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PART |
Item 1. Business
FORWARD-LOOKING STATEMENTS
Some of the statements in this Annual Report ctutstforward-looking statements, which relate tiufa events or our future

performance or financial condition. The forwardXow statements contained in this Annual Reporbive risks and uncertainties, including
statements as to:

i our future operating results;

. our business prospects and the prospects of otfolimicompanies;

i the impact of investments that we expect to make;

. our contractual arrangements and relationships thitd parties;

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

i the ability of our portfolio companies to achieheit objectives;

. our expected financings and investments;

i the adequacy of our cash resources and workingatapi

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

i the ability of our investment advisor to locatetahie investments for us and to monitor and adrt@nisur investments.

We use words such as “anticipates,” “believesg@xpects,” “intends” and similar expressionse tdentify forward-looking
statements. Our actual results could differ maltgrieom those projected in the forward-lookingtstaents for any reason, including the
factors set forth in “Risk Factors” and elsewhémehis Annual Report.

GENERAL

Ares Capital Corporation, a Maryland corporatiagéther with its subsidiary, where applicable, “Q\@apital,” the “Company” or
the “Registrant,” which may also be referred tévas,” “us,” or “our”) is a closed-end, non-diver&tl management investment company that
is regulated as a business development companyBId@” under the Investment Company Act of 1940tho “1940 Act.”"We were founde
in April 2004 and completed an initial public ofifiey of our common stock on October 8, 2004. Arepitalis investment objectives are to
generate both current income and capital apprecidirough debt and equity investments by primamlesting in U.S. middle market
companies, where we believe the supply of primapitel is limited and the investment opportunitee most attractive.

We primarily invest in first and second lien serimans and long-term mezzanine debt. First andrgklien senior loans generally
are senior debt instruments that rank ahead ofrdiraded debt of a




given portfolio company. These loans also havebtheefit of security interests on the assets opthéfolio company, which may rank ahead
of or be junior to other security interests. Meazdne debt is subordinated to senior loans andnegdly unsecured. In some cases, we may
also receive warrants or options in connection withdebt instruments. Our investments generatigesbetween $10 million and $30 milli
each, although the investment sizes may be mdessithan the targeted range. We also, to a lessemt, make equity investments in private
middle market companies. These investments areggnkess than $10 million each and made in cocijiom with loans we make to these
companies. In this Annual Report, we generallytheeterm “middle market” to refer to companies vatinual EBITDA between $5 million
and $50 million. EBITDA represents net income befoet interest expense, income tax expense, dapoecand amortization.

The first and second lien senior loans generallietsdated terms of three to ten years and the magzdebt investments generally
have stated terms of up to ten years, but the ¢agewerage life of such first and second lien $o@md mezzanine debt is generally between
three and seven years. However, there is no limthe maturity or duration of any security in owrffolio. The debt that we invest in
typically is not rated by any rating agency, buthedieve that if such investments were rated, theyld be below investment grade (rated
lower than “Baa3” by Moody’s or lower than “BBB by Standard & Poor’s). We may invest without Itrim debt of any rating, including
securities that have not been rated by any natiopretognized statistical rating organization.

We believe that our investment adviser, Ares Capienagement LLC (“Ares Capital Management” or ‘@stment advisor’)s able
to leverage the current investment platform, resesiand existing relationships with financial smwasfinancial institutions, hedge funds and
other investment firms of Ares Partners Managerfiamipany LLC and its affiliated companies (colleetiy “Ares”) to provide us with
attractive investments. In addition to deal flolg tres investment platform assists our investraduiser in analyzing, structuring and
monitoring investments. Ares’ senior principals éavorked together for many years and have subataperience in investing in senior
loans, high yield bonds, mezzanine debt and priggtaty. The Company has access to the Ares dtaffproximately 38 investment
professionals and to the 20 administrative profesds employed by Ares who provide assistancedowatting, legal, compliance and
investor relations.

While our primary focus is to generate current mecand capital appreciation through investmenfsshand second lien senior
loans and mezzanine debt and, to a lesser extgrity securities of private companies, we also magst up to 30% of the portfolio in
opportunistic investments. Such investments malpdecinvestments in high-yield bonds, debt and tycgécurities in collateralized debt
obligation vehicles and distressed debt or equitysties of public companies. We expect that thpegsic companies generally will have
debt that are nomvestment grade. As part of this 30% of the pdidfave may also invest in debt of middle marketg@anies located outsi
of the United States, which investments are natigrted to be in excess of 5% of the portfolidhag time such investments are made.

About Ares

Ares is an independent Los Angeles based firm Wslemployees that manages investment funds thatdgaproximately $6.5
billion of committed capital. Ares was founded 89¥ by a group of highly experienced investmenfgasionals.

Ares specializes in originating and managing asadisth the leveraged finance and private equigyk®ts. Ares’ leveraged finance
activities include the acquisition and managemésteaior loans, high yield bonds, mezzanine andiapsituation investments. Ares’ private
equity activities focus




on providing flexible, junior capital to middle nkat companies. Ares has the ability to invest aceosapital structure, from senior secured
floating rate debt to common equity.

Ares is comprised of the following groups:

. Capital Markets Group . The Ares Capital Markets Group currently manameariety of funds and investment vehicles
that have approximately $5.0 billion of committeapital, primarily focusing on syndicated seniorsed loans, high yield
bonds, distressed debt and other liquid fixed ineamrestments. The Capital Markets Group focusiesgrily on liquid
fixed income debt securities and other publiclgéw debt securities.

. Private Debt Group . The Ares Private Debt Group manages the assétsesfCapital. The Private Debt Group focuses
primarily on non-syndicated first and second lienisr loans and mezzanine debt.

i Private Equity Group . The Ares Private Equity Group manages ACOF, whi$ $750 million of committed capital.
ACOF generally makes private equity investmentsiddle market companies and in amounts substantatjer than the
private equity investments anticipated to be madardes Capital. The Private Equity Group gener&diguses on control-
oriented equity investments in under-capitalizechpanies or companies with capital structure issues.

Ares’ senior principals have been working togeti®a group for many years and have an averagecoR@vyears of experience in
leveraged finance, private equity, distressed deb¢stment banking and capital markets. They ackéd by a large team of highly-
disciplined professionals. Ares’ rigorous investmapproach is based upon an intensive, indeperfidamicial analysis, with a focus on
preservation of capital, diversification and actpartfolio management. These fundamentals undarks’ investment strategy and have
resulted in large pension funds, banks, insuranogpanies, endowments and high net worth individimsasting in Ares funds.

Ares Capital Management

Ares Capital Management, our investment adviseseiged by a dedicated origination and transacterelopment team of 8
investment professionals, including our Presideithael J. Arougheti, which team is augmented bgsAadditional investment
professionals, primarily its 18 member Capital MaskGroup. Ares Capital Management'’s investmentroitt@e has five members, including
Mr. Arougheti and 4 founding members of Ares. lliidn, Ares Capital Management leverages off ocdg\rentire investment platform and
benefits from Ares’ investment professionals’ sfigaint capital markets, trading and research eiggedeveloped through Ares industry
analysts. Aresindustry analysts currently maintain research ogr ®0 companies. Ares funds have made investrirenteer 650 companie
in over 30 different industries and currently holger 300 investments in over 30 different industrie

MARKET OPPORTUNITY

We believe the environment for investing in midaiarket companies is attractive for the followinggens:

i Consolidation of senior lenders. Between January 1990 and December 2004, the baselzonsolidation in the U.S.
financial services industry has reduced the nurober
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FDIC-insured financial institutions from approxirat 15,000 to 9,000. We believe that the remaifiimgncial institutions
have de-emphasized their service and product nfferio middle-market businesses in recent yedes/or of lending to
large corporate clients and managing capital markahsactions.

. Increase in demand for primary capital. A continuing preference for high-yield bond issaésve $150 million and a lack
of alternative financing sources have also resuittedsignificant increase in demand for primarpita, resulting in higher
rates of return with lower risk characteristics.@adence of this trend, the average deal sizkarhtgh-yield market has
grown from approximately $159 million in 1992 toredst $256 million in 2004 and, in 2004, fewer t!8a2% of the high-
yield issues raised less than $100 million.

. Large pool of uninvested private equity capital. We also believe there is a large pool of uninvegtidate equity capital fc
middle market companies. We expect that privatétgdiums will be active investors in middle marketmpanies and that
these private equity funds will seek to leveragartimnvestments by combining capital with seniarwsed loans and
mezzanine debt from other sources. During thefpastears, Ares has co-invested with more thapr®ate equity and
venture capital funds. Through these relationships contacts, we anticipate that we will have extednvestment
opportunities.

COMPETITIVE ADVANTAGES
We believe that we have the following competitidva@ntages over other capital providers in middlekeiacompanies:
Existing investment platform

Ares currently manages approximately $6.5 billioe@mmitted capital in the related asset classeyoflicated loans, high yield
bonds, mezzanine debt and private equity. We belfees’current investment platform provides a competiideantage in terms of acces
origination and marketing activities and diligerice Ares Capital.

Seasoned management team

Antony Ressler, Bennett Rosenthal, John Kissickawdd Sachs are all founding members of Ares wdrgeson Ares Capital
Management’s investment committee. These profeakidrave an average of over 20 years experierlegénaged finance, including
substantial experience in investing in leverageoho high yield bonds, mezzanine debt, distresebtiahd private equity securities. In
addition, our President, Michael J. Arougheti asoves on the investment committee and leads aatediorigination and transaction
development team of 8 investment professionaldu@ticg Mr. Arougheti), which team is augmented ye& additional investment
professionals, primarily its 18 member Capital MaskGroup. As a result of Ares’ extensive investneperience, Ares and its senior
principals have developed a strong reputation éncipital markets. We believe that this experieaffteds Ares Capital a competitive
advantage in identifying and investing in middlerked companies with the potential to generate p@sieturns.
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Experience and focus on middle market companies

Ares has historically focused on investments indi@dnarket companies and we will benefit from #mperience. Our investment
adviser uses Ares’ extensive network of relatiopshvith intermediaries focused on middle market ganies, including management teams,
members of the investment banking community, peiveuity groups and other investment firms with mh&res has had long-term
relationships. We expect this network will enabdeta attract well-positioned prospective portfammpany investments. In particular, our
investment adviser works closely with the Ares’ @alpMarkets Group investment professionals whorsee a portfolio of investments in
over 300 companies and provide access to an exéenstwork of relationships and special insighte industry trends and the state of the
capital markets.

Disciplined investment philosophy

In making its investment decisions, our investnaahtiser has adopted Ares’ long-standing, consisteestment approach that was
developed over 12 years ago by several of its fetsidhres Capital Management's investment philogapid portfolio construction involves
an assessment of the overall macroeconomic envenfrfinancial markets and company-specific researa analysis. Our investment
approach emphasizes capital preservation, lowilittand minimization of downside risk. In additido engaging in extensive due diligence
from the perspective of a long-term investor, ABapital Management’s approach seeks to reducérisikestments by focusing on:

. Businesses with strong franchises and sustainabhpetitive advantages;

i Industries with positive long-term dynamics;

. Cash flows that are dependable and predictable;

i Management teams with demonstrated track recomigeonomic incentives;

. Rates of return commensurate with the perceivd;rend

i Securities or investments that are structured afgbropriate terms and covenants.

Extensive industry focus

We concentrate our investing activities in indestnivith a history of predictable and dependablé fasvs and in which the Ares
investment professionals historically have had rsite investment experience. Since its inceptiohd87, Ares investment professionals
have invested in over 650 companies in over 3@uifit industries. Ares’ Capital Markets Group pdeg a large team of in-house analysts
with significant expertise and relationships inustties in which we are likely to invest. The CapMarkets Group financial analysts
maintain research on over 600 companies. Ares imas¥ professionals have developed long-term waiatiips with management teams and
management consultants in these industries, asawalibstantial information concerning these intkssand potential trends within these
industries. The experience of Ares’ investment @sefonals in investing across these industriesigimout various stages of the economic
cycle provides our investment adviser with accesmgoing market insights and favorable investnogpmiortunities.
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Flexible transaction structuring

We are flexible in structuring investments, theetypf securities in which we invest and the terssdeiated with such investments.
The principals of Ares have extensive experiencewide variety of securities for leveraged companiith a diverse set of terms and
conditions. This approach and experience shoultllermur investment adviser to identify attractimeéstment opportunities throughout the
economic cycle and across a company’s capitaltstreiso that we can make investments consistehtawit stated objectives.

Co-investment opportunities

We intend to co-invest with Ares funds (other t#g®OF) when we believe it will be advantageous fetado so. As a BDC, we
would not generally be permitted to invest in aoytfplio company in which Ares or any of its affites currently has an investment or make
any co-investments with Ares or its affiliates. Gequently, we intend to apply for an exemptive ofdem the SEC that would permit us to
co-invest with funds managed by Ares. Any such ovd# be subject to certain terms and conditiofisere is no assurance that the
application for exemptive relief will be granted thye SEC. Accordingly, we cannot assure you tr@aiGbmpany will be permitted to co-
invest with funds managed by Ares.

