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Maryland 27-4288022
(State of Incorporation) (LLR.S. Employer

Identification Number)

500 Park Avenue
New York, N.Y. 10022
(Address of principal executive offices) (Zip Code)

Registrant s telephone number, including area code: (212) 993-1670

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Stock, par value The NASDAQ Global Select Market
$0.01 per share

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yes © No x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes © No x

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90

days. Yes x 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 if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of Registrant s knowledge, in definitive proxy or information statements

incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. x

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

Large accelerated filer ~ Accelerated filer X

Non-accelerated filer = Smaller Reporting Company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the
Act) Yes © No x

The aggregate market value of common stock held by non-affiliates of the Registrant on June 30, 2015 based on the
closing price on that date of $15.77 on the NASDAQ Global Select Market was approximately $169.1 million. For the
purposes of calculating this amount only, all directors and executive officers of the Registrant have been treated as
affiliates. There were 11,533,315 shares of the Registrant s common stock outstanding as of February 23, 2016.

Portions of the registrant s Proxy Statement for its 2016 Annual Meeting of Stockholders to be filed not later than 120

days after the end of the fiscal year covered by this Annual Report on Form 10-K are incorporated by reference into
Part III of this Form 10-K.
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PART I

Item 1. Business

Solar Senior Capital Ltd. ( Solar Senior ,the Company , SUNS , we , us or our ),aMaryland corporation formed
December 2010, is a closed-end, externally managed, non-diversified management investment company that has

elected to be regulated as a business development company (or 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 the Financial Accounting Standard Board ( FASB ) Accounting Standards Codification ( ASC ) Topic 946. In

addition, for tax purposes we 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 24, 2011, we priced our initial public offering (the IPO ), selling 9.0 million shares, including the
underwriters over-allotment, at a price of $20.00 per share. Concurrent with this offering, our senior management
team purchased an additional 500,000 shares through a private placement transaction exempt from registration under
the Securities Act of 1933, as amended, or the Securities Act (the Concurrent Private Placement ), also at $20.00 per
share.

On August 26, 2011, the Company established SUNS SPV, LL.C ( SUNS SPV ) which entered into a $200 million
senior secured revolving credit facility (the Credit Facility ) with Citigroup Global Markets Inc. acting as
administrative agent. The Credit Facility was scheduled to mature on August 26, 2016 and generally bore interest at
the London Interbank Offered Rate ( LIBOR ) plus 2.25%. The Credit Facility had $150 million immediately available
with an additional $50 million available under a delayed draw feature. The Credit Facility can also be expanded up to
$600 million and is secured by all of the assets held by the SUNS SPV. Under the terms of the Credit Facility, Solar
Senior and the SUNS SPV, as applicable, have made certain customary representations and warranties, and are
required to comply with various covenants, including leverage restrictions, reporting requirements and other
customary requirements for similar credit facilities. The Credit Facility also includes usual and customary events of
default for credit facilities of this nature. On November 7, 2012, we amended our Credit Facility. As a result of the
amendment, the stated interest rate on the Credit Facility was reduced to LIBOR plus 2.00% from LIBOR plus 2.25%,
and the Credit Facility continues to have no LIBOR floor requirement. The amendment also provided us greater
investment flexibility and extended the final maturity date to November 6, 2017. On June 30, 2014, the Company
again amended the Credit Facility. As a result of this amendment, commitments under the Credit Facility were
reduced by $25 million to $175 million and may be expanded up to $600 million under its accordion feature. This
amendment to the Credit Facility also added greater investment flexibility and extends the final maturity date to

June 28, 2019. The stated interest rate remains LIBOR plus 2.00% with no LIBOR floor requirement. On May 29,
2015, the Company entered into another amendment to the Credit Facility. This amendment added greater investment
flexibility and extended the final maturity date to June 30, 2020.

