITIES:
Decrease in net assets resulting from operations $ (2,799,91) $ (12,552,45)
Adjustments to reconcile net income to net cash pweded by operating

activities:

Net realized and unrealized losses on investn (909,47)) (16,364,40)
Change in unrealized loss on debt 4,079,29 29,457,36
Changes in operating assets and liabilities:
Decrease in accrued interest receivable 62,71. 8,67¢
Decrease in accounts payable and accrued expenses (20,580 (20,999
Increase (decrease) in payable for open trades 1,043,75 (1,870,44)
Increase (decrease) in accrued interest expense (108,62¢) 340,17!
Purchase of investments (116,281,14) (101,848,97)
Proceeds from sale and redemption of investments 117,165,60 103,177,49
Net cash provided by operating activit 2,241,63. 336,44¢
CHANGE IN CASH 2,241,63 336,44
CASH, BEGINNING OF YEAR 13,018,61 12,682,16
CASH, END OF YEAR $ 15,260,24 $ 13,018,61
Supplemental Information:
Interest Paid $ 11,867,61 $ 11,360,92

See accompanying notes to the financial statements.
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Debt Securities Portfolio

Portfolio Company/

Katonah 2007-1 CLO Ltd.

SCHEDULE OF INVESTMENTS
As of December 31, 2013

Investment

Principal Business Interest Rate ) /Maturity Principal Cost Fair Value
Acosta, Inc. Term B Loan (2013) —

Grocery 4.3% Cash, Due 3/18 $ 1,973,571 $ 1,988,571 $ 1,989,85
AdvancePierre Foods, Inc. Term Loan (First Lien) —

Beverage, Food and Tobacco 5.8% Cash, Due 7/17 495,00( 491,25( 490,04¢
Advantage Sales & Marketing Inc. 2013 Term Loan (First Lien) —

Grocery 4.3% Cash, Due 12/17 3,252,91: 3,257,24! 3,272,42!
AES Corporation, The 2013 Other Term Loan —

Utilities 3.8% Cash, Due 6/18 1,521,06. 1,521,06. 1,533,11
Alaska Communications Systems

Holdings, Inc. Term Loan —

Telecommunications 6.3% Cash, Due 10/16 3,078,97: 3,058,62 3,078,05.
Allison Transmission, Inc. New Term E-2 Loan —

Automobile 3.2% Cash, Due 8/17 204,45t 193,15: 205,67(
Allison Transmission, Inc. Term B-3 Loan —

Automobile 3.8% Cash, Due 8/19 3,077,61! 3,034,74 3,095,901
Alpha Topco Limited

Leisure, Amusement, Motion New Facility B (USD)}—

Pictures, Entertainment 4.5% Cash, Due 4/19 3,439,09 3,411,63 3,480,17
Altegrity, Inc (f.k.a. US Investigation:

Services, Inc.) Term Loan —

Diversified/Conglomerate Service  4.8% Cash, Due 2/15 384,41¢ 384,41¢ 376,73(
AMC Entertainment Inc.

Leisure, Amusement, Motion Initial Term Loan —

Pictures, Entertainment 3.5% Cash, Due 4/20 6,653,98! 6,662,78: 6,675,24.
Aptalis Pharma Inc. (Aptalis Pharma

Canada Inc.)

Healthcare, Education and Term B Loan —

Childcare 6.0% Cash, Due 10/20 491,26¢ 481,26¢ 500,89
Aramark Corporation LC-2 Facility —

Diversified/Conglomerate Service  1.8% Cash, Due 7/16 163,00° 151,18t¢ 163,63¢
Aramark Corporation LC-3 Facility —

Diversified/Conglomerate Service  1.8% Cash, Due 7/16 21,98( 21,78¢ 22,03t

U.S. Term B Loan

Aramark Corporation (Extending) —

Diversified/Conglomerate Service  3.7% Cash, Due 7/16 1,360,33! 1,180,63 1,365,61!
Aramark Corporation U.S. Term C Loan —

Diversified/Conglomerate Service  3.7% Cash, Due 7/16 272,85( 270,42( 273,53.
Armored AutoGroup Inc. (fka Viking

Acquisition Inc.)

Personal and Non Durable New Term Loar—

Consumer Products (Mfg. Only) 6.0% Cash, Due 11/16 485,00( 486,85¢ 487,42°
Armstrong World Industries, Iné& Term Loan B —

Buildings and Real Estatd) 3.5% Cash, Due 3/20 992,50( 992,50( 993,74
Asurion, LLC (fka Asurion Incremental Tranche B-1

Corporation) Term Loan —

Insurance 4.5% Cash, Due 5/19 990,00( 995,00( 991,58«
Aurora Diagnostics, LLC

Healthcare, Education and Tranche B Term Loan —

Childcare 6.8% Cash, Due 5/16 455,55¢ 455,76¢ 425,51¢



Personal Transportatio 3.0% Cash, Due 3/1 1,576,71. 1,568,19.
Berry Plastics Corporation Term C Loan —

Containers, Packaging and Glass  2.2% Cash, Due 1/14 2,860,14! 2,704,44:
Biomet, Inc.

Healthcare, Education and Dollar Term B-2 Loan —

Childcare 3.7% Cash, Due 7/17 2,879,96; 2,838,07

See accompanying notes to the financial statements.
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Portfolio Company/

Investment

Principal Business Interest Rate ) /Maturity Principal Cost Fair Value
Bragg Communications Incorporatec  Term Loan B —
Broadcasting and Entertainment 3.5% Cash, Due 2/18 5,716,51' $ 5,770,771 $ 5,732,00
Burger King Corporation Tranche B Term Loan
Personal, Food and Miscellaneou  (2012) —
Services 3.8% Cash, Due 9/19 3,653,75! 3,644,501 3,675,56:
Burlington Coat Factory Warehouse
Corporation Term B-2 Loan —
Retail Stores 4.3% Cash, Due 2/17 2,602,93 2,573,18 2,630,59.
BWay Holding Company Initial Term Loan —
Containers, Packaging and Glass  4.5% Cash, Due 8/17 990,00( 985,00( 997,27.
Calpine Corporation Term Loan (3/11) —
Utilities 4.0% Cash, Due 4/18 972,50( 972,50( 980,91°
Calpine Corporation Term Loan (6/11) —
Utilities 4.0% Cash, Due 4/18 2,925,00! 2,902,61. 2,950,31
Tranche B-1 Term Loan
Capital Automotive L.P. Facility —
Finance 4.0% Cash, Due 4/19 1,320,43! 1,301,51. 1,330,34.
Capsugel Holdings US, Inc.
Healthcare, Education and Initial Term Loan —
Childcare 3.5% Cash, Due 8/18 796,02¢ 791,04 797,52t
Catalent Pharma Solutions, Inc. (f/k/
Cardinal Health 409, Inc.)
Healthcare, Education and Term Borrowing —
Childcare 6.5% Cash, Due 12/17 250,00( 249,37! 254,53:
CBRE Services, Inc. (fka CB Richar
Ellis SerViCES, |nC.)(.3) Tranche B Term Loan —
Buildings and Real Estaf®) 2.9% Cash, Due 3/21 1,588,000  1,568,10 1,596,93
Cedar Fair, L.P.
Leisure, Amusement, Motion U.S. Term Facility —
Pictures, Entertainment 3.3% Cash, Due 3/20 982,30: 979,80: 987,82
Dollar Term C-2
Celanese US Holdings LLC Commitment —
Chemicals, Plastics and Rubber 2.2% Cash, Due 10/16 1,277,04. 1,290,59! 1,293,72.
Cequel Communications, LLC Term Loan —
Broadcasting and Entertainment 3.5% Cash, Due 2/19 1,965,001 1,945,00! 1,971,34
Charter Communications Operating,
LLC Term F Loan —
Broadcasting and Entertainment 3.0% Cash, Due 12/20 1,514,14. 1,435,27! 1,505,38!
Chrysler Group LLC Term Loan B —
Automobile 3.5% Cash, Due 5/17 2,929,88 2,718,09. 2,954,90:
CHS/Community Health Systems, Ir
Healthcare, Education and Extended Term Loan —
Childcare 3.7% Cash, Due 1/17 4,510,81! 4,435,89 4,552,74.
Cinemark USA, Inc.
Leisure, Amusement, Motion Term Loan —
Pictures, Entertainment 3.2% Cash, Due 12/19 2,970,00! 2,980,001 2,982,99.
Consolidated Communications, Inc. Initial Term Loan —
Telecommunications 4.3% Cash, Due 12/20 2,977,34: 2,949,84: 3,005,26
Covanta Energy Corporation Term Loan —
Ecological 3.5% Cash, Due 3/19 982,50( 977,50( 992,32!
) New Tranche B Terr
Crown Castle Operating Compa@/ Loan —
Buildings and Real Estaf®) 3.3% Cash, Due 1/21 2,947,700 2,932,701 2,957,98
David's Bridal, Inc. Initial Term Loan —
Retail Stores 5.0% Cash, Due 10/19 495,00( 490,00( 497,78



DaVita Inc.)
Healthcare, Education and Tranche B Term Loan —
Childcare 4.5% Cash, Due 10/16 1,940,001 1,961,19 1,956,24

See accompanying notes to the financial statements.
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Investment

Principal Business Interest Rate (M) /Maturity Principal Cost Fair Value
Del Monte Foods Company Initial Term Loan —

Beverage, Food and Tobacco 4.0% Cash, Due 3/18 $ 2,789,38 $ 2,793,111 $ 2,803,32
Dex Media West LLC New Term Loar—

Printing and Publishing 8.0% Cash, Due 12/16 907,96¢ 788,70¢ 714,52:
DineEquity, Inc.

Personal, Food and Miscellaneo  Term B-2 Loan —

Services 3.8% Cash, Due 10/17 291,52¢ 291,52¢ 293,09:
DJO Finance LLC (ReAble

Therapeutics Fin LLC)

Healthcare, Education and Tranche B Term Loan —

Childcare 4.8% Cash, Due 9/17 1,984,96. 2,014,88 2,009,57
Drumm Investors LLC (aka Golden

Living)

Healthcare, Education and Term Loan —

Childcare 5.0% Cash, Due 5/18 4,320,82! 4,276,05! 4,249,53!
Dunkin' Brands, Inc.

Personal, Food and Miscellaneo  Term B-3 Loan —

Services 3.8% Cash, Due 2/20 2,139,49! 2,139,49! 2,149,51
Education Management LLC Tranche C-2 Term

Healthcare, Education and Loan —

Childcare 4.3% Cash, Due 6/16 1,549,00: 1,519,31 1,491,07
Epicor Software Corporation

(fka Eagle Parent Inc.) Term B-1 Loan —

Electronics 4.5% Cash, Due 5/18 1,924,30. 1,904,40. 1,936,56:

Term B Advance (First

EquiPower Resources Holdings, LI  Lien) —

Utilities 4.3% Cash, Due 12/18 1,463,01! 1,440,51! 1,471,241
Essential Power, LLC Term Loan —

Utilities 4.3% Cash, Due 8/19 952,19¢ 937,19¢ 923,63(
Federal-Mogul Corporation Tranche B Term Loan —

Automobile 2.1% Cash, Due 12/14 1,170,28 1,140,99: 1,158,40.
Federal-Mogul Corporation Tranche C Term Loan —

Automobile 2.1% Cash, Due 12/15 417,10° 408,05! 412,87.

Amended Tranche B Term

General Nutrition Centers, Inc. Loan —

Retail Stores 3.3% Cash, Due 3/19 999,09( 1,004,08 997,00°
Genpact Limited Term Loan —

Diversified/Conglomerate Servic  3.5% Cash, Due 8/19 495,01 492,51: 497,07
Gentiva Health Services, Inc.

Healthcare, Education and Initial Term B Loan —

Childcare 6.5% Cash, Due 10/19 3,424,641 3,424,641 3,394,69:
Getty Images, Inc. Initial Term Loan —

Printing and Publishing 4.8% Cash, Due 10/19 2,970,001 2,940,001 2,778,28
Graceway Pharmaceuticals, LI® Term B Loan (First Lien) Sold

Healthcare, Education and Out 09/28/2012 —

Childcare 7.0% Cash, Due 5/12 29,33: 30,75: 32,41
Grifols Inc. New U.S. Tranche B Teri

Healthcare, Education and Loan —

Childcare 4.3% Cash, Due 6/17 969,24° 959,29 976,86!
Hamilton Lane Advisors, L.L.C. Loan —

Finance 5.3% Cash, Due 2/18 862,907 852,90° 869,37¢
Harlan Laboratories, Inc. (fka Harle

Sprague Dawley, Inc.)

Healthcare, Education and Term Loan —

Childcare 5.8% Cash, Due 7/14 3,262,84. 2,902,05; 2,936,55!

Harland Clarke Holdings Corp. (tka



Printing and Publishing 5.5% Cash, Due 6/1 871,59 740,20t 880,85

Harland Clarke Holdings Corp. (tka
Clarke American Corp.) Tranche B-3 Term Loan —
Printing and Publishing 7.0% Cash, Due 5/18 993,71: 993,71: 1,002,93

See accompanying notes to the financial statements.
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Investment
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HCA Inc.

Healthcare, Education and Tranche B-4 Term Loan —

Childcare 3.0% Cash, Due 5/18 2,992,500 $ 2,970,35! $ 2,997,79
HCR ManorCare, Inc. (fka HCR

Healthcare, LLC)

Healthcare, Education and Initial Term Loan —

Childcare 5.0% Cash, Due 4/18 486,25( 481,28t 479,86¢
Health Management Associates, Inc

Healthcare, Education and Replacement Term B Loan —

Childcare 3.5% Cash, Due 11/18 2,412,34. 2,387,34. 2,415,79.
Hertz Corporation, The Tranche B-1 Term Loan —

Personal Transportation 3.8% Cash, Due 3/18 3,974,96. 3,972,46. 3,990,86.
Hertz Corporation, The Tranche B-2 Term Loan —

Personal Transportation 3.0% Cash, Due 3/18 972,65( 967,68t 973,33t
Hillman Group, Inc., The

Machinery (Non-Agriculture, Non-

Construction, Term Loan —

Non-Electronic) 3.8% Cash, Due 5/17 965,55! 970,32 971,88
Huntsman International LLC Extended Term B Loan —

Chemicals, Plastics and Rubber 2.7% Cash, Due 4/17 2,290,20: 2,162,05: 2,295,46!
Ina Beteiligungsgesellschaft Mit

Beschrankter Haftung (fka Facility C (USD) —

Schaeffler AG) 4.3% Cash, Due 1/17 3,000,001 3,018,75! 3,030,61!
Ineos US Finance LLC Cash Dollar Term Loan —

Chemicals, Plastics and Rubber 4.0% Cash, Due 5/18 3,974,87! 3,989,87! 3,995,57!
Infor (US), Inc. (fka Lawson Softwar:

Inc.) Tranche B-2 Term Loan —

Electronics 5.3% Cash, Due 4/18 2,447,811 2,464,73. 2,459,79
International Architectural Products,

Inc. @) Term Loan —

Mining, Steel, Iron and Non- 12.0% Cash, 3.3% PIK, Due

Precious Metals 5/15 81,467 74,58’ 31¢
J. Crew Group, Inc. Term B-1 Loan —

Retail Stores 4.0% Cash, Due 3/18 3,950,001 3,960,00! 3,979,60!
Jarden Corporation

Personal and Non Durable New Tranche B Term Loa—

Consumer Products (Mfg. Only) 2.7% Cash, Due 3/18 1,945,03 1,960,89 1,947,62.
JBS USA, LLC Initial Term Loan —

Beverage, Food and Tobacco 3.8% Cash, Due 5/18 975,15( 970,17! 975,73!
JMC Steel Group, Inc.

Mining, Steel, Iron and Non- Term Loan —

Precious Metals 4.8% Cash, Due 4/17 1,469,81! 1,462,31! 1,476,85.
Jo-Ann Stores, Inc. Term B Loan —

Retail Stores 4.0% Cash, Due 3/18 994,98° 999,98 999,34
KAR Auction Services, Inc. Term Loan —

Automobile 3.8% Cash, Due 5/17 3,800,64' 3,870,14: 3,824,99:
KCG Holdings, Inc. Term Loan —

Finance 5.8% Cash, Due 12/17 878,50! 881,00! 882,89
Key Safety Systems, Inc. Initial Term Loan —

Automobile 4.8% Cash, Due 5/18 1,384,81: 1,344,81! 1,387,022
Kronos Incorporated Incremental Term Loan (First

Diversified/Conglomerate Service  Lien) — 4.5% Cash, Due 10/1 989,67¢ 984,67t 1,000,19
Landry's Inc. (fka Landry's Restaura

Inc.) B Term Loan —

Beverage, Food and Tobacco 4.0% Cash, Due 4/18 2,894,40. 2,935,65. 2,920,62!

Las Vegas Sands, LLC

Term B Loan —



Live Nation Entertainment, Inc.
Leisure, Amusement, Motion Term B-1 Loan —
Pictures, Entertainment 3.5% Cash, Due 8/20 482,55: 483,36 485,16¢

See accompanying notes to the financial statements.
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Longview Power, LLG? 2017 Term Loan —

Utilities 7.2% Cash, Due 10/17 $ 822,78¢ $ 722,08: $ 421,67
Longview Power, LLC DIP Delay Draw Term Loan —

Utilities .9% Cash, Due 11/15 2,822,00! 2,822,00! 2,889,01

2013 Incremental Tranche B

LPL Holdings, Inc. Term

Finance Loan — 3.3% Cash, Due 3/19 1,965,15! 1,955,15! 1,966,79
Mackinaw Power Holdings, LLC Loan —

Utilities 1.7% Cash, Due 6/15 1,551,021 1,491,97. 1,535,51!
MCC lowa LLC (Mediacom

Broadband Group) Tranche D-1 Term Loan —

Broadcasting and Entertainment 1.9% Cash, Due 1/15 961,24( 923,59« 957,63t
Michael Foods Group, Inc. (f/k/a M-

Foods Holdings, Inc.) Term B Facility —

Beverage, Food and Tobacco 4.3% Cash, Due 2/18 3,227,49! 3,266,65 3,230,07
MultiPlan, Inc.

Healthcare, Education and Term B-1 Loan —

Childcare 4.0% Cash, Due 8/17 876,46¢ 889,73: 883,58
Munder Capital Management Incremental Term Loan —

Finance 6.0% Cash, Due 3/15 13,21: 11,56:¢ 13,310
National CineMedia, LLC

Leisure, Amusement, Motion Term Loan (2013) —

Pictures, Entertainment 2.9% Cash, Due 11/19 1,000,001 992,50( 1,000,00t
NBTY, INC.

Personal and Non Durable Term B-2 Loan —

Consumer Products (Mfg. Only) 3.5% Cash, Due 10/17 1,342,23! 1,355,91; 1,353,02.
Newsday, LLC Term Loan —

Printing and Publishing 3.7% Cash, Due 10/16 2,250,001 2,268,75! 2,258,43:
Novelis, Inc.

Mining, Steel, Iron and Initial Term Loan —

Non-Precious Metals 3.8% Cash, Due 3/17 2,948,38! 3,006,98: 2,963,13
NRG Energy, Inc Term Loan (2013) —

Utilities 2.8% Cash, Due 7/18 975,13: 972,64« 974,19!
Nuveen Investments, In Tranche B First-Lien Term

Finance Loan — 4.2% Cash, Due 5/17 3,803,19. 3,778,941 3,793,68!
Ocwen Loan Servicing Initial Term Loan —

Finance 5.0% Cash, Due 2/18 2,992,46; 3,033,71. 3,034,73
OSI Restaurant Partners, LLC 2013 Replacement Term

Personal, Food and Miscellaneou Loan —

Services 3.5% Cash, Due 10/19 1,402,501 1,387,501 1,405,83
Pantry, Inc., The Term Loan —

Grocery 4.8% Cash, Due 8/19 2,962,50! 2,932,50! 3,005,67:

2013 Replacement Term

Party City Holdings Inc. Loan —

Retail Stores 4.3% Cash, Due 7/19 493,76 488,76 496,65t
PetCo Animal Supplies, Inc. New Loans—

Retail Stores 4.0% Cash, Due 11/17 3,414,591 3,414,591 3,437,28!
Petroleum GEO-Services ASA/PGS

Finance, Inc. Term Loan —

Oil and Gas 1.9% Cash, Due 6/15 1,568,44. 1,548,83! 1,584,62.
PQ Corporation (fka Niagara

Acquisition, Inc.) 2013 Term Loan —

Chemicals, Plastics and Rubber 4.5% Cash, Due 8/17 1,980,00! 1,965,00! 1,997,07
Progressive Waste Solutions Ltd. Term B Loan —

Ecological 3.0% Cash, Due 10/19 742,50( 738,75( 744.,82(



Personal, Food and Miscellaneou  Term Loan —

Services 9.0% Cash, Due 1/17 798,47¢ 707,12t
R.H. Donnelley Inc. Loan —
Printing and Publishing 9.8% Cash, Due 12/16 490,51 366,19

See accompanying notes to the financial statements.
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Regal Cinemas Corporation
Leisure, Amusement, Motion Term Loan —
Pictures, Entertainment 2.7% Cash, Due 8/17 $ 981,16+ $ 988,03¢ $ 986,50t
Remy International, Inc. Term B Loan 2013 —
Automobile 4.3% Cash, Due 3/20 537,97: 536,61 542,34!
Revlon Consumer Products
Corporation
Personal and Non Durable Replacement Term Loan —
Consumer Products (Mfg. Only) 4.0% Cash, Due 11/17 3,500,001 3,535,62! 3,527,35:
Incremental U.S. Term Loan -
Reynolds Group Holdings Inc.
Containers, Packaging and Glass  4.0% Cash, Due 12/18 2,133,45! 2,133,45 2,155,991
Extended Initial Term Loan —
RGIS Services, LLC
Diversified/Conglomerate Service  4.5% Cash, Due 10/16 2,006,77 1,933,26: 1,975,42
RGIS Services, LLC Tranche C Term Loan —
Diversified/Conglomerate Service  5.5% Cash, Due 10/17 645,07t 652,38t 638,22:
Roundy's Supermarkets, Inc. Tranche B Term Loan —
Grocery 5.8% Cash, Due 2/19 2,296,54! 2,251,54! 2,300,14.
Rovi Solutions Corporation/Rovi
Guides, Inc. Tranche B-3 Term Loan —
Electronics 3.5% Cash, Due 3/19 448,15( 445,65( 441 ,56:
RPI Finance Trust
Healthcare, Education and Term B-2 Term Loan —
Childcare 3.3% Cash, Due 5/18 1,930,26. 1,920,31. 1,941,72
SBA Senior Finance Il LLC Incremental Tranche B Term
Telecommunications Loan — 3.8% Cash, Due 9/1¢ 91,64: 91,01¢ 92,36¢
SBA Senior Finance Il LLC Term Loan —
Telecommunications 3.8% Cash, Due 6/18 361,05¢ 358,57( 363,31t
Seaworld Parks & Entertainment, Inc
(f/k/a SW Acquisitions Co., Inc.)
Leisure, Amusement, Motion Term B-2 Loan —
Pictures, Entertainment 3.0% Cash, Due 5/20 927,91 915,42: 918,63
Select Medical Corporation
Healthcare, Education and Series C Tranche B Term
Childcare Loan — 4.0% Cash, Due 6/1¢ 2,274,47! 2,224,72! 2,284,44
Semiconductor Components Industr
LLC (On Semiconductor) Term Loan —
Electronics 2.0% Cash, Due 1/18 2,718,75! 2,598,75! 2,691,56:
Seminole Tribe of Florida Initial Term Loan —
Hotels, Motels, Inns, and Gaming 3.0% Cash, Due 4/20 2,842,501 2,842,501 2,843,83!
Sensata Technologies B.V./Sensata
Technology Finance Company, LI
Term Loan —
Electronics 3.3% Cash, Due 5/19 680,56° 665,64. 687,49:.
2016 Term Loan (Extended) -
Serena Software, Inc.
Electronics 4.2% Cash, Due 3/16 2,000,00! 1,992,50! 1,985,00!
ServiceMaster Company, The Tranche C Term Loan —
Diversified/Conglomerate Service  4.3% Cash, Due 1/17 2,481,20: 2,515,57: 2,461,66.
Sinclair Television Group, Inc. New Tranche B Term Loa—
Broadcasting and Entertainment 3.0% Cash, Due 4/20 68,35¢ 58,35¢ 68,01¢
Six Flags Theme Parks, Inc.
Leisure, Amusement, Motion Tranche B Term Loan —
Pictures, Entertainment 3.5% Cash, Due 12/18 1,675,48. 1,696,101 1,683,10

Skilled Healthcare Group, Inc.



