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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended September 30, 2011
OR

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

For the transition period from to

Commission file number 0-33377

MCG CAPITAL CORPORATION

(Exact name of registrant as specified in its chaetr)

Delaware 54-188951¢
(State or other jurisdiction (I.LR.S. Employer
of incorporation or organization) Identification No.)

1100 Wilson Boulevard, Suite 300
Arlington, VA 22209

(Address of principal executive offices) (Zip Code)

(703) 247-7500

(Registrant’s telephone number, including area code

None
(Former name, former address and former fiscal yearif changed since last report)

Indicate by check mark whether the registranth@g filed all reports required to be filed by Sewtl3 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for sslobrter period that the registrant was requirefilésuch reports), and (2) has been subject
to such filing requirements for the past 90 day¥es No [

Indicate by check mark whether the registrant hibsnitted electronically and posted on its corpokilb site, if any, every Interactive Data
File required to be submitted and posted pursuaRuie 405 of Regulation S-T during the precedifigrnbnths (or for such shorter period that
the registrant was required to submit and post §iled). Yes O No O

Indicate by check mark whether the registrantlexge accelerated filer, an accelerated filer, maccelerated filer, or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated file [J Accelerated filel

Non-accelerated file [0 (Do not check if a smaller reporting compa Smaller reporting compar [
Indicate by check mark whether the registrantseell company (as defined in rule 12b-2 of the Eaxge Act). YesO No
As of October 28, 2011, there were 77,043,042 shairthe registrant’s $0.01 par value Common Stadktanding.
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PART I|. FINANCIAL INFORMATION
Iltem 1. Financial Statements

MCG Capital Corporation
Consolidated Balance Sheets

(in thousands, except per share amou

Assets

Cash and cash equivalel

Cash, securitization accour

Cash, restricte

Investments at fair valt

Non-affiliate investments (cost $593,285and $684,785, respectivel

Affiliate investments (cost ($42,497and $43,721, respectivel

Control investments (cost $424,461and $517,167, respectivel
Total investments (cost $1,060,24and $1,245,673, respective

Interest receivabl

Other asset

Liabilities

Total assets

Borrowings (maturing within one year $80,173and $18,858, respectivel

Interest payabl

Dividends payabli
Other liabilities

Total liabilities

Stockholders’ equity

Preferred stock, par value $0.01, authorized lesheme issued and outstand

Common stock, par value $0.01, authorized 200,0@8es on September 30, 2011 and December
2010,77,035issued and outstanding on September 30, 2011 g8 &sued and outstanding or

December 31, 201
Paic-in capital

Distributions in excess of earnin

Paic-in capital
Other

Net unrealized depreciation on investme

Total stockholders’ equity

Total liabilities and stockholders’ equity

Net asset value per common share at end of peri

The accompanying notes are an integral part ofen@sndensed Consolidated Financial Statements

1

September 3C

December 31

2011 2010
(unaudited)
$ 53,95¢ $ 44,97(
99,41¢ 42,24"
16,98: 29,38
606, 71( 646,11t
55,101 53,30(
162,35¢ 310,28
824,17: 1,009,70!
3,18: 5,45
11,38 13,52]
$1,009,09 $1,145,27
$ 490,01¢ $ 546,88:
1,57¢ 2,291
13,10: 10,73¢
7,911 7,358
512,60¢ 567,26:
77C 767
1,009,211 1,008,82:
(166,029 (166,029
(110,99) (28,55¢)
(236,47 (236,99()
496,48: 578,01
$1,009,09 $1,145,27
$ 6.44 $ 7.54
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MCG Capital Corporation
Consolidated Statements of Operations

(unaudited)
Three months ended Nine months ended
September 30, September 30,
(in thousands, except per share amou 2011 2010 2011 2010
Revenue
Interest and dividend incon
Non-affiliate investments (less than 5% own $16,54C $16,19¢ $50,31¢ $46,12:
Affiliate investments (5% to 25% owne 1,21¢ 792 4,13: 2,55
Control investments (more than 25% own 2,02¢ 4,90( 8,952 15,97«
Total interest and dividend incor 19,78( 21,89( 63,40¢ 64,65«
Advisory fees and other incon
Nonr-affiliate investments (less than 5% own 88t 26C 1,812 72t
Control investments (more than 25% own 45 421 1,00¢ 70€
Total advisory fees and other incol 93C 681 2,817 1,431
Total revenu 20,71( 22,57 66,22 66,08¢
Operating expense
Interest expens 3,96( 4,32¢ 11,77¢ 13,18:
Employee compensatic
Salaries and benefi 2,68: 3,521 9,567 12,06
Amortization of employee restricted stock awe 34¢ 1,01z 1,37¢ 3,361
Total employee compensati 3,031 4,54( 10,94¢ 15,42¢
General and administrative expel 3,657 2,30t 9,13( 8,78t
Restructuring expens 4,10¢ — 4,174 1
Total operating expen: 14,75 11,17 36,021 37,39¢
Net operating income before net investment losspds) gain on extinguishment of det
and income tax provision 5,95: 11,40( 30,19/ 28,68¢
Net realized (loss) gain on investmeni
Non-affiliate investments (less than 5% own 281 7,38: (47,289 7,83
Affiliate investments (5% to 25% owne (@) — (917) —
Control investments (more than 25% own (38,109 (3,91)) (25,755 (5,88¢9)
Total net realized (loss) gain on investme (37,829 3,472 (73,960 1,94¢
Net unrealized appreciation (depreciation) on invesnents
Non-affiliate investments (less than 5% own (2,639 (6,854 52,09« 44t
Affiliate investments (5% to 25% owne 1,942 573 3,031 2,051
Control investments (more than 25% own 7,618 (6,890 (55,22) (29,83¢)
Derivative and other fair value adjustme (14€) (107) 61€ 262
Total net unrealized appreciation (depreciation)nmestment: 6,77¢ (13,279) 51€ (27,079
Net investment loss before income tax provisio (31,059 (9,800 (73,449 (25,130
(Loss) gain on extinguishment of debt before incomi@ax provision — (449) (863) 2,98:
Income tax provision 10 1,68( 29 1,86¢
Net (loss) earnings $(25,109 $ (52°) $44,14) $ 4,67¢
(Loss) earnings per basic and diluted common ¢ $ (03) $ (00 $ (058 $ o0.0¢
Cash distributions declared per common sl $ 017 $ 01z $ 04¢ $ 0.2¢
Weighte-average common shares outstan—basic and dilute: 76,404 75,48¢ 76,17: 76,46¢

The accompanying notes are an integral part oféh@sndensed Consolidated Financial Statements

2
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MCG Capital Corporation
Consolidated Statements of Changes in Net Assets
(unaudited)

(in thousands, except per share amou
Increase (decrease) in net assets from operatio

Net operating income before net investment losssjlgain on extinguishment of debt and income

provision
Net realized (loss) gain on investme
Net unrealized appreciation (depreciation) on itwmesits
(Loss) gain on extinguishment of d¢
Income tax provisiol

Net (loss) incom

Distributions to stockholders
Distributions declare
Dividends forfeitec

Net decrease in net assets resulting from stockhaldtributions

Capital share transactions
Amortization of restricted stock awar
Employee awards accounted for as employee compen:
Employee awards accounted for as restructuringrese
Non-employee director awards accounted for as genedahdministrative expen:
Common stock withheld to pay taxes applicable éwbsting of restricted stor
Net forfeitures of restricted common stc

Net increase in net assets resulting from capitatestransactior

Total decrease in net asse
Net assets
Beginning of period
End of period

Net asset value per common share at end of peri
Common shares outstanding at end of perio

Nine months ended

September 30,

2011 2010
$ 30,19« $ 28,68¢
(73,960 1,94¢
51€ (27,079
(862) 2,987
(29) (1,866€)
(44,14 4,67¢
(37,78) (17,609
— 7
(37,78) (17,607
1,37¢ 3,36:

431 —
46 58
(1,459 (86)
11 (15
391 3,32(
(81,53%) (9,60%)
578,01¢ 615,68!
$496,48: $606,07¢
$ 6.44 $ 7.9
77,03t 76,54

The accompanying notes are an integral part oféh@sndensed Consolidated Financial Statements

3
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MCG Capital Corporation
Consolidated Statements of Cash Flows
(unaudited)

(in thousands
Cash flows from operating activities

Net (loss) incomi
Adjustments to reconcile net (loss) income to rshcprovided by operating activiti
Investments in portfolio compani
Principal collections related to investment repagta®r sale:
Decrease in interest receivable, accrued pay-in-kind interest and dividenc
Amortization of restricted stock awar
Employee
Non-employee directa
Decrease in ca—securitization accounts from interest collecti
Increase in restricted ce—escrow account
Depreciation and amortizatic
Decrease in other ass:
Increase (decrease) in other liabilit
Realized loss (gain) on investme
Net change in unrealized (appreciation) depregiatio investment
Loss (gain) on extinguishment of d¢

Net cash provided by operating activit

Cash flows from financing activities

Payments on borrowing

Proceeds from borrowing

Decrease (increase) in cash in restricted and isieation account:
Securitization accounts for repayment of principaidebi
Restricted cas

Payment of financing cos

Distributions paic

Common stock withheld to pay taxes applicable &owsting of restricted stox

Net forfeitures of restricted common stc

Net cash used in financing activiti

Net increase in cash and cash equival

Cash and cash equivalent
Beginning balanc
Ending balanc

Supplemental disclosure of cash flow informatior
Interest paic
Income taxes pai
Paic-in-kind interest collecte
Dividend income collecte

Nine months ended
September 30,

2011 2010
$(44,14) $ 4,67¢
(243,96() (142,49)
336,17: 177,34(
21,45: 3,16¢
1,80¢ 3,36:
46 58
1,51¢ 3,191
(3,649) —
2,93¢ 3,07¢
1,021 44€
42¢ (4,562)
73,96( (1,94¢)
(51€) 27,07¢
862 (2,989
147,93 70,40¢
(62,726) (73,466)
5,00( 27,50(
(58,68¢) (9,559
16,04¢ 12,19(
(1,700 (2,056)
(35,41%) (8,421)
(1,459 (86)
(11) (15
(138,941 (53,90
8,98¢ 16,49¢
44,97 54,18’
$ 53,95 $ 70,68
$ 10,397 $ 11,34
297 1,46¢
20,41( 17,52:
12,35¢ 2,10:

The accompanying notes are an integral part oféh@sndensed Consolidated Financial Statements

4
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MCG Capital Corporation

Consolidated Schedule of Investments
September 30, 2011 (unaudited)

(dollars in thousands)

Interest Rate (9)

Portfolio Company Industry Investment Current
Control Investments 4 :
Broadview Networks Communications Series A Preferred Stock (12.0%, 87,254 shz¢
Holdings, Inc.®) Series /-1 Preferred Stock (12.0%, 100,702 sha
Series B Preferred Stock (12.0%, 1,282 she
Class A Common Stock (4,731,031 sha
GMC Television Broadcasting Senior Debt (Due 12/1¢1) 4.4%
Broadcasting, LLG?2) Subordinated Debt (Due 12/10)(7) 2.5%
Class B Voting Units (8.0%, 86,700 uni
Intran Media, LLC(6) Other Media Senior Debt (Due 12/141)(7) 9.5%
Series A Preferred Units (10.0%, 36,300 ur
Series B Preferred Units (10.0%, 12,700 ur
Series C Preferred Units (10.0%,15,000 ur
Jet Plastica Plastic Products Senior Debt A (Due 3/15(% 2.4%
Investors, LLC(2) Senior Debt B (Due 6/141)(7) 2.4%
Senior Debt C (Due 6/1(7) —
Senior Debt D (Due 3/:-9/16)(7) —
Series B Preferred Stock (8.0%, 10,000 she¢
Preferred LLC Interest (8.0%, 301,595 un
NPS Holding Groug Business Senior Debt Revolver (Due 6/1(1(7) 6.2%
LLC (2G)6) Services Senior Debt Al (Due 6/1(1)(7) 6.2%
Senior Debt A2 (Due 6/141)(7) 6.2%
Senior Debt A3 (Due 6/1(1)(7) 6.2%
Series A Preferred Units (504 uni
Series B Preferred Units (5.0%, 10,731 ur
Common Units (36,500 unit:
Orbitel Holdings, Cable Senior Debt (Due 2/1:1) 10.(%
LLC @ Preferred LLC Interest (10.0%, 150,000 un(®)
PremierGarage Home Senior Debt (Due 12/-9/11)(1)() 3.4%
Holdings, LLC(2)(6) Furnishings Preferred LLC Units (400 unit:
Common LLC Units (79,935 unit:
RadioPharmacy Healthcare Senior Debt (Due 12/1:%) 7.5%
Investors, LLC2) Subordinated Debt (Due 12/1(%) 12.0%

Preferred LLC Interest (19.7%, 70,000 un

Total Control Investments (represents 19.7% of tothinvestments at fair value)

5

PIK

7.L%
5.C%
2.5%
2.5%

3.2%

4.7%

3.L%

Total

4.4%
2.5%

9.5%

9.4%
7.4%
2.5%
2.5%

9.€%
6.2%
6.2%
6.2%

10.C%

8.1%

7.5%
15.%

Fair

Principal Cost Value
$ 81,98 $ 13,44
77,49¢ 15,51«
10C 19¢
$ 19,10: 16,64« 17,79:
10,95( 6,97¢ —
9,071 —
9,93t 9,44t 2,47¢
9,09t —

3,00( —

1,25( —
15,04¢ 15,00" 15,00"
23,45¢ 19,11( 16,227
6,26 6,25( —
28,83¢ 21,56( —
10,00( —

34,01« —
3,85¢ 2,36( 3,621
9,157 3,47( 6,05¢
2,06¢ 1,90¢ —
15,32« 6,22¢ —
50 —

10,73: —
18,58( 18,497 18,497
17,48¢ 17,50:
11,19¢ 9,49¢ 1,03t
40C —

4,971 —
8,17¢ 8,17¢ 8,17¢
10,37¢ 10,36¢ 10,36¢
9,322 16,447
424,46. 162,35t

The accompanying notes are an integral part oféh@sndensed Consolidated Financial Statements
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MCG Capital Corporation
Consolidated Schedule of Investments
September 30, 2011 (unaudited)

(dollars in thousands)

Interest Rate (%) Fair
Portfolio Company Industry Investment Current PIK Total Principal Cost Value
Affiliate Investments (3):: -
Advanced Sleeg) Home Furnishing  Senior Debt (Due 1/14%) 13.4% — 134% $ 585¢ $585( $ 5,850
Concepts, Inc2 Subordinated Debt (Due 1/1(1) 12.%  4.0% 16.(% 5,58: 5,55¢ 5,552
Series A Preferred Stock (20.0%, 49 sha 344 71
Series B Preferred Stock (1,000 sha — 31C
Common Stock (423 share 524 —
Warrants to purchase Common Stock (expire 1C 34¢ —
Cherry Hill Holdings, Inc  Entertainmen Series A Preferred Stock (9.8%, 750 sha 76¢ 76¢
Contract Datascan Business Services Subordinated Debt (Due 3/14) 12.(% 2.0% 14.(% 7,87 7,27( 7,351
Holdings, Inc. Series A Preferred Stock (10.0%, 2,292 she(1) 2,367 2,367
Common Stock (4,751 share®) 472 14¢
Stratford School Education Senior Debt (Due 12/141) 7.5% — 7.5% 17,50( 17,40¢ 17,40¢
Holdings, Inc(® Series A Convertible Preferred Stock (12.0%, 10 Sitdres 93 10,21«
Warrants to purchase Common Stock (expire 5(1) — 3,187
Velocity Technology Business Services Series A Preferred Stock (1,506,602 shares)
Enterprises, Inc(2)(6)(13) 1,50( 1,887
Total Affiliate Investments (represents 6.7% of toal investments at fair value) 42,497 55,107

The accompanying notes are an integral part ofen@sndensed Consolidated Financial Statements
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MCG Capital Corporation
Consolidated Schedule of Investments
September 30, 2011 (unaudited)

(dollars in thousands)

Interest Rate (%)

Portfolio Company Industry Investment Current PIK Total
Non-Affiliate Investments (less than 5% owned)
BarBri, Inc. Publishing Senior Debt (Due 6/1i(1) 6.0% — 6.C%
Bentley Systems, Information Senior Debt (Due 12/16%) 586 — 5.8%
Incorporatec Services
ggPstone Logistics, LLC  Logistics Senior Debt (Due 9/16%) 10.5% — 10.5%
Chase Doors Holdings, = Manufacturing Senior Debt (Due 12/15%) 9.5% — 9.5%
Inc.
Coastal Sunbelt Holding, Food Services Senior Debt (Due 8/:-12/15)(1) 9.1% — 9.1%
Inc. () Subordinated Debt (Due 8/1(1) 16.(% — 16.(%
Coastal Sunbelt Real Real Estate Subordinated Unsecured Debt (Due 7/ 15.(% — 15.(%
Estate, Inc(14) Investments Series /-2 Preferred Stock (12.0%, 20,000 sha

Warrants to purchase Class B Common S
Construction Trailer Auto Parts Senior Debt (Due 6/13§) 8.6%  6.3% 14.5%
Specialists, Inc(®)
Cruz Bay Publishing, Inc  Publishing Subordinated Debt (Due 12/1(1)®) 51%  8.0% 13.1%
CWP/(I?)I\(/%I)( Acquisiton ~ Home Furnishing  Senior Debt (Due 12/16Y) 3.0% — 3.0%
Corp.
Data Based Systems Business Service Subordinated Debt (Due 8/16) 10.(% 4.0% 14.(%
International, Inc
Education Management, Education Senior Debt (Due 6/15}) 9.3% — 9.3%
Inc.
Focus Brands Inc Restaurant Senior Debt (Due 11/1¢(1) 53% — 5.3%
Ganzc,z)Communications, Cable Senior Debt (Due 10/1%§) 5% — 5.2%
L.P.
G&L Investment Insurance Subordinated Debt (Due 5/1(%) 9.8% — 9.8%
Holdings, LLC(2) Series A Preferred Shares (14.0%, 5,000,000 sk

Class C Shares (621,907 shal
Golden Knight Il CLO, Diversified Income Notes (Due 4/19) 8.C% — 8.C%
Ltd. Financial Service
Goodman Global, Inc Manufacturing Senior Debt (Due 10/1¢1) 5.8% — 5.8%
GSDM Holdings Corp(?)  Healthcare Senior Debt (Due 1/1€1) 11.5%  6.0% 17.5%

Series B Preferred Stock (12.5%, 852,950 shi
Haws Corporatiol Manufacturing Senior Debt (Due 12/141) 10.5% — 10.5%
Industrial Safety Manufacturing Senior Debt (Due 9/16}) 10.% — 10.(%
Technologies, LLC
Jenzabar, Inc. Technology Senior Preferred Stock (11.0%, 3,750 sha

Subordinated Preferred Stock (109,800 she

Warrants to purchase Common Stock (expire 4(10)
Legac;ge():abinets Holdin  Home Furnishing Class B-1 Common Stock (2,000 shares)
11, Inc.
Mailsouth, Inc. Publishing Senior Debt (Due 12/1¢1) 6.8% — 6.8%
Maverick Healthcare Healthcare Preferred Units (10.0%, 1,250,000 un
Equity, LLC Class A Common Units (1,250,000 uni
Metropolitan Communications  Senior Debt (Due 3/14-12/16) 8.% — 8.C%
Telecommunications
Holding Company(2)
Miles Media Group, LLC  Business Services Senior Debt (Due 6/1€(1) 125 — 12.5%
@ Warrants to purchase Class A Units (expire 3(1)
MLM Holdings, Inc. Information Senior Debt (Due 12/16%) 7% @ — 7.C%

Services
Electronics Senior Debt (Due 12/1:(1) 12.6%  1.0% 13.6%

I?IZI?SSI Holdings, LLC

Series D Preferred Units (30.0%, 2,000,000 ul
Series A Preferred Units (516,691 un

Series B Convertible Preferred Units (165,003 Qi
Class A Common Units (1,000,000 uni

7

Fair
Principal Cost Value
$ 7,000 $693: $ 6,87
9,92¢ 9,831 9,621
30,00( 29,85: 29,85:
24,42t 24,19 24,19:
20,26: 20,10¢ 20,10t
9,03¢ 8,96 9,042
2,257 2,25¢ 2,25¢
2,81¢ 4,73(
8,06( 7,914 7,48¢
26,15¢ 22,89( 18,98:
60C 56¢ 52¢
9,22( 9,04z 9,23t
25,00( 24,75¢ 24,75¢
9,99¢ 9,99:¢ 9,89:
5,78t 5,76¢ 5,63(
17,69( 17,34¢ 17,34¢
8,191 7,28¢

52¢ —
3,06t 2,15¢
5,59¢ 5,631 5,55¢
26,37: 26,12« 26,12«
5,13( 9,914
17,00( 16,80¢ 17,02:
22,74% 22,50¢ 22,50¢
6,741 6,741
1,09¢ 1,09¢
422 28,43t
2,18t 51
4,97¢ 4,91( 4,82¢
1,701 1,83¢
— 54z
24,77( 24,61: 24,61:
17,73¢ 17,42¢ 17,28¢
123 38¢
14,35¢ 14,167 14,10
29,78¢ 29,63: 28,611
2,00( 3,774

71€ —

142 —

333 —

The accompanying notes are an integral part oféh@endensed Consolidated Financial Statements
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MCG Capital Corporation

Consolidated Schedule of Investments

September 30, 2011 (unaudited)

(dollars in thousands)

Interest Rate (%)

Portfolio Company Industry Investment Current
Orbitz Worldwide, Inc. Personal Senior Debt (Due 7/14) 3.3%

Transportatior
Ozburn-Hessey Holding Logistics Senior Debt (Due 4/16) 7.5%
Company LLC
Philadelphia Media Newspape Class A Common Stock (1,000 shares)
Network, Inc.(6)
Qualawash Holdings, LL{  Repair Service Subordinated Debt (Due 1/1(%) 12.(%
Sagamore Hill Broadcasting Senior Debt (Due 8/14§) 12.(%
Broadcasting, LL((2)
Sally Holdings LLC Cosmetics Senior Debt (Due 11/141) 2.5%
SC Academy Holdings, In  Education Subordinated Debt (Due 7/1(%) 12.%
Scotsman Industries, In Manufacturing Senior Debt (Due 4/1¢%) 5.8%
Service Champ, In¢ Auto Parts Subordinated Unsecured Debt ( Due 2/(%) 12.(%
ShowPlex Cinemas, In Entertainmen Senior Debt (Due 5/1¢%) 11.0%
Softlayer Technologies, Ir  Business Service Senior Debt (Due 11/1¢1) 7.3%
Summit Business Media Information Class E Series | Units (636 unit$)
[’f&e[‘gﬂf}d'“g Company  Services Class E Series Il Units (276 unifd)
(Szgl(rg)shine Media Group, Ir  Publishing Warrants to purchase Common Stock (expire 1/21
Tank Intermediate Holding Manufacturing Senior Debt (Due 4/16%) 5.0%
Corp.
(TGI)1e e-MediaClub I, LLC Investment Fund LLC Interest (74 units)
The Gavilon Group, LLC Agriculture SeniorDebt (Due 12/16(1) 6.0%
The Matrixx Group, Plastic Products Subordinated Debt (Due 6/14) 10.8%
Incorporatec
Virtual Radiologic Healthcare Senior Debt (Due 12/16%) 7.8%
Corporation
Visant Corporatior Consumer Produc  Senior Debt (Due 12/1¢1) 5.3%
?(IS)S&A-PBI Holding LLC Publishing LLC Interest
West World Media, LLC Information Senior Debt (Due 9/141) 11.(%

Services Class A Membership Units (25,000 uni

Warrant to purchase Class A Membership Units
(expire 9/15;
Business Service Senior Debt (Due 4/:-4/13)(1) 10.9%

Xg)ressdocs Holdings, Inc.
2

Series A Preferred Stock (161,870 sha

Total Non-Affiliate Investments (represents 73.6% of total ivestments at fair value)

Total Investments

PIK Total
— 3.2%

— 7.5%

12.%
13.%

— 2.5%
— 12.%
— 5.8%
14.2%
— 11.(%
— 7.2%

— 5.C%

— 6.C%
= 10.£%

— 7.8%

— 5.2%

3.0% 14.0%

0.9% 11.£%

Fair

Principal Cost Value
$ 301« $ 2871 $ 259
4,937 4,98¢ 4,407
5,07( 49
20,00( 19,82¢ 20,17t
13,83t 13,73( 13,73(
8,531 8,542 8,40¢
13,50( 13,39: 13,49¢
5,331 5,33¢ 5,231
12,04 11,93¢ 12,157
13,62¢ 13,48¢ 13,02«
13,89t 13,747 13,70«
4,12 20&

1,78¢ —
5,50¢ 5,49: 5,451
88 11
9,62¢ 9,51:¢ 9,53¢
12,50( 12,50( 12,65(
13,92¢ 13,73: 13,29¢
5,112 5,12¢ 4,692

50C —
11,25¢ 10,50! 10,50:
1 271
324 71¢
18,93« 18,737 18,93(
50C 56
593,28! 606,71(
$1,060,24:  $824,17:

The accompanying notes are an integral part oféh@sndensed Consolidated Financial Statements
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MCG Capital Corporation

Consolidated Schedule of Investments

December 31, 2010
(dollars in thousands)

Interest Rate (9)

Portfolio Company Industry Investment Current
Control Investments 4 :
Avenue Broadband LL&)  Cable Subordinated Debt (Due 3/1(1) 9.0%
Preferred Units (10.8%, 17,100 uni(%)
Warrants to purchase Class B Common S
Broadview Networks Communication: Series A Preferred Stock (12.0%, 87,254 sh:¢
Holdings, Inc.®) Series /-1 Preferred Stock (12.0%, 100,702 sha
Series B Preferred Stock (12.0%, 1,282 she
Class A Common Stock (4,731,031 sha
GMC Television Broadcasting Senior Debt (Due 12/1¢%) 4.5%
Broadcasting, LLG2) Subordinated Debt (Due 12/1(1)(7) 14.(%
Subordinated Unsecured Debt (Due 12/(7) 16.(%
Class B Voting Units (8.0%, 86,700 uni
Intran Media, LLC Other Mediz Senior Debt (Due 12/141) 9.5%
Series A Preferred Units (10.0%, 86,000 ur
Series B Preferred Units (10.0%, 30,000 ur
Jet Plastica Investors, Plastic Product Senior Debt (Due 12/141) 13.2%
LLC @ Subordinated Debt A (Due 3/1(1)(7) 3.7%
Subordinated Debt B (Due 3/1(1(7) 17.(%
Preferred LLC Interest (8.0%, 301,595 un
MTP Holding, LLC(6) Communication: Common LLC Interest (79,171 unit
NPS Holding Business Senior Debt Al (Due 6/141(?) 6.C%
Group, LLC(2)(5)(®) Services Senior Debt A2 (Due 6/141)() 6.0%
Senior Debt A3 (Due 6/141() 6.C%
Series A Preferred Units (347 uni
Series B Preferred Units (5.0%,10,731 ur
Common Units (36,500 unit:
Orbitel Holdings, LLC?) Cable Senior Debt (Due 3/1:Y) 9.0%
Preferred LLC Interest (10.0%, 120,000 un
PremierGarag Home Furnishing  Senior Debt (Due 12/-9/11)(1)() 8.0%
Holdings, LLC()(®) Preferred LLC Units (400 unit:
Common LLC Units (79,935 unit:
RadioPharmac Healthcare Senior Debt (Due 10/141) 7.0%
Investors, LLC2) Subordinated Debt (Due 12/1(1) 12.(%
Preferred LLC Interest (8.0%, 70,000 un
Superior Industries Sporting Good: Subordinated Debt (Due 3/1(1) 7.0%
Investors, LLC(2) Preferred Units (8.0%, 125,400 uni
Total Sleep Holdings, Inc. Healthcare Subordinated Debt (Due 9/1(7) 8.0%
)6) Unsecured Note (Due 6/1(7) 0.C%

Series A Preferred Stock (10.0%, 3,700 she
Series B Preferred Stock (10.0%, 2,752 she
Common Stock (40,469 share

Total Control Investments (represents 30.7% of tothinvestments at fair value)

9

PIK Total

5.0% 14.%

— 4.3%
— 14.%
— 16.(%
— 9.5%
— 13.2%

15.2%
— 17.%

— 6.C%
— 6.C%
— 6.C%

— 9.C%

— 8.C%

— 7.L%

3.0% 15.%

9.0% 16.(%

— 8.C%
= 0.C%

Fair

Principal Cost Value
$ 15,18. $ 15,11 $ 15,11¢
23,15: 35,37:
81,98 47,47
77,49¢ 54,79«
10C 69¢€
23,72( 21,24( 21,65¢
10,44¢ 6,97t —
1,24¢ 1,00¢ —
9,071 —
9,20( 9,164 7,43(
9,09t —

3,00( —
14,05: 13,99( 13,99(
22,03¢ 19,36 7,14
27,48t 21,56( —
34,01« —

1 —
4,702 3,47( 3,34¢
2,07C 1,90¢ —
7,872 6,22¢ —
10,73: —
14,91¢ 14,87« 14,87
14,13¢ 13,51¢
10,44: 8,99¢ 5,91¢
40C —

4,971 —
8,50( 8,50( 8,50(
10,37: 10,35: 10,357
8,12¢ 7,21¢
23,66: 23,60¢ 23,60:
16,49t 19,28:

13,04« 11,78( —
37¢ 33z —
3,79¢ —

21,14¢ —

1,00¢ —
517,16° 310,28

The accompanying notes are an integral part oféh@sndensed Consolidated Financial Statements
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Portfolio Company

Industry

MCG Capital Corporation

Consolidated Schedule of Investments

December 31, 2010

(dollars in thousands)

Investment

Affiliate Investments (3 :
Advanced Slee
Concepts, Inc{?)

Cherry Hill Holdings, Inc
Contract Datasca
Holdings, Inc.

Stratford Schoc
Holdings, Inc.2)

Sunshine Medii
Delaware, LLC()(6)

Velocity Technolog;/
Enterprises, Inc(2(®

Home Furnishing

Entertainmen
Business Service

Education

Publishing

Business Service

Senior Debt (Due 10/1:(1)

Subordinated Debt (Due 4/1(1)
Series A Preferred Stock (20.0%, 49 sha

Common Stock (423 share

Warrants to purchase Common Stock (expire 1C
Series A Preferred Stock (10.0%, 750 sha
Subordinated Debt (Due 3/1(%)

Series A Preferred Stock (1,987 sha()
Common Stock (4,135 share(1)

Senior Debt (Due 12/141)

Series A Convertible Preferred Stock (12.0%, 10 Sitdres

Warrants to purchase Common Stock (expire 5(1)

Common Stock (145 share

Class A LLC Interest (8.0%, 563,808 uni

Options to acquire Warrants to purchase Class B Lrit€rest

(expire 5/14,

Series A Preferred Stock (1,506,602 shares)

Total Affi | iate Investments (represents 5.3% of total investnmes at fair value)

10

Interest Rate (%) Fair
Current PIK Total Principal Cost Value
13.6% — 13.6% $ 535f $5322 § 532
12.%  40%  16.(% 5,33¢ 5,28¢ 5,27¢
297 104

524 =

34¢ =

948 1,07¢

1206 2.0%  14.% 7,75¢ 7,074 7,074
1,98¢ 1,98¢

41C 41C

T = 7.5% 19,00( 18,88t 18,88t
3 8,53¢

— 2,91(

581 11€

564 11z

1,50¢ 1,50¢

43,721 53,30¢

The accompanying notes are an integral part oféh@sndensed Consolidated Financial Statements
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MCG Capital Corporation
Consolidated Schedule of Investments
December 31, 2010

(dollars in thousands)

Interest Rate (%) Fair
Portfolio Company Industry Investment Current PIK Total Principal Cost Value
Non-Affiliate Investments (less than 5% owned)
Active Brands Consumer Products Senior Debt (Due 6/141)(7) 10.4%  — 10.4% $ 29,26! $26,32¢ $ 1,93¢
International, Inc(2)(6) Subordinated Debt (Due 9/1(1)(7) — 17.% 17.0% 18,06¢ 12,05: —
Class /-1 Common Stock (3,056 shart 3,05¢ —
Warrants to purchase Class A-1 Common Stock (expire 331 —
6/17)
Allen’s T.V. Cable Service Cable Senior Debt (Due 12/1:1) 7% — 7.3% 5,08( 5,06¢ 5,06¢
Inc. Subordinated Debt (Due 12/1(1) 10.(% — 10.C% 2,41¢ 2,38¢ 2,34
Warrants to purchase Common Stock (expire 11 — 47
Chase Doors Holdings, In Manufacturing Senior Debt (Due 12/141) 9.5% — 9.5% 29,25( 28,93t 28,93¢
Coastal Sunbelt Holding,  Food Services Senior Debt (Due 8/:-2/15)(1) 9.1% — 9.1% 21,41: 21,23¢ 21,23¢
Inc. () Subordinated Debt (Due 8/1(2) 12.(% 4.0%  16.% 8,85¢ 8,79¢ 8,79¢
Coastal Sunbelt Real Real Estate Subordinated Unsecured Debt (Due 7/ 15.(% — 15.(% 2,257 2,251 2,251
Estate, Inc. Investments Series /-2 Preferred Stock (12.0%, 20,000 sha 2,65¢ 2,31¢
Warrants to purchase Class B Common S — —
Construction Trailer Auto Parts Senior Debt (Due 06/13‘}) 14.%% — 14.% 7,69( 7,531 6,88¢
Specialists, Inc()
Cruz Bay Publishing, Inc  Publishing Subordinated Debt (Due 12/1(1)®) 5.0% 8.%  13.(% 24,63( 22,85¢ 17,36¢
CWP/(I?)I}/(ISI)( Acquisition Home Furnishings  Senior Debt (Due 12/16Y) 3.% — 3.0% 60C 582 51¢€
Corp.
Empower IT Holdings, Inc. Information Senior Debt (Due 5/14§) 11.%  — 11.0% 3,387 3,34: 3,347
@ Services
Equibrand Holdin(16) Leisure Activities Senior Debt (Due 6/11%) 95% — 9.5% 4,24¢ 4,23¢ 4,23¢
Corporation(?) Subordinated Debt (Due 12/1(%) 12.(% 50%  17.(% 10,14: 10,10¢ 10,10¢
Focus Brands Inc Restaurant Senior Debt (Due 11/1¢1) 7% — 7.3% 11,01¢ 11,047 11,15(
G&L Investmeni Insurance Subordinated Debt (Due 5/1(1) 9.8% — 9.8% 17,50( 17,12¢ 17,12¢
Holdings, LLC?) Series A Preferred Shares (14.0%, 5,000,000 st 7,651 7,651
Class C Shares (621,907 shal 52¢ 21z
Golden Knight Il CLO, Ltd Diversified Income Notes (Due 4/19) 8.C% — 8.0% 3,03¢ 2,39¢
O) Financial Service
Goodman Global, Inc Business Service Senior Debt (Due 10/1¢1) 580 — 5.8% 2,997 2,99: 3,01%
GSDM Holdings, Healthcare Senior Debt (Due 12/141) 12.9% — 12.9% 26,13( 25,98( 25,98(
LLC @ Series B Preferred Units (12.5%, 4,213,333 ul 4,67¢ 5,052
Haws Corporatiol Manufacturing Senior Debt (Due 12/141) 10.5% — 10.5% 22,50( 22,23( 22,23(
Interactive Data Diversified Senior Debt (Due 01/1%$) 6.600 — 6.8% 9,95( 10,04( 10,09¢
Corporation Financial Service
Jenzabar, Inc. Technology Senior Preferred Stock (11.0%, 3,750 sha 6,431 6,431
Subordinated Preferred Stock (109,800 she 1,09¢ 1,09¢
Warrants to purchase Common Stock (expire 4(10) 42¢ 27,79¢
Knology Inc. Cable Senior Debt (Due 10/161) 5.5% — 5.5% 6,09( 6,09¢ 6,132
Lambeau Telecom Communications Senior Debt (Due 2/13Y) 12.% — 12.(% 1,067 1,002 675
Company, LLC®)
Legac;zﬁ():abinets Holdings Home Furnishings  Class B-1 Common Stock (2,000 shares) 2,18¢ 17
11, Inc.
LMS INTELLIBOUND, Logistics Senior Debt (Due 3/:-6/14) @ 8.7% — 8.7% 16,32( 16,11« 16,11«
INC. @(12) Subordinated Debt (Due 9/1(1) 12.(% 4.0%  16.(% 7,00¢ 6,87¢ 6,87¢
Mailsouth, Inc. Publishing Senior Debt (Due 12/1¢ 7.C% — 7.C% 5,00( 4,92t 4,95(
Massage Envy, LL( Leisure Activities Senior Debt (Due 12/141) 11.(% — 11.(% 10,22: 10,02! 10,02:
Maverick Healthcare Healthcare Subordinated Debt (Due 4/1(1) 12.5% 3.5% 16.0% 13,35; 13,22: 13,22:
Equity, LLC Preferred Units (10.0%, 1,250,000 un 1,58( 1,71C
Class A Common Units (1,250,000 uni — 271

11

The accompanying notes are an integral part oféh@sndensed Consolidated Financial Statements



Table of Contents

MCG Capital Corporation

Consolidated Schedule of Investments

December 31, 2010
(dollars in thousands)

Interest Rate (%)

Portfolio Company Industry Investment Current
Metropolitan Communications Senior Debt (Due 3/14-12/16) 8.C%
Telecommunications
Holding Company(®
E\él)iles Media Group, LLC Business Services  Senior Debt (Due 6/13}) 12.5%
MLM Holdings, Inc. Information Senior Debt (Due 12/16) 7.C%
Services
NDSSI Holdings, LLC() Electronics Senior Debt (Due 9/14%) 14.6%
Series A Preferred Units (516,691 un
Series B Convertible Preferred Units (165,003 (i
Class A Common Units (1,000,000 uni
Orbitz Worldwide, Inc. Personal Senior Debt (Due 07/14% 3.2%
Transportatior
Ozburn-Hessey Holding Logistics Senior Debt (Due 04/16%) 7.5%
Company LLC
Philadelphia Media Newspape Class A Common Stock (1,000 shares)
Network, Inc.(6)
Provo Craft & Novelty Inc  Leisure Activities Senior Debt (Due 3/1¢1) 8.0%
Restaurant Technologies, Food Services Senior Debt (Due 2/14Y) 17.€%
Inc. Common Stock (47,512 shar
Warrants to purchase Common Stock (expire €
Rural/Metro Operating Healthcare Senior Debt (Due 11/16%) 6.0%
Company, LLC
Sagamore Hill Broadcasting Senior Debt (Due 8/11f) 14.(%
Broadcasting, LLC(2)
Savvis Communications Business Services  Senior Debt (Due 08/16}) 6.8%
Corporation
SC Academy Holdings, In  Educatior Subordinated Debt (Due 7/1(%) 12.(%
Service Champ, Inc Auto Parts Subordinated Unsecured Debt (Due 1/(1) 14.2%
ShowPlex Cinemas, In Entertainmen Senior Debt (Due 5/1:%) 9.C%
Softlayer Technologies, In  Business Service Senior Debt (Due 11/1¢1) 7.8%
Summit Business Media  Information Subordinated Debt (Due 7/14)(") 11.0%
Intermediate Holdin Services
Company, LLC(G)(M%J
EI;)aleguam Holdings, LLC Communications Subordinated Debt (Due 10/13) 7.2%
Elg)ue e-Media Club I, LLC Investment Fund LLC Interest (74 units)
The Gavilon Group, LLC Agriculture Senior Debt (Due 12/1¢1) 6.0%
The Matrixx Group, Plastic Products Subordinated Debt (Due 6/14) 10.6%
Incorporatec
The SI Organization, Inc Defense Senior Debt (Due 11/1(1) 5.8%
The Telx Group, Inc Business Service Senior Debt (Due 6/1:%) 8.0%
Visant Corporatiot Consumer Produc  Senior Debt (Due 12/1¢%) 7.C%
VOX Communications Broadcasting Senior Debt (Due 3/0<1)(7) 13.5%
Group Holdings, LLG2)(®) Convertible Preferred Subordinated Notes (12.5¢
Due 6/1-6/17)(7)
?(/S)S&A-PBI Holding LLC Publishing LLC Interest
Wireco Worldgroup Inc. Industrial Senior Debt (Due 2/14%) 5.3%
Equipment
Xpressdocs Holdings, Business Senior Debt (Due 4/:-4/13)(1) 11.6%
Inc. @ Services Series A Preferred Stock (161,870 sha

Total Non-Affiliate Investments (represents 64.0% btotal investments at fair value)

Total Investments

12

PIK

Total

8.0%

12.5%

7.0%

14.€%

3.3%

7.5%

8.0%
17.€%
6.C%
14.C%
6.8%
12.C%
14.2%
9.0%

7.8%
11.C%

7.3%

6.C%
10.8%

5.8%
8.0%

7.0%
13.5%

5.3%

11.€%

Fair
Principal Cost Value

$ 27,770 $ 2753 § 2753«
16,23¢ 16,04¢ 16,04¢
14,46¢ 14,24¢ 14,30:
30,13: 29,92¢ 29,92¢
71€ 12t
142 35€

332 —
3,14( 2,96( 2,94¢
4,97¢ 5,03¢ 5,04:
5,07( 48
8,07 7,841 7,85(
42,74 42,601 42,601
352 81
— 68E
4,00( 3,98( 4,04¢
27,16¢ 26,36( 26,18:
9,97¢ 10,02¢ 10,14¢
13,50( 13,37¢ 13,37¢
10,15¢ 10,07( 10,07(
11,02¢ 10,88: 10,70¢
14,00( 13,83( 14,00¢
7,15¢ 5,99¢ 29¢
20,00( 19,92: 19,72¢
88 10
8,50( 8,37: 8,41¢
12,50( 12,50( 12,50(
3,00( 3,00( 3,03(
13,93( 13,68( 13,86(
6,98:¢ 6,84¢ 7,077
11,71% 10,38¢ 6,157

2,45¢ 1,414 —

50C —
3,85( 3,85¢ 3,807
19,53 19,32¢ 19,52

50C —
684,78! 646,11¢
$1,245,67.  $1,009,70!