We invest primarily in U.S. middle market companies, where we believe the supply of primary capital is limited and

the investment opportunities are most attractive. We define middle market to refer to companies with annual revenues
between $50 million and $1 billion. Our investment objective is to seek to maximize current income consistent with

the preservation of capital. We seek to achieve our investment objective by directly and indirectly investing primarily

in senior loans, including first lien and second lien debt instruments, made to private middle-market companies whose
debt is rated below investment grade, which we refer to collectively as senior loans. We may also invest in debt of
public companies that are thinly traded. Under normal market conditions, at least 80% of the value of our net assets
(including the amount of any borrowings for investment purposes) will be invested in senior loans. Senior loans
typically pay interest at rates which are determined periodically on the basis of a floating base lending rate, primarily
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LIBOR, plus a premium. Senior loans in which we expect to invest are typically made to U.S. and, to a limited extent,
non-U.S. corporations, partnerships and other business entities which operate in various industries and geographical
regions. Senior
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loans typically are rated below investment grade. Securities rated below investment grade are often referred to as
leveraged loans or high yield securities, and may be considered high risk compared to debt instruments that are rated
investment grade.

We invest in senior loans made primarily to private, leveraged middle-market companies with approximately $20
million to $100 million of earnings before income taxes, depreciation and amortization ( EBITDA ). Our business
model is focused primarily on the direct origination of investments through portfolio companies or their financial
sponsors. We expect that our direct investments will generally range between $5 million and $30 million each,
although we expect that this investment size will vary proportionately with the size of our capital base and/or with
strategic initiatives. In addition, we may invest a portion of our portfolio in other types of investments, which we refer
to as opportunistic investments, which are not our primary focus but are intended to enhance our overall returns.
These opportunistic investments may include, but are not limited to, direct investments in public companies that are
not thinly traded and securities of leveraged companies located in select countries outside of the United States. We
may invest up to 30% of our total assets in such opportunistic investments, including senior loans issued by non-U.S.
issuers, subject to compliance with our regulatory obligations as a BDC under the 1940 Act. Our investment activities
are managed by Solar Capital Partners, LLC ( Solar Capital Partners ) and supervised by our board of directors, a
majority of whom are non-interested, as such term is defined in the 1940 Act. Solar Capital Management, LLC ( Solar
Capital Management ) provides the administrative services necessary for us to operate.

As of December 31, 2015, our investment portfolio totaled $306.5 million and our net asset value was $188.3 million.
Our portfolio was comprised of debt and equity investments in 45 portfolio companies with our portfolio of income
producing investments having a weighted average annualized yield on a fair value and cost basis of approximately
7.9% and 7.4%, respectively.

During our fiscal year ended December 31, 2015, we invested approximately $114.2 million across 20 portfolio
companies through a combination of primary and secondary market purchases. Investments sold or prepaid during the
fiscal year ended December 31, 2015 totaled $135.3 million.

Solar Capital Partners

Solar Capital Partners, our investment adviser, is controlled and led by Michael S. Gross, our chairman and chief
executive officer, and Bruce Spohler, our chief operating officer. They are supported by a team of dedicated
investment professionals. Solar Capital Partners investment team has extensive experience in leveraged lending and
private equity, as well as significant contacts with financial sponsors.

In addition, Solar Capital Partners serves as the investment adviser for Solar Capital Ltd. (or Solar Capital ), a publicly
traded business development company with approximately $2.3 billion of investable capital that invests in the senior
debt securities, mezzanine loans and equity securities of leveraged middle market companies similar to those we

intend to target for investment. Through December 31, 2015, the investment team led by Messrs. Gross and Spohler

has invested approximately $5.4 billion in more than 215 different portfolio companies for Solar Capital and Solar
Senior, involving an aggregate of more than 135 different financial sponsors. As of February 23, 2016, Mr. Gross and
Mr. Spohler beneficially owned, either directly or indirectly, approximately 7.1% and 4.3%, respectively, of our
outstanding common stock.

Solar Capital Management

Pursuant to an administration agreement (the Administration Agreement ), Solar Capital Management furnishes us
with office facilities, equipment and clerical, bookkeeping and record keeping services at such facilities. Under the
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Administration Agreement, Solar Capital Management also performs, or oversees the performance of, our required
administrative services, which include, among other things, being responsible for the financial records which we are
required to maintain and preparing reports to our stockholders. In addition,
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Solar Capital Management assists us in determining and publishing our net asset value, oversees the preparation and
filing of our tax returns and the printing and dissemination of reports to our stockholders, and generally oversees the
payment of our expenses and the performance of administrative and professional services rendered to us by others.
Solar Capital Management also provides managerial assistance, if any, on our behalf to those portfolio companies that
request such assistance.