OPERATING AND REGULATORY STRUCTURE

Our investment activities are managed by Ares @aplanagement and supervised by our board of direca majority of whom are
independent of Ares and its affiliates. Ares Captanagement is an investment adviser that is texgid under the Advisers Act. Under our
investment advisory and management agreement, weedteed to pay Ares Capital Management an afrasa management fee based on
our total assets (other than cash and cash eqatsakaut including assets purchased with borrowedd), and an incentive fee based on our
performance.

As a BDC, we are required to comply with certaigulatory requirements. For example, we would noiegally be permitted to
invest in any portfolio company in which Ares oyaof its affiliates currently has an investmennuaike any co-investments with Ares or its
affiliates. However, we intend to apply for an exgive order from the SEC that would permit us, sabjo certain terms and conditions, to
co-invest with funds managed by Ares. Assumingipgcd a favorable exemptive order from the SEC,améicipate that, subject to certain
terms and conditions, funds managed by Ares (dttaar ACOF) may co-invest in the same portfolio camps as the Company due to
similarities in certain of their investment stratesg Such co-investments will be on terms and ¢ that are the same in all material
respects, subject to the availability of capitalifovestment on the part of the Company and of sach Ares fund and certain other
considerations.

Also, while we are permitted to finance investmargifg debt, our ability to use debt is limitectartain significant respects. We
borrow funds to make additional investments. Weridtto elect to be treated for federal income tap@ses as a regulated investment
company, or a RIC, under Subchapter M of the Code.

INVESTMENTS
We seek to create a diversified portfolio that wittlude first and second lien senior loans andzaeine debt by investing a range
$10 million to $30 million of capital, on averagathough the investment sizes may be more or Wssalso anticipate, to a lesser extent,

making equity investments in private middle mad@npanies. These investments will generally bettess $10 million each and
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made in conjunction with loans we make to thesepaomes. We expect that our target portfolio ovaetiwill include both first and second
lien senior loans and mezzanine debt, and, tosgtestent, private equity securities. In addit@originating investments, we may acquire
investments in the secondary market.

Structurally, mezzanine debt usually ranks sube@teiin priority of payment to senior loans andfteo unsecured. However,
mezzanine debt ranks senior to common and prefeqaitly in a borrowers’ capital structure. Typigalinezzanine debt has elements of both
debt and equity instruments, offering the fixedires in the form of interest payments associatel sgnior loans, while providing lenders an
opportunity to participate in the capital appreoiatof a borrower, if any, through an equity insrérhis equity interest typically takes the
form of warrants. Due to its higher risk profiledaoften less restrictive covenants as comparedrimsloans, mezzanine debt generally earns
a higher return than senior secured debt. The warassociated with mezzanine debt are typicaligateble, which allows lenders to receive
repayment of their principal on an agreed amoitrnaschedule while retaining their equity intenesthe borrower. Mezzanine debt also may
include a “put” feature, which permits the holdersell its equity interest back to the borrowea price determined through an agreed
formula.

We also intend, to a lesser extent, to make edguigystments in private middle market companiesnéiking an investment, in
addition to considering the factors discussed beloder “Investment Selection,” we also consideg &nticipated timing of a liquidity event,
such as a public offering, sale of the companydemption of our equity securities.

Our principal focus is to invest in first and seddien senior loans and mezzanine debt and, tesetextent, equity capital, of
middle market companies in a variety of industri&g generally target companies that generate pesitish flows. Ares has a staff of 16
investment professionals who specialize in speutifitistries. We will generally seek to invest imgmanies from the industries in which Ares’
investment professionals have direct expertise.folh@wing is a representative list of the industrin which Ares has invested.

i Aerospace and Defense
. Airlines

i Broadcasting/Cable

. Chemicals

. Consumer Products

d Energy

. Environmental Services
. Food and Beverage

i Gaming

. Health Care

. Homebuilding




. Lodging and Leisure

i Metals/Mining

i Paper and Forest Products

. Retail

i Supermarket and Drug

. Technology

. Wireless Telecom and Wireline Telecom

However, we may invest in other industries if we presented with attractive opportunities.

As a result of regulatory restrictions, we are p@tmitted to invest in any portfolio company in aiiAres or any affiliate currently
has an investment. However, we intend to applyafoexemptive order from the SEC that would permjtsubject to certain terms and
conditions, to co-invest with funds managed by Awmther than ACOF). Assuming receipt of a favorabtemptive order from the SEC, we
anticipate that, subject to certain terms and d@, funds managed by Ares (other than ACOF) nmainvest in the same portfolio
companies as the Company due to similarities itaceof their investment strategies. Such co-inwestts will be on terms and conditions
that are the same in all material respects, subjettte availability of capital for investment dretpart of the Company and of each such Ares
fund and certain other considerations.

In addition to such investments, we may investaupd% of the portfolio in opportunistic investmeirtsigh-yield bonds, debt and
equity securities in collateralized debt obligati@hicles, distressed debt or equity securitigsullic companies. We expect that these public
companies generally will have debt that is non-strent grade. We also may invest in debt of midaieket companies located outside of
the United States, which investments are not goated to be in excess of 5% of the portfolio attiime such investments are made.

INVESTMENT SELECTION

Ares’ investment philosophy was developed ovempthst 12 years and has remained consistent throtighaumber of economic
cycles. In managing the Company, Ares Capital Manant will employ the same investment philosophy paortfolio management
methodologies used by the investment professi@falses in Ares’ private investment funds.

Ares Capital Management’s investment philosophy @ortfolio construction will involve:

. an assessment of the overall macroeconomic envenhand financial markets;

i company-specific research and analysis; and

i with respect to each individual company, an emghasicapital preservation, low volatility and mitzation of downside
risk.




The foundation of Ares’ investment philosophy iteimsive credit investment analysis, a strict sdlssipline based on both market
technicals and fundamental valagented research and diversification strategy sAZapital Management will follow a rigorous procbasec
on:

. a comprehensive analysis of issuer creditworthinaskiding a quantitative and qualitative assesdroéthe issuer’s
business;

i an evaluation of management;

. an analysis of business strategy and industry $;eatd

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

Ares Capital Management seeks to identify thosgeissexhibiting superior fundamental risk-rewardfies and strong defensible
business franchises while focusing on relative @alfithe security across the industry as well astfe specific issuer.

Intensive due diligence

The process through which Ares Capital Managemeakes an investment decision involves extensivearebdnto the target
company, its industry, its growth prospects analiity to withstand adverse conditions. If thaise investment professional responsible for
the transaction determines that an investment oppity should be pursued, Ares Capital Managemélhewgage in an intensive due
diligence process. Though each transaction wilbime a somewhat different approach, the regulardiligence steps generally to be
undertaken include:

i meeting with management to get an insider’s viewhefbusiness, and to probe for potential weakisdsdausiness
prospects;

i checking management backgrounds and references;

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

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

. contacting customers and vendors to assess baittesagprospects and standard practices;

i conducting a competitive analysis, and comparieggBuer to its main competitors on an operatimgfcial, market share

and valuation basis;

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

. assessing asset value and the ability of physiéadstructure and information systems to handleigeted growth; and

i investigating legal risks and financial and accounsystems.
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Selective investment process

Ares Capital Management employs Ares’ credit recemdation process, which is focused on selectivatyawing investment
opportunities through a process designed to idetié# most attractive opportunities. Ares reviewd analyzes numerous investment
opportunities on behalf of its funds to determirt@chi investments should be consummated.

After an investment has been identified and diligehas been completed, a credit research and anadpsert is prepared. This rep
will be reviewed by the senior investment profesaldn charge of the potential investment. If seehior investment professional is in favor
of the potential investment, then it is presentethe investment committee. Members of the investrnemmittee have an average of over 20
years of experience in the leveraged finance marHléte investment generally requires the substartisgsensus of the investment commit
Additional due diligence with respect to any invesht may be conducted on our behalf by attornegisradependent accountants prior to the
closing of the investment, as well as other outsidisers, as appropriate.

Investment structure

Once we have determined that a prospective pastéaimpany is suitable for investment, we will wevith the management of that
company and its other capital providers, includgegior, junior, and equity capital providers, tausture an investment. We will negotiate
among these parties to agree on how our investimenxipected to perform relative to the other capitéhe portfolio company’s capital
structure.

Debt investments

We invest in portfolio companies in the form offiand second lien senior loans. These loans dgneaae terms of three to ten
years. We generally obtain security interests énassets of our portfolio companies that will sexseollateral in support of the repaymen
these loans. This collateral may take the formiref 6r second priority liens on the assets of dfplio company.

We structure our mezzanine investments primarilyresecured, subordinated loans that provide fatively high, fixed interest
rates that provide us with significant current iat# income. These loans typically have interesf-payments in the early years, with
amortization of principal deferred to the later igeaf the mezzanine debt. In some cases, we may ieid loans that, by their terms, convert
into equity or additional debt or defer paymentintérest (or at least cash interest) for the fest years after our investment. Also, in some
cases our mezzanine debt will be collateralized bybordinated lien on some or all of the assetiseoborrower.

In some cases our debt investments may provida partion of the interest payable to be paymerkint interest. To the extent
interest is payment-in-kind, it will be payabledhbgh the increase of the principal amount of tlaa Iby the amount of interest due on the
then-outstanding aggregate principal amount of such.lbathe case of our first and second lien semians and mezzanine debt, we tailol
terms of the investment to the facts and circunt&aif the transaction and the prospective pootfmimpany, negotiating a structure that
aims to protect our rights and manage our riskevbikating incentives for the portfolio companybhieve its business plan and improve its
profitability. For example, in addition to seekiagenior position in the capital structure of oartfplio companies, we will seek, where
appropriate, to limit the downside potential of cwestments by:

. requiring a total return on our investments (inahgdboth interest and potential equity apprecigtibat compensates us for
credit risk;
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. incorporating “put” rights and call protectiontmthe investment structure; and

i negotiating covenants in connection with our inwesits that afford our portfolio companies as muekilility in
managing their businesses as possible, consistdnpreservation of our capital. Such restrictiomsy include affirmative
and negative covenants, default penalties, lieteptimn, change of control provisions and boartitsgincluding either
observation or participation rights.

In general, Ares Capital Management includes fir@rmovenants and terms that require an issuexdoae leverage, thereby
enhancing credit quality. These methods inclugenéiintenance leverage covenants requiring a deiageeatio of debt to cash flow;
(i) maintenance cash flow covenants requiringraangasing ratio of cash flow to the sum of inteesgiense and capital expenditures; and
(iii) debt incurrence prohibitions, limiting a cowpy’s ability to relever. In addition, limitations on asset sales eaypiital expenditures shot
prevent a company from changing the nature ofuitsress or capitalization without consent.

Our debt investments may include equity featunesh @s warrants or options to buy a minority irgene the portfolio company.
Warrants we receive with our debt may require @nhominal cost to exercise, and thus, as a pasté@impany appreciates in value, we may
achieve additional investment return from this ggiriterest. We may structure the warrants to geyirovisions protecting our rights as a
minority-interest holder, as well as puts, or rigtd sell such securities back to the company, tipemccurrence of specified events. In many
cases, we will also obtain registration rightsammection with these equity interests, which mayude demand and “piggyback”
registration rights.

Equity investments

Our equity investments may consist of preferredtgdbat is expected to pay dividends on a curbesis or preferred equity that
does not pay current dividends. Preferred equitegly has a preference over common equity asstdlalitions on liquidation and
dividends. In some cases, we may acquire commoityetjugeneral, our equity investments will notdentrol-oriented investments and we
expect that in many cases we will acquire equitysges as part of a group of private equity irtees in which we are not the lead investor.
With respect to preferred or common equity investipewve expect to make investments that will gdhebe less than $10 million each and
made in conjunction with loans that we make toisiseers. In many cases, we will also obtain regfistn rights in connection with these
equity interests, which may include demand andygyback” registration rights.

ON-GOING RELATIONSHIPS WITH AND MONITORING OF PORTF OLIO COMPANIES

Ares Capital Management will closely monitor eagheistment we make, maintain a regular dialogue hatih the management te
and other stakeholders and seek specifically &ildinancial reporting. In addition, senior investmhprofessionals of Ares sometimes take
board seats or obtain board observation rightscedtly we have board seats or board observatidsign more than 50% of the operating
companies in our portfolio.