Healthcare, Education and Childca 6.8% Cash, Due 4/1 854,68¢ 877,21:

Spectrum Brands, Inc.
Personal and Non Durable Tranche A Term Loan —
Consumer Products (Mfg. Only) 3.0% Cash, Due 9/17 2,943,75! 2,928,75!

See accompanying notes to the financial statements.
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Spirit Aerosystems, Inc. (fka Mid-

Western Aircraft Systems,Inc and

Onex Wind Finance LP.) Term B Loan —

Aerospace and Defense 3.8% Cash, Due 4/19 $ 2,456,25( $ 2,443,751 $ 2,472,75
SRAM, LLC

Leisure, Amusement, Motion Term Loan (First Lien) —

Pictures, Entertainment 4.0% Cash, Due 4/20 821,34t 816,47! 822,71«
SS&C Technologies Holdings Europ

S.AR.L. 2013 Replacement Term B-2

Electronics Loan — 3.3% Cash, Due 6/19 66,33 65,39¢ 66,55
SS&C Technologies, Inc.,/Sunshine

Acquisition Il, Inc. 2013 Replacement Term B-1

Electronics Loan — 3.3% Cash, Due 6/19 641,23¢ 632,17t 643,34
SunCoke Energy, Inc.

Mining, Steel, Iron and Non- Tranche B Term Loan —

Precious Metals 4.0% Cash, Due 7/18 76,02°¢ 71,03¢ 75,88:
SunGard Data Systems Inc

(Solar Capital Corp.) Tranche E Term Loan —

Electronics 4.0% Cash, Due 3/20 4,538,68: 4,475,60. 4,575,561
Telesat Canada U.S. Term B-2 Loan —

Telecommunications 3.5% Cash, Due 3/19 985,05¢ 980,05¢ 988,95
Tesoro Corporation Initial Term Loan —

Oil and Gas 2.4% Cash, Due 5/16 198, 75( 198,75( 199,66(
Toys 'R' Us-Delaware, Inc. Initial Loan —

Retail Stores 6.0% Cash, Due 9/16 1,902,74. 1,911,409 1,726,05.
TPF Generation Holdings, LLC Term Loan —

Utilities 4.8% Cash, Due 12/17 192,25 183,78: 193,69¢
TransDigm Inc. Tranche C Term Loan —

Aerospace and Defense 3.8% Cash, Due 2/20 1,945,27! 1,945,27! 1,953,01
Tronox Pigments (Netherlands) B. V.~ New Term Loar—

Chemicals, Plastics and Rubber 4.5% Cash, Due 3/20 2,550,75. 2,520,21: 2,588,37
TW Telecom Holdings Inc. (fka Time

Warner Telecom Holdings Inc.) Term Loan B Loan —

Telecommunications 2.7% Cash, Due 4/20 2,408,01: 2,415,16! 2,408,03!
TWCC Holding Corp. Term Loan —

Broadcasting and Entertainment 3.5% Cash, Due 2/17 3,322,94! 3,322,94! 3,340,32
Univar Inc. Term B Loan —

Chemicals, Plastics and Rubber 5.0% Cash, Due 6/17 3,157,60: 3,164,66! 3,138,09.
Universal Health Services, Inc. Tranche B-1 Term

Healthcare, Education and Loan —

Childcare 2.4% Cash, Due 11/16 343,75( 358,14« 345,25

2013 Converted Extended

Univision Communications Inc. First-Lien Term Loan —

Broadcasting and Entertainment 4.5% Cash, Due 3/20 3,306,96! 3,223,61! 3,327,89
UPC Financing Partnership Facility AH —

Broadcasting and Entertainment 3.3% Cash, Due 6/21 700,00( 706,12! 699,82!
Valleycrest Companies LLC (VCC

Holdco Il Inc.) Initial Term Loan —

Diversified/Conglomerate Service  5.5% Cash, Due 6/19 1,732,30! 1,695,711 1,745,29
Vertafore, Inc. Term Loan (2013) —

Electronics 4.3% Cash, Due 10/19 952,04¢ 952,04 952,81(
VFH Parent LLC Term Loan (2013) —

Finance 5.8% Cash, Due 11/19 998,33! 1,013,30: 1,007,48.

Tranche B Term Loan (2013) -

Walter Investment Management Cor

Finance 4.8% Cash, Due 12/20 2,585,59; 2,570,59; 2,595,93!



Personal, Food and Miscellaneo Term B Loar—
Services 3.3% Cash, Due 5/19 1,360,93! 1,340,93! 1,364,70

See accompanying notes to the financial statements.
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WESCO Distribution, Inc.

Machinery (Non-Agriculture, No  Tranche B-1 Loan —

Construction, Non-Electronic) 3.8% Cash, Due 12/19 $ 24964 $ 23964! $ 251,35¢
West Corporation Term B-7 Loan —

Diversified/Conglomerate Servic  3.3% Cash, Due 7/16 1,968,83: 1,968,83: 1,982,53
West Corporation Term B-8 Loan —

Diversified/Conglomerate Servic  3.8% Cash, Due 6/18 2,021,76! 2,033,21. 2,033,82!
WideOpenWest Finance, LLC Term B-1 Loan 2013 —

Telecommunications 3.8% Cash, Due 7/17 3,223,11 3,247 47. 3,234,97

Tranche B-4 Term

Windstream Corporation Loan —

Telecommunications 3.5% Cash, Due 1/20 3,465,00! 3,483,75! 3,476,922
WireCo WorldGroup Inc.

Machinery (Non-Agriculture, No  Term Loan —

Construction, Non-Electronic) 6.0% Cash, Due 2/17 1,975,001 1,955,001 1,993,51
Zuffa, LLC

Leisure, Amusement, Motion Initial Term Loan (2013) —

Pictures, Entertainment 4.5% Cash, Due 2/20 2,970,00! 2,955,00! 2,996,90:
Total Investment in Debt Securitie: $293,277,38  $290,553,46 $292,304,05

CLO Securities Portfolio

Portfolio Company CLO Investment Principal Cost Value
APID 2007-5A® Floating — 04/2021 —

CLO Equity D — 03761XAG5 $ 1,000,000 $ 655,26( $ 913,57
GALXY 2006-6X D Floating — 06/2018 —

CLO Equity B — USG25803AC46 1,500,00! 1,241,00: 1,450,28!
GOLDK 2007-2AM Floating — 04/2019 —

CLO Equity B — 381096AB2 1,000,00! 812,17. 944,67
HLCNL 2007-2A(® Floating — 04/2021 —

CLO Equity D — 40537AAA3 3,000,001 1,973,01. 2,746,03!
MACCL 2007-1A®) Floating — 07/2023 —

CLO Equity B1L — 55265AAL5 2,000,001 1,374,00. 1,793,33.
MDPK 2007-4A() Floating — 03/2021 —

CLO Equity D — 55817UAF7 2,000,001 1,329,84. 1,870,01
NAVIG 2007-2A (1) Floating — 04/2021 —

CLO Equity D - 63937HADO 3,000,001 2,062,99 2,844,05.
ROSED | - AD Floating — 07/2021 —

CLO Equity B — 77732WAE2 2,000,001 1,553,52! 1,890,58.
TRAL 2007-1A( Floating — 04/2022 —

CLO Equity C — 89288BAG6 3,000,001 2,023,95! 2,751,25
TRAL 2007-1AM Floating — 04/2022 —

CLO Equity D — 89288AAA1l 1,000,00t 666,85- 919,92(
Total Investment in CLO

Equity Securities 19,500,00 13,692,63 18,123,73
Total Investments $312,777,38 $304,246,09 $310,427,78

(1) Investment in a Collateralized Loan Obligatieumd



(2) Loan on non-accrual status

(3) Buildings and real estate relate to real estateership, builders, managers and developersxoiddes mortgage debt
investments and mortgage lenders or originators.

See accompanying notes to the financial statements.
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Debt Securities Portfolio

Katonah 2007-1 CLO Ltd.

SCHEDULE OF INVESTMENTS
As of December 31, 2012

Portfolio Company/ Investment
Principal Business Interest Rate () /Maturity Principal Cost Fair Value
Acosta, Inc. Term D Loan —

Grocery 5.0% Cash, Due 3/18 $ 978,51« $ 978,551t $ 989,37
AdvancePierre Foods, Inc. Term Loan (First Lien) —

Beverage, Food and Tobacco 5.8% Cash, Due 7/17 500,00( 496,25( 506,25(
Advantage Sales & Marketing Inc. Term Loan (First Lien) —

Grocery 5.3% Cash, Due 12/17 980,00( 984,33t 988,94
AES Corporation, The Initial Term Loan —

Utilities 4.3% Cash, Due 6/18 1,536,42! 1,536,42! 1,555,63.
Alaska Communications Systems

Holdings, Inc. Term Loan —

Telecommunications 5.5% Cash, Due 10/16 1,960,001 1,969,901 1,855,46.
Allison Transmission, Inc. Term B-2 Loan —

Automobile 3.7% Cash, Due 8/17 984,12. 950,57 991,91:
Allison Transmission, Inc. Term B-3 Loan —

Automobile 4.3% Cash, Due 8/19 2,488,76: 2,468,13: 2,513,25:
Alpha Topco Limited (Formula One)

Leisure, Amusement, Motion Facility B2 (USD) —

Pictures, Entertainment 6.0% Cash, Due 4/19 3,473,79. 3,446,33. 3,529,46
Altegrity, Inc (f.k.a. US Investigation:

Services, Inc.) Term Loan —

Diversified/Conglomerate Service  3.0% Cash, Due 2/15 718,34: 718,34: 668,95
Aptalis Pharma, Inc. (fka Axcan

Intermediate Holdings Inc.)

Healthcare, Education and Term B-2 Loan —

Childcare 5.5% Cash, Due 2/17 496,25( 486,25( 499,56(
Aramark Corporation LC-2 Facility —

Diversified/Conglomerate Service  3.5% Cash, Due 7/16 163,00° 151,18 163,54!

U.S. Term B Loan

Aramark Corporation (Extending) —

Diversified/Conglomerate Service  3.5% Cash, Due 7/16 2,478,63: 2,298,93: 2,486,81.
Aramark Corporation U.S. Term C Loan —

Diversified/Conglomerate Service  3.5% Cash, Due 7/16 272,85( 270,42( 273,75(
Aramark Corporation LC-3 Facility —

Diversified/Conglomerate Service  3.5% Cash, Due 7/16 21,98( 21,78t 22,05:
Armored AutoGroup Inc. (fka Viking

Acquisition Inc.)

Personal and Non Durable New Term Loar—

Consumer Products (Mfg. Only) 6.0% Cash, Due 11/16 490,00( 491,85¢ 475,60:¢
Ascena Retail Group, Inc. Tranche B Term Loan —

Retail Stores 4.8% Cash, Due 6/18 930,83 920,83 940,14
Ashland Inc. Term B Loan —

Chemicals, Plastics and Rubber 3.8% Cash, Due 8/18 736,96« 734,47 746,03t
Asurion, LLC (fka Asurion

Corporation) Term Loan (First Lien) —

Insurance 5.5% Cash, Due 5/18 1,000,001 1,005,001 1,011,56!
Audatex North America, Inc. (CSG L Extended Domestic

Buyco and ABZ Buyco) Tranche C Term Loan —

Automobile 3.3% Cash, Due 5/17 1,458,05. 1,439,64. 1,460,79!



Healthcare, Education an Tranche B Term Loa—

Childcare 6.3% Cash, Due 5/16 455,55¢ 455,76¢ 440,75(
AVG Technologies N.V. Term Loan —

Electronics 7.5% Cash, Due 3/16 429,20! 409,20! 430,27¢
Avis Budget Car Rental, LLC Tranche C Term Loan —

Personal Transportation 4.3% Cash, Due 3/19 1,588,621 1,580,10: 1,604,90

See accompanying notes to the financial statements.
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Tranche B Term Loan (2012) -

B&G Foods, Inc.

Beverage, Food and Tobacco 4.0% Cash, Due 11/18 2,970,000 $ 2,970,000 $ 2,989,49
Berry Plastics Holding Corporation Term C Loan —

Containers, Packaging and Glass  2.2% Cash, Due 4/15 2,890,82I 2,735,11! 2,880,44.
Biomet, Inc.

Healthcare, Education and Dollar Term B-1 Loan —

Childcare 4.0% Cash, Due 7/17 2,909,01! 2,867,13 2,930,83.
Bresnan Broadband Holdings, LLC Term B Loan —

Broadcasting and Entertainment 4.5% Cash, Due 12/17 490,00( 493,31¢ 493,36¢
Brickman Group Holdings, Inc. Tranche B-1 Term Loan —

Diversified/Conglomerate Service 5.5% Cash, Due 10/16 957,57: 971,43: 973,13:
Burger King Corporation Tranche B Term Loan (2012) -

Personal, Food and Miscellaneou

Services 3.8% Cash, Due 9/19 3,690,75! 3,681,50! 3,716,36.
Burlington Coat Factory Warehouse

Corporation Term B-1 Loan —

Retail Stores 5.5% Cash, Due 2/17 2,826,25! 2,796,50! 2,854,51.
BWay Holding Company Initial Term Loan —

Containers, Packaging and Glass  4.5% Cash, Due 8/17 1,000,00t 995,00( 1,009,62!
Calpine Corporation Term Loan —

Utilities 4.5% Cash, Due 4/18 982,50( 982,50( 993,83t
Calpine Corporation Term Loan (6/2011) —

Utilities 4.5% Cash, Due 4/18 2,955,00! 2,932,61. 2,989,10
Capital Automotive L.P. Tranche B Term Loan —

Finance 5.3% Cash, Due 3/17 1,770,02. 1,751,091 1,791,41
Capsugel Holdings US, Inc.

Healthcare, Education and Initial Term Loan (New) —

Childcare 4.8% Cash, Due 8/18 901,30( 896,31. 912,85(
Caribe Media Inc. (fka Caribe

Information Investments

Incorporated) Loan —

Printing and Publishing 10.0% Cash, Due 11/14 342,08¢ 342,08¢ 337,84
CB Richard Ellis SerViceS, Inéf‘) Incremental Tranche D Term

Buildings and Real Estafé) Loan — 3.7% Cash, Due 9/19 3,940,000 3,920,101 3,950,26.
Cedar Fair, L.P.

Leisure, Amusement, Motion U.S. Term-1 Loan —

Pictures, Entertainment 4.0% Cash, Due 12/17 943,92¢ 955,18! 954,64«

Dollar Term C Loan

Celanese US Holdings LLC (Extended) —

Chemicals, Plastics and Rubber 3.1% Cash, Due 10/16 1,290,14: 1,303,69. 1,304,81
Cequel Communications, LLC Term Loan —

Broadcasting and Entertainment 4.0% Cash, Due 2/19 1,985,001 1,965,001 1,998,19
Charter Communications Operating,

LLC Term C Loan —

Broadcasting and Entertainment 3.5% Cash, Due 9/16 1,520,241 1,446,37! 1,530,02
Charter Communications Operating,

LLC Term D Loan —

Broadcasting and Entertainment 4.0% Cash, Due 5/19 992,50( 987,50( 1,002,79
Chrysler Group LLC Tranche B Term Loan —

Automobile 6.0% Cash, Due 5/17 2,959,93 2,748,14. 3,026,95
CHS/Community Health Systems, Ir

Healthcare, Education and Extended Term Loan —

Childcare 3.8% Cash, Due 1/17 4,510,81! 4,435,89 4,543,22!

Cinemark USA, Inc.



Entertainmen 3.2% Cash, Due 12/1 1,000,001 995,00(
Consolidated Communications, Inc. Incremental Term 3 Loan —

Telecommunications 5.3% Cash, Due 12/18 1,000,00! 990,00
Covanta Energy Corporation Term Loan —

Ecological 4.0% Cash, Due 3/19 992,50( 987,50(

See accompanying notes to the financial statements.
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Crown Castle Operating Compaw Tranche B Term Loan —

Buildings and Real Estat®) 4.0% Cash, Due 1/19 2,977,48.  $ 2,962,48 $ 2,998,93
CSC Holdings, LLC (fka CSC Incremental B-3 Extended

Holdings Inc. (Cablevision)) Term Loan —

Broadcasting and Entertainment 3.4% Cash, Due 3/16 2,884,94: 2,892,23! 2,902,97
David's Bridal, Inc. Initial Term Loan —

Retail Stores 5.0% Cash, Due 10/19 500,00( 495,00( 501,98
DaVita HealthCare Partners Inc.

(fka DaVita Inc.)

Healthcare, Education and Tranche B Term Loan —

Childcare 4.5% Cash, Due 10/16 1,960,001 1,981,19 1,976,63

2017 Tranche B Term Loan

Dean Foods Company (extending) —

Beverage, Food and Tobacco 5.5% Cash, Due 4/17 4,767,36! 4,669,54 4,768,86!
Del Monte Foods Company Initial Term Loan —

Beverage, Food and Tobacco 4.5% Cash, Due 3/18 2,876,27: 2,880,00! 2,885,71.
Dex Media West LLC New Term Loar—

Printing and Publishing 7.0% Cash, Due 10/14 1,132,33 1,013,07: 848,11¢
DineEquity, Inc.

Personal, Food and Miscellaneou  Term B-1 Loan —

Services 4.3% Cash, Due 10/17 294,52: 294,52 297,44t
Dole Food Company, Inc. Tranche B-2 Term Loan —

Farming and Agriculture 5.0% Cash, Due 7/18 344,75( 342,13t 345,71¢
Dollar General Corporation Tranche B-1 Term Loan —

Retail Stores 3.0% Cash, Due 7/14 3,987,93! 3,998,72. 4,019,47
Drumm Investors LLC

(aka Golden Living)

Healthcare, Education and Term Loan —

Childcare 5.0% Cash, Due 5/18 4,430,80 4,386,03: 4,168,63
Dunkin' Brands, Inc.

Personal, Food and Miscellaneou  Term B-2 Loan —

Services 4.0% Cash, Due 11/17 2,188,48! 2,188,48: 2,209,12.
Education Management LLC

Healthcare, Education and Tranche C-2 Term Loan —

Childcare 4.3% Cash, Due 6/16 1,566,10: 1,536,41 1,282,24!
Epicor Software Corporation

(fka Eagle Parent Inc.) Term B Loan —

Electronics 5.0% Cash, Due 5/18 1,970,00! 1,950,10! 1,983,13

Term B Advance (First Lien) -

Equipower Resources Holdings, LLC

Utilities 5.5% Cash, Due 12/18 1,468,72! 1,446,22! 1,491,97
Essential Power, LLC Term Loan —

Utilities 5.5% Cash, Due 8/19 962,10: 947,10: 978,93¢
Federal-Mogul Corporation Tranche B Term Loan —

Automobile 2.1% Cash, Due 12/14 1,364,22. 1,334,92 1,260,20
Federal-Mogul Corporation Tranche C Term Loan —

Automobile 2.1% Cash, Due 12/15 421,54! 412,49: 389,40:
Fidelity National Information Service

Inc. Term Loan A-2 (Extended) —

Electronics 2.5% Cash, Due 7/14 860,98( 877,01t 863,67!
Fidelity National Information Service

Inc. Term A-3 Loan —

Electronics 2.2% Cash, Due 3/17 2,887,501 2,812,501 2,890,79:
First Data Corporation Non Extending |-1 Term

Finance Loan — 3.0% Cash, Due 9/14 38,801 25,53¢ 38,86¢



Finance Loan— 3.0% Cash, Due 9/1 77,80¢ 51,14, 77,92

Freescale Semiconductor, Inc. Tranche B-1 Term Loan —
Electronics 4.5% Cash, Due 12/16 2,990,22. 2,982,74! 2,933,61!

