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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the Quarter Ended June 30, 2017

Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
Commission File Number: 814-00754

SOLAR CAPITAL LTD.

(Exact name of registrant as specified in its charter)
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Maryland 26-1381340
(State of Incorporation) (LLR.S. Employer
Identification No.)
500 Park Avenue
New York, N.Y. 10022
(Address of principal executive offices) (Zip Code)

(212) 993-1670

(Registrant s telephone number, including area code)

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such

files). Yes No

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

Large accelerated filer Accelerated filer
Non-accelerated filer Smaller Reporting company

Emerging growth company

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes No

The number of shares of the registrant s Common Stock, $.01 par value, outstanding as of July 31, 2017 was
42,260,826.
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In this Quarterly Report, Solar Capital , Company , Fund , we ,
states otherwise.
Item 1. Financial Statements

SOLAR CAPITAL LTD.

CONSOLIDATED STATEMENTS OF ASSETS AND LIABILITIES
(in thousands, except share amounts)
June 30, 2017
(unaudited)

Assets
Investments at fair value:
Companies less than 5% owned (cost: $725,999 and $815,955, respectively) $ 720,088
Companies 5% to 25% owned (cost: $8,511 and $8,511, respectively)
Companies more than 25% owned (cost: $478,983 and $477,491, respectively) 499,280
Cash 3,402
Cash equivalents (cost: $399,578 and $309,894, respectively) 399,578
Receivable for investments sold 7,632
Interest receivable 6,541
Dividends receivable 11,595
Other receivable 58
Prepaid expenses and other assets 1,313
Total assets $ 1,649,487
Liabilities
Revolving credit facility (see notes 6 and 8) $
Unsecured senior notes due 2022 (see notes 6 and 8) 150,000
Unsecured senior notes due 2042 ($100,000 and $100,000 face amounts,
respectively, reported net of unamortized debt issuance costs of $2,831 and
$2,886, respectively. See note 8) 97,169
Senior secured notes (see notes 6 and 8)
Term loan (see notes 6 and 8) 50,000
Distributions payable 16,904
Payable for investments and cash equivalents purchased 399,578
Management fee payable (see note 3) 6,567
Performance-based incentive fee payable (see note 3) 3,983
Interest payable (see note 8) 1,873
Administrative services expense payable (see note 3) 1,556
Other liabilities and accrued expenses 933

us ,and our referto Solar Capital Ltd. unless the

December 31,
2016

$ 804,783
777

499,218
2,152
309,894
13,602

8,079

10,952

54

1,036

$ 1,650,547

$ 115,200
50,000

97,114
75,000
50,000
16,899
309,894
6,870
4,412
2,225
3,289
1,137
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Total liabilities $

Commitments and contingencies (see notes 12, 13, 14 and 15)

Net Assets

Common stock, par value $0.01 per share, 200,000,000 and 200,000,000
common shares authorized, respectively, and 42,260,826 and 42,248,525 shares

issued and outstanding, respectively $

Paid-in capital in excess of par

Distributions in excess of net investment income

Accumulated net realized loss

Net unrealized appreciation

Total net assets $

Net Asset Value Per Share $

See notes to consolidated financial statements.
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728,563

423

990,011
(13,242)
(62,143)

5,875

920,924

21.79

732,040

422

989,732
(11,847)
(62,621)

2,821

918,507

21.74
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SOLAR CAPITAL LTD.
CONSOLIDATED STATEMENTS OF OPERATIONS (unaudited)

(in thousands, except share amounts)

Three months ended Six months ended

June 30,2017 June 30,2016 June 30,2017 June 30,2016
INVESTMENT INCOME:
Interest:
Companies less than 5% owned $21,599 $ 30,702 $43,417 $ 54,299
Companies more than 25% owned 308 477 642 1,008
Dividends:
Companies less than 5% owned 6 16
Companies more than 25% owned 11,676 9,866 23,354 19,752
Other income:
Companies less than 5% owned 237 299 729 299
Companies more than 25% owned 62 25 122 44
Total investment income 33,888 41,369 68,280 75,402
EXPENSES:
Management fees (see note 3) $ 6,567 $ 7,179 $13,286 $ 13,927
Performance-based incentive fees (see note 3) 3,983 5,877 8,066 9,112
Interest and other credit facility expenses (see
note 8) 4,957 5,543 10,626 10,564
Administrative services expense (see note 3) 1,313 1,481 2,648 2,800
Other general and administrative expenses 989 1,756 1,245 2,551
Total expenses 17,809 21,836 35,871 38,954
Net investment income $ 16,079 $ 19,533 $32,409 $ 36,448

REALIZED AND UNREALIZED GAIN
(LOSS) ON INVESTMENTS, CASH
EQUIVALENTS AND FOREIGN

CURRENCIES:

Net realized gain (loss) on investments and cash

equivalents:

Companies less than 5% owned $ (90) $ 38 $ 498 $ 38

Companies 5% to 25% owned 4) (100) (19) (100)
Net realized gain (loss) on investments and cash

equivalents (94) (62) 479 (62)
Net realized gain (loss) on foreign currencies 1 1) 2

Table of Contents 6
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Net realized gain (loss)

Net change in unrealized gain (loss) on
investments and cash equivalents:
Companies less than 5% owned
Companies 5% to 25% owned
Companies more than 25% owned

Net change in unrealized gain (loss) on
investments and cash equivalents

Net change in unrealized gain (loss) on foreign
currencies

Net change in unrealized gain (loss)
Net realized and unrealized gain (loss) on
investments, cash equivalents and foreign

currencies

NET INCREASE IN NET ASSETS
RESULTING FROM OPERATIONS

EARNINGS PER SHARE (see note 5)

(94)

4,441

(1,643)

2,798

2,798

2,704

$18,783

$ 044

$
$

(61)

14,022
853
829

15,704

(1

15,703

15,642

35,175

0.83

See notes to consolidated financial statements.
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478

5,263
(777)
(1,432)

3,054

3,054

3,532

$35,941

$ 085

(60)

18,995
127
7,842

26,964

26,964

26,904

63,352

1.50
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SOLAR CAPITAL LTD.
CONSOLIDATED STATEMENTS OF CHANGES IN NET ASSETS

(in thousands, except share amounts)

Six months ended

June 30, 2017 Year ended

(unaudited) December 31, 2016
Increase in net assets resulting from operations:
Net investment income $ 32,409 $ 71,101
Net realized gain 478 776
Net change in unrealized gain 3,054 34,938
Net increase in net assets resulting from operations 35,941 106,815
Distributions to stockholders:
From net investment income (33,804) (67,598)
Capital transactions (see note 16):
Reinvestment of distributions 280
Repurchases of common stock (3,408)
Net increase (decrease) in net assets resulting from capital
transactions 280 (3,408)
Total increase in net assets 2,417 35,809
Net assets at beginning of period 918,507 882,698
Net assets at end of period(!) $ 920,924 $ 918,507
Capital stock activity:
Common stock issued from reinvestment of distributions 12,301
Common stock repurchased (216,237)
Net increase (decrease) from capital stock activity 12,301 (216,237)

(1) Includes overdistributed net investment income of ($13,242) and ($11,847), respectively.
See notes to consolidated financial statements.
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SOLAR CAPITAL LTD.