The accompanying notes are an integral part oféh@endensed Consolidated Financial Statements
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MCG Capital Corporation
Consolidated Schedule of Investments
December 31, 2010

(dollars in thousands)

Receive
Pay Fixec Floating
Fair
Counterparty Instrument Rate of Rate of Expiring Notional Cost Value @
Interest Rate Swaps
SunTrust Banl 13.(% 11.(%  08/11 $12,50C $— $ (189
Interest Rate Swi—Pay Fixed/Receive Floatir
9.C% 7.0%  08/11 8,681 — (227)
Interest Rate Swi—Pay Fixed/Receive Floatir L
Total Interest Rate $21,187 $— $ (310
Swaps .
(&) We include the fair value of these interest ratapgsuvn other liabilities on oiConsolidated Balance She..

()]

@
®)

(©)
®)

(6)
™
®)

©)

(10)

1D
(12)

(13)
(14

Some or all of this security is held by our SBI®sidiary or one of our other financing subsidiagesl may have been pledged as
collateral in connection therewith. SNote ‘—Borrowingsto the Condensed Consolidated Financial Statem

Includes securities issued by one or more of thfgim compan''s affiliates.

Affiliate investments represent companies in whighown at least 5%, but not more than 25% of théf@a company’s voting
securities

Control investments represent companies in whiclowe more than 25% of the portfolio comp’s voting securities

Represents a non-majority-owned control portfobmpany of which we own at least 25%, but not mbeat50% of the portfolio
compan'’s voting securities

Portfolio company is nc-income producing at peri-end.

Loan or debt security is on n-accrual status

We did not recognize pein-kind, or PIK, interest or accretion income becathgefair value of our investment was below its duestis.
However, we continue to accrue interest that isik@ble in cash from the portfolio compa

Interest rates represent the weiglaverage annual stated interest rate on debt sesyuptresented by nature of indebtedness for des
issuer. PIK interest represents contractually defeinterest that is added to the principal balasfdbe debt security and compounded if
not paid on a current basis. PIK may be prepaidither contract or the portfolio company’s choioet generally is paid at the end of the
loan term. The maturity dates represent the eadies the latest maturity dates. Rates on prefest@zk and preferred LLC interests,
where applicable, represent the contractual

On February 24, 2010, we exercised warrants tohases 100,000 shares of common stock of Jenzaltagid we submitted the requit
payments for this stock. Our receipt of the comrsimtk certificates from Jenzabar is pend

On January 25, 2011, Summit Business Media IntetatetHolding Company, LLC filed for Chapter 11 bamtcy protection

In September 2011, LMS Intellibound, Inc. (a -affiliate portfolio Company) and Progressive LomistSystems (an unaffiliate
company) entered into a combination where theyhare subsidiaries of Capstone Logistics, LI

In October 2011, we sold our Series A PreferrediSiavestment in Velocity Technology Enterprises.Ifor $1.9 million.

In October 2011, Costal Sunbelt Real Estate, k-paid our subordinated unsecured debt investmeftliand made a distribution in tt
amount of $2.6 million in respect of our series freferred stock investment in connection withghke of the real estate previously
owned by its subsidiary, Coastal Sunbelt Real Estat..C.

The accompanying notes are an integral part ofen@sndensed Consolidated Financial Statements
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MCG Capital Corporation
Notes to the Condensed Consolidated Financial Statents (Unaudited)
N oTE 1—D ESCRIPTION OF B USINESS ANDB ASIS OF P RESENTATION

TheseCondensed Consolidated Financial Statemenésent the results of operations, financial pasitind cash flows of MCG Capital
Corporation and its consolidated subsidiaries. f€hms “we,” “our,” “us” and “MCG” refer to MCG Catzl Corporation and its consolidated
subsidiaries.

We are a solutions-focused commercial finance compiaat provides capital and advisory services igdie-market companies throughout 1
United States. We are an internally managed, neersified, closed-end investment company that etetd be regulated as a business
development company, or BDC, under theestment Company Act of 1948 amended, or the 1940 Act. Our organizatioludtes the
following categories of subsidiaries:

Wholly Owned Specidturpose Financing SubsidiariesThese subsidiaries are bankruptcy remote, sppaiglese entities to which we
transfer certain loans. Each financing subsidieryurn, transfers the loans to a Delaware stayutoist. For accounting purposes, the
transfers of the loans to the Delaware statutarstérare structured as on-balance sheet secudtizat

Small Business Investment Subsidiariéd/e own Solutions Capital I, L.P., a wholly ownedsidiary licensed by the United States
Small Business Administration, or SBA, which opesaas a small business investment company, or SBl@&r theSmall Business
Investment Act of 1958as amended, or SBIC Act. In March 2011, we formeother wholly owned subsidiary, Solutions Cagital.
P., and in May 2011, we submitted a license td3BA to obtain an SBIC license for Solutions CapitaL.P. On September 30, 2011,
after discussions with the SBA, we elected to wiladour application for a second license. MCG $»adhe sole member of Solutions
Capital G.P., LLC, which acts as the general pamh&olutions Capital I, L.P.

Taxable Subsidiaries-We currently qualify as a regulated investment canyp or RIC, for federal income tax purposes anelefore,
are not required to pay corporate income taxesgrircome or gains that we distribute to our stai#thrs. We have certain wholly
owned taxable subsidiaries, or Taxable Subsidiag@sh of which holds one or more portfolio investits listed on ou€onsolidated
Schedules of InvestmentEhe purpose of these Taxable Subsidiaries igtmip us to hold portfolio companies organizediimstéd
liability companies, or LLCs, (or other forms ofgsathrough entities) and still satisfy the RIC taguirement that at least 90% of our
gross revenue for income tax purposes must coofsisvestment income. Absent the Taxable Subsigsa portion of the gross income
of any LLC (or other pass-through entity) portfoliwestment would flow through directly to us, dmlincluded in the calculation of the
90% test. To the extent that such income did nosist of investment income, it could jeopardize alitity to qualify as a RIC and,
therefore, cause us to incur significant federabine taxes. The income of the LLCs (or other passigh entities) owned by Taxable
Subsidiaries is taxed to the Taxable Subsidiamesdmes not flow through to us, thereby helpingreserve our RIC status and resultant
tax advantages. We do not consolidate the Taxalidsi@iaries for income tax purposes and they magigege income tax expense
because of the Taxable Subsidiaries’ ownership@fpbrtfolio companies. We reflect any such incaaxeexpense on o@onsolidated
Statements of Operations

The accompanying financial statements reflect tnesolidated accounts of MCG and the following sdiasies: Solutions Capital I, L.P.;
Solutions Capital II, L.P.; Solutions Capital G.BLC; and MCG's special-purpose financing subsigisrMCG Finance V, LLC and MCG
Finance VII, LLC.

B AsIs OF P RESENTATION ANDU SE OFE STIMATES

These unaudited financial statements and the ac@oyimmg notes are prepared in accordance with aticmuprinciples generally accepted in
the United States of America and conform to Regurta®-X under th&ecurities Exchange Act of 193ds amended. We believe we have n
all necessary adjustments so that the financigstants are presented fairly and that all suchsaajents are of a normal recurring nature. We
eliminated all significant intercompany balancesatcordance with Article 6 of Regulation S-X of Becurities Act of 1933as amended, and
the Securities Exchange Act of 193d4s amended, we do not consolidate portfolio campravestments, including those in which we have a
controlling interest. Further, in connection wittetpreparation of thes<@ondensed Consolidated Financial Statememts have evaluated
subsequent events that occurred after the baldrees date as of September 30, 2011 through theltkge financial statements were issued.
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Preparing financial statements requires us to neakienates and assumptions that affect the amoeptsted on ou€ondensed Consolidated
Financial Statemeniand accompanying notes. Although we believe thenasts and assumptions used in preparing tGeselensed
Consolidated Financial Statemeratsd related notes are reasonable, actual resuitd differ materially.

Interim results are not necessarily indicativeesfults for a full year. You should read th€&smdensed Consolidated Financial Stateménts
conjunction with theConsolidated Financial Statemermtsluded in ourAnnual Report on Form 10-#r the year ended December 31, 2010.

R ECENT A CCOUNTING P RONOUNCEMENTS

In April 2011, Financial Accounting Standards BqasdFASB, issued\ccounting Standards Update 2011-02—A Creditor'teDeination of
Whether a Restructuring is a Troubled Debt Restmiing , or ASU 2011-02. This standard amends previoudaqge provided ifccounting
Standards Codification 310-40—Receivables—Troubkelot Restructurings by CreditordASU 2011-02 provides additional guidance and
criteria on how companies should determine whedhestructuring or refinancing of an existing finih receivable represents a troubled debt
restructuring. Companies must assess whether streiceuring or refinancing of an existing finanadiateivable is a troubled debt restructuring
in order to determine how to account for the reimgirunamortized portion of certain fees, such &gimation fees, associated with the original
debt investment. ASU 2011-02 is effective for thstfinterim period beginning on or after June 2611. We adopted this standard beginning
with the quarter ended September 30, 2011. Ourtadtopf this update did not have a material impacour financial position or results of
operations.

In May 2011, the FASB issueitcounting Standards Update No. 2011-04—Fair VMigasurement: Amendments to Achieve Common Fair
Value Measurement and Disclosure Requirements® GAAP and IFRSsor ASU 2011-04. ASU 20104 clarifies the application of existil
fair value measurement and disclosure requiremehés)ges the application of some requirements &asuring fair value and requires
additional disclosure for fair value measurement® disclosure requirements are expanded to indhud@ir value measurements categorized
in Level 3 of the fair value hierarchy: 1) a quéatiive disclosure of the unobservable inputs asdmaptions used in the measurement; 2) a
description of the valuation processes in placd;3ra narrative description of the sensitivitytlod fair value to changes in unobservable in
and interrelationships between those inputs. ASLL2M is effective for interim and annual perioggiibning after December 15, 2011, for
public entities. We will adopt this standard bedgigon January 1, 2012. We are evaluating the imffaany, that our adoption of this update
may have on our financial position or results oém@ions. However, since this accounting standapdisite primarily requires expanded
disclosure related to Category 3 financial assedsliabilities, we do not anticipate that the implentation of this standard will have a
significant impact on our process for measuringValues, our financial position or results of agéms.

N OTE 2—I NVESTMENT P ORTFOLIO
The following table summarizes the composition af imvestment portfoliat cost:

September 30, 201. December 31, 201!
Investments Percent of Investments Percent of
(dollars in thousands at Cost Total Portfolio at Cost Total Portfolio
Debt investments
Senior secured de $ 588,95: 55.5% $ 597,04¢ 47.%
Subordinated det
Securec 134,13: 12.7 266,33 21.4
Unsecurec 14,18¢ 1.3 15,06’ 1.2
Total debt investments 737,27( 69.5 878,44¢ 70.5
Equity investments
Preferred equit 301,17 28.4 345,96( 27.¢
Common/common equivalents equ 21,79¢ 2.1 21,26% 1.7
Total equity investments 322,97: 30.5 367,22 29.F
Total investments $1,060,24. 100.(% $1,245,67. 100.(%
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The following table summarizes the composition wf mvestment portfoliat fair value:

September 30, 201, December 31, 201!
Investments a Investments a
Percent of Percent of
(dollars in thousands Fair Value Total Portfolio Fair Value Total Portfolio
Debt investments
Senior secured de $ 535,24 64.% $ 555,66° 55.(%
Subordinated det
Securec 124,20 15.1 190,30¢ 18.¢€
Unsecurec 14,41: 1.8 12,32! 1.2
Total debt investments 673,86 81.€ 758,29° 75.1
Equity investments
Preferred equit 116,31( 14.1 218,69( 21.7
Common/common equivalents equ 34,00: 4.1 32,71¢ 3.2
Total equity investments 150,31: 18.2 251,40¢ 24.€
Total investments $ 824,17: 100.(% $1,009,70! 100.(%

Our debt instruments bear contractual interessnateging from 2.5% to 17.5%, a portion of whichyrba in the form of paid in kind interest.
As of September 30, 2011, approximately 88.6% eff#tir value of our loan portfolio had variableerdgst rates, based on a LIBOR benchmark
or prime rate, and 11.4% of the fair value of man portfolio had fixed interest rates. As of Segier 30, 2011, approximately 76.8% of our
loan portfolio, at fair value, had LIBOR floors beten 1.0% and 3.0% on the LIBOR base index andepfiioors between 1.75% and 6.0%. At
origination, our loans generally have four- to ¢igbar stated maturities. Borrowers typically payoaigination fee based on a percent of the
total commitment and a fee on undrawn commitments.

When one of our loans becomes more than 90 daysipasor if we otherwise do not expect the custoimée able to service its debt and
other obligations, we will, as a general matteacplthe loan on non-accrual status and generdllgedse recognizing interest income on that
loan until all principal and interest has been lgtticurrent through payment or due to a restruatusuch that the interest income is deemed to
be collectible. However, we may make exceptionhiwpolicy if the loan has sufficient collateralue and is in the process of collection. If
fair value of a loan is below cost, we may ceasegrizing paid-in-kind, or PIK, interest and/or hecretion of a discount on the debt
investment until such time that the fair value dgua exceeds cost.

The following table summarizes tkhestof loans more than 90 days past due and loans iaocrual status:

September 30, 201 December 31, 201/
Investments % of Loan Investments % of Loan
(dollars in thousands at Cost Portfolio at Cost Portfolio
Loans greater than 90 days past du
On nor-accrual statu $ 23,46 3.1&% $ 10,38¢ 1.18%
Not on nol-accrual statu — — — —
Total loans greater than 90 days past du $ 23,46 3.18% $ 10,38¢ 1.18%
Loans on no-accrual statu
0 to 90 days past dt $ 63,91( 8.67% $128,98¢ 14.69%
Greater than 90 days past ¢ 23,46! 3.1¢ 10,38¢ 1.1¢
Total loans on nor-accrual status $ 87,37 11.85% $139,37" 15.87%
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The following table summarizes tifesir value of loans more than 90 days past due and loans maocrual status:

September 30, 201 December 31, 201/
% of Loan % of Loan
Investments Investments
(dollars in thousands at Fair Value Portfolio at Fair Value Portfolio
Loans greater than 90 days past du
On nor-accrual statu $ 10,71« 1.5%% $ 6,157 0.81%
Not on nol-accrual statu — — — —
Total loans greater than 90 days past du $ 10,71« 1.5% $ 6,155 0.81%
Loans on nor-accrual status
0 to 90 days past du $ 19,23( 2.85% $ 19,83t 2.62%
Greater than 90 days past ¢ 10,71« 1.5¢ 6,157 0.81
Total loans on nor-accrual status $ 29,94« 4.44% $ 25,99¢ 3.4%%

The following table summarizes the changes in tg and fair value of the loans on non-accruatst&dbm December 31, 2010 through
September 30, 2011:

Nine months ended
September 30, 2011

(In thousands Cost Fair Value
Non-accrual loan balance as of December 31, 20 $ 139,37 $ 25,99:
Additional loans on nc-accrual statt—other medie 9,24’ 4,23¢
Advances to companies on r-accrual statu 9,54: 9,54:
Loans converted to equi (5,909 (5,909
Payments received on loans on -accrual statu (7,45%) (7,45¢)
Change in valuation of loans on r-accrual statu — (25€)
Reversal of previously recognized unrealized lossar-
accrual loan: — 61,22¢
Realized loss on n-accrual loan: (57,439 @ (57,439 @
Total change in nor-accrual loans (52,000 3,952
Non-accrual loan balance as of September 30, 20 $ 87,37 $ 29,944

@ Primarily reflects our sales of Active Brands Imi&tional, Inc. and Vox Communications Group HoldingLC, as well as the wri-off of
our investment in Total Sleep Holdings, Inc. durihg nine months ended September 30, 2011. Oustiments in the debt issued by these
portfolio companies were on non-accrual statusf @eeember 31, 2010. Upon the sales and write-foffi@se investments, we reversed the
previously unrealized depreciation and recordetizedlosses
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The following table summarizes our investment mdidfby industry atost:

(dollars in thousands

Healthcare

Business service

Manufacturing
Educatior

Communication:

Plastic product
Cable
Technology

Information service

Logistics
Electronics
Broadcasting
Publishing
Food service
Insurance
Repair service
Auto parts
Entertainmen

Home furnishing

Restaurant
Agriculture
Cosmetics

Consumer produci

Other mediz

Diversified financial service
Leisure activities

Sporting good:
Other@)
Total

® No individual industry within this category exceek¥%.

September 30, 201,

Investments Percent of
at Cost Total Portfolio
$ 74,55( 7.C%
95,93! 9.C
79,97( 7.5
55,65( 5.2
184,19: 17.2
118,44: 11.2
41,75; 3.6
8,262 0.8
40,73 3.8
34,84: 3.3
32,82¢ 3.1
46,42 4.4
35,23t 3.3
29,06¢ 2.7
26,06¢ 2.t
19,82¢ 1.¢
19,84¢ 1.¢
14,25¢ 14
30,24: 2.6
9,99: 0.€
9,51: 0.¢
8,542 0.8
5,12¢ 0.t
22,79( 2.2
3,06t 0.3
13,09¢ 1.2
$1,060,24. 100.(%
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December 31, 201!

Investments Percent of
at Cost Total Portfolio
$ 114,47¢ 9.2%
106,71° 8.6
54,15¢ 4.3
32,26: 2.€
208,03° 16.7
101,42¢ 8.1
80,82¢ 6.5
7,952 0.6
23,58 1.9
28,027 2.3
31,121 2.5
76,44¢ 6.1
29,42¢ 24
72,99 5.9
25,30¢ 2.C
17,60! 14
11,827 0.9
28,91 2.3
11,047 0.9
8,37: 0.7
48,61 3.9
21,25¢ 1.7
13,07¢ 1.1
32,20 2.6
40,09¢ 3.2
19,88! 1.6
$1,245,67. 100.(%
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The following table summarizes our investment mdidfby industry afair value:

September 30, 201 December 31, 201!
Investments
Investments a

at Fair Percent of Percent of
(dollars in thousands Value Total Portfolio Fair Value Total Portfolio
Healthcare $ 86,70: 10.5% $ 76,35¢ 7.6%
Business service 81,021 9.8 87,891 8.7
Manufacturing 79,95¢ 9.7 54,17¢ 5.4
Education 69,06t 8.4 43,70« 4.3
Communication: 53,76 6.5 150,90° 14.€
Plastic product 43,88¢ 5.3 33,63 3.3
Cable 41,63( 5.1 92,467 9.2
Technology 36,27 4.4 35,32} 3.5
Information service 35,427 4.3 17,94( 1.8
Logistics 34,26( 4.2 28,03¢ 2.8
Electronics 32,391 3.¢ 30,40¢ 3.C
Broadcasting 31,521 3.8 53,99¢ 5.3
Publishing 30,68 3.7 22,54: 2.2
Food service: 29,147 3E 73,407 7.3
Insurance 24,637 3.C 24,99: 2.5
Repair service 20,17¢ 2.4 — —
Auto parts 19,64 24 16,95¢ 1.7
Entertainmen 13,79: 1.7 11,78: 1.2
Home furnishing 13,40( 1.€ 17,15: 1.7
Restaurant 9,89: 1.2 11,15(C 1.1
Agriculture 9,53¢ 1.2 8,41¢ 0.8
Cosmetics 8,40¢ 1.C — —
Consumer produci 4,692 0.€ 9,01¢ 0.8
Other mediz 2,47¢ 0.3 7,43( 0.7
Diversified financial service 2,15¢ 0.3 12,48¢ 1.2
Leisure activities — — 32,21¢ 3.2
Sporting good: — — 42,88t 4.2
Other®@ 9,63¢ 1.2 14,41: 1.5

Total $824,17: 100.(% $1,009,70! 100.(%

@ No individual industry within this category exceeid%.

We manage our interest rate exposure and finardiaility requirements on an ongoing basis by conmgpour interest rate sensitive assets to
our interest rate sensitive liabilities, and frame to time, may enter into interest rate swaps.ivgkide the fair value of these interest rate
swaps in other liabilities on our Consolidated Baka Sheets. We do not designate any of our intextsswaps as hedges for accounting
purposes. Each quarter, we settle these interesswaaps for cash. During each of the nine montkde@ September 30, 2011 and 2010, we
reported changes in the fair value of these inteets swaps in net unrealized appreciation (déatiea) on investments on o@onsolidated
Statements of Operations
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Our remaining interest rate swaps expired in Aug04t1; therefore, as of September 30, 2011, wenbathexpired interest rate swaps. As of
December 31, 2010, the notional amount of our @derate swaps was $21.2 million, and the faireaiithese interest rate swaps included in
our liabilities was $0.3 million. The following tlEbsummarizes our interest rate swaps with SunBagk, as the counterparty for which we
paid fixed interest rates and received floatingriest rates as of December 31, 2010:

(dollars in thousands Receive Floating As of December 31, 2010
Date Pﬁ}t/eg)s(?c Interest Fair
Entered Expired Rate Rate Notional Cost Value
03/09 08/11 13.(% 11.(% $12,50( $— $(183)
03/09 08/11 9.0% 7.C% 8,681 — (127
Total $21,18: $— $(31C

The following table summarizes the realized anctalized gains and losses that we recorded on tarest rate swaps for the nine months
ended September 30, 2011 and 2010:

Realizec Unrealized Reversal of Net Gain
Appreciation Unrealized
(in thousands Loss (Depreciation) Depreciation (Loss)
Nine months ended September 3(
2011 $ (229) $ 81 $  22¢ $ 81
2010 (90€) (359) 90€ (359)

N oTE 3—F AIR V ALUE M EASUREMENT

We account for our investments in portfolio comganiinder Accounting Standard Codification Topic-82Bair Value Measurements and
Disclosures, or ASC 820. ASC 820 defines fair value, estalelssh framework for measuring fair value and expaligtdosures about assets
and liabilities measured at fair value. ASC 820res “fair value” as the price that would be reeeito sell an asset or paid to transfer a
liability in an orderly transaction between margatticipants at the measurement date. This faurevekfinition focuses on exit price in the
principal, or most advantageous, market and pizest within a measurement of fair value, the dsmarket-based inputs over entity-specific
inputs.

Fair Value Hierarchy

ASC 820 establishes the following three-level highg, based upon the transparency of inputs téainealue measurement of an asset or
liability as of the measurement date:

ASC 820
Fair Value
Hierarchy Inputs to Fair Value Methodolog)

Level 1 Quoted prices in active markets for identical assefiabilities

Level 2 Quoted prices for similar assets or liabilitiesptad markets that are not active; or other inguas are observable or can be
corroborated by observable market data for sukiathnthe full term of the financial instrument;gats other than quoted prices that
are observable for the asset or liability; or irgotlat are derived principally from, or corrobotaby, observable market informati

Level 3 Pricing models, discounted cash flow methodologiesimilar techniques and at least one signifiecaatdel assumption |
unobservable or when the estimation of fair vakgpires significant management judgm

We categorize a financial instrument in the failueshierarchy based on the lowest level of inpat th significant to its fair value
measurement. In the event that transfers betwesse tlevels were to occur in the future, we woutthgmize those transfers as of the ending
balance sheet date, based on changes in the obsarfvable and unobservable inputs utilized togperthe valuation for the period.

Our investment portfolio is not composed of homagmrs debt and equity securities that can be valithda small number of inputs. Instead,
the majority of our investment portfolio is compdsE complex debt and equity securities with unigaatract terms and conditions. As such,
our valuation of each investment in our portfoBaunique and complex, often factoring in numerauigwe inputs, including the historical and
forecasted financial and operational performanddefportfolio company, projected cash flows, markeltiples, comparable market
transactions, the priority of our securities coneglawith those of other investors, credit risk, iat rates, independent valuations and reviews
and other inputs too numerous to list quantitagivedrein.

20



Table of Contents
Assets and Liabilities Measured at Fair Value on &ecurring Basis
The following table presents the assets and ligslthat we report at fair value on d@ionsolidated Balance Shedig ASC 820 hierarchy:

As of September 30, 2011
Internal Models with Significant

Ob,\j::\k/::) le Total Fair Value
Parameters Unobservable Market
Reported in
Parameters Consolidated
(in thousands (Level 2) (Level 3) Balance Sheet
A SSETS
Non-affiliate investments

Senior secured de $123,83: $ 299,27: $ 423,10
Subordinated secured de — 100,93 100,93
Unsecured subordinated d¢ — 14,41: 14,411
Preferred equit 2,15¢ 35,43} 37,59
Common/common equivaler — 30,67( 30,67(
Total non-affiliate investments 125,98 480,72! 606,71(

Affiliate investments
Senior secured de — 23,25¢ 23,25¢
Subordinated secured de — 12,90¢ 12,90¢
Preferred equit — 15,61« 15,61«
Common/common equivaler — 3,33 3,332
Total affiliate investments — 55,107 55,10

Control investments
Senior secured de — 88,88¢ 88,88¢
Subordinated secured dée — 10,36¢ 10,36¢
Preferred equit' — 63,10¢ 63,10"
Total control investments — 162,35¢ 162,35¢
Total assets at fair value $125,98! $ 698,18¢ $ 824,17

As of September 30, 2011, we had no investmentshthquoted market prices in active markets, whietwould categorize as Level 1
investments under ASC 820.

Valuation Methodologies

As required by the 1940 Act, we classify our inmestits by level of control. Control investments e both majority-owned control
investments and non-majority owned control invesiteieA majority-owned control investment represengecurity in which we own more
than 50% of the voting interest of the portfoliargmany and generally control its board of directérsi.on-majority owned control investment
represents a security in which we own 25% to 50%hefportfolio company’s equity. Non-control invesints represent both affiliate and non-
affiliate securities for which we do not have atroling interest. Affiliate investments represeeturities in which we own 5% to 25% of the
portfolio company’s equity. Non-affiliate investitemepresent securities in which we own less tiRarobthe portfolio company’s equity.

. Majority-Owned Control InvestmentsMajority-owned control investments comprise 18.686ur investment portfolio as of
September 30, 2011. Market quotations are notlseadailable for these investments; therefore, we a combination of market and
income approaches to determine their fair valu@idally, private companies are bought and sold dbasemultiples of EBITDA, cash
flows, net income, revenues or, in limited caseskwalue. Generally, we apply multiples that weealve for other comparable
companies to relevant financial data for the pt¢idcfoompany. Also, in a limited number of cases,use income approaches to detern
the fair value of these securities, based on apjeptions of the discounted future free cash fltheg the portfolio company will likely
generate, as well as industry derived capital c@tis valuation approaches for majoraywned investments estimate the value were v
sell or exit the investment. These valuation apginea assume the highest and best use of the invetsbhy market participants and
consider the value of our ability to control thetfaio compan's capital structure and the timing of a potentt. ¢

. Nor-Majority-Owned Control Investments Non-majority-owned control investments comprise?d @ our investment portfolio as of
September 30, 2011. For our non-majority-ownedrobequity investments, we use the same markefraraine valuation approaches
used to value our majority-owned control investraseRbr non-majority owned control debt investmews estimate fair value using the
market-yield approach based on the expected fe@sk flows discounted at the loans’ effective iegérates, based on our estimate of
current market rates. We may adjust discounted ftashcalculations to reflect other market conditsoor the perceived credit risk of the
borrower.
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. Nor-Control Investment—Non-control investments comprise 80.3% of our investnpemtfolio as of September 30, 2011. Quoted pr
are not available for 81.0% of our non-control istveents as of September 30, 2011. For our nona@loeduity investments, we use the
same market and income approaches used to valumotiol investments. For non-control debt investtagwe estimate fair value using
a market-yield approach based on the expectedefetash flows discounted at the loans’ effectiverigst rates, based on our estimate of
current market rates. We may adjust discounted tashcalculations to reflect other market conditsoor the perceived credit risk of the
borrower.

. Thinly Traded and Ovethe-Counter Securities—Generally, we value securities that are traddtiénover-the-counter market or on a
stock exchange at the average of the prevailingbiask prices on the date of the relevant penmt However, we may apply a
discount to the market value of restricted or thinhded public securities to reflect the impaeit tthese restrictions have on the value of
these securities. We review factors including thdihg volume, total securities outstanding andpmicentage ownership of securities to
determine whether the trading levels are activar€L&) or inactive (Level 2). As of September 3012, these securities represented
15.3% of our investment portfoli

Our valuation analyses incorporate the impactkbgtevents could have on the securities’ valuedyding public and private mergers and
acquisitions, purchase transactions, public offgjdetters of intent and subsequent debt or egaigs. Our valuation analyses also include
external data, such as market changes and indestrgition benchmarks. We also use independent tiafuérms to provide additional data
points for our quarterly valuation analyses. Ouregal practice is to obtain an independent valnatioreview of valuation at least once per
year for each portfolio investment that had avalue in excess of $5.0 million, unless the faiueshas otherwise been derived through a

of some or all of our investment in the portfolimnepany or is a new investment made within thetlastve months. As set forth in more detail
in the following table, in total, either we obtatha valuation or review from an independent firongidered new investments made or used
market quotes in the preceding twelve month pefioo®9.2% of the fair value of our investment polit as of September 30, 2011.

September 30, 2011

Investments at Fair Value Percent of
Debt Equity Total
(dollars in thousands Debt Equity Total Portfolio Portfolio Portfolio
Independent valuations/reviews, recent transactionsr market
guotes
Independent valuation/review prepared
Third quarter 201 $152,91° $ 39,33t $192,25! 22.1% 26.2% 23.2%
Second quarter 201 56,80¢ 16,83: 73,64 8.4 11.2 8.9
First quarter 201 104,99 3,83( 108,82 15.€ 25 13.2
Fourth quarter 201 116,74¢ 69,06 185,80¢ 17.5 45.¢ 22.F
Total independent valuations/reviews 431,47: 129,06( 560,53: 64.C 85.¢ 67.¢
Fair value from
Market quotes (Level Z 116,95¢ 2,154 119,11 17.4 14 14t
Pending sales of investments or letters of in 28,37¢ 14,64« 43,02: 4.2 9.8 5.2
Fair value from market quotes and pending
sales 145,33t 16,79¢ 162,13: 21.€ 11.2 19.7
New investments made during the 12 months ende
September 30, 2011 94,05! 1,19t 95,24¢ 14.C 0.8 11.€
Total portfolio evaluated 670,85¢ 147,05: 817,91: 99.€ 97.¢ 99.2
Not evaluated during the 12 months ended Septemb&0, 2011 3,00z 3,25¢ 6,262 0.4 2.2 0.8
Total investment portfolio $673,86. $150,31: $824,17: 100.(% 100.(% 100.(%

The majority of the valuations performed by thedpdndent valuation firms utilize proprietary modshsl inputs. We have used, and intend to
continue to use, independent valuation firms tosjol® additional support for our internal analys@ar board of directors considers our
valuations, as well as the independent valuatiokisraviews, in its determination of the fair valfeour investments. The fair value of our
interest rate swaps was based on a binding bral@egwhich was based on the estimated net prea&r of the future cash flows using a
forward interest rate yield-curve in effect astof measurement period.

Due to the uncertainty inherent in the valuatioocess, such estimates of fair value may differiggmtly from the values that would have
been used had a ready market for the securitisteglxiand such differences could be material. thitiath, changes in the market environment
and other events that may occur over the life efittvestments may cause the gains or losses uvdtiynatalized on these investments to differ
from the valuations currently assigned.
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Changes in Level 3 Fair Value Measurements

We classify securities in the Level 3 valuationrliehy based on the significance of the unobseevesaitors to the overall fair value
measurement. Our fair value approach for LevelcBistes primarily uses unobservable inputs, buy migo include observable, actively
guoted components derived from external sourcesoringly, the gains and losses in the table béfmlude fair value changes due, in par
observable factors. Additionally, we transfer inwesnts in and out of Level 1, 2 and 3 securitiesfahe ending balance sheet date, based on
changes in the use of observable and unobservglési utilized to perform the valuation for theipdr During each of the three months ended
September 30, 2011 and 2010, there were no transfer out of Level 1, 2 or 3.

The following table provides a reconciliation ofrfaalue changes during the three-month period ér@ptember 30, 2011 for all investments
for which we determine fair value using unobsergghkvel 3) factors.

Fair value measurements using unobservable inputiével 3)

Non-
affiliate Affiliate Control
(in thousands Investments Investments Investments Total
Fair value June 30, 201:
Senior secured de $270,18: $ 24,48 $ 93,70 $ 388,36¢
Subordinated secured dée 109,63¢ 12,82¢ 10,363 132,83
Unsecured subordinated de 14,35: — — 14,35:
Preferred equit' 30,61( 13,46¢ 86,72« 130,80(
Common/common equivalents equ 29,91¢ 3,332 — 33,24¢
Total fair value June 30, 2011 454,69¢ 54,11( 190,78¢ 699,59
Realized/unrealized gain (loss
Senior secured de (1,072 — (6,417 (7,489
Subordinated secured de 18¢ (85) 59 162
Unsecured subordinated de 17) — (87) (1049
Preferred equit 2,65¢ 2,02¢ (24,029 (19,339
Common/common equivalents equ 494 — — 494
Total realized/unrealized gain (loss 2,25: 1,94: (30,469 (26,279
Purchases
Preferred equit 2,00( — — 2,00(
Total purchases 2,00( — — 2,00(
Issuances
Senior secured de 53,76¢ 51C 1,971 56,24¢
Subordinated secured de 65¢ 161 82 902
Unsecured subordinated dt 75 — — 75
Preferred equit 38C 12C 40¢ 90¢
Common/common equivalents equ 32t — — 32t
Total issuances 55,207 791 2,461 58,45¢
Settlements
Senior secured de (23,609 (1,737) (370 (25,710
Subordinated secured de (9,559 — (139 (9,692)
Unsecured subordinated de — — 87 87
Preferred equit' (212 — 3 (215)
Total settlements (33,369 (1,737) (425) (35,530
Sales
Common/common equivalents equ (65) — — (65)
Total sales (65) — — (65)
Fair value as of September 30, 201
Senior secured de 299,27 23,25¢ 88,88¢ 411,41¢
Subordinated secured de 100,93: 12,90¢ 10,36¢ 124,20
Unsecured subordinated dt 14,41 — — 14,41:
Preferred equit 35,431 15,61« 63,10" 114,15¢
Common/common equivalents equ 30,67( 3,332 — 34,00:
Total fair value as of September 30, 201 $480,72! $ 55,10° $162,35¢ $698,18¢
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The following table provides a reconciliation ofrfaalue changes during the three-month period ér&kptember 30, 2010 for all investments
for which we determine fair value using unobsergghlevel 3) factors.

Fair value measurements using unobservable inputiével 3)

Non-
affiliate Affiliate Control
(in thousands Investments Investments Investments Total
Fair value June 30, 201(
Senior secured de $295,12¢ $ 8,92( $ 80,81( $ 384,85¢
Subordinated secured de 158,61! 11,857 66,75¢ 237,22t
Unsecured subordinated d¢ 12,16 — 28,68 40,84¢
Preferred equit' 24,64¢ 10,10¢ 212,24: 246,99!
Common/common equivalents equ 49,13! 2,004 — 51,13t
Total fair value June 30, 201( 539,68: 32,88 388,49 961,06:
Realized/unrealized gain (loss
Senior secured de (9,787%) — (4,61%) (14,399
Subordinated secured de 831 — (10,424 (9,599
Preferred equit' 5,74z 573 4,23 10,55
Common/common equivalents equ 2,91¢ 1 — 2,917
Total realized/unrealized gain (loss (294) 574 (10,802) (10,527
Issuances
Senior secured de 5,46( 11,77¢ 54¢ 17,78t
Subordinated secured de 14,42¢ 10¢€ 3,64¢ 18,18(
Unsecured subordinated d¢ 80 — 2,931 3,011
Preferred equit' 60C 47 91F 1,562
Total issuances 20,56¢ 11,93: 8,03 40,53¢
Settlements
Senior secured de (20,710 470 — (21,180
Subordinated secured de (51,159 (6,742) — (57,899
Preferred equit' (362 — (785) (1,147
Total settlements (72,229 (7,212) (785) (80,227)
Sales
Unsecured subordinated d¢ — — (31,619 (31,619
Preferred equit' (1,759 — (13,499 (15,249
Common/common equivalents equ (12,53) — — (12,53))
Total sales (14,285 — (45,117) (59,399
Fair value as of September 30, 201
Senior secured de 270,09¢ 20,22¢ 76,741 367,06¢
Subordinated secured de 122,72: 5,221 59,97t 187,91¢
Unsecured subordinated d¢ 12,24 — — 12,24
Preferred equit' 28,87: 10,72¢ 203,11¢ 242,71«
Common/common equivalents equ 39,51¢ 2,00t — 41,52:
Total fair value as of September 30, 201 $473,44° $ 38,18 $ 339,83: $851,46(

There were no purchases of Level 3 investmentsiduhie three months ended September 30, 2010.
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Unrealized (Depreciation) Appreciation of Level 3 hvestments

The following table summarizes the unrealized (dejation) appreciation that we recognized on thiegestments for which we determined
fair value using unobservable inputs (Level 3)tf@ three months ended September 30, 2011 and 2010.

(in thousands)
Change in unrealized
appreciation (depreciation)
Senior secured de
Subordinated secured de
Unsecured subordinated
debt
Preferred equit
Common/common
equivalents equit
Total change in
unrealized
appreciation
(depreciation) on
Level 3
investments

Three months ended September 30, 2011

Three months ended September 30, 2010

Non- Non-
affil?gte Affiliate Control affil(i)gte Affiliate Control
Investments Investments Investments Total Investments Investments Investments Total
$ (1079 $ — $ (6417) $(7489)| $ (631 $ — $ (4615 $(10,93)
18¢ (85) 11,78( 11,88« 831 — (10,422 (9,599
(17) — 33z@ 31E — — — —
2,443 2,02¢ 91€ 5,391 4,38: 573 8,14¢ 13,10¢
42¢ — 1,00( 1,42¢ (6,615) 1 — (6,619
$ 197¢ $ 194 $ 7,611 $1153(| $ (7,71 $ 574 $ (6,89]) $(14,039)

@Reflects a $24.9 million reversal of accrued urizedl depreciation that we previously recognizesdoninvestment in Total Sleep Holdings,
Inc., or Total Sleep, which we wrote-off on SeptemB0, 2011. The impact of this reversal was offs@harily by the recognition of
$24.7 million of additional unrealized depreciatimm our investment in Broadview Networks Holdinlys,., or Broadview.

25



Table of Contents

The following table provides a reconciliation ofrfaalue changes during the nine-month period ergkgatember 30, 2011 for all investments
for which we determine fair value using unobsergghlevel 3) factors.

Fair value measurements using unobservable inputi¢vel 3)

Non-affiliate
Affiliate Control
(in thousands) Investments Investments Investments Total
Fair value December 31, 201
Senior secured de $ 325,87: $ 24,20° $ 75,71« $ 425,79
Subordinated secured de 121,74: 12,34¢ 56,21¢ 190,30¢
Unsecured subordinated d¢ 12,32: — — 12,32:
Preferred equit' 24,74: 13,19% 178,35 216,29!
Common/common equivalents equ 29,17( 3,54¢ — 32,71¢
Total fair value December 31, 201 513,84 53,30( 310,28¢ 877,43t
Realized/unrealized gain (loss
Senior secured de (2,74¢€) — (36,609) (39,359
Subordinated secured de 2,71 93 33,70¢ 36,51
Unsecured subordinated de 22¢ — (87) 13€
Preferred equit 7,611 2,07z (78,199 (68,510
Common/common equivalents equ 2,80¢ (50) — 2,75k
Total realized/unrealized gain (loss 10,60" 2,11¢ (81,189 (68,460
Purchases
Senior secured de — — 11,86: 11,86:
Preferred equit; 2,00( — 4,30( 6,30(
Common/common equivalents equ 12¢ — — 12¢
Total purchases 2,12 — 16,16: 18,28¢
Issuances
Senior secured de 90,79( 3,99 44,18¢ 138,97(
Subordinated secured de 30,25 464 1,14: 31,86(
Unsecured subordinated d¢ 1,867 — — 1,867
Preferred equit 1,58( 1,13¢ 12,50 15,22
Common/common equivalents equ 533 62 — 59E
Total issuances 125,02: 5,657 57,83t 188,51!
Settlements
Senior secured de (104,439 (4,94¢) (6,26¢) (115,65)
Subordinated secured de (53,77 — (80,702 (134,479
Unsecured subordinated d¢ — — 87 87
Preferred equit' (212 (792 (22,17 (23,179
Common/common equivalents equ (17) (228) — (24%)
Total settlements (158,44, (5,96€) (99,059 (263,46¢)
Sales
Senior secured de (20,206 — — (10,20¢)
Preferred equit (283) — (41,699 (41,977
Common/common equivalents equ (1,949 — (1,949
Total sales (12,439 — (41,699 (54,127
Fair value as of September 30, 201
Senior secured de 299,27: 23,25¢ 88,88¢ 411,41¢
Subordinated secured de 100,93: 12,90¢ 10,36¢ 124,20
Unsecured subordinated d¢ 14,41 — — 14,41
Preferred equit' 35,43’ 15,61« 63,10¢ 114,15¢
Common/common equivalents equ 30,67( 3,332 — 34,00:
Total fair value as of September 30, 201 $ 480,72! $ 55,107 $162,35¢ $ 698,18
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The following table provides a reconciliation ofrfaalue changes during the nine-month period ergkgatember 30, 2010 for all investments
for which we determine fair value using unobsergghlevel 3) factors.