See accompanying notes to the financial statements.
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Fresenius SE Tranche D1 Dollar Term Loan -

Healthcare, Education and

Childcare 3.5% Cash, Due 9/14 $ 613,23 619,20¢ $ 615,27
Fresenius SE

Healthcare, Education and Tranche D2 Term Loan —

Childcare 3.5% Cash, Due 9/14 350,29 353,70¢ 351,46
Genpact Limited Term Loan —

Diversified/Conglomerate Servic  4.3% Cash, Due 8/19 498,75( 496,25( 503,42¢
Gentiva Health Services, Inc.

Healthcare, Education and Term B1 Term Loan —

Childcare 6.5% Cash, Due 8/16 3,424,641 3,424,641 3,383,55!
Getty Images, Inc. Initial Term Loan (New) —

Printing and Publishing 4.8% Cash, Due 10/19 3,000,001 2,970,001 3,007,87!
Graceway Pharmaceuticals, LI

Healthcare, Education and Term B Loan (First Lien) —

Childcare 7.0% Cash, Due 5/12 85,26¢ 25,18 98,90¢
Grifols Inc.

Healthcare, Education and New U.S. Tranche B Ter!i

Childcare Loan — 4.5% Cash, Due 6/17 982,12 972,17- 992,82¢
Hamilton Lane Advisors, L.L.C. Loan —

Finance 6.5% Cash, Due 2/18 962,50( 952,50( 969,71¢
Harlan Laboratories, Inc. (fka Harle

Sprague Dawley, Inc.)

Healthcare, Education and Term Loan —

Childcare 3.8% Cash, Due 7/14 3,308,17. 2,947,38. 3,000,09:
Harland Clarke Holdings Corp. (fke

Clarke American Corp.) Tranche B-2 Term Loan —

Printing and Publishing 5.5% Cash, Due 6/17 970,88( 839,49: 902,91¢
HCA Inc.

Healthcare, Education and Tranche B-3 Term Loan —

Childcare 3.5% Cash, Due 5/18 3,000,001 2,977,85! 3,011,65!
HCR ManorCare, Inc. (fka HCR

Healthcare, LLC)

Healthcare, Education and Initial Term Loan —

Childcare 5.0% Cash, Due 4/18 491,25( 486,28t 466,68t
Health Management Associates, Ir

Healthcare, Education and Term B Loan —

Childcare 4.5% Cash, Due 11/18 2,475,00! 2,450,00! 2,498,37
Hertz Corporation, The Tranche B Term Loan —

Personal Transportation 3.8% Cash, Due 3/18 982,50( 977,53t 987,00!
Hertz Corporation, The Tranche B-1 Term Loan —

Personal Transportation 3.8% Cash, Due 3/18 2,000,00! 1,990,001 2,009,58!
Hillman Group, Inc., The

Machinery (Non-Agriculture, Noi  Term Loan —

Construction, Non-Electronic) 5.0% Cash, Due 5/17 975,01! 979,78 981,92:
HMSC Corporation (aka Swett and

Crawford) Term Loan (First Lien) —

Insurance 2.5% Cash, Due 4/14 942,50( 809,15( 914,22!
Huntsman International LLC Extended Term B Loan —

Chemicals, Plastics and Rubber  2.8% Cash, Due 4/17 2,290,20. 2,162,05. 2,297,001
Huntsman International LLC Series 2 Extended Term B Dolle

Chemicals, Plastics and Rubber Loan — 3.0% Cash, Due 4/17 848,53¢ 836,10¢ 851,05¢
Infor (US), Inc. ((fka Lawson

Software Inc.) Tranche B-2 Term Loan —

Electronics 5.3% Cash, Due 4/18 2,742,50: 2,761,88! 2,772,61.

International Architectural Products



Mining, Steel, Iron and Non- 8.8% Cash, 3.3% PIK,
Precious Metals Due 5/15 166,93! 160,05: 86,80¢

See accompanying notes to the financial statements.
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J. Crew Group, Inc. Loan —
Retail Stores 4.5% Cash, Due 3/18 $ 1,970,000 $ 1,970,000 $ 1,980,59
Jarden Corporation
Personal and Non Durable Tranche B Term Loan —
Consumer Products (Mfg. Only) 3.2% Cash, Due 3/18 1,965,03 1,980,89 1,979,00:
JBS USA, LLC Initial Term Loan —
Beverage, Food and Tobacco 4.3% Cash, Due 5/18 985,00( 980,02! 985,00(
JMC Steel Group, Inc.
Mining, Steel, Iron and Non- Term Loan —
Precious Metals 4.8% Cash, Due 4/17 1,484,90! 1,477,40! 1,500,22
Key Safety Systems, Inc. Term Loan (First Lien) —
Automobile 2.5% Cash, Due 3/14 1,821,12. 1,781,13! 1,806,55!
KIK Custom Products Inc. Canadian Term Loan (First
Personal and Non Durable Lien) —
Consumer Products (Mfg. Only) 2.6% Cash, Due 6/14 138,65¢ 118,80 130,33¢
KIK Custom Products Inc. U.S. Term Loan (First
Personal and Non Durable Lien) —
Consumer Products (Mfg. Only) 2.6% Cash, Due 6/14 808,84: 693,04 760,31:
Initial Term Loan (First
Kronos Incorporated Lien) —
Diversified/Conglomerate Service  5.5% Cash, Due 10/19 1,000,00i 995,00( 1,013,28!
Kronos Worldwide, Inc. Initial Term Loan —
Chemicals, Plastics and Rubber 5.8% Cash, Due 6/18 1,462,501 1,440,001 1,480,78
La Paloma Generating Company, LL  Loan (First-Lien) —
Utilities 7.0% Cash, Due 8/17 1,970,001 1,870,501 1,967,53
Tranche B Term Loan
Las Vegas Sands, LLC (Extending) —
Hotels, Motels, Inns, and Gaming 2.8% Cash, Due 11/16 2,685,93; 2,590,01! 2,695,25:
Delayed Draw | Term Loan
Las Vegas Sands, LLC (Extending) —
Hotels, Motels, Inns, and Gaming  2.8% Cash, Due 11/16 605,87 583,56! 607,97¢
Live Nation Entertainment, Inc.
Leisure, Amusement, Motion Term B Loan —
Pictures, Entertainment 4.5% Cash, Due 11/16 486,25¢ 487,07: 492,33!
Longview Power, LLC 2017 Term Loan —
Utilities 7.3% Cash, Due 10/17 864,58 763,88l 627,53¢
Lord & Taylor Holdings LLC
(LT Propco LLC) Term Loan —
Retail Stores 5.8% Cash, Due 1/19 330,61¢ 320,61¢ 334,49:
Initial Tranche B Term
LPL Holdings, Inc. Loan —
Finance 4.0% Cash, Due 3/19 1,985,001 1,975,001 2,007,33
Mackinaw Power Holdings, LLC Loan —
Utilities 1.8% Cash, Due 6/15 1,619,04: 1,560,001 1,612,971
MCC lowa LLC (Mediacom Tranche D-1 Term
Broadband Group) Loan —
Broadcasting and Entertainment 2.0% Cash, Due 1/15 971,57¢ 933,93( 968,34
McJunkin Red Man Corporation
Machinery (Non-Agriculture, Non-  Term Loan —
Construction, Non-Electronic) 6.3% Cash, Due 11/19 997,50( 987,50( 1,004,98
MetroPCS Wireless, Inc. Tranche B-3 Term Loan —
Telecommunications 4.0% Cash, Due 3/18 1,960,05! 1,950,15! 1,968,11.
Michael Foods Group, Inc. (f/k/a M-
Foods Holdings, Inc.) Term B Facility —
Beverage, Food and Tobacco 4.3% Cash, Due 2/18 351,45! 357,17( 354,01!

Michaels Stores, Inc.

B-2 Term Loan —



Michaels Stores, Inc. B-3 Term Loan —
Retail Stores 4.8% Cash, Due 7/16 1,653,32 1,611,78 1,671,00:

See accompanying notes to the financial statements.
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MMH Media Holdings Inc. (fka MMH
Partners, L.P.§) Loan —
Printing and Publishing 4.5% PIK, Due 7/14 $ 233,54 474 —
Munder Capital Management Incremental Term Loan —
Finance 6.0% Cash, Due 3/15 160,78« 159,13 160,78
National CineMedia, LLC
Leisure, Amusement, Motion Term Loan —
Pictures, Entertainment 3.5% Cash, Due 11/19 1,000,00! 992,50( 1,002,50!
NBTY, INC.
Personal and Non Durable Term B-1 Loan —
Consumer Products (Mfg. Only) 4.3% Cash, Due 10/17 430,71 430,71 435,69:
Neiman Marcus Group Inc., Tt Term Loan —
Retail Stores 4.8% Cash, Due 5/18 3,000,001 2,992,50! 3,008,701
Novelis, Inc.
Mining, Steel, Iron and Non- Term Loan —
Precious Metals 4.0% Cash, Due 3/17 1,478,73. 1,491,71; 1,495,18.
NRG Energy, Inc Term Loan —
Utilities 4.0% Cash, Due 7/18 985,00( 982,51: 997,25:
Extended First-Lien Term
Nuveen Investments, In Loan —
Finance 5.8% Cash, Due 5/17 971,63¢ 972,54t 977,55!
Additional Extended
Nuveen Investments, In First-Lien Term Loan —
Finance 5.8% Cash, Due 5/17 831,56 796,39: 836,65-
OSI Restaurant Partners, LLC
Personal, Food and Miscellaneou Term Loan —
Services 4.8% Cash, Due 10/19 1,500,001 1,485,001 1,517,28!
Oxbow Carbon LLC/Oxbow Calcinin
LLC
Mining, Steel, Iron and Non- Tranche B-1 Term Loan —
Precious Metals 3.7% Cash, Due 5/16 522,17: 525,54! 523,28:
Pantry, Inc., The Term Loan —
Grocery 5.8% Cash, Due 8/19 2,992,50! 2,962,50! 3,037,38:
Party City Holdings Inc. Term Loan —
Retail Stores 5.8% Cash, Due 7/19 498,75( 493,75( 505,21¢
Penn National Gaming, Inc. Term B Facility —
Hotels, Motels, Inns, and Gaming  3.8% Cash, Due 7/18 1,196,97 1,196,97 1,202,49
PetCo Animal Supplies, Inc. New Loan—
Retail Stores 4.5% Cash, Due 11/17 3,449,79i 3,449,79 3,481,22
Petroleum GEO-Services ASA/PGS
Finance, Inc. Term Loan —
Oil and Gas 2.0% Cash, Due 6/15 1,568,44. 1,548,83! 1,578,44.
Pharmaceutical Product Developme
Inc. (Jaguar Holdings, LLC)
Healthcare, Education and Term Loan —
Childcare 6.3% Cash, Due 12/18 1,485,00! 1,462,50! 1,511,25!
Extended Initial Term
Pinnacle Foods Finance LLC Loan —
Beverage, Food and Tobacco 3.7% Cash, Due 10/16 4,808,41 4,721,901 4,841,422
Plains Exploration & Production
Company 7-Year Term Loan —
Oil and Gas 4.0% Cash, Due 11/19 750,00( 746,25( 754,22:
PQ Corporation (fka Niagara
Acquisition, Inc.) Term Loan B —
Chemicals, Plastics and Rubber 5.3% Cash, Due 5/17 2,000,001 1,985,00! 2,014,031

Progressive Waste Solutions Ltd.

Term B Loan —



QCE, LLC (Quiznos)
Personal, Food and Miscellaneou Term Loan —
Services 9.0% Cash, Due 1/17 804,57 713,22: 634,00

See accompanying notes to the financial statements.
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R.H. Donnelley Inc. Loan —
Printing and Publishing 9.0% Cash, Due 10/14 $ 551,08: 426,76. $ 379,69!
Regal Cinemas Corporation
Leisure, Amusement, Motion Term Loan —
Pictures, Entertainment 3.2% Cash, Due 8/17 490,00( 490,00( 493,15:
Reynolds Group Holdings Inc. U.S. Term Loan —
Containers, Packaging and Glass  4.8% Cash, Due 9/18 2,149,61. 2,149,61. 2,177,56:
Extended Initial Term
RGIS Services, LLC Loan —
Diversified/Conglomerate Service  4.6% Cash, Due 10/16 2,027,20: 1,953,68 2,042,401
Roundy's Supermarkets, Inc. Tranche B Term Loan —
Grocery 5.8% Cash, Due 2/19 2,977,501 2,932,501 2,808,63
Rovi Solutions Corporation/Rovi
Guides, Inc. Tranche B-2 Loan —
Electronics 4.0% Cash, Due 3/19 496,25( 493,75( 495,94(
RPI Finance Trust 6.75 Year Term
Healthcare, Education and Loan (2012) —
Childcare 3.5% Cash, Due 5/18 1,963,21. 1,953,26: 1,982,43
Sabre Inc. Nonr-Extended Initial Term
Leisure, Amusement, Motion Loan —
Pictures, Entertainment 2.2% Cash, Due 9/14 558,50« 364,43 559,23t
SBA Senior Finance Il LLC Term Loan —
Telecommunications 3.8% Cash, Due 6/18 985,00( 982,51: 991,26(
Incremental Tranche B
SBA Senior Finance Il LLC Term Loan —
Telecommunications 3.8% Cash, Due 9/19 250,00( 249,37! 251,53¢
Seaworld Parks & Entertainment, Inc
(flk/a SW Acquisitions Co., Inc.)
Leisure, Amusement, Motion Term B Loan —
Pictures, Entertainment 4.0% Cash, Due 8/17 962,59¢ 950,10¢ 971,34¢
Select Medical Corporation
Healthcare, Education and Tranche B Term Loan —
Childcare 5.5% Cash, Due 6/18 4,925,001 4,875,25! 4,958,24.
Term B-1 Delay Draw
Seminole Tribe of Florida Loan —
Hotels, Motels, Inns, and Gaming  1.8% Cash, Due 3/14 445,02( 435,64( 446,96
Term B-2 Delay Draw
Seminole Tribe of Florida Loan —
Hotels, Motels, Inns, and Gaming 1.8% Cash, Due 3/14 1,607,28 1,573,43! 1,614,31
Term B-3 Delay Draw
Seminole Tribe of Florida Loan —
Hotels, Motels, Inns, and Gaming 1.8% Cash, Due 3/14 582,99t 566,12t 585,54
Sensata Technology BV/Sensata
Technology Finance Company, LI
Term Loan —
Electronics 3.8% Cash, Due 5/18 1,970,00! 1,955,07! 1,983,54.
2016 Term Loan
Serena Software, Inc. (Extended) —
Electronics 4.2% Cash, Due 3/16 2,000,00t 1,992,501 2,010,001
Sinclair Television Group, Inc. New Tranche B Term Loa—
Broadcasting and Entertainment 4.0% Cash, Due 10/16 989,59: 979,59« 997,01:
Six Flags Theme Parks, Inc.
Leisure, Amusement, Motion Tranche B Term Loan —
Pictures, Entertainment 4.0% Cash, Due 12/18 1,692,40! 1,713,03. 1,702,52
Solvest, Ltd. (Dole) Tranche C-2 Term Loan —
Farming and Agriculture 5.0% Cash, Due 7/18 616,92: 612,07: 618,65t



Electronics 6.0% Cash, Due 8/1 4,246,70! 4,051,84! 4,179,68

See accompanying notes to the financial statements.
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Spirit Aerosystems, Inc. (fka Mid-
Western Aircraft Systems,Inc and
Onex Wind Finance LP.) Term B Loan —
Aerospace and Defense 3.8% Cash, Due 4/19 $ 2,481,25( $ 2,468,751 $ 2,501,41
SRAM, LLC
Leisure, Amusement, Motion Term Loan (First Lien) —
Pictures, Entertainment 4.8% Cash, Due 6/18 885,86¢ 880,99t 888,08:
SS&C Technologies, Inc.,/Sunshine
Acquisition I, Inc. Funded Term B-1 Loan —
Electronics 5.0% Cash, Due 6/19 827,27t 818,21« 840,20:
SS&C Technologies, Inc.,/Sunshine
Acquisition Il, Inc. Funded Term B-2 Loan —
Electronics 5.0% Cash, Due 6/19 85,58( 84,64: 86,91°
Sun Products Corporation., The (fka
Huish Detergents Inc.) Tranche B Term Loan
Personal and Non Durable (First Lien) —
Consumer Products (Mfg. Only) 2.2% Cash, Due 4/14 2,390,20: 2,291,31 2,345,38
SunCoke Energy, Inc.
Mining, Steel, Iron and Non- Tranche B Term Loan —
Precious Metals 4.0% Cash, Due 7/18 246,86¢ 241,88 247,48!
SunGard Data Systems Inc (Solar
Capital Corp.) Tranche C Term Loan —
Electronics 4.0% Cash, Due 2/17 2,720,98: 2,662,53. 2,740,51!
Telesat Canada U.S. Term B Loan —
Telecommunications 4.3% Cash, Due 3/19 995,00( 990,00( 1,004,70
Synthetic LC Deposit
TPF Generation Holdings, LLC (First Lien) —
Utilities 2.3% Cash, Due 12/13 193,22: 184,74t 193,70t
TransDigm Inc. Tranche B-1 Term Loan —
Aerospace and Defense 4.0% Cash, Due 2/17 1,964,92! 1,964,92! 1,979,21
Trinseo Materials Operating S.C.A.
(fka Styron S.A.R.L) Term Loan —
Chemicals, Plastics and Rubber 8.0% Cash, Due 8/17 1,756,66: 1,589,63. 1,717,411
Closing Date Term
Tronox Pigments (Netherlands) B. V. Loan —
Chemicals, Plastics and Rubber 4.3% Cash, Due 2/18 1,563,57. 1,538,033 1,582,14
Delayed Draw Term
Tronox Pigments (Netherlands) B. V. Loan —
Chemicals, Plastics and Rubber 4.3% Cash, Due 2/18 426,42¢ 419,46¢ 431,49!
Tube City IMS Corporation
Mining, Steel, Iron and Non- Term Loan —
Precious Metals 5.8% Cash, Due 3/19 3,970,001 3,930,00! 4,018,39
TW Telecom Holdings Inc. (fka Time
Warner Telecom Holdings Inc.) Term Loan B-2 —
Telecommunications 3.5% Cash, Due 12/16 2,426,57. 2,433,72. 2,444,26.
TWCC Holding Corp. Term Loan —
Broadcasting and Entertainment 4.3% Cash, Due 2/17 3,325,06: 3,325,06. 3,366,62:
United Air Lines, Inc. Tranche B Loan —
Personal Transportation 2.3% Cash, Due 2/14 2,445,03. 2,435,72 2,447,58
Univar Inc. Term B Loan —
Chemicals, Plastics and Rubber 5.0% Cash, Due 6/17 3,190,10: 3,197,16 3,185,57.
Universal Health Services, Inc. Tranche B Term Loan
Healthcare, Education and 2011 —
Childcare 3.8% Cash, Due 11/16 466,18¢ 480,58: 469,88
Extended First-Lien Term
Univision Communications Inc. Loan —
Broadcasting and Entertainment 4.5% Cash, Due 3/17 3,331,951 3,248,60! 3,283,54.



Holdco Il Inc.) Loan—
Diversified/Conglomerate Service  8.0% Cash, Due 10/16 1,797,22 1,760,62! 1,792,72

See accompanying notes to the financial statements.
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Vantiv, LLC (fka Fifth Third

Processing Solutions, LLC) Tranche B Term Loan —

Electronics 3.8% Cash, Due 3/19 992,50( $ 987,50( $ 994,36
Vertafore, Inc. Term Loan (First Lien) —

Electronics 5.3% Cash, Due 7/16 980,00¢ 980,00¢ 990,22:
Walter Energy, Inc. (f/k/a Walter

Industries, Inc.)

Mining, Steel, Iron and Non- B Term Loan —

Precious Metals 5.8% Cash, Due 4/18 2,499,44. 2,480,12. 2,519,74!
Warner Chilcott Company, LLC

Healthcare, Education and Term B-2 Loan —

Childcare 4.3% Cash, Due 3/18 191,35: 191,35: 193,36
Warner Chilcott Corporation

Healthcare, Education and Term B-1 Loan —

Childcare 4.3% Cash, Due 3/18 382,70t 382,70t 386,73«
Warner Chilcott Corporation Additional Term B-1

Healthcare, Education and Loan —

Childcare 4.3% Cash, Due 3/18 145,34: 145,34: 146,87(
WC Luxco S.A.R.L. (Warner

Chilcott)

Healthcare, Education and Term B-3 Loan —

Childcare 4.3% Cash, Due 3/18 263,11( 263,11( 265,87
Weight Watchers International, Inc  Term F Loan —

Beverage, Food and Tobacco 4.0% Cash, Due 3/19 992,50( 982,50( 1,001,51
Wendy's International, Inc

Personal, Food and Miscellanec  Term Loan —

Services 4.8% Cash, Due 5/19 1,995,001 1,975,001 2,019,93
WESCO Distribution, Inc.

Machinery (Non-Agriculture, No  Tranche B-1 Loan —

Construction, Non-Electronic) 4.5% Cash, Due 12/19 1,000,00! 990,00 1,007,08!
West Corporation Term B-4 Loan —

Diversified/Conglomerate Servic  5.5% Cash, Due 7/16 1,529,67 1,537,16 1,554,85!
West Corporation Term B-5 Loan —

Diversified/Conglomerate Servic  5.5% Cash, Due 7/16 537,65 541,60! 546,50
WireCo WorldGroup Inc.

Machinery (Non-Agriculture, No  Term Loan —

Construction, Non-Electronic) 6.0% Cash, Due 2/17 1,995,001 1,975,001 2,039,88:
WMG Acquisitions Corp.