CONSOLIDATED STATEMENTS OF CASH FLOWS (unaudited)

(in thousands)

Cash Flows from Operating Activities:

Net increase in net assets resulting from operations
Adjustments to reconcile net increase in net assets resulting from operations to net cash
provided by (used in) operating activities:

Net realized (gain) loss on investments and cash equivalents
Net realized (gain) loss on foreign currencies

Net change in unrealized (gain) loss on investments and cash equivalents
(Increase) decrease in operating assets:

Purchase of investments

Proceeds from disposition of investments

Capitalization of payment-in-kind interest

Collections of payment-in-kind interest

Receivable for investments sold

Interest receivable

Dividends receivable

Other receivable

Prepaid expenses and other assets

Increase (decrease) in operating liabilities:

Payable for investments and cash equivalents purchased
Management fee payable

Performance-based incentive fee payable

Administrative services expense payable

Interest payable

Other liabilities and accrued expenses

Net Cash Provided by (Used in) Operating Activities

Cash Flows from Financing Activities:
Cash distributions paid

Proceeds from issuance of unsecured debt
Deferred financing costs

Repurchase of common stock

Proceeds from secured borrowings
Repayment of secured borrowings

Net Cash Provided by (Used in) Financing Activities

Table of Contents

Six months ended

June 30,
2017

$ 35941

(479)
1
(3,054)

(123,405)
212,275

(101)
173
5,970
1,538

(643)

4

(277)

89,684
(303)
(429)

(1,733)
(352)
(204)

214,598
(33,519)
100,000

55

224,200
(414,400)

(123,664)

June 30,
2016

$ 63,352

62

@)
(26,964)

(230,219)
86,931

53
2,631)
(3,655)
(938)
(16)
(253)

(127,794)
656
4,469
(650)
252
526

(236,821)

(33,886)

55
(3,408)

368,000
(228,000)

102,761
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NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 90,934 (134,060)
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 312,046 277,570
CASH AND CASH EQUIVALENTS AT END OF PERIOD $ 402,980 $ 143,510

Supplemental disclosure of cash flow information:
Cash paid for interest $ 10,978 $ 10,312

Non-cash financing activities consist of the reinvestment of distributions of $280 and $0 for the six months ended
June 30, 2017 and 2016, respectively.

See notes to consolidated financial statements.
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SOLAR CAPITAL LTD.

CONSOLIDATED SCHEDULE OF INVESTMENTS (unaudited)
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June 30, 2017

(in thousands, except share/unit amounts)

Spread

Above LIBOR Interest Acquisition
Index(10) Floor Rate® Date

L+950 1.00% 10.72% 9/3/2015
L+699 1.00%  8.03% 8/5/2015
L+850 1.00%  9.79% 2/20/2014
L+835 9.40% 2/6/2015
7.34% 4/22/2016
L+650 1.00%  7.72% 5/5/2016
L+875 1.00%  9.91% 7/9/2015
L+12251D 13.46% 5/2/2014
P+410 8.10% 11/18/2016
12.00% 5/31/2011
L+880 9.84% 8/7/2015
L+800 1.00%  9.23% 3/24/2014

Par
Amount

Maturity

Date Cost

Fail
Valu

9/3/2022 $§ 10,000 $ 9,859 § 9/

8/5/2019 25,000 25,598
8/24/2021 31,000 30,563
2/1/2019 6,667 6,810
7/14/2017 250 320
12/8/2021 22,221 21,620
1/10/2023 15,000 14,758
5/2/2018 11,903 11,698
11/18/2020 7,500 7,419
1/31/2019 266 266
8/31/2019 20,000 20,440
3/27/2022 25,000 24,841
11

25,

29,

6.¢

22,

14,

20,
22
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L4830

P+670

L+750

L+865

L+875

L+900

L+850

L+865
L+800

L+850

BA+699

L+675

L+375

L+775

L+800

L+825
L+550

0.70%

1.00%

1.00%

1.00%

1.00%

1.25%

1.25%

1.00%

1.00%
1.00%

9.34%

10.95%

8.58%

9.69%

9.79%

10.04%

9.55%

9.73%

9.17%

12.00% PIK

9.65%

7.99%

8.05%

5.05%

9.05%

9.24%

9.41%
6.68%

11/5/2015

6/18/2015

3/31/2017

2/2/2017

6/30/2016

9/28/2016

3/8/2016

6/15/2016

8/14/2014

11/5/2012

12/9/2014

9/27/2012

12/7/2015

11/6/2015

5/21/2013

3/29/2017

6/19/2015
3/31/2017

11/5/2019

4/1/2019

7/1/2020

2/2/2021

7/1/2020

9/28/2020

3/8/2020

6/1/2020

9/15/2019

10/31/2019

6/9/2021

10/4/2019

12/14/2021

5/23/2020

11/23/2020

4/17/2024

7/20/2022
9/1/2022

15,000

5,500

4,300

6,000

6,000

7,500

5,958

5,250

27,000

11,439

51,476

C$ 10,000

$ 10,113
7,236

18,500

20,000

25,000
4,627

15,310

5,870

4,263

6,055

6,042

7,538

5,987

5,233

26,691

8,511

50,952

9,261

10,067
6,066

18,291

19,804

24,608

4,581

12

13,

6,

6,

7,

5,
27,

51,
7,

10,]
7,

18,

19,

24
4,
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Life Sciences
Tools & Services
Diversified
Consumer Services

Asset Management

Pharmaceuticals
Pharmaceuticals
Health Care
Equipment &
Supplies
Aerospace &
Defense

Consumer Finance
Pharmaceuticals
Trading Companies

and Distributors

Media
Pharmaceuticals

Table of Contents

Edgar Filing: Solar Capital Ltd. - Form 10-Q

L4900

L+825

L+860

L+600

L+875

L+885

L+880

L+975

L+850

L+845
L+849

L+885

L+854

L+750

L+825
L+775

1.00%

1.00%

0.25%

1.00%

1.00%

1.50%

1.00%

1.00%

1.00%

10.23%

9.55%

9.68%

9.48%

7.30%

8.90%

9.97%

9.89%

9.85%

11.25%

9.66%

9.53%
9.57%

9.89%

15.00%

11.15%

9.62%

8.73%

9.47%
8.80%

8/19/2013

9/12/2014

3/22/2017

4/22/2016

6/7/2017

4/22/2016

12/18/2015

4/21/2016

6/30/2015

12/23/2013

6/10/2015

5/23/2017
9/30/2016

11/15/2016

6/8/2012

10/19/2011

3/31/2016

9/26/2014

5/28/2015
12/29/2014

2/19/2021

3/12/2021

2/1/2020

12/1/2018

6/30/2023

10/13/2018

5/18/2021

4/21/2020

6/30/2019

12/31/2018

6/9/2021

5/1/2021
9/30/2020

11/15/2020

11/30/2018

12/4/2018

4/1/2020

10/1/2022

5/27/2022
6/29/2018

7,475

55,500

16,000

1,250
7,674

3,683

32,321

5,000

16,000
9,111
14,380

5,000
15,000

10,000

311

25,000

3,750

20,000

14,000
4,469

7,388

54,783

15,970

1,227
7,597

3,825

31,323

4,972

16,471
8,972
14,175
4,925
14,926
9,868

311

24,858

3,733

19,854

13,838

4,754

13

54,

16,

24,

20,

13,¢
4,
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L+899 10.03% 11/16/2016

L+825 1.00%  9.40% 8/22/2014

See notes to consolidated financial statements.