Post-investment, in addition to covenants and atbatractual rights, Ares will seek to exert sigraht influence through board
participation, when appropriate, and by activelykireg with management on strategic initiatives. #\adten introduces managers of
companies in which they have invested to otherfglastcompanies to capitalize on complementary heiss activities and best practices.
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In addition to various risk management and monitools, we intend to grade all loans on a schleto 4. This system is intended
to reflect the performance of the borrower’s busiehe collateral coverage of the loans and déwotors considered relevant. Under this
system, loans with a grade of 4 involve the leastunt of risk in our portfolio. The borrower is f@ming above expectations and the trends
and risk factors are generally favorable. Loanslgda3 involve a level of risk that is similar tethisk at the time of origination. The borrov
is performing as expected and the risk factorsiatgral to favorable. All new loans are initiallyaged 3. Loans graded 2 involve a borrower
performing below expectations and indicates thatidlan’s risk has increased materially since o&tion. The borrower is generally out of
compliance with debt covenants, however, loan paysare generally not more than 120 days pastkhrdoans graded 2, we expect to
increase procedures to monitor the borrower andatin@alue generally will be lowered. A loan graofel indicates that the borrower is
performing materially below expectations and thatloan risk has substantially increased sinceraign. Most or all of the debt covenants
are out of compliance and payments are substantiallnquent. Loans graded 1 are not anticipatdmeteepaid in full.

MANAGERIAL ASSISTANCE

As a BDC, we will offer, and must provide upon regly managerial assistance to our portfolio conggarihis assistance could
involve, among other things, monitoring the op@nadi of our portfolio companies, participating irab and management meetings,
consulting with and advising officers of portfotompanies and providing other organizational andrfcial guidance. We may receive fees
for these services. Ares Administration will progisuch managerial assistance on our behalf togliortfompanies that request this
assistance.

COMPETITION

Our primary competitors to provide financing to ailiel market companies will include public and pres&inds, commercial and
investment banks, commercial financing companiespivate equity funds. Many of our competitors substantially larger and have
considerably greater financial, technical and mémgeresources than we do. For example, some catmygeinay have access to funding
sources that are not available to us. In addisome of our competitors may have higher risk toleea or different risk assessments, which
could allow them to consider a wider variety oféstments and establish more relationships thaRwthermore, many of our competitors
not subject to the regulatory restrictions that1Bd0 Act will impose on us as a BDC. We expeaide the industry information of Ares’
investment professionals to which we will have asde assess investment risks and determine ajgopricing for our investments in
portfolio companies. In addition, we expect tha thlationships of the members of Ares Capital M@naent’'s investment committees and of
the senior principals of Ares, will enable us tarleabout, and compete effectively for, financipgartunities with attractive middle market
companies in the industries in which we seek testv

LEVERAGE

In October 2004, our wholly owned subsidiary Aregpifal CP Funding LLC (“Ares Capital CP"g single member, special purpc
limited liability company was established for tlimited purpose of entering into a credit facilith€ “Facility”). On November 3, 2004, Ares
Capital CP entered into the Facility, pursuant toclr Ares Capital CP may obtain up to $150 milliorfinancing for the acquisition of loans
from Ares Capital.

Under the Facility, funds are loaned to Ares C&jiifa by or through Wachovia Capital Markets, LL(pegvailing commercial pap
rates, or if the commercial paper market is attang unavailable at prevailing LIBOR rates, plusgach case, an applicable spread. The
funds are used for the simultaneous
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purchase by Ares Capital CP from the Company af logestments originated or otherwise acquiredheyGompany. Through this
simultaneous purchase from the Company by Arest@lapP with funds obtained by Ares Capital CP frtna Facility, the Company is able
to obtain the benefits of the Facility.

As part of the Facility, we are subject to limitats as to how borrowed funds may be used includisgictions on geographic
concentrations, sector concentrations, loan sagnent frequency and status, average life, codateterests and investment ratings as well
as regulatory restrictions on leverage which mégcathe amount of funds that Ares Capital CP miatpio. There are also certain
requirements relating to portfolio performancejuding required minimum portfolio yield and limitahs on delinquencies and charge-offs,
violation of which could result in the early amaettion of the Facility and limit further advancesder the Facility and in some cases could be
an event of default. Such limitations, requiremeatsl associated defined terms are as providdd tbe documents governing the Facility.
The interest charged on the funds is based onaimenercial paper rate plus 1.25% and payable glartes of December 31, 2004, the
commercial paper rate was 2.3152%. The Facilityrespn November 2, 2005 unless extended priont¢h slate for an additional 364 day
period with the consent of the lender. If the Fgcik not extended, any principal amounts therstauiding will be amortized over a 24 month
period through a termination date of November B72Q@nder the terms of the Facility, we are requiepay a one-time 0.25% structuring
fee and a 0.375% renewal fee on each of the twisfellowing the closing date of the Facility. Atidnally, we are also required to pay a
0.175% commitment fee for any unused portion ofRheility.

As of December 31, 2004, the principal amount aniding under the Facility was $55.5 million and asiset coverage for senior
securities was 388%.

We intend to continue borrowing under the Facilityhe future and we may increase the size of tuiliy or otherwise issue debt
securities or other evidences of indebtednessdriutture.

STAFFING

We do not currently have any employees and doxymat to have any employees. Services necessaoufdyusiness are provided
by individuals who are employees of Ares Capitahigement and Ares Administration, pursuant to ¢nms$ of the management agreement
and the administration agreement. Each of our akecafficers described under “Management” isemployee of Ares Administration
and/or Ares Capital Management. Our day-to-daystment operations will be managed by our investraduaiser. Most of the services
necessary for the origination and administrationwfinvestment portfolio are provided by investingmfessionals employed by Ares
Capital Management. Including Michael J. Aroughetir President who will also serve on Ares Capitahagement’s investment committee,
Ares Capital Management has 8 investment profealamho focus on origination and transaction dgwaelent and monitoring of our
investments. In addition, we will reimburse Aresnidistration for our allocable portion of expengasurred by it in performing its
obligations under the administration agreementuiting rent and our allocable portion of the cdsbar officers and their respective staffs.

REGULATION

We are a BDC under the 1940 Act and intend to étebe treated as a RIC under Subchapter M of trdeCAs with other
companies regulated by the 1940 Act, a BDC mustisdto certain substantive regulatory requiremérite. 1940 Act contains prohibitions
and restrictions relating to transactions betwasgsiness development companies and their affili@etuding any investment advisers or sub-
advisers), principal underwriters and affiliateglufse affiliates or underwriters and requires thatajority of the directors be persons other
than “interested persons,” as that term is define
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in the 1940 Act. In addition, the 1940 Act providkat we may not change the nature of our busisess to cease to be, or to withdraw our
election as, a BDC unless approved by a majorityunfoutstanding voting securities. A majority b toutstanding voting securities of a
company is defined under the 1940 Act as the lexfs€i) 67% or more of such compasyshares present at a meeting if more than 50¥e
outstanding shares of such company are presenepnesented by proxy or (ii) more than 50% of thiestanding shares of such company.

We may invest up to 100% of our assets in secar#@guired directly from issuers in privately négfetd transactions. With respect
to such securities, we may, for the purpose ofipubkale, be deemed an “underwriter” as thattés defined in the Securities Act. Our
intention is to not write (sell) or buy put or caftions to manage risks associated with the plyliliaded securities of our portfolio
companies, except that we may enter into hedgargsictions to manage the risks associated withestteate fluctuations. However, we may
purchase or otherwise receive warrants to purctheesseommon stock of our portfolio companies in @gtion with acquisition financing or
other investment. Similarly, in connection withaquisition, we may acquire rights to require gmiers of acquired securities or their
affiliates to repurchase them under certain cirdamses. We also do not intend to acquire secuigigged by any investment company that
exceed the limits imposed by the 1940 Act. Undes#hlimits, we generally cannot acquire more ti4moBthe voting stock of any registered
investment company, invest more than 5% of theevafwur total assets in the securities of onestmaent company or invest more than 10%
of the value of our total assets in the securitfédavestment companies in general. With regarthéd portion of our portfolio invested in
securities issued by investment companies, it shbalnoted that such investments might subjecstmakholders to additional expenses.
None of these policies are fundamental and mayhbaged without stockholder approv

RISK FACTORS THAT MAY AFFECT FUTURE RESULTS
We are a hew company with a limited operating histy.

We were incorporated in April 2004, completed atiahpublic offering of our common stock in Octat2004 and have a limited
operating history. We are subject to all of theibess risks and uncertainties associated with emybusiness, including the risk that we will
not achieve our investment objectives and thatéthee of our common stock could decline substdwgtial

Our investment adviser and the members of its invéisient committee have limited experience managing BDC.

The 1940 Act imposes numerous constraints on teeatipns of business development companies. Faongbea business
development companies are required to invest at 6 of their total assets primarily in secusitté private or thinly traded U.S. public
companies, cash, cash equivalents, U.S. governseentities and other high quality debt investméms mature in one year or less. Our
investment adviser and the majority of the membémur senior management only have limited expegemanaging or providing
management consultant services to an operating @eynguch as may be required of a BDC. Our investmdviser's and the members of its
investment committee’s lack of experience in manggi portfolio of assets under such constraints niager their ability to take advantage
of attractive investment opportunities and, assalteachieve our investment objectives.
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A failure on our part to maintain our status as a BDC would significantly reduce our operating flexibiity.

If we do not continue to qualify as a BDC, we mifbtregulated as a closed-end investment compadsr time 1940 Act, which
would significantly decrease our operating flextiil

The Company may not replicate Ares’ historical sucess.

Our primary focus in making investments differsnfrthose of other private funds that are or have Ine@naged by Areshvestmen
professionals. Further, our stockholders do notlavinterest in other Ares funds. While Ares Gapitay consider potential co-investment
participation in portfolio investments with otheres funds (other than ACOF), no investment oppditsiare currently under consideration
and any such investment activity will be subjectaimong other things, regulatory and independeatcomember approvals, the receipt of
which, if sought, cannot be assured. Accordinglg,cannot assure you that Ares Capital will repdicates’historical success, and we caut
you that our investment returns could be substiynt@ver than the returns achieved by those peviands.

We are dependent upon Ares Capital Management's kegersonnel for our future success and upon their aess to Ares investment
professionals.

We depend on the diligence, skill and network dfibess contacts of the members of Ares Capital iemant’s investment
committee. We also depend, to a significant exiemtAres Capital Management'’s access to the invastprofessionals of Ares and the
information and deal flow generated by Ares’ inwesit professionals in the course of their investraad portfolio management activities.
Our future success will depend on the continuediceiof Ares Capital Management'’s investment cortemitThe departure of any of the
members of Ares Capital Management’s investmentnaitt®e, or of a significant number of the investingmfessionals or partners of Ares,
could have a material adverse effect on our aldilitgchieve our investment objectives. In additiva,cannot assure you that Ares Capital
Management will remain our investment adviser at the will continue to have access to Ares’ invesitrprofessionals or its information
and deal flow.

Our financial condition and results of operation wil depend on our ability to manage future growth efectively.

Our ability to achieve our investment objectivepaleds on our ability to acquire suitable investraemd monitor and administer
those investments, which depends, in turn, on Sagsital Management'’s ability to identify, investand monitor companies that meet our
investment criteria. Accomplishing this result ooast-effective basis will be largely a functionAres Capital Management'’s structuring of
the investment process and its ability to providmpetent, attentive and efficient services to us. €ecutive officers and the members of
Ares Capital Management have substantial respditigibiin connection with their roles at Ares anithithe other Ares funds as well as
responsibilities under the investment advisory erahagement agreement. They may also be calledtogmovide managerial assistance to
our portfolio companies on behalf of our adminigiraThese demands on their time, which will inseeas the number of investments grow,
may distract them or slow the rate of investmembrider to grow, we and Ares Capital Managemeritneiéd to hire, train, supervise and
manage new employees. However, we cannot assuringbany such employees will contribute to thekaafrthe investment adviser. Any
failure to manage our future growth effectively kbhave a material adverse effect on our busirfeescial condition and results of
operations.
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Our ability to grow will depend on our ability to r aise capital.

We will need to periodically access the capital kets to raise cash to fund new investments. Unfblereconomic conditions cot
increase our funding costs, limit our access tactygtal markets or result in a decision by lendwtsto extend credit to us. An inability to
successfully access the capital markets could bumitability to grow our business and fully execote business strategy and could decrease
our earnings, if any. With certain limited excepowe are only allowed to borrow amounts suchdhatasset coverage, as defined in the
1940 Act, equals at least 200% after such borrowiing amount of leverage that we employ will dependur investment adviser’s and our
board of directors’ assessment of market and déwtors at the time of any proposed borrowing. \&enot assure you that we will be able to
maintain our current Facility or obtain anotheeliof credit at all or on terms acceptable to us.

We operate in a highly competitive market for invesment opportunities.

A number of entities compete with us to make theesyof investments that we plan to make in middieket companies. We
compete with other business development compapidsic and private funds, commercial and investniiamks, commercial financing
companies, insurance companies, high yield investadge funds, and, to the extent they providaitennative form of financing, private
equity funds. Many of our competitors are substdiytiarger and have considerably greater finanéghnical and marketing resources than
we do. Some competitors may have a lower costrdSiand access to funding sources that are ndabkeato us. In addition, some of our
competitors may have higher risk tolerances oedifit risk assessments, which could allow thenotmider a wider variety of investments
and establish more relationships than us. Furthexpmany of our competitors are not subject toréggilatory restrictions that the 1940 Act
will impose on us as a BDC. We cannot assure yatttie competitive pressures we face will not heaweaterial adverse effect on our
business, financial condition and results of openat Also, as a result of this competition, we maybe able to take advantage of attractive
investment opportunities from time to time, ande@@not assure you that we will be able to ideraifd make investments that meet our
investment objectives.