Leisure, Amusement, Motion Initial Term Loan —

Pictures, Entertainment 5.3% Cash, Due 11/18 500,00 495,00( 507,03
Wolverine World Wide, Inc. Tranche B Term Loan —

Textiles and Leather 4.0% Cash, Due 7/19 694,68 687,18 701,20(
Yankee Candle Company, Inc., Th  Initial Term Loan —

Retail Stores 5.3% Cash, Due 4/19 3,610,34! 3,570,34! 3,653,79!
Total Investment in Debt Securitie: $292,826,73 $287,730,11 $291,720,61

See accompanying notes to the financial statements.
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MMH Media Holdings Inc. (fka
MMH Partners, L.P.§?
Healthcare, Education and
Childcare Common Stock 512( $ — % —
International Architectural
Products, Inc?
Mining, Steel, Iron and Non-
Precious Metals Common Stock 82¢ — 32¢
Metro-Goldwyn-Mayer Inc{®
Leisure, Amusement, Motion Class A Common
Pictures, Entertainment Stock 53,06¢ — 2,023,25!
Caribe Media Inc. (fka Caribe
Information Investments
Incorporated}?
Printing and Publishing Common Stock 877 — 337,55:
Total Investment in Equity
Securities $ — 3 2,361,131
CLO Securities Portfolio
Portfolio Company CLO Investment Principal Cost Fair Value
Floating — 04/2021 —
APID 2007-5A%) D-
CLO Equity 03761XAG5 $ 1,000,000 $ 655,26( $ 805,88:
Floating — 04/2021 —
HLCNL 2007-2A(® D-
CLO Equity 40537AAA3 3,000,001 1,973,01. 2,443,46!
Floating — 07/2023 —
MACCL 2007-1A® B1L —
CLO Equity 55265AAL5 2,000,001 1,374,00. 1,590,68:
Floating — 03/2021 —
MDPK 2007-4A() D-
CLO Equity 55817UAF7 2,000,001 1,329,84 1,666,35.
Floating — 04/2021 —
NAVIG 2007-2A W D-
CLO Equity 63937HADO 3,000,001 2,062,99 2,464,191
Floating — 04/2022 —
TRAL 2007-1A() C-
CLO Equity 89288BAG6 3,000,001 2,023,95 2,396,29!
Floating — 04/2022 —
TRAL 2007-1A( D-
CLO Equity 89288AAA1L 1,000,00! 666,85¢ 830,52:
Floating — 07/2021 —
ROSED I-A®) B-—
CLO Equity 77732WAE2 2,000,001 1,553,52 1,807,73:
Floating — 06/2018 —
GALXY 2006-6X (1) B-—
CLO Equity USG25803AC46 1,500,00! 1,241,00: 1,398,26!
Floating — 04/2019 —
GOLDK 2007-2AM) B-—
CLO Equity 381096AB2 1,000,00! 812,17: 917,62:



Equity Securities 19,500,00 13,692,63 16,321,02
Total Investments $312,326,73 $ 301,422,75 $ 310,402,77

(1) Investment in a Collateralized Loan Obligatleumd
(2) Equity investment in common stock
(3) Loan on non-accrual status

(4) Buildings and real estate relate to real estateership, builders, managers and developersxoiddes mortgage debt
investments and mortgage lenders or originators.

See accompanying notes to the financial statements.
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KATONAH 2007-1 CLO LTD.

NOTES TO FINANCIAL STATEMENTS

1. ORGANIZATION

Katonah 2007-1 CLO LTD. (the “Fund”) is an exemptaanpany incorporated in November 15, 2006 withtéohliability
under the laws of the Cayman Islands for the sotpgse of investing in broadly syndicated loanghhiield bonds and other
credit instruments. The Fund is what is commonlgvin as a collateralized loan obligation fund (“CEGnd”).

A CLO Fund generally refers to a special purposecke that owns a portfolio of investments and ésswvarious tranches of
debt and subordinated note securities to finane@tinchase of those investments. Investments pgedhay a CLO Fund are
governed by extensive investment guidelines, inolydmits on exposure to any single industry auisr and limits on the
ratings of the CLO Fund’s assets. A CLO Fund hdsefmed investment period during which it is all@iite make investments
or reinvest capital as it becomes available.

A CLO Fund typically issues multiple tranches obtland subordinated note securities with varyinimga and levels of
subordination to finance the purchase of their dgihg investments. Interest and principal payménet of designated CLO
Fund expenses) from the CLO Fund are paid to esstled security in accordance with an agreed uporitprof payments,
commonly referred to as the “waterfall.” The ma=tisr notes, generally rated AAA/Aaa, commonly esgnt the majority of
the total liabilities of the CLO Fund. AAA/Aaa natare issued at a specified spread over LIBOR anuaily have the first
claim on the earnings on the CLO Fund's investmafies payment of certain fees and expenses. Leulsordinated
“mezzanine” tranches of rated notes generally natiegs ranging from AA/Aa to BB/Ba and are usuddisued at a specified
spread over LIBOR with higher spreads paid on téeches with lower ratings. Each tranche is typiaatly entitled to a share
of the earnings on the CLO Fund’s investmentséfrétquired interest and principal payments have besde on the more
senior tranches in the waterfall. The most junianthe can take the form of either subordinatedshot preferred shares. The
subordinated notes or preferred shares generalfytbave a stated coupon but are entitled towasithsh flows from the
CLO Fund'’s investments after all of the other ttesof notes and certain other fees and expersgaak.

On January 23, 2008, the Fund sold $323.9 milliomotes or debt securities, consisting of the Chadd. Floating Rate
Notes, the Class A-2L Floating Rate Notes, the ChaSL Floating Rate Notes, the Class B-1L Floattaje Notes, the Class
B-2L Floating Rate Notes (the “Class B-2L Notegsiglahe preferred shares. The notes were issuedgnir® an indenture,
dated January 23, 2008 (the “Indenture”), with UB&nk National Association servicing as the trusteeeunder. KCAP
Financial, Inc. (“KCAP Financial”) owns all of threferred shares and Class B-2L Notes of Katon@@-2@LO LTD. The
Fund’s defined investment period ends on April2214. Following the defined investment period, pexts from principal
payments in the investment portfolio of the Fund e used to pay down its outstanding notes,istawith Class A notes.

Pursuant to a collateral management agreementGtiiateral Management Agreement”), Katonah Debviadrs, L.L.C.
(the “Manager”), which is a wholly-owned portfolimmpany of KCAP Financial, provides investment nggmaent services to
the Fund, and makes day-to-day investment decisionserning the assets of the Fund. The Managepaisorms certain
administrative services on behalf of the Fund uniderCollateral Management Agreement. The Managaregistered
investment adviser under the Investment AdvisetsoA@940.

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting and Combination

The financial statements of the Fund have beerapeen accordance with U.S. generally accepteduaitng principles
(“U.S. GAAP”). In the opinion of the Manager’'s mgemnent, the financial statements of the Fund refiadjustments,
consisting of normal recurring accruals, whichreeessary for the fair presentation of the findremadition and results of
operations for the periods presented. Furtherntbegpreparation of the financial statements regquimanagement to make
significant estimates and assumptions
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KATONAH 2007-1 CLO LTD.

NOTES TO FINANCIAL STATEMENTS
2. SIGNIFICANT ACCOUNTING POLICIES — (continued)

including the fair value of investments that do hate a readily available market value. Actual itestould differ from those
estimates, and the differences could be material.

All of the investments held and notes issued byHined are presented at fair value in the Fund’seBtent of Net Assets.

Investments of the Fund at Fair Valu¢nvestment transactions are recorded on thecgipé trade date. Realized gains or
losses are determined using the specific identifinanethod. Investments held by the Fund aredtatéair value. ASC 820-
10, Fair Value Measurements and Disclosures (“A3@GB0"), requires among other things, disclosuleEsibassets and
liabilities that are measured and reported atfaline.

Hierarchy of Fair Value Inputs The provisions of ASC 820-10 establish a hidrathat prioritizes inputs to valuation
techniques used to measure fair value and reqaimpanies to disclose the fair value of their firahimstruments according to
the fair value hierarchy (i.e., Level 1, 2 and Buts, as defined). The fair value hierarchy giveshighest priority to quoted
prices (unadjusted) in active markets for identasaslets or liabilities and the lowest priority tiobservable inputs.
Additionally, companies are required to provideitiddal disclosure regarding instruments in the éle¥ category (which have
inputs to the valuation techniques that are unofadde and require significant management judgmamthiding a
reconciliation of the beginning and ending balarssgzarately for each major category of assetsiahiiities.

Assets and liabilities measured and reported avédile are classified and disclosed in one of¢hHewing categories:

Level 1 Inputs:
Quoted prices (unadjusted) in active markets feniital assets or liabilities at the reporting date

* Level 1 assets may include listed mutual fundsliding those accounted for under the equity neetifaccounting as
these mutual funds are investment companies, theg publicly available net asset values which toadance with
GAAP are calculated under fair value measures amé@ual to the earnings of such funds), ETFs tieguind certain
derivatives.

Level 2 Inputs:

Quoted prices for similar assets or liabilitieaitive markets; quoted prices for identical or Emassets or liabilities that
are not active; quotes from pricing services okbrs, for which the Manager can determine thatryrdeansactions took
place at the quoted price or that the inputs usedrtve at the price were observable; and inptiterahan quoted prices
that are observable, such as models or other \@tuatethodologies.

« Level 2 assets in this category may include debtirities, bank loans, short-term floating rateesand asset-backed
securities, restricted public securities valued discount, as well as over the counter derivativetuding interest and
inflation rate swaps and foreign currency exchasa#racts that have inputs to the valuations teaegally can be
corroborated by observable market data.
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NOTES TO FINANCIAL STATEMENTS
2. SIGNIFICANT ACCOUNTING POLICIES — (continued)

Level 3 Inputs:

Unobservable inputs for the valuation of the asséibility, which may include non-binding brokguotes. Level 3 assets
include investments for which there is little, ifya market activity. These inputs require significenanagement judgment
or estimation.

» Level 3 assets in this category may include gareerd limited partnership interests in privateiggfunds, funds of
private equity funds, real estate funds, hedgeduadd funds of hedge funds, direct private egnitgstments held
within consolidated funds, bank loans, bonds issye@LO Funds and certain held for sale real estistgosal assets.

* Level 3 liabilities included in this category lnde borrowings of consolidated collateralized lohfigations valued
based upon non-binding broker quotes or discoucdstl flow model based on a discount margin caloulat

Significance of Inputs:

The Manager’s assessment of the significance afticplar input to the fair value measurementsreittirety requires
judgment and considers factors specific to thenfire instrument.

Valuation of Portfolio InvestmentsDebt and equity securities for which market qtiohs are readily available are
generally valued at such market quotations. Debtegjuity securities that are not publicly tradedvbose market price is not
readily available are valued based on detailedyanalprepared by management, and, in certain céteentes, may utilize third
parties with valuation expertise. The Manager fofidhe provisions of ASC 820-10 with respect tparing the Fund'’s
financial statements. This standard defines fditejaestablishes a framework for measuring fain@ahnd expands disclosures
about assets and liabilities measured at fair val®€ 820-10 defines “fair value” as the price twauld be received to sell an
asset or paid to transfer a liability in an ordergnsaction between market participants at thesorement date. Subsequent to
the adoption of ASC 820-10, the FASB has issuebvarstaff positions clarifying the initial standas noted below.

In January 2010, the FASB issued guidance thafieeand requires new disclosures about fair vateasurements. The
clarifications and requirement to disclose the ami®and reasons for significant transfers betwesarelLl and Level 2, as well
as significant transfers in and out of Level 3taf fair value hierarchy, were adopted by the Far2iil0.

Fair Value Measurements and Disclosuregquires the disclosure of the inputs and valuagchniques used to measure fair
value and a discussion of changes in valuatiomigdes and related inputs, if any, during the krio

The Manager's valuation methodology and procedimemmvestments held by the Fund are generallyols\fs:

1. For any asset which is also held by KCAP Firalnam the applicable date, the KCAP Financial ¥aiue mark as of
such applicable date is used.

2. Each portfolio company or investment is crogsrenced to an independent pricing service to deter if a current
market quote is available. The nature and quafiguch quote is reviewed to determine reliabilityl aelevance of the
guote. Factors considered in this determinatiolu@dewhether the quote is from a transaction arlisoker quote, the
date and aging of such quote, whether the tramsaistiarmdength, whether it is of a liquidation or distregs&ture an
certain other factors judged to be relevant byMla@ager's management within the framework of ASC-&Q.

S-48




TABLE OF CONTENTS

KATONAH 2007-1 CLO LTD.

NOTES TO FINANCIAL STATEMENTS
2. SIGNIFICANT ACCOUNTING POLICIES — (continued)

3. If an investment does not have a market quatatioeither a broad market exchange or from arpiaéent pricing
service, the investment is initially valued by tlanager’s investment professionals responsibléhf@iportfolio
investment in conjunction with the portfolio managmnt team. Generally, such fair values are detexthiny reference
public market or private transactions or valuatiforscomparable companies or assets in the relessgt class and or
industry when such amounts are available. Genetfadlye valuations are derived by multiplying a geyformance
metric of the investee company or asset (e.g., EBI)Tby the relevant valuation multiple observed éomparable
companies or transactions, adjusted by managemedifferences between the investment and theeréed
comparable. If the fair value of such investmemtsnot be valued by reference to observable valuatieasures for
comparable companies, then the primary analytiedhod used to estimate the fair value is a disealioash flow
method and/or cap rate analysis. A sensitivity ysiglis applied to the estimated future cash flagiag various factors
depending on the investment, including assumed throates (in cash flows), capitalization rates ¢(fetermining
terminal values) and appropriate discount rateketermine a range of reasonable values or to camofected return
on investment.

Preliminary valuation conclusions are discussetidocumented by the Manager's management.

llliquid loans, junior and mezzanine securitiesl investments in other CLO bonds are fair valisdg models
developed by the Manager's management with appéaalarket assumptions.

6. The Manager's management discusses the valgaimhdetermines in good faith that the fair vahfesach investment
in the portfolio is reasonable based upon any epble independent pricing service, input of managenmand estimates
from independent valuation firms (if any).

Debt Securities. Most of the Fund'’s investment portfolio is compo®f broadly syndicated debt securities for wiainh
independent pricing service quote is availablethBoextent that the investments are exchange tradre priced or have
sufficient price indications from normal coursedirgy at or around the valuation date (financiabréipg date), such pricing
will determine fair value. Pricing service marksrfr third party pricing services may be used asditation of fair value,
depending on the volume and reliability of the nsadufficient and reasonable correlation of bid askl quotes, and, most
importantly, the level of actual trading activity.

CLO Fund Securities.The Fund may selectively invest in securitieséssby CLO Funds managed by other asset
management companies. For bond rated tranches©fRZinds (those above the junior class) withoutstations to support a
fair value for the specific CLO Fund and trancla; ¥alue is based on discounting estimated bogthpats at current market
yields, which may reflect the adjusted yield onldneeraged loan index for similarly rated tranclasyell as prices for similar
tranches for other CLO Funds and also other factach as the default and recovery rates of underigssets in the CLO Fund,
as may be applicable. Such model assumptions nrsyawa incorporate adjustments for risk premiung @hO Fund specific
attributes. Such adjustments require judgment azllve material to the calculation of fair value.

Cash. Cash is defined as demand deposits. The Funld fitslcash with financial institutions and, atdésncash held in
checking accounts may exceed the Federal Depasitdnce Corporation insured limit.

Debt at Fair Value The Fund has issued rated and unrated bondsatuck its operations. Debt is presented at fdireva

Interest Income Interest income is recorded on the accrual masisterest-bearing assets. The Fund generalbepla
loan or security on non-accrual status and ceasegnizing cash interest income on such loan arggevhen a loan or
security becomes 90 days or more past due or ifalglanotherwise does not expect the debtor to leetatdervice its debt
obligations.
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2. SIGNIFICANT ACCOUNTING POLICIES — (continued)

Management Fees The Fund is externally managed by the Managesyaunt to the Collateral Management Agreement. As
compensation for the performance of its obligationder the Collateral Management Agreement, thedgenis entitled to
receive from the Fund a senior collateral managémeen(the “Senior Collateral Management Fee”laosdinated collateral
management fee (the “Subordinated Collateral Mamagé Fee”) and an incentive collateral managememn(the “Incentive
Collateral Management Fee”).The Senior Collaterahiyement Fee is payable in arrears quarterlygsutaj availability of
funds and to the satisfaction of payment obligation the debt obligations of the Fund (the “Prjoot Payments”)) in an
amount equal to 0.10% per annum of the aggregateipal amount of the Fund’s investments. The Sdinated Collateral
Management Fee is payable in arrears quarterlydsuto availability of funds and to the Prioritf®ayments) in an amount
equal to 0.15% per annum of the aggregate prineipalunt of the Fund’s investments. The Incentivéa@ral Management
Fee equals 20% of the amount of interest and péihgiayments remaining available for distributioritte holders of the
Fund'’s preferred shares under the Priority of Paymat which the Incentive Collateral Managemert i@y be paid. For the
years ended December 31, 2013 and 2012, therenwdreentive Fees incurred by the Fund.

Interest Expenses The Fund has issued rated and unrated bondsatack its operations. Interest on debt is caledlaty
the third party trustee of the Fund. Interest iraed and generally paid quarterly.

Trustee Fees.The Fund has a third party trustee that is tisoclian for all investments of the Fund and receasmd
disburses all cash in accordance to the trusteewstddial agreements. Trustee fees are accruepaathdjuarterly by the Fund.

Income Taxes.The Fund is not subject to net income taxatioth@éUnited States or the Cayman Islands. Accotglimp
provision for income taxes has been made in themapanying financial statements.

3. INVESTMENTS

The investments held by the Fund are primarily stee in senior secured bank loans (typically syatdit by banks), bonds,
and equity securities. Bank loan investments, whahprise the majority of the Fund’s portfolio, aenior secured corporate
loans from a variety of industries, including bot fimited to the aerospace and defense, broadgaséchnology, utilities,
household products, healthcare, oil and gas, aathée industries. The investments mature at vadates between 2013 and
2023, pay interest at Libor or Prime plus a spifagp to 8.5%, and typically range in credit ratoagegories from BBB down
to unrated. Non-accrual loans represented lesslthaaf investments at fair value as of Decembei2813 and December 31,
2012. The aggregate unpaid principal value of Iqgest due as of December 31, 2013 and Decemb@032,was
approximately $1.7 million and $486,000, respedyiend the difference between fair value and theaichprincipal balance
was approximately $259,000 and $300,000, respégtiVae Fund’s investments are valued based o guotations provided
by an independent third-party pricing source whaoh indicative of traded prices and/or dealer pgigetations. In the event
that a third-party pricing source is unable to @@n investment, other relevant factors, data refiedration are considered,
including: i) information relating to the marketrfihe investment, including price quotations fod arading in the investment
and interest in similar investments and the magketronment and investor attitudes towards thestmaent and interests in
similar investments; ii) the characteristics of &madamental analytical data relating to the inwestt, including the cost, size,
current interest rate, period until next inter@gereset, maturity and base lending rate, thestarnd conditions of the loan and
any related agreements, and the position of theilothe issuer’s debt structure; iii) the nat@@equacy and value of the
senior secured corporate loan’s collateral, inclgdhe CLO’s rights, remedies and interests witipeet to the collateral; iv)
the creditworthiness of the borrower, based onvatfuation of its financial condition, financial #aents and information
about the business, cash flows, capital structadefature prospects; v) the reputation and findramadition of the agent and
any intermediate participants in the senior secagegorate loan; and vi) general economic and mandeditions affecting the
fair value of the senior secured corporate loan.
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3. INVESTMENTS - (continued)

The debt issued by the Fund has a stated matatieyaf April 23, 2022. The Fund’s debt was issuedarious tranches
with different risk profiles and ratings. The irgst rates are variable rates based on Libor ptus-defined spread, which
varies from 0.85% for the more senior tranche#tdf@ the more subordinated tranches. The debédsby the Fund is
recorded at fair value using an income approadbedby cash flows expected to be received fronptrfolio collateral
assets. Fair value is determined using currentrimdtion, notably market yields and projected céshg of collateral assets
based on forecasted default and recovery rates timairket participant would use in determiningdbeent fair value of the
liabilities, taking into account the overall creditality of the issuers and the Manager’s past gampee in managing similar
securities. Market yields, default rates and reppvates used in the Manager's estimate of fain@alary based on the nature
of the investments in the underlying collateral [son periods of rising market yields, defaultesiand lower debt recovery
rates, the fair value, and therefore the carryimge, of the liabilities may be adversely affect®dce the undiscounted cash
flows of the collateral assets have been determihedVianager applies appropriate discount raggsatimarket participant
would use to determine the discounted cash flowatan of the notes.

The carrying value of investments held and delbieidsy the Fund is also their fair value. The felly tables present the
fair value hierarchy levels of investments held datit issued by the Fund, which are measuredratdhie as of December 31,
2013 and December 31, 2012:

December 31, 2013

Quoted Prices

in Active Markets Significant Significant
for Identical Assets Other Observable Unobservable
Inputs Inputs
(% in millions) Fair Value (Level 1) (Level 2) (Level 3)
Assets:
Investments $310,427,78 — — $ 310,427,78
Liabilities:
CLO Fund Liabilities $314,549,61 — — $ 314,549,61

The following tables show a reconciliation of tregmning and ending fair value measurements foelL&wassets using
significant unobservable inputs:

For the
year ended
December 31,
2013
Beginning balance $ 310,402,77
Transfers to Level 3 —
Transfers from Level 3 —
Purchase of investments 116,281,14
Proceeds from sale and redemption of investments (117,165,60)
Net Realized and Unrealized gains/(los: 909,47:
Ending balance $ 310,427,78
Changes in unrealized appreciation (depreciatiociyded in earnings related to
investments still held at reporting date (2,866,41)
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3. INVESTMENTS - (continued)

For the
year ended
December 31,
2012
Beginning balance $ 295,366,90
Transfers to Level 3 —
Transfers from Level 3 —
Purchase of investments 99,934,36
Proceeds from sale and redemption of investments (101,592,89)
Net Realized and Unrealized gains/(los: 16,364,40
Ending balance $ 310,402,77
Changes in unrealized appreciation (depreciatiociuded in earnings related to
investments still held at reporting date 12,041,72

As of December 31, 2013, the Manager’s Level 3fpliotinvestments had the following valuation teijues and
significant inputs:

Type Fair Value Valuation Technique Unobservable inputs Range of Inputs
Debt Securities 8,687,674 Income Approach Implied Effective Discount Rate] 2.42% — 3.55%
283,656,172 Market Quote Option 0.39%
Third-Party Bid-Ask Mid 43.7% — 110.5%
CLO Fund Securities |18,123,734 Market Quote Third-Party Bid 87.35% — 96.88%
Discounted Cash Flow Discount Rate 1.76% — 5.58%

The following tables show a reconciliation of tregmning and ending fair value measurements foelL8\iabilities using
significant unobservable inputs:

For the
year ended
December 31,
2013
Beginning balance $ 310,470,31
Prepayments, amortization, net —
Unrealized appreciation/(depreciation) 4,079,29
Ending balance $ 314,549,61
Changes in unrealized appreciation (depreciatimeiyded in earnings related to
liabilities still held at reporting date $ 4,079,29
For the
year ended
December 31,
2012
Beginning balance $ 281,012,95
Prepayments, amortization, net —
Unrealized appreciation/(depreciation) 29,457,36
Ending balance $ 310,470,31

Changes in unrealized appreciation (depreciatiociuded in earnings related to
liabilities still held at reporting date $ 29,457,36
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3. INVESTMENTS - (continued)

Transfers between levels, if any, are recognizedeabeginning of the quarter in which the trarsfeecur. ASC 820-10
specifies a hierarchy of valuation techniques basedhether the inputs to those valuation techrigue observable or
unobservable. In accordance with ASC 820-10, thgsés are summarized in the three broad levekdibelow.