5/16/2021

8/24/2020

20,000

48,000

19,916 19,
47,475 48,(

$740,483 $728,
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Description

SOLAR CAPITAL LTD.

CONSOLIDATED SCHEDULE OF INVESTMENTS (unaudited)(continued)

(in thousands, except share/unit amounts)

Spread

AbduvtBORaterest
IndustryIndexffoorRate®)

Preferred Equity 1.5%

SOAGG LLC Aerospace &
3)(6)(7)(12) Defense

SOINT, LLC Aerospace &
3)(6)(7)(12) Defense

Total Preferred Equity

Description Industry
Common Equity/Equity

Interests/Warrants 51.8%

Ark Real Estate Partners Diversified Real
LP@3)12)* Estate Activities
Ark Real Estate Partners II Diversified Real

LPQ®3)(12)*

Estate Activities

aTyr Pharma, Inc. Warrants(!2* Pharmaceuticals

B Riley Financial Inc.(©

CardioDx, Inc. Warrants(12)*

Research &
Consulting
Services
Health Care
Providers &
Services

CardioFocus, Inc. Warrants(12* Health Care

CAS Medical Systems, Inc.

Warrants(12)*

Cianna Medical, Inc.

Warrants(12)*

Equipment &
Supplies
Health Care
Equipment &
Supplies
Health Care
Equipment &
Supplies

Table of Contents

June 30, 2017

Date

Acquisition Maturity
Date

Amount

Cost

Shares/Units

8.00% 12/14/2010 6/30/2018

15.00% 6/8/2012  6/30/2018

Acquisition Maturity

Date

3/12/2007

10/23/2012

11/18/2016

3/16/2007

6/18/2015

3/31/2017

6/30/2016

9/28/2016

Shares/

Units

68,604

38,015

39,863

357,643

48,491

112,158

8,667

Fair
Value

4934 $ 4934 $ 5,114

9,022

$13,601 $14,136

Cost

527§

12

89

2,684

129

42

38

47

Fair
Value

263

705

41

47

15



Conventus Orthopaedics, Inc.
Warrants(12)*

Crystal Financial LLC®)(©)12)

Direct Buy Inc.(H12)*
Essence Group Holdings
Corporation (Lumeris)
Warrants(12)*

PQ Bypass, Inc. Warrants(12)*

RD Holdco Inc. (Rug
Doctor)3)X12)#

RD Holdco Inc. (Rug Doctor)
Class B®)12)x

RD Holdco Inc. (Rug Doctor)
Warrants(®(12)*

Scynexis, Inc. Warrants(12)*

Senior Secured Unitranche Loan

Program LLC®)(©)12).

Senior Secured Unitranche Loan

Program IT LLC3)X©)12)
SentreHeart, Inc. Warrants(12)*

Sunesis Pharmaceuticals, Inc.
Warrants(12)%

Total Common Equity/Equity Interests/Warrants

Total Investments (9) 132.4%

Cash Equivalents 43.4%
U.S. Treasury Bill

Total Investments & Cash Equivalents 175.8%

Edgar Filing: Solar Capital Ltd. - Form 10-Q

Health Care
Equipment &
Supplies
Diversified
Financial
Services
Multiline Retail

Health Care
Technology
Health Care
Equipment &
Supplies
Diversified
Consumer
Services
Diversified
Consumer
Services
Diversified
Consumer
Services
Pharmaceuticals
Asset
Management
Asset
Management
Health Care
Equipment &
Supplies

Pharmaceuticals

Government

Liabilities in Excess of Other Assets (75.8%)

Net Assets 100.0%

Table of Contents

6/15/2016

12/28/2012
11/5/2012

3/22/2017

4/21/2016

12/23/2013

12/23/2013

12/23/2013

9/30/2016

11/25/2015

8/5/2016

11/15/2016

3/31/2016

6/30/2017

157,500

280,303
76,999

208,000

176,471

231,177

522

30,370
122,435

261,825

104,001

Par Amount

65

280,737

63

70

15,683

5,216

381
105
101,878

51,399

126
118
$ 459,409

$1,213,493

50

305,000

55

45

11,060

5,216

63
2
101,448

52,400

94
26
$ 476,591

$1,219,368

8/17/2017 '$ 400,000 $ 399,578 $ 399,578

See notes to consolidated financial statements.

$1,613,071

$ 1,618,946
(698,022)

$ 920,924
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SOLAR CAPITAL LTD.

CONSOLIDATED SCHEDULE OF INVESTMENTS (unaudited)(continued)

June 30, 2017

(in thousands, except share/unit amounts)

(1) Floating rate debt investments typically bear interest at a rate determined by reference to the London Interbank
Offered Rate ( LIBOR ), and which typically reset monthly, quarterly or semi-annually. For each debt investment
we have provided the current interest rate in effect as of June 30, 2017.

(2) Ark Real Estate Partners is held through SLRC ADI Corp., a taxable subsidiary.

(3) Denotes investments in which we are deemed to exercise a controlling influence over the management or policies
of a company, as defined in the Investment Company Act of 1940 ( 1940 Act ), due to beneficially owning, either
directly or through one or more controlled companies, more than 25% of the outstanding voting securities of the
investment. Transactions during the six months ended June 30, 2017 in these controlled investments are as

follows:

Name of Issuer

Ark Real Estate Partners
LP

Ark Real Estate Partners 11
LP

AviatorCap SII, LLC I
Crystal Financial LLC

RD Holdco Inc. (Rug
Doctor, common equity)
RD Holdco Inc. (Rug
Doctor, class B)

RD Holdco Inc. (Rug
Doctor, warrants)

Rug Doctor LLC

Senior Secured Unitranche
Loan Program LL.C

Senior Secured Unitranche
Loan Program II LLC
SOAGG LLC

SOINT, LLC

SOINT, LLC (preferred

equity)

Table of Contents

Fair Value at
December 31,

2016
$ 336
8
497
305,000
13,574
5,216

168
9,111

100,653
47,363
5,806
2,386

9,100

Gross
Additions Reductions (Loss)

Change
in
Realized Unrealized
Gain Gain
(Loss)

Gross

$ $ $ (73

2)
231

(2,514)

(105)
(46)

795

4,436 601
687 (5)
2,075 (5)

(78)

Interest/

Dividend

/Other
Income

$

23
15,800

570
4,361
2,452

209

58

645

Fair Value at
June 30,
2017
$ 263

6

266
305,000
11,060
5,216

63
9,111

101,448
52,400
5,114
311

9,022

18
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$ 499218 $ 4436 $ 2993 §$ $ (1,432) $24,118 $ 499,280

(4) Denotes investments in which we are an  Affiliated Person but not exercising a controlling influence, as defined in
the 1940 Act, due to beneficially owning, either directly or through one or more controlled companies, more than
5% but less than 25% of the outstanding voting securities of the investment. Transactions during the six months
ended June 30, 2017 in these affiliated investments are as follows:

Change
in

Fair Value at Realized Unrealized Interest/Fair Value at

December 31, Gross Gross Gain Gain Dividend June 30,
Name of Issuer 2016 Additions Reductions (Loss) (Loss) Income 2017
Direct Buy Inc. (common
equity) $ $ $ $ $ $ $
Direct Buy Inc. (senior
secured loan) 777 333 (777)
DSW Group Holdings LLC 19)

$ 777 $ 333 $ $ 19 $ 777 $ $

(5) The following entity is domiciled outside the United States and the investments are denominated in Canadian
Dollars: Easyfinancial Services, Inc. in Canada.