We will not seek to compete primarily based onittierest rates we will offer and we believe thahsof our competitors may ma
loans with interest rates that will be comparablertlower than the rates we offer.

We may lose investment opportunities if we do natah our competitors’ pricing, terms and structlireze match our competitors’
pricing, terms and structure, we may experiencesdased net interest income and increased riskeditdoss. As a result of operating in such
a competitive environment, we may make investmtasare on better terms to our portfolio compattes what we may have originally
anticipated, which may impact our return on thesestments.

We will be subject to corporate-level income tax ifve are unable to qualify as a RIC.
To qualify as a RIC under the Code, we must meshiceincome source, asset diversification and ahdistribution requirements.
The annual distribution requirement for a RIC i8sfieed if we distribute to our stockholders onamual basis an amount equal to at
least 90% of our ordinary income and realized hettsterm capital gains in excess of realized argtterm capital losses, if any, reduced by
deductible expenses. Because we may use debt ifiiggincthe future, we may be subject to certairebssverage ratio requirements undet
1940 Act and financial covenants under loan agregsrteat could, under certain circumstances, rtsts from making distributions
necessary to qualify as a RIC. If we are unable to

16




obtain cash from other sources, we may fail toifuak a RIC and, thus, may be subject to corpeatel income tax.

To qualify as a RIC, we must also meet certaintadisersification requirements at the end of eaalleredar quarter. Failure to meet
these tests may result in our having to (i) dispafsgertain investments quickly or (ii) raise adufial capital to prevent the loss of RIC status.
If we fail to qualify as a RIC for any reason aretbme or remain subject to corporate income taxrehulting corporate taxes could
substantially reduce our net assets, the amountofme available for distribution and the amounoof distributions. Such a failure would
have a material adverse effect on us and our stdd&hs.

We may have difficulty paying our required distributions if we recognize income before or without red¢eing cash representing such
income.

For federal income tax purposes, we will includénicome certain amounts that we have not yet receiiv cash, such as original
issue discount, which may arise if we receive wag& connection with the making of a loan or jilggsin other circumstances, or
contracted payment-in-kind interest, which représenntractual interest added to the loan balandedae at the end of the loan term. Such
original issue discount or increases in loan balaneill be included in income before we receive aogresponding cash payments. We also
may be required to include in income certain otrapunts that we will not receive in cash, inclugdifog example, non-cash income from
pay-in-kind securities and deferred payment seesrit

Since in certain cases we may recognize incomadefowithout receiving cash representing suchrimeowve may have difficulty
meeting the tax requirement to distribute an ameqguial to at least 90% of our ordinary income aadized net short-term capital gains in
excess of realized net long-term capital losseayf reduced by deductible expenses, to maintaistatus as a RIC. Accordingly, we may
have to sell some of our investments at times weldvoot consider advantageous, raise additional alebquity capital or reduce new
investment originations to meet these distributegquirements. If we are not able to obtain casimfather sources, we may fail to qualify ¢
RIC and thus be subject to corporate-level incoeme t

If a portfolio company defaults on a loan thattisistured to provide accrued interest, it is pdssibat accrued interest previously
used in the calculation of the incentive fee wdcbme uncollectible. The investment adviser isumoter any obligation to reimburse us for
any part of the incentive fee it received that Wwased on accrued income that we never receiveemili of a default by an entity on the
obligation that resulted in the accrual of suctoime.

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

We may issue debt securities or preferred stoclkctwive refer to collectively as “senior securitiéand borrow money from banks
or other financial institutions up to the maximumaunt permitted by the 1940 Act. Under the provisiof the 1940 Act, we will be
permitted, as a BDC, to incur indebtedness or issmér securities only in amounts such that osetsoverage, as defined in the 1940 Act,
equals at least 200% after such incurrence or imegudf the value of our assets declines, we mayriadle to satisfy this test, which would
prohibit us from paying dividends and could prevesmfrom maintaining our status as a RIC. If wengdrsatisfy this test, we may be required
to sell a portion of our investments and, dependimghe nature of our leverage, repay a portioounfindebtedness at a time when such sales
may be disadvantageous. As of December 31, 2004 s®et coverage for senior securities was 388%.
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We are not generally able to issue and sell oumgomstock at a price below net asset value peeskiée may, however, sell our
common stock, or warrants, options or rights tauregour common stock, at a price below the curnettasset value of the common stock if
our board of directors determines that such sdletise best interests of Ares Capital and itsldtotders, and our stockholders approve such
sale. In any such case, the price at which ourrgsuare to be issued and sold may not be lessdtprice which, in the determination of our
board of directors, closely approximates the mavkéie of such securities (less any commissiorigmodint). If our common stock trades at a
discount to net asset value, this restriction caualdersely affect our ability to raise capital.

In addition, we may in the future seek to secweitimir loans to generate cash for funding new imvests. To securitize loans, we
may create a wholly-owned subsidiary and contrilaup@ol of loans to the subsidiary. This coulduie the sale of interests in the subsidiary
on a non-recourse basis to purchasers who we vesyplelct to be willing to accept a lower intereséatinvest in investment grade loan
pools, and we would retain a portion of the eqiritthe securitized pool of loans. An inability taceessfully securitize our loan portfolio
could limit our ability to grow our business, fukkecute our business strategy and decrease aungsrif any. The securitization market is
subject to changing market conditions and we mayaable to access this market when we would wikerdeem appropriate. Moreover,
successful securitization of our loan portfolio titigxpose us to losses as the residual loans ichwire do not sell interests will tend to be
those that are riskier and more apt to generagefodhe 1940 Act may also impose restrictionserstructure of any securitization.

If our primary investments are deemed not to be quiifying assets, we could lose our status as a BDClme precluded from investing
according to our current business plan.

If we are to maintain our status as a BDC, we mostacquire any assets other than “qualifying &s'senless, at the time of and
after giving effect to such acquisition, at lea@¥%vof our total assets are qualifying assets. lhaguire senior loans, mezzanine investments
or equity securities from an issuer that has ontbtey marginable securities at the time we makmagstment, these acquired assets may not
be treated as qualifying assets. This results frmrdefinition of “eligible portfolio company” utker the 1940 Act, which in part looks to
whether a company has outstanding marginable $iesuri

Amendments promulgated in 1998 by the Board of @ums of the Federal Reserve System to Regulationder the Securities
Exchange Act of 1934 (the “Exchange Act”), expaddhe definition of marginable security to incluatey non-equity security. These
amendments have raised questions as to whetharadepcompany that has outstanding debt would fyuati an eligible portfolio company.

We believe that the senior loans and mezzaninestments that we propose to acquire should constifualifying assets because the
privately held issuers will not, at the time of duvestment, have outstanding marginable secuiftiethe reasons set forth in this paragraph.
First, we expect to make a large portion of ouestments in companies that, to the extent they hayeutstanding debt, have issued such
debt on terms and in circumstances such that selohsthould not, under existing legal precedent;seeurities” under the Exchange Act and
therefore should not be deemed marginable seautitider Regulation T. Second, we believe that, Idheodifferent position be taken such
that those investments may be securities, theylgdhstill not be marginable securities. In particuldebt that does not trade in a public
secondary market or is not rated investment grademerally not a margin eligible security under thles established by the self-regulatory
organizations, including the New York Stock Exchaagd National Association of Securities Dealdrat govern the terms on which broker-
dealers may extend margin credit. Unless the questiaised by the amendments to Regulation T heee bddressed by legislative,
administrative or judicial action that contradiots interpretation, we intend to treat as qualifyassets only those senior loans and mezz
investments that, at the time of our investmerd,issued by an issuer that does not have outsgaditass of margin eligible securities.
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Likewise, we will treat equity securities issuedaportfolio company as qualifying assets onlyifls securities are issued by a company that
has no margin eligible securities outstanding attifme we purchase such securities.

If there were a court ruling or regulatory decistbat conflicts with our interpretations, we coldde our status as a BDC or be
precluded from investing in the manner describeithisi Annual Report, either of which would have atenial adverse effect on our business,
financial condition and results of operations. Isaauling or decision also may require that wedse of investments that we made based on
our interpretation of Regulation T. Such dispositi@ould have a material adverse effect on us andtockholders. We may need to dispose
of such investments quickly, which would make ffidult to dispose of such investments on favorabhens. In addition, because these types
of investments will generally be illiquid, we magve difficulty in finding a buyer and, even if we find a buyer, we may have to sell the
investments at a substantial loss.

On November 1, 2004, the Securities and Exchangen@ssion proposed for comment two new rules unigeidrnvestment
Company Act of 1940 that are designed to realigndefinition of eligible portfolio company set fortinder the Investment Company Act of
1940, and the investment activities of BDCs, wiithit original purpose by (1) defining eligible dolio company with reference to whether
an issuer has any class of securities listed aatiamal securities exchange or on an automateddiedder quotation system of a national
securities association (“NASDAQ") and (2) perniiiy BDCs to make certain additional (“follow-onThvestments in those issuers even |
they list their securities on a national securiggshange or on NASDAQ. The proposed rules aradlge to expand the definition of eligible
portfolio company in a manner that would promote flow of capital to small, developing and finadigiaroubled companies. We cannot
assure you that these rules, or related rulesgramit of the comment process, will be approvethleySecurities and Exchange Commission.

Until the SEC or its staff has issued final ruldéghwespect to the issue discussed above, we w@rillicue to monitor this issue close
and may be required to adjust our investment focuw®mply with and/or take advantage of any futdleninistrative position, judicial
decision or legislative action.

We borrow money, which magnifies the potential foigain or loss on amounts invested and may increadeet risk of investing with us.

As of December 31, 2004, we had $55.5 million dastanding borrowings under our Facility. In order d@is to cover our annual
interest payments on indebtedness, we must achi@weal returns on our December 31, 2004 total asdeit least 0.90%. The interest rate
charged on our borrowings as of December 31, 20813166%. We intend to continue borrowing undeRaelity in the future and we may
increase the size of the Facility or otherwiseésdabt securities or other evidences of indebtedimethe future. Our ability to service our
debt depends largely on our financial performamakwill be subject to prevailing economic condiscnd competitive pressures. The
amount of leverage that we employ at any partictitae will depend on our investment adviser’'s andlwoard of directors’ assessment of
market and other factors at the time of any propdeerowing.

Our Facility imposes financial and operating coveadhat restrict our business activities, inclgdimitations that could hinder our
ability to finance additional loans and investmemt$o make the distributions required to maintaim status as a regulated investment
company under Subchapter M of the Internal Revé&unge. A failure to renew our Facility, or to addwer replacement debt facilities could
have a material adverse effect on our businesadial condition and results of operations.

Borrowings, also known as leverage, magnify theptal for gain or loss on amounts invested anerefore, increase the risks
associated with investing in our securities. Weentty borrow under
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our Facility and in the future may borrow from ssuie senior debt securities to banks, insuranc@a&oies, and other lenders. Lenders of
senior securities have fixed dollar claims on aursplidated assets that are superior to the clafroar common stockholders. If the value of
our consolidated assets increases, then leveraginlyl cause the net asset value attributable taoommon stock to increase more sharply
than it would have had we not leveraged. Conversfllge value of our consolidated assets decredesesraging would cause net asset value
to decline more sharply than it otherwise wouldénhad we not leveraged. Similarly, any increassuinconsolidated income in excess of
consolidated interest payable on the borrowed fuvmldd cause our net income to increase more thaould without the leverage, while &
decrease in our consolidated income would causmoete to decline more sharply than it would hiasd we not borrowed. Such a decline
could negatively affect our ability to make comnstack dividend payments. There is no assuranceatlateraging strategy will be
successful.

The following table is designed to illustrate tlfeet on return to a holder of our common stockhef leverage created by our use of
borrowing, at the interest rate of 3.56% as of Dawer 31, 2004 and assuming hypothetical annualngion our portfolio of minus 15 to pl
15 percent.

Assumed Return on Portfolio (Net of

Expenses)(1 -15.(% -10.(% -5.C% — 5.C% 10.(% 15.(%
Corresponding Return to Common
Stockholders(2 -21.%% -15.(% -8.1% -1.2% 5.7% 12.6% 19.5%

(1) The assumed portfolio return based on SEC reguktimd is not a prediction of, and does not repteser projected or actual
performance.

(2) In order to compute the “Corresponding Return ®on Stockholders,” the “Assumed Return on Raitf’ is multiplied by the total
value of our assets at December 31, 2004 to obtasssumed return to us. From this amount, allesteaccrued during the period is
subtracted to determine the return available tokstolders. The return available to stockholdethés divided by the total value of our |
assets as of December 31, 2004 to determine tleré€ponding Return to Common Stockholders.”