« Level 1 — Valuations based on quoted prices tivaenarkets for identical assets or liabilitieattthe Fund has the
ability to access.

* Level 2 — Valuations based on quoted prices inketa that are not active or for which all sigrdint inputs are
observable, either directly or indirectly.

« Level 3 — Valuations based on inputs that arebgeovable and significant to the overall fair vatieasurement.

The Fund’s debt is presented at fair value withdifference between principal and fair value reedrds unrealized
gain/loss. The par amount of the Fund’s debt is@pmately $324 million as of both December 31, 2@hd December 31,
2012.

The Manager has determined that, although thejuraaches have certain characteristics of eqthigy should be
accounted for and disclosed as debt on the FurdterSent of net Assets, as the subordinated aoth@aotes have a stated
maturity indicating a date for which they are maodly redeemable. The preference shares are Wseified as debt, as they
are mandatorily redeemable upon liquidation or teation of the Fund.

4. INCOME TAXES

Under the current laws, the Fund is not subjecietancome taxation in the United States or then@GayIslands.
Accordingly, no provision for income taxes has beetde in the accompanying financial statements.

Pursuant to ASC Topic 74Bccounting for Uncertainty in Income Taxebhe Fund adopted the provisions of Financial
Accounting Standards Board (“FASB”) relating to @goting for uncertainty in income taxes which dlas the accounting for
income taxes by prescribing the minimum recognitlmeshold a tax position must meet before beinggrized in the
financial statements and applies to all open taxgas of the effective date. As of December 3132hd December 31,2012,
there was no impact to the financial statementsrasult of the Fund’s accounting for uncertaintynicome taxes. The Fund
does not have any unrecognized tax benefits aiitiab for the years ended December 31, 2013 arebeer 31, 2012. Also,
the Fund recognizes interest and, if applicableafties for any uncertain tax positions, as a campbof income tax expense.
No interest or penalty expense was recorded biztinel for the years ended December 31, 2013 andniese31, 2012,
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5. DEBT

On January 23, 2008, the Fund issued $323.9 mitifarotes or debt securities, consisting of thes€l&-1L Floating Rate
Notes, the Class A-2L Floating Rate Notes, the ChaSL Floating Rate Notes, the Class B-1L Floattaje Notes, the Class
B-2L Floating Rate Notes and the preferred shares.notes were issued pursuant to the Indenture.

The table below sets forth certain informationdach outstanding class of debt securities issuesipnt to the Indenture.

Principal Amount
Title of Debt Security Amount Outstanding Interest Rate Maturity Fair Value
LIBOR + April 23,
Class A-1L Floating Rate Notes $ 227,000,00 $ 227,000,00 0.85% 2022 $ 222,899,11
LIBOR + April 23,
Class A-2L Floating Rate Notes $ 26,000,000 $ 26,000,00 1.50% 2022 $ 25,636,80
LIBOR + April 23,
Class A-3L Floating Rate Notes $ 18,000,000 $ 18,000,00 2.00% 2022 $ 17,648,01
LIBOR + April 23,
Class B-1L Floating Rate Notes $ 11,000,000 $ 11,000,00 3.00% 2022 $ 10,867,30
LIBOR + April 23,
Class B-2L Floating Rate Notes $ 10,500,00 $ 10,500,00 5.00% 2022 $ 9,740,00!
April 23,
Preferred Shares $ 31,411,73 $ 31,411,73 N/A 2022 $ 27,758,97

6. COMMITMENTS AND CONTINGENCIES

The Fund had commitments of approximately $2.8iomlto fund investments investment as of Decemtef813. Of this
amount approximately $2.5 million was unfunded. Faed had no commitments to fund investments &eckmber 31, 2012.

7. CAPITALIZATION

The authorized share capital of the Fund is $32,286sisting of 250 ordinary shares of $1.00 p&wejeeach of which are
issued and fully paid, and 32,000,000 preferredesha&1,411,736 of which are issued and fully péiee ordinary shares that
have been issued are held by Maples Finance Lipatédensed trust company incorporated in the Gayhalands, as the
trustee pursuant to the terms of a charitable.tits preferred shares that have been issued byuting are owned by KCAP
Financial. The preferred shares are classifiecelsid the Fund'’s financial statements, as theyrapdatorily redeemable upon
liquidation or termination of the Fund.

8. SUBSEQUENT EVENTS

The Manager has evaluated events or transactiahbale occurred since December 31, 2013 througbhvi2, 2014 the
date the financial statements were available fardace. The Manager has determined that thereoaraterial events that
would require the disclosure in the financial statats.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors and Shareholders of
KCAP Financial, Inc.

We have audited the accompanying financial statésradrKatonah X CLO Ltd., which comprise the stagaitof net assets
as of December 31, 2013, and the related stateroatgerations, changes in net assets, and cash ftr the year then ended,
and the related notes to the financial statements.

Management’s responsibility for the financial statenents

Management is responsible for the preparation aimgfesentation of these financial statements@o@ance with
accounting principles generally accepted in thetdghStates of America; this includes the desigplémentation, and
maintenance of internal control relevant to thepration and fair presentation of financial stateta¢hat are free from
material misstatement, whether due to fraud omerro

Auditor’s responsibility

Our responsibility is to express an opinion on ¢hi@sancial statements based on our audits. Weumied our audits in
accordance with auditing standards generally aedeptthe United States of America. Those standamaisire that we plan and
perform the audit to obtain reasonable assuranoet athether the financial statements are free fnwaterial misstatement.

An audit involves performing procedures to obtaidiaevidence about the amounts and disclosurteeifinancial
statements. The procedures selected depend ondhers judgment, including the assessment ofrigles of material
misstatement of the financial statements, whethertd fraud or error. In making those risk assesssn¢he auditor considers
internal control relevant to the entity’s prepavatand fair presentation of the financial statem@mbrder to design audit
procedures that are appropriate in the circumstarné not for the purpose of expressing an opiniothe effectiveness of the
entity’s internal control. Accordingly, we exprass such opinion. An audit also includes evaluativgappropriateness of
accounting policies used and the reasonablenesgroficant accounting estimates made by managerasntell as evaluating
the overall presentation of the financial staterment

We believe that the audit evidence we have obtdmsdfficient and appropriate to provide a bagisour audit opinion.
Opinion
In our opinion, the financial statements referedlove present fairly, in all material respedts, financial position of

Katonah X CLO Ltd. as of December 31, 2013, and¢kelts of its operations and its cash flows fieryear then ended in
accordance with accounting principles generallyepted in the United States of America.

/sl GRANT THORNTON LLP

New York, New York
March 12, 2014
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ASSETS
Investments at fair value:

Debt securities

Equity securities

CLO equity securities

Total investments at fair value

Restricted cash of CLO Funds
Accrued interest receivable
Total assets
LIABILITIES

CLO Fund liabilities at fair value
Accrued interest payable

KATONAH X CLO LTD.

STATEMENT OF NET ASSETS

Accounts payable and accrued expenses

Total liabilities
NET ASSETS
Total Net Assets

See accompanying notes to the financial statements.
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As of December 31

2013

392,391,63
1,528,06
14,779,11

408,698,81

26,050,56
1,050,52!

435,799,91

416,405,40
982,19
413,10:

417,800,70

$

17,999,21
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KATONAH X CLO LTD.

STATEMENT OF OPERATIONS

For the Year

Ended
December 31,
2013
Income
Interest income from investments $18,286,80
Interest income from cash and time deposits 1,06¢
Other income 1,091,65
Total income 19,379,53
Expenses
Interest expense 14,887,93
Management fees 3,596,35!
Trustee fees 134,11¢
Professional fees 164,92t
Administrative and other 74,51;
Total expenses 18,857,84
Net realized and unrealized los: (7,769,92)
Decrease in net assets resulting from operations $(7,248,24)

See accompanying notes to the financial statements.
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KATONAH X CLO LTD.

STATEMENT OF CHANGES IN NET ASSETS

Balance at January 1, 2012
Decrease in net assets resulting from operations

Balance at December 31, 2013

See accompanying notes to the financial statements.
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KATONAH X CLO LTD.

STATEMENT OF CASH FLOWS

Year Ended
December 31,
2013
OPERATING ACTIVITIES:

Decrease in net assets resulting from operations $ (7,248,24)

Adjustments to reconcile net income to net cash pwided by operating activities:

Net change in realized and unrealized loss on tmests 834,72.

Change in unrealized loss on debt 6,935,20

Changes in operating assets and liabilities:

Decrease in accrued interest receivable 211,70

Increase in accounts payable and accrued expenses 109,55!

Decrease in receivable for open trades 942,87!

Decrease in payable for open trades (12,790,24)

Decrease in accrued interest payable (579,279

Purchase of investments (99,242,29)

Sale of investments 1,848,90.

Proceeds from sale and redemption of investments 162,109,01

Net cash provided by operating activities 53,131,91

Financing Activities:

Repayments of Debt (53,195,64)
CHANGE IN CASH (63,739
CASH, BEGINNING OF YEAR 26,114,30
CASH, END OF YEAR $ 26,050,56

Supplemental Information:

Interest Paid $ 15,467,20

See accompanying notes to the financial statements.
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Debt Securities Portfolio

Katonah X CLO Ltd.

SCHEDULE OF INVESTMENTS
As of December 31, 2013

Portfolio Company/ Investment
Principal Business Interest Rate ) /Maturity Principal Cost Fair Value
Acosta, Inc. Term B Loan (2013) —

Grocery 4.3% Cash, Due 3/18 $ 1,952,13¢ $ 1,952,13° $ 1,968,24!
AdvancePierre Foods, Inc. Term Loan (First Lien) —

Beverage, Food and Tobacco 5.8% Cash, Due 7/17 495,00( 491,25( 490,05(

2013 Term Loan (First

Advantage Sales & Marketing Inc. Lien) —

Grocery 4.3% Cash, Due 12/17 970,20: 974,53t 976,02:
AES Corporation, The 2013 Other Term Loan —

Utilities 3.8% Cash, Due 6/18 2,281,591 2,281,591 2,299,66
Affinia Group Inc. Tranche B-1 Term Loan —

Automobile 3.5% Cash, Due 4/16 995,00( 992,50( 1,000,57.
Alaska Communications Systems

Holdings, Inc. Term Loan —

Telecommunications 6.3% Cash, Due 10/16 3,881,15: 3,850,80 3,879,99.
Alere Inc. (fka IM US Holdings, LLC

Healthcare, Education and B Term Loan —

Childcare 4.3% Cash, Due 6/17 977,50( 972,51: 985,95!
Allison Transmission, Inc. New Term E-2 Loan —

Automobile 3.2% Cash, Due 8/17 408,91: 407,02( 411,34:
Allison Transmission, Inc. Term B-3 Loan —

Automobile 3.8% Cash, Due 8/19 2,706,26. 2,630,40: 2,722,33:
Alpha Topco Limited

Leisure, Amusement, Motion New Facility B (USD)}—

Pictures, Entertainment 4.5% Cash, Due 4/19 3,439,09 3,420,34. 3,480,17
Altegrity, Inc (f/k/a US Investigations

Services, Inc.) Term Loan —

Diversified/Conglomerate Service  4.8% Cash, Due 2/15 1,194,22. 1,149,90. 1,170,33
Aptalis Pharma Inc. (Aptalis Pharme

Canada Inc.) Term B Loan Retired

Healthcare, Education and 01/31/2014 —

Childcare 6.0% Cash, Due 10/20 1,461,33i 1,446,38: 1,489,95:
Aramark Corporation LC-2 Facility —

Diversified/Conglomerate Service 1.8% Cash, Due 7/16 178,43 179,04¢ 179,12:
Aramark Corporation LC-3 Facility —

Diversified/Conglomerate Service  1.8% Cash, Due 7/16 99,05¢ 98,17« 99,30¢

U.S. Term B Loan

Aramark Corporation (Extending) —

Diversified/Conglomerate Service  3.7% Cash, Due 7/16 1,844,83; 1,858,23! 1,851,98
Aramark Corporation U.S. Term C Loan —

Diversified/Conglomerate Service  3.7% Cash, Due 7/16 2,229,62 2,216,17 2,235,20
Armored AutoGroup Inc. (fka Viking

Acquisition Inc.)

Personal and Non Durable New Term Loar—

Consumer Products (Mfg. Only) 6.0% Cash, Due 11/16 1,455,00! 1,455,00! 1,462,28.
Armstrong World Industries, Iné? Term Loan A —

Buildings and Real Estafé) 2.7% Cash, Due 3/18 5,000,000 5,025,001 5,003,12!
Aspect Software, Inc. Tranche B Term Loan —

Electronics 7.0% Cash, Due 5/16 475,69¢ 480,07: 478,22¢



Corporation)
Insurance

Aurora Diagnostics, LLC
Healthcare, Education and
Childcare

Avis Budget Car Rental, LLC
Personal Transportation

Incremental Tranche-1 Term
Loan — 4.5% Cash, Due 5/19 990,00( 995,00(

Tranche B Term Loan —

6.8% Cash, Due 5/16 911,11: 911,53t
Tranche B Term Loan —
3.0% Cash, Due 3/19 3,387,24 3,337,24.

See accompanying notes to the financial statements.
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Portfolio Company/

Investment

Principal Business Interest Rate @ /Maturity Principal Cost Fair Value
Axalta Coating Systems Dutch Holdi
B B.V. (Axalta Coating Systems Initial Term B Loan
U.S. Holdings, Inc.) Retired 02/03/2014 —
Chemicals, Plastics and Rubber 4.8% Cash, Due 2/20 1,985,000 $ 2,015,000 $ 2,002,27
Term C Loan Retired
Berry Plastics Corporation 01/06/2014 —
Containers, Packaging and Glass  2.2% Cash, Due 1/14 2,845,33: 2,690,43! 2,846,911
Biomet, Inc.
Healthcare, Education and Dollar Term B-2 Loan —
Childcare 3.7% Cash, Due 7/17 3,835,01: 3,830,141 3,864,17:
Burger King Corporation Tranche B Term Loan (2012) -
Personal, Food and Miscellaneou
Services 3.8% Cash, Due 9/19 4,888,12! 4,875,75! 4,917,30
Burlington Coat Factory Warehouse
Corporation Term B-2 Loan —
Retail Stores 4.3% Cash, Due 2/17 2,592,001 2,562,37! 2,619,541
BWay Holding Company Initial Term Loan —
Containers, Packaging and Glass  4.5% Cash, Due 8/17 1,980,00! 1,970,00! 1,994,54.
Calpine Corporation Term Loan (3/11) —
Utilities 4.0% Cash, Due 4/18 2,917,501 2,917,501 2,942,75
Calpine Corporation Term Loan (6/11) —
Utilities 4.0% Cash, Due 4/18 2,925,00! 2,902,61 2,950,311
Tranche B-1 Term Loan
Capital Automotive L.P. Facility — 4.0% Cash, Due
Finance 4/19 2,640,87: 2,603,02 2,660,68!
Capsugel Holdings US, Inc.
Healthcare, Education and Initial Term Loan —
Childcare 3.5% Cash, Due 8/18 1,592,05! 1,582,08: 1,595,05
Catalina Marketing Corporation Initial Term Loan —
Printing and Publishing 5.3% Cash, Due 10/20 3,396,68 3,294,49 3,448,70:
CBRE Services, Inc. (fka CB Richari
Ellis SerViCES, |nC.)(.4) Tranche B Term Loan —
Buildings and Real Estaté) 2.9% Cash, Due 3/21 2,382,000  2,352,15 2,395,39
Dollar Term C-2
Celanese US Holdings LLC Commitment —
Chemicals, Plastics and Rubber 2.2% Cash, Due 10/16 1,717,92 1,736,15 1,740,36.
Cequel Communications, LLC Term Loan —
Broadcasting and Entertainment 3.5% Cash, Due 2/19 2,947,501 2,917,501 2,957,02!
Charter Communications Operating,
LLC Term F Loan —
Broadcasting and Entertainment 3.0% Cash, Due 12/20 2,502,75! 2,515,06! 2,488,29
Chrysler Group LLC Term Loan B —
Automobile 3.5% Cash, Due 5/17 3,414,94. 3,170,99. 3,444,10
CHS/Community Health Systems, Ir
Healthcare, Education and 2017 Term E Loan —
Childcare 3.7% Cash, Due 1/17 3,028,68. 2,988,441 3,056,83:
CoActive Technologies LLC (fka
CoActive Technologies, Inc.)
Machinery (Non-Agriculture, Term Loan (First Lien) —
Non-Construction, Non-Electronic  3.0% Cash, 2.8% PIK, Due 7/: 1,922,37! 1,635,60- 1,797,42
Colfax Corporation
Diversified/Conglomerate 2013 Replacement Term A-1
Manufacturing Loan — 1.9% Cash, Due 11/1 3,000,001 3,007,501 3,005,62!
Commscope, Inc. Tranche 3 Term Loan —
Electronics 2.7% Cash, Due 1/17 349,12! 347,14( 350,72¢

Commscope, Inc.

Tranche 4 Term Loan —



Covanta Energy Corporation Term Loan —
Ecological 3.5% Cash, Due 3/19 1,965,00! 1,955,00! 1,984,65!

See accompanying notes to the financial statements.
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Portfolio Company/

Investment

Principal Business Interest Rate (! /Maturity Principal Cost Fair Value
CPI International Acquisition, Inc.

(f/k/a Catalyst Holdings, Inc.) Term B Loan —

Aerospace and Defense 5.0% Cash, Due 2/17 $ 92450( $ 933,16: $ 931,43
Cricket Communications, Inc. B Term Loan —

Telecommunications 4.8% Cash, Due 10/19 1,980,00i 1,980,62! 1,989,90!

) Non-Extended Incremental

Crown Castle Operating Compaw Tranche B Term Loan —

Buildings and Real Estat®) 3.3% Cash, Due 1/21 2,940,29. 2,910,29. 2,950,55!
David's Bridal, Inc. Initial Term Loan —

Retail Stores 5.0% Cash, Due 10/19 495,00( 490,00( 497,78
DaVita HealthCare Partners Inc. (fke

DaVita Inc.)

Healthcare, Education and Tranche A Term Loan —

Childcare 2.9% Cash, Due 10/15 2,400,00! 2,415,13. 2,409,75
DaVita HealthCare Partners Inc. (fke

DaVita Inc.)

Healthcare, Education and Tranche B Term Loan —

Childcare 4.5% Cash, Due 10/16 1,940,00! 1,961,19 1,956,24.
Dealer Computer Services, Inc.

(Reynolds & Reynolds) Tranche B Term Loan —

Electronics 2.2% Cash, Due 4/16 461,41¢ 456,58 463,28t
Del Monte Foods Company Initial Term Loan —

Beverage, Food and Tobacco 4.0% Cash, Due 3/18 5,578,771 5,563,85. 5,606,64.
Delphi Corporation Trache A Term Loan —

Automobile 1.4% Cash, Due 3/18 4,906,25I 4,931,25! 4,904,411
DineEquity, Inc.

Personal, Food and Miscellaneou  Term B-2 Loan —

Services 3.8% Cash, Due 10/17 291,52¢ 291,52¢ 293,09:
Drumm Investors LLC (aka Golden

Living)

Healthcare, Education and Term Loan —

Childcare 5.0% Cash, Due 5/18 5,281,01: 5,226,29. 5,193,87!
Ducommun Incorporated Term B-1 Loan —

Aerospace and Defense 4.8% Cash, Due 6/17 698,02t 688,07t 703,26:
Dunkin' Brands, Inc.

Personal, Food and Miscellaneou  Term B-3 Loan —

Services 3.8% Cash, Due 2/20 3,796,67' 3,659,00. 3,814,46
Education Management LLC

Healthcare, Education and Tranche C-2 Term Loan —

Childcare 4.3% Cash, Due 6/16 3,646,43: 3,576,55: 3,510,07.
Emdeon Inc. Term B-2 Loan —

Electronics 3.8% Cash, Due 11/18 1,472,63. 1,457,63. 1,477,701
Endo Health Solutions Inc.

(fka Endo Pharmaceuticals Holdir

Inc.)

Healthcare, Education and 2018 Term A Loan —

Childcare 1.9% Cash, Due 3/18 3,850,001 3,855,001 3,847,11.
Endo Health Solutions Inc. (fka Endc

Pharmaceuticals Holdings Inc.)

Healthcare, Education and Term Loan B 2011 —

Childcare 4.0% Cash, Due 6/18 86,50( 86,50( 86,77¢
Epicor Software Corporation (fka Term B-1 Loan Retired

Eagle Parent Inc.) 01/17/2014 —

Electronics 4.5% Cash, Due 5/18 4,815,58I 4,763,31 4,846,28

Term B Advance (First Lien) -

EquiPower Resources Holdings, LL(

Utilities 4.3% Cash, Due 12/18 1,463,01! 1,440,511 1,471,224



Utilities 4.3% Cash, Due 8/1 952,19¢ 937,19t 923,63(

Federal-Mogul Corporation Tranche B Term Loan —
Automobile 2.1% Cash, Due 12/14 1,867,46! 1,804,47. 1,848,50:

See accompanying notes to the financial statements.
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Federal-Mogul Corporation Tranche C Term Loan —

Automobile 2.1% Cash, Due 12/15 $ 327,81¢ 320,70 $ 324,49(
Fidelity National Information Service

Inc. Term A-4 Loan —

Electronics 1.7% Cash, Due 3/17 8,981,05: 8,971,89 9,003,50:
Generac Power Systems, Inc.