(6) Indicates assets that the Company believes may not represent qualifying assets under Section 55(a) of the
Investment Company Act of 1940 ( 1940 Act ), as amended. If we fail to invest a sufficient portion of our assets in
qualifying assets, we could be prevented from making follow-on investments in existing portfolio companies or
could be required to dispose of investments at inappropriate times in order to comply with the 1940 Act. As of
June 30, 2017, on a fair value basis, non-qualifying assets in the portfolio represented 32.0% of the total assets of
the Company.

See notes to consolidated financial statements.
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SOLAR CAPITAL LTD.

CONSOLIDATED SCHEDULE OF INVESTMENTS (unaudited)(continued)

June 30, 2017

(in thousands, except share/unit amounts)

(7) Solar Capital Ltd. s investments in SOAGG, LLC and SOINT, LLC include a two and one dollar investment in

common shares, respectively.

(8) Bishop Lifting Products, Inc., SEI Holding I Corporation, Singer Equities, Inc. & Hampton Rubber Company are

co-borrowers.

(9) Aggregate net unrealized depreciation for U.S. federal income tax purposes is $647; aggregate gross unrealized

appreciation and depreciation for federal tax purposes is $27,371 and $28,018, respectively, based on a tax cost of
$1,220,015. All of the Company s investments are pledged as collateral against the borrowings outstanding on the

revolving credit facility.

(10)Floating rate instruments accrue interest at a predetermined spread relative to an index, typically the LIBOR or

PRIME rate. These instruments are typically subject to a LIBOR or PRIME rate floor.

(11)Spread is 10.25% Cash / 2.00% PIK.

(12)Investment valued using significant unobservable inputs.

* Non-income producing security.
** Investment is on non-accrual status.

Represents estimated change in receivable balance.
Investment contains a payment-in-kind ( PIK ) feature.

Industry Classification

Diversified Financial Services

Asset Management

Health Care Providers & Services
Health Care Equipment & Supplies

Pharmaceuticals

Wireless Telecommunication Services

Professional Services
Multi-Sector Holdings

Communications Equipment
Trading Companies & Distributors

Consumer Finance
IT Services

Diversified Consumer Services

Health Care Technology

Thrifts & Mortgage Finance
Life Sciences Tools & Services

Chemicals

Table of Contents

Percentage of Total
Investments (at fair value) as
of June 30, 2017
25.0%
13.8%
8.7%
7.1%
6.7%
4.5%
4.2%
3.9%
3.9%
3.5%
2.7%
2.2%
2.1%
1.8%
1.6%
1.6%
1.5%

20



Edgar Filing: Solar Capital Ltd. - Form 10-Q

Insurance

Aerospace & Defense

Media

Air Freight & Logistics

Software

Research & Consulting Services
Diversified Real Estate Activities

Total Investments

See notes to consolidated financial statements.

10

Table of Contents

1.2%
1.2%
1.1%
1.0%
0.6%
0.1%
0.0%

100.0%

21
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T

iption

Senior
ed Loans
)

tCare, Inc.

gen, Inc.(©
Toxicology
es

ration

atrix, Inc.

anders, Inc.
can
nferencing
es, Ltd.

life Group,

[urboserve
ration &
[ech, LLC
n, LLC
harma, Inc.
rCap SII,
(3)

a Health

) Lifting
°ts, Inc.®

Industry

Health Care
Providers &
Services
Pharmaceuticals
Health Care
Providers &
Services
Health Care
Equipment &
Supplies
Health Care
Equipment &
Supplies

Communications
Equipment

Insurance

Air Freight &
Logistics
Insurance
Pharmaceuticals
Aerospace &
Defense

Pharmaceuticals
Trading
Companies &
Distributors

Table of Contents

SOLAR CAPITAL LTD.

CONSOLIDATED SCHEDULE OF INVESTMENTS

Spread
Above
Index(10)

L4950
L+699

L+850

L+835

L+650

L+875

L+1025
L+750
P+410

L+880

L+800

December 31, 2016

LIBOR
Floor

1.00%
1.00%

1.00%

1.00%

1.00%

1.00%

1.00%

(in thousands)

Interest
Rate®

10.50%
7.99%

9.50%

9.00%

7.34%

7.50%

9.75%

11.19%
8.50%
7.60%

12.00%

9.41%

9.00%

Acquisition
Date

9/3/2015
8/5/2015

2/20/2014

2/6/2015

4/22/2016

5/5/2016

7/9/2015

5/2/2014
2/27/2014
11/18/2016
5/31/2011

8/7/2015

3/24/2014

Maturity
Date

9/3/2022
8/5/2019

8/24/2021

2/1/2019

7/14/2017

12/8/2021

1/10/2023

5/2/2018
3/3/2021
11/18/2020
1/31/2019

8/31/2019

3/27/2022

Par Amount

Cost

\%

.Y

$ 17,500 $ 17,235 $ 1

25,000

29,000

8,667

1,000

5,591

15,000

12,330
3,360
5,000

497

20,000

25,000

25,297

28,731

8,708

1,015

5,081

14,742

12,330
3,140
4,896

497

20,151

24,827

22
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Dx, Inc.

a Medical,
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~dics, Inc.
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al Ink, Inc.
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nus

al

ologies, Inc.
Buy
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s
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1on, Inc.
uth Group
1gs Corp.
AC)

| Tel*Link
ration

| Tel*Link
ration

one Select
1gs LLC &
one &

Health Care
Equipment &
Supplies
Health Care
Providers &
Services
Health Care
Equipment &
Supplies
Health Care
Equipment &
Supplies
Health Care
Equipment &
Supplies
Health Care
Equipment &
Supplies
Health Care
Technology
Health Care
Equipment &
Supplies