Fair value measurements using unobservable inputi¢vel 3)

Non-affiliate
Affiliate Control
(in thousands) Investments Investments Investments Total
Fair value December 31, 200
Senior secured de $ 273,31¢ $ 21,78¢ $ 80,99t $ 376,10
Subordinated secured de 183,68 11,511 80,20z 275,39
Unsecured subordinated dt 2,17¢ — 28,43¢ 30,61¢
Preferred equit 26,587 9,242 220,32( 256,14¢
Common/common equivalents equ 40,88t 1,84¢ 28 42,75¢
Total fair value December 31, 200! 526,65 44,38¢ 409,98 981,02¢
Realized/unrealized (loss
Senior secured de (13,679 297 (4,527) (17,909
Subordinated secured de 1,98¢ 21¢ (28,82) (26,61
Unsecured subordinated d¢ 2 — — 2
Preferred equit 8,21t 1,377 (2,409 7,18¢
Common/common equivalents equ 11,16: 15¢ 27 11,347
Total realized/unrealized loss 7,69( 2,051 (35,729 (25,989
Issuances
Senior secured de 58,79¢ 11,89: 1,45¢ 72,14:
Subordinated secured dée 19,86: 36¢ 8,62¢ 28,85¢
Unsecured subordinated d¢ 10,06( — 3,17¢ 13,23¢
Preferred equit' 1,68 107 2,73: 4,52
Common/common equivalents equ 1 — — 1
Total issuances 90,40¢ 12,36¢ 15,99: 118,76°
Settlements
Senior secured de (48,299 (13,749 (1,182 (63,225
Subordinated secured de (82,81) (6,877) (32 (89,720
Preferred equit; (46E) — (905) (1,370
Total settlements (131,57() (20,626 (2,119 (154,31Y
Sales
Senior secured de (50) — — (50
Unsecured subordinated d¢ — — (31,619 (31,619
Preferred equit (7,152) — (16,629 (23,77¢)
Common/common equivalents equ (12,53)) — (55) (12,58¢)
Total sales (19,739 — (48,29)) (68,030
Fair value as of September 30, 201
Senior secured de 270,09¢ 20,22¢ 76,741 367,06¢
Subordinated secured de 122,72: 5,221 59,97¢ 187,91¢
Unsecured subordinated de 12,24 — — 12,24
Preferred equit; 28,87: 10,72¢ 203,11¢ 242,71
Common/common equivalents equ 39,51¢ 2,00t — 41,52:
Total fair value as of September 30, 201 $ 473,44 $ 38,18! $339,83: $ 851,46(

There were no purchases of Level 3 investmentsiduhie nine months ended September 30, 2010.
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Unrealized (Depreciation) Appreciation of Level 3 hvestments

The following table summarizes the unrealized agipt®n (depreciation) that we recognized on thiagestments for which we determined
fair value using unobservable inputs (Level 3)tfa nine months ended September 30, 2011 and 2010.

Nine months ended September 30, 2011 Nine months ended September 30, 2010
af’;‘iﬁgte Affiliate Control af’;liﬁgte Affiliate Control
(in thousands Investments Investments Investments Total Investments Investments Investments Total
Change in unrealized appreciatior
(depreciation)
Senior secured de $ 28,10¢ $ —  $(36,609 $ (8499 $ (9269 $ 297 $ (4,527 $(13,499
Subordinated secured dée 14,74: 93 45,56: 60,39¢ 1,98¢ 21¢€ (28,82) (26,61)
Unsecured subordinated de 1,662 — 1,332 2,99¢ 2 — — 2
Preferred equit' 7,11¢ 2,99( (66,514 @ (56,409 3,191 1,37 3,53¢ 8,10z
Common/common equivaler
equity 4 587 (50) 1,00( 5,53¢ 1,91¢ 15¢ (26) 2,04¢
Total change in
unrealized
appreciation
(depreciation) on Leve
3 investments $ 56,212 $ 3,03° $(55,22) $ 401t | $ (2,269 $ 2,051 $(29,840 $(29,959

@ Primarily reflects the recognition of $73.8 milliofi additional unrealized depreciation on our irrent in Broadview, partially offset by a
$24.9 million reversal of previously accrued unizad depreciation on our investment in Total Sleepich we wrote-off on September 30,
2011.

N oTE 4—C ONCENTRATIONS OF | NVESTMENT R ISK

During the nine months ended September 30, 201hadeconcentrations in certain industries, inclgdime healthcare, business services and
communications industries. The following table suanizes, our fair value and revenue concentratiorgsach of those industries:

Investments at Fair Value Revenue for the nine months ended
As of September 30, 201 As of December 31, 201 September 30, 201 September 30, 201!
% of Total % of Total % of Total % of Total
(dollars in thousands Amount Portfolio Amount Portfolio Amount Revenue Amount Revenue
Industry
Healthcare $ 86,70: 10.5% | $ 76,35¢ 7.€6%| $8,28i 12.5% | $8,58¢ 13.(%
Business service 81,02 9.8 87,89 8.7 7,29t 11.C 3,15( 4.8
Communication« 53,76 6.5 150,90° 14.¢ 2,37¢ 3.6 2,781 4.2

(@) Includes Broadview, which represented $29.2%anil or 3.5%, and $103.0 million, or 10.2%, of flaé value of our investment portfolio
as of September 30, 2011 and December 31, 20t atbeely.
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Note 5—BORROWINGS

As of September 30, 2011, we reported $490.0 millibborrowings on our Consolidated Balance Shaetest. We estimate that the fair ve
of these borrowings as of September 30, 2011 waogimately $472.7 million, based on market datd emrrent interest rates. The following
table summarizes our borrowing facilities and thality amounts and amounts outstanding and coetingorrowing eligibility of Solutions
Capital I, L.P., a wholly owned subsidiary, as &1 under the SBIC Act.

September 30, 2011 December 31, 2010
Total Total
Facility/ Amount Facility/ Amount
(dollars in thousands Maturity Date Program Outstanding Program Outstanding
Private Placement Note
Series 200-A October201: $ — $ — $17,43¢ $ 17,43«
Series 200-A October 201: 8,71 8,711 8,711 8,711
Commercial Loan Funding Tru
Variable Funding Not January 201®  150,00( 55,82 150,00( 100,25:
Commercial Loan Trust 20+1
Series 200-1 Class /-1 Notes April 2018 ® 106,25( 106,25( 106,25( 106,25(
Series 200-1 Class /-2 Notes April 2018 ®) 5,00( 5,00( 50,00( —
Series 200-1 Class /-3 Notes April 2018 ®) 85,00( 85,00( 85,00( 85,00(
Series 200-1 Class B Note April 2018 ® 58,75( 58,75( 58,75( 58,75(
Series 200-1 Class C Note®© April 2018 ® 45,00( 32,00( 45,00( 32,00(
Series 200-1 Class D Note@ April 2018 ®) 47,50( 29,88( 47,50( 29,88(
SBIC (Maximum borrowing potentiz® ® 150,00( 108,60( 130,00( 108,60(
Total borrowings $656,21° $490,01¢| $698,65. $546,88:

® |n January 2011, the lender renewed this facilitpigh January 2013 and the legal final maturitg aeas extended to January 20

® Borrowings under the MCG Commercial Loan Trust 2Q0@cility are listed based on the contractualurigt date. The reinvestment period
for this facility ended on July 20, 2011 and welwse all future principal collections from colledéin the facility to repay the securitized
debt. On October 20, 2011, the next payment datthi® facility, we used $80.2 million of securdid cash in that facility (primarily
representing previous principal collections of atdtal in the facility) to repay a portion of treeflity.

(¢)Amount outstanding excludes $5.0 million of noteattwe repurchased in December 2008 for $1.6 mibiod $8.0 million of notes that we
repurchased in April 2010 for $4.4 million. As paftthe consolidation process, we eliminated thesithat MCG, the parent company,
purchased.

@ Amount outstanding excludes $10.1 million of ndtest we repurchased in December 2008 for $2.4anilind $7.5 million of notes that we
repurchased in January 2009 for $2.1 million. A pathe consolidation process, we eliminatedrtbtes that MCG, the parent company,
purchased.

©)As of September 30, 2011, we had the potentiabtoolw up to $150.0 million of SBAuaranteed debentures under the SBIC program.
September 30, 2011, the SBA had approved and caethip to $150.0 million in borrowings to the SBIK of September 30, 2011, we
have funded $75.0 million, which allows us to a#lithe full $150.0 million borrowing potential apped and committed by the SBA under
this program. Based on our funded capital as ofedelper 30, 2011, Solutions Capital I, L.P., subjedhe SBA’s approval, may borrow up
to an additional $41.4 million to originate invesints.

) As of September 30, 2011, we could originate newdvangs under the $150.0 million commitment magiegt® SBA through
September 2015. We must repay borrowings undeSBi€ program within ten years after the borrowirded which will occur between
September 2018 and September 2025.

Each of our credit facilities has certain collateemuirements and/or financial covenants. As git&mber 30, 2011, the net worth covenant of
our Commercial Loan Funding Trust, or SunTrust \WWatese, requires that we maintain a consolidategiltésnnet worth of not less than
$450.0 million, plus 50% of any equity raised afeebruary 26, 2009. Under these covenants, we afgsimaintain an asset coverage ratio of
at least 180%.

As a BDC, we are not permitted to incur indebtedragsssue senior securities, including prefertedls unless immediately after such
borrowing we have an asset coverage for total bonmgs (excluding borrowings by our SBIC facility)) at least 200%. In addition, we may |
be permitted to declare any cash dividend or afieribution on our outstanding common shares,uscipase any such shares, unless, at the
time of such declaration or purchase, we have setasverage ratio of at least 200% after dedu¢tisgamount of such dividend, distribution
or purchase price. If we are unable to meet thtistasoverage requirement, we may not be able to ewtditional debt. As of September 30,
2011, our ratio of total assets to total borrowingd other senior securities was 230%.

We fund all of our current debt facilities, exceptr Series 2007-A unsecured notes, through ourrbaidy remote, special-purpose, wholly
owned subsidiaries. Therefore, these subsidiaaiesets may not be available to our creditors. imescases, advances under our debt facilities
are subject to certain collateral levels, colldtgrality, leverage and other restrictive covenaws continue to service the portfolio
investments that we use as collateral in our sedoogrowing facilities
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The following table summarizes repayments of ourdwings based on the final legal maturity or thatcactual principal collections of the
outstanding loans that comprise the collateral,re/fa@plicable. Certain of our borrowing facilitiesntain provisions that require that we apply
a portion of the proceeds we receive from monetinatto pay down a portion of the outstanding bedsn Actual repayments could differ
significantly due to future prepayments by our barers, modifications of our borrowers’ existing moagreements, and monetizations.

September 30, 201

Debt with Debt without

(in thousands Recourse Recourse Total
2011@ $ — $ 80,17: $ 80,17:
2012 8,711 — 8,711
2013 — — —
2014 — 55,82: 55,82
2015 — — —
Thereaftel®) 75,00( 270,30° 345,30°

Total $83,717 $ 406,30: $490,01¢

@ Borrowings under the MCG Commercial Loan Trust z-1 facility are listed based on the contractual migtulate. The reinvestment peri
for this facility ended on July 20, 2011 and welwge all future principal collections from colledéin the facility to repay the securitized
debt. On October 20, 2011, the next payment datthi® facility, we used $80.2 million of secur#iz cash in that facility (primarily
representing previous principal collections of atdtal in the facility) to repay a portion of theeflity.

® our maximum exposure with respect to the indebtsslioé Solutions Capital was $75.0 million, whicpnesents the $75.0 million that
MCG had funded in Solutions Capital as of Septen36e2011

The following table summarizes our aggregate ontitey borrowings as of September 30, 2011 and DbeeRil, 2010, by interest rate
benchmark:

September 3C December 31
(in thousands 2011 2010
Interest rate benchmark
LIBOR $ 316,88( $ 311,88(
Commercial paper ra 55,82: 100,25:
Fixed rate 117,317 134,75
Total borrowings $ 490,01¢ $ 546,88:

As of September 30, 2011, we were in complianch alitkey financial covenants under each of ourdaing facilities, although there can be
no assurance regarding compliance in future perible following sections provide additional detdilout each of our borrowing facilities.

P RIVATEP LACEMENTN OTES

In October 2005, we issued $50.0 million of Se#@85-A unsecured notes, at a fixed-interest ra t% per annum. In October 2007, we
issued an additional $25.0 million of Series 200dmsecured notes at a fixed-interest rate of 6.p&p@nnum. Both of these tranches, or the
Private Placement Notes, were issued as five-yaasrthat require semi-annual interest payment2009, the Private Placement Notes were
amended. In connection with the amendments, tieedst rate for the Series 2085insecured notes was adjusted to 9.98% and taeesitrate
for the Series 2007-A unsecured notes was adjuist8®6%. The Series 2005-A unsecured notes wefeajit in March 2011 and the maturity
date of the Series 2007-A unsecured notes is OcRIiL.

The amendments also require us to offer to repgechize Private Placement Notes with a portion dhgemonetization proceeds at a purck
price of 102% of the principal amount to be purethdn addition, we agreed to limit the amount elbidfrom the 2006-1 Trust and our
common stock that we may repurchase. For every@blion of Private Placement Notes we offer toghase after February 26, 2009, we 1
repurchase $2.5 million of debt from the 2006-1striVe may also repurchase $1.0 million of shafesiocommon stock for every

$5.0 million increment of Private Placement NotH#sred to be repurchased after February 26, 20@8iged that the amount of permitted d
repurchases under the 2006-1 Trust shall be redunc#te amount of any of our common stock repuretasade.

Since the execution of these amendments in 2009%awe repurchased or prepaid a total of $66.3aniltif Private Placement Notes as of
September 30, 2011, including the prepayment of¢h&ining balance of the Series 2005-A Notes orcmMa9, 2011. In connection with the
March 2011 prepayment of the Series 2005-A unsedauoées and pursuant to the terms set forth irsrées 2005-A unsecured notes note
purchase
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agreement, we paid to the noteholders $17.4 mitigprincipal, $0.8 million in accrued interest a@ 9 million in prepayment fees. We
initially issued $50.0 million of the Series 20050Asecured notes in October 2005 and, prior tdvieh 2011 repayment, had repurchased or
prepaid in the aggregate $32.6 million in princifidie outstanding principal balance under the S&97-A Private Placement Notes was
$8.7 million as of September 30, 2011.

Under the 2009 amendments, we must offer to repsecthe remaining Series 2007-A unsecured notésawio of the cash net proceeds of
any sale of unencumbered assets to reduce amautstarmding under these notes as, and when, sushaedur in the event of proceeds of
$5.0 million or more or otherwise on a semi-anrhaais, unless an event of default under one diinbhacing subsidiary debt facilities has
occurred and is continuing, in which case the peege of net proceeds would increase to 60%.

The following table summarizes the reductions mlorrowing capacity from monetization proceeds:

(in thousands Series 2005-A Series 2007-A Total
Outstanding Outstanding Outstanding
Balances Aftel Balances Aftel Balances Aftel
Monetization Monetization

Monetization Monetization Monetization Monetization

Quarter/Year Ended Payment Payment Payment Payment Payment(@)(c) Payment
Fiscal 2009 $ 15,69: $ 34,307 $ 7,84¢ $ 17,15¢ $ 23,53¢ $ 51,46
March 31, 201( 1,92¢ 32,37¢ 96& 16,18¢ 2,89: 48,56¢
June 30, 201 — 32,37¢ — 16,18¢ — 48,56¢
September 30, 201 14,94t 17,43¢ 7,472 8,711 22,417 26,15
December 31, 201 — 17,43¢ — 8,71 — 26,15!
March 31, 2011 17,43¢ — — 8,711 17,43¢ 8,71
June 30, 201 — — — 8,711 — 8,71
September 30, 201 — — — 8,711 — 8,711

Total to date $ 50,00( $ 16,28 $ 66,28

@ Pprivate Placement Notes were repurchased at a@frit®2% of the principal amount repurchased. 1h@8nd 2009, the premiums paid
repurchases of Private Placement Notes were $0li6mand $0.4 million, respectively. These premaireduce our gain on extinguishment
of debt on theConsolidated Statements of Operatit.

®) |n 2009, the Private Placement Notes were amenadéava made a $5.0 million prepayment at |

© The Series 2005-A notes were prepaid in full anchiieated on March 29, 2011. We paid $0.9 milliopiepayment fees in connection with
the repaymen

C OMMERCIALL OANF UNDING T RUST

Through MCG Commercial Loan Funding Trust, we ha¥d50.0 million warehouse financing facility funddéairough Three Pillars Funding
LLC, an asset-backed commercial paper conduit adteied by SunTrust Robinson Humphrey, Inc. TheTsust Warehouse, which is
structured to operate like a revolving credit fiagilis secured primarily by MCG Commercial Loamiging Trust's assets, including
commercial loans that we sold to the trust. The pboommercial loans in the trust must meet cartafjuirements, such as term, average life,
investment rating, agency rating and industry diitgirequirements. The pool of commercial loanstnalso meet certain requirements related
to portfolio performance, including required minimyportfolio yield and limitations on delinquenciasd charge-offs. The facility is funded by
third parties through the commercial paper markigt ®unTrust Bank providing a liquidity backstopdbgh January 2013.

In January 2011, SunTrust Bank renewed this ligui@icility. In connection with this renewal, theglal final maturity date of the SunTrust
Warehouse was extended to January 2014 and théudeddermination date was extended to January.20a3hew agreement or extension is
not executed by January 25, 2013, the SunTrust Néase enters a 12-month amortization period dukinigh principal under the facility is
paid down through orderly monetizations of porticdompany assets that are financed in the facitiditionally, prior to the commencement
of any amortization period, net proceeds from miaatibns of collateral financed in the SunTrust ¥raouse must be reinvested in additional
collateral or used to repay outstanding borrowifide interest rate on the SunTrust Warehouse isdiremercial paper rate plus 3.25%, a
0.75% increase over the rate as of December 3D, 20# paid a $1.5 million, or 1.0%, facility fee fiiis renewal.
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Advances under this facility may be up to 64% dajible collateral. The SunTrust Warehouse is haouoese to us; therefore, in the event of a
termination event or upon the legal final matudgte, the lenders under the SunTrust Warehouseonigyook to the collateral to satisfy the
outstanding obligations under this facility. Thdwing table summarizes the fair value of the atdral under the Commercial Loan Funding
Trust as of September 30, 2011 and December 3D; 201

September 30, 201 December 31, 201/
(dollars in thousands Amount % Amount %
Securitized asset:
Senior secured de $ 99,20t 72.{% $128,33( 69.(%
Subordinated secured dée 24,744 18.C 50,93: 27.5
Total securitized asset: 123,94¢ 90.4 179,26: 96.5
Cash, securitization accour 13,09¢ 9.€ 6,53¢ 3.5
Total collateral $137,04¢ 100.(% $185,80: 100.(%

C oMMERCIALL OANT RUST2006-1

In April 2006, we completed a $500.0 million debtasritization through Commercial Loan Trust 2006 iyholly owned subsidiary. The 2006-
1 Trust issued $106.25 million of Class A-1 No®50).0 million of Class A-2 Notes, $85.0 million Gfass A-3 Notes, $58.75 million of Class
B Notes, $45.0 million of Class C Notes and $47illion of Class D Notes. The respective classesatés bear interest at LIBOR plus 0.33%,
0.35%, 0.33%, 0.58%, 1.05% and 2.25%.

All of the notes are secured by the assets of #06-2 Trust. The following table summarizes the Yaiue of the assets securitized under this
facility as of September 30, 2011 and DecembeRB10:

September 30, 2011 December 31, 2010
(dollars in thousands Amount % Amount %
Securitized asset:
Senior secured de $291,44: 69.2% | $285,85: 68.2%
Subordinated secured de 43,40: 10.2 97,88: 23.C
Common Equity 20E 0.1 — —
Total securitized asset: 335,05: 79.€ 383,73! 91.t
Cash, securitization accour 86,317@ 20.4 35,70¢ 8.5
Total collateral $421,36¢ 100.0% [ $419,44: 100.(%

@ On October 20, 2011, the next payment date forfaitity, we used $80.2 million of securitized bds that facility (primarily representing
previous principal collections of collateral in tfaeility) to repay a portion of the facilit

We retain all of the equity in the securitizatidile securitization included a five-year reinvesttrariod, which ended in July 2011.

The Class A-1, Class B, Class C and Class D Noteteam notes. The Class A-2 Notes were, but alemger, a revolving class of secured
notes with a five-year revolving period. Therefore, may not increase the principal amount of th2 Wetes beyond the $5 million principal
balance that was outstanding as of September 30, dZhe Class /A Notes are a delayed draw class of secured nebésh were drawn in fu
between July 2006 and April 2007. The pool of comuia¢ loans in the trust must meet certain requésts, such as asset mix and
concentration, collateral coverage, term, agentggaminimum coupon, minimum spread and sectoeldiity requirements.

SBIC DEBENTURES

In December 2004, we formed a wholly owned subsjdi@olutions Capital I, L.P. Solutions CapitaLIP. has a license from the SBA to
operate as an SBIC under the SBIC Act. As of Sepér0, 2011, the license gave Solutions CapitaH, the potential to borrow up to
$150.0 million. The SBA approved and committed $058@illion in borrowings to Solutions Capital I,R-, subject to certain capital
requirements and customary procedures. These fiardbe used to provide debt and equity capitattdifying small businesses. We may use
the borrowings from the SBA to fund new originagphowever, we may not use these borrowings tonaig debt to certain companies that
are currently in our portfolio without SBA approvéai addition, we may not use these funds for MC®ie parent company’s, working capital.
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To utilize the full $150.0 million potential borramg for which we were approved under this programneeded to fund a total of $75.0 mill
to Solutions Capital I, L.P., which we had done@&September 30, 2011. Based on our funded ceagstaf September 30, 2011, Solutions
Capital I, L.P. may borrow, subject to the SBA'pegval, up to an additional $41.4 million to origte new investments.

The maximum amount of outstanding leverage availédkingle-license SBIC companies is $150.0 mmllibhe maximum amount of
outstanding leverage available to SBIC companidis miultiple licenses is $225.0 million on an aggtegbasis. In March 2011, we formed
Solutions Capital Il, L.P., and in May 2011, we sttted to the SBA our application for a second SBt€nse under Solutions Capital II, L.P.
After discussions with the SBA, we elected to withe our application for a second license until sticte as the SBA has an opportunity to
evaluate, among other things, the organizationphithof our recent restructuring and changes inagament. We may seek to re-file our
application for a second license within six monffisere is no assurance that, if filed, the SBA wgilint the additional license.

As of September 30, 2011 and December 31, 2010age$185.8 million and $144.9 million, respectivelfinvestments in our SBIC and we
had $10.1 million and $29.4 million, respectivedyrestricted cash to be used for additional inwestts in our SBIC.

Once drawn, the SBIC debt bears an interim inteegstof LIBOR plus 30 basis points. The rate begoifixed at the time of SBA pooling,
which is within nine months of funding, and is &ethe then-current 10-year treasury rate plus@sgpand an annual SBA charge. As of
September 30, 2011, the SBIC had $108.6 milliobhasfowings outstanding summarized in the followiagle:

Amount Outstanding Treasury Rate Spread in
September 3C December 31
at Pooling basis
(dollars in thousands 2011 2010 Rate Date points
Tranche

200¢-10B $ 2,60( $ 2,60C 6.44% Fixec 3.8(% 264
200¢-10A 12,00( 12,00( 5.3¢% Fixec 2.81% 258
200¢-10B 13,00( 13,00( 4.95% Fixec 3.44% 151
201¢-10B 27,50( 27,50( 3.9% Fixec 2.56% 137
2011-10A 8,50( 8,50( 4.8(% Fixec 3.5(% 13C
2011-10A 45,00( 45,00( 4.8(% Fixec 3.5(% 13C
Total $ 108,60( $ 108,60( 4.65% 3.148% 14¢

In October 2008, we received exemptive relief fritven SEC, which effectively allows us to excludetdebued by Solutions Capital I, L.P.
from the calculation of our consolidated BDC asssterage ratio.

N oTe 6—C APITAL STOCK

We have one class of common stock and one clgs®fdrred stock authorized. Our board of direci®@uthorized to: provide for the issuail
of shares of preferred stock in one or more seeistsblish the number of shares to be includeddh such series; and establish the
designations, voting powers, preferences and rigitise shares of each such series, and any aquaidns, limitations or restrictions thereof,
subject to the conditions set forth in the 1940. Act

The following table summarizes our distributions gleare declared since January 1, 2010.

Date Declared Record Date Payment Date Amount
October 31, 201 December 15, 201 January 13, 201 $0.17
August 1, 201: September 14, 20. October 14, 201 $0.17
May 5, 2011 June 15, 201 July 15, 2011 $0.17
March 1, 2011 March 15, 201: April 15, 2011 $ 0.1t
November 2, 201 December 9, 201 January 6, 201 $0.14
August 3, 201( September 7, 201 October 4, 201 $0.12
April 29, 2010 June 2, 201I July 2, 201( $0.11
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N oTE 7—SHARE -B ASED C OMPENSATION
E MPLOYEES HARE-B ASEDC OMPENSATION
Third Amended and Restated 2006 Employee Restricte8tock Plan

From time to time, we award shares of restrictedroon stock to employees under dilnird Amended and Restated 2006 Employee Restricte
Stock Planpr the 2006 Plan, which our stockholders initiaproved in June 2006. In May 2010, our stockhgsld@proved an amendment to
the 2006 Plan increasing the number of shares weanvard from 3,500,000 to 6,050,000 shares. Stanesstricted common stock awarded
under the 2006 Plan may be subject to the employeasting service or performance conditions spedifit the time of award. The award date
is the date on which the shares are awarded bgahgpensation Committee or our board of directotslenthe fair value of the respective

stock award is based on the closing price of ommroon stock on the NASDAQ Global Select Market omdlward date. We amortize restric
stock awards on a straiglite basis over the requisite service period apontethis expense as amortization of employeeiotstr stock awarc

on ourConsolidated Statements of Operations

During the nine months ended September 30, 2011ssued 726,250 shares of restricted stock un@e?2®6 Plan with a weighted-average
fair value per share of common stock at the awatd df $6.16. These awards included 114,750 ofshafrrestricted stock issued under the
MCG Capital Corporation 2011 Retention Progri, or the Retention Program. The forfeiture prowisidor 50% of the shares of restricted
stock issued under the Retention Program will lapseach of March 31, 2012 and September 30, Z8dr2additional information about the
Retention Program, sééote 11—Corporate Restructuring and 2011 ReterRiamgram. The awards made during the nine months ended
September 30, 2011, under the 2006 Plan also iedl88,500 shares of restricted stock awarded uthdé&ong-Term Incentive Plafdiscusse
in more detail below). In addition to shares awdrdader the Retention Program and ltb@g-Term Incentive Planduring the nine months
ended September 30, 2011, we also awarded 525hn@0@ssof restricted stock under the 2006 Plan fol@ees that will vest ratably over four
years. During the nine months ended September(®, 2ve issued 216,250 shares of restricted stodknthe 2006 plan, at weigh-average
fair value of $2.12 per share. All shares that warded during the nine months ended September®® ®ere awarded under theng-Term
Incentive Plar, which is discussed in more detail below.

During the nine months ended September 30, 20126hd, we recognized $1.4 million and $3.4 millieespectively, of compensation
expense related to shavased compensation awards. In addition, duringithe months ended September 30, 2011, we recogfizddnillion
of amortization of restricted stock awards as vestiring expense. As of September 30, 2011, aligbgicted share awards for which forfeit
provisions had not lapsed carried non-forfeitaliédénd rights to the holder of the restricted sisaiWe record dividends paid on shares of
restricted common stock for which forfeiture prowiss are expected to lapse to retained earningige wie record dividends paid on shares of
restricted common stock for which forfeiture praoiss are not expected to lapse to compensatiomsrp®lo dividends paid during either the
nine months ended September 30, 2011 or 2010 weoeded as compensation expense. As of Septemp20B0D, we had $3.0 million of
unrecognized compensation cost related to resdrzenmon stock awarded to employees. We will reizegthese costs over the remaining
weighted-average requisite service period of 2&ge

Long-Term Incentive Plan

On July 23, 2009, our board of directors approvexL.bng-Term Incentive Plapor the LTIP, which is effective for the three-yg&riod

ending July 22, 2012. LTIP participants, includmg executive officers and key, non-executive eiypds, were eligible, in the sole discretion
of the Compensation Committee of our board of dines; to receive their respective portions of upnicaggregate of 865,000 shares of our
restricted common stock to be issued under the P06 and up to $5.2 million of cash bonuses ifdlosing price of our common stock
achieves specific price thresholds for 20 conseeutiading days.

All of the 865,000 shares of restricted stock uritlerLTIP were issued during 2009 through 2011p¥ahg our achievement of share price
thresholds set forth in the following table andrawization of the Compensation Committee of ourtiad directors. Forfeiture provisions for
two-thirds of the respective stock awards lapsedeadiately, with the forfeiture provisions for thermaining one-third of the respective stock
awards lapsing twelve months later. Similarly, casfards under the LTIP were subject to the achieveof the share price thresholds set
forth in the following table. Upon satisfactionaprice threshold and the authorization of the Camsption Committee, the LTIP provides for
the immediate payout of two-thirds of the assodai@sh with the remainder to be paid twelve molates.
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The following table summarizes the price threshdlds cumulative percentage, number of shares ast lsonus associated with each stock
price threshold set forth in the LTIP. In additidine following table summarizes the market thregtidhat were achieved and the associated
stock and cash awards through September 30, 2011.

Market Thresholds, Shares and Cash Bonus Eligibleof Award Date Market Thresholds Achieved and Shares and
under Long-Term Incentive Plan Dollar Amounts Awarded
Potential Stock Awards Aggregate Dollar Amount for
Number Number Dollar
of Each Share Price threshold Date Share Price of Shares Amount
Share Price % of Award Shares Achieved Achieved Awarded (@) Awarded ()
$3.00 25% 216,25( $ — October 200¢ 216,25( $ =
$4.00 25% 216,25( — October 200¢ 216,25( —
$5.00 25% 216,25( 1,000,001 April 2010 216,25( 1,000,001
$6.00 15% 129,75( 996,00( November 201 129,75( 996,00(
$7.00 10% 86,50( 1,006,001 March 2011 86,50( 1,006,001
$8.000) — % — 2,209,001
10(% 865,00( $ 5,211,00! 865,00( $3,002,00!

® As of September 30, 2011, we awarded 865,000 shades the LTIP program, for which the forfeitum®yision have lapsed on
807,500 shares. Assuming that the associated Laificipants meet the continuing service requiresiethe forfeiture provisions for 33,250
shares and 22,170 shares will lapse in Novembet a6l February 2012, respective

®) As of September 30, 2011, we awarded $3,002,0@@sif awards under the plan, of which $2,001,000pa#sout upon achievement of -
market threshold. Cash in the amount of $468,009pedd to LTIP participants in 2011 after satisfacof the participants’ service
requirement. Assuming that the associated LTIF@paints meet the continuing service requireme$56,000 will be paid in November
2011 and $258,000 will be paid in February 2(

© We are under no obligation to pay the cash awarth#$8.00 tranche. The Compensation Committerioboard of directors has the s
discretion for making such determination, regasliglswhether the $8.00 share price has been achi®ash awards in the amount of
$511,000 were forfeited by employees upon resigndgrmination from the Compan

We account for the restricted stock awardea@sty awards As of the July 23, 2009 grant date for the LTWe, estimated the fair value of
these awards was $1.9 million, and we are amodittirs amount on a straight-line basis over thévddrservice period. During the nine
months ended September 30, 2011, we recognizethi@s$0.1 million of compensation expense foreheguity awards. During the nine
months ended September 30, 2010, we recognizechdilidn of compensation expense for these equitgras.

We account for the cash portion of the LTIRiability awards. As liability awards, we are required to accowntthe awards based on the fair
value of the award at the end of each reportingpdeand to recognize the expense over the thereguestimated requisite service period. In
total, during the nine months ended September @01 2ve reversed $0.3 million of previously recagal compensation expense for the cash
awards under the LTIP and during the nine monthledrseptember 30, 2010, we recognized $1.7 milfa@ompensation expense for the ¢
awards under the LTIP. As of September 30, 20¥ fah value of the $8.00 tranche was less thah 80llion. However the total fair value of
this tranche could, vary from zero to $1.7 milliover the term of the LTIP because we adjust thevidue of the LTIP awards each quarter.

Non-Employee Director Share-Based Compensation

During June 2006, our stockholders initially ap@dthe2006 Non-Employee Director Restricted Stock Planich was subsequently amen
and restated and which we refer to as the 2006 Broployee Plan. In May 2010, our stockholders apgdcan amendment to the 2006 Non-
Employee Plan that increased the number of shaeeway award from 100,000 to 150,000 shares. Duhiegnine months ended Septembe!
2011 and 2010, we awarded 15,000 shares and ha08ss respectively, of restricted common stoakaio-employee directors. During each of
the nine months ended September 30, 2011 and 2@lfcognized less than $0.1 million of compensatinsts related to share-based awards
to non-employee directors. We include this compemsaost in general and administrative expensewrConsolidated Statements of
Operations. As of September 30, 2011, we had less than $0libmof unrecognized compensation cost relateteiricted common stock
awarded to non-employee directors, which we exjmertcognize over the remaining weighted-averagaisie service period of 2.0 years.
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SUMMARY OFE MPLOYEE ANDN ON -E MPLOYEED IRECTORS HARE-B ASEDC OMPENSATION
The following table summarizes our restricted staakard activity during the nine months ended Sep&r30, 2011:

Weighted-Average

Grant Date
Shares Fair Value per Share
Subject to forfeiture provisions as of DecemberZ11,0 932,20( $ 3.92
Awarded 741,25( 6.17
Forfeiture provision satisfie (977,910 3.9¢
Forfeited (134,520 6.8¢
Subject to forfeiture provisions as of September 3011 561,02( $ 6.01

N oTE 8—I NCOME T AXES

As a RIC, we are taxed under Subchapter M of therhial Revenue Code. As such, our income genesatigt taxable to the extent we
distribute it to stockholders and we meet certaialijcation tests as outlined in the Internal Rawe Code. However, income from certain
investments owned by our wholly owned subsidiaisesibject to federal, state and local income taResing 2010, we declared and paid
distributions from ordinary income that were suffitt to meet our distribution requirements as a.Rd@ a continuing basis, we monitor
distribution requirements in order to comply withb8hapter M of the Internal Revenue Code.

We use the asset and liability method to accounddm Taxable SubsidiarieBicome taxes. Using this method, we recognize dedeiax asse
and liabilities for the estimated future tax effeattributable to temporary differences betweearfoial reporting and the tax bases of assets an
liabilities. In addition, we recognize deferred taenefits associated with net operating carryfodsdhat we may use to offset future tax
obligations. We measure deferred tax assets abititles using the enacted tax rates expected pdyap taxable income in the years in which
we expect to recover or settle those temporarguiffces. During the nine months ended Septemb@03Q, we accrued a $29,000 income tax
provision, which was primarily attributable to ualieed depreciation or appreciation and flow-thiotgxable income on certain investments
held by our subsidiaries. During the nine monthdeenSeptember 30, 2010, we accrued a $1.9 milioome tax provision of which $1.6

million was attributable to the sale of JetBroadbétoldings, LLC in July 2010 and the remainder w&tsgbutable primarily to unrealized
depreciation or appreciation and flow-through tdgabcome on certain investments held by our sudses.

Historically, we have declared dividends that wesel the following quarter. From December 2001 tigio September 30, 2011, we declared
distributions per share of $12.64. Each year, wi stetements on Form 1099-DIV to our stockholdeet identify whether we made
distributions from ordinary income, net capitalrgaon the sale of securities, which are each tex@ibtributions, and/or a return of paid-in-
capital surplus, which is a nontaxable distributi@rportion of our distributions may represent tre of capital to our stockholders, to the
extent that the total distributions paid in a giyear exceed current and accumulated taxable emraimd profits. A portion of the distributions
that we paid to stockholders during fiscal yea@8®006, 2005, 2004 and 2003 represented a refwapital.

We determine the tax attributes of our distribusias of the end of our fiscal year based uponaxatie income for the full year and
distributions paid during the full year. Therefoasdetermination of tax attributes made on a qugrbasis may not be representative of the
actual tax attributes of distributions for a fudlar.

The following table summarizes the distributionattive declared during 2011

Dividends pel

Date Declared Record Date Payable Date Share
October 31, 201 December 15, 201 January 13, 201 $ 0.17
August 1, 201: September 14, 20. October 14, 201 $ 0.17
May 5, 2011 June 15, 201 July 15, 2011 $ 0.17
March 1, 2011 March 15, 201: April 15, 2011 $ 0.1t

If we determined the tax attributes of these distibns as of September 30, 2011, 26% would be fradinary income and 74% would be a
return of capital. However, actual determinatiohthe tax attributes of our distributions, includideterminations of return of capital, are made
annually as of the end of our fiscal year, basezhugur taxable income and distributions paid fer fill year and will be reported to each
stockholder on a Form 1099. Future distributioni take into account the requirements for us tdritigte the majority of our
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taxable income to fulfill our distribution requiremts as a RIC, together with an assessment ofustert and forecasted gains and losses
recognized or to be recognized for tax purposedfgio transactional events, liquidity, cash eags and our asset coverage ratio at the tin

such decision.

Taxable income differs from net income recognizeddcordance with accounting principles generaieated in the United States, or GAAP,

because of temporary and permanent differencegome and expense recognition.

Taxable income generally excludes unrealized gamuslosses from appreciation or depreciation ofimestments, which are included in
GAAP net income. Further, amounts recognized frairicial reporting purposes may differ from amoumttuded in taxable income due to the
accrued dividends on preferred stock, which in@dhs book basis but not the tax basis of our imvests, and non-accrual interest on loans,

which increase the tax basis but not the book basis

The following table summarizes the cost as wethasunrealized appreciation and depreciation fderfal income tax purposes, as of

September 30, 2011 and December 31, 2010:

(in thousands
Cost for federal income tax purpose:

Gross unrealized appreciation
Unrealized appreciation of fair value of portfolivestments (GAAP
Book to tax difference

Gross unrealized appreciat—tax basis

Gross unrealized depreciatior
Unrealized depreciation of fair value of portfolivestments (GAAP
Book to tax difference

Gross unrealized depreciat—tax basis

Net unrealized depreciatio—tax basis
Plus: Unrealized appreciation of fair value of atassets and liabilities (GAAF

Gross realized depreciatior

Book to tax difference
Net realized depreciatio—tax basis

Total investments at fair value (GAAP)

September 30, 201
$  996,30(

60,49
84,37
144,86

(296,965
(31,167)

(328,12)
(183,26))

40¢

10,73!
10,73!

December 31, 201
$ 1,144,89

56,95(
90,98

147,93:

(293,941
(37,982

(331,92)
(183,99()
1,02

47,77
47,77

The following table reconciles GAAP net loss todhbe income before deductions for distributionstha nine months ended September 30,

2011 and the year ended December 31, 2010:

(in thousands
Net loss

Difference between book and tax losses on invest
Net change in unrealized (appreciation) depreciadio investments not taxable ur
realized
Capital losses in excess of capital g¢
Timing difference related to deductibility of lc-term incentive compensatic
Taxable interest income on r-accrual loan:®
Dividend income accrued for GAAP purposes thabisyet taxable
Distributions from taxable subsidiari
Federal tax provisio
Other, ne
Taxable income before deductions for distributions

Nine months ende

September 30, 201
$ (44,147
48,95(

(516)

12,63¢

(6,08E)

(83€)

(5,840)

1,82¢

29

1,97¢

$ 7,99¢

Year ended
December 31, 201

$ (13,079
(52,86%)

66,67+
4,861

1,59¢

14,85’

(7,368

3,52¢

1,801

24

$ 20,03t

@ Results for the period ended September 30, 201dctahe reversal of interest we previously recagdion no-accrual loans of portfoli
investments that we monetized. In accordance \ghrternal Revenue Service’s Code, we are reqtireecognize as taxable interest
income all interest that is owed to us by portf@@mpanies, including interest on those debt inaests that are on non-accrual status for

GAAP reporting purpose
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N oTE 9—(L 0sS) E ARNINGS P ER SHARE

The following table sets forth the computation asie and diluted (loss) earnings per common stoarthé three and nine months ended
September 30, 2011 and 2010:

Three months endec Nine months endec
September 30, September 30,
(dollars in thousands, except per share amot 2011 2010 2011 2010
Numerator for basic and diluted (loss) earnings peshare
Net (loss) earning $(25,109 $ (529 $(44,147) $ 4,67¢
Less: Dividends declar—common and restricted sha (13,10) (9,187%) (37,789 (17,609
Undistributed loss (38,219 (9,716 (81,92¢) (12,93)
Percentage allocated to common sh® 100.(% 100.(% 100.(% 98.5%
Undistributed earnings—common shares (38,210 (9,716 (81,92¢) (12,739
Add: Dividends declare—common share 13,10! 9,187 37,78¢ 17,344
Numerator for common shares outstanding excluding articipating
shares (25,109 (529 (44,149 4,60¢
Numerator for participating unvested shares « — — — 70
Numerator for basic and diluted (loss) earnings pe
share—total $(25,109) $ (529 $(44,147) $ 4,67¢
Denominator for basic and diluted weighter-average shares outstandin
Common shares outstandi 76,40¢ 75,48¢ 76,17 75,347
Participating unvested shai® — — — 1,122
Basic and diluted weighter-average common share
outstanding—total ® 76,404 75,48¢ 76,17: 76,46¢
(Loss) earnings per shar—basic and diluted
Excluding participating unvested sha $ (0.39) $ (0.0)) $ (0.5%) $ 0.0¢
Including participating unvested sha $ (0.39) $ (0.0)) $ (0.5%) $ 0.0¢
@Basic and diluted weighted-average common shares:
Weighte-average common shares outstanc 76,404 75,48¢ 76,17: 75,341
Weightec-average restricted shal — — — 1,122
Total basic and diluted weighte-average commor
shares 76,40¢ 75,48¢ 76,17 76,46¢
Percentage allocated to common sh. 100.(% 100.(% 100.(% 98.5%

®) For the three months ended September 30, 2011G@lahd for the nine months ended September 3@, 204 excluded 654; 1,071 and
813, respectively, weighted-average shares oficteircommon stock from the calculation of dilutesls per share because the inclusion of
these shares would have had an-dilutive impact on the calculation of loss per h

Holders of unvested shares of our issued and oulistg restricted common stock are eligible to reegion-forfeitable dividends. As such,
these unvested shares are participating securiigsring the two-class method of computing earsipgr share. Pursuant to the two-class
method, we report basic and diluted (loss) earnpegsshare both inclusive and exclusive of the ichpathe participating securities.

N oTE 10—C ONTINGENCIES AND C OMMITMENTS
L EGALP ROCEEDINGS

We are a party to certain legal proceedings in¢aldén the normal course of our business, includirgenforcement of our rights under
contracts with our portfolio companies. While theaome of these legal proceedings cannot at timis kie predicted with certainty, we do not
expect that these proceedings will have a matefiatt on our financial condition or results of ogtéons.