Investments

Solar Senior seeks to create a diverse portfolio of senior loans by investing approximately $5 million to $30 million of
capital, on average, in the securities of leveraged companies, including middle-market companies. We expect that this
investment size will vary proportionately with the size of our capital base and/or for strategic initiatives. We may also
invest in debt of public companies that are thinly traded. Under normal market conditions, at least 80% of the value of
our net assets (including the amount of any borrowings for investment purposes) will be invested in senior loans.

Senior loans typically pay interest at rates which are determined periodically on the basis of a floating base lending

rate, primarily LIBOR, plus a premium. Senior loans in which we invest are typically made to U.S. and, to a limited

extent, non-U.S. corporations, partnerships and other business entities which operate in various industries and

geographical regions. Senior loans typically are rated below investment grade. Securities rated below investment

grade are often referred to as leveraged loans, high yield or junk securities, and may be considered high risk compa
to debt instruments that are rated investment grade. Senior secured loans, however are generally less risky than

subordinated debt, bearing lower leverage and higher recovery statistics. In addition, many of our debt investments are

not scheduled to fully amortize over their stated terms, which could cause us to suffer losses if the respective issuer of

such debt investment is unable to refinance or repay their remaining indebtedness at maturity.

In addition to senior secured loans, we may invest a portion of our portfolio in opportunistic investments, which are
not our primary focus, but are intended to enhance our returns to stockholders. These investments may include similar
direct investments in public companies that are not thinly traded and securities of leveraged companies located in
select countries outside of the United States. We may invest up to 30% of our total assets in such opportunistic
investments, including senior loans issued by non-U.S. issuers, subject to compliance with our regulatory obligations
as a BDC under the 1940 Act.

We currently borrow funds under the Credit Facility and may borrow additional funds to make investments. As a
result, we are exposed to the risks of leverage, which may be considered a speculative investment technique. The use
of leverage magnifies the potential for loss on amounts invested and therefore increases the risks associated with
investing in our securities. In addition, the costs associated with our borrowings, including any increase in
management fees payable to our investment adviser, Solar Capital Partners, will be borne by our common
stockholders.

Additionally, we may in the future seek to securitize our loans to generate cash for funding new investments. To
securitize loans, we may create a wholly or partially owned subsidiary and contribute a pool of loans to the subsidiary.
This could include the sale of interests in the subsidiary on a non-recourse basis to purchasers who we would expect to
be willing to accept a lower interest rate to invest in investment grade loan pools, and we would retain a portion of the
equity in the securitized pool of loans.

Moreover, we may acquire investments in the secondary market and, in analyzing such investments, we expect to
employ the same or similar analytical process as we use for our primary investments.
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We may utilize instruments such as forward contracts, currency options and interest rate swaps, caps, collars and
floors to seek to hedge against fluctuations in the relative values of our portfolio positions from changes in currency
exchange rates and market interest rates. Hedging against a decline in the values of our portfolio
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positions does not eliminate the possibility of fluctuations in the values of such positions or prevent losses if the
values of such positions decline. However, such hedging can establish other positions designed to gain from those
same developments, thereby offsetting the decline in the value of such portfolio positions. Such hedging transactions
may also limit the opportunity for gain if the values of the underlying portfolio positions should increase. It may not
be possible to hedge against an exchange rate or interest rate fluctuation that is so generally anticipated that we are not
able to enter into a hedging transaction at an acceptable price. Moreover, for a variety of reasons, we may not seek to
establish a perfect correlation between such hedging instruments and the portfolio holdings being hedged. Any such
imperfect correlation may prevent us from achieving the intended hedge and expose us to risk of loss. In addition, it
may not be possible to hedge fully or perfectly against currency fluctuations affecting the value of securities
denominated in non-U.S. currencies because the value of those securities is likely to fluctuate as a result of factors not

entirely related to currency fluctuations.

Our principal focus is to provide senior secured loans, including first lien and second lien loans, to private
middle-market companies in a variety of industries. We generally seek to target companies that generate positive cash
flows. We generally seek to invest in companies from the broad variety of industries in which our investment adviser
has direct expertise. The following is a representative list of the industries in which we may invest.