Machinery (Non-Agriculture, Term Loan B —

Non-Construction, Non-Electronic ~ 3.5% Cash, Due 5/20 1,741,19; 1,723,69: 1,746,63.
General Nutrition Centers, Inc. Amended Tranche B Term

Retail Stores Loan — 3.3% Cash, Due 3/1! 748,29! 746,42( 746,73!
Gentiva Health Services, Inc.

Healthcare, Education and Initial Term B Loan —

Childcare 6.5% Cash, Due 10/19 1,696,11: 1,696,11: 1,681,28:
Getty Images, Inc. Initial Term Loan —

Printing and Publishing 4.8% Cash, Due 10/19 2,970,00! 2,940,001 2,778,28

Term B Loan (First Lien)

Graceway Pharmaceuticals, LI Sold Out 09/28/2012 —

Healthcare, Education and

Childcare 7.0% Cash, Due 5/12 19,55« 20,50( 21,60¢
Grifols Inc.

Healthcare, Education and New U.S. Tranche B Teri

Childcare Loan — 4.3% Cash, Due 6/17 969,24° 959,29 976,86!
Gymboree Corporation., The Term Loan —

Retail Stores 5.0% Cash, Due 2/18 937,92¢ 937,92¢ 879,30¢
Hamilton Lane Advisors, L.L.C. Loan —

Finance 5.3% Cash, Due 2/18 1,725,81. 1,705,81 1,738,75
Harlan Laboratories, Inc. (fka Harlan

Sprague Dawley, Inc.)

Healthcare, Education and Term Loan —

Childcare 5.8% Cash, Due 7/14 3,401,83I 3,025,67. 3,061,64
Harland Clarke Holdings Corp. (fka 9.500% — 05/2015 —

Clarke American Corp.) 412690AB5 —

Printing and Publishing 9.5% Cash, Due 5/15 816,00( 776,00( 820,89t
Harland Clarke Holdings Corp. (fka Floating — 05/2015 —

Clarke American Corp.) 412690AA7 —

Printing and Publishing 6.0% Cash, Due 5/15 1,000,001 850,00( 1,000,00t
Harland Clarke Holdings Corp. (fka

Clarke American Corp.) Tranche B-2 Term Loan —

Printing and Publishing 5.5% Cash, Due 6/17 1,743,109 1,480,41 1,761,71!
HCA Inc.

Healthcare, Education and Tranche B-4 Term Loan —

Childcare 3.0% Cash, Due 5/18 1,528,94. 1,531,02 1,531,65!
HCA Inc.

Healthcare, Education and Tranche B-5 Term Loan —

Childcare 2.9% Cash, Due 3/17 2,230,17. 2,233,20; 2,233,88
HCR ManorCare, Inc. (fka HCR

Healthcare, LLC)

Healthcare, Education and Initial Term Loan —

Childcare 5.0% Cash, Due 4/18 972,50( 962,57" 959,73t
Health Management Associates, Inc  Replacement B Term Loan

Healthcare, Education and Retired 01/27/2014 —

Childcare 3.5% Cash, Due 11/18 1,929,87! 1,909,87! 1,932,63
Hertz Corporation, The Tranche B-2 Term Loan —

Personal Transportation 3.0% Cash, Due 3/18 2,917,95I 2,903,06: 2,920,00
Hillman Group, Inc., The

Machinery (Non-Agriculture, Term Loan —

Non-Construction, Non-Electronic ~ 3.8% Cash, Due 5/17 965,55! 970,32 971,88¢



Broadcasting and Entertainme 4.5% Cash, Due 4/1 1,708,52. 1,726,02. 1,720,62

See accompanying notes to the financial statements.
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Huntsman International LLC Extended Term B Loan —
Chemicals, Plastics and Rubber 2.7% Cash, Due 4/17 6,722,671 $ 6,531,68° $ 6,738,09
Series 2 Extended Term B
Huntsman International LLC Dollar
Chemicals, Plastics and Rubber Loan — 3.2% Cash, Due 4/17 1,008,76: 993,99: 1,011,08:
IAP Worldwide Services, In¢> Term Loan (Second Lien) —
Aerospace and Defense 8.3% Cash, 8.5% PIK, Due 6/: 1,830,19: 1,828,81i 54,90¢
Ina Beteiligungsgesellschaft Mit
Beschrankter Haftung (fka
Schaeffler AG) Facility C (USD) —
Automobile 4.3% Cash, Due 1/17 5,500,00! 5,596,25! 5,556,12
Ineos US Finance LLC Cash Dollar Term Loan —
Chemicals, Plastics and Rubber 4.0% Cash, Due 5/18 2,951,34. 2,906,344 2,966,71
Ineos US Finance LLC Short-Dated Cash Dollar Term
Chemicals, Plastics and Rubber Loan — 2.2% Cash, Due 5/15 1,988,94! 2,013,94! 2,000,54
Infor (US), Inc. (fka Lawson Softwarr  Tranche B-2 Term Loan
Inc.) Retired 01/02/2014 —
Electronics 5.3% Cash, Due 4/18 2,447,811 2,467,19. 2,459,79
Information Resources, Inc. (fka
Symphonyiri Group, Inc.) Term Loan —
Electronics 4.8% Cash, Due 9/20 977,55! 972,58 984,48:
J. Crew Group, Inc. Term B-1 Loan —
Retail Stores 4.0% Cash, Due 3/18 4,875,001 4,875,001 4,911,53
Jarden Corporation
Personal and Non Durable New Tranche B Term Loa—
Consumer Products (Mfg. Only) 2.7% Cash, Due 3/18 3,021,20: 3,035,35! 3,025,22.
JBS USA, LLC Initial Term Loan —
Beverage, Food and Tobacco 3.8% Cash, Due 5/18 1,950,301 1,940,35! 1,951,471
JMC Steel Group, Inc.
Mining, Steel, Iron and Non- Term Loan —
Precious Metals 4.8% Cash, Due 4/17 1,945,061 1,935,13! 1,954,36
KAR Auction Services, Inc. Term Loan —
Automobile 3.8% Cash, Due 5/17 4,717,48' 4,760,78 4,747,70.
Key Safety Systems, Inc. Initial Term Loan —
Automobile 4.8% Cash, Due 5/18 1,384,81: 1,344,81! 1,387,022
Kronos Incorporated Incremental Term Loan (First
Diversified/Conglomerate Service  Lien) — 4.5% Cash, Due 10/1 2,969,02! 2,972,7T 3,000,58!
Term B Loan
Lamar Media Corp. Retired 01/10/2014 —
Broadcasting and Entertainment 4.0% Cash, Due 12/16 38,44¢ 43,63( 38,49
Live Nation Entertainment, Inc.
Leisure, Amusement, Motion Term B-1 Loan —
Pictures, Entertainment 3.5% Cash, Due 8/20 965,10° 966,73t 970,33t
Longview Power, LLG® 2017 Term Loan —
Utilities 7.2% Cash, Due 10/17 3,266,08: 2,866,34 1,673,86
Synthetic L/C Term
Longview Power, LLd®) Loan —
Utilities 7.2% Cash, Due 2/14 533,27 471,77! 309,29¢
2013 Incremental Tranche B
LPL Holdings, Inc. Term
Finance Loan — 3.3% Cash, Due 3/1¢ 1,965,15! 1,955,15! 1,966,79
Mackinaw Power Holdings, LLC Loan —
Utilities 1.7% Cash, Due 6/15 2,050,73. 2,003,19 2,030,22

MCC lowa LLC (Mediacom
Broadband Group)

Tranche D-1 Term Loan —



MCC lowa LLC (Mediacom

Broadband Group) Tranche D-2 Term Loan —

Broadcasting and Entertainment 1.9% Cash, Due 1/15 2,419,55: 2,428,72.
Michael Foods Group, Inc. (f/k/a

M-Foods Holdings, Inc.) Term B Facility —

Beverage, Food and Tobacco 4.3% Cash, Due 2/18 337,22! 342,94.

See accompanying notes to the financial statements.
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MultiPlan, Inc.
Healthcare, Education and
Childcare

Munder Capital Management
Finance

National CineMedia, LLC
Leisure, Amusement, Motion
Pictures, Entertainment

NBTY, INC.
Personal and Non Durable
Consumer Products (Mfg. Only)

NEP/NCP Holdco, Inc
Broadcasting and Entertainment

Newsday, LLC
Printing and Publishing

Novelis, Inc.
Mining, Steel, Iron and Non-
Precious Metals

NPC International, Inc
Personal, Food and Miscellaneou
Services

NRG Energy, Inc
Utilities

NRG Energy, Inc
Utilities

Nuveen Investments, In
Finance

Omnova Solutions, Inc.
Chemicals, Plastics and Rubber

OSI Restaurant Partners, LLC
Personal, Food and Miscellaneou
Services

Pantry, Inc., The
Grocery

Party City Holdings Inc.
Retail Stores

PetCo Animal Supplies, Inc.
Retail Stores

PQ Corporation (fka Niagara
Acquisition, Inc.)
Chemicals, Plastics and Rubber

Progressive Waste Solutions Ltd.
Ecological

QCE, LLC (Quiznos{®
Personal, Food and Miscellaneou
Services

Regal Cinemas Corporation
Leisure, Amusement, Motion
Pictures, Entertainment

Remy International, Inc.
Automobile

Revlon Consumer Products
Corporation

Term B-1 Loan —
4.0% Cash, Due 8/17

Incremental Term Loan —
6.0% Cash, Due 3/15

Term Loan (2013) —
2.9% Cash, Due 11/19

Term B-2 Loan —
3.5% Cash, Due 10/17

Refinanced New Term Loan

(First
Lien) — 4.8% Cash, Due 1/20
Term Loan —

3.7% Cash, Due 10/16

Initial Term Loan —
3.8% Cash, Due 3/17

Term Loan (2013) —
4.0% Cash, Due 12/18

7.625% — 01/2018 —
629377BN1 —
4.0% Cash, Due 1/18

Term Loan (2013) —
2.8% Cash, Due 7/18

Tranche B First-Lien Term
Loan — 4.2% Cash, Due 5/17

Term B-1 Loan —
4.3% Cash, Due 5/18

2013 Replacement Term Loan

3.5% Cash, Due 10/19

Term Loan —
4.8% Cash, Due 8/19

2013 Replacement Term Loan

4.3% Cash, Due 7/19

New Loans—
4.0% Cash, Due 11/17

2013 Term Loan —
4.5% Cash, Due 8/17

Term B Loan —
3.0% Cash, Due 10/19

Term Loan —
9.0% Cash, Due 1/17

Term Loan —
2.7% Cash, Due 8/17

Term B Loan 2013 —
4.3% Cash, Due 3/20

2,317,57.

26,42

2,000,001

3,242,041

2,970,001

2,953,841

2,928,59!

490,83!

1,000,001

3,900,52!

1,803,19:

485,00(

1,870,001

2,962,501

493,76

3,404,79i

2,970,001

742,50(

3,172,23:

4,443,141

947,02¢

$ 2,352,64 $ 2,336,40:

23,12¢

1,985,001

3,258,37.

2,970,001

2,933,841

2,962,66!

480,83:

1,000,001

3,890,57!

1,732,80!

490,25¢

1,850,001

2,932,501

488,76:

3,404,79i

2,947,501

738,75(

2,793,98

4,480,02.

954,45:.

26,620

2,000,00!

3,268,096.0

2,986, 70!

2,964,92:

2,943,23:

495,74:

1,145,001

3,896,78.

1,798,68!

488,03-

1,874,44.

3,005,67:

496,65¢

3,427,42:

2,995,611

744,82(

1,386,26!

4,467,33!

954,72t



Products (Mfg. Only 4.0% Cash, Due 11/1 843,75( 838,77!

Reynolds Group Holdings Inc. Incremental U.S. Term Loan —

Containers, Packaging and Glass  4.0% Cash, Due 12/18 2,841,30! 2,841,301
RGIS Services, LLC Extended Initial Term Loan —

Diversified/Conglomerate Service  4.5% Cash, Due 10/16 2,442,71. 2,318,71.

See accompanying notes to the financial statements.
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RGIS Services, LLC Tranche C Term Loan —
Diversified/Conglomerate Service  5.5% Cash, Due 10/17 $ 2,977,27. $ 3,011,022 $ 2,945,63
Roundy's Supermarkets, Inc. Tranche B Term Loan —
Grocery 5.8% Cash, Due 2/19 3,062,06! 3,002,06! 3,066,85
Rovi Solutions Corporation/Rovi
Guides, Inc. Tranche A-1 Loan —
Electronics 2.7% Cash, Due 2/16 1,107,11. 1,111,81 1,105,73
Rovi Solutions Corporation/Rovi
Guides, Inc. Tranche A-2 Loan —
Electronics 2.4% Cash, Due 3/17 781,27¢ 767,52t 780,04!
Rovi Solutions Corporation/Rovi
Guides, Inc. Tranche B-3 Term Loan —
Electronics 3.5% Cash, Due 3/19 448,15( 445,65( 441 ,56:
RPI Finance Trust
Healthcare, Education and Term B-2 Term Loan —
Childcare 3.3% Cash, Due 5/18 3,860,52; 3,840,62; 3,883,45.
Incremental Tranche B Term
SBA Senior Finance Il LLC Loan Retired 02/07/2014 —
Telecommunications 3.8% Cash, Due 9/19 91,64: 91,01¢ 92,36¢
Term Loan
SBA Senior Finance Il LLC Retired 02/07/2014 —
Telecommunications 3.8% Cash, Due 6/18 722,11¢ 717,14 726,63:
Seaworld Parks & Entertainment, Inc
(f/k/a SW Acquisitions Co., Inc.)
Leisure, Amusement, Motion Term B-2 Loan —
Pictures, Entertainment 3.0% Cash, Due 5/20 1,855,82: 1,830,84. 1,837,26!
Select Medical Corporation
Healthcare, Education and Series C Tranche B Term
Childcare Loan — 4.0% Cash, Due 6/1¢ 2,274,47 2,224,72! 2,284,44
Semiconductor Components Industr
LLC (On Semiconductor) Term Loan —
Electronics 2.0% Cash, Due 1/18 2,718,75! 2,598,75! 2,691,56:
Sensata Technologies B.V./Sensata
Technology Finance Company, LI
Term Loan —
Electronics 3.3% Cash, Due 5/19 680,56° 670,61 687,49:
2016 Term Loan (Extended) -
Serena Software, Inc.
Electronics 4.2% Cash, Due 3/16 2,831,88: 2,807,10! 2,810,64!
ServiceMaster Company, The Tranche C Term Loan —
Diversified/Conglomerate Service  4.3% Cash, Due 1/17 2,481,20. 2,515,57 2,461,66.
Sinclair Television Group, Inc. New Tranche B Term Loa—
Broadcasting and Entertainment 3.0% Cash, Due 4/20 136,71¢ 116,71t 136,03:
Six Flags Theme Parks, Inc.
Leisure, Amusement, Motion Tranche B Term Loan —
Pictures, Entertainment 3.5% Cash, Due 12/18 1,675,48. 1,696,10! 1,683,10!
Spirit Aerosystems, Inc. (fka Mid-
Western Aircraft Systems,Inc and
Onex Wind Finance LP.) Term B Loan —
Aerospace and Defense 3.8% Cash, Due 4/19 3,438,75! 3,421,25! 3,461,85
SRAM, LLC
Leisure, Amusement, Motion Term Loan (First Lien) —
Pictures, Entertainment 4.0% Cash, Due 4/20 3,299,07! 3,279,501 3,304,56:
SS&C Technologies Holdings Europ
S.AR.L. 2013 Replacement Term B-2
Electronics Loan — 3.3% Cash, Due 6/1¢ 265,90( 268,14¢ 266,77

SS&C Technologies, Inc.,/Sunshine



Electronics Loan— 3.3% Cash, Due 6/1 2,570,36 2,592,111

SunCoke Energy, Inc.
Mining, Steel, Iron and Non- Tranche B Term Loan —
Precious Metals 4.0% Cash, Due 7/18 303,34( 298,36!

See accompanying notes to the financial statements.
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SunGard Data Systems Inc (Solar
Capital Corp.) Tranche E Term Loan —
Electronics 4.0% Cash, Due 3/20 6,989,88( $ 6,871,420 $ 7,046,67:
SuperMedia Inc. (fka Idearc Inc.) Loan —
Printing and Publishing 11.6% Cash, Due 12/16 511,70¢ 316,62: 383,46«
Telesat Canada U.S. Term B-2 Loan —
Telecommunications 3.5% Cash, Due 3/19 2,955,16! 2,940,16! 2,966,85
Tenneco Inc. Tranche A Term Loan —
Automobile 2.7% Cash, Due 3/17 3,650,001 3,650,001 3,654,56:
Tesoro Corporation Initial Term Loan —
Oil and Gas 2.4% Cash, Due 5/16 198,75( 198,75( 199,66(
Texas Competitive Electric Holdings 2014 Term Loan
Company, LLC (TXU) (Non-Extending) —
Utilities 3.7% Cash, Due 10/14 3,748,691 2,907,391 2,664,38
Toys 'R’ Us-Delaware, Inc. Initial Loan —
Retail Stores 6.0% Cash, Due 9/16 1,902,74. 1,911,409 1,726,05.
TPF Generation Holdings, LLC Term Loan —
Utilities 4.8% Cash, Due 12/17 3,308,56' 2,990,82 3,333,38
TransDigm Inc. Tranche C Term Loan —
Aerospace and Defense 3.8% Cash, Due 2/20 3,890,55: 3,890,55. 3,906,03!
Tronox Pigments (Netherlands) B. V. New Term Loar—
Chemicals, Plastics and Rubber 4.5% Cash, Due 3/20 777,87 770,02( 789,35(
TUI University, LLC
Healthcare, Education and Term Loan (First Lien) —
Childcare 7.3% Cash, Due 10/14 411,93¢ 372,56: 403,69!
TW Telecom Holdings Inc. (fka Time
Warner Telecom Holdings Inc.) Term Loan B Loan —
Telecommunications 2.7% Cash, Due 4/20 3,813,26! 3,824,591 3,813,28
TWCC Holding Corp. Term Loan —
Broadcasting and Entertainment 3.5% Cash, Due 2/17 4,300,57! 4,300,57! 4,323,06
U.S. Security Associates Holdings, |
Delayed Draw Loan —
Diversified/Conglomerate Service  6.0% Cash, Due 7/17 160,14 160,14 161,04¢
U.S. Security Associates Holdings, |
Term B Loan —
Diversified/Conglomerate Service  6.0% Cash, Due 7/17 818,17: 809,82 822,77!
Univar Inc. Term B Loan —
Chemicals, Plastics and Rubber 5.0% Cash, Due 6/17 5,435,16! 5,447,31. 5,401,57!
Universal Health Services, Inc.
Healthcare, Education and Tranche B-1 Term Loan —
Childcare 2.4% Cash, Due 11/16 1,031,25! 1,074,433 1,035,76.
2013 Converted Extended
Univision Communications Inc. First-Lien Term Loan —
Broadcasting and Entertainment 4.5% Cash, Due 3/20 4,855,191 4,567,41 4,885,92!
Valleycrest Companies LLC (VCC
Holdco Il Inc.) Initial Term Loan —
Diversified/Conglomerate Service  5.5% Cash, Due 6/19 3,299,31. 3,229,61. 3,324,05!
Vertafore, Inc. Term Loan (2013) —
Electronics 4.3% Cash, Due 10/19 952,04 952,04 952,81(
VFH Parent LLC Term Loan (2013) —
Finance 5.8% Cash, Due 11/19 998,33 1,013,30: 1,007,48.
VML US Finance LLC (aka Venetian
Macau) Term Loan US Dollar —
Hotels, Motels, Inns, and Gaming  1.7% Cash, Due 11/16 3,675,25! 3,647,68 3,659,63

Weight Watchers International, Inc.

Initial Tranche B-1 Term



Wendy's International, Inc
Personal, Food and Miscellaneou  Term B Loan —
Services 3.3% Cash, Due 5/19 1,360,93! 1,340,93! 1,364,70

See accompanying notes to the financial statements.
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West Corporation Term B-8 Loan —

Diversified/Conglomerate Servic ~ 3.8% Cash, Due 6/18 $ 4,360,031 $ 4,381,86 $ 4,386,04!
WideOpenWest Finance, LLC Term B-1 Loan 2013 —

Telecommunications 3.8% Cash, Due 7/17 3,970,05! 4,000,05! 3,984,66!
Windstream Corporation Tranche B-5 Term Loan —

Telecommunications 3.5% Cash, Due 8/19 493,75( 488,75( 495,33(
WireCo WorldGroup Inc.

Machinery (Non-Agriculture, No  Term Loan —

Construction, Non-Electronic) 6.0% Cash, Due 2/17 1,975,001 1,955,001 1,993,51
Total Investment in Debt Securitie: 398,726,56 392,855,44 392,391,63

Equity Securities Portfolio

Portfolio Company/
Principal Business Equity Investment Shares Cost Fair Value
Dex Media Inc(®

Printing and Publishing Common 1,58¢ — 10,75¢
IAP Worldwide Services, Iné? Series A Warrant 36,98; — —
IAP Worldwide Services, Iné? Series B Warrant 10,83 — —
IAP Worldwide Services, Iné? Series C Warrant 5,48¢ — —
LandSource Holding Company, LL!

@) Common 390,42 — 1,347,15!

Series A-1 Common

Natural Products Group, In®® Stock 2,61¢ — 170,15
Total Investment in Equity

Securities — 1,528,06

CLO Securities Portfolio

Portfolio Company CLO Investment Principal Cost Fair Value @
Duane 2006-3AY Floating — 01/2021 — C -

CLO Equity 26358BAJ7 $ 2,000,000 $ 1,473,12 $ 1,900,101
DUANE 2006-2AM) Floating — 08/2018 — C -

CLO Equity 26357XAD3 4,000,001 3,392,111 3,889,93!

Floating — 02/2018 — A2

EAGLC 2006-1A(1)

CLO Equity 269491ACO0 2,000,001 1,666,79. 1,976,15.
FRASR 2006-2X1 Floating — 12/2020 — B -

CLO Equity USG3661CAC40 2,000,001 1,536,08 1,877,24
HICDO 2007-6AM) Floating — 06/2019 — B -

CLO Equity 42823CAC4 1,500,00! 1,209,86 1,437,38.