F INANCIALI NSTRUMENTS

During the normal course of business, we are gartertain financial instruments, including loaparticipations in loans, guarantees, letters of
credit and other financial commitments. We conduténsive due diligence and, when appropriate,jltalateral to limit our credit risk.
Generally, these commitments have fixed expiradiates or other termination clauses, which may requayment of a fee by the counterparty.
We expect many of these commitments will not bly/fused before they expire; therefore, the totahodtment amounts do not necessarily
represent future cash requirements.
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We do not report the unused portions of these camerits on ouConsolidated Balance Sheetas of September 30, 2011 and December 31,
2010, we had $23.1 million and $32.3 million, restpely, of outstanding unused loan commitments. &f@mate that as of September 30,
2011 and December 31, 2010, the fair value of tbesamitments was $0.1 million and $0.2 million,pestively, based on the fees that we
currently charge to enter into similar arrangemetadeing into account the creditworthiness of tbartterparties. As of September 30, 2011 and
December 31, 2010, we had no outstanding guaraotestandby letters of credit.

L EASEO BLIGATIONS

We lease our headquarters and certain other officdssquipment under naancelable operating and capital leases which expiough 201!
We have sublet certain of our offices to third @artCertain facility leases contain provisionsremtal options and rent escalations based on
scheduled increases, as well as increases resfrthimga rise in certain costs incurred by the les&s of September 30, 2011, our obligation
for the remaining terms of these leases was $3lbmiof which $2.2 million will be payable duringye twelve months ending September 30,
2012. These lease obligations are partially offse$0.1 million of sublease income due over theaiamg term of the subleases, nearly all of
which is due during the twelve months ending Sep&n30, 2012.

N oTE 11—C ORPORATE R ESTRUCTURING AND 2011 RETENTION P ROGRAM
C ORPORATER ESTRUCTURING

On August 1, 2011, our board of directors apprawgdan, to reduce our workforce by 42%, includi@gcBrrent employees and 5 recent
resignations. As of September 30, 2011, our headamas 39 employees. Affected employees receiveeraace pay, continuation of benefits
and, for employees who had been awarded restrstted, additional lapsing of restrictions assodatgth restricted stock awards. We have
accounted for these costs in accordance MR 420-10—Exit or Disposal Cost Obligations

During the ninemonths ended September 30, 2011, we incurred $i#llidmof restructuring expenses, which we reporésda separate line it
on ourConsolidated Statements of Operatiofi$ie following table summarizes the restructughgrges recognized during the quarter ended
September 30, 2011 related to our 2011 corporateuuring:

Three months ende: Nine months ende

(In thousands September 30, 201 September 30, 201
Severance benefit:

Amortization of restricted stoc@ $ 431 $ 431

Cash severance obligatio 3,632 3,69¢

Other restructuring costs ® 46 47

Total restructuring charg $ 4,10¢ $ 4,17¢

® Represents she-based compensation expenses associated with tiadagf forfeiture restrictions applicable to résted stock awards fc
affected employees over their respective severpadeds. In total, the forfeiture provisions wittspect to 67,742 shares of restricted stock
will lapse during the former employ¢' respective severance perio

®) Includes $11 for retirement of fixed assets assediwith restructuring

We include liabilities associated with our restruittg in Other Liabilities on ou€onsolidated Balance Sheefhe following table summarizes
changes in the balance of our restructuring liaeédiduring the three and nine months ended Segetid 1:

Three months ended September 30, 2011 Nine months ended September 30, 2011
Severance Severance
(in thousands Benefits (3 Other Total Benefits( ) Other Total
Beginning balance® $ 24z $ 71 % 312 $ 17¢ ¢ 85 $ 267
Additions 3,611 35 3,64¢ 3,67 35 3,71(
Accretion 21 — 21 21 1 22
Cash payment (449 (42 (491 (449 (57 (50€)
Ending balance $ 342t $ 64 $ 348¢ $ 342t $ 64 $ 348¢

@ Includes the cost of severance and continuatidrengfits.
® The December 31, 2010 balance relates to liatsilitaried forward from our August 2008 corporasgreeturing.
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2011 RETENTIONP ROGRAM

On August 1, 2011, our board of directors apprahedMCG Capital Corporation 2011 Retention Programr the Retention Program, for the
benefit of our employees, including one of our ndragecutive officers, but excluding our: i) Presitland Chief Executive Officer; ii)
Executive Vice President and Chief Financial Offjé#) Executive Vice President of Business Deyeteent; and iv) Senior Vice President,
General Counsel and Chief Compliance Officer. Weigteed the Retention Program to provide eligible@keyees with certain incentives
related to their past service and continuing empleyt with MCG. The Retention Program consists oaggregate of $1.3 million in cash and
up to 114,750 shares of restricted common stock.

Under the Retention Program, we awarded a cashsttoreligible employees, representing a specifexdgntage of each eligible employee’s
respective annual cash bonus target for the fiseml ending December 31, 2011. We will pay theritige bonus to eligible employees in two
equal installments on each of March 31, 2012 amde®eber 30, 2012, subject to continued employmaétit MCG. Certain employees also
received shares of restricted common stock undavithG Capital Corporation 2006 Employee Restricteac&tPlan, as amended, or the 2C
Plan. The forfeiture provisions with respect to 56the shares of restricted common stock subgeesth retention stock award will lapse on
each of March 31, 2012 and September 30, 2012.
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N OTE 12—F INANCIAL H IGHLIGHTS
The following schedule summarizes our financiahfights for the nine months ended September 301 20 2010:
Nine months ended

(in thousands, except per share amou September 30,
2011 2010

P ER SHARE DATA

Net asset value at beginning of perio@ $ 7.5 $ 8.0¢

Net (loss) income®)
Net operating income before investment loss, (Igaf) on extinguishment of debt and income

provision 0.4C 0.3¢
Net change in unrealized appreciation (depreciationinvestment — (0.35)
Net realized (loss) gain on investme (0.99) 0.0z
(Loss) gain on extinguishment of de (0.01) 0.04
Income tax provisiol — (0.09)
Net (loss) incom: (0.58) 0.0€
Net decrease in net assets resulting from distribigns (0.49 (0.29)
Net (decrease) increase in net assets relating toek-based transactions
Issuance of shares of restricted common s() (0.05) (0.02)
Net increase in stockholdr equity from restricted stock amortizati 0.0z 0.0t
Net (decrease) increase in net assets relatinggi@ sssuance (0.0%) 0.0
Net asset value at end of peri@ $ 6.44 $ 7.92
M ARKET PRICE PER SHARE
Beginning of perioc $ 6.97 $ 4.3z
End of perioc $ 3.9¢ $ 5.84
T OTAL RETURN (@) (36.59% 37.7%
S HARES OF COMMON STOCK OUTSTANDING ©)
Weighte-averag—nbasic and dilute: 76,17: 76,46¢
End of perioc 77,03t 76,54:
N ET ASSETS
Average (annualizec $549,37" $614,54-
End of perioc $496,48: $606,07¢
R ATIOS ( ANNUALIZED )
Operating expenses to average net a: 8.71% 8.14%
Net operating income to average net as 7.35% 6.22%
General and administrative expense to averagessets 2.22% 1.91%
Return on average equi (10.79H% 1.02%

® Based on total number of shares outstanc

®) Based on weighte-average number of shares outstand

© Represents the effects of shares issued duringettied and the lapsing of forfeiture provisionsrestricted stock on earnings per sh.

@ Total return = [(ending market price per sh- beginning market price per shé+ dividends paid per shar/ beginning market price p
share].
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N oTE 13—SUBSEQUENT E VENTS

Effective October 31, 2011, or the Effective D, Steven F. Tunney, Sr. resigned in order to peusther interests and will no longer serve
as Chief Executive Officer or President of the Camypor as a member of our board of directors. hmeation with Mr. Tunney departure, ¢
the Effective Date, we entered in to a letter agrert, or Letter Agreement, with Mr. Tunney, whiatssforth the terms of his separation from
the Company in accordance with his pre-existingleyiment agreement. Under the terms of the Lettee@igent, Mr. Tunney’s resignation
will be treated as a “termination without cause” lorposes of his employment agreement. Mr. Tunwidtyeceive: (i) his accrued and unpaid
base salary and paid time off and unreimbursechkssiexpenses, in each case accrued through gaitfDate; (ii) full and immediate
vesting and/or lapsing of forfeiture conditions6af 135 shares of time-vesting restricted stocR;HKis accrued balance under the Company’s
tax-qualified savings plan and Supplemental Noniif)ed Retirement Plan; and (iv) immediate payofti$®54,333.33 of long-term incentive
cash awards. Mr. Tunney will also receive a sexaamount of $2,244,600, representing an amoural ¢égiwo times the sum of his current
base salary and his target annual bonus, payabistadlments over the 24-month period following tffective Date. We will also pay the
employer’s portion of the insurance benefits fontoouation of Mr. Tunney’s participation in our gy medical, dental and hospitalization
plans for a period following the Effective Date.dddition, we will reimburse Mr. Tunney’s attornsyees in connection with the negotiatiol
the Letter Agreement. Receipt of certain separadiemefits is subject to Mr. Tunney’s execution and-revocation of a release of claims
against the Company and his continued compliantie eeirtain non-competition and other obligationariBg the quarter ending December 31,
2011, we will record a liability and recognize agemeral and administrative expense of approxim&2I5 million for severance and other
obligations payable under the terms of the Lettgre&ment.

Also on October 31, 2011, our board of directonsaapted Mr. Richard W. Neu, 55, the chairman of board of directors, as the Chief
Executive Officer of the Company, and B. Hagen B&%0, our Executive Vice President of Businegvy&opment and a member of our b
of directors, as our President and Chief Operdfiffgcer. Concurrently, Mr. Neu stepped down fronckeaf the audit committee and
nominating and corporate governance committee oboard of directors, but will continue to servetba investment and valuation commit
As of the date of this report, new compensationlzerkfit arrangements with Mr. Neu and Mr. Savilde’e not been determined.

Our SunTrust Warehouse contains a provision theither Steven F. Tunney or B. Hagen Saville cetsbs involved actively in the
management of MCG and is not replaced by a peesasonably acceptable to SunTrust within 90 consecoélendar days of such occurrel
we would be in default under such facility. Mr. ey resigned from MCG effective October 31, 201d Richard W. Neu was appointed as
the Chief Executive Officer. If SunTrust does notept Mr. Neu as a reasonably acceptable replademnénwe lose the services of Mr. Sav
and are unable to identify and hire a suitably ifjedl replacement, it could provide SunTrust witle tright to accelerate the termination date of
that facility and entitle the administrative agémreunder to exercise available remedies, inctud@iling the collateral securing this facility
and applying the proceeds to reduce outstandingWwargs thereunder.
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
MCG Capital Corporation

We have reviewed the accompanying consolidatechbalaheet of MCG Capital Corporation, including ¢basolidated schedule of
investments, as of September 30, 2011, and theedetansolidated statements of operations, fotttee- and nine- month periods ended
September 30, 2011 and 2010, and the consolidtttsireents of changes in net assets, cash flowfiranttial highlights for the nine-month
periods ended September 30, 2011 and 2010. Thescfal statements are the responsibility of MC@itaéhCorporation’s management.

We conducted our review in accordance with thedsteds of the Public Company Accounting OversighafdlqUnited States). A review of
interim financial information consists principalty applying analytical procedures and making inigsiof persons responsible for financial i
accounting matters. It is substantially less inpgcthan an audit conducted in accordance withtdredards of the Public Company Accounting
Oversight Board (United States), the objective bfal is the expression of an opinion regardingfit@ncial statements taken as a whole.
Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any naterodifications that should be made to the codstdid financial statements referred to
above for them to be in conformity with U.S. getligraccepted accounting principles.

We have previously audited, in accordance withsthadards of the Public Company Accounting Ovetdigiard (United States), the
consolidated balance sheet of MCG Capital Corpamads of December 31, 2010, including the constdiiachedule of investments, and the
related consolidated statements of operations,ggsaim net assets, cash flows, and financial hgpldifor the year then ended (not presented
herein), and in our report dated March 4, 2011 weessed an unqualified opinion on those consditifihancial statements. In our opinion,
the information set forth in the accompanying cdidated balance sheet as of December 31, 201Qdimg the consolidated schedule of
investments, is fairly stated, in all material rests, in relation to the consolidated balance steet which it has been derived.

/s/ ERNST & YOUNG LLP

McLean, Virginia
November 3, 201
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Selected Financial Data

The following table summarizes key financial dataMCG Capital Corporation for the three and ninenths ended September 30, 2011 and
2010. You should refer to this data when readingM@anagement’s Discussion and Analysis of Financiahdition and Results of Operations

and our unaudite@ondensed Consolidated Financial Statemants notes thereto.

(in thousands, except per share amou
| NCOME STATEMENT DATA
Revenue
Net operating income before net investment loss tm extinguishment «
debt and income tax provisic
Net investment loss before income tax provis
Distributable net operating incom“DNOI”) @
Net (loss) incomi

P ER COMMON SHARE DATA
Net operating income before net investment losssjlgain on extinguishme
of debt and income tax provision per common s—basic and dilute:
DNOI per weighte-average common shi—basic and dilute(@
(Loss) earnings per weight-average common shi—basic and dilute:
Cash dividends declared per common sl

S ELECTED PERIOD - END BALANCES
Investment portfolio balance
Fair value
Cost
Total asset
Borrowings
Total stockholder equity
Net asset value per common share outstar®©

O THER PERIOD - END DATA
Average size of investme
Fair value
Cost
Number of portfolio companie
Number of employee

R ECONCILIATION OF DNOI TO NET OPERATING INCOME BEFORE INVESTMENT LOSS
(LOSS) GAIN ON EXTINGUISHMENT OF DEBT AND INCOME TAX PROVI  SION
Net operating income before investment loss, (Igaf) on extinguishment ¢
debt and income tax provisic
Amortization of employee restricted stock awe®)
DNOI @

W EIGHTED - AVERAGE COMMON SHARES OUTSTANDING — BASIC AND DILUTED
N UMBER OF COMMON SHARES OUTSTANDING AT PERIOD - END

Three months ended

Nine months ended

September 30, September 30,
2011 2010 2011 2010
$ 20,71C $ 22,57 $66,22. $66,08"
5,95: 11,40( 30,19¢ 28,68¢
(31,057) (9,800) (73,444  (25,13()
6,732 12,41z 32,00: 32,05
(25,109 (529) (44,147 4,67¢
$ 0.0¢ % 0.1t $ 04C $ 0.3¢
$ 0.0 $ 0.1€ $ 04z $ 04z
$ (039 $ (0.01 $ (05§ $ 0.0€
$ 017 $ 0.1z $ 04¢ $ 0.2t
$ 824,170 $ 924,25:
1,060,24. 1,120,17.
1,009,00! 1,136,66!
490,01¢ 508,89
496,48: 606,07t
$ 6.44 $ 7.92
$ 13,29: $ 14,907
17,10! 18,06
62 62
39 66
$ 595 $ 11,40( $30,19¢ $28,68¢
77¢€ 1,01: 1,80¢ 3,36:
$ 6,732 $ 1241 $ 32,000 $32,05:
76,40: 75,48¢ 76,17¢ 76,46¢
77,03t 76,54 77,03t 76,54

® DNOI is net operating income before net investniess, gain (loss) on extinguishment of debt andrine tax provision, as determined in
accordance with accounting principles generallyepted in the United States, or GAAP, adjusted foorization of employee restricted
stock awards. We view DNOI and the related peresheasures as useful and appropriate supplememés tperating income, net (loss)
income, earnings per share and cash flows fromadipgractivities. These measures serve as an eddlitneasure of MCG'’s operating
performance exclusive of employee restricted stookrtization, which represents an expense of thgpany, but does not require
settlement in cash. DNOI does include paid-in-kimdPIK, interest and dividend income, which getigrare not payable in cash on a
regular basis, but rather at investment maturitwloen declared. DNOI should not be considered adtamative to net operating income,
net (loss) income, earnings per share and casls fiemn operating activities (each computed in adance with GAAP). Instead, DNOI
should be reviewed in connection with net operatimgme, net (loss) income, earnings per sharecasl flows from operating activities in
MCG's consolidated financial statements, to help aeahwv MCC s business is performin

) Results for the three and nine months ended Septedih 2011, include $431 of amortization of empleyestricted stock awards associated
with our corporate restructuring. These amortizat@penses are included in restructuring expenseip@onsolidated Statements of
Operations See Note 1’—Corporate Restructuring and 2011 Retention Progto ourCondensed Consolidated Financial Stateme



Based on common shares outstanding at period-end.
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The following table summarizes key financial daiaMCG Capital Corporation for the three monthseh8eptember 30, 2011 and 2010. You
should refer to this data when reading Management’s Discussion and Analysis of Financiahdition and Results of Operatioasd our
unauditedCondensed Consolidated Financial Statemant$ notes thereto.

September 30,
(in thousands, except per share amou 2011 2010

P ORTFOLIO COMPANY DATA (F AIR V ALUE )
Portfolio by type
Debt investments

Senior secured de $535,24° $437,70¢
Subordinated det
Securec 124,20: 187,91¢
Unsecurec 14,417 12,24
Total debt investmen 673,86: 637,86¢
Equity investments
Preferred equit 116,31( 244,86«
Common equity/equivalen 34,00: 41,52
Total equity investment 150,31: 286,38!
Total portfolio $824,17: $924,25!

Percentage of total portfolio
Debt investments

Senior secured de 64.€% 47.£%
Subordinated del
Securec 151 20.2
Unsecurec 1.8 1.3
Total debt investmen 81.¢ 69.C
Equity investments
Preferred equit 14.1 26.5
Common equity/equivalen 4.1 4.5
Total equity investment 18.2 31.C
Total portfolio 100.(% 100.(%
Y IELD ON AVERAGE LOAN PORTFOLIO AT FAIR VALUE
Average 9-Day LIBOR 0.3% 0.4%
Spread to average LIBOR on average loan port 10.¢ 12.4
Impact of fee accelerations of unearned fees aVnesitructured loar 0.6 0.2
Impact of noraccrual loan: (0.8 (1.0
Total yield on average loan portfolio 10.9% 12.(%
C OMPOSITION OF LOAN PORTFOLIO BY INTEREST TYPE (F AIR V ALUE )
Percentage of loans with fixed interest re 11.2% 30.7%
Percentage of loans with floating interest r: 88.€% 69.2%
P ERCENTAGE OF TOTAL DEBT INVESTMENTS (F AIR V ALUE )
Loans on no-accrual statu 4.8% 4.2%
Loans greater than 90 days past 1.6% 1.C%
P ERCENTAGE OF TOTAL DEBT INVESTMENTS (C OST)
Loans on no-accrual statu 11.<% 18.2%
Loans greater than 90 days past 3.2% 2.C%
W EIGHTED - AVERAGE PORTFOLIO COMPANY OPERATING METRICS (@)
Annual revenu(®)© $324,92: $160,60!
Annual EBITDA ®)c) 33,42: 29,87:
Loan to value of nc-broadly syndicated portfolio compani 59.8% 60.2%
Trailing twelve-month equity EBITDA multiple®©(d 8.0x 7.6x
Forward twelv-month equity EBITDA multiple® e 7.1x 7.4x%
EBITDA to interest ratic® 3.8x 2.8x
Debt to EBITDA ratio on the debt portfol) 4.8x 4.8x

@Weighted based on the portfolio company’s fair eadis of the respective period end.
(b) Excludes portfolio companies with limited or no cgtéons.

© Excludes public equity portfolio companies.

@ Excludes portfolio companies valued on a liquidati@sis.

@®©The maximum debt to EBITDA ratio is limited to 1t
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| TEM 2. M ANAGEMENT ' SD ISCUSSION AND A NALYSIS OF F INANCIAL C ONDITION AND R ESULTS OF O PERATIONS

The information contained in this section shouldded in conjunction with the Selected Financiat®and our Condensed Consolidated
Financial Statements and notes thereto appeariagvethere in this Quarterly Report on Formr-Q.

This Quarterly Report on Form 10-Q, including Maeatent’'s Discussion and Analysis of Financial Cdodieind Results of Operations,
contains forward-looking statements that involvbstantial risks and uncertainties. These forwardking statements are not historical facts,
but rather are based on current expectations, egts) forecasts, projections, intentions, goalgtegies, plans, prospects and the beliefs and
assumptions of our management including, withauitdition: our expectations regarding our resultsoperations, including revenues, net
operating income, distributable net operating ineomet investment losses and general and admitiistraxpenses and the factors that may
affect such results; our expectations regardingftlieuse before expiration of certain financiaktnuments, including loans, participations in
loans, guarantees, letters of credit and otherficial commitments; our intentions regarding the aéeéndependent valuation firms to provide
additional support for our internal analyses; owpectations regarding a second SBIC license; oliebthat our restructuring plan reflects
our focus on originating high-yielding debt seciast aligns the size of our organization with ogse@t base and establishes an efficient
framework that we believe is scalable with our &sshe aggregate charges associated with our cagorestructuring and the estimat
savings related to such restructuring; our bellgttour inability to access the equity and debt kets has impacted our growth; the sufficie

of liquidity to meet 2011 operating requirementsweell as new origination opportunities and potehtiividend distributions; the reduction of
investments in equity securities to no more tha¥ 18 20% of the fair value of our portfolio oveethext few years; our expectations
regarding the origination of higher-yielding investnts that meet our risk and underwriting standatle cause of unrealized losses; the
performance of our current and former portfolio quemies; our decision to make dividend distributidsing 2011 based on the minimi
statutorily required level of distributions, gaiaad losses recognized for tax purposes, portfoingactional events, our liquidity, cash
earnings and our BDC asset coverage ratio; thetltion of future investing activities principally tlebt investments; our level of investments
in control companies beyond those that are curkeintlour portfolio; the timing of, and our abilitp, repurchase equity, additional debt
securities and make stockholder distributions; expectations regarding the repayment of outstandelgf; general market conditions; the
state of the economy and the potential for futumngh and other factors. Forward-looking statemerdas be identified by terminology such as
“anticipate,” “believe,” “could,” “could increase the likelihood,” “hope,” “target,” “project,” “goals ,” “potential,” “predict,” “might,”
“estimate,” “expect,” “intend,” “is planned,” “may,” “should,” “will,” “will enable,” “would be expect ed,” “look forward,” “may provide,”
“would” or similar terms, variations of such ternms the negative of those terms. These statemeatsarguarantees of future performance
and are subject to risks, uncertainties, and offaetors, some of which are beyond our control aifiicdlt to predict. Important factors could
cause our actual results to differ materially fréhose indicated or implied by forward-looking staents. Such factors that could cause or
contribute to such differences include those régltdrs discussed in Item IA of Part Il of this Questy Report on Form 10-Q.

” o ” ” o ”ou ” o ” o

Although we believe that the assumptions on wihebke forwar-looking statements are based are reasonable, &tiyose assumptions could
prove to be inaccurate, and as a result, the fo-looking statements based on those assumptionsaldd be incorrect. In light of these and
other uncertainties, the inclusion of a projectimnforward-looking statement in this Quarterly Rejpan Form 10€) should not be regarded

a representation by us that our plans and objestivél be achieved. You should not place unduamnet on these forward-looking statements,
which apply only as of the date of this QuartergpBrt on Form 10-Q. We undertake no obligationpdate or revise any forward-looking
statements for any reason, even if new informadiEcomes available or other events occur in theréutu

D ESCRIPTION OF B USINESS

We are a solutions-focused commercial finance compaoviding capital and advisory services to méddiarket companies throughout the
United States. For our core portfolio, we make detat equity investments primarily in companies veitinual revenue of $20 million to
$200 million and earnings before interest, taxegréciation and amortization, or EBITDA, of $3 naifl to $25 million, which we refer to as
“middle-market” companies. Generally, our portfotiompanies use our capital investment to finangeiaitions, recapitalizations, buyouts,
organic growth and working capital. We identify esalirce new portfolio companies through multiplaraels, including private equity
sponsors, investment bankers, brokers, fund-lemssgps, institutional syndication partners, otHebdenders and owner operators.

46



Table of Contents

Currently, we use borrowings under Solutions CépitaP., our wholly owned subsidiary, licensedeasmall business investment company, or
SBIC, under the Small Business Investment Act &8l%s amended, or SBIC Act, to fund unitrancheoise lien and subordinated debt
investments. Historically, we have also purchasgeld syndicated private debt in larger companiesigh our on-balance sheet securitization
trust—Commercial Loan Trust 2006-1. This securdizeist included a five-year reinvestment periagtjriy which the trust was permitted to
use principal collections received from repaymeftdhe underlying collateral to purchase new cellak from us. The reinvestment period
ended on July 20, 2011 and all future principaleztions received will be used to repay the seizedtdebt. On October 20, 2011, the next
payment date for this facility, we used $80.2 roilliof securitized cash in that facility (primarilgpresenting previous principal collections) to
repay a portion of this facility.

We are an internally managed, non-diversified, edibsnd investment company that has elected todugated as a business development
company, or BDC, under tHhavestment Company Act of 1940, as amenaedhe 1940 Act. As a BDC we must meet variogglatory tests,
which include investing at least 70% of our totsgets in private or thinly traded public U.S.-basemhpanies and meeting a 200% asset
coverage ratio of total net assets to total sesgourities, which include most of our borrowinggluding accrued interest payable) and any
preferred stock we may issue in the future. In taldli we have elected to be treated for federairime tax purposes as a regulated investment
company, or RIC, under Subchapter M of the InteRetenue Code. In order to continue to qualify BdG for federal income tax purposes
and obtain favorable RIC tax treatment, we musttroegain requirements, including certain minimuistribution requirements. If we satisfy
these requirements, we generally will not haveayp gorporate-level taxes on any income we disteltbotour stockholders as distributions,
allowing us to substantially reduce or eliminate corporate-level tax liability. From time to timeyr wholly owned subsidiaries may execute
transactions that trigger corpordésel tax liabilities. In such cases, we recogrizex provision in the period when it becomes niidedy than
not that the taxable event will occur.

R ECENT D EVELOPMENTS
O VERVIEW OFR ESULTS OFO PERATIONS

There were a number of indicators of modest grawthe United States’ economy during the first ninenths of 2011. However, certain
leading and lagging indicators suggest near-terfatiity and a slowdown of the United States’ ecomnyo Our financial and operating results,
including those of a number of our portfolio comigan continue to be affected by the stagnatiomefeconomy.

During the three months ended September 30, 204 teported a net loss of $25.1 million, or $0.3B8d¢ikited share, compared to a net loss of
$0.5 million, or $0.01 per diluted share, during three months ended September 30, 2010. Thisageia net loss resulted primarily from a
$21.3 million increase in net investment loss a$%.@ million decrease in our net operating incopaetially offset by a $1.7 million decrease
in income tax provision.

Our net operating income during the three monthiedrseptember 30, 2011 was $6.0 million, or $0éi&dfuted share, compared to

$11.4 million, or $0.15 per diluted share, durihg three months ended September 30, 2010. This{illidn, or 47.8%, decrease in our
operating income from the comparable period in 2@f@cts a $3.6 million, or 32.1%, increase irat@perating expense and a decrease in
total revenue by $1.9 million, or 8.2%. The incee@stotal operating expense resulted primarilyrfi®4.1 million in restructuring expense and
a $1.4 million, or 58.7%, increase in general atthiaistrative expense due to higher professiores felated to portfolio litigation and other
corporate initiatives, partially offset by a de@ean compensation expense by $1.5 million, or @3 @imarily due to a decrease in employee
compensation and the timing of the recognitionestain stock-based compensation. In addition, ésteexpense decreased by $0.4 million, or
8.5%, due to a narrowing of the interest rate spesal a decrease in the average LIBOR from thd thiarter of 2010 compared to the third
quarter of 2011. The decrease in total revenuegpifyresulted from a $2.4 million, or 12.2%, dexse in interest income reflecting a

161 basis-point decrease in our spread to LIBORedthy increases in our loan fee income and advieerincome.

During the quarter ended September 30, 2011, wrded net investment losses of $31.1 million, whpdimarily resulted from a $24.7 millic
decrease in the fair value of our investment inaBiroew Networks Holdings, Inc., or Broadview. Brgaav is a publicly traded commercial
local exchange carrier, or CLEC. We recorded $#4illfon of unrealized depreciation on our Broadviewestment primarily to reflect, amo
other factors, continuing challenges in the bondketaa recent downgrade of Broadview’s corporagglit rating, delays by Broadview in
refinancing its debt, as well as the near-term nitéda of Broadview’s debt facilities. As of Jun®,2011, Broadview had $17.1 million of
borrowings outstanding under its revolving crediility, which
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becomes payable on February 23, 2012. In addiéisof June 30, 2011, Broadview had $301.4 millibautstanding senior secured notes,
which will mature on September 1, 2012. If Broaewis unable to refinance these debt facilitieshmirtrespective maturity dates, the value of
our portfolio investment in Broadview could decliog up to the remaining fair value at September28d,1, and we may be required to
recognize additional unrealized depreciation os fwestment. During the quarter ended Septemhe2@®L, we also recorded $5.6 million of
unrealized depreciation on our investment in Jastitla Investors, LLC, or Jet Plastica, to refeediecrease in the multiple that we use to value
the company and in that company’s operating perdmea.

A more detailed discussion of our results of openatfor the quarter ended September 30, 2011 beygirpage 57.
A CCESS TAC APITAL ANDL 1QUIDITY

The availability of debt and equity capital contisuo be constrained. We believe that we will cargito be constrained by the limited access
we have to debt and equity capital. Because ogkstontinues to trade below net asset value andov®ot have stockholder approval to sell
equity below our net asset value, we effectivetklaccess to the equity markets. Lenders, in gemaey be reluctant to extend credit to us
without such equity capital markets access.

As of September 30, 2011, we had $70.9 millionasficand cash equivalents and cash in restrictediatcthat we could use to fund our new
investments, operating requirements and dividesttidutions. In addition, we had $99.4 million @sh in securitization accounts, including
$13.1 million in our Commercial Loan Funding Trugtich could be used to fund our new investmentsiake interest and principal payments
on our securitized borrowings and $86.3 millioroir Commercial Loan Trust 2006-1 that may only sedito make interest and principal
payments on our securitized borrowings or distidng to MCG as in accordance with the indentureaiguent. The reinvestment period for
Commercial Loan Trust 2006-1 ended on July 20, 20id all subsequent principal collections receiwédbe used to repay the securitized
debt. On October 20, 2011, the next payment datthi® facility, we used $80.2 million of secur#id cash (primarily representing previous
principal collections) to repay a portion of thiility.

In January 2011, the United States Small BusingbaiAistration, or SBA, increased its total commitrnfor potential borrowings from $130
million to $150.0 million. As of September 30, 20%108.6 million of SBA borrowings were outstandihg addition, as of September 30,
2011, we had $41.4 million of funded borrowing aa@pato originate new investments in our wholly ceghsubsidiary, Solutions Capital |,
L.P., or Solutions Capital, subject to approvaltltiy SBA. In January 2011, we also obtained a li(i@newal from SunTrust Bank for our
warehouse financing facility, or SunTrust Warehoasel amended this facility to provide for a fitedal maturity of January 2014.

In March 2011, we formed Solutions Capital Il, L..&ad in May 2011, we submitted a license applicatod the SBA for a second SBIC license
under Solutions Capital I, L.P. After discussiavith the SBA, we elected to withdraw our applicatior a second license until the SBA ha
opportunity to evaluate, among other things, tlganizational impact of our recent restructuring ehdnges in management. We may seek to
re-file our application for a second license withir months. There is no assurance that, if fited, SBA will grant the additional license.

D EPARTUREA ND A PPOINTMENT OFC ERTAINO FFICERS

Effective October 31, 2011,or the Effective Date, Bteven F. Tunney, Sr. resigned in order to prgher interests and will no longer serve
as Chief Executive Officer or President of the Camypor as a member of our board of directors. hmeation with Mr. Tunnes departure, ¢
the Effective Date, we entered in to a letter agrert, or Letter Agreement, with Mr. Tunney, whiatssforth the terms of his separation from
the Company in accordance with his pre-existingleympent agreement. Under the terms of the Lettaefment, Mr. Tunney’s resignation
will be treated as a “termination without cause” lorposes of his employment agreement. Mr. Tunwidtyeceive: (i) his accrued and unpaid
base salary and paid time off and unreimbursecdhbasiexpenses, in each case accrued through gati®fDate; (ii) full and immediate
vesting and/or lapsing of forfeiture conditions6af, 135 shares of time-vesting restricted stock; {is accrued balance under the Company’s
tax-qualified savings plan and Supplemental Noniif)ed Retirement Plan; and (iv) immediate payofti$d54,333.33 of long-term incentive
cash awards. Mr. Tunney will also receive a sexaramount of $2,244,600, representing an amoural égdwo times the sum of his current
base salary and his target annual bonus, payabistadlments over the 24-month period following t&ffective Date. We will also pay the
employer’s portion of the insurance benefits fontoouation of Mr. Tunney’s participation in our gy medical, dental and hospitalization
plans for a period following the Effective Date.dddition, we will reimburse
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Mr. Tunney’s attorney’s fees in connection with tregotiation of the Letter Agreement. Receipt ofaia separation benefits is subject to
Mr. Tunney’s execution and non-revocation of aasteof claims against us and his continued cong®@iavith certain non-competition and
other obligations. During the quarter ending Decendd, 2011, we expect to record a liability antbgmize as a general and administrative
expense of approximately $2.5 million for severaaced other obligations payable under the terms ofldnney’s Letter Agreement.

Also on October 31, 2011, our board of directonscapted Mr. Richard W. Neu, 55, the chairman of board of directors, as the Chief
Executive Officer of the Company, and B. Hagen B0, our Executive Vice President of Businesv&opment and a member of our bc
of directors, as our President and Chief Operaiiff@cer. Concurrently, Mr. Neu stepped down froncleaf the audit committee and
nominating and corporate governance committee oboard of directors, but will continue to servetha investment and valuation commiti
As of the date of this report, new compensationlzmnkfit arrangements with Mr. Neu and Mr. Savidee not been determined.

Our SunTrust Warehouse also contains a provisianifleither Steven F. Tunney or B. Hagen Savidases to be involved actively in the
management of MCG and is not replaced by a persasonably acceptable to SunTrust within 90 consecaalendar days of such occurrel
we would be in default under such facility. Mr. Ty resigned from MCG effective October 31, 201d Richard W. Neu was appointed as
the Chief Executive Officer. If SunTrust does notept Mr. Neu as a reasonably acceptable repladesné&nwe lose the services of Mr. Sav
and are unable to identify and hire a suitably ifjedl replacement, it could provide SunTrust witle right to accelerate the termination date of
that facility and entitle the administrative agdmreunder to exercise available remedies, inctudalling the collateral securing this facility
and applying the proceeds to reduce outstandingwargs thereunder.

C ORPORATER ESTRUCTURING

We are restructuring our business to simplify aigramizational structure, refine operations and cecannual operating expenses. On August 1,
2011, our board of directors approved a plan taceddur workforce by 42%, including 22 current eoyples and 5 recent resignations. As of
September 30, 2011, we had 39 employees, whictxpeceto decline to 37 employees after the coreamdtructuring is completed. We
believe this plan, which includes a cost reductiotiative, reflects our focus on originating higielding debt securities to the extent funds are
available, aligns the size of our organization vathr asset base and establishes an efficient franketvat is scalable with our assets. The
workforce reduction sizes the organization at @lleyppropriate for our expected near-term objestivdfected employees are eligible to
receive severance pay, continuation of benefits foneemployees who previously had been awardedicts] stock, additional lapsing of
restrictions associated with restricted stock award

We estimate that the aggregate charges associgtethe plan will total $4.3 million to $4.4 millm These estimated costs primarily reflect
severance pay and related obligations. During the-months ended September 30, 2011, we incurreddridlion of restructuring expenses,
which we reported as a separate line item orGmmsolidated Statements of OperatioWge expect we will incur approximately $115,000 to
$120,000 of additional restructuring charges dutirgremainder of 2011. During 2012 and 2013, weeekto record restructuring charges of
$65,000 and $14,000, respectively, which reprefenaiccretion costs of severance benefits. Weawdbunt for these costs in accordance with
ASC 42-10—EXxit or Disposal Cost Obligation®Ve expect these actions, when combined with liteuce of one of our offices and other
planned reductions in our general and administagxpense will result in approximately $6.7 millimn$7.0 million of expected savings
through the five quarters ending December 31, 2012.

In addition to the reduction in our workforce, wél&lso close our Richmond, Virginia office, whi¢touses certain of our accounting
operations, prior to the December 2011 expiratithe lease for that office. We are also seekinguiolet a portion of our office in Arlington,
Virginia. As of September 30, 2011, we continuedde the Richmond and Arlington offices and didmmte a firm expectation if, or when,
would cease to use these offices. As a resultesioucturing charges have been reflected for e#tteiblease of a portion of our Arlington
office or the closure of our Richmond office.

2011 RETENTIONP ROGRAM

On August 1, 2011, our board of directors apprahedMCG Capital Corporation 2011 Retention Programr the Retention Program, for the
benefit of our employees, including one of our ndrarecutive officers, but excluding our: i) Presidand Chief Executive Officer; i)
Executive Vice President and Chief Financial OffjGi)
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Executive Vice President of Business Developmemd;ig) Senior Vice President, General Counsel ahi@fCCompliance Officer. We
designed the Retention Program to provide eligiinigployees with certain incentives related to thast service and continuing employment
with MCG. The Retention Program consists of an eggte of $1.3 million in cash and up to 114,750ehaf restricted common stock.

Under the Retention Program, we awarded a cashsttoreligible employees, representing a specifexdgntage of each eligible employee’s
respective annual cash bonus target for the figea ending December 31, 2011. We will pay thentige bonus to eligible employees in two
equal installments on each of March 31, 2012 amqdeBeber 30, 2012, subject to continued employmeétit MCG. Certain employees also
received shares of restricted common stock undavithG Capital Corporation 2006 Employee Restricteac&tPlan, as amended, or the 2C
Plan. The forfeiture provisions with respect to 56fthe shares of restricted common stock subgeetith retention stock award will lapse on
each of March 31, 2012 and September 30, 2012.

P orTFOLIO C OMPOSITION AND | NVESTMENT A CTIVITY

As of September 30, 2011, the fair value of ouestment portfolio was $824.2 million, which repmsea $185.5 million, or 18.4%, decrease
from the $1,009.7 million fair value as of DecemB&r 2010. The following sections describe the cositpn of our investment portfolio as of
September 30, 2011 and describe key changes jpootiolio during the nine months ended Septembe28Q1.

P orTFOLIOC OMPOSITION
The following table summarizes the composition wf imvestment portfoliat fair value:

September 30, 2011 December 31, 2010
Investments a Investments a
Percent of Percent of
(dollars in thousands Fair Value Total Portfolio Fair Value Total Portfolio
Debt investments
Senior secured de $ 535,24 64.% $ 555,66° 55.(%
Subordinated det
Securec 124,20 15.1 190,30¢ 18.¢€
Unsecurec 14,41! 1.8 12,32: 1.2
Total debt investments 673,86 81.€ 758,29’ 75.1
Equity investments
Preferred equit 116,31( 14.1 218,69( 217
Common/common equivalents equ 34,00: 4.1 32,71¢ 3.2
Total equity investments 150,31: 18.2 251,40t 24.¢
Total investments $ 824,17 100.(% $1,009,70! 100.(%

Our debt instruments bear contractual interessnateging from 2.5% to 17.5%, a portion of whichyrba in the form of paid in kind interest.
As of September 30, 2011, approximately 88.6% eff#lir value of our loan portfolio had variabledrdst rates, based on a LIBOR benchmark
or prime rate, and 11.4% of the fair value of aarl portfolio had fixed interest rates. As of Segider 30, 2011, approximately 76.8% of our
loan portfolio, at fair value, had LIBOR floors beten 1.0% and 3.0% on the LIBOR base index andepfiioors between 1.75% and 6.0%. At
origination, our loans generally have four- to ¢igbar stated maturities. Borrowers typically payoagination fee based on a percentage ¢
total commitment and a fee on undrawn commitments.
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The following table summarizes our investment mdidfby industry afair value:

September 30, 201

December 31, 201!

Investments Percent o Percent o
Investments a
at Fair Total Total
(dollars in thousands Value Portfolio Fair Value Portfolio
Healthcare $ 86,70 10.5% $ 76,35¢ 7.6%
Business service 81,021 9.8 87,891 8.7
Manufacturing 79,95¢ 9.7 54,17¢ 5.4
Education 69,06t 8.4 43,704 4.3
Communication: 53,76 6.5 150,90° 14.€
Plastic product 43,88¢ 5.3 33,63: 3.3
Cable 41,63( 5.1 92,467 9.2
Technology 36,27 4.4 35,321 3.5
Information service 35,427 4.3 17,94( 1.8
Logistics 34,26( 4.2 28,03¢ 2.8
Electronics 32,391 3.9 30,40¢ 3.C
Broadcasting 31,521 3.8 53,99¢ 5.3
Publishing 30,68: 3.7 22,54 2.2
Food service: 29,147 3.5 73,407 7.3
Insurance 24,637 3.C 24,99: 2.5
Repair service 20,17¢ 2.4 — —
Auto parts 19,64 24 16,95¢ 1.7
Entertainmen 13,79: 1.7 11,78: 1.2
Home furnishing 13,40( 1.6 17,15 1.7
Restaurant 9,89: 1.2 11,15(C 1.1
Agriculture 9,53¢ 1.2 8,41¢ 0.8
Cosmetics 8,40¢ 1.C — —
Consumer produci 4,69z 0.6 9,01¢ 0.8
Other mediz 2,47¢ 0.3 7,43( 0.7
Diversified financial service 2,15¢ 0.3 12,48¢ 1.2
Leisure activities — — 32,21¢ 3.2
Sporting good: — — 42,88¢ 4.2
Other®@ 9,63¢ 1.2 14,41: 1.5
Total $824,17: 100.(% $1,009,70! 100.(%

@ No individual industry within this category exceeid%.

As of September 30, 2011, our ten largest portfodimpanies represented approximately 39.5% ofata fiair value of our investments. These
ten companies accounted for 30.2% of our totalmeeeluring the nine months ended September 30, 20&Hdition, we have concentrations
in the healthcare, business services and commigrisahdustries.