Aerospace & Defense

Air Freight & Logistics

Asset Management

Automobiles

Automotive Retail

Beverages

Building Products

Capital Markets

Chemicals

Commercial Services & Supplies
Communications Equipment
Construction & Engineering
Consumer Finance

Containers & Packaging
Distributors

Diversified Consumer Services
Diversified Financial Services
Diversified Real Estate Activities
Diversified Telecommunications Services
Education Services

Food Products

Footwear

Health Care Equipment & Supplies
Health Care Facilities

Health Care Services

Health Care Technology

Hotels, Restaurants & Leisure
Industrial Conglomerates
Insurance

Internet Software & Services

IT Services

Leisure Equipment & Products
Machinery

Media

Multiline Retail

Paper & Forest Products

Personal Products

Professional Services

Real Estate Management & Development
Research & Consulting Services
Software

Specialty Retail

Textiles, Apparel & Luxury Goods
Utilities

We may invest in other industries if we are presented with attractive opportunities.

We may invest, to the extent permitted by law, in the securities and instruments of other investment companies,
including private funds. We may also participate in negotiated co-investment transactions with certain affiliates, each
of whose investment adviser is Solar Capital Partners, or an investment adviser controlling, controlled by or under
common control with Solar Capital Partners, in a manner consistent with our investment objective, positions, policies,

Table of Contents

11



Edgar Filing: Solar Senior Capital Ltd. - Form 10-K

strategies and restrictions as well as regulatory requirements and other pertinent factors, and pursuant to the conditions
of the exemptive order obtained from the Securities and Exchange Commission ( SEC ) on July 28, 2014.

At December 31, 2015, our portfolio consisted of 45 portfolio companies and was invested 78.7% in senior secured
loans, 1.1% in unsecured loans and 20.2% in common equity (of which 11.1% is Gemino Healthcare

Table of Contents 12



Edgar Filing: Solar Senior Capital Ltd. - Form 10-K

Table of Conten

Finance, LLC and 9.1% is First Lien Loan Program LLC), in each case, measured at fair value. We expect that our
portfolio will continue to include primarily senior secured loans.

While our primary investment objective is to generate current income through investments in U.S. senior secured
loans, and we may also invest a portion of the portfolio in opportunistic investments, including foreign securities.

Listed below are our top ten portfolio companies and industries based on their fair value and represented as a
percentage of total assets as of December 31, 2015 and 2014:

TOP TEN PORTFOLIO COMPANIES AND INDUSTRIES AS OF DECEMBER 31, 2015

% of Total

Portfolio Company Assets

Gemino Healthcare Finance LL.C 9.4%
First Lien Loan Program LLC. 7.6%
Material Handling Services, LLC (TES) 3.1%
Confie Seguros Holding II Co. 2.8%
LegalZoom.com, Inc. 2.7%
Athletico Management, LL.C and Accelerated Holdings, LLC 2.6%
RCPSI Corporation (Pet Supermarket) 2.6%
Metamorph US 3, LLC (Metalogix) 2.5%
Hostway Corporation 2.4%
Trident USA Health Services 2.4%

% of Total

Industry Assets

Diversified Financial Services 11.7%
Asset Management 8.8%
Insurance 8.0%
Health Care Services 7.9%
Professional Services 6.1%
Internet Software & Services 5.1%
Software 5.1%
Food Products 4.5%
Communications Equipment 4.2%
Health Care Facilities 3.8%

TOP TEN PORTFOLIO COMPANIES AND INDUSTRIES AS OF DECEMBER 31, 2014

% of Total
Portfolio Company Assets
Gemino Healthcare Finance LLC 8.9%
Fulton Holdings Corp. 3.9%
Athletico Management, LL.C and Accelerated Holdings, LL.C 3.9%
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Metamorph US 3, LLC (Metalogix)

Confie Seguros Holding II Co.

Capstone Logistics Acquisition, Inc.

Castle Management Borrower LLC (Highgate Hotels)
AmeriQual Group, LLC

IPC Systems, Inc.