We will be exposed to risks associated with changisinterest rates.

General interest rate fluctuations may have a anhist negative impact on our investments and itneest opportunities and,
accordingly, may have a material adverse effedheestment objectives and our rate of return or#ted capital. Because we borrow money
to make investments, our net investment incomejpgeddent upon the difference between the rate ishwie borrow funds and the rate at
which we invest these funds. As a result, therebsano assurance that a significant change in martexest rates will not have a material
adverse effect on our net investment income. Tgagiices for debt that pays a fixed rate of retermd to fall as interest rates rise. Trading
prices tend to fluctuate more for fixed-rate se@sithat have longer maturities. Although we haggolicy governing the maturities of our
investments, under current market conditions weselkghat we will invest in a portfolio of debt geaky having maturities of up to 10 years.
This means that we will be subject to greater (igker things being equal) than a fund investedlgah shorter-term securities. A decline in
the prices of the debt we own could adversely atfee trading price of our shares.

When we are required to repay the amount paid to uderwriters by our investment adviser on our behalfin connection with our initial
public offering, we may have to realize losses artie amount that we have available for investment mabe reduced.

In connection with our initial public offering, oinvestment adviser paid to the underwriters, onb&half, an additional sales load
with respect to the offering of our shares in tggragate amount of $2,475,000. We are obligatedpay this amount, together with accrued
interest upon the occurrence of
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one or more of the following events on or beforedber 8, 2007: (a) if during any four calendar ¢elaperiod ending on or after October 8,
2005, the sum of (i) our aggregate distributionsuo stockholders and (ii) our change in net aggktfned as total assets less indebtedness)
equals or exceeds 7.0% of our net assets at therteg of such period (as adjusted for any shaeasces or repurchases) or (b) upon our
liquidation. If one or more of the above eventssinet occur on or before October 8, 2007, we vatllve obligated to repay this amount. To
meet our obligations to repay this amount while mgklistributions to our stockholders necessamnéintain our RIC status and avoid the
imposition of federal income and excise taxes, vag tmve to dispose of a portion of our investmehty. such disposition could result in ¢
realizing losses and reduce the amount that we éneaitable for investment.

Many of our portfolio investments are recorded at &ir value as determined in good faith by our boardf directors. As a result, there
will be uncertainty as to the value of our portfolb investments.

A large percentage of our portfolio investmentsrasepublicly traded. The fair value of investmettiat are not publicly traded may
not be readily determinable. We value these investmquarterly at fair value as determined in giadith by our board of directors. However,
we may be required to value our investments maguiently as determined in good faith by our boddirectors to the extent necessary to
reflect significant events affecting their valueh®ve appropriate, our board of directors may @tittze services of an independent valuation
firm to aid it in determining fair value. The typekfactors that may be considered in valuing ouestments include the nature and realizable
value of any collateral, the portfolio company’slipto make payments and its earnings, the marketvhich the portfolio company does
business, comparison to publicly traded companiisspunted cash flow and other relevant factorgaBse such valuations, and particularly
valuations of private investments and private camgss are inherently uncertain, may fluctuate @rent periods of time and may be based
on estimates, our determinations of fair value wiffer materially from the values that would hawseh used if a ready market for these
investments existed. Our net asset value couldibersely affected if our determinations regardimeg fair value of our investments are
materially higher than the values that we ultimateklize.

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

We generally make investments in private compai@abstantially all of these investments will bejeabto legal and other
restrictions on resale or otherwise are less ligjuésh publicly traded securities. The illiquiditfaur investments may make it difficult for us
to sell such investments if the need arises. Ilitiadd if we are required to liquidate all or a pon of our portfolio quickly, we may realize
significantly less than the value at which we hpxeviously recorded our investments. In additior,may face other restrictions on our
ability to liquidate an investment in a portfoliorapany to the extent that we or an affiliated manad Ares has material non-public
information regarding such portfolio company.

We may experience fluctuations in our quarterly reslts.

We could experience fluctuations in our quartepgmating results due to a number of factors, irolgithe interest rate payable on
the debt investments we make, the default rataioh mvestments, the level of our expenses, varatin and the timing of the recognition of
realized and unrealized gains or losses and theedeag which we encounter competition in our markatd general economic conditions. /
result of these factors, results for any periodutdhoot be relied upon as being indicative of perfance in future periods.
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There are significant potential conflicts of interest that could impact our investment returns.

Certain of our executive officers and directorgy arembers of the investment committee of our irmest adviser serve or may
serve as officers, directors or principals of othetities and affiliates of our adviser and investirfunds managed by our affiliates.
Accordingly, they may have obligations to investiorshose entities, the fulfillment of which mighot be in the best interests of us or our
stockholders or that may require them to devote tisnservices for other entities, which could ifger with the time available to provide
services to us. For example, Messrs. Ressler, RuaeKissick and Sachs each are and, will contiouge, founding members of Ares with
significant responsibilities for other Ares fundiié.. Ressler and Mr. Rosenthal are required to deaaubstantial majority of their business
time, and Mr. Kissick is required to devote a migyoof his business time, to the affairs of ACOFeA believes that the efforts of
Messrs. Ressler, Rosenthal and Kissick relativerés Capital and ACOF will be synergistic with dmeheficial to the affairs of each of Ares
Capital and ACOF.

Although other Ares funds generally will have diffat primary investment objectives than Ares Cépiteey may from time to time
invest in asset classes similar to those targetedrés Capital. Ares Capital Management will endeae allocate investment opportunities in
a fair and equitable manner, and in any event stersi with any fiduciary duties owed to Ares Cdpitevertheless, it is possible that we r
not be given the opportunity to participate in aarinvestments made by investment funds manageaavegtment managers affiliated with
Ares Capital Management.

As a result of regulatory restrictions, we are petmitted to invest in any portfolio company in aiiAres or any affiliate currently
has an investment. However, we intend to applyafoexemptive order from the SEC that would permjtsubject to certain terms and
conditions, to co-invest with the funds managed\bgs. Assuming receipt of a favorable exemptiveeofdom the SEC, we anticipate that,
subject to certain terms and conditions, Ares fujatiser than ACOF) may invest in the same portfobmpanies as the Company due to
similarities in certain of their investment stratey

We will pay management and incentive fees to Aragi@al Management, and will reimburse Ares Capitahagement for certain
expenses it incurs. As a result, investors in amnmon stock will invest on a “gross” basis ande#&e distributions on a “net” basis after
expenses, resulting in, among other things, a loaterof return than one might achieve throughadliirevestments.

Ares Capital Management’s management fee will lsmthan a percentage of our total assets (otherctgmor cash equivalents but
including assets purchased with borrowed funds)fmed Capital Management may have conflicts ofregein connection with decisions t
could affect the Company’s total assets, such esidas as to whether to incur debt.

The incentive fees payable to our investment adwse subject to certain hurdles. To the extenbwéres Capital Management are
able to exert influence over our portfolio companihese hurdles may provide Ares Capital Manage(sebject to its fiduciary duty to us)
with an incentive to induce our portfolio companiesccelerate or defer interest or other obligetiowed to us from one calendar quarter to
another under circumstances where accrual wouldthetwise occur, such as acceleration or defefrdile declaration of a dividend or the
timing of a voluntary redemption.

Acceleration of obligations may result in stockleklrecognizing taxable gains earlier than antieghawhile deferral of obligations
creates incremental risk of an obligation becomingollectible in whole or in part if the issuertbé security suffers subsequent deterioration
in its financial condition. Any such inducementthg investment adviser solely for the purpose @istohg the incentive fees would be a
breach of the investment adviser’s fiduciary datys.
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The part of the incentive fee payable by us thiates to our pre-incentive fee net investment ineavill be computed and paid on
income that may include interest that is accrudcbtiyet received in cash. If a portfolio compalgfaults on a loan that is structured to
provide accrued interest, it is possible that aedrinterest previously used in the calculatiorhefincentive fee will become uncollectible.

We rent office space from Ares Administration, #filiate of Ares Capital Management, and pay Aredimfinistration our allocable
portion of overhead and other expenses incurrefirbg Administration in performing its obligationader the administration agreement,
including rent and our allocable portion of thetaafsour officers and their respective staffs. Rerimore, in connection with our initial public
offering our investment adviser paid to the undé@ess, on our behalf, an additional sales load wépect to the offering of our shares in the
aggregate amount of $2,475,000. This amount musgibeursed under certain circumstances. As atrethese arrangements, there ma
times when the management team of Ares Capital iymant has interests that differ from those ofstackholders, giving rise to a confli

Our stockholders may have conflicting investmeant,and other objectives with respect to their itwests in us. The conflicting
interests of individual stockholders may relatetarise from, among other things, the nature ofiovestments, the structure or the
acquisition of our investments, and the timing ispdsition of our investments. As a consequenasflicts of interest may arise in connect
with decisions made by our investment adviseruidiclg with respect to the nature or structuringaf investments, that may be more
beneficial for one stockholder than for anotheckbmlder, especially with respect to stockholdérdividual tax situations. In selecting and
structuring investments appropriate for us, ouestmnent adviser will consider the investment amdtgectives of Ares Capital and our
stockholders as a whole, not the investment, tattogr objectives of any stockholder individually.

Our investment adviser’s liability is limited under the investment management agreement, and we witldemnify our investment
adviser against certain liabilities, which may leadur investment adviser to act in a riskier mannemon our behalf than it would when
acting for its own account.

Our investment adviser has not assumed any redplitysio us other than to render the services dbed in the investment
management agreement, and it will not be respaméilblany action of our board of directors in deiclg to follow our investment adviser’'s
advice or recommendations. Pursuant to the invegtmanagement agreement, our investment adviseitsantnaging members, officers
and employees will not be liable to us for theitsaander the investment management agreemenntabiiéul misfeasance, bad faith, gross
negligence or reckless disregard in the performantieeir duties. We have agreed to indemnify, ddfand protect our investment adviser
and its managing members, officers and employettsrespect to all damages, liabilities, costs ambases resulting from acts of our
investment adviser not arising out of willful miat@ance, bad faith, gross negligence or recklessgdied in the performance of their duties
under the investment management agreement. Thewzfions may lead our investment adviser to aatiiiskier manner when acting on our
behalf than it would when acting for its own accbun

We may be obligated to pay our manager incentive agpensation even if we incur a loss.

Our investment adviser will be entitled to incertcompensation for each fiscal quarter in an ameguél to a percentage of the
excess of our investment income for that quartefofie deducting incentive compensation, net opggdtisses and certain other items) above
a threshold return for that quarter. Our pre-insentee net investment income for incentive compéina purposes excludes realized and
unrealized capital losses that we may incur irfig@l quarter, even if such capital losses raaudt net loss on our statement of operations for
that quarter. Thus, we may be required to pay our
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manager incentive compensation for a fiscal quanten if there is a decline in the value of ourtfodio or we incur a net loss for that quart

Under the investment advisory and management agmeteme will defer cash payment of any incentive d¢herwise earned by our
investment adviser if, during the most recent flalircalendar quarter period ending on or priottte date such payment is to be made, the
sum of (a) our aggregate distributions to our stotlters and (b) our change in net assets (defiad¢odtal assets less indebtedness) is less tha
8.0% of our net assets at the beginning of suciogheFhese calculations will be appropriately pated during the first three calendar quarters
and will be adjusted for any share issuances arobases.

Changes in laws or regulations governing our operans, or changes in the interpretation thereof, andny failure by us to comply with
laws or regulations governing our operations may agersely affect our business.

We and our portfolio companies are subject to r@ipn by laws at the local, state and federal kvEhese laws and regulations, as
well as their interpretation, may be changed fronetto time.

Accordingly, any change in these laws or regulatjan their interpretation, or any failure by ustimply with these laws or
regulations may adversely affect our business.igaudsed above, there is a risk that certain invests that we intend to treat as qualifying
assets will be determined to not be eligible fartstreatment. Any such determination would haveatenal adverse effect on our business.

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

We are prohibited under the 1940 Act from knowingdyrticipating in certain transactions with ourilaffes without the prior
approval of our independent directors. Any persat bwns, directly or indirectly, 5% or more of amutstanding voting securities is our
affiliate for purposes of the 1940 Act and we agegrally prohibited from buying or selling any setgufrom or to such affiliate, absent the
prior approval of our independent directors. Thé@8.ct also prohibits “joint"transactions with an affiliate, which could includeestment
in the same portfolio company (whether at the santéfferent times), without prior approval of omdependent directors. If a person
acquires more than 25% of our voting securitiesaveeprohibited from buying or selling any secufitym or to such person, or entering into
joint transactions with such person, absent ther pqpproval of the SEC(

Item 2. Properties

We do not own any real estate or other physicgbgmes materially important to our operation. @aadquarters are located at 780
Third Avenue, 46" Floor, New York, New York, where we occupy our offispace pursuant to our administration agreemigmtAkes
Technical Administration, LLC.