During the nine months ended September 30, 201hadeoncentrations in certain industries, inclgdime healthcare, business services and
communications industries. The following table suanizes, our fair value and revenue concentratiorgsach of those industries:

Investments at Fair Value Revenue for the nine months ende
September 30, 2011 December 31, 2010 September 30, 2011 September 30, 2010
% of Total % of Total
% of Total % of Total
(dollars in thousands Amount Portfolio Amount Portfolio Amount Revenue Amount Revenue
Industry

Healthcare $86,70: 10.5% | $ 76,35¢ 7.€6%| $8,28i 12.5% | $8,58¢ 13.(%

Business service 81,02: 9.8 87,89 8.7 7,29¢ 11.C 3,15( 4.8

Communication« 53,761 6.5 150,90° 14.¢ 2,37¢ 3.6 2,781 4.2

®) Includes Broadview, which represented $29.2 millian3.5%, and $103.0 million, or 10.2%, of the falue of our investment portfolio as

of September 30, 2011 and December 31, 2010, rigplgc
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C HANGES INl NVESTMENTP ORTFOLIO

During the nine months ended September 30, 201towmpleted $270.5 million of originations and adwes) including $158.1 million of
originations to 15 new portfolio companies and $41Rillion of originations and advances to existpaytfolio companies, compared to $16
million of originations and advances during theenmonths ended September 30, 2010. The followinlg summarizes our total portfolio
investment activity during the nine months endept&maber 30, 2011 and 2010:

Nine months ended

September 30,

(in thousands 2011 2010
Beginning investment portfolio $1,009,70! $ 986,34t
Originations and advanc 270,50! 160,16¢
Gross payments, reductions and sales of sect (368,93) (196,969
Net realized (loss) gai (73,349 1,98¢
Unrealized depreciatic (69,337) (23,199
Reversals of unrealized depreciation (apprecia 69,23 (4,147
Origination fees and amortization of unearned ine: (13,65) 55

Ending investment portfolio $ 824,17. $ 924,25:

Originations and Advances

The following table shows our originations and athes during the nine months ended September 3Q, &@d 2010 by security type:

Nine months ended September 3!

2011 2010
(dollars in thousands Amount % of Total Amount % of Total
Debt investments
Senior secured de $224,30( 82.%% $114,10: 71.%%
Subordinated det
Securec 31,36¢ 11.€ 28,37 17.7
Unsecurec 1,88¢ 0.7 13,16 8.2
Total debt investments 257,55: 95.2 155,64 97.2
Equity investments
Preferred equit 12,44« 4.€ 4,52 2.8
Common/common equivalents equ 50¢ 0.2 1 —
Total equity investments 12,95! 4.8 4,52¢ 2.8
Total originations and advances $270,50! 100.(% $160,16¢ 100.(%
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The following table shows our significant origir@ts and advances.

(in thousands Nine months ended September 30, 20:
Ad\lj::\ﬁces
Draws/
Company Originations Advances Dividends Total
Debt
Education Management, Ir $ 25,00( $ — $ — $ 25,00(
Industrial Safety Technologies, LL 22,74 — — 22,74
Qualawash Holdings, LL! 20,00( — — 20,00(
Jet Plastica Investors, LL 12,00( 4,25( 99t 17,24
NPS Holding, LLC 15,27: 50C — 15,77:
Virtual Radiologic Corp 14,00( — — 14,00(
West World Media, LLC 11,25( — 28 11,27¢
Focus Brands, Inc 11,00( — — 11,00(
Bentley Systems, In 10,00( — — 10,00(
Sally Holdings, LLC 10,00( — — 10,00(
Data Based Systems International, | 9,00 — 22C 9,22(
Capstone Logistics, LL! — 8,26( 201 8,461
BarBri, Inc. 7,00(C — — 7,00(C
Chase Doors Holdings, In — 6,652 — 6,652
Georgi«-Pacific Corporatior 6,30( — — 6,30(
Tank Intermediate Holding Cor 6,00( — — 6,00(
Harron Communications, L 6,00(C — — 6,00(C
Scotsman Industries, In 5,50(C — — 5,50(C
Visant Corporatiot 5,12¢ — — 5,12¢
Sawvis Communications Corporati 4,99: — — 4,99:
Excelitas Technologies Cor 3,99( — — 3,99(
Orbitel Holdings, LLC 3,77¢ — — 3,77¢
GSDM Holdings, Corp 2,75¢ — 373 3,127
Goodman Global, Inc 3,00(¢ — — 3,00(¢
ShowPlex Cinemas, In — 2,99: — 2,99:
Stratford School Holdings, In — 2,50(C — 2,50(C
Rural/Metro Operating Company, LL 2,00¢ — — 2,00¢
Service Champ, Inc — 1,69:¢ 191 1,88¢
Advanced Sleep Concepts, I — 1,45(C 247 1,697
The Gavilon Group, LL( 1,50(C — — 1,50(C
Miles Media Group, LLC — 1,50C — 1,50C
Intran Media, LLC — 1,00 22¢ 1,22¢
Restaurant Technologies, It — — 1,141 1,141
Getty Images, Inc 1,00( — — 1,00(
Other (< $1 million) — 50C 3,42z 3,92:
Total debt 219,20° 31,29¢ 7,04 257,55.
Equity
Orbitel Holdings, LLC 3,00(¢ — 34¢ 3,34¢
NDSSI Holdings, LLC 2,00(¢ — — 2,00(¢
Intra Media, LLC 1,25(C — — 1,25(C
RadioPharmacy Investors, LL — — 1,19¢ 1,19¢
Equity (< $1 million) 862 — 4,292 5,15¢
Total equity 7,112 — 5,841 12,95:¢
Total originations and advances $ 226,31¢ $31,29¢ $12,88¢ $270,50!
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Repayments, Sales and Other Reductions of InvesRoé&ilio

The following table shows our gross payments, rédas and sales of securities during the nine nmeatided September 30, 2011 and 2010 by
security type:

Nine months ended September 30,

2011 2010
(dollars in thousands Amount % of Total Amount % of Total
Debt investments
Senior secured de $224,37! 60.£% $ 63,48: 32.2%
Subordinated del
Securec 86,18¢ 23.4 63,72¢ 32.5
Unsecurec 142 — 31,61¢ 16.1
Total debt investments 310,70: 84.z 158,82: 80.€
Equity investments
Preferred equit 56,04¢ 15.2 25,42 12.¢
Common/common equivalents equ 2,18¢ 0.€ 12,71¢ 6.5
Total equity investments 58,23¢ 15.¢ 38,14 19.4
Total gross payments, reductions and sales |
securities $368,93' 100.(% $196,96! 100.(%

During the nine months ended September 30, 2012@h@, our gross payments, reductions and salesoofrities by transaction type includ

Nine months ended September 3(

(in thousands 2011 2010
Principal repayments, reductions and loan < $ 251,81 $ 110,99¢
Sale of equity investmen 45,87¢ 36,04(
Scheduled principal amortizatic 38,76¢ 30,30z
Collection of accrued pa-in-kind interest and dividenc 32,471 19,62¢
Total gross payments, reductions and sales of sedtigs $ 368,93 $ 196,96!
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As shown in the following table, during the ninemtits ended September 30, 2011, we monetized glamiof, 28 portfolio investments with
proceeds totaling $320.2 million:

Nine months ended September 30, 20:

Principal
Repayments,
Amortization, PIK Interest
Sale of Equity and Dividend
and Loan
(in thousands Sales Investments Prepayments Total
Monetizations
Avenue Broadband LL¢ $ 12,86/ $ 29,15: $ 9,18 $ 51,19¢
Restaurant Technologies, Ir 35,701 1,87¢ 8,182 45,76:
Superior Industries Investors, LL 19,33 13,52¢ 8,90: 41,76¢
Teleguam Holdings, LL( 20,00( — — 20,00(
Savvis Communications Corporati 14,94% — — 14,94%
Equibrand Holding Corporatic 13,08( — 1,34¢ 14,42¢
The Telx Group, Inc 13,86( — — 13,86(
Maverick Healthcare Equity, LL! 12,50( — 88¢ 13,38¢
Focus Brands, Inc 10,90¢ — — 10,90¢
Chase Doors Holdings, In 10,20¢ — — 10,20¢
Massage Envy, LL( 10,05« — — 10,05«
Interactive Data Corporatic 9,95( — — 9,95(
Visant Corporatiot 6,98: — — 6,98:
Allen’s T.V Cable Service, Ini 6,853 65 — 6,91¢
Provo Craft & Novelty, Inc 6,70¢ — — 6,70¢
GeorgiePacific Corporatior 6,28: — — 6,28:
Knology, Inc. 6,09( — — 6,09(
Rural/Metro Operating Company, LL 5,98t — — 5,98t
Vox Communications Group Holdings, LL 4,10 — — 4,10
Excelitas Technologies Corporati 3,99¢ — — 3,99¢
Wireco Worldgroup, Inc 3,84( — — 3,84(
Empower IT Holdings, Inc 3,381 — — 3,38
The Sl Organization, In 3,00(¢ — — 3,00(¢
Stratford School Holdings, In 2,50(C — — 2,50(C
Active Brands International, In 2,062 — — 2,062
Getty Images, Inc 1,01¢ — — 1,01¢
Lambeau Telecom Company, LL 612 — 1 613
Sunshine Media Delaware, LL — 22¢ — 22¢
Total monetizations 246,81° 44 ,85: 28,50¢ 320,17
Other scheduled paymer 43,76¢ 1,02¢ 3,97: 48,76
Total gross payments, sales and other reductiol

of investment portfolio $ 290,58: $ 45,87¢ $ 32,47 $368,93

The proceeds from these monetizations correlateskbt with the most recently reported fair valu¢hef associated investments.
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A SSETQ UALITY

Asset quality is generally a function of portfoiompany performance and economic conditions, alsaseur underwriting and ongoing
management of our investment portfolio. In additiovarious risk management and monitoring tooks,use the following investment rating
system to characterize and monitor our expecteal Efweturns on each investment in our portfolio:

Investment

Rating Summary Description
1 Capital gain expected or realiz
2 Full return of principal and interest or dividerxpected with customer performing in accordance ywigém
3 Full return of principal and interest or dividencpected, but customer requires closer monito
4 Some loss of interest or dividend expected, blitestpect an overall positive internal rate of reton the investmer
5 Loss of interest or dividend and some loss of gpiaidnvestment expected, which would result imaarall negative

internal rate of return on the investm

The following table shows the distribution of oowvéstments on our 1 to 5 investment rating satfair valueas of September 30, 2011 and
December 31, 2010:

(dollars in thousands September 30, 2011 December 31, 2010
Investments a % of Total Investments a % of Total
Investment
Rating Fair Value Portfolio Fair Value Portfolio
1 $ 315,72'@ 38.2% $ 330,60! 32.1%
2 298,95 36.2 370,69 36.7
3 173,39: 21.C 173,44 17.2
40 2,53¢ 0.3 112,81: 11.2
50 33,56¢ 4.1 22,14¢ 2.2
Total $ 824,17 100.(% $1,009,70! 100.(%

@ As of September 30, 2011 and December 31, 201@stment Rating “1” included $118.0 million and $2L&illion, respectively, of
loans to companies in which we also hold equitysges.

®  During the nine months ended September 30, 20tpajmately $103.0 million of the reduction in Irstment Rating 4 assets resul
from the reclassification of our investment in Biwggew Networks Holdings, Inc. from Investment Ratihto Investment Rating

© Approximately $103.0 million of the increase in &stment Rating 5 assets resulted from the rediesst$iin of our investment i

Broadview Networks Holdings, Inc. from InvestmeratiRg 4 to Investment Rating 5. This increase vaatigdly offset by a $73.8 millio
decrease in the fair value of Broadview Networkdditms, Inc. from December 31, 2010 to Septembef8Q1.

When one of our loans becomes more than 90 daysipasor if we otherwise do not expect the custoimée able to service its debt and
other obligations, we will, as a general matteacplthe loan on non-accrual status and generdllgedse recognizing interest income on that
loan until all principal and interest have beenugftt current through payment or due to a restrir@jusuch that the interest income is deemed
to be collectible. However, we may make excepttorthis policy if the loan has sufficient collatevalue and is in the process of collection. If
the fair value of a loan is below cost, we may egagognizing paid-in-kind, or PIK, interest anditee accretion of a discount on the debt
investment until such time that the fair value dgua exceeds cost.

The following table summarizes loans on non-accstetuus and loans greater than 90 days pasatigest, as of September 30, 2011 and
December 31, 2010:

September 30, 2011 December 31, 2010
Investments % of Loan Investments % of Loan
(dollars in thousands at Cost Portfolio at Cost Portfolio
Loans greater than 90 days past du
On nor-accrual statu $ 23,46: 3.1&% $ 10,38¢ 1.18%
Not on nol-accrual statu — — — —
Total loans greater than 90 days past du $ 23,46 3.18% $ 10,38¢ 1.1&%
Loans on nor-accrual status
0 to 90 days past du $ 63,91( 8.67% $128,98¢ 14.6%%
Greater than 90 days past ¢ 23,46 3.1¢ 10,38¢ 1.1¢
Total loans on nor-accrual status $ 87,37: 11.85% $139,37" 15.8%%




56



Table of Contents

The following table summarizes loans on non-accstetus and loans greater than 90 days pasatiedr value, as of September 30, 2011 ¢

December 31, 2010:

September 30, 2011

% of Loan
Investments
(dollars in thousands at Fair Value Portfolio
Loans greater than 90 days past du
On nor-accrual statu $ 10,71« 1.5%
Not on nol-accrual statu — —
Total loans greater than 90 days past du $ 10,71« 1.5%
Loans on nor-accrual status
0 to 90 days past du $ 19,23( 2.85%
Greater than 90 days past ¢ 10,71« 1.5¢
Total loans on nor-accrual status $ 29,94« 4.44%

December 31, 2010

% of Loan
Investments
at Fair Value Portfolio
$ 6,15] 0.81%
$ 6,157 0.81%
$ 19,83t 2.62%
6,157 0.81
$ 25,99: 3.4%%

The following table summarizes the changes in tg and fair value of the loans on non-accruatst&dbm December 31, 2010 through

September 30, 2011:

Nine months ended
September 30, 2011

(In thousands

Non-accrual loan balance as of December 31, 20 $139,37°

Additional loans on nc-accrual statt—other medie
Advances to companies on r-accrual statu

Loans converted to equi

Payments received on loans on -accrual statu
Change in valuation of loans on r-accrual statu
Reversal of previously recognized unrealized lossan-

accrual loan: —
Realized loss on n-accrual loan: (57,439 @
Total change in nor-accrual loans (52,000
Non-accrual loan balance as of September 30, 20 $ 87,372

Fair Value
$ 25,99.
4,23¢
9,54:
(5,909
(7,459
(25€)

61,22¢@
(57,439 @
3,957
$ 29,94«

(@) Primarily reflects our sales of Active Brandgernational, Inc. and Vox Communications Groupditys, LLC, as well as the writeff of
our investment in Total Sleep Holdings, Inc. durihg nine months ended September 30, 2011. Oustiments in the debt issued by
these portfolio companies were on non-accrual stasuof December 31, 2010. Upon the sales and-uffitef these investments, we

reversed the previously unrealized depreciationrandrded realized losse
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Results of Operations
The following section compares our results of opens for the three months ended September 30, 0t three months ended
September 30, 2010.
C OMPARISON OF THET HREE M ONTHS E NDED SEPTEMBER 30, 2011anD 2010
The following table summarizes the components ofrat loss for the three months ended Septembe2®a, and 2010:

Three months endec

September 30, Variance
(dollars in thousands 2011 2010 $ Percentagt
Revenue
Interest and dividend incon
Interest incom $17,12¢ $19,51¢ $ (2,39)) (12.2%
Dividend income 1,22¢ 1,561 (335 (21.5)
Loan fees 1,42¢ 81C 61€ 76.C
Total interest and dividend incor 19,78( 21,89( (2,110 (9.6)
Advisory fees and other incon 93C 681 24¢ 36.€
Total revenue 20,71( 22,57 (1,867) (8.2
Operating expense
Interest expens 3,96( 4,32¢ (36€) (8.5
Employee compensatic
Salaries and benefi 2,68: 3,521 (844) (23.9
Amortization of employee restricted stock awe 34¢ 1,01z (66E) (65.€)
Total employee compensatiol 3,031 4,54( (1,509 (33.2)
General and administrative expel 3,651 2,30t 1,352 58.7
Restructuring expens 4,10¢ — 4,10¢ NM
Total operating expense 14,75 11,171 3,58¢ 32.1
Net operating income before net investment loss,ds on extinguishment of deb
and income tax provision 5,95: 11,40( (5,447 (47.9)
Net investment loss before income tax provisio (31,05 (9,800 (21,257) 216.¢
Loss on extinguishment of debt before income tax pwision — (449 44¢ (100.0)
Income tax provision 1C 1,68( (1,670) (99.9
Net loss $(25,109 $ (529  $(24,580) NM

NM=Not Meaningful

T oTAL R EVENUE

Total revenue includes interest and dividend incame advisory fees and other income. During theettmonths ended September 30, 2011,
our total revenue was $20.7 million, which représen$1.9 million, or 8.2%, decrease from the thmeaths ended September 30, 2010. This
decrease resulted from a $2.4 million, or 12.2%yekese in interest income and a $0.3 million, 0624, decrease in dividend income, which
was partially offset by a $0.6 million, or 76.0%c¢rease in loan fees and a $0.2 million, or 36 ®¥ease in advisory fees and other income.
The following sections describe the reasons fowvtr&ances in each major component of our revemuiag the three months ended
September 30, 2011 from the three months ende@®éptr 30, 2010.

| NTEREST NCOME

The level of interest income that we earn depempds the level of interest-bearing investments auiding during the period, as well as the
weightedaverage yield on these investments. During thestimenths ended September 30, 2011, the total gielolr average debt portfolio

fair value was 10.9% compared to 12.0% during lineet months ended September 30, 2010. The weiglvE@dge yield varies each period
because of changes in the composition of our dartéd debt investments, changes in stated inteedss, fee accelerations of unearned fees or
paid/restructured loans and the balance of loansaoraccrual status for which we are not accruimerest.
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The following table shows the various componenttheftotal yield on our average debt portfolioait falue for the three months ended
September 30, 2011 and 2010:

Three months endec
September 30,

2011 2010
Average 90-day LIBOR 0.2% 0.4%
Spread to average LIBOR on average loan port 10.¢ 12.4
Impact of fee accelerations of unearned fees avnesitructured loar 0.€ 0.2
Impact of no-accrual loan: (0.9 (1.0
Total yield on average loan portfolio 10.9% 12.(%

During the three months ended September 30, 20fkest income was $17.1 million, compared to $18ilbon during the three months
ended September 30, 2010, which represented ar$itign, or 12.2%, decrease. This decrease reftcat§2.6 million decrease in interest
income resulting from a 161 basis-point decreasriimspread to LIBOR and a $0.2 million decreatsted to the change in LIBOR. These
decreases were partially offset by a $0.4 milliocréase in interest income resulting from the inhpamterest rate floors.

PIK Income

Interest income includes certain amounts that we In@t received in cash, such as PIK interest.iRi&rest represents contractually deferred
interest that is added to the principal balancthefloan and compounded if not paid on a curresisb&|K may be prepaid by either contrac

the portfolio company’s choice, but generally igdpat the end of the loan term. The following tast®ws the PIK-related activity for the three
months ended September 30, 2011 and 2&X€pst:

Three months ended

September 30,
(in thousands 2011 2010
Beginning PIK loan balance $15,27¢ $ 35,86
PIK interest earned during the peri 2,36t 3,021
Interest receivable converted to F 23C 3,08t
Payments received on PIK loa (2,366 (12,709
Ending PIK loan balance $15,50¢ $ 29,26

As of September 30, 2011 and 2010, we were notuaxginterest on $6.2 million and $7.9 million, pestively, of the PIK loans, at cost,
shown in the preceding table. The payments recamedlIK loans during the three months ended See 2011, include $1.7 million

collected in conjunction with the partial repaymehbur investment in Sagamore Hill BroadcastingCl.as well as PIK collected from seven
other portfolio investments.

D IVIDEND | NCOME

We accrete dividends on equity investments witkestdividend rates as they are earned, to the etkteabhwe believe the dividends will be paid
ultimately and the associated portfolio companydficient value to support the accretion. We ggtipe dividends on our other equity
investments when we receive the dividend paymeunt.dividend income varies from period to perioddese of changes in the size and
composition of our equity investments, the yielahfrthe investments in our equity portfolio and afdity of the portfolio companies to decl:

and pay dividends.
The following table summarizes our dividend acyiyt cost, for the three months ended Septemhe2®d and 2010:

Three months ended
September 30,

(in thousands 2011 2010
Beginning accrued dividend balar $83,54! $90,38¢
Dividend income earned during the per 1,22¢ 1,561
Dividend collections (307) (2,147
Realized los! (92 (936)
Ending accrued dividend balance $84,37¢ $89,86¢
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During the three months ended September 30, 2Qtdividend income was $1.2 million, which represena $0.3 million, or 21.5%, decre
from the three months ended September 30, 2010d&trease in dividend income resulted from a $0lilomdecrease as a result of the sale
of four dividendproducing investments and a $0.4 million decreasmabse the fair value of two existing portfolio granies was not sufficie
to support the accretion of dividends. Dividendoime increased $1.0 million primarily because thievialue of six existing portfolio
companies improved sufficiently to support the ation of dividends.

L oANF EES

Loan fees include origination fees on loans thatlefer and amortize into interest income over ifteedf the loan. When repayments or
restructurings with major modifications occur, wee@erate the recognition of previously unamortiloedh origination fees into loan income.
These accelerations have the effect of increasingt period income and may reduce future amdtizencome. Because the repayments and
restructurings may vary from period to period, lénel of loan origination fees included in interegtome may also vary. During the three
months ended September 30, 2011, our loan feesased $0.6 million, or 76.0%, compared to the saened in 2010 due to higher
repayments in the third quarter of 2011.

A DVISORYF EES ANDO THER| NCOME

Advisory fees and other income primarily includedeelated to advisory and management serviceity ejuucturing fees, syndication fees,
prepayment fees, bank interest and other incomeefadly, advisory fees and other income relateptxgic transactions or services and,
therefore, may vary from period to period dependinghe level and types of services provided. Outire three months ended September 30,
2011, we earned $0.9 million of advisory fees atie:pincome, which represented a $0.2 million, ®636, increase from the three months
ended September 30, 2010. This increase was a#bileuprimarily to advisory fees earned in conjiorcivith the origination of four
investments during the three months ended SepteBih@011 compared with two new investments dutfiregthree months ended

September 30, 2010.

T oTAL O PERATING E XPENSE

Total operating expense includes interest, emplopegpensation, general and administrative expemgkrestructuring expense. During the
three months ended September 30, 2011, we inc#iré® million of operating expense, representi$@® million, or 32.1%, increase from
the same quarter in the prior year. This increaase pvimarily the result of $4.1 million of expensekated to our corporate restructuring that
were incurred during the quarter ended Septemhe2@®0L and a $1.4 million increase in general alrdiaistrative expense from the three
months ended September 30, 2010. These increasepamtially offset by a $1.5 million decrease mpdoyee compensation expense and a
$0.4 million decrease in interest expense. Theoreafor these variances are discussed in mord detaiv. SeeRecent Developmenisr a
discussion of our corporate restructuring and tearprograms and the impact that we estimatettiaimplementation of these programs will
have on our future operating expense.

| NTERESTE XPENSE

During the three months ended September 30, 204 Ineurred $4.0 million of interest expense, whiepresented a $0.4 million, or 8.5%,
decrease from the same period in 2010. A narrowirbe interest rate spread from 2.31% during ltinee months ended September 30, 20
2.12% during the three months ended September03d, @aused interest expense to decrease by $0i@wmih addition, a reduction in
average LIBOR from 0.39% in the third quarter 012Q@o 0.30% in the third quarter of 2011 reducedrast expense by $0.1 million, and a
decrease in average borrowing balance in the thiedter of 2011 from the third quarter of 2010Hertreduced interest expense by

$0.2 million. These decreases were offset by a $0ln increase in our amortization of debt issca costs.

E MPLOYEEC OMPENSATION

Employee compensation expense includes base satariEbenefits, variable annual incentive compé@rsand amortization of employee
stock awards. During the three months ended Septiefth 2011, our employee compensation expens&vaanillion, which represented a
$1.5 million, or 33.2%, decrease from the sameopen 2010. Our salaries and benefits decrease&DI8/million, or 23.9%, primarily due to a
$0.3 million decrease in salaries, a $0.3 milli@crease in incentive compensation, and a $0.2omitlecrease in payroll taxes and benefits,
which primarily resulted from a 42% reduction irr eeorkforce that occurred as part of our
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corporate restructuring that we implemented dutimggthree months ended September 30, 2011R8eent Developmenisr a discussion of
our corporate restructuring and retention prograntsthe impact that we estimate that the implentiemtaf these programs will have on our
future employee compensation expense.

During the three months ended September 30, 204 teeognized $0.3 million of compensation expeertaed to restricted stock awards,
compared to $1.0 million for the three months en8eptember 30, 2010, which represented a $0.7omiltir 65.6%, decrease. The lapsing of
forfeiture provisions for previously awarded restet stock accounted for the reduction in amotitmadf employee restricted stock. This
lapsing of forfeiture provisions more than offdst amortization of restricted stock awarded dutivgthree months ended September 30, 2

G ENERAL ANDA DMINISTRATIVE

During the three months ended September 30, 2@&tikrgl and administrative expense was $3.7 millidnich represented a $1.4 million, or
58.7%, increase from the same period in 2010. iflcigase was primarily the result of professioealsf paid for portfolio related litigation and
other corporate initiatives undertaken during thidtquarter of 2011. SeRecent Developmentfigr a discussion of our corporate restructuring
and retention programs and the impact that we agtitihat the implementation of these programshaile on our future general and
administrative expenses.

R ESTRUCTURING

During the nine months ended September 30, 2011Ineuered $4.1 million of restructuring expensdated to the corporate restructuring
approved by our board of directors on August 1,120/rtually all of these expenses represent seweraelated obligations to our former
employees. We anticipate that during the quartdimgnDecember 2011, we will incur approximately $,0D0 to $120,000 of additional
restructuring expenses related to the closure oRathmond office by December 31, 2011. Duringtikelve months ending December 31,
2012 and 2013, we expect to record restructuriragiggs of $65,000 and $14,000, respectively, whphasent the accretion costs associated
with the severance benefits for employees. Bement Developmenfiar a discussion of our corporate restructuring #nedimpact that we
estimate that the implementation of the restruntuwill have on our future expenses.

N ET O PERATING | NcOME B EFOREN ET | NVESTMENTL 0SS, L 0SSO N E XTINGUISHMENT O F D EBT A ND | NCOME T AX P ROVISION

Net operating income before net investment loss tm extinguishment of debt and income tax promigor the three months end
September 30, 2011 totaled $6.0 million, compar#d $41.4 million for the three months ended Sefiiten80, 2010. This decrease was dL
the items discussed above.

D ISTRIBUTABLE N ET O PERATING | NCOME

Distributable net operating income, or DNOI, is aperating income before net investment loss, (lgas on extinguishment of debt and
income tax provision, as determined in accordaritie accounting principles generally accepted inltinited States, or GAAP, adjusted for
amortization of employee restricted stock awardse.Wéw DNOI and the related per share measuresefsland appropriate supplements to
net operating income, net (loss) income, earnitags) per share and cash flows from operating itiesv These measures serve as an addil
measure of MC& operating performance exclusive of employeeiotstt stock amortization, which represents an espaif the company, b
does not require settlement in cash. DNOI doesidePIK interest and dividend income, which gemgiade not payable in cash on a regular
basis, but rather at investment maturity or whesladed. DNOI should not be considered as an alteeto net operating income, net income
(loss), earnings (loss) per share or cash flows foperating activities (each computed in accordavitte GAAP). Instead, DNOI should be
reviewed in connection with net operating incomet,income (loss), earnings (loss) per share arftass from operating activities in
MCG’s consolidated financial statements, to helalyae how MCG’s business is performing.
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During the three months ended September 30, 200QIDvas $6.7 million, or $0.09 per share, compdce$i12.4 million, or $0.16 per share
for the three months ended September 30, 2010fdllegving table shows a reconciliation of our refgal net operating income before net
investment loss, loss on extinguishment of debtiaadme tax provision to DNOI for the quarters eh@&eptember 30, 2011 and 2010:

Three months ended

September 30,

(in thousands, except per share d¢ 2011 2010
Net operating income before net investment loss tm extinguishment of debt and income tax proxi $ 5,952 | $11,40(
Amortization of employee restricted stock awe@ 77¢ 1,01

DNOI $ 6,732 | $12,41
Per common share data (basic and dilutec

Weighte-average common shares outstanc 76,404 75,48¢

Loss per common sha $ (0.39] $ (0.0

Net operating income before net investment loss tm extinguishment of debt and income tax prowigier

common shar $ 00&E| $ O0.1f
DNOI per common shai $ 00¢| $ O0.1l¢

@ Results for the three months ended September 3, 2clude $431 of amortization of employee restd stock awards associated with
corporate restructuring. These amortization expease included in restructuring expense on@omsolidated Statements of Operatiddee
Recent Developmerfor a discussion of our corporate restructuring #redimpact that we estimate that the implemematicthe
restructuring will have on our future expens

N ET| NVESTMENT L 0SSB EFORE | NCOME T AX P ROVISION

During the three months ended September 30, 204 Ineurred $31.1 million of net investment lossefobe income tax provision, compared
to $9.8 million of net investment losses during $hene period in 2010. These amounts represendtifdeot net realized gains and losses, net
unrealized appreciation (depreciation), and reNeisiaunrealized (appreciation) depreciation. Wieerse unrealized (appreciation) deprecia
at the time that we realize the gain or loss. Tileding table summarizes our realized and unredligain and loss on investments and cha
in our unrealized appreciation and depreciatiomeestments for the three months ended Septemhe&03Q.:

(in thousands Three months ended September 30, 2011
Unrealized Reversal of
Realized (Depreciation) Unrealized Net
Gain/ Depreciation/ (Loss)/
Portfolio Company Industry Type (Loss) Appreciation (Appreciation) Gain
Broadview Networks Holdings, Inc. Communication Control $ — $ (2469) $ — $(24,69)
Jet Plastica Investors, LL Plastic Product Control — (5,637) — (5,637)
Intran Media, LLC Other Medie Control — (1,959 — (1,959
Total Sleep Holdings, Int Healthcare Control (38,08)) — 38,05¢ (27)
Stratford School Holdings, In Educatior Affiliate — 2,215 — 2,215
GSDM Holdings, Corp. Non-
Healthcare Affiliate — 1,85i — 1,857
NDSSI Holdings, LLC Non-
Electronics Affiliate — 1,271 — 1,271
Other (< $1 million net gain (loss 254 (3,685) (652) (4,089
Total $37,82) $ (30,62) $ 37,40: $(31,05)

The following bulleted items summarize the reagonsignificant changes in realized and unreali¢eds) and gain on investments and
changes in unrealized appreciation depreciatiomegstment for the three months ended Septembe2(a(,:

*  We recorded $24.7 million of unrealized depreciatm our Broadview investment primarily to refleaong other factor:
continuing challenges in the bond market, a redemingrade of Broadview’s corporate credit ratinglagls by Broadview in
refinancing its debt, as well as the near-term nitégdg of Broadview's debt facilities. As of Jun@,2011, Broadview had $17.1
million of borrowings outstanding under its revaigicredit facility, which becomes payable on Feby®38, 2012. In addition, as of
June 30, 2011, Broadview had $301.4 million of @utding senior secured notes, which will matur&eptember 1, 2012. The fair
value of Broadview, which we used as the foundafiordetermining the fair value our investment iroBdview, is consistent with
an independent third-party valuation. If Broadviewnable to refinance these debt facilities byrtfespective maturity dates, the
value of our portfolic
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investment in Broadview could decline by up to tenaining fair value at September 30, 2011, andnag be required to recogn
additional unrealized depreciation on this invesime

*  We recorded $5.6 million of unrealized depreciattonour investment in Jet Plastica, to reflect erelgse in that company’s
operating performance and the multiple that wetasalue the compan:

*  We also wrote off our remaining investment in T&#&ep Holdings, Inc., or Total Sleep, during tharer ended September 30,
2011, which resulted in the reversal of $38.1 wrilldf previously unrealized depreciation and ttedization of a $38.1 million los:

* The remaining unrealized depreciation and apprieciahown in the above table resulted predomindniiy a change in th
performance of certain of our portfolio companiad ¢he multiples used to value certain of our itvests.

The following table summarizes our realized gaid @ass) on our investments and changes in uneshbppreciation and depreciation on our
investments during the three months ended Septedth@010:

(in thousands

Three months ended September 30, 20:

Unrealized Reversal of
Realized (Depreciation)/ Unrealized Net
Gain/ Depreciation/ (Loss)/
Portfolio Company Industry Type (Loss) Appreciation (Appreciation) Gain
Active Brands International, Inc. Non-
Consumer Produc Affiliate $ — $ (11,199 $ — $(11,199)
Jet Plastica Investors, LL Plastic Product Control — (8,577 — (8,57%)
PremierGarage Holdings LL Home Furnishing: Control — (3,089 — (3,089
JetBroadband Holdings, LL Cable Control (3,911 — 1,38¢ (2,525
Total Sleep Holdings, Int Healthcare Control — (2,020 — (2,020
Intran Media, LLC Other Medie Control — (1,239 — (1,239
MCI Holdings LLC Non-
Healthcare Affiliate 9,531 — (9,667) (132)
RadioPharmacy Investors, LL Healthcare Control — 4,81¢ — 4,81¢
GSDM Holdings, LLC Non-
Healthcare Affiliate — 3,93: — 3,93:
Metropolitan Telecommunications Non-
Holding Compan Communication: Affiliate — 1,64¢ — 1,64¢
Coastal Sunbelt Real Estate, Inc. Non-
Real Estate Investmer Affiliate — 1,521 — 1,521
Jenzabar, Inc Non-
Technology Affiliate — 1,397 — 1,397
Superior Industries Investors, Ir Sporting good: Control — 1,094 — 1,09/
Avenue Broadband LL¢ Cable Control — 1,02t — 1,02¢
Quantum Medical Holdings, LLC Non-
Laboratory Instrument Affiliate 1,35¢ — (1,079 28t
Home Interiors & Gifts, Inc. Non-
Home Furnishing Affiliate (3,467) — 3,64 17¢
Other (< $1 million net gain (loss (40) 3,07¢ 40 3,07¢
Total $347: $ (7,600 $ (5,666 $ (9,800

During the quarter ended September 30, 2010, weued proceeds from the sales of MCI Holdings L@ Quantum Medical Holdings,

LLC, for approximately the fair value of those istments reported as of June 30, 2010. During theteuended September 30, 2010, we also
sold our remaining investment in JetBroadband Hhgjglj LLC. As a result of this sale, we reversed $dillion of previously unrealized
depreciation and realized a $3.9 million loss,udahg $2.5 million of transaction costs that weoreled at the time of sale. During the quarter
ended September 30, 2010, we received a paym&208f000, as our portion of the liquidation of Homeeriors & Gifts, Inc., which resulted
in a net gain of $178,000. During the quarter ersleptember 30, 2010, we recorded unrealized depi@tiprimarily related to Active Branc
Jet Plastica and PremierGarage Holdings LLC, omieGarage. The decreases in the fair value ofvAdBirands, Jet Plastica and
PremierGarage were attributable to a decreaseeipathformance of those companies, as well as ri@thsan valuation multiples. The
remaining unrealized depreciation and appreciatmwn in the above table resulted predominanti;nfeochange in the performance of cer

of our portfolio companies and the multiples usesalue certain of our investments.
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G AIN ON E XTINGUISHMENT OF D EBT

We incurred a $0.4 million premium when we repussth$22.4 million of our private placement notesrauthe third quarter of 2010. This
premium represents 102% of the principal amountired to be purchased with monetization proceedsusyagreement with the holders of
these unsecured notes.

| NcOME T AX P ROVISION

During the three months ended September 30, 204 Ineurred a $10,000 income tax provision compévei$1.7 million income tax
provision during the three months ended Septembe2@L0. Approximately $1.6 million of the inconaxtexpense accrued for the three
months ended September 30, 2010 was attributalkeetsale of JetBroadband in July 2010. The incamexpense for the three months en
September 30, 2011, and the remaining tax expemgbd three months ended September 30, 2010 wienaniy attributable to unrealized
depreciation or appreciation and flow-through tdgabcome on certain investments held by our sudses.

N ETL oss
During the three months ended September 30, 204 teworded a net loss of $25.1 million, comparea net loss of $0.5 million during the

three months ended September 30, 2010. This chargeibutable to the items discussed above.
C oMPARISON OF THEN INE MONTHS ENDED S EPTEMBER 30, 2011aND 2010
The following table summarizes the components ofrat (loss) income for the nine months ended $eipée 30, 2011 and 2010:

Nine months ended

September 30, Variance
(dollars in thousands 2011 2010 $ Percentagt
Revenue
Interest and dividend incon
Interest incom $ 54,43¢ $ 58,16¢ $ (3,727) (6.4)%
Dividend income 5,84( 4,38¢ 1,45¢ 33.2
Loan fees 3,12¢ 2,104 1,021 48.5
Total interest and dividend incor 63,40 64,654 (1,250 (1.9
Advisory fees and other incon 2,817 1,431 1,38¢ 96.¢
Total revenue 66,22’ 66,08" 13€ 0.2
Operating expense
Interest expens 11,77¢ 13,18: (1,409 (20.7)
Employee compensatic
Salaries and benefi 9,567 12,06t (2,499 (20.7)
Amortization of employee restricted stock awe 1,37¢ 3,36: (1,98%) (59.0
Total employee compensatiol 10,94t 15,42¢ (4,487%) (29.1)
General and administrative expel 9,13( 8,78t 34t 3.9
Restructuring expens 4,174 1 4,17% NM
Total operating expense 36,021 37,39¢ (1,369 (3.7
Net operating income before net investment lossods) gain on extinguishment c
debt and income tax provision 30,19« 28,68¢ 1,50 5.2
Net investment loss before income tax provisio (73,449 (25,130 (48,319 192.c
(Loss) gain on extinguishment of debt before incomix provision (863 2,98: (3,84¢) NM
Income tax provision 29 1,86¢ (1,837%) (98.9)
Net (loss) income $(44,147) $ 4.67¢ $(48,81%) NM

NM=Not Meaningful
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T OoTAL R EVENUE

Total revenue includes interest and dividend incame advisory fees and other income. During the nionths ended September 30, 2011
total revenue was $66.2 million, which represer.4 million, or 0.2%, increase from the nine nisnénded September 30, 2010. This
increase resulted from a $1.5 million, or 33.2%réase in dividend income, a $1.3 million, or 96,986rease in advisory fees and other
income and a $1.0 million, or 48.5%, increase anlfees partially offset by a $3.7 million, or 6.48&crease in interest. The following secti
describe the reasons for the variances in eachrroajoponent of our revenue during the nine montiied September 30, 2011 from the nine
months ended September 30, 2010.

| NTEREST NCOME

The level of interest income that we earn depemad® the level of interest-bearing investments aniding during the period, as well as the
weighted-average yield on these investments. Duliaghine months ended September 30, 2011, theytetd on our average debt portfolio at
fair value was 10.8% compared to 11.8% during the months ended September 30, 2010.

The following table shows the various componenttheftotal yield on our average debt portfolioait f/alue for the nine months ended
September 30, 2011 and 2010:

Nine months endec

September 30,
2011 2010
Average 90-day LIBOR 0.2% 0.4%
Spread to average LIBOR on average loan port 10.€ 12.2
Impact of fee accelerations of unearned fees aivnesitructured loar 0.3 0.1
Impact of no-accrual loan: _(0.9) _(0.9
Total yield on average loan portfolio _10.8% _11.8%

During the nine months ended September 30, 201dreist income was $54.4 million, compared to $5&I2on during the nine months ended
September 30, 2010, which represented a $3.7 mikkin6.4%, decrease. This decrease reflected3an§ilion decrease in interest income
resulting from a 140 basis-point decrease in otgegpto LIBOR, a $0.8 million decrease resultiranfrthe net impact of loans that were on
non-accrual status during the nine months endete8dger 30, 2011 that were accruing interest dutiegiine months ended September 30,
2010 and a $0.3 million decrease related to thagdan LIBOR. These decreases were partially offged $1.6 million increase resulting from
a 4.3% rise in our average loan balance and arfillibn increase in interest income resulting fréme impact of interest rate floors.

PIK Income
The following table shows the PIK-related activity the nine months ended September 30, 2011 ah@l, 20cost:

Nine months endec
September 30,

(in thousands 2011 2010
Beginning PIK loan balanc $ 30,92 $ 33,43¢
PIK interest earned during the peri 6,45¢ 9,92¢
Interest receivable converted to F 59C 3,42(
Payments received from PIK loa (20,410 (17,52
PIK converted to other securiti (87€) —
Realized los! (1,179 —
Ending PIK loan balance $ 15,50¢ $ 29,26

The payments received from PIK loans during the mmonths ended September 30, 2011, includes $8i@mand $4.7 million of PIK
collected in conjunction with the respective sakeur investments in Restaurant Technologies,dnd. Avenue Broadband LLC, as well as
$1.7 million collected in conjunction with the paftrepayment of our investments in Sagamore Hiddlcasting, LLC.
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D IVIDEND | NCOME
The following table summarizes our dividend acyiyvt cost, for the nine months ended Septembe2@®01 and 2010:

Nine months ended

September 30,
(in thousands 2011 2010
Beginning accrued dividend balance $ 90,98: $88,89¢
Dividend income earned during the per 5,84( 4,38¢
Dividend collections (12,355 (2,109
Realized los! (92 (1,319
Ending accrued dividend balance $ 84,37« $89,86¢

During the nine months ended September 30, 20¥1dividend income was $5.8 million, which represehé $1.5 million, or 33.2%, increase
from the nine months ended September 30, 2010dBiv income increased $3.5 million primarily beeathe fair value of eight existing
portfolio companies improved sufficiently to suppthre accretion of dividends partially offset bh9 million decrease resulting from the sale
of five dividend-producing investments. The sal@of equity investment in Avenue Broadband, LLQuHesl in the collection of $6.8 million

of dividends, and the sale of our equity investmer8uperior Industries Investors, Inc. resultethia collection of $4.2 million of dividends.