Floating — 05/2021 — A2

HLMK 2006-1X (1)

CLO Equity USG4493LAB83 2,000,001 1,539,76. 1,864,34.
VENTR 2006-7AM) Floating — 01/2022 — C -

CLO Equity 92328WAG6 2,000,001 1,463,41! 1,833,94.
Total Investment in CLO

Equity Securities 15,500,00 12,281,16 14,779,11

Total Investments

$414,226,56 $405,136,60 $ 408,698,831




(1) Investment in a Collateralized Loan Obligatieumd
(2) Equity investment in common stock
(3) Loan on non-accrual status

(4) Buildings and real estate relate to real estatgership, builders, managers and developersxoiddes mortgage debt
investments and mortgage lenders or originators.

See accompanying notes to the financial statements.
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KATONAH X CLO LTD.

NOTES TO FINANCIAL STATEMENTS

1. ORGANIZATION

Katonah X CLO LTD. (the “Fund”) is an exempted canp incorporated in September 7, 2006 with limlteblility under
the laws of the Cayman Islands for the sole purpbdsevesting in broadly syndicated loans, highlgibonds and other credit
instruments. The Fund is what is commonly knowa asllateralized loan obligation fund (“CLO Fund”).

A CLO Fund generally refers to a special purposecke that owns a portfolio of investments and ésswvarious tranches of
debt and subordinated note securities to finane@tinchase of those investments. Investments pgedhay a CLO Fund are
governed by extensive investment guidelines, inolydmits on exposure to any single industry auisr and limits on the
ratings of the CLO Fund’s assets. A CLO Fund hdsefmed investment period during which it is all@iite make investments
or reinvest capital as it becomes available.

A CLO Fund typically issues multiple tranches obtland subordinated note securities with varyinimga and levels of
subordination to finance the purchase of their dgihgy investments. Interest and principal payménet of designated CLO
Fund expenses) from the CLO Fund are paid to esstted security in accordance with an agreed uporitprof payments,
commonly referred to as the “waterfall.” The ma=tisr notes, generally rated AAA/Aaa, commonly esent the majority of
the total liabilities of the CLO Fund. AAA/Aaa natare issued at a specified spread over LIBOR anuaily have the first
claim on the earnings on the CLO Fund'’s investmafies payment of certain fees and expenses. Leulsordinated
“mezzanine” tranches of rated notes generally natiegs ranging from AA/Aa to BB/Ba and are usuddisued at a specified
spread over LIBOR with higher spreads paid on téeches with lower ratings. Each tranche is typiaatly entitled to a share
of the earnings on the CLO Fund’s investmentséfrétquired interest and principal payments have besde on the more
senior tranches in the waterfall. The most junianthe can take the form of either subordinatedshot preferred shares. The
subordinated notes or preferred shares generalfytbave a stated coupon but are entitled towabithsh flows from the
CLO Fund'’s investments after all of the other ttesof notes and certain other fees and expernsgaik.

On May 15, 2007, the Fund issued $500.0 millionaiEs or debt securities, consisting of the CladsAloating Rate
Notes, the Class A-1b Floating Rate Notes, thesCdaa Floating Rate Notes, the Class A-2b FloaRate Notes, the Class B
Floating Rate Notes, the Class C Floating Rate $\oke Class D Floating Rate Notes, the Class &tiRlp Rate Notes and the
Subordinated Securities. The notes were issuedigot$o an indenture, dated May 15, 2007 (the ‘tigke”), with U.S. Bank
National Association servicing as the trustee theder. KCAP Financial, Inc. (‘KCAP Financial”) owt&,500,000 of the
subordinated securities of Katonah X CLO LTD. Thmé's defined investment period ended on May 21326ollowing the
defined investment period, proceeds from princgaglments in the investment portfolio of the Fund e used to pay down
its outstanding notes, starting with Class A notes.

Pursuant to a collateral management agreementGtiiateral Management Agreement”), Katonah Debviadrs, L.L.C.
(the “Manager”), which is a wholly-owned portfolimmpany of KCAP Financial, provides investment nggmaent services to
the Fund, and makes day-to-day investment decisionserning the assets of the Fund. The Managepaidorms certain
administrative services on behalf of the Fund utiderCollateral Management Agreement. The Managaregistered
investment adviser under the Investment AdvisetsoA@940.

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting and Combination

The financial statements of the Fund have beerapeen accordance with U.S. generally accepteduaatng principles
("U.S. GAAP”). In the opinion of the Manager’'s mgemnent, the financial statements of the Fund reflkadjustments,
consisting of normal recurring accruals, whichreeessary for the fair presentation of the findremadition and results of
operations for the periods presented. Furtherntbespreparation of the financial statements reguinanagement to make
significant estimates and assumptions
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2. SIGNIFICANT ACCOUNTING POLICIES — (continued)

including the fair value of investments that do hate a readily available market value. Actual itestould differ from those
estimates, and the differences could be material.

All of the investments held and notes issued byFined are presented at fair value in the Fund’seBtent of Net Assets.

Investments of the Fund at Fair Valuénvestment transactions are recorded on thecaiyhd trade date. Realized gains or
losses are determined using the specific identifinamethod. Investments held by the Fund aredtatéair value. ASC 820-
10, Fair Value Measurements and Disclosures (“A3@GB0"), requires among other things, disclosulEsihassets and
liabilities that are measured and reported atfaline.

Hierarchy of Fair Value Inputs The provisions of ASC 820-10 establish a hidrathat prioritizes inputs to valuation
techniques used to measure fair value and reqaimpanies to disclose the fair value of their firahimstruments according to
the fair value hierarchy (i.e., Level 1, 2 and Buts, as defined). The fair value hierarchy giveshighest priority to quoted
prices (unadjusted) in active markets for identasaslets or liabilities and the lowest priority tiobservable inputs.
Additionally, companies are required to provideitiddal disclosure regarding instruments in the éle¥ category (which have
inputs to the valuation techniques that are unofadde and require significant management judgmamthiding a
reconciliation of the beginning and ending balarssgzarately for each major category of assetsiahiiities.

Assets and liabilities measured and reported avédile are classified and disclosed in one of¢hHewing categories:

Level 1 Inputs:
Quoted prices (unadjusted) in active markets feniital assets or liabilities at the reporting date

* Level 1 assets may include listed mutual fundsliding those accounted for under the equity neetifaccounting as
these mutual funds are investment companies, theg publicly available net asset values which toadance with
GAAP are calculated under fair value measures amé@ual to the earnings of such funds), ETFs tieguind certain
derivatives.

Level 2 Inputs:

Quoted prices for similar assets or liabilitieaitive markets; quoted prices for identical or Emassets or liabilities that
are not active; quotes from pricing services okbrs, for which the Manager can determine thatryrdeansactions took
place at the quoted price or that the inputs usedrtve at the price were observable; and inptiterahan quoted prices
that are observable, such as models or other \@tuatethodologies.

« Level 2 assets in this category may include debtirities, bank loans, short-term floating rateesand asset-backed
securities, restricted public securities valued discount, as well as over the counter derivativetuding interest and
inflation rate swaps and foreign currency exchasa#racts that have inputs to the valuations teaegally can be
corroborated by observable market data.
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Level 3 Inputs:

Unobservable inputs for the valuation of the asséibility, which may include non-binding brokguotes. Level 3 assets
include investments for which there is little, ifya market activity. These inputs require significenanagement judgment
or estimation.

» Level 3 assets in this category may include gareerd limited partnership interests in privateiggfunds, funds of
private equity funds, real estate funds, hedgeduadd funds of hedge funds, direct private egnitgstments held
within consolidated funds, bank loans, bonds iss1ye@LO Funds and certain held for sale real estistgosal assets.

« Level 3 liabilities included in this category lnde borrowings of consolidated collateralized loffigations valued
based upon non-binding broker quotes or discourdstl flow model based on a discount margin calicumat

Significance of Inputs:

The Manager's assessment of the significance afticplar input to the fair value measurementsreittirety requires
judgment and considers factors specific to thenfiie instrument.

Valuation of Portfolio InvestmentsDebt and equity securities for which market qtiohs are readily available are
generally valued at such market quotations. Detitemyuity securities that are not publicly tradedvbpse market price is not
readily available are valued based on detailedyaralprepared by management, and, in certain céteunoes, may utilize third
parties with valuation expertise. The Manager fefidhe provisions of ASC 820-10 with respect tgppring the Fund’s
financial statements. This standard defines fdinesaestablishes a framework for measuring faiu@aind expands disclosures
about assets and liabilities measured at fair val&€ 820-10 defines “fair value” as the price twauld be received to sell an
asset or paid to transfer a liability in an orddrgnsaction between market participants at thesareanent date. Subsequent to
the adoption of ASC 820-10, the FASB has issuetbvarstaff positions clarifying the initial standaas noted below.

In January 2010, the FASB issued guidance thaifieuand requires new disclosures about fair vateasurements. The
clarifications and requirement to disclose the ant®and reasons for significant transfers betwemrel1 and Level 2, as well
as significant transfers in and out of Level 3hd fair value hierarchy, were adopted by the Far2Dil0.

Fair Value Measurements and Disclosureguires the disclosure of the inputs and valuagehniques used to measure fair
value and a discussion of changes in valuatiomigades and related inputs, if any, during the mkrio

The Manager’s valuation methodology and procedimemvestments held by the Fund are generallyols\is:

1. For any asset which is also held by KCAP Firanmn the applicable date, the KCAP Financial falue mark as of
such applicable date is used.

2. Each portfolio company or investment is crogefrenced to an independent pricing service to detey if a current
market quote is available. The nature and quafiguch quote is reviewed to determine reliabilitgl aelevance of the
quote. Factors considered in this determinatioludewhether the quote is from a transaction arbsoker quote, the
date and aging of such quote, whether the tramgaistiarmdength, whether it is of a liquidation or distredseture an
certain other factors judged to be relevant byMla@ager's management within the framework of ASG-8Q.
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3. If an investment does not have a market quatatioeither a broad market exchange or from arpiaéent pricing
service, the investment is initially valued by tlanager’s investment professionals responsibléhfiportfolio
investment in conjunction with the portfolio managmnt team. Generally, such fair values are detexthiny reference
public market or private transactions or valuatiforscomparable companies or assets in the relessgt class and or
industry when such amounts are available. Genetfadlye valuations are derived by multiplying a geyformance
metric of the investee company or asset (e.g., EBI)Tby the relevant valuation multiple observed éomparable
companies or transactions, adjusted by managemedifferences between the investment and theeréed
comparable. If the fair value of such investmemtsnot be valued by reference to observable valuatieasures for
comparable companies, then the primary analytiedhod used to estimate the fair value is a disealioash flow
method and/or cap rate analysis. A sensitivity ysiglis applied to the estimated future cash flagiag various factors
depending on the investment, including assumed throates (in cash flows), capitalization rates ¢(fetermining
terminal values) and appropriate discount rateketermine a range of reasonable values or to camofected return
on investment.

Preliminary valuation conclusions are discussetidocumented by the Manager's management.

llliquid loans, junior and mezzanine securitiesl investments in other CLO bonds are fair valisdg models
developed by the Manager's management with appéaalarket assumptions.

6. The Manager's management discusses the valgaimhdetermines in good faith that the fair vahfesach investment
in the portfolio is reasonable based upon any epble independent pricing service, input of managenmand estimates
from independent valuation firms (if any).

Debt Securities Most of the Fund’s investment portfolio is corapd of broadly syndicated debt securities for wiaich
independent pricing service quote is availablethBoextent that the investments are exchange tradre priced or have
sufficient price indications from normal coursedirgy at or around the valuation date (financiabréipg date), such pricing
will determine fair value. Pricing service marksrfr third party pricing services may be used asditation of fair value,
depending on the volume and reliability of the nsadufficient and reasonable correlation of bid askl quotes, and, most
importantly, the level of actual trading activity.

CLO Fund Securities The Fund may selectively invest in securitissiézl by CLO Funds managed by other asset
management companies. For bond rated tranches©fRZinds (those above the junior class) withoutstations to support a
fair value for the specific CLO Fund and trancla; ¥alue is based on discounting estimated bogthpats at current market
yields, which may reflect the adjusted yield onldneeraged loan index for similarly rated tranclaswell as prices for similar
tranches for other CLO Funds and also other factach as the default and recovery rates of underlgssets in the CLO Fund,
as may be applicable. Such model assumptions nrsyawa incorporate adjustments for risk premiungs @hO Fund specific
attributes. Such adjustments require judgment azllve material to the calculation of fair value.

Cash. Cash is defined as demand deposits. The Funld fitslcash with financial institutions and, atdésncash held in
checking accounts may exceed the Federal Depasitdnce Corporation insured limit.

Debt at Fair Value The Fund has issued rated and unrated bondsatck its operations. Debt is presented at fdireva

Interest Income Interest income is recorded on the accrual masisterest-bearing assets. The Fund generalbepla
loan or security on non-accrual status and ceasegnizing cash interest income on such loan arggevhen a loan or
security becomes 90 days or more past due or ifalglanotherwise does not expect the debtor to leetatdervice its debt
obligations.
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Management Fees The Fund is externally managed by the Managesyaunt to the Collateral Management Agreement. As
compensation for the performance of its obligationder the Collateral Management Agreement, thedgenis entitled to
receive from the Fund a senior collateral managémeen(the “Senior Collateral Management Fee”laosdinated collateral
management fee (the “Subordinated Collateral Mamagé Fee”) and an incentive collateral managememn(the “Incentive
Collateral Management Fee”).The Senior Collaterahiyement Fee is payable in arrears quarterlygsutaj availability of
funds and to the satisfaction of payment obligation the debt obligations of the Fund (the “Prjoot Payments”)) in an
amount equal to 0.15% per annum of the aggregateipal amount of the Fund’s investments. The Sdinated Collateral
Management Fee is payable in arrears quarterlydsuto availability of funds and to the Prioritf ®ayments) in an amount
equal to 0.35% per annum of the aggregate prineipalunt of the Fund’s investments. The Incentivéa@ral Management
Fee equals 20% of the amount of interest and péihgiayments remaining available for distributioritte holders of the
Fund’s subordinated securities under the Prioffityayments at which the Incentive Collateral Mamaget Fee may be paid.
For the year ended December 31, 2013 Incentive Weresapproximately $1.1 million.

Interest Expenses The Fund has issued rated and unrated bondsatack its operations. Interest on debt is caledlaty
the third party trustee of the Fund. Interest iraed and generally paid quarterly.

Trustee Fees The Fund has a third party trustee that is titodlian for all investments of the Fund and rezeand
disburses all cash in accordance to the trusteewstddial agreements. Trustee fees are accruepaathdjuarterly by the Fund.

Income Taxes The Fund is not subject to net income taxatiothe United States or the Cayman Islands. Accghglimo
provision for income taxes has been made in themapanying financial statements.

3. INVESTMENTS

The investments held by the Fund are primarily stee in senior secured bank loans (typically syatdit by banks), bonds,
and equity securities. Bank loan investments, whahprise the majority of the Fund’s portfolio, aenior secured corporate
loans from a variety of industries, including bot fimited to the aerospace and defense, broadgaséchnology, utilities,
household products, healthcare, oil and gas, aaahée industries. The investments mature at vadates between 2014 and
2022, pay interest at Libor or Prime plus a spifagp to 8.5%, and typically range in credit ratocajegories from BBB down
to unrated. Non-accrual loans represented lesslthaaf investments at fair value as of Decembe2813. The aggregate
unpaid principal value of loans past due as of bdusr 31, 2013 was approximately $8.8 million areldiference between
fair value and the unpaid principal balance was@pmately $881,000. The Fund’s investments araegbased on price
quotations provided by an independent third-pariyimg source which are indicative of traded priees/or dealer price
quotations. In the event that a third-party priciogirce is unable to price an investment, othewegit factors, data and
information are considered, including: i) inforneatirelating to the market for the investment, idatg price quotations for and
trading in the investment and interest in simitaréistments and the market environment and investitudes towards the
investment and interests in similar investmenj}ghié characteristics of and fundamental analytiesd relating to the
investment, including the cost, size, current eérate, period until next interest rate resetunitg and base lending rate, the
terms and conditions of the loan and any relatedeagents, and the position of the loan in the issualebt structure; iii) the
nature, adequacy and value of the senior securpdratde loan’s collateral, including the CLO’s righremedies and interests
with respect to the collateral; iv) the creditwandss of the borrower, based on an evaluatiorsdiriancial condition, financial
statements and information about the business,flagh, capital structure and future prospectghe)reputation and financial
condition of the agent and any intermediate padiets in the senior secured corporate loan; angevigral economic and
market conditions affecting the fair value of tlemier secured corporate loan.
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The debt issued by the Fund has a stated matatieyaf April 17, 2020. The Fund’s debt was issuedarious tranches
with different risk profiles and ratings. The irgst rates are variable rates based on Libor ptus-defined spread, which
varies from 0.225% for the more senior tranchettofor the more subordinated tranches. The debédsby the Fund is
recorded at fair value using an income approadbedby cash flows expected to be received fronptrfolio collateral
assets. Fair value is determined using currentrimdtion, notably market yields and projected céshg of collateral assets
based on forecasted default and recovery rates timairket participant would use in determiningdbeent fair value of the
liabilities, taking into account the overall creditality of the issuers and the Manager’s past gampee in managing similar
securities. Market yields, default rates and reppvates used in the Manager's estimate of fain@alary based on the nature
of the investments in the underlying collateral [son periods of rising market yields, defaultesiand lower debt recovery
rates, the fair value, and therefore the carryimge, of the liabilities may be adversely affect®dce the undiscounted cash
flows of the collateral assets have been determihedVianager applies appropriate discount raggsatimarket participant
would use to determine the discounted cash flowatan of the notes.

The carrying value of investments held and delbieidsy the Fund is also their fair value. The felly table presents the
fair value hierarchy levels of investments held datit issued by the Fund, which are measuredratdhie as of December 31,
2013:

December 31, 2013

Quoted Prices in Significant Significant
Active Markets for  Other Observable Unobservable
Identical Assets Inputs Inputs
(% in millions) Fair Value (Level 1) (Level 2) (Level 3)
Assets:
Investments $408,698,81 — — $ 408,698,81
Liabilities:
CLO Fund Liabilities $416,405,40 — — $ 416,405,40

The following table shows a reconciliation of tregimning and ending fair value measurements foelL&wassets using
significant unobservable inputs:

For the year endec
December 31,

2013
Beginning balance $ 474,249,14
Transfers to Level 3 —
Transfers from Level 3 —
Purchase of investments 99,242,29
Proceeds from sale and redemption of investments (163,957,91)
Net realized and unrealized gains/(los: (834,72)
Ending balance $ 408,698,81
Changes in unrealized appreciation (depreciatiociyded in earnings related to

investments still held at reporting date $ (7,017,34)
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As of December 31, 2013, the Manager’s Level 3fpliotinvestments had the following valuation teirfues and
significant inputs:

Type Fair Value Valuation Technique Unobservable inputs Range of Inputs
Debt Securities $ 6,961,021 Income Approach Implied Effective Discount Rate| 2.73% — 8.80%
$ 385,430,614 Market Quote Third-Party Bid-Ask Mid 3.0% — 114.5%
Equity Securities  |$ 1,528,066 Market Quote Third-Party Bid-Ask Mid $3.45 — $65.00)
Listed Exchange Quote $6.77
CLO Fund Securities |$ 14,779,111 Market Quote Third-Party Bid 93.0% — 98.0%
Discounted Cash Flow Discount Rate 1.76% — 2.55%

The following table shows a reconciliation of tregmning and ending fair value measurements foelL8\iabilities using
significant unobservable inputs:

For the year endec
December 31,

2013
Beginning balance $ 462,665,84
Unrealized appreciation/(depreciation) (46,260,44)
Ending balance $416,405,40

Changes in unrealized appreciation (depreciatimeipded in earnings related to
liabilities still held at reporting date $ (46,260,44)

Transfers between levels, if any, are recognizedeabeginning of the quarter in which the trarsfarcur. ASC 820-10
specifies a hierarchy of valuation techniques basedhether the inputs to those valuation techrigre observable or
unobservable. In accordance with ASC 820-10, tirgaéls are summarized in the three broad levelsdibelow.

* Level 1 — Valuations based on quoted prices tivaenarkets for identical assets or liabilitieattthe Fund has the
ability to access.

* Level 2 — Valuations based on quoted prices inketa that are not active or for which all sigrdfit inputs are
observable, either directly or indirectly.

* Level 3 — Valuations based on inputs that arébgeovable and significant to the overall fair valieasurement.

The Fund’s debt is presented at fair value withdifference between principal and fair value reedrds unrealized
gain/loss. The par amount of the Fund’s debt is@pmately $447 million as of December 31, 2013.

The Manager has determined that, although therjurdaches have certain characteristics of eqthigy should be
accounted for and disclosed as debt on the Funidter8ent of Net Assets, as the subordinated amaiaaotes have a stated
maturity indicating a date for which they are maondly redeemable. The preference shares are Hseified as debt, as they
are mandatorily redeemable upon liquidation or teation of the Fund.
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Under the current laws, the Fund is not subjecigitincome taxation in the United States or then@ayIslands.
Accordingly, no provision for income taxes has beeue in the accompanying financial statements.

Pursuant to ASC Topic 74Bccounting for Uncertainty in Income Taxeabe Fund adopted the provisions of Financial
Accounting Standards Board (“FASB”) relating to @gting for uncertainty in income taxes which dlas the accounting for
income taxes by prescribing the minimum recognitlmeshold a tax position must meet before beinggeized in the
financial statements and applies to all open taxyas of the effective date. As of December 3132there was no impact to
the financial statements as a result of the Fuact®unting for uncertainty in income taxes. Thed-daes not have any
unrecognized tax benefits or liabilities for theyended December 31, 2013. Also, the Fund recegiiterest and, if
applicable, penalties for any uncertain tax posgjas a component of income tax expense. No sttergenalty expense was
recorded by the Fund for the year ended Decemhet(BB.