IT Services
Health Care
Equipment &
Supplies

Multiline Retail

Professional
Services

Consumer Finance

Wireless
Telecommunication
Services

Health Care
Equipment &
Supplies

Chemicals
Communications
Equipment
Communications
Equipment

Thrifts & Mortgage
Finance

Table of Contents
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L+830

P+670

L+870

L+875

L4900

L+850

L+865
L+800

L4850

BA+699

L+962.5

L+675

L+375

L+775
L+800

0.70%

1.00%

1.00%

1.00%

1.00%

1.00%

1.25%

1.25%
1.00%

8.91%

10.45%

9.31%

9.36%

8.68-8.78%

9.61%

9.20%

9.28%
9.00%

9.25-9.30%

12.00% PIK

9.50%

7.99%

10.63%

10.03%

7.75%

5.00%

9.00%
9.00%

11/5/2015

6/18/2015

8/19/2015

6/30/2016

4/22/2016

9/28/2016

3/8/2016

6/15/2016
8/14/2014

4/22/2016

11/5/2012

12/9/2014

9/27/2012

6/29/2015

4/22/2016

12/7/2015

11/6/2015

5/21/2013
3/25/2014

11/5/2019

4/1/2019

8/19/2019

7/1/2020

3/1/2019

9/28/2020

3/8/2020

6/1/2020
9/15/2019

2/23/2017

10/31/2019

6/9/2021

10/4/2019

7/1/2022

4/1/2017

12/14/2021

5/23/2020

11/23/2020
3/26/2021

15,000

7,000

8,500

6,000

6,394

6,000

6,500

5,250
27,000

400

11,105

51,476

C$ 10,000

$ 27,000

400

10,164
7,328

18,500
9,680

15,089

7,205

8,645

6,003

6,181

5,988

6,490

5,182
26,629

434

8,511

50,898

9,261

26,658

414

10,114
5,978

18,265
9,642

23

5

1



IC.
d Software,

termediate,

Acquisition
1C.

re Solutions
,L.P
Vireless

, Inc.

1s Solutions
any, LLC
ign, Inc.

s2.0 LLC

ed
rement LLC

pass, Inc.

Micro
stems, Inc.
octor

)

t Partners,

xis, Inc.
Heart, Inc.

[, LLC®

rn Auto
e

Ay ©)

S
aceuticals,

int, LLC
Hawk

, Corp.
ark)
Tunes
tive

rks, Inc.

Software
Health Care
Providers &
Services
Professional
Services

Chemicals
Wireless
Telecommunication
Services

Health Care
Technology
Health Care
Equipment &
Supplies

Life Sciences
Tools & Services
Health Care
Providers &
Services

Health Care
Equipment &
Supplies

Life Sciences
Tools & Services
Diversified
Consumer Services

Asset Management
Pharmaceuticals
Health Care
Equipment &
Supplies
Aerospace &
Defense

Consumer Finance
Pharmaceuticals

IT Services
Trading Companies

and Distributors

Media
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L+725

L+825

L+700

L+900

L+825

L+875

L+885

L+880

L4975

L+850
L+849

L+885

L+854
L+875-887.5

L+750

L+825

1.00% 8.25%
1.00% 9.25%
1.00% 8.00%
1.00% 10.00%
1.00% 9.25%
9.42%

9.48%

8.90%

1.00% 9.75%
9.46%

9.42%

1.50% 11.25%
1.00% 9.50%
9.12%

9.46%

15.00%

11.15%

9.17%

1.00% 9.75-9.88%
1.00% 8.50%
1.00% 9.25%

6/12/2015

6/19/2015

1/27/2014

8/19/2013

9/12/2014

4/22/2016

4/22/2016

4/22/2016

12/18/2015

4/21/2016

6/30/2015

12/23/2013

6/10/2015
9/30/2016

11/15/2016

6/8/2012

10/19/2011

3/31/2016
12/2/2014

9/26/2014

5/28/2015

6/30/2023

7/20/2022

1/27/2022

2/19/2021

3/12/2021

12/27/2017

12/1/2018

10/13/2018

5/18/2021

4/21/2020

6/30/2019

12/31/2018

6/9/2021
9/30/2020

11/15/2020

11/30/2018

12/4/2018

4/1/2020
12/2/2022

10/1/2022

5/27/2022

5,000

25,000
10,000

7,475

55,500

8,296

1,667

5,064

32,321

5,000
16,000
9,111

14,993
15,000

7,500

2,386

25,000

7,500
34,000

20,000

14,000

4,979

24,578
9,929

7,398

54,704

8,458

1,604

4,959

31,222

4,933
16,331
8,927
14,757
14,806
7,341

2,381

24,815

7,398
33,656

19,843

13,826

24
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L+775 8.37% 12/29/2014
L4925 1.00% 10.25% 9/24/2014
L+899 9.60% 11/16/2016
L4825 1.00% 9.25% 8/22/2014

See notes to consolidated financial statements.
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6/29/2018

9/24/2020

5/16/2021

8/24/2020

6,531

30,000

10,000

48,000

6,720
29,795 2

9,915
47,405 4

$804,917 $78

25
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SOLAR CAPITAL LTD.

CONSOLIDATED SCHEDULE OF INVESTMENTS(continued)

Description Industry Index(1?) Floor Rate® Date Date Par Amount Cost

December 31, 2016

(in thousands)

Spread
Above LIBOR Interest Acquisition Maturity

Subordinated Debt/Corporate

Notes 3.1%
Alegeus

Technologies Health Care
Holdings Corp.  Technology L+1200 1.00% 13.00%  6/24/2012 2/15/2019 28,200 $27,937 $28,059

Shares/Units

Preferred Equity
1.6 %
SOAGG Aerospace &
LLC®©®) Defense 8.00% 12/14/2010 6/30/2018
SOINT, Aerospace &
LLC®®) Defense 15.00% 6/8/2012  6/30/2018
Total Preferred Equity
InteresAcquisition Maturity Shares/
Description Industry Rated Date Date Units
Common Equity/Equity
Interests/Warrants 51.6%
Ark Real Estate Partners Diversified Real
LP@G)* Estate Activities 3/12/2007
Ark Real Estate Partners I Diversified Real
LP@3)* Estate Activities 10/23/2012
aTyr Pharma, Inc. Warrants* Pharmaceuticals 11/18/2016 47,771
B Riley Financial Inc.(©® Research &
Consulting
Services 3/16/2007 38,015
CardioDx, Inc. Warrants* Health Care
Providers &
Services 6/18/2015 39,863
6/30/2016 48,491

Table of Contents

Fair
Value

5,622 $ 5,622 $ 5,806

86,667 8,667

9,100

$14,289 $14,906

Cost

$ 527
12
70

2,684

129
38

Fair
Value

336

23

701

29

26



CAS Medical Systems, Inc.
Warrants*

Cianna Medical, Inc.
Warrants*

Conventus Orthopaedics,
Inc. Warrants*

Crystal Financial LLC3)X©)

Direct Buy Inc.®)*
PQ Bypass, Inc. Warrants*

RD Holdco Inc. (Rug
Doctor)®*

RD Holdco Inc. (Rug
Doctor) Class B®*

RD Holdco Inc. (Rug
Doctor) Warrants®*

Scynexis, Inc. Warrants*
Senior Secured Unitranche
Loan Program LLC®)(©)
Senior Secured Unitranche
Loan Program IT LLC3)X©)
SentreHeart, Inc. Warrants*

Sunesis Pharmaceuticals,
Inc. Warrants*

Total Common Equity/Equity Interests/Warrants

Total Investments (9)