L oANF EES

During the nine months ended September 30, 20X1pan fees increased $1.0 million, or 48.5%, coregdo the same period in 2010. This
increase was primarily attributable to the acceilenaof previously unamortized loan origination $éato loan income as a result of higher loan
repayments during the nine months ended Septendh)@031 compared to the same period of 2010.

A DVISORYF EES ANDO THER| NCOME

During the nine months ended September 30, 201kansed $2.8 million of advisory fees and otheoine, which represented a $1.4 million,
or 96.9%, increase from the nine months ended 8ed@e30, 2010. Approximately $1.2 million of thirease was attributable to advisory
fees earned in conjunction with the originatioremht investments during the nine months endede®apér 30, 2011, compared to four
investments originated during the nine months er@kgatember 30, 2010. The remainder of the increaseattributable primarily to higher
prepayment penalty fees collected on six investméating the nine months ended September 30, 2@hpared with prepayment penalty fi
collected on one investment during the nine moatided September 30, 2010.

T oTAL O PERATING E XPENSE

During the nine months ended September 30, 2011neuered $36.0 million of operating expense, reprging a $1.4 million, or 3.7%,
decrease from the same period in the prior yeds décrease was composed of a $4.5 million decieam@ployee compensation expense and
a $1.4 million decrease in interest expense offget $4.2 million increase in restructure expemska$0.3 million increase in general and
administrative expense. The reasons for thesen@asaare discussed in more detail below.Bement Developmentsr a discussion of our
corporate restructuring and retention programsthadmpact that we estimate that the implementatfahese programs will have on our fut
operating expense.

| NTERESTE XPENSE

During the nine months ended September 30, 2011newered $11.8 million of interest expense, whiepresented a $1.4 million, or 10.7%,
decrease from the same period in 2010. A narrowirte interest rate spread from 2.39% during the months ended September 30, 2010 to
2.16% during the nine months ended September 30, 28used interest expense to decrease by $0i@mliterest expense also decreased
$0.3 million as a result of a reduction in averaf#OR from 0.36% in the nine months ended Septem3Be2010 to 0.29% in the nine months
ended September 30, 2011 and $0.2 million as ét iefsa reduction in average borrowing balancehi@ nine months ended September 30,
2011 from the nine months ended September 30, 2010.
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E MPLOYEEC OMPENSATION

Employee compensation expense includes base satariEbenefits, variable annual incentive compé@rsand amortization of employee
stock awards. During the nine months ended Septe&the2011, our employee compensation expense &@&9 $illion, which represented a
$4.5 million, or 29.1%, decrease from the sameogen 2010. Our salaries and benefits decrease® Bymillion, or 20.7%, primarily due to a
$2.1 million decrease in incentive compensationa$0.3 million decrease in salaries, which prifgagsulted from a 42% reduction in our
workforce that occurred as part of the corporasérueturing that we implemented during the threentih® ended September 30, 2011. See
Recent Developmerfor a discussion of our corporate restructuring setdntion programs and the impact that we estithatethe
implementation of these programs will have on ailufe employee compensation expense.

During the nine months ended September 30, 201teeagnized $1.4 million of compensation expenssed to restricted stock awards,
compared to $3.4 million for the nine months en8egdtember 30, 2010, which represented a $2.0 miin59.0%, decrease. The lapsing of
forfeiture provisions for previously awarded restet stock accounted for the reduction in amoitinadf employee restricted stock. Issuanc
restricted stock under ti2909 Long-Term Incentive Plaror LTIP, was contingent upon the closing pricé/2G’s stock meeting certain pri
thresholds and the approval of the Compensationritise of our board of directors. We achieved thalfprice threshold under which
restricted stock could be issued during the ninattmended September 30, 2011, resulting in theusse of 86,500 shares of restricted
common stock and the award of $1.0 million to L'pticipants.

G ENERAL ANDA DMINISTRATIVE

During the nine months ended September 30, 20Xiergeand administrative expense was $9.1 millidnich represented a $0.3 million, or
3.9%, increase from the same period in 2010. Thuease was primarily the result of a $1.1 milliocrease in professional fees paid for
portfolio-related litigation and other corporatéiatives in the third quarter of 2011 offset by.$nillion of fees paid in the second quarter of
2010 related to the contested election of diredtmisur board of directors at our 2010 Annual MagtiSeeRecent Developmenfsr a
discussion of our corporate restructuring and tearprograms and the impact that we estimatettifaimplementation of these programs will
have on our future general and administrative espgn

R ESTRUCTURING

During the nine months ended September 30, 2011newered $4.2 million of restructuring expenseéated to our corporate restructuring that
was approved by our board of directors on Augu2011. Virtually all of these expenses represenersance-related obligations to our former
employees. We anticipate that during the quartdimgnDecember 2011, we will incur approximately $,0D0 to $120,000 of additional
restructuring expenses related to the closure oRizhmond office by December 31, 2011. Duringtiielve months ending December 31,
2012 and 2013, we expect that we will record restming charges of $65,000 and $14,000, respegtivéiich represent the accretion costs
associated with the severance benefits.FBament Developmenfisr a discussion of our corporate restructuring #mdimpact that we estimate
that the implementation of the restructuring wdMe on our future expenses.

N ET O PERATING | NCOME B EFORE N ET | NVESTMENTL 0sS, (L 0ss) G AIN O N E XTINGUISHMENT O F D EBT A ND | NCOME T AX P ROVISION

Net operating income before net investment losssjl gain on extinguishment of debt and incomeptaxision for the nine months end
September 30, 2011 totaled $30.2 million, compavigh $28.7 million for the nine months ended Segien30, 2010. This increase was du
the items discussed above.
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D ISTRIBUTABLE N ET O PERATING | NCOME

During the nine months ended September 30, 201DIDMas $32.0 million, or $0.42 per share, compaoe®32.1 million, or $0.42 per share
for the nine months ended September 30, 2010. dlfeing table shows a reconciliation of our regalrnet operating income before net
investment loss, (loss) gain on extinguishmentedftéand income tax provision to DNOI for the ninemiihs ended September 30, 2011 and
2010:

Nine months ended

September 30,

(in thousands, except per share de 2011 2010
Net operating income before net investment losssjlgain on extinguishment of debt and incomeptaxision $30,19¢ | $28,68¢
Amortization of employee restricted stock awe@® 1,80¢ 3,36:

DNOI $32,00% | $32,05:
Per common share data (basic and dilutec

Weighte-average common shares outstanc 76,17: 76,46¢

(Loss) earnings per common sh $ (0.5¢)| $ 0.0¢

Net operating income before net investment losssjlgain on extinguishment of debt and incomeptaxision

per common shai $ 04C| $ 0.3¢
DNOI per common shai $ 04z] $ 042

@ Results for the nine months ended September 30, 20dlude $431 of amortization of employee restdcstock awards associated with our
corporate restructuring. These amortization expease included in restructuring expense on@aomsolidated Statements of Operatiddee
Recent Developmerfor a discussion of our corporate restructuring tiedimpact that we estimate that the implemematicthe

restructuring will have on our future expens

N ET| NVESTMENT L 0SsSB EFORE | NCOME T AX P ROVISION
The following table summarizes our realized anceatized (loss) and gain on investments and changas unrealized appreciation and

depreciation on investments for the nine monthedrikeptember 30, 2011:

(in thousands

Nine months ended September 30, 20:

Unrealized Reversal of
Realized  (Depreciation)/ Unrealized Net
Gain/ Depreciation/ (Loss)/

Portfolio Company Industry Type (Loss) Appreciation (Appreciation) Gain
Broadview Networks Holdings, Inc. Communication: Control $ — $ (7381H) $ —  $(73,81Y
Jet Plastica Investors, LL Plastic Product Control — (6,917 — (6,917
PremierGarage Holdings, LL Home Furnishing: Control — (5,38)) — (5,38))
Intran Media, LLC Other Medie Control — (6,487) — (6,48%)
VOX Communication: Broadcastin¢ Non-Affiliate  (7,68¢€) — 5,64t (2,047
Superior Industries Investors, Ir Sporting Good: Control 98¢ — (2,78¢) (1,800
Provo Craft & Novelty, Inc Leisure Activities Non-Affiliate  (1,15%2) (2,160 1,151 (1,167
G & L Investment Holdings, LL( Insurance Non-Affiliate — (1,11¢ — (1,116
Avenue Broadband LL(¢ Cable Control 11,977 (325) (11,899 (243)
Total Sleep Holdings, Int Healthcare Control (38,08) — 38,05¢ (27)
RadioPharmacy Investors, LL Healthcare Control — 8,02¢ — 8,02¢
GSDM Holdings, Corp Healthcare Non-Affiliate — 4,411 — 4,411
NPS Holding Group, LLC Business Service Control — 3,921 — 3,921
Coastal Sunbelt Real Estate, | Real Estate Investmer Non-Affiliate — 2,252 — 2,25
Stratford School Holdings, In Educatior Affiliate — 1,86 — 1,86
Cruz Bay Publishing, Inc Publishing Non-Affiliate — 1,58: — 1,58
Restaurant Technologies, Ir Food Service Non-Affiliate 1,527 1,42¢ (1,842 1,11¢
GMC Television Broadcasting, LL Broadcastin¢ Control (1,000 73C 1,00( 73C
Active Brands International, In Consumer Produc Non-Affiliate (39,70€) — 39,82¢ 125
Other (< $1 million net gain (loss (825) 1,44¢ 887 1,51(

Total $(73,960) $ (69,52 $ 70,04. $(73,449
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A summary of the reasons for significant changegatized and unrealized (loss) and gain on investsnand changes in unrealized
appreciation and depreciation on investments femine months ended September 30, 2011 are sunaddrétow.

During the nine months ended September 30, 201teeerded a $73.8 million decrease in the fair @afiour investment in
Broadview. On June 21, 2011, Broadview withdrevietsder offer for $300 million of its 131 3/ % Seni®ecured Notes, due in
2012, following Broadview’s review of market coridits. As of June 30, 2011, Broadview had $17.lionilbf borrowings
outstanding under its revolving credit facility, iwh becomes payable on February 23, 2012. In aufgitis of June 30, 2011,
Broadview had $301.4 million of outstanding sersecured notes, which will mature on September 122The $73.8 million
decrease in fair value that we recorded duringhthe months ended September 30, 2011, reflectsnguoitner factors, the impact
of continuing challenges in the bond market, amedewngrade of Broadview’s corporate credit ratiogntinuing delays by
Broadview in refinancing its debt, as well as tleamterm maturities of its debt. The fair valueBobadview, which we used as the
foundation for determining the fair value of ouvéstment in Broadview, is consistent with an indejeat third-party valuation. If
Broadview is unable to refinance these debt faedliby their respective maturity dates, the valueuo portfolio investment in
Broadview could decline by up to the remaining failue at September 30, 2011, and we may be reftdreecognize additional
unrealized depreciation on this investm

We recorded $6.9 million of unrealized depreciationour investment in Jet Plastica, to reflect erel@se in that compa’s
operating performance and the multiple that wetasalue the company. In addition, we also recongietalized depreciation on
our investment in Jet Plastica to reflect an inaetal investment that we made in this investmettim portfolio company during
the nine months ended September 30, 2011, thatibseguently wrote down to zel

During the nine months ended September 30, 201teearded $5.4 million of unrealized depreciationoarr investment i
PremierGarage and $6.5 million of unrealized dept&n on our investment in Intran Media, LLC, &flect our portion of the
estimated liquidation value of those compan

We wrote off our remaining subordinated debt andgitgdnvestment in Total Sleep resulting in theersal of $38.1 million o
previously unrealized depreciation and the reabpadf a $38.1 million loss

We received payments of $2.1 million on the sal&ative Brand’ senior debt and wrote off our subordinated debteandty
investment in that portfolio company, which resdlie the reversal of $39.8 million of previouslyrealized depreciation and the
realization of a $39.7 million los

We received payments of $4.1 million in satisfactid our $11.8 million debt investment in VOX andote off our remaining
investment in that portfolio company, which resdlie the reversal of $5.6 million of previously eatized depreciation and the
realization of a $7.7 million los

We sold our investment in Avenue Broadband, whegulted in the reversal of $11.9 million of prestyuunrealized appreciation
and the realization of an $11.9 million ge

We sold our investment in Superior, which resuitethe reversal of $2.8 million of previously unlizad appreciation and the
realization of a $1.0 million gain, including $In8llion of transaction costs that we recorded atttme of sale

The remaining unrealized depreciation and apprieciahown in the above table resulted predomindntiyn a change in the performance of
certain of our portfolio companies and the multiplesed to value certain of our investments.
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The following table summarizes our realized gaid @ass) on our investments and changes in uneghbppreciation and depreciation on our

investments during the nine months ended Septe8the2010:

(in thousands

Nine months ended September 30, 20:

Unrealized

Realized (Depreciation) E?\\:gzﬁiilegf Net
(Loss)/ Depreciation/ (Loss)/
Portfolio Company Industry Type Gain /Appreciation  (Appreciation) Gain
Jet Plastica Investors, LL Plastic Product Control $ — $ (2473) $ —  $(24,73)
Active Brands International, In Consumer Produc Non-affiliate — (16,709 — (16,709
Broadview Network Holdings, In Communication: Control — (11,625 — (11,62
JetBroadband Holdings, LL Cable Control (5,947 (1,75€) 3,41¢ (4,287)
Total Sleep Holdings, Int Healthcare Control — (4,082) — (4,082
PremierGarage Holdings, LL Home Furnishing Control — (3,670 — (3,670
Intran Media, LLC Other Medie Control — (2,877 — (2,877)
Superior Industries Investors, LL Sporting Good: Control — (1,332 — (1,337
B&H Education, Inc Education Non-affiliate  3,66¢ (72 (3,642 (49
Avenue Broadband LL¢ Cable Control — 10,28¢ — 10,28¢
GSDM Holdings, LLC Healthcare Non-affiliate — 5,56( — 5,56(
RadioPharmacy Investors, LL Healthcare Control — 4,571 — 4,57
Jenzabar, Inc Technology Non-affiliate — 3,95( — 3,95(
Metropolitan Telecommunications Holdi
Company Communication: Non-affiliate — 3,61( — 3,61(
MCI Holdings LLC Healthcare Non-affiliate 9,531 3,48¢ (9,667) 3,35¢
Coastal Holdings, LL(C Real Estate Investmer Non-Affiliate — 1,791 — 1,791
Orbitel Holdings, LLC Cable Control — 1,74¢ — 1,74¢
Stratford School Holdings, In Education Affiliate — 1,38¢ — 1,38¢
Sagamore Hill Broadcasting, LL Broadcasting Non-affiliate — 1,232 — 1,23:
Quantum Medical Holdings, LL! Laboratory Instrument Nor-affiliate  1,35¢ 357 (1,079 642
Home Interiors & Gifts, Inc Home Furnishing Control (3,467 1 3,64t 17¢
WebMediaBrands Inc Information System Nonr-affiliate  (1,981) — 1,98¢ 3
Other (< $1 million net gain (loss (1,216 5,90( 1,22¢ 5,90¢
Total $194¢ $ (22,97) $ (4,107 $(25,130

During the nine months ended September 30, 201@oldeour investments in WebMediaBrands Inc., B&ttuEation Inc., MCI Holdings LL!
and Quantum Medical Holdings, LLC, for approximgtidie most recently reported fair values of thes@stments. During the nine months
ended September 30, 2010, we sold our investmeldtBroadband. As a result of the sale of JetBraadpwe reversed $3.4 million of
previously unrealized depreciation and realize&.8 #illion loss, including $2.5 million of trang&m costs that we recognized at the time of
sale.

During the first nine months of 2010, we recordadealized depreciation primarily related to Jeskta, Active Brands and Broadview. The
decrease in the fair value of Jet Plastica andvadiirands was attributable to a decrease in thfeqeance of those companies, as well as a
reduction in valuation multiples. The decreaseéhmfair value of Broadview was attributable priradip to an adjustment to our estimate of the
fair value of this investment, which was basedamegng other things, merger and acquisition compesaprivate market transactions, public
company comparables, a discounted cash flow asadysl an independent third-party valuation. Theaiaing unrealized depreciation and
appreciation shown in the above table resultedgmaéclantly from a change in the performance of deméour portfolio companies and the
multiples used to value certain of our investments.

G AIN (L 0sS) ON E XTINGUISHMENT OF D EBT

We incurred a $0.9 million premium when we repussth$17.4 million of our private placement notesgrdpthe first nine months of 2011. In
the first nine months of 2010, we repurchased $8lilon of collateralized loan obligations for $4million that previously had been issued by
our Commercial Loan Trust 2006-1, which resultethrecognition of a $3.6 million gain on extinglunent of debt, excluding the effect of

the amortization of the
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acceleration of $0.1 million in deferred debt costdditionally, in the first nine months of 2010ewncurred a $0.5 million premium when we
repurchased $25.3 million of our private placemmtes. This premium represents 102% of the priheipeunt to be purchased with
monetization proceeds as required by our agreemiéimthe holders of these unsecured notes.

| NcOME T AX P ROVISION

During the nine months ended September 30, 2011newered a $29,000 income tax provision compacea $1.9 million income tax
provision during the nine months ended Septembge2@00. Approximately $1.6 million of the income ®@xpense accrued for the nine mor
ended September 30, 2010 was attributable to teeo§detBroadband in July 2010. The income taeaesp for the nine months ended
September 30, 2011, and the remaining tax expemshd nine months ended September 30, 2010 wemauply attributable to unrealized
depreciation or appreciation and flow-through tdgabcome on certain investments held by our sud@ses.

N eT (L oss) | NCOME

During the nine months ended September 30, 2011eearded a $44.1 million net loss, compared tammime of $4.7 million during the nii
months ended September 30, 2010. This changeilsuddible to the items discussed above.

F INANCIAL C ONDITION , L 1QUIDITY AND C APITAL R ESOURCES

C AsH AND C ASH E QUIVALENTS , CASH, SECURITIZATION A CCOUNTS, AND C ASH, RESTRICTED

Our Consolidated Balance Sheeitsd ourConsolidated Statements of Cash Floeffect three categories of cash: cash and caskhatguts;
cash, securitization accounts; and cash, restriétach of these categories is described more halgw:

» Cash and cash equivalerrepresents unrestricted cash, including checkicguaus, interest bearing deposits collateralize
marketable debt securities and highly liquid inweestts with original maturities of 90 days or le&s.of September 30, 2011 and
December 31, 2010, we had $53.9 million and $45liiom, respectively, in cash and cash equivaleAsof September 30, 2011,
$44.4 million was held in intere-bearing account:

» Cash, securitization accourinclude principal and interest payments receivedexuritized loans, which, in certain cases, alé
in designated bank accounts until monthly or quirtdisbursements are made from the securitizatiosts. In certain cases, we are
required to use a portion of these amounts to pleyest expense, reduce borrowings or pay otheuatadn accordance with the
related securitization agreements. In other cagesre permitted to use these amounts to acquivdaans into the securitization
trusts. Cash in securitization accounts has a ivegiatpact on our earnings since the interest wegmeborrowings typically
exceeds the rate of return that we are able to@atamporary cash investments. Our objective mamtain sufficient cash-on-
hand and availability under our debt facilitiestiver current funding requirements. As of Septend®e2011 and December 31,
2010, we had $99.4 million and $42.2 million, regpesly, in cash, securitization accounts. On Oeta?0, 2011, the next reporting
date for our Commercial Loan Trust 2006-1 facilie used $80.2 million of securitized cash in faatlity (primarily representing
previous principal collections) to repay a portafrthat facility. Subsequent collections of priraiphat we receive from collateral
held by Commercial Loan Trust 2C-1 will be used to repay that facilit

» Cash, restrictedncludes cash held for regulatory purposes and kbakhin escrow. The largest component of restliciesh was
represented by cash held by Solutions CapitalR,,lour SBIC, which generally is restricted to t¢higination of new loans from o
SBIC. As of September 30, 2011 and December 310,204 had $17.0 million and $29.4 million respeelyy of restricted casl

During the nine months ended September 30, 20TIgmerating activities provided $147.9 million @fsh and cash equivalents, compared to
$70.4 million used during the nine months ended&eper 30, 2010. The $77.5 million increase in gaslvided by operating activities
resulted primarily from increased monetizationgiplly offset by increased investments in portfatmmpanies. During the nine months ended
September 30, 2011, our financing activities use88® million of cash, compared to $53.9 milliorridg the nine months
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ended September 30, 2010. This $85.0 million irsgea cash used by financing activities was dusanily to a $45.3 million net increase in
cash held in securitization and restricted casbauts, a $27.0 million increase in payments ofdéwids, a $10.7 million increase in payments
on borrowings, and a $22.5 million decrease in @eds from our borrowings.

Although there can be no assurance, we believeawe sufficient liquidity to meet our operating régments for the remainder of 2011, as
well as liquidity for new origination opportunitiesd potential dividend distributions.

L 1QuiDITY AND C APITAL R ESOURCES

The availability of debt and equity capital contisuo be constrained. We believe that we will cargito be constrained by the limited access
we have to debt and equity capital. Because ogkstontinues to trade below net asset value andoveot have stockholder approval to sell
equity below our net asset value, we effectivetklaccess to the equity markets. Lenders, in gemeey be reluctant to extend credit to us
without such equity capital markets access.

We expect to continue to monetize our equity inwestts to reduce them to no more than 10% to 20&teofair value of our portfolio over the
next few years. We generally expect to limit ouufe investing activities principally to debt inte®nts and do not intend to make significant
investments in control companies beyond thoseateturrently in our portfolio for the foreseeahlaure. We also expect to continue to
originate higher-yield investments to the extemtding is available, and expect to underwrite credé manner consistent with our expectation
that macro-economic conditions will be under pressar an extended period of time. Over time, if wweet our goals with respect to leverage
levels and unrestricted cash balances, we potgntiey, depending on stock price and debt pricengels, seek to repurchase our equity and
additional debt securities, including our collatired loan obligations, subject to the limitaticset forth in our private placement borrowing
agreements and any regulatory limits. To help gledustainable stockholder value, we expect to riwtkee distributions to stockholders
based upon a quarterly assessment of the minimatontatily required level of distributions, gainsddinsses recognized for tax purposes,
portfolio transactional events, our liquidity, casdrnings and our asset coverage ratio at thedfraech decision.

As discussed ihiquidity and Capital Resources—Borrowingde reinvestment period for the MCG Commercighh&unding Trust facility
ended on July 20, 2011 and all future principalezdions from collateral in the facility will be ed to repay the securitized debt. On
October 20, 2011, the next payment date for thiifia we used $80.2 million of securitized cashthat facility (primarily representing
previous principal collections) to repay that fagilFollowing the October 20, 2011 repayment, vael 237.1 million of securitized debt
outstanding under this facility.

As discussed iRecent Developmenise have incurred $4.1 million of restructuring empes during the nine-months ended September 30,
2011 and expect to incur approximately $115,0081t20,000 of additional restructuring charges thiotige remainder of 2012. Excluding
these severance and severance-related costs, iwechiblat the implementation of this restructunitan, which will include the closure of one
of our offices and other planned reductions ingemeral and administrative expense, will resuipproximately $6.7 million to $7.0 million
savings through December 31, 2012.
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L 1QuibITY AND C APITAL R ESOURCES—B ORROWINGS

As of September 30, 2011, we reported $490.0 millibborrowings on our Consolidated Balance Shaetest. We estimate that the fair ve
of these borrowings as of September 30, 2011 waoaimately $472.7 million, based on market datd emrrent interest rates. As of
September 30, 2011, the weighted-average anneaésttrate on all of our outstanding borrowings @886, excluding the amortization of
deferred debt issuance costs. The following tabfersarizes our borrowing facilities and the potdri@rowing capacity of those facilities a
contingent borrowing eligibility of Solutions Cagitl, L.P., a wholly owned subsidiary, as an SBi@der the SBIC Act.

September 30, 201 December 31, 201!
Total Total
Facility/ Amount Facility/ Amount
(dollars in thousands Maturity Date Program Outstanding Program Outstanding
Private Placement Note
Series 200-A October 201 $ — $ — $ 17,43¢ $ 17,43
Series 200-A October 201 8,711 8,711 8,71 8,711
Commercial Loan Funding Tru
Variable Funding Not January 201® 150,00( 55,822 150,00( 100,25:
Commercial Loan Trust 20+1
Series 200-1 Class /1 Notes April 2018®) 106,25( 106,25( 106,25( 106,25(
Series 200-1 Class /-2 Notes April 2018 5,00 5,00 50,00( —
Series 200-1 Class +3 Notes April 2018®) 85,00( 85,00( 85,00( 85,00(
Series 200-1 Class B Note April 2018®) 58,75( 58,75( 58,75( 58,75(
Series 200-1 Class C Note© April 2018 45,00( 32,00( 45,00( 32,00(
Series 200-1 Class D Note@ April 2018®) 47,50( 29,88( 47,50( 29,88(
SBIC (Maximum borrowing potentie® ® 150,00( 108,60( 130,00( 108,60(
Total borrowings $656,21° $490,01¢ $ 698,65, $546,88:

@
(b)

(c)

(d)

()

)

In January 2011, the lender renewed this facilitptigh January 2013 and the legal final maturity aeas extended to January 20

Borrowings under the MCG Commercial Loan Trust 2a0écility are listed based on the contractualurigt date. The reinvestment
period for this facility ended on July 20, 2011 amel will use all future principal collections frooollateral in the facility to repay the
securitized debt. On October 20, 2011, the neximeay date for this facility, we used $80.2 milliohsecuritized cash in that facility
(primarily representing previous principal collects of collateral in the facility) to repay a portiof the facility.

Amount outstanding excludes $5.0 million of notest twe repurchased in December 2008 for $1.6 mikind $8.0 million of notes that
we repurchased in April 2010 for $4.4 million. Aarpof the consolidation process, we eliminatednibies that MCG, the parent
company, purchase

Amount outstanding excludes $10.1 million of ndtest we repurchased in December 2008 for $2.4anillind $7.5 million of notes th
we repurchased in January 2009 for $2.1 millionpAsg of the consolidation process, we eliminatetirtotes that MCG, the parent
company, purchase

As of September 30, 2011, we had the potentiabtoolw up to $150.0 million of SB-guaranteed debentures under the SBIC prog
As of September 30, 2011, the SBA had approveccaminitted up to $150.0 million in borrowings to #8BIC. As of September 30,
2011, we have funded $75.0 million, which allowgasttilize the full $150.0 million borrowing potgal approved and committed by the
SBA under this program. Based on our funded capgaif September 30, 2011, Solutions Capital |,,Isibject to the SBA’s approval,
may borrow up to an additional $41.4 million toginiate investment:

As of September 30, 2011, we could originate nemdvangs under the $150.0 million commitment magtdtie SBA through
September 2015. We must repay borrowings undeSEI€ program within ten years after the borrowirged which will occur between
September 2018 and September 2(

Each of our credit facilities has certain collateemuirements and/or financial covenants. As gitS8mber 30, 2011, the net worth covenant of
our SunTrust Warehouse requires that we maintaonaolidated tangible net worth of not less thab0$d million, plus 50% of any equity
raised after February 26, 2009. Under these coysnare must also maintain an asset coverage ratibleast 180%.

As of September 30, 2011, our asset coveragewaiso230% and we had $41.4 million of unused, ctigr@vailable borrowing capacity
remaining in our SBIC subsidiary (subject to theA%Bapproval) that is exempt from the asset coveragio requirements under the SEC
exemptive order issued to us in October 2008.

As of September 30, 2011, we were in complianch alitkey financial covenants under each of ourdwing facilities, although there can be
no assurance regarding compliance in future peri@dsour website, we have provided a list of hyipkd to each of our borrowing agreements
where these covenant requirements can be revievgedmay view this list at http://www.mcgcapital.chtWe are not including the

information contained on our website as a parbofhcorporating it by reference into, ti@aiarterly Report on Form 10-Q

Our access to current and future liquidity from barrowing facilities depends on several factars|uding, but not limited to: the credit qua
of our investment portfolio, including those invasints used to collateralize borrowing facilitidge tmagnitude of our investments in individ
companies and the industries in which they opemtecompliance with specific covenants in eachrdging agreement; and the specific
provisions of our borrowing facilities.
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Certain of our borrowing facilities contain prowias that require that we apply a portion of thecpeals we receive from monetizations to pay
down a portion of the outstanding balances. Intemdias each of our borrowing facilities matutes iimportant that we have sufficient
liquidity available to repay our borrowing obligatis. We may obtain the liquidity for repayment af borrowing facilities from a number of
sources, including cash on-hand, the maturity onetimation of our investment portfolio, other bawng facilities and equity issuances, and
from other borrowing arrangements.

We fund all of our current debt facilities, exceptr private placement notes, through our bankrupgoyote, special-purpose, wholly owned
subsidiaries. Therefore, these subsidiaries’ assaysnot be available to our creditors. In somesaadvances under our debt facilities are
subject to certain collateral levels, collaterahlify, leverage and other restrictive covenants.dbfetinue to service those portfolio investments
that we use as collateral in our secured borroacidities.

P RIVATEP LACEMENTN OTES

As of September 30, 2011, we had one outstandimgssef fixed-term, unsecured notes, or the S&Y-A unsecured notes, with a total
balance of $8.7 million and an interest rate 06869 Under the terms of the most recent amendectammet for the Series 2007-A unsecured
notes, we are required to offer to repurchase sotds with a portion of certain monetization pratseat a purchase price of 102% of the
principal amount to be purchased. We are requoeaffer to repurchase these notes with 45% of &sh met proceeds of any sale of
unencumbered assets to reduce amounts outstanttieg the Series 2007-A unsecured notes as, and, wheim sales occur in the event of
proceeds of $5.0 million or more or otherwise asemi-annual basis, unless an event of default uorkeiof the financing subsidiary debt
facilities has occurred and is continuing, in whiese the percentage of net proceeds increas@8to\WBhen the Series 2007-A unsecured
notes mature, we expect to repay these notes étbroceeds from monetizations of our unencumbierexstments and unrestricted cash and
cash equivalents. As of September 30, 2011, thedliglated stockholders’ equity covenant of the &avPlacement Notes required that we
maintain a consolidated stockholders’ equity oflees than $425.0 million.

In March 2011, we prepaid in full the Series 200b##secured notes. In connection with the prepaymfkthte Series 2005-A unsecured notes
and pursuant to the terms set forth in the Sefi@5-2A unsecured notes note purchase agreemengidiégothe noteholders $17.4 million of
principal, $0.8 million in accrued interest andSillion in prepayment fees. Prior to the repaytmére Series 200B8-unsecured notes had
interest rate of 9.98%. We initially issued $50.0lion of the Series 2005-A unsecured notes in ®etd®005 and, prior to the March 2011
prepayment, had repurchased or prepaid in the ggggé32.6 million in principal.

C OMMERCIALL OANF UNDING T RUST

As of September 30, 2011, we had a $55.8 millidarxze outstanding under the SunTrust Warehousasset-backed commercial paper
conduit administered by SunTrust Robinson Humphiray, Structured to operate like a revolving crédddility, the SunTrust Warehouse is
secured primarily by MCG Commercial Loan Fundingsiits assets, including commercial loans that MGpital Corporation, the parent,
sold to the trust. The SunTrust Warehouse is fulgetthird parties through the commercial paper ravkith SunTrust Bank providing a
liquidity backstop through January 2013. The pdal@ammercial loans in the trust must meet certaguirements, such as term, average life,
investment rating, agency rating and industry diitgirequirements. The pool of commercial loanstalso meet certain requirements related
to portfolio performance, including required minimyportfolio yield and limitations on delinquenciasd charge-offs.

In January 2011, SunTrust Bank renewed this ligquif@icility through January 2013. The legal finadturity date of the SunTrust Warehous
January 2014 and the scheduled termination datenigary 2013. If a new agreement or extensiontisxecuted by January 2013, the Sun1
Warehouse enters a 12-month amortization perioshgluvhich principal under the facility is paid dowhrough orderly monetizations of
portfolio company assets that are financed in #edify. Any remaining balance must be repaid by danuary 2014 legal maturity date,
otherwise all or part of the associated collataray be forfeited. Prior to the commencement of amprtization period, net proceeds from
monetizations of collateral financed in the SunTkyarehouse must be reinvested in additional ca#tor used to repay the outstanding
borrowings. Under the terms of the renewal, investts in new collateral are limited to senior seduoans.
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Under the SunTrust Warehouse, we are requiredrtglyowith various covenants, reporting requiremertd other customary requirements
similar revolving credit facilities, including, vibut limitation, covenants related to: a) limitatsoon the incurrence of additional indebtedness
and liens; b) limitations on certain investmen)djroitations on certain restricted payments; djnteining a certain minimum stockholders’
equity; e) maintaining a ratio of total assetsqlegal liabilities and indebtedness not represkhtesenior securities) to total indebtedness
represented by senior securities, of the Compadyitarsubsidiaries, of not less than 1.8:1.0; gmddintaining minimum liquidity.

In addition to the asset coverage ratio descrilibede, borrowings under the SunTrust Warehousebgibubject to compliance with a
borrowing base that will apply different advanceesato different types of assets in MCG Commeiloiein Funding Trust’s portfolio.

Our SunTrust Warehouse also contains a provisianitieither Steven F. Tunney or B. Hagen Savidases to be involved actively in the
management of MCG and is not replaced by a persasonably acceptable to SunTrust within 90 consecaalendar days of such occurrel
we would be in default under such facility. Mr. ey resigned from MCG effective October 31, 201d Richard W. Neu was appointed as
the Chief Executive Officer. If SunTrust does notept Mr. Neu as a reasonably acceptable replademnénwe lose the services of Mr. Sav
and are unable to identify and hire a suitably ifjedl replacement, it could provide SunTrust witle right to accelerate the termination date of
that facility and entitle the administrative agémreunder to exercise available remedies, inctud@iling the collateral securing this facility
and applying the proceeds to reduce outstandingWwaorgs thereunder.

The following table sets forth the maturity of tBanTrust Warehouse, as well as the maturity ob#uairitized assets and the September 30,
2011 balance of securitized cash in this borroviaugity.

Maturities
Less than

After 5

(in thousands Total 1 year 1-3 years 4-5 years years
Borrowings $5582 $ — $55,82: $§ — $ —

Collateral

Securitized investmen 123,94¢ 4,551 58,511 54,67¢ 6,211
Cash, securitization accour 13,09¢ 13,09¢ — — —
Total collatera $137,04¢ $17,65( $58,51 $54,67¢ $6,211

C oMMERCIALL OANT RUST2006-1

As of September 30, 2011, we had $316.9 milliosexfuritized debt outstanding under the Commer@ahLTrust 2006-1, which matures in
April 2018. We retain all of the equity in the setimation. The pool of commercial loans in thestrsnust meet certain requirements, such as
asset mix and concentration, collateral coverage),tagency rating, minimum coupon, minimum spra&d sector diversity requirements. The
securitization included a five-year reinvestmenigag during which the trust was permitted to usagpal collections received on the
underlying collateral to purchase new collaterafrfrus.

The following table sets forth the maturity of tféility, as well as the maturity of the secuetizassets and the current balance of securitized
cash in this borrowing facility.

Maturities
Less than
After 5

(in thousands Total 1 year 1-3 years 4-5 years years
Borrowings @ $316,88( $80,17: $ — $ — $236,70°
Collateral

Fair value of securitized investmel 334,84° 892 117,51¢ 91,771 124,66¢

Fair value of equity investmen 20t — — — 2050

Cash, securitization accot 86,317 86,317 — — —

Total collatera $421,36¢ $87,20¢ $117,51¢ $91,77. $124,87:

Borrowings under the MCG Commercial Loan Trust 2a0écility are listed based on the contractualurigt date. The reinvestment
period for this facility ended on July 20, 2011 adidfuture principal collections from collateral the facility will be used to repay the
securitized debt. On October 20, 2011, the neximeay date for this facility, we used $80.2 milliohsecuritized cash in that facility
(primarily representing previous principal collects to repay a portion of the facility

® Equity investments do not have a stated maturitg.

We were able to use the cash in the securitizeduatcas well as proceeds from principal colletiohsecuritized investments, to originate
new loans until July 20, 2011. The reinvestmenigaeended on July 20, 2011 and all
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subsequent principal collections received will Bedito repay the securitized debt. On October @01 2he next payment date for this facility,
we used $80.2 million of securitized cash in tlility (primarily representing previous principaillections) to repay a portion of this facility.
Any additional principal collections or monetizatiproceeds that we receive from collateral usesttairitize this Commercial Loan Trust
2006-1 must be applied to the outstanding balahteab facility. Upon maturity of this facility, anremaining balance must be repaid,
otherwise all or part of the associated collateray be forfeited. As shown in the above table, yapants of principal of the collateral held by
this facility are expected to permit the repayman€ommercial Loan Trust 2006-1 prior to its Ai2018 maturity.

SBIC DEBENTURES

In December 2004, we formed a wholly owned subsjdi@olutions Capital I, L.P. Solutions CapitaLIP. has a license from the SBA to
operate as an SBIC under the SBIC Act. As of Sep&B0, 2011, the license gave Solutions CapitaR, the potential to borrow up to
$150.0 million, which is the maximum amount of datsling leverage available to single-license SBi@panies. The maximum amount of
outstanding leverage available to SBIC companigis multiple licenses is $225.0 million on an aggtegbasis.

In total, the SBA has approved and committed $15@lllon in borrowings to Solutions Capital |, L,RBubject to certain capital requirements
and customary procedures. We may use these furptsvae debt and equity capital to qualifying shimisinesses. We may use the
borrowings from the SBA to fund new originationswever, we may not use these borrowings to origidabt to certain companies that are
currently in our portfolio without SBA approval. &ddition, we may not use these funds for MCG’s,hrent company’s, working capital.

To realize the full $150.0 million potential borrimg for which we have received approval under gnggram, we needed to fund a total of
$75.0 million to Solutions Capital I, L.P., whictewnave done as of September 30, 2011. As of Septe3@h 2011, $108.6 million of SBA
borrowings were outstanding, and Solutions CapitialP. may borrow, subject to the SBA'’s approwad,to an additional $41.4 million to
originate new investments.

SBICs are subject to regulation and oversight BySBA, including requirements with respect to naimihg certain minimum financial ratios
and other covenants. Receipt of an SBIC licenss doeassure that an SBIC will receive SBA-guarashidebenture funding, which is
dependent upon continued compliance with SBA reguia and policies. The SBA, as a creditor, wiN&auperior claim to Solutions Capital
I, L.P.’s assets over our stockholders in the ewanliquidate Solutions Capital I, L.P. or the SBRercises its remedies under the SBA-
guaranteed debentures issued by Solutions Capltd? ] upon an event of default.

In March 2011, we formed Solutions Capital Il, L..&ad in May 2011, we submitted a license applicato the SBA for a second SBIC license
under Solutions Capital I, L.P. After discussiamvith the SBA, we elected to withdraw our applicatfor a second license until such time as
the SBA has an opportunity to evaluate, among dtfiegs, the organizational impact of our recestmecturing and any changes in
management. We may seek to re-file our applicgtioa second license within six months. There i@ssurance that, if filed, the SBA will
grant the additional license.

The following table sets forth the maturity of Sidms Capital |, L.P. debentures, as well as theunity of the investments and the current
balance of restricted cash in Solutions Capital®. as of September 30, 2011.

Maturities
Less than
1- After 5

(in thousands Total 1 year 3 years 4-5 years years
Borrowings $108,60( $ — $ — $ — $108,60(
Collateral

Fair value of debt investmer 175,64( — 3,77¢ 159,95¢ 11,90¢

Fair value of equity investmen 9,72¢ — — — 9,724

Cash, restricted accou 10,07¢ 10,07« — — —

Total collatera $195,43¢ $10,07¢ $3,77F $159,95¢ $ 21,63

@ Equity investments do not have a stated maturitg.da
As shown in the above table, the collateral in taglity exceeds the outstanding balance.

76



Table of Contents

W EIGHTED-A VERAGEB ORROWINGS ANIC OST OFF UNDS

The following table shows our weighted-average dwings, the weightedverage interest rate on all of our borrowingsiuiding amortizatior
of deferred debt issuance costs and commitment leesverage LIBOR, and the average spread to RIB®D 2011 and 2010:

For the nine months ended

(dollars in thousands September 30, 201 September 30, 201
Weighte(-average borrowing $ 521,65: $ 533,26¢
Average LIBOR 0.2%% 0.36%

Average spread to LIBOR, excludil
amortization of deferred debt issuance

costs 2.1¢ 2.3¢
Impact of amortization of deferred debt
issuance cos! 0.5¢ 0.51
Total cost of funds 2.98% 3.26%

The 2.98% weighted-average cost of funds for 2044 28 basis points less than the same period 0. 201s decrease resulted from a
23 basis-point decrease in the average spreadORIland a 7 basis-point decrease in average LIB@Rially offset by 2 basipeint increast
in the impact of amortization of deferred debt &ste costs.

L 1QuibIiTY AND C APITAL R ESOURCES—C OMMON S TOCK

We are a closed-end investment company that hetedléo be regulated as a BDC under the 1940 Awt.IR40 Act prohibits us from selling
shares of our common stock at a price below theeatiNAV of such stock, except in limited circumstas, including approval by our
stockholders of such a sale and certain determoimathy our board of directors.

O FF -B ALANCE SHEET A RRANGEMENTS
F INANCIALI NSTRUMENTS

We are party to financial instruments with off-brata sheet risk in the normal course of businessaet the financial needs of our customers.
These instruments include commitments to extendittaad involve, to varying degrees, elements eflitrrisk in excess of the amount
recognized in the balance sheet. We attempt td tiari credit risk by conducting extensive due dilige and obtaining collateral where
appropriate.

Commitments to extend credit include the unusetigges of commitments that obligate us to extendiitie the form of loans, participations
loans, guarantees, letters of credit and othenéiih commitments. Commitments to extend credit @lso include loan proceeds we are
obligated to advance, such as loan draws, rotatimgvolving credit arrangements, or similar tranigss. Commitments generally have fixed
expiration dates or other termination clauses aag raquire payment of a fee by the counterpartyc&many of the commitments are expe
to expire without being drawn upon, the total cotmmeint amounts do not necessarily represent futash cequirements.