QBS Holding Company, Inc. (Quorum)
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% of Total

Industry Assets

Diversified Financial Services 9.9%
Communications Equipment 7.7%
Professional Services 7.3%
Software 7.2%
Health Care Services 7.1%
Insurance 7.0%
Food Products 5.9%
Specialty Retail 3.9%
Health Care Facilities 3.9%
Internet Software & Services 3.7%

Listed below is the geographic breakdown of the portfolio based on fair value as of December 31, 2015, 2014 and
2013:

% of Portfolio % of Portfolio % of Portfolio
Geographic Region at December 31,2015 at December 31, 2014 at December 31, 2013
United States 100.0% 100.0% 96.3%
Western Europe 3.7%
100.0% 100.0% 100.0%

Investment Selection Process

Solar Capital Partners is committed to and utilizes a value-oriented investment philosophy with a focus on the
preservation of capital and a commitment to managing downside exposure.

Portfolio Company Characteristics

We have identified several criteria that we believe are important in identifying and investing in prospective portfolio
companies. These criteria provide general guidelines for our investment decisions; however, not all of these criteria
will be met by each prospective portfolio company in which we choose to invest.

Stable Earnings and Strong Free Cash Flow. We seek to invest in companies who have demonstrated stable earnings
through economic cycles. We target companies that can de-lever through consistent generation of cash flows rather
than relying solely on growth to service and repay our loans.

Value Orientation. Our investment philosophy places a premium on fundamental analysis from an investor s
perspective and has a distinct value orientation. We intend to focus on companies in which we can invest at relatively
low multiples of operating cash flow and that are profitable at the time of investment on an operating cash flow basis.

Value of Assets. The prospective value of the assets, if any, that collateralizes the loans in which we invest, will be an
important factor in our credit analysis. Our analysis emphasizes both tangible assets, such as accounts receivable,
inventory, equipment and real estate, and intangible assets, such as intellectual property, customer lists, networks and
databases. In some of our senior loan transactions, the portfolio company s fundings may be derived from a borrowing
base determined by the value of such company s assets.
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Strong Competitive Position in Industry. We seek to invest in target companies that have developed leading market
positions within their respective markets and are well positioned to capitalize on growth opportunities. We seek
companies that demonstrate significant competitive advantages versus their competitors, which we believe should
help to protect their market position and profitability.
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Diversified Customer and Supplier Base. We seek to invest in businesses that have a diversified customer and
supplier base. We believe that companies with a diversified customer and supplier base are generally better able to
endure economic downturns, industry consolidation, changing business preferences and other factors that may
negatively impact their customers, suppliers and competitors.

Exit Strategy. We seek to predominantly invest in companies which provide multiple alternatives for an eventual exit.
We look for opportunities that provide an exit typically within three years of the initial capital commitment.

We generally seek companies that we believe will provide a steady stream of cash flow to repay our loans and reinvest
in their respective businesses. We believe that such internally generated cash flow, leading to the payment of interest
on, and the repayment of the principal of, our investments in portfolio companies represents a key means by which we
will be able to exit from our investments over time.

In addition, we also seek to invest in companies whose business models or expected future cash flows offer attractive
exit possibilities. These companies include candidates for strategic acquisition by other industry participants and
companies that may repay our investments through an initial public offering of common stock or another capital
market transaction. We generally underwrite our investments on a hold-to-maturity basis, but expensive capital is
often repaid prior to stated maturity.

Experienced and Committed Management. We generally require that portfolio companies have an experienced
management team. We plan to also require portfolio companies have in place proper incentives to induce management
to succeed and to act in concert with our interests as investors, including having significant equity interests.

Strong Sponsorship. We generally aim to invest alongside other sophisticated investors. We typically seek to partner
with successful financial sponsors who have historically generated high returns. We believe that investing in these
sponsors portfolio companies enables us to benefit from their direct involvement and due diligence.

Solar Senior Capital s senior investment team works in concert with sponsors to proactively manage investment
opportunities by acting as a partner throughout the investment process. We actively focus on the middle-market

financial sponsor community, with a particular focus on the upper-end of the middle-market (generally sponsors with
equity funds of $800 million to $3 billion). We favor such sponsors because they typically:

buy larger companies with strong business franchises;

invest significant amounts of equity in their portfolio companies;

value flexibility and creativity in structuring their transactions;

possess longer track records over multiple investment funds;

have deep management experience and resources;
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have better ability to withstand downturns; and

possess the ability to support portfolio companies with additional capital.
We divide our coverage of these sponsors among our more senior investment professionals, who are responsible for
day-to-day interaction with financial sponsors. We take a proactive approach, provide quick feedback, deliver on
commitments, and are constructive throughout the life cycle of an investment.