Item 3. Legal Proceedings
Neither we nor Ares Capital Management are culyentbject to any material legal proceedings.

24




Item 4. Submission Of Matters To A Vote Of Securit Holders

No matters were submitted to a vote of stockholtle@mugh the solicitation of proxies or otherwisgidg the fourth quarter of the
fiscal year ending December 31, 2004.
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PART Il
Item 5. Market For Registrant’'s Common Equity, Related Sto&holder Matters And Issuer Purchases Of Equity Secirities
PRICE RANGE OF COMMON STOCK

Our common stock is quoted on The NASDAQ Nationakrkét under the symbol “ARCC.We completed the initial public offerii
of our common stock on October 8, 2004 at the godbe public of $15.00 per share. Prior to suate dhere was no public market for our
common stock. Our common stock continues to tradxcess of net asset value. There can be no assyut@wever, that our shares will
continue to trade at a premium to our net asseieval

The following table sets forth the range of higld émw closing sales prices per share of our comstock as reported on The
NASDAQ National Market and the dividends declargdib for each fiscal quarter following completidnoar initial public offering. The
stock quotations are interdealer quotations andaianclude markups, markdowns or commissions aag mot necessarily represent actual
transactions.

Price Range Cash Dividend
High Low Per Share(1)
Fiscal 2005
First quarter (through March 23, 20( $ 18.7¢ % 15.7¢ % 0.3C
Fiscal 2004
Fourth quarte $ 19.6¢ $ 15.0C $ 0.3C

(1) Represents the dividend declared in the specified quarter.
HOLDERS
As of March 23, 2005, there were 4 holders of réafrour common stock (including Cede & Co.).
DIVIDEND POLICY

We currently intend to distribute quarterly dividisrto our stockholders. Our quarterly dividendsni, will be determined by our
board of directors. On December 16, 2004, we dedlan initial dividend of $0.30 per share for therth quarter of 2004, which was
comprised of $0.29 ordinary income and $0.01 retdircapital. On February 23, 2005, we declaredvaldnd of $0.30 per share for the first
quarter of 2005. Because of our limited operatiisgany, these are the only dividends to date trehewve declared on our common stock.

To maintain our RIC status, we must distribute mmwant equal to at least 90% of our ordinary inc@ne realized net short-term
capital gains in excess of realized net long-teapital losses, if any, reduced by deductible expgnsut of the assets legally available for
distribution. To avoid certain excise taxes imposaRICs, we currently intend to distribute durgmrh calendar year an amount at least
equal to the sum of (1) 98% of our ordinary incdiorethe calendar year, (2) 98% of our capital géins
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excess of capital losses for the one-year peridthgron October 31 of the calendar year and (3)aadinary income and net capital gains for
preceding years that were not distributed durirdhstears. In addition, although we currently intémdlistribute realized net capital gains
(i.e., net long-term capital gains in excess ofrskteyrm capital losses), if any, at least annually, of the assets legally available for such
distributions, we may in the future decide to mretsuich capital gains for investment. The conseqgntour retention of net capital gains are
as described under “Material U.S. Federal Incorag Tonsiderations.” We cannot assure you that Wleaghieve results that will permit the
payment of any cash distributions and, if we inodebtedness or issue senior securities, we wiirbaibited from making distributions if
doing so causes us to fail to maintain the assadrage ratios stipulated by the 1940 Act or ifritisttions are limited by the terms of any of
our borrowings.

We maintain an “opt out” dividend reinvestmentplfor our common stockholders. As a result, ifdeelare a dividend, then
stockholders’ cash dividends will be automaticaflinvested in additional shares of our common stonless they specifically “opt out” of
the dividend reinvestment plan so as to receivl dagdends.

RECENT SALES OF UNREGISTERED SECURITIES
Prior to our initial public offering, we issued 867 shares of our common stock to Ares for an aggeepurchase price of
$1,001,505. Such shares were issued pursuantdresmption from the registration requirements ofSleeurities Act of 1933 under Section 4
(2) of the Securities Act of 1933 or Regulation imulgated thereunder as transactions by an isgugvolving any public offering.
ISSUER PURCHASES OF EQUITY SECURITIES

We did not repurchase any of our securities duaimg month within the quarter ended December 314200
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Item 6. Selected Consolidated Financial Data

The following selected financial and other datatfa period from June 23, 2004 (inception) throDglcember 31, 2004 are derived
from our consolidated financial statements whichehlaeen audited by KPMG LLP, an independent regdtpublic accounting firm whose
report thereon is included within this Annual Reép®he data should be read in conjunction with @ansolidated financial statements and
notes thereto and “Management’s Discussion andysigof Financial Condition and Results of Opearasi,” which are included elsewhere
in this Annual Report.

ARES CAPITAL CORPORATION AND SUBSIDIARY
SELECTED FINANCIAL DATA
Period June 23, 2004 (inception) Through Decembei132004

Total Investment Incom $ 4,380,841
Net Realized and Unrealized Gain on Investm 475,39:
Total Expenses (1,665,75)
Net Increase in Stockholdr Equity Resulting from Operations $ 3,190,48
Per Share Dat:i
Net Increase in Stockholc's Equity Resulting from Operatior
Basic: $ 0.2¢
Diluted: $ 0.2¢
Cash Dividend Declaret $ 0.3C
Total Assets $ 220,455,61
Total Debt $ 55,500,00
Total Stockholder Equity $ 159,708,30
Other Data
Number of Portfolio Companies at Period E 20
Principal Amount of Investments Purchasec $ 234,102,00
Principal Amount of Investments Sold and Repayni{&h $ 52,272,00
Total Return Based on Market Value 31.5%%
Total Return Based on Net Asset Value(4) (1.80%
Weighted Average Yield on Loans(! 12.36%

(1) Includes $140.8 million of the assets purchaseah fRoyal Bank of Canada and excludes $9.7 milliopuddlicly traded fixed income
securities.

(2) Excludes $9.7 million of publicly traded fixed inoe securities.

(3) Total return based on market value equals the aseref the ending market value at December 31, 20849.43 per share over the
offering price of $15.00 per share plus the dedatigidend of $0.30 per share (includes returnagfil of $0.01 per share) for holders of
record on December 27, 2004, divided by the offgprice. Total return based on market value isamotualized.

(4) Total return based on net asset value equals #regehin net asset value during the period plusiéictared dividend of $0.30 per share
(includes return of capital of $0.01 per share)Holders of record on December 27, 2004, dividethieybeginning net asset value. Total
return based on net asset value is not annualized.

(5) Weighted average yield on loans is computed athéannual stated interest rate (or, in the casgoity securities, dividend rate) plus
the annual amortization of loan, origination femsginal issue discount and market discount onwngrloans, debt and income producing
equity securities divided by (b) total loans, debt income producing equity securities at value.
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Item 7. Management’s Discussion And Analysis Of Rancial Condition And Results Of Operations

The information contained in this section should be read in conjunction with the Selected Financial and Other Data and our financial
statements and notes thereto appearing el sewhere in this Annual Report.

OVERVIEW

We were incorporated in Maryland on April 16, 2G0% initially funded on June 23, 2004. We commenuatkrial operations on
October 8, 2004. Our investment objectives aresttegate both current income and capital apprecigtimugh debt and equity investments.
We invest primarily in first and second lien sermans and longerm mezzanine debt, which in some cases may ia@adckequity compone!
and, to a lesser extent, in equity investments.f. grivate middle market companies.

We are an externally managed, non-diversified,edesnd investment company that is a BDC. As a BRare required to comply
with certain regulatory requirements. For instamee generally have to invest at least 70% of otal ssets in “qualifying assetsiticluding
securities of private U.S. companies, cash, caslvalgnts, U.S. government securities and highityudébt investments that mature in one
year or less

On October 8, 2004, we completed our initial pubfiiering (the “IPO”) of 11,000,000 shares of camn stock at $15.00 per share,
less an underwriting discount and commissionsitwe$.675 per share. Ares Capital Management agrepdy the underwriters of such
offering $0.225 per share, or $2,475,000, in undiéing and commissions on the Company’s behalf.akeobligated to repay this amount,
together with the accrued interest upon the ocoge®f one or more of the following events on dobe October 8, 2007: (a) if during any
four calendar periods ending on or after Octob&0B5 the sum of (i) the aggregate distributiontheostockholders and (ii) the change in net
assets (defined as total assets less indebtechmpsals or exceeds 7.0% of the net assets at thenfregy of such period (as adjusted for any
share issuances or repurchases) or (b) upon the@&uons liquidation. If one or more of the above m$edoes not occur on or before
October 8, 2007, we will not be obligated to reffag amount. We received approximately $159.8 orillin net proceeds from the IPO.

We intend to elect to be treated as a regulategsinvent company, or a RIC, under Subchapter Meofrtternal Revenue Code of
1986, as amended. To qualify as a RIC, we mustpgmther things, meet certain source-of-incomeasset diversification requirements.
Pursuant to this election, we generally will novéado pay corporate-level taxes on any incomeulgatlistribute to our stockholders.

CRITICAL ACCOUNTING POLICIES
Basis of Presentation

The accompanying consolidated financial statemigawe been prepared on the accrual basis of acoguntconformity with
accounting principles generally accepted in thetdthStates, and include the accounts of the Comaadyts wholly-owned subsidiary. The
consolidated financial statements reflect all atijgmts and reclassifications which, in the opirddbmanagement, are necessary for the fair
presentation of the results of the operations arahtial condition for the periods presented. Adh#ficant intercompany balances and
transactions have been eliminated.
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I nvestments

Investment transactions are recorded on trade Ratdized gains or losses are computed using #ngfgpidentification method. W
carry our investments at fair value, as determimedur board of directors. Investments for whiclrkefquotations are readily available are
valued at such market quotations. Debt and eqaityrities that are not publicly traded or whosek®atprice is not readily available are
valued at fair value as determined in good faittoby board of directors. The types of factors thatmay take into account in fair value
pricing of our investments include, as relevang, iature and realizable value of any collater& phrtfolio company’s ability to make
payments and its earnings and discounted cash fimamarkets in which the portfolio company doesitess, comparison to publicly traded
securities and other relevant factors.

When an external event such as a purchase tramsagtiblic offering or subsequent equity sale ogcwe use the pricing indicated
by the external event to corroborate our privaigtgayaluation. Because there is not a readily labée market value for most of the
investments in our portfolio, we value substanjiall of our portfolio investments at fair value@estermined in good faith by our board under
a valuation policy and a consistently applied vatraprocess. Due to the inherent uncertainty ¢éheining the fair value of investments t
do not have a readily available market value, #ievalue of our investments may differ signifidgritom the values that would have been
used had a ready market existed for such invesgnant the differences could be material.

With respect to investments for which market quotet are not readily available, our board of divestundertakes a multi-step
valuation process each quarter, as described below:

. Our quarterly valuation process begins with eaattfglao company or investment being initially vatliby the investment
professionals responsible for the portfolio invesitin

i Preliminary valuation conclusions are then documeémaind discussed with our senior management.

i The audit committee of our board of directors rexe¢hese preliminary valuations. Where appropridie committee may
utilize an independent valuation firm selected gy board of directors.

. The board of directors discusses valuations aretié@tes the fair value of each investment in outfptio in good faith
based on the input of our investment adviser anlit aommittee and, where appropriate, an independsnation firm.

As defined in the 1940 Act, Affiliate investment® ghose in which we own more than 5% of the pédfcompany’s outstanding
voting securities.

I nterest Income Recognition

Interest income, adjusted for amortization of pramiand accretion of discount, is recorded on aruatbasis to the extent that st
amounts are expected to be collected. The Compapg accruing interest on its investments whes dgtermined that interest is no longer
collectible. If any cash is received after it isatenined that interest is no longer collectible, wil treat the cash as payment on the principal
balance until the entire principal balance has vepnid, before any interest income is recognibéscounts and premiums on securities
purchased are accreted/amortized over the lifaeféspective security using the effective yieldirod. The amortized cost of investments
represents the original cost adjusted for the diceref discounts and amortizations of premium onds.
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Payment in Kind | nterest

The Company has loans in its portfolio that contapayment-in-kind (“PIK”) provision. The PIK ietrest, computed at the
contractual rate specified in each loan agreeneatided to the principal balance of the loan atdnded as interest income. To maintain the
Company’s status as a RIC, this non-cash sourceome must be paid out to stockholders in the fofmiividends, even though the
Company has not yet collected the cash.