We do not report the unused portions of these camerits on ou€onsolidated Balance Sheetas of September 30, 2011, we had

$23.1 million of outstanding unused loan commitrseas shown in the table below. We believe thabpearations, monetizations and
unrestricted cash will provide sufficient liquidity fund, as necessary, requests to draw on thdseded commitments. We estimate that the
fair value of these commitments was $0.1 milliosdzhon the fees that we currently charge to entersimilar arrangements, taking into
account the creditworthiness of the counterparkesm time to time, we provide guarantees or staheltbers of credit on behalf of our
portfolio companies. As of September 30, 2011, ae ho outstanding guarantees or standby lettersedit.

(in thousands As of September 30, 201
Af’;liﬁgte Affiliate Control
Unused commitments to portfolio companies Investments Investments Investments Total
Revolving credit facilities $ 7,34 $ 6,20C $ 3,294 $16,83¢
Other 4,00: 484 1,75( 6,237
Total unused commitments to portfolio compar $ 11,345 $ 6,684 $ 5,044 $23,07¢
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C ONTRACTUAL O BLIGATIONS
The following table shows our contractual obligatias of September 30, 2011:

(in thousands Payments Due by Period
Less thar
After 5

Contractual Obligations @) Total 1 year 1-3 years 4-5 years years
Borrowings

Term securitization®) $316,88( $80,17¢! $ — $ — $236,70°

Warehouse facility 55,82 — 55,82 — —

Unsecured note 8,71 — 8,71 — —

SBIC 108,60( — — — 108,60(

Total borrowings 490,01¢ 80,17: 64,53¢ — 345,30°

Interest payments on borrowin(© 72,47¢ 11,18¢ 20,15¢ 15,79( 25,33¢
Operating and capital leas 3,09¢ 2,16¢ 92¢ — —
Severance obligations remaining from 2011 restrugju® 4,031 3,11 91¢ — —
Total contractual obligatior $569,62: $96,64¢« $86,54¢ $15,79C $370,64!

@Excludes the unused commitments to extend credititcustomers of $23.1 million as discussed above.

® Borrowings under the MCG Commercial Loan Trust 2Q0@cility are listed based on the contractualurigt date. The reinvestment period
for this facility ended on July 20, 2011 and aliuite principal collections from collateral in theecflity will be used to repay the securitized
debt. On October 20, 2011, the next payment datthi® facility, we used $80.2 million of securdit cash in that facility (primarily
representing previous principal collections to sepgortion of the facility).

© Interest payments are based on contractual maamiythe current outstanding principal balanceunfbmrrowings and assume no changes in
interest rate benchmarks.

@ Represents remaining severance payments, bergfiesyed compensation, employer taxes that weldigabed to pay to employees who
were terminated as a result of the corporate refstring that we undertook in August 2011. Sszent Developmeniizr a discussion of our
corporate restructuring and the impact that weregt that the implementation of the restructurinijivave on our future expenses.

In addition to the contractual obligations setlidrt the preceding table, effective October 31,1201e entered into a Letter Agreement with
Mr. Steven Tunney in conjunction with his resigonatfrom our company. In conjunction with the Lettggreement, we are required to pay
Mr. Tunney specified severance payments, beneff&rred compensation, and employer taxes tot&ihg million, of which $1.4 million is
payable in less than one year and $1.3 millioraigple in one to three years. $&xent Developmerfiar a discussion of Mr. Tunney’s
resignation and other related management changes.

D ISTRIBUTIONS

As a BDC that has elected to be treated as a Ré@yemerally must distribute at least 90% of ouestment company taxable income and 90%
of any ordinary pre-RIC builin gains that we recognize in order to deduct ihistrons made (or deemed made) to our stockholdiersddition

for calendar years ended December 31, 2010 andreave were subject to a 4% excise tax to thersxteat we did not distribute (actually or
on a deemed basis): 98% of our ordinary incomeé#wmh calendar year; 98% of our capital gain netrirefor each calendar year; and any
income realized, but not distributed, in prior calar years. Beginning in 2011, we are subjectecif# excise tax to the extent that we do not
distribute (actually or on a deemed basis): 98%usfordinary income for each calendar year; 98.2%uo capital gain net income for each
calendar year; and any income realized but notildiged in prior calendar years.

We may not be able to achieve operating resultswhiallow us to make distributions at a specifiwel or to increase the amount of these
distributions. In addition, we may be limited inr@bility to make distributions due to the BDC ass®/erage test for borrowings applicable to
us as a BDC under the 1940 Act and due to prossiowour credit facilities and SBA regulationswié do not distribute a certain percentage of
our income annually, we will suffer adverse taxsouences, including possible loss of favorable taiQGreatment. We cannot assure
stockholders that they will receive any distribagoor distributions at a particular level. We magke distributions to our stockholders of
certain net capital gains. From December 2001 tjindseptember 30, 2011, we have declared distribsitdd $12.64 per share.
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The following table summarizes the distributionattive declared since January 1, 2010:

Dividends pet
Date Declared Record Date Payable Date Share

October 31, 201 December 15, 201 January 13, 201 $ 0.17
August 1, 201: September 14, 201 October 14, 201 $ 0.17
May 5, 2011 June 15, 201 July 15, 2011 $ 0.17
March 1, 2011 March 15, 201: April 15, 2011 $ 0.1t
November 2, 201 December 9, 201 January 6, 201 $ 0.14
August 3, 201( September 7, 201 October 4, 201 $ 0.1
April 29, 2010 June 2, 201! July 2, 201(C $ 0.11

If we determined the tax attributes of our 201 ¥ritistions as of September 30, 2011, 26% wouldrbe fordinary income and 74% would b
return of capital. However, actual determinatiohthe tax attributes of our distributions, includideterminations of return of capital, are made
annually as of the end of our fiscal year basedupo taxable income and distributions paid forftileyear and will be reported to each
stockholder on a Form 1099. Future distributioni take into account the requirements for us tdritigte the majority of our taxable income

to fulfill our distribution requirements as a RitBgether with an assessment of our current anaddsted gains and losses recognized or to be
recognized for tax purposes, portfolio transacti@vants, liquidity, cash earnings and our asse¢@ge ratio at the time of such decision.

Each year, we mail statements on Form 1099-DIVutostockholders, which identify the source of tsribution, such as paid from ordinary
income, paid from net capital gains on the salseciurities and/or a return of paid-in-capital suspwhich is a nontaxable distribution. To the
extent our taxable earnings fall below the totabant of our distributions for that fiscal year, @fon of those distributions may be deemed a
return of capital to our stockholders for tax pugp®. A portion of the distributions that we paigtockholders during fiscal years 2008, 2006,
2005, 2004 and 2003 represented a return of caaldetermine the tax attributes of our distribng as of the end of our fiscal year based
upon our taxable income for the full year and disitions paid during the full year. Therefore, #edmination of tax attributes made on a
guarterly basis may not be representative of theahtax attributes of distributions for a full yea

The following table reconciles GAAP net loss todhbe income before deductions for distributionstha nine months ended September 30,
2011 and the year ended December 31, 2010:

Nine months ende«
Year ended

(in thousands September 30, 201 December 31, 201
Net loss $ (44,149 $ (13,072
Difference between book and tax losses on inveds 48,95( (52,864

Net change in unrealized (appreciation) depreciadio investments not taxable ur
realized (51¢) 66,67
Capital losses in excess of capital g¢ 12,63¢ 4,861
Timing difference related to deductibility of lc-term incentive compensatic (6,08%) 1,59/
Taxable interest income on r-accrual loan:@ (83¢) 14,857
Dividend income accrued for GAAP purposes thabisyet taxable (5,840 (7,36¢)
Distributions from taxable subsidiari 1,82¢ 3,52¢
Federal tax provisio 29 1,801
Other, ne 1,97¢ 24
Taxable income before deductions for distributions $ 7,99¢ $ 20,03¢

® Results for the period ended September 30, 201dctehe reversal of interest we previously recagdion non-accrual loans of portfolio
investments that we monetized. In accordance \hrternal Revenue Service’s Code, we are reqtireecognize as taxable interest
income all interest that is owed to us by portf@@mpanies, including interest on those debt imaests that are on non-accrual status for
GAAP reporting purpose
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CRITICAL A CCOUNTING P oLICIES

TheseCondensed Consolidated Financial Statemantsbased on the selection and application otatiiccounting policies, which require
management to make significant estimates and aggmapThe following section describes our accaoumtpolicies associated with the
valuation of our portfolio of investments. For d filiscussion of our other critical accounting p@s and estimates, sklanagement’s

Discussion and Analysis of Financial Condition @esults of Operatiorin our Annual Report on Form 10for the year ended December !
2010.

V ALUATION OF | NVESTMENTS
F AIRV ALUEM EASUREMENTS AND ISCLOSURES

We account for our investments at fair value inoadance with Accounting Standard Codification Top#O—Fair Value Measurements and
Disclosures, or ASC 820. ASC 820 defines fair vagstablishes a framework for measuring fair vaduee expands disclosures about assets
and liabilities measured at fair value. ASC 820res “fair value” as the price that would be reeeivo sell an asset or paid to transfer a
liability in an orderly transaction between marfatticipants at the measurement date. This fairevekfinition focuses on exit price in the

principal, or most advantageous, market and pizest within a measurement of fair value, the dsaarket-based inputs over entity-specific
inputs.

ASC 820 establishes the following three-level highg, based upon the transparency of inputs téainealue measurement of an asset or
liability as of the measurement date:

ASC 820

Fair Value

Hierarchy Inputs to Fair Value Methodology

Level 1 Quoted prices in active markets for identical assetiabilities

Level 2 Quoted prices for similar assets or liabilitiesptpd markets that are not active; or other inphes are observable or can
corroborated by observable market data for sukiathnthe full term of the financial instrument;dats other than quoted prices
that are observable for the asset or liabilityinputs that are derived principally from, or corooated by, observable market
information

Level 3 Pricing models, discounted cash flow methodologiesimilar techniques and at least one significaatlel assumption |

unobservable or when the estimation of fair vakguires significant management judgm

We categorize a financial instrument in the failueshierarchy based on the lowest level of inpat th significant to its fair value
measurement. In the event that transfers betwesse tlevels were to occur in the future, we woutthgamize those transfers as of the ending
balance sheet date, based on changes in the nbsearfvable and unobservable inputs utilized tooperfthe valuation for the period.

Our investment portfolio is not composed of homagrrs debt and equity securities that can be valithda small number of inputs. Instead,
the majority of our investment portfolio is compds# complex debt and equity securities with uniqaatract terms and conditions. As such,
our valuation of each investment in our portfoBanique and complex, often factoring in numerauguwe inputs, including the historical and
forecasted financial and operational performanddefportfolio company, projected cash flows, markeltiples, comparable market

transactions, the priority of our securities conaplawith those of other investors, credit risk, fat rates, independent valuations and reviews
and other inputs too numerous to list quantitagivedrein.

D ETERMINATION OFF AIRV ALUE ING 00D F AITH

As a BDC, we invest primarily in illiquid securiigincluding debt and equity securities of privedenpanies. To protect our investments and
maximize our returns, we negotiate the structureaah equity security and the majority of the dsaturities in our investment portfolio. Our
contracts with our portfolio companies generaliglile many terms governing interest rate, repayngents, prepayment penalties, financial
covenants, operating covenants, ownership and catgpgovernance parameters, dilution parametergdktion preferences, voting rights, and
put or call rights. In some cases, our loan agre¢sraso allow for increases in the spread to #szlindex rate, if the portfolio company’s
financial or operational performance deteriorates o
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shows negative variances from its business planiarsbme cases, allow for decreases in the spféadncial or operational performance
improves or exceeds the portfolio company’s plaen&ally, our investments are subject to someicéstrs on resale and have no established
trading market. Because of the type of investmtraswe make and the nature of our business, duatian processes require analyses of
numerous market, industry and company-specifiofacincluding the performance of the underlyingeistment; the financial condition of the
portfolio company; changing market events; marketgs, when available; and other factors relevarié individual security.

There is no single approach for determining falugan good faith. Unlike banks, we are not peredtto provide a general reserve for
anticipated loan losses. As a result, for portfalieestments that do not have an active marketnwst apply judgment to the specific facts and
circumstances associated with each security tordete fair value.

Generally, we value securities that are tradetiénover-the-counter market or on a stock exchahtfeaverage of the prevailing bid and ask
prices on the date of the relevant period end. \\ueh market prices are not available, we use akvaluation methodologies to estimate the
fair value of our investment portfolio, which geally results in a range of fair values from which derive a single estimate of the portfolio
company’s fair value. To determine a portfolio camyp's fair value, we analyze its historical andjected financial results, as well as key
market value factors. In determining a securitgis ¥alue, we assume we would exchange it in aarbrdransaction at the measurement date.
We use the following methods to determine thevfalue of investments in our portfolio that are tratied actively:

. Majority-Owned Control Investmer—Majority-owned control investments comprise 18.5% of ouegtment portfolio. Marke
guotations are not readily available for these stwents; therefore, we use a combination of markdtincome approaches to determine
their fair value. Typically, private companies aaight and sold based on multiples of EBITDA, cilvs, net income, revenues or, in
limited cases, book value. Generally, we apply iplels that we observe for other comparable comganieelevant financial data for the
portfolio company. Also, in a limited number of easwe use income approaches to determine thesflaie of these securities, based on
our projections of the discounted future free démhis that the portfolio company will likely geneeaas well as industry derived capital
costs. Our valuation approaches for majority-owimegstments estimate the value were we to selkibitiee investment. These valuation
approaches assume the highest and best use of#stment by market participants and consider éheevof our ability to control the
portfolio compan’s capital structure and the timing of a potentidd. ¢

. Nor-Majority-Owned Control Investmer— Non-majority owned control investments comprise 1.2%wfinvestment portfolio. For o
non-majority owned control equity investments, vge the same market and income valuation approastgeksto value our majority-
owned control investments. For non-majority-ownedtool debt investments, we estimate fair valuagishe market yield approach
based on the expected future cash flows discouattée loans’ effective interest rates, based arestimate of current market rates. We
may adjust discounted cash flow calculations tteotfother market conditions or the perceived ¢nesk of the borrowet

. Nor-Control Investments—Non-control investments comprise 80.3% of our stieent portfolio. Quoted prices are not available f
81.0% of our non-control investments. For our nontml equity investments, we use the same markeirecome approaches used to
value our control investments. For non-control debéstments, we estimate fair value using a mayledtl approach based on the
expected future cash flows discounted at the loeffisttive interest rates, based on our estimateioent market rates. We may adjust
discounted cash flow calculations to reflect otimarket conditions or the perceived credit riskhef borrower

. Thinly Traded and Ovethe-Counter Securities—Generally, we value securities that are tradetiénover-the-counter market or on a
stock exchange at the average of the prevailingbiask prices on the date of the relevant penmt However, we may apply a
discount to the market value of restricted or thinhded public securities to reflect the impaeit tthese restrictions have on the value of
these securities. We review factors including thdihg volume, total securities outstanding andpmicentage ownership of securities to
determine whether the trading levels are activar€L&) or inactive (Level 2). As of September 3012, these securities represented
15.3% of our investment portfoli

Our valuation analyses incorporate the impactkbgtevents could have on the securities’ valuedyding public and private mergers and
acquisitions, purchase transactions, public oftesjdetters of intent and subsequent debt or egaigs. Our valuation analyses also include
external data, such as market changes and indestrgition benchmarks. We also use independent tiafuérms to provide additional data
points for

81



Table of Contents

our quarterly valuation analyses. Our general prags to obtain an independent valuation or reviéwaluation at least once per year for each
portfolio investment that had a fair value in exxe8$5.0 million, unless the fair value has othiserbeen derived through a sale of some or all
of our investment in the portfolio company or isew investment made within the last twelve monftssset forth in more detail in the

following table, in total, either we obtained awation or review from an independent firm, consédienew investments made or used market
guotes in the preceding twelve month period foR9®of the fair value of our investment portfolioasSeptember 30, 2011.

September 30, 201

Investments at Fair Value Percent of
Debt Equity Total
(dollars in thousands Debt Equity Total Portfolio Portfolio Portfolio
Independent valuations/reviews, recent transactionsr market
quotes
Independent valuation/review prepared
Third quarter 201 $152,91° $ 39,33t $192,25! 22.7% 26.2% 23.%
Second quarter 201 56,80¢ 16,83 73,64 8.4 11.2 8.9
First quarter 201 104,99° 3,83( 108,82 15.€ 25 13.2
Fourth quarter 201 116,74¢ 69,06 185,80¢ 17.5 45.¢ 22.F
Total independent valuations/reviews 431,47: 129,06( 560,53: 64.C 85.¢ 67.€
Fair value from
Market quotes (Level Z 116,95¢ 2,15¢ 119,11. 17.4 14 14.5
Pending sales of investments or letters of in 28,37¢ 14,64« 43,02: 4.2 9.8 5.2
Fair value from market quotes and
pending sales 145,33t 16,79¢ 162,13: 21.€ 11.2 19.7
New investments made during the 12 months ende
September 30, 2011 94,05! 1,19¢ 95,24¢ 14.C 0.8 11.€
Total portfolio evaluated 670,85¢ 147,05: 817,91: 99.€ 97.¢ 99.2
Not evaluated during the 12 months ended Septemb&60, 2011 3,00z 3,25¢ 6,26 0.4 2.2 0.8
Total investment portfolio $673,86: $150,31: $824,17: 100.(% 100.(% 100.(%

The majority of the valuations performed by theependent valuation firms utilize proprietary modatsl inputs. We have used, and intend to
continue to use, independent valuation firms tosjol® additional support for our internal analys@ar board of directors considers our
valuations, as well as the independent valuatiodsraviews, in its determination of the fair vabfeour investments. The fair value of our
interest rate swaps is based on a binding broketegwhich is based on the estimated net preséume d the future cash flows using a forward
interest rate yield-curve in effect as of the measient period.

Due to the uncertainty inherent in the valuationgess, such fair value estimates may differ sigaifily from the values that would have been
used had a ready market for the securities exiatedithe differences could be material. In addjtavanges in the market environment and
other events that may occur over the life of theegtiments may cause the gains or losses that ineatdty realize on these investments to d
from the valuations currently assigned.

R ECENT A CCOUNTING P RONOUNCEMENTS

T ROUBLED D EBT R ESTRUCTURING

In April 2011, Financial Accounting Standards BqasdFASB, issued\ccounting Standards Update 2011-02—A Creditor'seDeination of
Whether a Restructuring is a Troubled Debt Restmtiog) , or ASU 2011-02. This standard amends previoudange provided iccounting
Standards Codification 310-40—Receivables—Troubkelot Restructurings by CreditordASU 2011-02 provides additional guidance and
criteria on how companies should determine whedhestructuring or refinancing of an existing fingh receivable represents a troubled debt
restructuring. Companies must assess whether streicturing or refinancing of an existing finandiateivable is a troubled debt restructuring
in order to determine how to account for the reimgirunamortized portion of certain fees, such &gimation fees, associated with the original
debt investment. ASU 2011-02 is effective for tistfinterim period beginning on or after June 2611. We adopted this standard beginning
with the quarter ended September 30, 2011. Ourtamopf this update did not have a material impgatbur financial position or results of
operations.

F ARV ALUE

In May 2011, the FASB issugktcounting Standards Update No. 2011-04—Fair Valieasurement: Amendments to Achieve Common Fair
Value Measurement and Disclosure Requirements® GAAP and
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IFRSs, or ASU 2011-04. ASU 2011-04 clarifies the apgima of existing fair value measurement and disslesequirements, changes the
application of some requirements for measuringvalue and requires additional disclosure for ¥ailue measurements. The disclosure
requirements are expanded to include for fair vateasurements categorized in Level 3 of the fdireshierarchy: 1) a quantitative disclosure
of the unobservable inputs and assumptions ustetimeasurement; 2) a description of the valugirogesses in place; and 3) a narrative
description of the sensitivity of the fair valuedisanges in unobservable inputs and interrelatipedbetween those inputs. ASU 2011-04 is
effective for interim and annual periods beginnafiggr December 15, 2011, for public entities. W# adopt this standard beginning on
January 1, 2012. We are evaluating the impachyf that our adoption of this update may have anfioancial position or results of
operations. However, since this accounting staredapdiate primarily requires expanded disclosui@ed|to Category 3 financial assets and
liabilities, we do not anticipate that the implertation of this standard will have a significant iagp on our process for measuring fair values,
our financial position or results of operations.

| TEM 3. QUANTITATIVE AND Q UALITATIVE D ISCLOSURES ABOUT M ARKET R ISK

There were a number of indicators of modest gramthe United States’ economy during the first nmimenths of 2011. However, certain
leading and lagging indicators suggest rising aisHl volatility and increasing concerns about thaioaing expansion of the United States’
economy. In the event of renewed financial turraffiécting the banking system and financial markiéits financial position and results of
operations of certain of the middle-market compsumeour portfolio could be affected adversely, ethultimately could lead to difficulty in
their meeting debt service requirements and are@se in defaults.

Interest rate sensitivity refers to the changeaimimgs that may result from changes in the lef@iterest rates. Our net interest income is
affected by changes in various interest ratesudioy LIBOR, prime rates and commercial paper raissof September 30, 2011,
approximately 88.6% of our loan portfolio, at faalue, bore interest at a spread to LIBOR or priate, and 11.4% at a fixed interest rate. As
of September 30, 2011, approximately 76.8% of oanlportfolio, at fair value, had LIBOR floors be@n 1.0% and 3.0% on the LIBOR base
index and prime floors between 1.75% and 6.0%.thhee-month weighted-average LIBOR interest rate &t80% as of September 30, 2011.
Thus, the LIBOR floors in these loan investmenssém the impact of such historically low LIBOR gate

We regularly measure exposure to interest rate Viskassess interest rate risk and we manage teueh rate exposure on an ongoing bas
comparing our interest rate sensitive assets tintewrest rate sensitive liabilities. Based on thigew, we determine whether or not any
hedging transactions are necessary to mitigatesexpdo changes in interest rates. We also ertedgrivative transactions in connection with
our financing vehicles. During the quarter endeddia81, 2009, in connection with our financing \@hirequirements, we entered into two
interest rate swaps, having notional amounts of $8llion and $12.5 million at interest rates 0% and 13.0%, respectively. These swap
agreements expired in August 2011.

The following table shows a comparison of the iesérate base for our interest-bearing cash, outistg commercial loans, at cost, and our
outstanding borrowings as of September 30, 2011Dswmber 31, 2010:

September 30, 201 December 31, 201/
Interest Bearing Interest Bearing
Cash and Cash and
(in thousands Commercial Loans Borrowings Commercial Loans Borrowings
Money market rat $ 52,44 $ — $ 23,244 $ —
Prime rate 28,08¢ — 49,227 —
LIBOR
30-day 61,39! — 92,78 —
60-day 24C — — —
90-day 517,83¢ 316,88( 478,89¢ 311,88(
18C-day 18,92¢ — — —
Commercial pape — 55,82: — 100,25:
Fixed rate 110,79( 117,31° 257,53t 134,75
Total $ 789,71: $490,01¢ $ 901,69( $546,88:

Based on our September 30, 2011 balance shedtlliheing table shows the impact to net income yppdithetical base rate increases in
interest rates, assuming no changes in our investar& borrowing structure. The impact to net inearhhypothetical base rate decreases in
interest rates is not shown in the
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following table because as of September 30, 20ELguarterly average LIBOR was 0.30% and a 100skpasint decrease could not occur:

(dollars in thousands

Net Income
Interest Interest
Basis Point Change Income Expense (Loss)
100 $ 1,891 $ 3,72 $ (1,83¢)
200 7,60: 7,454 14c¢
300 15,48¢ 11,18 4,30¢

We maintain a portion of our excess cash in seictieeest-bearing accounts. As we redeploy additioash into interest-bearing accounts and
we originate new investments, our sensitivity tieiast rate fluctuations and our net loss from goliyetical increase in interest rates should
decrease. As of September 30, 2011, we had aotodl70.4 million of unrestricted cash, restrictagh and cash in securitization accounts of
which $117.9 million was in non-interest bearing@mts. On October 20, 2011, the next paymentfdateur Commercial Loan Trust 2006-1
facility, we used $80.2 million of securitized castthat facility (primarily representing previopsncipal collections) to repay a portion of that
facility. Subsequent collections of principal the receive from collateral held by Commercial L@aast 2006-1 will be used to repay that
facility.

For each $10.0 million of cash in non-interest bepaccounts that we redeploy into variable interate investments, the net loss from our
sensitivity to interest rate fluctuations will deese by approximately $100,000 for each 100 bag mcrease in interest rates.

| TEM 4. CONTROLS AND P ROCEDURES
D 1scLoSUREC ONTROLS ANDP ROCEDURES

Our management, with the participation of our Cleigécutive Officer, Chief Financial Officer and @hAccounting Officer, evaluated the
effectiveness of our disclosure controls and praoesias of September 30, 2011. The term “disclosomérols and procedures” (as defined in
Rules 13a-15(e) and 15d-15(e) under the Exchangenfaans controls and other procedures of a comheatyare designed to ensure that
information required to be disclosed by a companieports that it files or submits under the Exa@eAct is recorded, processed, summarized
and reported, within the time periods specifiethima SEC’s rules and forms. Disclosure controls pnegedures include, without limitation,
controls and procedures designed to ensure thaniation required to be disclosed by a companhénréports that it files or submits under
Exchange Act is accumulated and communicated todhgany’s management, including its principal exi@e and principal financial

officers, as appropriate to allow timely decisioegarding required disclosure.

Management recognizes that any controls and preesdoo matter how well designed and operatedpoaride only reasonable assurance of
achieving their objectives and management necéssaplies its judgment in evaluating the cost-iiigmelationship of possible controls and
procedures. Based on the foregoing evaluation pflmelosure controls and procedures as of SepteBthe€2011, our Chief Executive Officer,
our Chief Financial Officer and our Chief Accourti®fficer concluded that, as of such date, ourld&ge controls and procedures were
effective at the reasonable assurance level.

| NTERNAL C ONTROL O VER F INANCIAL R EPORTING

No change in our internal control over financiglaging (as defined in Rules 1-15(f) and 15dt5(f) under the Exchange Act), occurred du
the fiscal quarter ended September 30, 2011 tlsattzderially affected, or is reasonably likely tatarially affect, our internal control over
financial reporting.
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PART Il. OTHER INFORMATION
| TEM 1. L EGAL P ROCEEDINGS .

From time to time, we are a party to certain lgirateedings incidental to the normal course oftuginess, including the enforcement of our
rights under contracts with our portfolio compani#hile we cannot predict the outcome of thesellpgaceedings with certainty, we do not
expect that these proceedings will have a matefiatt on our financial condition or results of ogtgons. During the quarter ended
September 30, 2011, there were no new or matezisldpments in legal proceedings.

| TEM 1A. RISK F ACTORS .

Investing in our common stock may be speculatigeimvolves a high degree of risk. You should carsidrefully the risks described bel
and all other information contained in this QuartteReport on Form 10-Q, including our financial tements and the related notes and the
schedules and exhibits to this Quarterly ReporForm 10-Q.

Set forth below and elsewhere in this Quarterlydepn Form 10-Q and in other documents that we\filth the SEC are descriptions of the
risks and uncertainties that could cause our acteallts to differ materially from the results cemiplated by the forward-looking statements
contained in this Quarterly Report on Form 10-QeTdescription below includes any material changesihd supersedes the description of,
the risk factors affecting our business previouclosed in “Part I, Item 1A. Risk Factors” of odnnual Report on Form 10-K for the fiscal
year ended December 31, 20

Substantially all of our portfolio investments arenot publicly traded and, as a result, there is unagainty as to the value of our portfolio
investments. If our determinations regarding the fér value of our investments were materially higherthan the values that we ultimately
realize upon the disposition of such investmentsuo NAV could be affected adversely.

In accordance with the 1940 Act and accountingqgipies generally accepted in the United Statescavey substantially all of our portfolio
investments at fair value as determined in goath tay our board of directors. Typically, there spublic market for the securities of the
privately held companies in which we have investad generally will continue to invest. As a reswi¢, value these securities quarterly at fair
value as determined in good faith by our boardigators.

Whenever possible, we value securities at marketeyaowever, only a small percentage of our inmesit portfolio is traded publicly. We
value the investments that are not publicly tralda@sked on various factors during our valuation pe@and our investment and valuation
committee reviews and approves these valuationstyfes of factors that may be considered in therdénation of the fair value of these
investments include public and private mergersagglisitions transactions, comparisons to pubtielded comparable companies, third-party
assessments of valuation, discounted cash flowses)| the nature and realizable value of any evHhtthe portfolio company’s earnings and
its ability to make payments, the markets in wttlod portfolio company does business, market-baseohg and other relevant factors. In
determining fair value in good faith, we generalhtain financial and other information from porttotompanies, which may include
unaudited, projected or pro forma financial infotima. Our board of directors also uses severalpeddent valuation firms to aid it in
determining the fair value of these investmentsaBese our valuations, and particularly the valumstiof private securities and private
companies, are inherently uncertain, they may tilatet over short periods of time and may be basezsttmates. Our determinations of fair
value may differ materially from the values thatulMbhave been used if a readily available markettfese investments existed and from the
amounts we may realize on any disposition of snghstments. If our determinations regarding thevfaiue of our investments were
materially higher than the values that we ultimatehlize upon the disposition of such investmentis, NAV could be affected adversely.

Economic downturns or lingering effects of a capitBmarket disruption and recession could impair ourportfolio companies’ financial
positions and operating results, which, in turn, cald harm our operating results.

Many of the companies in which we have made, or make, investments are, and may continue to beeptible to economic downturns or
recessions. During the recession that occurred faden2007 through
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mid-2009, the stock market declined and has natvered to pre-recession levels. The U.S. governimaestacted to restore liquidity and
stability to business, taxpayers and the finareyjatem, but there can be no assurance these myytebgrams, stimulus initiatives and tax
reductions either will continue or will have a letegm beneficial impact. In addition, equity andditenarkets were characterized by increa
asset prices, lower volatility and improved lig@ydbeginning in mid-2009. In the event of renewiggficial turmoil affecting the banking
system and financial markets, additional consadiitetf the financial services industry or signifitdinancial service institution failures, there
could be a new or incremental tightening in thelitnmarkets, low liquidity and extreme volatility fixed-income, credit, currency and equity
markets. To the extent that recessionary conditieasr, the economy remains stagnant or the ecorfaitsyto return to pre-recession levels,
the financial results of middle-market companiés those in which we invest, may experience detation, which ultimately could lead to
difficulty in meeting debt service requirements amdincrease in defaults.

Adverse economic conditions have decreased the adlsome of our loans and equity investments engebting after-effects of these
economic conditions, may further decrease suchevalbese conditions have contributed to, and cooitdinue to contribute to, additional
losses of value in our portfolio and decreasesiimrevenues, net income and net assets. If prothngdgavorable or uncertain economic and
market conditions could affect the ability of owrffolio companies to repay our loans or engageliquidity event, such as a sale, merger,
recapitalization or initial public offering. Theek, the number of non-performing assets may iser@ad the value of one or more of our
portfolio companies may decrease during such periddverse economic conditions also may decreasealue of collateral securing some of
our loans and the value of our equity investments.

Economic recessions or downturns could impair thekility of our portfolio companies to refinance or repay loans, which, in turn, could
increase our non-performing assets, decrease thelwa of our portfolio, reduce our volume of new loas and have an adverse effect on
our operating results.

A portfolio company’s failure to satisfy financiat operating covenants imposed by us or other ksntteuld lead to defaults and, potentially,

an acceleration of its loans and foreclosure osdtaired assets, which could trigger cross-defanlier other agreements and jeopardize our
portfolio company’s ability to meet its obligationader the debt securities that we hold. We mayriegpenses to the extent necessary to seek
recovery upon default or to negotiate new termé witlefaulting portfolio company.

If market constraints further prevent us from obtaining additional debt or equity capital, our liquidity could be affected adversely, our
business prospects could be impacted negatively, weuld lose key employees and our operating resukksuld be affected negatively.

The economic recession in the United States rabuita reduction in the availability of debt anduig capital for the market as a whole, and
financial services firms in particular. The effeofghe recession continue to constrain us andrath@panies in the financial services sector,
limiting or completely preventing access to marketsdebt and equity capital needed to maintairrajpens, continue investment originations
and to grow. On September 30, 2011, we withdrewapptication for a second license from the SBAerate an additional subsidiary
(Solutions Capital 1, L.P.) as an SBIC until suhe as the SBA has an opportunity to evaluate,reputher things, the organizational impact
of our recent restructuring and changes in manageniée will not be able to utilize SBA leverage bay that available through Solutions
Capital I, L.P. unless we receive a second licérmga the SBA. In addition, the available debt capihay be at a higher cost and/or less
favorable terms and conditions. Equity capitahisd may continue to be, difficult to raise becansegenerally are not able to issue and sel
common stock at a price below NAV per share witretatkholder approval. These economic and markaditions and inability to raise
capital have had a negative effect on our origamagirocess, curtailed our ability to grow and hagkgative impact on our liquidity and
operating results. The prolonged inability to reasiitional capital could further constrain ouwiidjty, negatively impact our business
prospects, cause the departure of key employeekauedan adverse impact on our operating results.

There may be circumstances where our debt investméencould be subordinated to claims of other credits or we could be subject to
lender liability claims.

Even though we have structured some of our invessreess senior loans, if one of our portfolio coniparwere to go bankrupt, depending on
the facts and circumstances, including the extemthich we provided managerial assistance to tbefglio company, a bankruptcy court
might recharacterize our debt investments and suborditlater a portion, of our claims to those of otheeditors. Holders of debt instrume
ranking senior to our investments typically wouldntitled to receive payment in full before weeiige any distributions. After
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repaying such senior creditors, such portfolio camypmay not have any remaining assets to use &y iigpobligation to us. We may also be
subject to lender liability claims for actions takey us with respect to a borrower’s business amstances in which we exercised control over
the borrower. It is possible that we could becontgexct to a lender’s liability claim, including atas associated with significant managerial
assistance that we may have provided to our p@téampanies

Investing in middle-market companies involves a hig degree of risk and our financial results may beffected adversely if one or more
of our significant portfolio investments defaults m its loans or fails to perform as we expect.

Our portfolio consists primarily of debt and equityestments in privately owned middle-market comes. Investing in middle-market
companies involves a number of significant riskgitally, the debt in which we invest may be rabetow investment grade by one or more
rating agency. Compared to larger publicly tradechganies, these middle-market companies may beviea&er financial position and
experience wider variations in their operating hlssuvhich may make them more vulnerable to ecoratnivnturns. Typically, these
companies need more capital to compete; howeweir,dbcess to capital is limited and their costagital is often higher than that of their
competitors. Our portfolio companies face intenm@getition from larger companies with greater ficiah technical and marketing resources
and their success typically depends on the maraldahents and efforts of an individual or a sngabup of persons. Therefore, the loss of any
of its key employees could affect a portfolio comya ability to compete effectively and harm itsdncial condition. Further, some of these
companies conduct business in regulated indugtragsare susceptible to regulatory changes. Traterk could impair the cash flow of our
portfolio companies and result in other eventshagbankruptcy. These events could limit a padfebmpanys$ ability to repay its obligatior
to us, which may have an adverse affect on therrem, or the recovery of, our investment in thiessinesses. Deterioration in a borrower’s
financial condition and prospects may be accommlloyedeterioration in the value of the loan’s cwfal.

Some of these companies cannot obtain financing fyoblic capital markets or from traditional cresfiturces, such as commercial banks.
Accordingly, loans made to these types of compgmise a higher default risk than loans made to emieg that have access to traditional
credit sources. Generally, little, if any, publidarmation is available about such companies. Tthegewe must rely on our employees’
diligence to obtain information necessary to makdl-imformed investment decisions. If we do not owmer material information about these
companies, we may not make a fully informed investhdecision, which could, in turn, cause us te lm®ney on our investments.

If we fail to invest a sufficient portion of our asets in qualifying assets, we could lose our BDCastis.

As a BDC, we may not acquire any assets other‘paadifying assets” unless, at the time of andradiiging effect to such acquisition, at least
70% of our total assets are qualifying assets. ;Tlwasnay be precluded from investing in potentialiractive investments if such investments
are not qualifying assets for purposes of the 1®et0If we fail to invest a sufficient portion ofio assets in qualifying assets, we could lose our
status as a BDC, which would have a material adveiffect on our business, financial condition aeglits of operations. In addition, there is a
risk that this restriction could prevent us fromking additional investments in our existing porifotompanies, which could cause our posi

to be diluted. We could also be forced to sellaarbf our investments to comply with the 1940 Aehich may result in us receiving
significantly less than the current value of sutkestments.

Portfolio company litigation could result in additional costs, the diversion of management time andseurces or have an adverse impact
on the fair value of one or more of our portfolio ompanies.

In the course of providing significant managerisdiatance to certain of our portfolio companiesmesy serve as directors on the boards of
such companies. To the extent that litigation arimat of our investments in these companies, welmeayamed as a defendant in such
litigation, which could result in additional costsd the diversion of management time and resoulicesldition, litigation involving our
portfolio companies could have an adverse impac¢herfair value of one or more of our portfolio qoamies.
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Our financial position and results of operations cald be affected adversely if a significant portiorof our portfolio were invested in
industries that experience adverse economic or bugss conditions.

From time to time, we target specific industriesvinich to invest on a recurring basis. This practiould concentrate a significant portion of
our portfolio in a specific industry. For exampées, of September 30, 2011, approximately 10.5% z8fb ®f the fair value of our investment
portfolio was composed of investments in the health and business services industries, respectifely industry in which we have
significant investment or revenue concentratiorifessifrom adverse business or economic conditiagghese industries have to varying
degrees, a material portion of our investment pbafcould be affected adversely, which, in turoyld adversely affect our financial position
and results of operations.

Our financial results could be affected adverselyfia significant portfolio investment fails to perfam as expected or if the value of a
portfolio company decreases.

Our total investment in companies may be signifi¢gadividually or in the aggregate. As a resuliaigignificant investment in one or more
companies fails to perform as expected, our firemeisults could be affected adversely and the itadmof the loss could be more significant
than if we had made smaller investments in a greatmber of companies.

Broadview Network Holdings, Inc., or Broadview, abticly traded competitive local exchange carrggrCLEC, serving primarily business
customers. As of September 30, 2011, we held pegfestock in Broadview with a $29.2 million fairlua. As of September 30, 2011, our
investment in Broadview represented 3.5% of thievialiue of our investment portfolio. During the @imonths ended September 30, 2011, we
recorded net investment losses of $73.8 millioatesl to our Broadview investment. In June 2011aBview terminated its previously
announced tender offer for $301.4 million of its31} % Senior Secured Notes, which mature in Septe2®E2, following Broadview's

review of market conditions. In addition, Broadviead $17.1 million of borrowings outstanding unidgrevolving credit facility which
becomes payable on February 23, 2012. We reflebtes liquidity events in the fair value of ouréstment as of September 30, 2011. The
bond market continued to be challenging duringttinee months ended September 30, 2011 and the Bewdd Senior Secured Notes were
recently downgraded. If Broadview is unable tomafice these debt facilities by their respectiveunitgtdates, the value of our portfolio
investment in Broadview could decline by up to thaining fair value and we may be required to geexe additional unrealized depreciation
on this investment. Also, if Broadvies/performance deteriorates or valuation multiptagmct further in future periods, we may be reggdiitc
recognize additional unrealized depreciation os itwestment. Our ability to recognize income froum investment in Broadview in future
periods depends on the performance and value afdsiew.

We operate in a highly competitive market for invement opportunities.

A number of entities compete with us to make theegyof investments that we make. We compete witigoand private funds, commercial
and investment banks, commercial financing comsaainel, to the extent they provide an alternativenfof financing, private equity funds.
Additionally, because competition for investmenpogunities generally has increased in recent yaansng alternative investment vehicles,
such as hedge funds, those entities have beguméstiin areas in which traditionally they have imoested. As a result of these entrants,
competition for investment opportunities has iniéed in recent years and may intensify furthethie future. Some of our existing and
potential competitors are substantially larger bade considerably greater financial, technical mwadketing resources than we do. For
example, some competitors may have a lower cdstnafs and access to funding sources that are @ilable to us. In addition, some of our
competitors may have higher risk tolerances oedffit risk assessments, which could allow thenotsider a wider variety of investments
establish more relationships than we can. Furthegmmoany of our competitors are not subject tordgrilatory restrictions and valuation
requirements that the 1940 Act imposes on us d3@. BVe cannot assure you that the competitive pressve face will not have a material
adverse effect on our business, financial condisiod results of operations. Also, as a result isfekisting and potentially increasing
competition, we may not be able to take advantdigetiactive investment opportunities from timetitne. We can offer no assurance that we
will be able to identify and make investments thie consistent with our investment objective.

We do not seek to compete primarily based on ttezast rates we offer. We believe that some ofconmpetitors make loans with interest rates
that are comparable to, or lower than, the ratesfies.
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We may lose investment opportunities if we do natah our competitors’ pricing, terms and structlfrece match our competitors’ pricing,
terms and structure, we may experience decreaseatexst income and increased risk of credit.loss

We have experienced a period of capital markets digption. This disruption has contributed to a decrease in our NAV and stock price,
and could have an adverse impact on our business@operations.

During the nine months ended September 30, 20Ht|ynall classes of assets in the financial sesvindustry and the securities markets
continued to be constrained and liquidity continteetle extremely limited. During this period, tHelgal markets continued to be characterized
by substantially increased volatility, short-sedliand an overall loss of investor confidence. Wbéetain recent economic indicators have
shown modest improvements in the capital markbé&se indicators could worsen. In the event of rexkfinancial turmoil affecting the

banking system and financial markets, additionakeotidation of the financial services industry sanificant financial service institution
failures, there could be a new or incremental &ghtg in the credit markets, low liquidity and extre volatility in fixed-income, credit,
currency and equity markets. In addition, the reskains that there could be a number of follow-facts from the credit crisis on our
business.