Due Diligence

Our private equity approach to credit investing typically incorporates extensive in-depth due diligence often alongside
the private equity sponsor. In conducting due diligence, we will use publicly available
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information as well as information from relationships with former and current management teams, consultants,
competitors and investment bankers. We believe that our due diligence methodology allows us to screen a high
volume of potential investment opportunities on a consistent and thorough basis.

Our due diligence typically includes:

review of historical and prospective financial information;

review and valuation of assets;

research relating to the company s management, industry, markets, products and services and competitors;

on-site visits;

discussions with management, employees, customers or vendors of the potential portfolio company;

review of senior loan documents; and

background investigations.
We also expect to evaluate the private equity sponsor making the investment. Further, due to Solar Capital Partners
considerable repeat business with sponsors, we have direct experience with the management teams of many sponsors.
A private equity sponsor is typically the controlling shareholder upon completion of an investment and as such is
considered critical to the success of the investment. The equity sponsor is evaluated along several key criteria,
including:

investment track record;

industry experience;

capacity and willingness to provide additional financial support to the company through additional capital
contributions, if necessary; and

reference checks.
Throughout the due diligence process, a deal team is in constant dialogue with the management team of the company
in which we are considering to invest to ensure that any concerns are addressed as early as possible through the
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process and that unsuitable investments are filtered out before considerable time has been invested.

Upon the completion of due diligence and a decision to proceed with an investment in a company, the investment
professionals leading the investment present the investment opportunity to Solar Capital Partners investment
committee, which then determine whether to pursue the potential investment. Additional due diligence with respect to
any investment may be conducted on our behalf by attorneys and independent accountants prior to the closing of the
investment, as well as other outside advisers, as appropriate.

The Investment Committee

All new investments are required to be approved by a consensus of the investment committee of Solar Capital
Partners, which is led by Messrs. Gross and Spohler. The members of Solar Capital Partners investment committee
receive no compensation from us. Such members may be employees or partners of Solar Capital Partners and may
receive compensation or profit distributions from Solar Capital Partners.

Investment Structure
Once we determine that a prospective portfolio company is suitable for investment, we will work with the
management of that company and its other capital providers, including senior, junior and equity capital providers, to

structure an investment. We negotiate among these parties to agree on how our investment is expected to perform
relative to the other capital in the portfolio company s capital structure.
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We seek to invest in portfolio companies primarily in the form of senior loans. These senior loans typically have
current cash pay interest with some amortization of principal. Interest is typically paid on a floating rate basis, often
with a floor on the LIBOR rate. We generally seek to obtain security interests in the assets of our portfolio companies
that serve as collateral in support of the repayment of these loans. This collateral may take the form of first or second
priority liens on the assets of a portfolio company.

Typically, we expect that our senior loans will have final maturities of four to seven years. However, we also expect
that our portfolio companies often may repay these loans early, generally within three years from the date of initial
investment.

We seek to tailor the terms of the investment to the facts and circumstances of the transaction and the prospective
portfolio company, negotiating a structure that protects our rights and manages our risk while creating incentives for
the portfolio company to achieve its business plan and improve its profitability. We seek to limit the downside
potential of our investments by negotiating covenants in connection with our investments that afford our portfolio
companies as much flexibility in managing their businesses as possible, consistent with preservation of our capital.
Such restrictions may include affirmative and negative covenants, default penalties, lien protection, change of control
provisions and board rights, including either observation or participation rights.

We typically seek to hold most of our investments to maturity or repayment, but believe we have the ability to sell our
investments earlier.

Ongoing Relationships with Portfolio Companies
Solar Capital Partners monitors our portfolio companies on an ongoing basis. Solar Capital Partners monitors the
financial trends of each portfolio company to determine if it is meeting its business plan and to assess the appropriate

course of action for each company.