5. DEBT

On May 15, 2007, the Fund issued $500 million dEs@r debt securities, consisting of the ClasaA-lbating Rate Notes,
the Class A-1b Floating Rate Notes, the Class Al@ating Rate Notes, the Class A-2b Floating Raitebl the Class B
Floating Rate Notes, the Class C Floating Rate $\ake Class D Floating Rate Notes, the Class &tiRlp Rate Notes and the
preferred shares. The notes were issued pursu#re tadenture.

The table below sets forth certain informationdach outstanding class of debt securities issuesiipnt to the Indenture.

Principal Amount

Title of Debt Security Amount Outstanding Interest Rate Maturity Fair Value
April 17,

Class A-la Floating Rate Notes ~ $ 94,000,000 $ 76,392,98 LIBOR + 0.225% 2020 $ 75,629,84
April 17,

Class A-1b Floating Rate Notes ~ $ 23,500,000 $ 23,500,00 LIBOR + 0.300% 2020 $ 23,009,90
April 17,

Class A-2a Floating Rate Notes ~ $ 50,000,000 $ 42,507,65 LIBOR + 0.260% 2020 $ 41,695,02
April 17,

Class A-2b Floating Rate Notes ~ $187,500,00 $159,403,70 LIBOR + 0.240% 2020 $156,171,65
April 17,

Class B Floating Rate Notes $ 40,000,000 $ 40,000,00 LIBOR + 0.370% 2020 $ 37,820,68
April 17,

Class C Floating Rate Notes $ 25,000,000 $ 25,000,00 LIBOR + 0.850% 2020 $ 23,655,71
April 17,

Class D Floating Rate Notes $ 22,500,000 $ 22,500,00 LIBOR + 2.000% 2020 $ 21,660,97
April 17,

Class E Floating Rate Notes $ 20,000,000 $ 20,000,00 LIBOR + 4.000% 2020 $ 19,068,99
April 17,

Subordinated Securities $ 37,500,000 $ 37,500,00 N/A 2020 $ 17,796,48

6. COMMITMENTS AND CONTINGENCIES

The Fund has no commitments to fund investments Becember 31, 2013.
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The authorized share capital of the Issuer consf250 ordinary shares of $1.00 par value, alwbich were issued on or
prior to the closing Date and 37,500,000.00 Sulbateid Notes, all of which are issued and fully paitie ordinary shares that
have been issued are held by Maples Finance Limdtédensed trust company incorporated in the Gayfslands, as the
trustee pursuant to the terms of a charitable.tii® subordinated securities that have been idsyi#te Fund are owned by
KCAP Financial. The subordinated securities aresifeed as debt in the Fund’s financial statemexgdhey are mandatorily
redeemable upon liquidation or termination of thwad:

8. SUBSEQUENT EVENTS

The Manager has evaluated events or transactiahfalre occurred since December 31, 2013 throughhVi®2, 2014 the
date the financial statements were available fardace. The Manager has determined that therearaterial events that
would require the disclosure in the financial stateats.
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2.1 Purchase and Sale Agreement, dated February 29, B9land among Kohlberg Capital
Corporation (the “Company”), Commodore Holdingd,.C., Trimaran Advisors, L.L.C., HBK
Caravelle, L.L.C., Trimaran Fund Management, L.LJ2y R. Bloom, and Dean C. Kehl€?.

2.2 Escrow Agreement, dated February 29. 2012, by emahg Commodore Holdings, L.L.C.,
Trimaran Fund Management, L.L.C., HBK Caravelld,.C. and The Bank of New York Mellon,
escrow agent?

3.1 Form of Certificate of Incorporation of the Compa®

3.2 Form of Bylaws of the Company, as amended andtegseffective February 29, 2019.

4.1 Specimen certificate of the Company’s commonistpar value $0.01 per shaf@.

4.2 Form of Dividend Reinvestment Pl4P.

4.4(a) Form of Base Indenture between the Company andR&Sk National Association relating to the
7.375% Senior Notes Due 201%)

4.4(b) Form of First Supplemental Indenture between then@my and U.S. Bank National Association
relating to the 7.375% Senior Notes Due 2¢49.

45 Form of Note relating to the 7.375% Seniotdsdue 2019 (included as part of Exhibit 4.4(b)).

4.6 Indenture dated as of March 16, 2011, by and betilee Company and U.S. Bank National
Association, as trustee relating to the 8.75% Cudible Senior Notes Due 2016)

4.7 Form of 8.75% Convertible Senior Notes Dug&(0ncluded as part of Exhibit 4.6).

10.1  Form of the Amended and Restated 2006 Equitynitiae Plan () *

10.2  Form of Company Non-Qualified Stock Option Céctite.®)

10.3  Form of Custodian Agreemef®)

10.5 Form of Overhead Allocation Agreement between tbhem@any and Katonah Debt Advisors, L.L
®)

10.6 Form of Employment Agreement between the CompgamyDayl W. Pearsof® *

10.7 Form of Employment Agreement between the ComanyEdward U. Gilpin2 *

10.8 Form of Employment Agreement between the CompanyR. Jon Corles&? *

10.13  Form of Employment Agreement between Katonah Behisors and Daniel P. Gilligaff® *

10.14  Form of Indemnification Agreement for Officersdabirectors of the Compan{:?)

10.20  Amended and Restated Non-Employee Director 4.

10.21 Purchase Agreement, dated June 16, 2013, by andgalk@AP Financial, Inc., KCAP Senior
Funding | Holdings, LLC, KCAP Senior Funding |, LL&®d Guggenheim Securities, LLE

10.22  Master Loan Sale Agreement, dated June 18, 2018nthyamong KCAP Financial, Inc., KCAP
Senior Funding | Holdings, LLC and KCAP Senior Fimggl, LLC. 24

10.23  Indenture, dated June 18, 2013, by and between K&&#or Funding I, LLC and U.S. Bank
National Associatior(2)

10.24  Collateral Management Agreement, dated June 18,281and between KCAP Senior Funding |,
LLC and KCAP Financial, Ind?®)

10.25  Collateral Administration Agreement, dated June2l®,3, by and among KCAP Senior Funding |,
LLC and U.S. Bank National Association and U.S. IBAational AssociatiorZ”)

10.26  Employment Agreement, dated February 29, 2012 ndyaanong, Jay R. Bloom and Trimaran

Advisors, L.L.C., and, solely as to the last theeatences of Section 1(a) and Section 2(d), the
Company(16)*
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10.27 Employment Agreement, dated February 29, 2012 nbyaanong, Dean C. Kehler and Trimaran
Advisors, L.L.C., and, solely as to the last thseatences of Section 1(a) and Section 2(d), the

Company{*
12.1 Statement Regarding Computation of Ratios**
211 List of Subsidiaries.**
23.1 Consent of Grant Thornton LLP, Independeegifered Public Accounting Firm.**
23.2 Consent of Grant Thornton LLP, Independeasttified Public Accountants.**
23.3 Consent of Grant Thornton LLP, Independeatified Public Accountants.**
234 Consent of Grant Thornton LLP, Independestified Public Accountants.**

31.1 Chief Executive Officer Certification Pursuant tal® 13a-14 of the Securities Exchange Act of
1934, as adopted pursuant to Section 302 of tHeaBas-Oxley Act of 2002.**

31.2 Chief Financial Officer Certification Pursuant tolR 13a-14 of the Securities Act of 1934, as
adopted pursuant to Section 302 of the Sarbanesy@dt of 2002.**

32.1 Chief Executive Officer Certification pursuant tecion 1350, Chapter 63 of Title 18, United St
Code, as adopted pursuant to Section 906 of tHeB8es-Oxley Act of 2002.**

32.2 Chief Financial Officer Certification pursuant tecdion 1350, Chapter 63 of Title 18, United States
Code, as adopted pursuant to Section 906 of tHeB8es-Oxley Act of 2002.**

(1) Incorporated by reference to Exhibit 2.1 of @urent Report on Form 8-K, as filed on March@12 (File No. 814-
00735).

(2) Incorporated by reference to Exhibit 2.2 of @urent Report on Form 8-K, as filed on March @12 (File No. 814-
00735).

(3) Incorporated by reference to the exhibit inelddn Pre-Effective Amendment No. 1 on Form N-Zjlasl on October 6,
2006 (File No. 333-136714).

(4) Incorporated by reference to Exhibit 3.1 of @&rent Report on Form 8-K, as filed on March @12 (File No. 814-
00735).

(5) Incorporated by reference to the exhibit inelddn Pre-Effective Amendment No. 2 on Form N-2Zfjilasl on November
20, 2006 (File No. 333-136714).

(6) Incorporated by reference to Exhibit 4.1 of @urent Report on Form 8-K, as filed on March2®11 (File No. 814-
00735).

(7) Incorporated by reference to Exhibit 10.1 &f @urrent Report on Form 8-K, as filed on June2D@8 (File No. 814-
00735).

(8) Incorporated by reference to Exhibit 10.11h& Annual Report on Form 10-K, as filed on MarcR@11 (File No. 814-
00735).

(9) Incorporated by reference to Exhibit 10.12hef Annual Report on Form 10-K, as filed on MarcR@11 (File No. 814-
00735).

(10) Incorporated by reference to Exhibit 10.13h&f Annual Report on Form 10-K, as filed on Mar¢i2@11 (File No. 814-
00735).

(11) Incorporated by reference to the exhibit ideld in Pre-Effective Amendment No. 3 on Form N£filed on November
24, 2006 (File No. 333-136714).

(12) Incorporated by reference to Exhibit 10.1he&f Quarterly Report on Form 10-Q, as filed on Noven8, 2010 (File No.
814-00735).

(13) Incorporated by reference to Exhibit 4.1 ileld in the Registration Statement on Form S-8jexsdn July 28, 2011 (File
No. 33:-175838).



(14) Incorporated by reference to Exhibit 10.1he&f Current Report on Form 8-K, as filed on MarcBd12 (File No. 814-
00735).

(15) Incorporated by reference to Exhibit 10.2h&f Current Report on Form 8-K, as filed on MarcB1,2 (File No. 814-
00735).
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(16) Incorporated by reference to Exhibit 10.3h& Current Report on Form 8-K, as filed on MarcB1,2 (File No. 814-
00735).

(17) Incorporated by reference to Exhibit 10.4hef Current Report on Form 8-K, as filed on MarcBd12 (File No. 814-
00735).

(18) Incorporated by reference to Exhibit d.2 imgd in the Registration Statement in Form N-2jlaed bn October 3, 2012
(File No. 333-183032).

(19) Incorporated by reference to exhibit incluitethe Pre-Effective Ammendment No. 1 on Form NZfiled on October 3,
2012 (File No. 333-183032).

(20) Incorporated by reference to exhibit incluitethe Registration Statement on Form N-2, as fileddugust 2, 2012 (File
No. 33:-183032).

(21) Incorporated by reference to Exhibit 10.1h&f Current Report on Form 8-K, as filed on Jun2032 (File No. 814-
00735).

(23) Incorporated by reference to Exhibit 10.1 ofi@nt Report on Form 8-K, as filed on June 18 32(File No. 814-00735).
(24) Incorporated by reference to Exhibit 10.2 afi@nt Report on Form 8-K, as filed on June 18 32(le No. 814-00735).
(25) Incorporated by reference to Exhibit 10.3 afi@nt Report on Form 8-K, as filed on June 18 32(File No. 814-00735).
(26) Incorporated by reference to Exhibit 10.4 afi@nt Report on Form 8-K, as filed on June 18 32(le No. 814-00735).
(27) Incorporated by reference to Exhibit 10.5 afi@nt Report on Form 8-K, as filed on June 18 32(File No. 814-00735).
*  Indicates a management contract or compensatary pontract or agreement.

**  Filed herewith.




Exhibit 12.1
Computation of Ratios of Earnings to Fixed Charges
Year Ended Year Ended Year Ended Year Ended Year Ended

Decc;rgfgr 31 December 31, 201. December 31, 201. December 31, 201! December 31, 200!

Earnings:

Net increase il

net assets from

operations $ 17,222,9°$ 26,125,7 $ 7,6495 % (14,288,67 % 34,428,2
Income tax

expense,

including excise - - -

tax - (25,0C
Total Earnings

before taxe: $ 17,222,9°$ 26,125,7 $ 7,6495 % (14,288,67 % 34,403,2

Fixed Charges:

Interest expens $ 9,886,4: % 6,9790% 4,588,4 % 6,921,1 % 9,059,3
Total fixed

charges $ 9,886,4: % 6,976,0 $ 4,588,4 % 6,921,1 % 9,059,3

Earnings

available to

cover fixed

charges $ 27,109,3¢$ 33,101,7 % 12,238,0 % (7,367,52 % 43,462,6
Ratio of

earnings to fixe

charges 2. 4. 2. (a.c 4.




Exhibit 21.1

List of Subsidiaries Jurisdiction
Katonah Debt Advisors, L.L.GD Delaware
Kohlberg Capital Funding LLC | Delaware
KCAP Senior Funding | Holdings, LLC Delaware
KCAP Senior Funding I, LL&Y Delaware
Katonah Management Holdings LL@& Delaware
Katonah X Management LLE)@) Delaware
Katonah 2007-1 Management LL@&®) Delaware
Commodore Holdings, L.L.GY Delaware
Trimaran Advisors, L.L.C(D®) Delaware

(1) Represents a wholly-owned portfolio company ibaot consolidated for financial reporting pusps.
(2) A wholly-owned subsidiary of Katonah Managemidntdings LLC.

(3) A wholly-owned subsidiary of Commodore Holdingd..C.

(4) A wholly-owned subsidiary of KCAP Senior Fungil Holdings, LLC.




Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTIN G FIRM

We have issued our reports dated March 12, 2014, respect to the financial statements and intezoadrol over financial reporting, includec
the Annual Report of KCAP Financial, Inc. on ForBHK for the year ended December 31, 2013. We hetehgent to the incorporation by

reference of said reports in the Registration &tatés of KCAP Financial, Inc. on Forms S-8 (File. 883-175838, effective July 28, 2011; and
File No. 333-151995, effective June 27, 2008).

/sl GRANT THORNTON LLP

New York, New York
March 12, 2014




Exhibit 23.2
CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

We have issued our report dated March 12, 2014, iegpect to the combined financial statementssseAManager Affiliates, included in the
Annual Report of KCAP Financial, Inc. on Form 1(fd€ the year ended December 31, 2013. We herebseobto the incorporation by

reference of said report in the Registration Statemof KCAP Financial, Inc. on Forms S-8 (File 883-175838, effective July 28, 2011; and
File No. 333-151995, effective June 27, 2008).

/sl GRANT THORNTON LLP

New York, New York
March 12, 2014




Exhibit 23.3
CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

We have issued our report dated March 12, 2014, isgpect to the financial statements of Katon@vZA0CLO Ltd., included in the Annual
Report of KCAP Financial, Inc. on Form ¥0for the year ended December 31, 2013. We herehgent to the incorporation by reference of

report in the Registration Statements of KCAP FamahnInc. on Form S-8 (File No. 333-175838, effeetluly 28, 2011; and File No. 333-
151995, effective June 27, 2008).

/sl GRANT THORNTON LLP

New York, New York
March 12, 2014




Exhibit 23.4
CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

We have issued our report dated March 12, 2014, iegpect to the financial statements of KatonaPlXO Ltd., included in the Annual Report
of KCAP Financial, Inc. on Form 10-K for the yeaided December 31, 2013. We hereby consent to tioegaration by reference of said report

in the Registration Statements of KCAP Financiat, bn Form S-8 (File No. 333-175838, effectivey 8, 2011; and File No. 333-151995,
effective June 27, 2008).

/sl GRANT THORNTON LLP

New York, New York
March 12, 2014




Exhibit 31.1

CERTIFICATION PURSUANT TO
RULE 13a-14(a) and 15d-14(a) UNDER THE SECURITIES KRCHANGE ACT OF 1934,
AS AMENDED

I, Dayl W. Pearson, certify that:
1. I have reviewed this annual report on Form 16fKKCAP Financial, Inc. (the “registrant”);

2. Based on my knowledge, this report does notatoriny untrue statement of a material fact or dondttate a material
fact necessary to make the statements made, tdighe circumstances under which such statenvesits made, not
misleading with respect to the period covered ligy ridport;

3. Based on my knowledge, the financial statemamid,other financial information included in théport, fairly present in
all material respects the financial condition, fessaf operations and cash flows of the registeentf, and for, the
periods presented in this report;

4. The registrant’s other certifying officer(s) arare responsible for establishing and maintaimiisglosure controls and
procedures (as defined in Exchange Act Rules 18a)Hxd 15d-15(e)) and internal control over finaheporting (as
defined in Exchange Act Rules 13a-15(f) and 15d}1&¢r the registrant and have:

a) Designed such disclosure controls and procedoresused such disclosure controls and procedoifes designed
under our supervision, to ensure that materiakriméion relating to the registrant, including itmesolidated
subsidiaries, is made known to us by others withase entities, particularly during the period ihieh this report is
being prepared;

b) Designed such internal control over financiglarting, or caused such internal control over foiahreporting to be
designed under our supervision, to provide readeredsurance regarding the reliability of financégorting and th
preparation of financial statements for externaippees in accordance with generally accepted aticouorinciples;

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentiasineport our
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of tHegeovered by
this report based on such evaluation; and

d) Disclosed in this report any change in the tegid’s internal control over financial reporting thatored during th
registrant’s most recent fiscal quarter (the regigts fourth quarter in the case of an annual nigploat has
materially affected, or is reasonably likely to evally affect, the registrant’s internal contrales financial
reporting; and

5. The registrant’s other certifying officer(s) anaave disclosed, based on our most recent evaituat internal control
over financial reporting, to the registrant’s aoditand the audit committee of the registrant’srBad Directors (or
persons performing the equivalent functions):

a) All significant deficiencies and material weagses in the design or operation of internal corvel financial
reporting which are reasonably likely to adversdfect the registrant’s ability to record, processnmarize and
report financial information; and

b) Any fraud, whether or not material, that invavaanagement or other employees who have a sigmifiole in the
registrant’s internal control over financial repogt

Date: March 12, 2014 By: /s/DAYL W. FEARSON

Dayl W. Pearson
President and Chief Executive Officer
(Principal Executive Officer)




Exhibit 31.2

CERTIFICATION PURSUANT TO
RULE 13a-14(a) and 15d-14(a) UNDER THE SECURITIES KRCHANGE ACT OF 1934,
AS AMENDED

I, Edward U. Gilpin, certify that:
1. I have reviewed this annual report on Form 16fKKCAP Financial, Inc.(the “registrant”);

2. Based on my knowledge, this report does notatoriny untrue statement of a material fact or dondttate a material
fact necessary to make the statements made, tdighe circumstances under which such statenvesits made, not
misleading with respect to the period covered ligy ridport;

3. Based on my knowledge, the financial statemamid,other financial information included in théport, fairly present in
all material respects the financial condition, fessaf operations and cash flows of the registeentf, and for, the
periods presented in this report;

4. The registrant’s other certifying officer(s) arare responsible for establishing and maintaimiisglosure controls and
procedures (as defined in Exchange Act Rules 18a)Hxd 15d-15(e)) and internal control over finaheporting (as
defined in Exchange Act Rules 13a-15(f) and 15d}1&¢r the registrant and have:

a) Designed such disclosure controls and procedoresused such disclosure controls and procedoifes designed
under our supervision, to ensure that materiakriméion relating to the registrant, including itmesolidated
subsidiaries, is made known to us by others withase entities, particularly during the period ihieh this report is
being prepared;

b) Designed such internal control over financiglarting, or caused such internal control over foiahreporting to be
designed under our supervision, to provide readeredsurance regarding the reliability of financégorting and th
preparation of financial statements for externaippees in accordance with generally accepted aticouorinciples;

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentiasineport our
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of tHegeovered by
this report based on such evaluation; and

d) Disclosed in this report any change in the tegid’s internal control over financial reporting thatored during th
registrant’s most recent fiscal quarter (the regigts fourth quarter in the case of an annual nigploat has
materially affected, or is reasonably likely to evally affect, the registrant’s internal contrales financial
reporting; and

5. The registrant’s other certifying officer(s) anaave disclosed, based on our most recent evaituat internal control
over financial reporting, to the registrant’s aoditand the audit committee of the registrant’srBad Directors (or
persons performing the equivalent functions):

a) All significant deficiencies and material weagses in the design or operation of internal corvel financial
reporting which are reasonably likely to adversdfect the registrant’s ability to record, processnmarize and
report financial information; and

b) Any fraud, whether or not material, that invavaanagement or other employees who have a sigmifiole in the
registrant’s internal control over financial repogt

Date: March 12, 2014 By: /s/EbwARD U. GILPIN

Edward U. Gilpin
Chief Financial Officer
(Principal Financial Officer)




Exhibit 32.1

CERTIFICATION PURSUANT TO
SECTION 1350, CHAPTER 63 OF TITLE 18, UNITED STATES CODE,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the accompanying Annual Repb6KGAP Financial, Inc.(the “Company”) on Form 10f#r the year
ended December 31, 2013 (the “Report”), |, DaylR&arson, President and Chief Executive Officehef@ompany, certify,
pursuant to 18 U.S.C. 81350, as adopted pursu&®Q6 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeotsSection 13(a) or Section 15(d) of the Secwgik&change Act of
1934, as amended; and

(2) The information contained in the Report faphesents, in all material respects, the finan@alétion and results of
operations of the Company.

Date: March 12, 2014 By: /s/DAYL W. FEARSON

Dayl W. Pearson
President and Chief Executive Officer
(Principal Executive Officer)




Exhibit 32.2

CERTIFICATION PURSUANT TO
SECTION 1350, CHAPTER 63 OF TITLE 18, UNITED STATES CODE,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the accompanying Quarterly RepbKCAP Financial, Inc.(the “Company”) on Form-KOfor the year
ended December 31, 2013 (the “Report”), |, Edwar&ipin, Chief Financial Officer of the Companertify, pursuant to 18
U.S.C. 81350, as adopted pursuant to 8906 of tHeaBas-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeotsSection 13(a) or Section 15(d) of the Secwgik&change Act of
1934, as amended; and

(2) The information contained in the Report faphesents, in all material respects, the finan@alétion and results of
operations of the Company.

Date: March 12, 2014 By: /s/EbwARD U. GILPIN

Edward U. Gilpin
Chief Financial Officer
(Principal Financial Officer)