Cash Equivalents

U.S. Treasury Bill

33.7%

Edgar Filing: Solar Capital Ltd. - Form 10-Q

Health Care
Equipment &
Supplies
Health Care
Equipment &
Supplies
Health Care
Equipment &
Supplies
Diversified
Financial
Services
Multiline Retail
Health Care
Equipment &
Supplies
Diversified
Consumer
Services
Diversified
Consumer
Services
Diversified
Consumer
Services
Pharmaceuticals
Asset
Management
Asset
Management
Health Care
Equipment &
Supplies

Pharmaceuticals

142.1%

Government

Total Investments & Cash Equivalents

175.8%

Liabilities in Excess of Other Assets

Table of Contents

(75.8%)

9/28/2016

6/15/2016

12/28/2012
11/5/2012

4/21/2016

12/23/2013

12/23/2013

12/23/2013

9/30/2016

11/25/2015

8/5/2016

11/15/2016

3/31/2016

12/29/2016

89,726

157,500

280,303
76,999

176,471

231,177

522

30,370
122,435

196,369

104,001

Par
Amount

37

65

280,737

70

15,683

5,216

381

105

101,878

46,963

101
118
$ 454,814

$1,301,957

52

67

305,000

63

13,574

5,216

168

90

100,653

47,363

98
118
$ 473,559

$ 1,304,778

2/2/2017 $310,000 $ 309,894 $ 309,894

$1,611,851

$ 1,614,672
(696,165)

27
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Net Assets  100.0% $ 918,507

(1) Floating rate debt investments typically bear interest at a rate determined by reference to the London
Interbank Offered Rate ( LIBOR ), and which typically reset monthly, quarterly or semi-annually. For each
debt investment we have provided the current interest rate in effect as of December 31, 2016.

(2) Ark Real Estate Partners is held through SLRC ADI Corp., a taxable subsidiary.

See notes to consolidated financial statements.

12
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SOLAR CAPITAL LTD.

CONSOLIDATED SCHEDULE OF INVESTMENTS (continued)

December 31, 2016

(in thousands)

(3) Denotes investments in which we are deemed to exercise a controlling influence over the management or policies
of a company, as defined in the Investment Company Act of 1940 ( 1940 Act ), due to beneficially owning, either
directly or through one or more controlled companies, more than 25% of the outstanding voting securities of the
investment. Transactions during the year ended December 31, 2016 in these controlled investments are as follows:

Name of Issuer

Ark Real Estate Partners LP
Ark Real Estate Partners II LP
AviatorCap SII, LLC I
AviatorCap SII, LLC II
Crystal Financial LL.C

RD Holdco Inc. (Rug Doctor,
common equity)

RD Holdco Inc. (Rug Doctor,
class B)

RD Holdco Inc. (Rug Doctor,
warrants)

Rug Doctor LLC

Senior Secured Unitranche
Loan Program LLC

Senior Secured Unitranche
Loan Program II LL.C
SOAGG LLC

SOINT, LLC

SOINT, LLC (preferred equity)

Interest/

Fair Value at Realized Dividend Fair Value at

December 31, Gross Gross Gain /Other  December 31,
2015 Additions Reductions (Loss) Income 2016
$ 364 3 $ $ 29 §$ $ 336
9 (D 8
914 417 85 497
350 350 15
290,000 5,737 31,600 305,000
14,335 13,574
5,216 5,216
214 168
8,838 1,151 9,111
80,677 50,093 28,875 6,084 100,653
63,093 16,130 1,228 47,363
8,632 2,590 545 5,806
5,705 3,318 602 2,386
9,316 1,304 9,100
$ 424570 $118,923 $ 51680 $ (30) $ 42,614 $ 499,218

(4) Denotes investments in which we are an  Affiliated Person but not exercising a controlling influence, as defined in
the 1940 Act, due to beneficially owning, either directly or through one or more controlled companies, more than
5% but less than 25% of the outstanding voting securities of the investment. Transactions during the year ended
December 31, 2016 in these affiliated investments are as follows:

Table of Contents
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Fair Value at Realized Interest/ Fair Value at

December 31, Gross Gross Gain Dividend December 31,
Name of Issuer 2015 Additions Reductions (Loss) Income 2016
Direct Buy Inc. (common equity) $ $ $ $ $ $
Direct Buy Inc. (senior secured
loan) 1,233 1,238 777
DSW Group Holdings LL.C 197

$ 1,233 $ 1,238 $ $ 197 $ $ 777

(5) The following entity is domiciled outside the United States and the investments are denominated in Canadian
Dollars: Easyfinancial Services, Inc. in Canada.

(6) Indicates assets that the Company believes may not represent qualifying assets under Section 55(a) of the
Investment Company Act of 1940 ( 1940 Act ), as amended. If we fail to invest a sufficient portion of our assets in
qualifying assets, we could be prevented from making follow-on investments in existing portfolio companies or
could be required to dispose of investments at inappropriate times in order to comply with the 1940 Act. As of
December 31, 2016, on a fair value basis, non-qualifying assets in the portfolio represented 31.6% of the total
assets of the Company.

(7) Solar Capital Ltd. s investments in SOAGG, LLC and SOINT, LLC include a two and one dollar investment in
common shares, respectively.

(8) Bishop Lifting Products, Inc., SEI Holding I Corporation, Singer Equities, Inc. & Hampton Rubber Company are
co-borrowers.

(9) Aggregate net unrealized depreciation for U.S. federal income tax purposes is $7,928; aggregate gross unrealized
appreciation and depreciation for federal tax purposes is $27,715 and $35,643, respectively, based on a tax cost of
$1,312,706. All of the Company s investments are pledged as collateral against the borrowings outstanding on the
revolving credit facility.

See notes to consolidated financial statements.
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SOLAR CAPITAL LTD.
CONSOLIDATED SCHEDULE OF INVESTMENTS (continued)
December 31, 2016

(in thousands)

(10)Floating rate instruments accrue interest at a predetermined spread relative to an index, typically the LIBOR or
PRIME rate. These instruments are typically subject to a LIBOR or PRIME rate floor.
* Non-income producing security.
** Investment is on non-accrual status.
Represents estimated change in receivable balance.

Percentage of Total
Investments (at fair value) as
of December 31,

Industry Classification 2016

Diversified Financial Services 23.4%
Asset Management 12.5%
Health Care Providers & Services 10.4%
Wireless Telecommunication Services 6.3%
Pharmaceuticals 6.1%
Health Care Equipment & Supplies 6.1%
Professional Services 4.6%
IT Services 4.6%
Multi-Sector Holdings 3.7%
Health Care Technology 3.3%
Trading Companies & Distributors 3.1%
Consumer Finance 2.4%
Communications Equipment 2.4%
Diversified Consumer Services 2.1%
Life Sciences Tools & Services 1.6%
Insurance 1.4%
Aerospace & Defense 1.4%
Chemicals 1.3%
Media 1.1%
Air Freight & Logistics 0.9%
Thrifts & Mortgage Finance 0.7%
Software 0.4%
Multiline Retail 0.1%
Research & Consulting Services 0.1%
Diversified Real Estate Activities 0.0%
Total Investments 100.0%
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See notes to consolidated financial statements.
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SOLAR CAPITAL LTD.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited)
June 30, 2017
(in thousands, except share amounts)
Note 1. Organization

Solar Capital LLC, a Maryland limited liability company, was formed in February 2007 and commenced operations
on March 13, 2007 with initial capital of $1,200,000 of which 47.04% was funded by affiliated parties.