Capital Structuring Service Fees

Our investment adviser seeks to provide assistemtte portfolio companies in connection with then@pany’s investments and in
return we may receive fees for capital structusagvices. These fees are normally paid at thergdosi the investments, are generally non-
recurring and are recognized as revenue when eap@uclosing the investment. The services thafraugstment adviser provides vary by
investment, but generally consist of reviewing gmgs credit facilities, arranging bank financingranging equity financing, structuring
financing from multiple lenders, structuring finamg from equity investors, restructuring existiioguhs, raising equity and debt capital, and
providing general financial advice, which concludg®en closing of the loan. Our investment advisay mlso take a seat on the board of
directors of a portfolio company, or observe theetimgs of the board of directors without takingpenfial seat. Any services of the above
nature subsequent to the closing would generathgigde a separate fee payable to the Companyrthircestances where the Company is
invited to participate as a co-lender in a trarisacand in the event that the Company does notigeasignificant services in connection with
the investment, a portion of loan fees paid toGoenpany in such situations may be deferred and t@madrover the estimated life of the loan.

Foreign Currency Trandation

The Company’s books and records are maintained$n dlbllars. Any foreign currency amounts are tieed into U.S. dollars on
the following basis:

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

(2) Purchases and sales of investment securities, meom expensesat-the rates of exchange prevailing on the resgedites ¢
such transactions.

Although the net assets and the fair values argepted at the foreign exchange rates at the etie afay, the Company does not
isolate the portion of the results of the operatimgsulting from changes in foreign exchange rateisvestments from the fluctuations arising
from changes in fair value of investments. Suchtfiations are included with the net realized ane@alized gains or losses from investments.
Foreign security and currency translations may lwevgertain considerations and risks not typicakbgociated with investing in U.S.
companies and U.S. Government securities. Thelsgirislude but are not limited to revaluation ofremcies and future adverse political and
economic developments which could cause investmerkgeir markets to be less liquid and prices marlatile than those of comparable
U.S. companies.

Federal Income Taxes
The Company intends to qualify for the tax treattregplicable to regulated investment companies uSdechapter M of the
Internal Revenue Code of 1986 (the “Code”), asaded, and, among other things, intends to makeethésite distributions to its

stockholders which will relieve the
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Company from Federal income or excise taxes. Thegeho provision has been recorded for Federahigcor excise taxes.

In order to qualify as a RIC, the Company is reegito distribute to its stockholders at least 9G%vestment company taxable
income, as defined by the Code.

In accordance with Statement of Position 93-2, tddmination, Disclosure, and Financial Statemept®ntation of Income, Capital
Gain, and Return of Capital Distributions by Invesht Companies,” book and tax basis differencéirg to stockholder distributions and
other permanent book and tax differences are mfiles to capital in excess of par. In additiorg ttharacter of income and gains to be
distributed is determined in accordance with incdaneregulations that may differ from accountin@qpiples generally accepted in the Uni
States of America, as highlighted in Note 6 to camsolidated financial statements.

Dividends

Dividends and distributions to common stockholdeesrecorded on the record date. The amount taideopit as a dividend is
determined by the board of directors each quarneérsgenerally based upon the earnings estimatadadmagement. Net realized capital
gains, if any, are distributed at least annually.

We have adopted a dividend reinvestment plan tlwafigees for reinvestment of our distributions omalé of our stockholders, unle
a stockholder elects to receive cash. As a rasoltr board of directors authorizes, and we dexlarcash dividend, then our stockholders
have not “opted out” of our dividend reinvestmean will have their cash dividends automaticadlinvested in additional shares of our
common stock, rather than receiving the cash dindde

Use of Estimatesin the Preparation of Financial Statements

The preparation of financial statements in confeymiith accounting principles generally acceptethia United States requires
management to make estimates and assumptiondfezitthe reported amounts of actual and contingssets and liabilities at the date of
financial statements and the reported amountsoofire or loss and expenses during the reportingghetictual results could differ from
those estimates. Significant estimates includevétheation of investments.

Fair Value of Financial Instruments

The carrying value of the Company’s financial ingtents approximate fair value. The carrying vallimirest and open trade
receivables, accounts payable and accrued expesse®ll as the credit facility payable approxinfaie value due to their short maturity.

PORTFOLIO AND INVESTMENT ACTIVITY

On September 16, 2004, we entered into an agreemittnRoyal Bank of Canada and its affiliates (“RB) whereby we agreed to
pay $250,000 to RBC to acquire a right to purcteapertfolio of loans and equity investments compgsubstantially of BDC qualifying
assets (the “October Portfolio”) that satisfy davestment objectives.

Following the completion of our IPO on October 802, we exercised our right to purchase substintililof the assets in the
October Portfolio from RBC for approximately $122n8lion. We
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purchased additional assets originally includethéOctober Portfolio from RBC for approximately8$ million on November 3, 2004.

Aside from the purchase of the October Portfolie, Company also purchased (A) $52.2 million of @etérm debt, (B) $34.6
million of senior subordinated debt, (C) $6.1 noifliof senior notes, (D) $0.3 million of investmeimsquity securities and (E) $9.7 million
publicly traded fixed income securities during pgregiod from October 8, 2004 (the date of the IP@ @@mmencement of substantial
investment operations) through December 31, 2004.

In addition, we sold (i) $13.7 million of seniore debt, (ii) $8.9 million of senior subordinateeld, (i) $0.8 million of investmen
in equity securities and (iv) $9.7 million of putdli traded fixed income securities during the peffimm October 8, 2004 (the date of the IPO
and commencement of substantial investment opesgtibrough December 31, 2004. Also during thegoer(A) $6.9 million of senior term
debt and (B) $22.0 million of senior subordinatetitdwvere redeemed.

Our investment adviser employs an investment ragirsjem to categorize our investments. We belieaeds of December 31, 2004,
the weighted average investment grade of the dedaiti portfolio is 3.0 and the weighted averagédyd such debt is approximately 12.36%
(computed as (a) the annual stated interest rat@n(the case of equity securities, dividend ralas the annual amortization of loan,
origination fees, original issue discount and madiscount on accruing loans, debt and income mioduequity securities) divided by
(b) total loans, debt and income producing equatyusities at value.
RESULTS OF OPERATIONS

We were incorporated on April 16, 2004 and commenmaterial operations in October 2004. Therefdrerd is no period with
which to compare the results of operations forytb&r ended December 31, 2004.

For the period from June 23, 2004 (inception) through December 31, 2004

Results for the period from June 23, 2004 (incepttbrough December 31, 2004 are as follows:

Investment Incom $  4,380,84
Total Expenses 1,665,75.
Net Investment Incom 2,715,09!
Net Realized Gail 244 44¢
Net Unrealized Gail 230,94
Net Increase in Stockholdr Equity Resulting From Operations $ 3,190,48

Investment Income

Investment income for the period consisted of axiprately $3.57 million in interest income from irstments, $39,000 in interest
income from cash and cash equivalents, $191,080/idend income, $542,000 in capital structuring/Bee fees from the closing of newly
originated loans, and $34,000 in facility fees attter income. Of the approximately $3.57 millionniterest income from investments, non-
cash PIK interest income was $509,000.
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Total Expenses

Total expenses for the period consisted of apprateiy $472,000 in base management fees, $95,00@éntive management fees,
$136,000 in general and administrative expensef,$80 in professional fees, $120,000 for direfges, $162,000 in insurance expenses,
$96,000 in interest expense and facility fees, @ jn amortization of debt issuance cost, $8,00&ther expense, and a one-time charge of
$199,000 in organizational expenses.

Net Increase in Stockholders’ Equity Resulting FromOperations

Net increase in stockholders’ equity resulting fropgerations for the period was approximately $3illan. Our net increase in
stockholders’ equity resulting from operations pemmon share for the period from June 23, 2004(ition) through December 31, 2004
was $0.29.

FINANCIAL CONDITION, LIQUIDITY, AND CAPITAL RESOURC ES

On October 8, 2004, we completed our IPO of 11@@Mshares of common stock at $15.00 per shaseatesnderwriting discount
and commissions totaling $.675 per share. Arest@lddanagement agreed to pay the underwriters $322Share, or $2,475,000, in
underwriting and commissions on the Company’s belié are obligated to repay this amount, togettidr the accrued interest upon the
occurrence of one or more of the following eventoobefore October 8, 2007: (a) if during any foakendar periods ending on or after
October 8, 2005 the sum of (i) the aggregate distions to the stockholders and (ii) the changeeinassets (defined as total assets less
indebtedness) equals or exceeds 7.0% of the netsassthe beginning of such period (as adjustedriyg share issuances or repurchases) or
(b) upon the Company’s liquidation. If one or mofehe above events does not occur on or beforel@ct8, 2007, we will not be obligated
to repay this amount. We received approximately9$a Bnillion in net proceeds from the IPO.

As of December 31, 2004, investments and cash astu equivalents consisted of the following:

Amortized Cost Fair Value

Cash and cash equivalents $ 26,806,160 $ 26,806,16
Senior term dek 63,069,19 63,118,67
Senior note! 6,060,35; 5,997,64!
Senior subordinated de 77,925,42 78,169,59
Collateralized debt obligatior 8,281,76! 8,281,76!
Equity securities 26,992,46 26,992,46

Total $ 209,135,36 $ 209,366,30

As a result of the acquisition of substantiallyailthe October Portfolio and loan originations, uwged substantially all of the net
proceeds from the IPO. In order to provide add#ldiguidity and to meet our investment objectiaesl strategies, in November 2004 we and
our wholly owned subsidiary Ares Capital CP entergd the Facility, pursuant to which Ares Cap{&# can obtain up to $150.0 million of
financing for the acquisition of loans from Arespial as described in more detail in Note 8 to comsolidated financial statements. As of
December 31, 2004, the outstanding principal baamler the Facility was approximately $55.5 millishich bears interest at a rate equi
the commercial paper rate plus 125 basis pointaf Aecember 31, 2004, the commercial paper rate2n@l52%.
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A summary of our contractual payment obligationsfa@ecember 31, 2004 are as follows:

Payments Due by Perioc

Less than After
Total 1 year 1-3 years 4-5 years 5 years
Credit facility payable $ 55,500,000 $ 55,500,00 — — —

The Facility expires on November 3, 2005 unlessrmoked prior to such date for an additional 3644uzryod with the consent of the
lender.

We anticipate borrowing funds and issuing additi@upity securities to obtain additional capit@ln March 23, 2005 we issued an
additional 12,075,000 shares of our common stockéb proceeds of approximately $184,056,000 nmla portion of which will be used to
repay borrowings under our Facility. We expeatse the remaining proceeds to fund investmentsiitigho companies in accordance with
our investment objectives and strategies and foege corporate purposes.

OFF BALANCE SHEET ARRANGEMENTS

As of December 31, 2004, the Company had commiittedake a total of approximately $14.2 million n¥@stments in various
revolving senior secured loans. As of Decembe2804, $13.8 million was unfunded.

As a part of the IPO, our investment adviser, onb@half, agreed to pay the underwriters $0.22h@f0.675 per share in
underwriting discount and commissions for a tofamproximately $2.5 million. We are obligated &pay this amount, together with accrued
interest upon the occurrence of one or more ofdtiewing events on or before October 8, 2007:if{d@uring any four calendar quarter period
ending on or after October 8, 2005 the sum oh@)dggregate distributions to the stockholders(@nthe change in net assets (defined as
total assets less indebtedness) equals or exce®¥dsof the net assets at the beginning of suclo@das adjusted for any share issuances or
repurchases) or (b) upon the Company'’s liquidatibone or more of the above events does not caowr before October 8, 2007, we will
not be obligated to repay this amount.

ltem 7A. Quantitative And Qualitative DisclosuresAbout Market Risk
We are subject to financial market risks, includalhginges in interest rates and the valuations oiheestment portfolio.
Interest Rate Risk

As of December 31, 2004, approximately 46% of tivestments at fair value in our portfolio wereiged rates while approximately
37% were at variable rates. In addition, the ksd8 a variable rate borrowing facility.

To illustrate the potential impact of changes iteiast rates, we have performed the following aislgased on our December 31,
2004 balance sheet and assuming no changes imvastinent and borrowing structure. Under thisyaisl a 100 basis point increase in the
various base rates would result in an increaset@rest income of approximately $675,000 and arease in interest expense of $555,000
over the next 12 months. A 100 basis point deer@athe various base rates would result in a dseré interest income of approximately
$675,000 and a decrease in interest expense of({Bbbver the next 12 months.
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As of December 31, 2004, we employed no hedgingnagthe fixed rate positions of the portfolio. Qemuary 7, 2005, as required
by the Facility, we entered into a costless callreement in order to manage the exposure to angingerest rates related to the Company’s
fixed rate investments. The costless collar agezgwas for a notional amount of $20 million, hasap of 6.5%, a floor of 2.72% and
matures in 2008. The costless collar resets qlyakiased on the 3-month LIBOR.

While hedging activities may mitigate our exposiradverse fluctuations in interest rates, cettaitiging transactions that we may
enter into in the future, such as interest ratepsagaeements, may also limit our ability to pap#te in the benefits of lower interest rates\
respect to our portfolio investments.