Solar Capital Partners has several methods of evaluating and monitoring the performance and fair value of our
investments, which include the following:

Assessment of success in adhering to each portfolio company s business plan and compliance with covenants;

Periodic and regular contact with portfolio company management and, if appropriate, the
financial or strategic sponsor, to discuss financial position, requirements and
accomplishments;

Comparisons to other Solar Capital and Solar Senior Capital portfolio companies in the industry, if any; and

Review of monthly and quarterly financial statements, asset valuations, and financial projections for
portfolio companies.
In addition to various risk management and monitoring tools, Solar Capital Partners also uses an investment rating
system to characterize and monitor our expected level of returns on each investment in our portfolio.
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We use an investment rating scale of 1 to 4. The following is a description of the conditions associated with each
investment rating:

Investment
Rating Summary Description

1 Involves the least amount of risk in our portfolio, the portfolio company is performing above
expectations, and the trends and risk factors are generally favorable (including a potential exit)

2 Risk that is similar to the risk at the time of origination, the portfolio company is performing as
expected, and the risk factors are neutral to favorable; all new investments are initially assessed
a grade of 2

3 The portfolio company is performing below expectations, may be out of compliance with debt
covenants, and requires procedures for closer monitoring

4 The investment is performing well below expectations and is not anticipated to be repaid in full

Solar Capital Partners monitors and, when appropriate, changes the investment ratings assigned to each investment in
our portfolio. As of December 31, 2015, 2014 and 2013, the weighted average investment rating on the fair market
value of our portfolio was 2. In connection with our valuation process, Solar Capital Partners reviews these investment
ratings on a quarterly basis.

Valuation Procedures

We conduct the valuation of our assets, pursuant to which our net asset value is determined, at all times consistent
with accounting principles generally accepted in the United States of America ( GAAP ), and the 1940 Act. Our
valuation procedures are set forth in more detail below:

The Company conducts the valuation of its assets in accordance with GAAP and the 1940 Act. The Company
generally values its assets on a quarterly basis, or more frequently if required. Investments for which market
quotations are readily available on an exchange are valued at the closing price on the date of valuation. The Company
may also obtain quotes with respect to certain of its investments from pricing services or brokers or dealers in order to
value assets. When doing so, management determines whether the quote obtained is sufficient according to GAAP to
determine the fair value of the investment. If determined adequate, the Company uses the quote obtained. 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, 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 the Company s board of directors (the Board ).

Investments for which reliable market quotations are not readily available or for which the pricing sources do not
provide a valuation or methodology or provide a valuation or methodology that, in the judgment of Solar Capital
Partners or the Board does not represent fair value, each shall be valued as follows: (i) each portfolio company or
investment is initially valued by the investment professionals responsible for the portfolio investment; (ii) preliminary
valuations are discussed with senior management of Solar Capital Partners; (iii) independent valuation firms engaged
by, or on behalf of, the Board will conduct independent appraisals and review Solar Capital Partners s preliminary
valuations and make their own independent assessment for (a) each portfolio investment that, when taken together
with all other investments in the same portfolio company, exceeds 10% of estimated total assets, plus available
borrowings, as of the end of the most recently completed fiscal quarter, and (b) each portfolio investment that is
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presently in payment default; (iv) the Board will discuss the valuations and determine the fair value of each
investment in our portfolio in good faith based on the input of Solar Capital Partners and, where appropriate, the
respective independent valuation firm.

The recommendation of fair value generally considers the following factors among others, as relevant: applicable
market yields; the nature and realizable value of any collateral; the portfolio company s ability to make payments; the

portfolio company s earnings and discounted cash flow; the markets in which the issuer does business; and
comparisons to publicly traded securities, among others.
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When an external event such as a purchase transaction, public offering or subsequent equity sale occurs, the Company
will consider the pricing indicated by the external event to corroborate the valuation. Due to the inherent uncertainty
of determining the fair value of investments that do not have a readily available market value, the fair value of the
investments may differ significantly from the values that would have been used had a readily available market value
existed for such investments, and the differences could be material.

Investments are valued utilizing a market approach, an income approach, or both approaches, as appropriate. 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 techniques 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, 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 fiscal year ended
December 31, 2015, there has been no change to the Company s valuation techniques and the nature of the related
inputs considered in the valuation process.

Accounting Standards Codification ( 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.

Determination of fair value involves subjective judgments and estimates. Accordingly, the notes to our consolidated
financial statements express the uncertainty with respect to the possible effect of such valuations, and any change in
such valuations, on our consolidated financial statements.