Immediately prior to our initial public offering, through a series of transactions, Solar Capital Ltd. merged with Solar
Capital LLC, leaving Solar Capital Ltd. as the surviving entity (the Merger ). Solar Capital Ltd. issued an aggregate of
approximately 26.65 million shares of common stock and $125,000 in senior unsecured notes to the existing Solar
Capital LLC unit holders in connection with the Merger. Solar Capital Ltd. had no assets or operations prior to
completion of the Merger and as a result, the historical books and records of Solar Capital LLC have become the

books and records of the surviving entity. The number of shares used to calculate weighted average shares for use in
computations on a per share basis have been decreased retroactively by a factor of approximately 0.4022 for all

periods prior to February 9, 2010. This factor represents the effective impact of the reduction in shares resulting from
the Merger.

Solar Capital Ltd. ( Solar Capital ,the Company , we , us or our ), aMaryland corporation formed in November 20!
a closed-end, externally managed, non-diversified management investment company that has elected to be regulated
as a business development company ( BDC ) under the Investment Company Act of 1940, as amended (the 1940 Act ).
Furthermore, as the Company is an investment company, it continues to apply the guidance in FASB Accounting
Standards Codification ( ASC ) Topic 946. In addition, for tax purposes, the Company has elected to be treated as a
regulated investment company ( RIC ) under Subchapter M of the Internal Revenue Code of 1986, as amended (the

Code ).

On February 9, 2010, Solar Capital priced its initial public offering, selling 5.68 million shares, including the
underwriters over-allotment, at a price of $18.50 per share. Concurrent with this offering, the Company s senior
management purchased an additional 600,000 shares through a private placement, also at $18.50 per share.

The Company s investment objective is to maximize both current income and capital appreciation through debt and
equity investments. The Company invests primarily in leveraged middle market companies in the form of senior
secured loans, unitranche loans, mezzanine loans and equity securities. From time to time, we may also invest in
public companies that are thinly traded.

Note 2. Significant Accounting Policies

The accompanying consolidated financial statements have been prepared on the accrual basis of accounting in
conformity with U.S. generally accepted accounting principles ( GAAP ), and include the accounts of the Company and
its wholly-owned subsidiaries. The consolidated financial statements reflect all adjustments and reclassifications

which, in the opinion of management, are necessary for the fair presentation of the results of the operations and

financial condition for the periods presented. All significant intercompany balances and transactions have been
eliminated. Certain prior period amounts may have been reclassified to conform to the current period presentation.
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Interim consolidated financial statements are prepared in accordance with GAAP for interim financial information and
pursuant to the requirements for reporting on Form 10-Q and Regulation S-X, as appropriate. Accordingly, they may
not include all of the information and notes required by GAAP for annual consolidated financial statements. GAAP
requires management to make estimates and assumptions that affect the reported amount of assets and liabilities at the
date of the financial statements and the reported amounts of income and
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SOLAR CAPITAL LTD.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited)(continued)
June 30, 2017

(in thousands, except share amounts)

expenses during the reported periods. Changes in the economic environment, financial markets and any other
parameters used in determining these estimates could cause actual results to differ materially.

In the opinion of management, all adjustments, which are of a normal recurring nature, considered necessary for the
fair presentation of financial statements, have been included.

The significant accounting policies consistently followed by the Company are:

(a) Investment transactions are accounted for on the trade date;

(b) Under procedures established by our board of directors (the Board ), we value investments, including certain

senior secured debt, subordinated debt and other debt securities with maturities greater than 60 days, for
which market quotations are readily available, at such market quotations (unless they are deemed not to
represent fair value). We attempt to obtain market quotations from at least two brokers or dealers (if
available, otherwise from a principal market maker or a primary market dealer or other independent pricing
service). We utilize mid-market pricing as a practical expedient for fair value unless a different point within
the range is more representative. If and when market quotations are deemed not to represent fair value, we
typically utilize independent third-party valuation firms to assist us in determining fair value. Accordingly,
such investments go through our multi-step valuation process as described below. In each case, independent
valuation firms consider observable market inputs together with significant unobservable inputs in arriving
at their valuation recommendations. Debt investments with maturities of 60 days or less shall each be valued
at cost plus accreted discount, or minus amortized premium, which is expected to approximate fair value,
unless such valuation, in the judgment of Solar Capital Partners, LLC (the Investment Adviser ), does not
represent fair value, in which case such investments shall be valued at fair value as determined in good faith
by or under the direction of our Board. Investments that are not publicly traded or whose market quotations
are not readily available are valued at fair value as determined in good faith by or under the direction of our
Board. Such determination of fair values involves subjective judgments and estimates.

With respect to investments for which market quotations are not readily available or when such market quotations are
deemed not to represent fair value, our Board has approved a multi-step valuation process each quarter, as described

(1) our quarterly valuation process begins with each portfolio company or investment being initially
valued by the investment professionals of the Investment Adviser responsible for the portfolio
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investment;

preliminary valuation conclusions are then documented and discussed with senior management of
the Investment Adviser;

independent valuation firms engaged by our Board conduct independent appraisals and review the
Investment Adviser s preliminary valuations and make their own independent assessment for all
material assets;

the audit committee of the Board reviews the preliminary valuation of the Investment Adviser and
that of the independent valuation firm and responds to the valuation recommendation of the
independent valuation firm to reflect any comments; and

the Board discusses valuations and determines the fair value of each investment in our portfolio in
good faith based on the input of the Investment Adviser, the respective independent valuation firm
and the audit committee.

16

36



Edgar Filing: Solar Capital Ltd. - Form 10-Q

Table of Conten
SOLAR CAPITAL LTD.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited)(continued)
June 30, 2017

(in thousands, except share amounts)

Investments in all asset classes are valued utilizing a market approach, an income approach, or both approaches, as
appropriate. However, in accordance with ASC 820-10, certain investments that qualify as investment companies in
accordance with ASC 946, may be valued using net asset value as a practical expedient for fair value. The market
approach uses prices and other relevant information generated by market transactions involving identical or
comparable assets or liabilities (including a business). The income approach uses valuation approaches to convert
future amounts (for example, cash flows or earnings) to a single present amount (discounted). The measurement is
based on the value indicated by current market expectations about those future amounts. In following these
approaches, the types of factors that we may take into account in fair value pricing our investments include, as
relevant: available current market data, including relevant and applicable market trading and transaction comparables,
applicable market yields and multiples, security covenants, call protection provisions, the nature and realizable value
of any collateral, the portfolio company s ability to make payments, its earnings and discounted cash flows, the
markets in which the portfolio company does business, comparisons of financial ratios of peer companies that are
public, M&A comparables, our principal market (as the reporting entity) and enterprise values, among other factors.
When available, broker quotations and/or quotations provided by pricing services are considered as an input in the
valuation process. For the six months ended June 30, 2017, there has been no change to the Company s valuation
approaches or techniques and the nature of the related inputs considered in the valuation process.