We may be unable to monetize assets in a challgmgarket environment that may preclude buyers frnoaking investments at the fair values
established by our board of directors. We are si#ie to the risk of significant loss, if we a@réed to discount the value of our investments
in order to monetize assets to provide liquidityund operations, meet our liability maturities andintain compliance with our debt covene
In addition, if the fair value of our assets deefirsubstantially, we may fail to maintain the BDsSet coverage ratios stipulated by the 1940
Act. Any such failure would affect our ability tesue senior securities, including borrowings, paiddnds and could cause us to breach ce
covenants in our credit facilities, which could eré&lly impair our business operations. Furtheetigalue degradation may result from
circumstances that we may be unable to controh as@ severe decline in the value of the U.Sadddl protracted economic downturn or an
operational problem that affects third parties @r@ngoing disruptive conditions could cause ooclsprice and NAV to decline, restrict our
business operations and adversely impact our sesfitiperations and financial condition. As of @eplber 30, 2011, our common stock was
trading at $3.96 per share, or at 61% of NAV.

Fluctuations in interest rates could affect our inome adversely.

Because we sometimes borrow to make investmentsietincome depends, in part, on the differend¢e/den the rate at which we borrow
funds and the rate at which we invest these fuBdsause a significant portion of our assets arilii@s are priced using various short-term
rate indices, including one-month to six-month LIBGommercial paper rates and the prime rate,nfiad of changes in market interest rates
or in the relationship between interest rate inslioeuld affect the interest rates earned on oerést-earning assets differently than the interest
rates we pay on interebearing liabilities. As a result, significant chasgn market interest rates could have a matedig@se effect on our n
income.

A significant increase in market interest rateslddwarm our ability to attract new portfolio compasiand originate new loans and investme
our non-performing assets could increase and the\ad our portfolio could decrease because ouwtithgy-rate loan portfolio companies may
be unable to meet higher payment obligations. ASegdtember 30, 2011, approximately 88.6% of thevidue of our loan portfolio was at
variable rates based on a LIBOR benchmark or prateeand approximately 11.4% of the fair value wf loan portfolio was at fixed rates. T
weightedaverage LIBOR interest rate was 0.29% as of Sepe®, 2011. As of September 30, 2011, approxiyatel8% of the fair value
our loan portfolio had LIBOR floors between 1.0%&10% on the LIBOR base index and prime floorsveen 1.75% and 6.0%. These floors
minimize our exposure to significant decreasesterest rates.

The downgrade in the U.S. credit rating could have material adverse effect on our business, finandiaonditions and results of
operations.

On August 5, 2011, Standard & Poor’s downgraded® credit rating to AA+ from its top rank of AAAhe current U.S. debt ceiling and
budget deficit concerns have increased the poigibfl other credit-rating agency downgrades ané@ewsnomic slowdown. The downgrade of
the U.S. credit rating could have a material adveffect on the financial markets and economic it in the United States and throughout
the world. Additionally, austerity measures necgstareduce the deficit could accelerate an alyedolwing economy in the near term.
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Downgrading of the U.S. credit rating could negelpvaffect the trading market for U.S. governmegdwsities and would likely affect the cre
risk associated with investments in U.S. Treaseousties. In addition, adverse market and econawmialitions that could occur due to a
downgrade of the U.S. credit rating on the Unitéat€s’ debt could result in rapidly rising interestes, a falling dollar, shakier financial
markets and slowing or negative economic growtthénear term. These events could adversely affedbusiness in many ways, including,
but not limited to, adversely affecting our portbotompanies’ ability to obtain financing, or obitiig financing but at significantly lower
valuations than the preceding financing roundanif of these events were to occur, it could haneterial adverse effect on our business,
financial condition and results of operations.

Our shares of common stock may continue to trade atiscounts from NAV, which limits our ability to raise additional equity capital.

Shares of closed-end investment companies frequgate at a market price that is less than the N#tkibutable to those shares. This
characteristic of closed-end investment compasiegparate and distinct from the risk that our N#&v share may decline. It is not possible to
predict whether our common stock will trade at,\ah@r below NAV. In the recent past, the stockBD{Cs as an industry, including shares of
our common stock, have traded below NAV and at hesoric lows as a result of concerns over ligyidieverage restrictions and distribution
requirements. When our common stock trades belWNAtV per share, we generally are unable to isslaitianal shares of our common stock
at the then-current market price without first atitag approval for such issuance from our stockbadcand our independent directors.

Stockholders may incur dilution if we sell shares foour common stock in one or more offerings at pries below the then-current NAV
per share of our common stock or if we issue debesurities that are convertible into shares of ourammon stock.

Since mid-2008, our common stock has traded camlgt and at times significantly, below NAV. Th84D Act prohibits us from selling
shares of our common stock at a price below theeatiNAV per share of our stock, subject to certaineptions. One of these exceptions
allows the sale of common stock at a price belowNf&he sale is approved by the holders of a mgjaf our outstanding voting securities
and by holders of a majority of our outstandingiv@tsecurities who are not affiliated persons qfamsl our board of directors make certain
determinations prior to any such sale.

If we were to sell shares of our common stock ba\o& per share, such sales would result in an imatedilution to the NAV per share.
This dilution would occur as a result of the sdlslttares at a price below the then-current NAVgbere of our common stock and a
proportionately greater decrease in a stockholdet&sest in our earnings and assets and votirggést in us than the increase in our assets
resulting from such issuance. The greater theréiffee between the sale price and the NAV per sitahee time of the offering, the more
significant the dilutive impact would be. Because humber of shares of common stock that couldhsssied and the timing of any issuance
is not currently known, the actual dilutive effeiftany, cannot currently be predicted.

If we raise additional funds by issuing more comrstotk or senior securities convertible into, oclengeable for, our common stock, ther
percentage ownership of our stockholders at tha twill decrease, and investors might experienkeiaoin.

We may in the future decide to issue preferred std¢ which would magnify the potential for gain or loss and the risks of investing in us
in the same way as our borrowings.

Because preferred stock is another form of leveeagkthe dividends on any preferred stock we miggue must be cumulative, preferred st
has the same risks to our common stockholdersmsvbiogs. Payment of any such dividends and repaymithe liquidation preference of
such preferred stock must take preference ovedatgends or other payments to our common stocldrsldand preferred stockholders are not
subject to any of our expenses or losses and arentitled to participate in any income or appréoiain excess of their stated preference. In
addition, holders of any preferred stock we migktie would have the right to elect members of dadof directors and class voting rights
certain matters, including changes in fundamenta¢stment restrictions and conversion to open-&tdsand, accordingly, could veto any
such changes.
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If we fail to qualify as a RIC, we will have to paycorporatedevel taxes on our income and our income availabfer distribution would be
reduced significantly or eliminated.

We have elected to be taxed for federal incomgtagoses as a RIC, under Subchapter M of the latt®&avenue Code. To qualify as a RIC
under the Internal Revenue Code, we must meeticearce-of-income, asset diversification and ahalistribution requirements and
maintain our status as a BDC, including:

* The annual distribution requirement for a RIC igs$&d if we distribute to our stockholders atde@0% of our ordinary income a
realized net short-term capital gains in excesegalized net londerm capital losses, if any, on an annual basisaBge we may u:
debt financing, we are subject to an asset covartgerequirement under the 1940 Act and we maguigect to certain financial
covenants under our debt arrangements that conttericertain circumstances, restrict us from makiisgributions necessary to
satisfy the distribution requirement. If we are biesto obtain cash from other sources, we coulddajualify for RIC tax treatment
and, thus, become subject to corpc-level income tax

» The income source requirement will be satisfiegiéfobtain at least 90% of our income for each f®en dividends, interest, gains
from the sale of stock or securities or similarrses.

» The asset diversification requirement will be degsif we meet certain asset diversification reguients at the end of each quarter
of our taxable year. To satisfy these requiremeaitieast 50% of the value of our assets must sboscash, cash equivalents,
U.S. government securities, securities of otherdRHDd other acceptable securities; and no more2b% of the value of our ass
can be invested in the securities, other than gb8ernment securities or securities of other RtEsne issuer, of two or more
issuers that are controlled, as determined undaicaple Internal Revenue Code rules, by us andateengaged in the same or
similar or related trades or businesses or of ceftpalified publicly traded partnerships.” Faiduto meet these requirements may
result in our having to dispose of certain invesitaguickly in order to prevent the loss of RICts$a Because most of our
investments will be in private companies, and,dfae, will be relatively illiquid, any such disptiens could be made at
disadvantageous prices and could result in substdogses

If we fail to qualify as a RIC for any reason aretbme subject to corporate-level income tax, thaltiag corporate-level taxes could
substantially reduce our net assets, the amountofme available for distribution and the amounouof distributions. Such a failure would
have a material adverse effect on our stockholaledsus.

A failure on our part to maintain our qualification as a BDC would significantly reduce our operatindlexibility.

If we were to continuously fail to qualify as a BD®@e might be subject to regulation as a registetesked-end investment company under the
1940 Act, which would significantly decrease ouergiing flexibility. In addition, failure to comphyith the requirements imposed on BDC:
the 1940 Act could cause the SEC to bring an eafoent action against us. For additional informatiarthe qualification requirements of a
BDC, see the disclosure under the captiem 1. Business—Regulatiohour Annual Report on Form 10-#r the fiscal year ended
December 31, 2010.

We have substantial indebtedness and, if we do nsérvice our debt arrangements adequately, our busass could be harmed materially

As of September 30, 2011, we had $490.0 millionwstanding borrowings under our debt facilities.dk September 30, 2011, the weighted-
average annual interest rate on all of our outstanidorrowings was 2.3%, excluding the amortizatibleferred debt issuance costs. Our
ability to service our debt arrangements dependeha on our financial performance and will be sdbjto prevailing economic conditions and
competitive pressures.

Under our warehouse financing facility, or SunTM&rehouse, funded through Three Pillars Funding@ Lan asset-backed commercial paper
conduit administered by SunTrust Robinson Humphiray, and our debt securitization through MCG Cceneral Loan Trust 2006-1, we are
subject to financial and operating covenants tastrict our business activities, including limitats that could hinder our ability to finance
additional loans and investments or to make theilligions required to maintain our status as a RiGer Subchapter M of the Internal
Revenue Code and impact our liquidity. In addititrese facilities include various affirmative arebative covenants, as well as certain cross-
default provisions, whereby a payment default @eseration under one of our debt facilities couhdgertain circumstances, constitute a def
under other debt facilities. In the event that éhisra breach of one of the covenants containedénof our debt facilities that has not been
cured within any
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applicable cure period the lenders thereunder wbale the ability to, in certain circumstances ete@te the maturity of the indebtedness
outstanding under that facility and exercise cartdher remedies. In addition, our subsidiariesehenld some of our loans to trusts that senr
the vehicles for our securitization facilities, aheése trusts, which are bankruptcy remote, hadllgtle to these assets. However, in the event
of a default on these loans held by the trustscowdd potentially bear losses to the extent thaff#lir value of our collateral exceeds our
borrowings. The fair value of our excess collaterat $200.2 million as of September 30, 2011.

Each of our SunTrust Warehouse and our debt seaiiiin through MCG Commercial Loan Trust 2006-quiees us to maintain credit ratings
for each loan in the collateral pools of theselitées as determined by specified internationakipendent rating agencies. We are subject to
periodic review and updates of these credit esémby these rating agencies that could cause pertibthe collateral to become disqualifie
eligible assets if credit estimates deterioratehtnevent that a portion of the eligible assetohees disqualified, loan payments that inure to
our benefit could be otherwise diverted to redusistanding debt within these facilities. Such déiens could be material in amount and could
hinder our ability to finance additional loans, ogte our business or make distributions to ourldtolders. In addition, if credit estimates
deteriorate significantly, an event of default deamination event could be triggered under thaséities, which would entitle the trustee or
administrative agent to exercise available remedlietuding selling the collateral securing theaeilities and applying the proceeds to reduce
outstanding borrowings under these facilities.

Under the terms of our Series 2007-A unsecuredsngéeare also subject to financial and operatingicants that restrict our business
activities, including our ability to incur certaamditional indebtedness, effect debt and stockradyases in specified circumstances or through
the use of borrowings or unrestricted cash, orgiaiglends above certain levels.

Decreases in the fair values of our portfolio compevestments, which we record as unrealized daggtion, could affect certain covenants in
our credit facilities. Our SunTrust Warehouse reggithat we maintain a consolidated tangible netiwaf not less than $450.0 million plus
50% of the proceeds from any equity issuances Bébruary 26, 2009. In the event that our investmeRrperience a significant amount of
unrealized depreciation, we could breach one oembthe covenants in our credit facilities, purgua which our lenders might, among other
things, require full and immediate payment. TheTBust Warehouse and MCG Commercial Loan Trust 2D@6e non-recourse to MCG, the
parent, therefore, in the event of a breach of@maore of the covenants, the lenders under ttegskties may only look to the collateral in
these facilities to satisfy the respective outsitagndbligations under the SunTrust Warehouse and@sMBOmmercial Loan Trust 2006-1. The
Series 2007-A unsecured notes require that we ainiatconsolidated stockholders’ equity of $425illian for the periods ending as of and
after June 30, 2011. As of September 30, 2011stmakholders’ equity was $496.5 million.

In addition to the credit facility, Solutions Cagdit, L.P. has issued SBA debentures that requires®IC to generate sufficient cash flow to
make required interest payments. Further, Solut@agsital I, L.P. must maintain a minimum capitafiaa that if impaired could materially and
adversely affect our liquidity, financial conditi@md results of operations. Our borrowings underSRA debentures are collateralized by the
assets of Solutions Capital I, L.P.

As a BDC, we are not permitted to incur indebtedragsssue senior securities, including prefertedls unless immediately after such
borrowing we have an asset coverage for total ongs (excluding borrowings by our SBIC facility) at least 200%. In addition, we may |
be permitted to declare any cash dividend or afistribution on our outstanding common stock, archase any such shares, unless, at the

of such declaration or purchase, we have an agsetage of at least 200% after deducting the amoiusiich dividend, distribution or purch:
price. If we are unable to meet this asset coveragegirement, we may not be able to incur additidiedt and may need to sell a portion of our
investments to repay some debt when it is disadgguus to do so, and we may not be able to makéditons until we are in compliance
with the 200% threshold requirement. As of Septan30e 2011, our asset coverage ratio was 230%.

If we are not able to refinance or renew our debt oare not able to do so on favorable terms, our opations could be affected adversely.

We cannot be certain that we will be able to reoewcredit facilities as they mature or to estdbliew borrowing facilities to provide capital
for normal operations, including new originatioR&flecting concern about the stability of the fioiah markets, many lenders and institutional
investors have reduced or ceased providing fungidmprrowers. Certain leading and lagging indicaisarggest near-term volatility and a
slowdown of the United States’ economy. If we amahle to renew or refinance such facilities andtdigh new facilities, at a
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reasonable size, our liquidity will be reduced ffigantly. Even if we are able to renew or refinarthese facilities or consummate new
borrowing facilities, we may not be able to do sdfavorable terms. If we are unable to repay an®antstanding under such facilities and
they are declared in default or if we are unableetew or refinance these facilities, our operationuld be affected adversely.

In addition to the SunTrust Warehouse, Solutiongii@hl, L.P. has issued SBA debentures that reqoir SBIC to generate sufficient cash
flow to make required interest payments. Furthetu®ns Capital I, L.P. must maintain a minimunpitalization that if impaired could
materially and adversely affect our liquidity, fir@dal condition and results of operations. Our baings under our SBA debentures are
collateralized by the assets of Solutions CapijthlP.

Historically, we have also purchased rated syndatativate debt in larger companies through oubalance sheet securitization trust—
Commercial Loan Trust 2006-1. This securitizedttmsluded a five-year reinvestment period, dunivigch the trust was permitted to use
principal collections received from repaymentshef tinderlying collateral to purchase new collatéah us. The reinvestment period ende:
July 20, 2011 and all future principal collectioeseived will be used to repay the securitized .d®ntOctober 20, 2011, we used $80.2 mil
of securitized cash in that facility (primarily megenting previous principal collections) to repayortion of this facility.

Our continued compliance with these requiremenpedds on many factors, some of which are beyonadantrol. Material net asset
devaluation in connection with additional borrowsngpuld result in an inability to comply with oublmation to restrict the level of
indebtedness that we are able to incur in relabahe value of our assets or to maintain a mininkenel of stockholders’ equity.

When we are a debt or minority equity investor in aportfolio company, we may not be in a position tdvave significant influence over
the entity. The stockholders and management of thgortfolio company may make decisions that could deease the value of our
portfolio holdings.

We make both debt and minority equity investmelts.these investments, we are subject to the hiska portfolio company may make
business decisions with which we disagree, andtihekholders and management of that company mayrisks or otherwise act in ways that
do not serve our interests. As a result, a podfotimpany may make decisions that could decreasealbie of our portfolio holdings and have
an adverse effect on our financial position andltsof operations.

Investments in equity securities involve a substaral degree of risk.

We have purchased and may purchase in the futunenom stock and other equity securities, includirsgrants. Although equity securities
historically have generated higher average totarms than debt securities over the long term,tgcgicurities may experience more volatility
in those returns than debt securities. The eqeitusties we acquire may fail to appreciate, deciimvalue or lose all value, and our ability to
recover our investment will depend on our portf@@mnpany’s success. Investments in equity secsliitieolve a number of significant risks,
including the risk of further dilution in the evesitadditional issuances. Investments in prefeseszlrities involve special risks, such as the
of deferred distributions, illiquidity and limitecbting rights.

You may not receive future distributions.

In the event that our asset coverage ratio fallevb@00%, we will be unable to make distributiomgiiour asset coverage ratio improves. If
do not distribute at least 90% of our investmemhpany taxable income annually, we will suffer adestax consequences, including the
possible loss of our status as a RIC for the apgpleperiod. We cannot assure you that you wikirgzany distributions or distributions at a
particular level. As of September 30, 2011, ouetssverage ratio was 230%. From December 200L¢tr&eptember 30, 2011, we declared
distributions totaling $12.64 per common share. Ruthe market dislocation, we suspended our Higtions from the third quarter of 2008
through the first quarter of 2010. We reinstateddistribution on April 29, 2010 and have contindedleclare a quarterly dividend since that
time; however, there can be no assurance thattdisons will continue in the future.

Future distributions will take into account the uggments for us to distribute the majority of ¢axable income to fulfill our distribution
requirements as a RIC, together with an assessvhent current and forecasted gains and lossegnéoed or to be recognized for tax
purposes, portfolio transactional events, liquiddgsh earnings and our asset coverage ratio éitibeof such decision. We may not be able to
achieve operating results or our business may exdbipn in a manner that will allow us to make aungufe distributions. In addition, we may
not be
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able to make distributions at a specific levelmincrease the amount of these distributions friome to time. Due to the BDC asset coverage
test applicable to us as a BDC, we may be limitedur ability to make distributions.

In the future, we may choose to pay distributions wh shares of our own common stock. In that case oy may be required to pay tax in
excess of the cash you receive.

While currently it is not our intention to do sogwnay in the future elect to distribute taxablddfwds that are payable, in part, in shares o
common stock. Under an IRS revenue procedure, wetraat a distribution of our stock payable witepect to our taxable years ending on or
before December 31, 2011, as a taxable dividerarifing other things, our stock is publicly tradadha established securities market and
stockholder may elect to receive his or her emtiséribution in either cash or our stock subjecatimitation on the aggregate amount of cas
be distributed to all stockholders, which must bleast 10% of the aggregate declared distribufi@xable stockholders receiving such
distributions will be required to include the falinount of the distribution as ordinary income (®dong-term capital gain to the extent such
distribution is properly designated as a capitah gividend). As a result, a U.S. stockholder mayréquired to pay tax with respect to such
distribution in excess of any cash received. If.&.l$tockholder sells the stock it receives astiblution in order to pay this tax, the sales
proceeds may be less than the amount includedamia with respect to the dividend, depending omiheket price of our stock at the time of
the sale. Furthermore, with respect to mas-. stockholders, we may be required to withhol8.lihcome taxes with respect to such distribu
including in respect of all or a portion of suckidend that is payable in stock. In addition, gignificant number of our stockholders decide to
sell shares of our stock in order to pay taxes omredistributions, it may put downward pressurahantrading price of our stock.

We may have difficulty paying our required distributions if we recognize income before, or without, reeiving cash representing such
income.

In accordance with applicable tax laws and regoifesti we include in taxable income certain amourdswe have not yet received in cash, ¢
as contractual paid-in-kind, or PIK, interest, inetg on loans that are on non-accrual status dgohakissue discount. PIK interest represents
contractual interest added to the loan balancedapedat the end of the loan term. We include in@eas loan balances resulting from
contractual PIK arrangements in taxable incomegdwvance of receiving cash payment. We may alsareéze income for tax purposes for
certain of our loans that are on non-accrual statusg/hich we are not currently receiving paymeitsaddition, we hold debt instruments that
have original issue discount, which may arise ifreeeive warrants in connection with the issuarfae debt instrument or in other
circumstances. We are required to include in inceah year a portion of the original issue discdliat accrues over the life of the obligation,
regardless of whether cash representing such ing®neeeived by us in the same taxable year. Sirecenay recognize income before, or
without, receiving cash representing such inconemay have difficulty meeting the requirement tribbute at least 90% of our investment
company taxable income to maintain tax benefita B$C. Accordingly, we may have to sell some of iowestments at times we would not
consider advantageous, raise additional debt dtyegapital or reduce new investment originatiomsreet these distribution requirements. If
we are not able to obtain cash from other sourgeanay fail to qualify as a RIC and, thus, be scidje corporate-level income tax.

The disposition of our investments may result in aatingent liabilities.

Most of our investments will involve private sedi@s. In connection with the disposition of an istreent in private securities, we may be
required to make representations about the busareséinancial affairs of the portfolio company iggd of those made in connection with the
sale of a business. We may also be required tarinig the purchasers of such investment to thergxteat any such representations turn o
be inaccurate or with respect to certain potetiailities. These arrangements may result in caggnt liabilities that ultimately yield funding
obligations that must be satisfied through ourmetf certain distributions previously made to us.

If we need to sell any of our investments, we mayohbe able to do so at a favorable price and, asrasult, we may suffer losses.

Our investments usually are subject to contraaiu#gal restrictions on resale or are otherwilsguild because there is usually no established
trading market for such investments. The illiquidif most of our investments may make it difficiadt us to dispose of them at a favorable
price. As a result, we may suffer losses. In additif we were forced to liquidate some or allloé investments in our portfolio on an exped
basis, the proceeds of such liquidation could peificantly less than the current fair value oflsirtvestments. We may be required to
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liquidate some or all of our portfolio to meet @abt service obligations or to maintain our quedifion as a BDC and as a RIC if we do not
satisfy one or more of the applicable criteria urtie respective regulatory frameworks.

Our business depends on our key personnel.

We depend on the continued services of our exexaffficers and other key management personnellogseof any of our executive officers or
key management personnel could result in ineffdiemnin our operations and lost business opporésnitvhich could have a negative impact
on our business. In addition, under our SunTrustéMause, if either Steven F. Tunney or B. Hagerill8aeases to be involved actively in the
management of MCG and is not replaced by a peesasonably acceptable to SunTrust within 90 consecoélendar days of such occurrel
we would be in default under such facility. Mr. Ty resigned from MCG effective October 31, 201d Richard W. Neu was appointed as
the Chief Executive Officer. If SunTrust does notept Mr. Neu as a reasonably acceptable replademnénwe lose the services of Mr. Sav
and are unable to identify and hire a suitably ifjedl replacement, it could provide SunTrust witle tright to accelerate the termination date of
that facility and entitle the administrative agdmreunder to exercise available remedies, inctudalling the collateral securing this facility
and applying the proceeds to reduce outstandingWwargs thereunder. On August 2, 2011, we annouacsatporate restructuring, which
included a reduction in force. As a result of tigEstructuring, the resignation of Mr. Tunney andterl developments, retaining key employees
and/or finding replacements may be more difficult.

Regulations governing our operation as a BDC will ffiect our ability to, and the way in which we, raig additional capital.

We have issued debt securities and may issue addlitiiebt securities, preferred stock and/or bommmey from banks or other financial
institutions, which we refer to collectively as fser securities,” up to the maximum amount perrditte the 1940 Act. Under the provisions of
the 1940 Act, as a BDC, we are permitted to issuméos securities only in amounts such that our Bi3€et coverage, as defined in the 1940
Act, equals at least 200% after each issuancenidissecurities. If the value of our assets deslimge may be unable to satisfy this test. If that
happens, we would be precluded from issuing sessiourities and paying dividends and we may be redquo sell a portion of our investments
and, depending on the nature of our leverage, reagdpuired to repay a portion of our indebtednésstiane when such sales may be
disadvantageous. In addition, the 1940 Act probib# from selling shares of our common stock atee elow the current NAV unless our
stockholders approve such a sale and our boartleuftdrs makes certain determinations.

Any change in the regulation of our business coulbdave a significant adverse effect on the profitalitly of our operations and our cost of
doing business.

Changes in the laws, regulations or interpretatadrtbe laws and regulations that govern BDCs, RERBICs or non-depository commercial
lenders could have a significant adverse effeawroperations and our cost of doing business. Waabject to federal, state and local laws
and regulations and are subject to judicial andiaidtnative decisions that affect our operatiofishése laws, regulations or decisions change,
or if we expand our business into jurisdictiond thave adopted requirements that are more strirtgantthose in which we currently conduct
business, we may have to incur significant expeimsesder to comply or we may have to restrict operations.

Our wholly owned subsidiary is licensed by the SBANd is subject to SBA regulations.

Our wholly owned subsidiary, Solutions Capital IPL, is licensed to operate as an SBIC and is asgpiby the SBA. The SBIC license allows
our SBIC subsidiary to obtain leverage by issuiBf\Syuaranteed debentures, subject to the issudreeapital commitment by the SBA and
other customary procedures. The SBA regulationgiregamong other things, that a licensed SBICxaergned periodically, by an SBA
examiner, to determine the SBIC’s compliance whth televant SBA regulations, and be audited byndapendent auditor.

Under current SBA regulations, a licensed SBIC mavide capital to those entities that have a talegiet worth not exceeding $18.0 million
and an average net income after federal incomes taseexceeding $6.0 million for the two most redestal years. In addition, a licensed

SBIC must devote 25% of its investment activityhose entities that have a tangible net worth roeeding $6.0 million and an average
annual net income after federal income taxes nceeding $2.0 million for the two most recent fisgahrs. The SBA regulations also provide
alternative size standard criteria to determingilglity, which depend on the industry in which thesiness is engaged and are based on factor
such as the number of employees and gross sales. Th
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SBA regulations permit licensed SBICs to make Itergh loans to small businesses and invest in th#yesecurities of such businesses. The
SBA also places certain limitations on the finagdierms of investments by SBICs in portfolio comiparand prohibits SBICs from providing
funds for certain purposes or to businesses imvgfehibited industries. Compliance with SBA regumirents may cause our SBIC subsidiary to
forego attractive investment opportunities thatrasepermitted under SBA regulations.

SBA regulations currently limit the amount thatirgée-license SBIC subsidiary may borrow up to aimaum of $150.0 million when it has at
least $75.0 million in private capital, receivesapital commitment from the SBA and has been thinargexamination by the SBA subsequent
to licensing. As of September 30, 2011, our SBIBs#diary had investments in 15 portfolio companiéth a total fair value of $184.8 million.
In January 2011, the SBA increased its total comeiit for potential borrowings from $130.0 milliom$150.0 million. As of September 30,
2011, $108.6 million of SBA borrowings were outstangy. We had funded $75.0 million through Septen8fkr2011, allowing us full access
the $150.0 million commitment from the SBA. Basedoar current funded capital as of September 301 280lutions Capital may borrow,
subject to the SBA's approval, up to an additidg#l.4 million to originate new investments.

The SBA prohibits, without prior SBA approval, ehange of control” of an SBIC or transfers that wbrdsult in any person (or a group of
persons acting in concert) owning 10% or more dfas of capital stock of a licensed SBIC. If oB1S subsidiary fails to comply with
applicable SBA regulations, the SBA could, depegdin the severity of the violation, limit or proftiis use of debentures, declare outstan
debentures immediately due and payable, and/or iifmfom making new investments. In addition, 8BA can revoke or suspend a license for
willful or repeated violation of, or willful or regated failure to observe, any provision of the SBEE or any rule or regulation promulgated
thereunder. These actions by the SBA would, in,tnegatively affect us because our SBIC subsidgour wholly owned subsidiary.

Our wholly owned SBIC subsidiary may be unable to rake distributions to us that will enable us to meebr maintain RIC status, which
could result in the imposition of an entity-level &x.

In order for us to continue to qualify for RIC taratment and to minimize corporate-level taxesywliebe required to distribute substantially
all of our net ordinary income and net capital gacome, including income from certain of our suliies, which includes the income from
our SBIC subsidiary. We will be partially dependentour SBIC subsidiary for cash distributions talele us to meet the RIC distribution
requirements. Our SBIC subsidiary may be limitedhi®/SBIC Act and SBA regulations governing SBI@srf making certain distributions to
us that may be necessary to maintain our statasRd€. If our SBIC is unable to make sufficienttdizutions to us to allow us to make the
required annual distributions to maintain our tate a RIC, and we are not able to obtain cash éther sources, we may fail to qualify as a
RIC and, thus, be subject to corporate-level incteme

The impact of recent financial reform legislation @ us is uncertain.

In light of current conditions in the U.S. and gibfinancial markets and the U.S. and global econdegislators, the presidential
administration and regulators have increased fheirs on the regulation of the financial servigeduistry. The Dodd-Frank Reform Act
became effective on July 21, 2010, although manyigions of the Dodd-Frank Reform Act have delagédctiveness or will not become
effective until the relevant federal agencies igsew rules to implement the Dodd-Frank Reform Avertheless, the Dodd-Frank Reform
Act may have a material adverse impact on the firuservices industry as a whole and on our bgsinesults of operations and financial
condition. Accordingly, we cannot predict the effde Dodd-Frank Act or its implementing regulagomill have on our business, results of
operations or financial condition.

Our stock price has been, and continues to be, vaile and purchasers of our common stock could incusubstantial losses.

The stock market in general and the market pricesédcurities of financial services companies, BB€s in particular, have experienced
extreme volatility that often have been unrelatedisproportionate to the operating performancgese companies. If current levels of market
volatility continue or worsen, there can be no emsce that we will not continue to experience avesse effect, which may be material, on our
ability to access capital and on our businessnfiied condition and results of operations.

The trading price of our common stock followingaffering may fluctuate substantially. The pricetlod common stock that will prevail in the
market after an offering may be higher or lowemnthkize price you paid and the liquidity of our commatock may be limited, in each case
depending on many factors, some of which are beyond
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our control and may not be related directly to operating performance. The market price and thedity of the market for our shares may
from time to time be affected by a number of fastevhich include, but are not limited to, the feliag:

our quarterly results of operatior

our origination activity, including the pace of,dacompetition for, new investment opportuniti
price and volume fluctuations in the overall stoc&rket from time to time

investor’ general perception of our company, the economygaméral market condition

actual or anticipated changes in our earningsuatdltions in our operating results or changebéreixpectations of securiti
analysts

the financial performance of the specific industiie which we invest on a recurring basis, inclgdivithout limitation, oul
investments in the communications, cable and heai¢hindustries

significant transactions or capital commitmentaubyor our competitor:
significant volatility in the market price and tiad volume of securities of BDCs or other finan@alvices companie
volatility resulting from trading in derivative sgfities related to our common stock including patdls or short trading position

potential future sales of debt securities convkgtilito or exchangeable or exercisable for our comstock or the conversion
such securities

changes in laws or regulatory policies or tax glings with respect to BDCs or RIC

loss of RIC status

the loss of a major funding source, including ofiew lenders or access to SBA levere
announcements of strategic developments, acquisiaad other material events by us or our compstito
departures of key personn

If any of these factors causes an adverse effeotiobusiness, our results of operations or owrfaial condition, the price of our common
stock could fall and investors may not be ableslbtheir common stock at or above their respegbiichase prices.

Certain provisions of the Delaware General Corporabn Law and our certificate of incorporation and bylaws could deter takeover
attempts and have an adverse impact on the price our common stock.

The Delaware General Corporation Law, our certifiaaf incorporation and our bylaws contain provisidhat may have the effect of
discouraging a third party from making an acqusitproposal for us. We have also adopted measusestay make it difficult for a third par
to obtain control of us, including provisions ofraertificate of incorporation dividing our boarfldirectors into three classes with the term of
one class expiring at each annual meeting of swdkins. These anti-takeover provisions may inkdlihange in control in circumstances that
could give the holders of our common stock the ofymity to realize a premium over the market pof@ur common stock.
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| TEM 2. UNREGISTERED SALES OF E QUITY SECURITIES AND U SE OF P ROCEEDS.

As part of our dividend reinvestment plan for oamenon stockholders, we may direct the plan adnatist to purchase shares of our comr
stock on the open market to satisfy dividend resttwent requests related to dividends that we payutstanding shares of our common stock.
In addition, for certain employees, we may be dektoéhave purchased through the net issuance céshmportion of the shares of restricted
stock previously issued under our 2006 Plan, foictvthe forfeiture provisions have lapsed to sgtibk respective employee’s income tax
withholding obligations. We retire immediately allch shares of common stock that we purchase imecbion with such net issuance to
employees. The following table summarizes the shafeommon stock that we have purchased durinly ebthe three months ended
September 30, 2011.

Total Number of
Shares Purchased ¢ Maximum Number (or
Approximate Dollar Value)
Part of Publicly
Total number Average Price Paic Announced Plans o of Shares that May Yet Be
Purchased Under the
Period/Purpose of shares per Share Programs Plans or Programs
July 1-31, 2011
Dividend reinvestmer
requirement@ 14,51¢ $ 6.0E®) n/e n/e
August 1- 31, 2011
Restricted stock vestir®© 4,53¢ $ 5.5(@ n/e n/e
September 1- 30, 2011
Restricted stock vestir®© 28,77 $ 3.9¢@ n/e n/e
Total shares / weightec
average price paid 47,83( $ 4.74 n/a n/a

® Represents stock purchased on the open marketiséysfividend reinvestment requests related todivedend we paid on July 15, 201

®) Represents the weighr-average purchase price per share, including conomissfor shares purchased pursuant to the terroaradividenc
reinvestment plar

© Represents shares repurchased from our employeesirection with the net issuance of shares tefgatimployee tax withholding
obligations in connection with the vesting of rested stock

@ Based on the weight-average closing share prices of our common stockeulates that the forfeiture restrictions lap:

| TEM 3. DEFAULTS U PON SENIOR S ECURITIES .
Not Applicable.
| TEM 4. RESERVED.

| TEM 5. OTHER | NFORMATION .
Not Applicable.
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| TEM 6. EXHIBITS .

The following table lists exhibits filed as parttbfs report, according to the number assignetiemtin ltem 601 of Regulation S-K. All
exhibits listed in the following table are incorptad by reference except for those exhibits denotéuke last column.

Incorporated by Reference

Exhibit Form and SEC Filing Date Filed with
No. Description File No. with SEC Exhibit No. this 10-Q
15.1 Letter regarding unaudited interim financial infation from *

Ernst & Young LLP, independent registered public
accounting firm

31.1 Certification of Chief Executive Officer pursuantRules *
13a-14(a) and 15d4(a) under the Securities Exchange A
1934, as amended, as adopted pursuant to Sectioof 30e
Sarbane-Oxley Act of 200z

31.2 Certification of Chief Financial Officer pursuait Rules *
13a-14(a) and 1544 (a) under the Securities Exchange Ai
1934, as amended, as adopted pursuant to Sectioof 30e
Sarbane-Oxley Act of 2002

31.3 Certification of Chief Accounting Officer pursuat Rules *
13a-14(a) and 15d4(a) under the Securities Exchange A
1934, as amended, as adopted pursuant to Sectioof 30e
Sarbane-Oxley Act of 200z

32.1 Certification of Chief Executive Officer pursuant18 U.S.C T
Section 1350, as adopted pursuant to Section 9@&of
Sarbane-Oxley Act of 200z

32.2 Certification of Chief Financial Officer pursuant18 U.S.C. T
Section 1350, as adopted pursuant to Section 9@&of
Sarbane-Oxley Act of 2002

32.3 Certification of Chief Accounting Officer pursuaot18 1)
U.S.C. Section 1350, as adopted pursuant to Segti6rof
the Sarbane«Oxley Act of 200z

* Filed herewith
Tt Furnished herewitt
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SIGNATURES

Pursuant to the requirements of the Securities &xga Act of 1934, the registrant has duly causisdréport to be signed on its behalf
the undersigned thereunto duly authorized.

MCG Capital Corporatio
Date: November 3, 201 By: /sl RicHARD W. N EU

Richard W. Neu
Chief Executive Officer

Date: November 3, 2011 By: Is/ STEPHENJ. BACICA

Stephen J. Bacice
Chief Financial Officer

Date: November 3, 2011 By: /s/ LINDA A. N IMMONS
Linda A. Nimmons
Chief Accounting Officer
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Exhibit 15.1
November 3, 201

The Board of Directors and Shareholders
MCG Capital Corporation

We are aware of the incorporation by referencéénRegistration Statements (Form S-8 No. 333-13ab65Form S-8 No. 333-167494)
pertaining to the Third Amended and Restated 2006I&yee Restricted Stock Plan of MCG Capital Coation and the Third Amended and
Restated 2006 Non- Employee Director RestrictediSRdan of MCG Capital Corporation of our reportethNovember 3, 2011 relating to the
unaudited consolidated interim financial statemamid schedules of MCG Capital Corporation incluiheis Form 10-Q for the three- and
nine- month periods ended September 30, 2011.

/sl ERNST & YOUNG LLP



Exhibit 31.1

I, Richard W. Neu, Chief Executive Officer of MCGfital Corporation, certify that:

1.
2.

| have reviewed this Quarterly Report on Forr-Q of MCG Capital Corporatior

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtagisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officers anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13z-15(f) and 15-15(f)) for the registrant and hay

(@) Designed such disclosure controls and procsgorecaused such disclosure controls and procedaoiee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

(b) Designed such internal control over financial réjpgr; or caused such internal control over finahetporting to be designed unc
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

(d) Disclosed in this report any change in the regi’s internal control over financial reporting thatooed during the registre’'s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrar's other certifying officers and | have discloseasdd on our most recent evaluation of internalroboter financia
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

(&) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; ant

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reportin

Dated this 3rd day of November, 2011.

By:

/s/ Richard W. Nel

Richard W. Neu
Chief Executive Officer



Exhibit 31.2

I, Stephen J. Bacica, Chief Financial Officer of @Capital Corporation, certify that:

1.
2.

| have reviewed this Quarterly Report on Forr-Q of MCG Capital Corporatior

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtagisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officers anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13z-15(f) and 15-15(f)) for the registrant and hay

(@) Designed such disclosure controls and procsgorecaused such disclosure controls and procedaoiee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

(b) Designed such internal control over financial réjpgr; or caused such internal control over finahetporting to be designed unc
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

(d) Disclosed in this report any change in the regi’s internal control over financial reporting thatooed during the registre’'s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrar's other certifying officers and | have discloseasdd on our most recent evaluation of internalroboter financia
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

(&) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; ant

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reportin

Dated this 3rd day of November, 2011.

By:

/sl Stephen J. Baci

Stephen J. Bacice
Chief Financial Officer



Exhibit 31.3

I, Linda A. Nimmons, Chief Accounting Officer of M& Capital Corporation, certify that:

1.
2.

| have reviewed this Quarterly Report on Forr-Q of MCG Capital Corporatior

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtagisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officers anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13z-15(f) and 15-15(f)) for the registrant and hay

(@) Designed such disclosure controls and procsgorecaused such disclosure controls and procedaoiee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

(b) Designed such internal control over financial réjpgr; or caused such internal control over finahetporting to be designed unc
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

(d) Disclosed in this report any change in the regi’s internal control over financial reporting thatooed during the registre’'s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrar's other certifying officers and | have discloseasdd on our most recent evaluation of internalroboter financia
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

(&) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; ant

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reportin

Dated this 3rd day of November, 2011.

By:

/s/ Linda A. Nimmons

Linda A. Nimmons
Chief Accounting Officer



Exhibit 32.1

Certification of Chief Executive Officer
Pursuant to 18 U.S.C. Section 1350, as adopted Puast to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report on FormQ@er the quarter endesleptember 30, 201{the “Report”) ofMCG Capital
Corporation (the “Registrant”), as filed with the Securitiedddixchange Commission on the date heredjdhard W. Neu, the Chief
Executive Officer of the Registrant, hereby certifythe best of my knowledge, pursuant to 18 U.S&2tion 1350 that:

(1) The Report fully complies with the requirementsSefiction 13(a) or 15(d) of the Securities Exchangeoh 1934, as amended; a

(2) The information contained in the Report faphesents, in all material respects, the finan@aldition and results of operations of
the Registrant

/s/ RicHARD W. N EU
Name: Richard W. Net
Title: Chief Executive Office
Date November 3, 201




Exhibit 32.2
Certification of Chief Financial Officer
Pursuant to 18 U.S.C. Section 1350, as adopted Puasit to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report on FormQ@er the quarter endeeptember 30, 2011{the “Report”) ofMCG Capital
Corporation (the “Registrant”), as filed with the Securitiegldixchange Commission on the date here@tdphen J. Bacicathe Chief
Financial Officer of the Registrant, hereby certify the best of my knowledge, pursuant to 18 U.S&&tion 1350 that:

(1) The Report fully complies with the requirementsSetction 13(a) or 15(d) of the Securities Exchangeoh 1934, as amended; a

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations of
the Registrant

/s/ STEPHENJ. BAcica
Name: Stephen J. Bacic
Title: Chief Financial Office
Date November 3, 201




Exhibit 32.3
Certification of Chief Accounting Officer
Pursuant to 18 U.S.C. Section 1350, as adopted Puasit to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report on FormQ@er the quarter endeeptember 30, 2011{the “Report”) ofMCG Capital
Corporation (the “Registrant”), as filed with the Securitieddadixchange Commission on the date heredfinida A. Nimmons, the Chief
Accounting Officer of the Registrant, hereby certib the best of my knowledge, pursuant to 18 O.Section 1350 that:

(1) The Report fully complies with the requirementsSetction 13(a) or 15(d) of the Securities Exchangeoh 1934, as amended; a

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations of
the Registrant

/s/ LINnDA A. N IMMONS
Name: Linda A. Nimmons
Title: Chief Accounting Office
Date November 3, 201