Competition

Our primary competitors provide financing to middle-market companies and include other business development
companies, commercial and investment banks, commercial financing companies and, to the extent they provide an
alternative form of financing, private equity funds. Additionally, alternative investment vehicles, such as hedge funds,

frequently invest in middle-market companies. As a result, competition for investment opportunities at middle-market
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companies can be intense. However, we continue to believe that there has been an overall reduction in the amount of
debt capital available on average since the downturn in the credit markets, which began in mid-2007, and that this has
resulted in a somewhat less competitive environment for making new investments. While many middle-market
companies were previously able to raise senior debt financing through

11

Table of Contents 26



Edgar Filing: Solar Senior Capital Ltd. - Form 10-K

Table of Conten

traditional large financial institutions, we believe this approach to financing is more difficult as implementation of
U.S. and international financial reforms, such as Basel 3, limits the capacity of large financial institutions to hold
non-investment grade leveraged loans on their balance sheets. We believe that many of these financial institutions
have de-emphasized their service and product offerings to middle-market companies in particular.

Many of our competitors are substantially larger and have considerably greater financial, technical and marketing
resources than we do. For example, some competitors may have a lower cost of funds and access to funding sources
that are not available to us. In addition, some of our competitors may have higher risk tolerances or different risk
assessments, which could allow them to consider a wider variety of investments and establish more relationships than
us. Furthermore, many of our competitors are not subject to the regulatory restrictions that the 1940 Act imposes on us
as a business development company. We use the industry information available to Messrs. Gross and Spohler and the
other investment professionals of Solar Capital Partners to assess investment risks and determine appropriate pricing
for our investments in portfolio companies. In addition, we believe that the relationships of Messrs. Gross and Spohler
and the other senior investment professionals of our investment adviser enable us to learn about, and compete
effectively for, financing opportunities with attractive leveraged companies in the industries in which we seek to
mnvest.

Staffing

We do not currently have any employees. Mr. Gross, our chairman and chief executive officer, and Mr. Spohler, our
chief operating officer, currently serve as the managing member and partner, respectively, of our investment adviser,
Solar Capital Partners. Richard Peteka, our chief financial officer and corporate secretary, is an employee of Solar
Capital Management, and performs his functions as chief financial officer under the terms of our Administration
Agreement. Guy Talarico, our chief compliance officer, is the chief executive officer of Alaric Compliance Services,
LLC, and performs his functions as our chief compliance officer under the terms of an agreement between Solar
Capital Management and Alaric Compliance Services, LLC. Solar Capital Management has retained Mr. Talarico and
Alaric Compliance Services, LLC pursuant to its obligations under our Administration Agreement.

Our day-to-day investment operations are managed by Solar Capital Partners. Based upon its needs, Solar Capital
Partners may hire additional investment professionals. In addition, we will reimburse Solar Capital Management for
the allocable portion of overhead and other expenses incurred by it in performing its obligations under the
Administration Agreement, including rent and the allocable portion of the cost of the Company s chief compliance
officer and chief financial officer and their respective staffs.

Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 imposes a wide variety of regulatory requirements on publicly-held companies and
their insiders. Many of these requirements affect us. For example:

Pursuant to Rule 13a-14 of the 1934 Act, our Chief Executive Officer and Chief Financial Officer must
certify the accuracy of the consolidated financial statements contained in our periodic reports;

Pursuant to Item 307 of Regulation S-K, our periodic reports must disclose our conclusions about the
effectiveness of our disclosure controls and procedures;
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Pursuant to Rule 13a-15 of the 1934 Act, our management must prepare an annual report regarding its
assessment of the effectiveness of internal controls over financial reporting and obtain an audit of the
effectiveness of internal controls over financial reporting performed by our independent registered public
accounting firm; and

Pursuant to Item 308 of Regulation S-K and Rule 13a-15 of the 1934 Act, our periodic reports must disclose
whether there were significant changes in our internal controls or in other factors that could significantly
affect these controls subsequent to the date of their evaluation, including any corrective actions with regard
to significant deficiencies and material weaknesses.
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The Sarbanes-Oxley Act of 2002 requires us to review our current policies and procedures to determine whether we
comply with the Sarbanes-Oxley Act of 2002 and the regulations promulgated thereunder. We will continue to
monitor our compliance with all regulations that are adopted under the Sarbanes-Oxley Act of 2002 and will take
actions necessary to ensure that we are in compliance therewith.
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