ASC Topic 820 classifies the inputs used to measure these fair values into the following hierarchy:

Level 1: Quoted prices in active markets for identical assets or liabilities, accessible by the Company at the
measurement date.

Level 2: Quoted prices for similar assets or liabilities in active markets, or quoted prices for identical or similar assets
or liabilities in markets that are not active, or other observable inputs other than quoted prices.

Level 3: Unobservable inputs for the asset or liability.

In all cases, the level in the fair value hierarchy within which the fair value measurement in its entirety falls is
determined based on the lowest level of input that is significant to the fair value measurement. Our assessment of the
significance of a particular input to the fair value measurement in its entirety requires judgment and considers factors

specific to each investment. The exercise of judgment is based in part on our knowledge of the asset class and our
prior experience.

(c) Gains or losses on investments are calculated by using the specific identification method.
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(d) The Company records dividend income and interest, adjusted for amortization of premium and accretion of
discount, on an accrual basis. Loan origination fees, original issue discount, and market discounts are
capitalized and we amortize such amounts into income using the effective interest method or on a
straight-line basis, as applicable. Upon the prepayment of a loan, any unamortized loan origination fees are
recorded as interest income. We record call premiums received on loans repaid as interest income when we
receive such amounts. Capital structuring fees, amendment fees, consent fees, and any other non-recurring
fee income as well as management fee and other fee income for services rendered, if any, are recorded as
other income when earned.

(e) The Company intends to comply with the applicable provisions of the Internal Revenue Code pertaining to
regulated investment companies to make distributions of taxable income sufficient to relieve it of
substantially all U.S. federal income taxes. The Company, at its discretion, may carry
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited)(continued)
June 30, 2017

(in thousands, except share amounts)

forward taxable income in excess of calendar year distributions and pay a 4% excise tax on this income. The
Company will accrue excise tax on such estimated excess taxable income as appropriate.

Book and tax basis differences relating to stockholder distributions and other permanent book and tax
differences are typically reclassified among the Company s capital accounts annually. In addition, the
character of income and gains to be distributed is determined in accordance with income tax regulations that
may differ from GAAP.

Distributions to common stockholders are recorded as of the record date. The amount to be paid out as a
distribution is determined by the Board. Net realized capital gains, if any, are generally distributed or
deemed distributed at least annually.

In accordance with Regulation S-X and ASC Topic 810 Consolidation, the Company consolidates its interest
in investment company subsidiaries, financing subsidiaries and certain wholly-owned holding companies

that serve to facilitate investment in portfolio companies. In addition, the Company may also consolidate any
controlled operating companies substantially all of whose business consists of providing services to the
Company.

The accounting records of the Company are maintained in U.S. dollars. Any assets and liabilities
denominated in foreign currencies are translated into U.S. dollars based on the rate of exchange of such
currencies against U.S. dollars on the date of valuation. The Company will not isolate that portion of the
results of operations resulting from changes in foreign exchange rates on investments from the fluctuations
arising from changes in market prices of securities held. Such fluctuations would be included with the net
unrealized gain or loss from investments. The Company s investments in foreign securities, if any, may
involve certain risks, including without limitation: foreign exchange restrictions, expropriation, taxation or
other political, social or economic risks, all of which could affect the market and/or credit risk of the
investment. In addition, changes in the relationship of foreign currencies to the U.S. dollar can significantly
affect the value of these investments in terms of U.S. dollars and therefore the earnings of the Company.

The Company has made an irrevocable election to apply the fair value option of accounting to its senior
secured credit facility (the Credit Facility ) and its unsecured senior notes due 2022 (the 2022 Unsecured
Notes ) (see note 6 and 8), in accordance with ASC 825-10. The Company uses an independent third-party
valuation firm to assist in measuring their fair value.
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(k) In accordance with ASC 835-30, the Company records origination and other expenses related to certain debt
issuances as a direct deduction from the carrying amount of the debt liability. These expenses are deferred
and amortized using either the effective interest method or the straight-line method over the stated life. The
straight-line method may be used on revolving facilities and when it approximates the effective yield
method.

(I) The Company may enter into forward exchange contracts in order to hedge against foreign currency risk.
These contracts are marked-to-market by recognizing the difference between the contract exchange rate and
the current market rate as unrealized appreciation or depreciation. Realized gains or losses are recognized
when contracts are settled.

(m) The Company records expenses related to shelf registration statements and applicable equity offering costs
as prepaid assets. These expenses are typically charged as a reduction of capital upon utilization, in
accordance with ASC 946-20-25. Certain subsequent costs are expensed per the AICPA Audit & Accounting
Guide for Investment Companies.

(n) Investments that are expected to pay regularly scheduled interest in cash are generally placed on non-accrual
status when principal or interest cash payments are past due 30 days or more and/or when

18

Table of Contents 40



Edgar Filing: Solar Capital Ltd. - Form 10-Q

Table of Conten
SOLAR CAPITAL LTD.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited)(continued)
June 30, 2017

(in thousands, except share amounts)

it is no longer probable that principal or interest cash payments will be collected. Such non-accrual
investments are restored to accrual status if past due principal and interest are paid in cash, and in
management s judgment, are likely to continue timely payment of their remaining principal and interest
obligations. Cash interest payments received on investments may be recognized as income or applied to
principal depending on management s judgment.

(0) The Company defines cash equivalents as securities that are readily convertible into known amounts of cash
and so near their maturity that they present insignificant risk of changes in value because of changes in
interest rates. Generally, only securities with a maturity of three months or less would qualify, with limited
exceptions. The Company believes that certain U.S. Treasury bills, repurchase agreements and other
high-quality, short-term debt securities would qualify as cash equivalents.

Recent Accounting Pronouncements

In October 2016, the U.S. Securities and Exchange Commission adopted new rules and amended rules (together, final
rules ) interned to modernize the reporting and disclosure of information by registered investment companies. In part,
the final rules amend Regulation S-X and require standardized, enhanced disclosure about derivatives in investment
company financial statements, as well as other amendments. The compliance date for the amendments to Regulation
S-X was August 1, 2017. The Company has evaluated the impact that the adoption of the amendments to Regulation
S-X on its consolidated financial statements and disclosures and determined that the adoption of the amendments to
Regulation S-X has not had a material impact on its consolidated financial statements.

In November 2016, the FASB issued ASU 2016-18, Statement of Cash Flows, which will amend FASB ASC 230.
The amendments in this Update require that a statement of cash flows explain the change during the period in the total
of cash, cash equivalents, and amounts generally described as restricted cash or restricted cash equivalents. Therefore,
amounts generally described as restricted cash and restricted cash equivalents should be included with cash and cash
equivalents when reconciling the beginning-of-period and end-of-period total amounts shown on the statement of cash
flows. The amendments in this Update apply to all entities that have restricted cash or restricted cash equivalents and
are required to present a statement of cash flows under Topic 230. For public business entities, the amendments are
e