Portfolio Valuation

We carry our investments at fair value, as deteechioy our board of directors. Investments for Whitarket quotations are readily
available are valued at such market quotationst Bed equity securities that are not publicly é@dr whose market price is not readily
available are valued at fair value as determinegbiod faith by our board of directors. The typéfotors that we may take into account in
fair value pricing of our investments include, aevant, the nature and realizable value of ankatohl, the portfolio company’s ability to
make payments and its earnings and discountedficashthe markets in which the portfolio companyeddusiness, comparison to publicly
traded securities and other relevant factors.

When an external event such as a purchase tramsagtiblic offering or subsequent equity sale ogcwe use the pricing indicated
by the external event to corroborate our privaigtgoyaluation. Because there is not a readilyilalsée market value for most of the
investments in our portfolio, we value substanyiall of our portfolio investments at fair value@estermined in good faith by our board under
a valuation policy and a consistently applied vAraprocess. Due to the inherent uncertaintyetérmining the fair value of investments
that do not have a readily available market vatle fair value of our investments may differ siggahtly from the values that would have
been used had a ready market existed for suchtmeess, and the differences could be material.

In addition, changes in the market environment@thér events that may occur over the life of theegiments may cause the gain
losses ultimately realized on these investmenbetdifferent than the valuations currently assigned

Item 8. Financial Statements And Supplementary Dat
See the Index to Consolidated Financial Statenmnfzage F-1.
Item 9. Changes In And Disagreements With Accountgs On Accounting And Financial Disclosure
None.
Item 9A. Controls And Procedures
The Company’s management, with the participatiothefCompany’s President and Chief Financial Offibas evaluated the
effectiveness of the Company’s disclosure contmals procedures (as defined in Rules 13a-15(e) &ddl%(e) of the Securities Exchange

Act of 1934) as of the end of the
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period covered by this report. Based upon thisuatan, our President and Chief Financial Officencuded that our disclosure controls and
procedures are effective.

There have been no changes in our internal cootrel financial reporting (as defined in Rule 134fla&nd 15d-15(f) of the
Securities Exchange Act of 1934) during our mosenély completed fiscal quarter, that have matgrifected, or are reasonably likely to
materially affect, our internal control over finaaaeporting.

Item 9B. Other Information

None.

PART IlI
Item 10. Directors And Executive Officers Of The Rgistrant

The information required by this item will be coined in the Registrarg’definitive Proxy Statement for its 2005 Annualholde!
Meeting, to be filed with the Securities and Exam@ommission within 120 days after December 3042@nd is incorporated herein by
reference.

Item 11. Executive Compensation

The information required by this item will be coined in the Registrarg’definitive Proxy Statement for its 2005 Annuadholde!
Meeting, to be filed with the Securities and Exam@ommission within 120 days after December 3042@nd is incorporated herein by
reference.

Item 12. Security Ownership Of Certain BeneficialOwners And Management And Related Stockholder Mattes

The information required by this item will be cointed in the Registrarg’definitive Proxy Statement for its 2005 Annualckholde!
Meeting, to be filed with the Securities and Exa@ommission within 120 days after December 3042@nd is incorporated herein by
reference.

Item 13. Certain Relationships And Related Transaions

The information required by this item will be cointed in the Registrarg’definitive Proxy Statement for its 2005 Annuadckholde!
Meeting, to be filed with the Securities and Exap@@ommission within 120 days after December 3042@nd is incorporated herein by
reference.

Item 14. Principal Accountant Fees And Services

The information required by this item will be cointed in the Registrarg’definitive Proxy Statement for its 2005 Annualckholde!

Meeting, to be filed with the Securities and Exap@@ommission within 120 days after December 3042@nd is incorporated herein by

reference.
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PART IV
Item 15. Exhibits and Financial Statement Scheduse
The following documents are filed as part of thisal Report on Form 10-K:
1. Financial Statements —See the Index to Consolidaieahcial Statements on Page F-1.

2. Financial Statement Schedules—None. We have onfittadcial statement schedules because they ameqoired or are not
applicable, or the required information is showrha financial statements or notes to the finarat@lements.

3. Exhibits.
Number Description
31 Articles of Amendment and Restatement
3.2 Amended and Restated Bylaws
4.1 Form of Stock Certificate (2
10.1 Investment Advisory and Management Agreement betwees Capital Corporation and Ares Capital Managemni.LC (1)
10.2 Administration Agreement between Ares Capital Coagion and Ares Technical Administration LLC |
10.3 License Agreement between Ares Capital CorporatimhAres Management LLC (
10.4 Form of Indemnification Agreement between Ares @dgforporation and directors and certain offiq@j<
10.5 Form of Indemnification Agreement between Ares @dorporation and the members of the Ares Caplahagement LLC
investment committee (¢
10.6 Dividend Reinvestment Plan (
10.7 Custodian Agreement between Registrant and U.Sk Bational Association (2
10.8 Amended and Restated Agreement Regarding Repayh&ales Load Advance by and between Ares Capiigb@ation and

Ares Capital Management LLC (

10.9 Purchase and Sale Agreement, dated as of NovemB6038, by and among Ares Capital Corporation aresACapital CP
Funding LLC (3)

10.10 Sale and Servicing Agreement, dated as of Nove@b2004, among Ares Capital CP Funding LLC, asdwer, Ares Capital
Corporation as servicer, certain conduits andtinstinal lenders agented by Wachovia Capital MaketC, U.S. Bank
National Association, as trustee, and Lyon Findri®gavices, Inc. (D/B/A U.S. Bank Portfolio Servigeas the backup servic

®3)
14.1 Code of Conduct of Ares Capital Corporation
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Certification by President pursuant to Exchange Rule 13a-14(a), as adopted pursuant to SectioroBO2 Sarbanes-Oxley

Certification by Chief Financial Officer pursuantExchange Act Rule 13a-14(a), as adopted purdagection 302 of the

Certification by President and Chief Financial ©éfi pursuant to 18 U.S.C. Section 1350, as adqputesiiant to Section 906 of

21.1 Subsidiaries of the registrar
311

Act of 2002*
31.2

Sarbane-Oxley Act of 2002*
32.1

the Sarbane«Oxley Act of 2002*
1)

(2)

(3)
(4)

(5)

(6)

Previously filed with the Registrant’s pre-effe@imendment No. 1 to the Registration Statemeneutite Securities Act of 1933, as
amended, on Form-2, filed on September 17, 20(

Previously filed with the Registrant’s pre-effeetidmendment No. 2 to the Registration Statemenéutite Securities Act of 1933, as
amended, on Form-2, filed on September 28, 20(

Previously filed with the Registre’'s Form &K, filed on November 8, 200-

Previously filed with the Registrant’s pre-effeetidmendment No. 1 to the Registration Statemenéutite Securities Act of 1933, as
amended, on Form-2, filed on February 7, 200

Previously filed with the Registrant’s pre-effe@iimendment No. 2 to the Registration Statemeneutite Securities Act of 1933, as
amended, on Form-2, filed on March 9, 200:

Previously filed with the Registre’'s Form K, filed on October 12, 200:

*  Filed herewith.
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
Ares Capital Corporation:

We have audited the accompanying consolidated balsineets, of Ares Capital Corporation (and sudisiylias of December 31, 2004 and
June 23, 2004, including the consolidated schealfulevestments as of December 31, 2004, and tla¢etconsolidated statements of
operations, stockholders' equity, and cash flowstfe period from June 23, 2004 (inception) to Deloer 31, 2004, and the financial
highlights for the periods from June 23, 2004 te®uber 31, 2004 and October 8, 2004 to Decembet(®l,. These consolidated financial
statements and financial highlights are the respditg of the Company's management. Our respolisibs to express an opinion on these
consolidated financial statements and financiahligts based on our audits.

We conducted our audits in accordance with audigtagdards of the Public Accounting Oversight Bqahdited States). Those standards
require that we plan and perform the audit to ebtagsonable assurance about whether the finastataiments and financial highlights are
free of material misstatement. An audit includessideration of internal control over financial refiag as a basis for designing audit
procedures that are appropriate in the circumstaié not for the purpose of expressing an opiniothe effectiveness of the Company's
internal control over financial reporting. Accordly, we express no such opinion. An audit inclueke@mining, on a test basis, evidence
supporting the amounts and disclosures in the fiahstatements. Our procedures included confironatif investments owned as of
December 31, 2004 by correspondence with the ciast@hd other appropriate auditing procedures. dditalso includes assessing the
accounting principles used and significant estimatade by management, as well as evaluating thalbfinancial statement presentation.
We believe that our audits provide a reasonablis lbasour opinion.

In our opinion, the consolidated financial statetaemd financial highlights referred to above pn¢geirly, in all material respects, the
financial position of Ares Capital Corporation (asubsidiary) as of December 31, 2004 and June®38},2and the results of their operations
and their cash flows for the periods as indicatealva in conformity with accounting principles geailr accepted in the United States of
America.

/sl KPMG LLP

Los Angeles, California

February 2, 2005, except as to the fourth paragraph
of note 7 to the consolidated financial

statements, which is as of March 8, 2005
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ASSETS

ARES CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED BALANCE SHEET
As of December 31, 2004 and June 23, 2004 (incepbio

As of

December 31, 200:

June 23, 200«

Investments at fair value (amortized cost $182 323),

Non-Control/Nor-Affiliate investments $ 165,126,18 $ —

Affiliate investments 17,433,96 —

Total investments at fair valt 182,560,14 —
Cash and cash equivalel 26,806,16 1,50C
Receivable for open trad 8,794,47 —
Interest receivabl 1,140,49! —
Other assets 1,154,33. —
Total assets $ 220,455,61 $ 1,50(
LIABILITIES
Credit facility payabile $ 55,500,000 $ —
Dividend payabl¢ 3,320,031 —
Accounts payable and accrued expet 1,556,441 —
Management and incentive fees pay: 274,65 —
Interest and facility fees payable 96,17¢ —
Total liabilities 60,747,30 —
Commitments and contingencies (Note
STOCKHOLDERS’ EQUITY
Common stock, par value $.001 per share, 100,00&604 1,000 common shares authorized,

respectively, 11,066,767 and 100 common sharesdsand outstanding, respectivi 11,061 —
Capital in excess of par vall 159,602,70 1,50C
Net unrealized appreciation on investme 230,94° —
Distributions in excess of net investment income (136,419 —
Total stockholders’ equity 159,708,30 1,50(C
Total liabilities and stockholders’ equity $ 220,455,61 $ 1,50(
NET ASSETS PER SHARE $ 1447 $ 15.0¢

See accompanying notes to consolidated finanassients.
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ARES CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED SCHEDULE OF INVESTMENTS

As of December 31, 2004

Fair Percentage
Initial Amortized Value Per of
Company(1) Industry Investment Interest(9) Acquisition Date Cost Fair Value Unit Net Assets
Manufacturing
Qualitor, Inc. Automotive aftermarket Senior secured loan 8.00% (Base Rate + 12/29/04 2,000,000 $ 2,000,000 $ 1.0¢(2)
components supplier ($2,000,000 par due 12/2009) 2.75%IM) 12/29/04 5,000,00¢ 5,000,000 $ 1.0C(2)
Junior secured loan
($5,000,000 par due 6/2012) 11.00% (Base Rate +
5.75%/M)
Reflexite Corporation Developer and Senior subordinated loan 11.00% cash, 12/30/0¢ 10,000,83 10,000,83 $ 1.0¢(2)(3)
manufacturer of high ($10,000,833 par due 12/20: 3.00% PIK
visibility reflective
products
Universal Trailer Livestock and specialty ~ Senior secured loan 6.42% (LIBOR + 10/8/0< 1,974,66! 1,974,661 $ 1.01
Corporation trailer manufacturer ($1,963,872 par due 3/2007) 4.00%/M)(10) 10/8/0¢ 7,527,80i 7,528,88 $ 1.0C
Senior subordinated loan 10/8/0< 6,424,64! 6,424,64 $ 128.4¢(4)(5)
($7,500,000 par due 9/2008) 13.50% 10/8/0¢ 1,505,771 1,505,771 $ 67.8((4)
Common stock (50,000
shares)
Warrants to purchase 22,208
shares
34,433,72 $ 34,434,79 21.5%
Consumer Products—
Non-Durable
Esselte Office supply products  Senior notes ($6,777,000 par 7.63% 12/6/0¢ 6,060,35. $ 5,997,64 $ 0.85(6)(7)
distributor due 3/2011
Reef Holdings, Inc. Shoe designer, marketer Senior secured loan 12.50% (Base 12/21/0¢ 17,500,00 17,500,00 $ 1.0C(2)
and distributor ($17,500,000 par due 12/20( Rate + 7.25%/Q) 10/8/0¢ 2,258,661 2,258,661 $ 47.944)
10/8/0< 752,88¢ 752,88t $ 27.844)
Common stock (47,118
shares) Warrants to purchase
27,043 share
Shoes for Crews, LLC Safety footwear and slip- Senior secured loan 6.75% (Base 10/8/0¢ 1,731,28: 1,731,28 $ 1.01(2)
related mats manufactur  ($1,721,154 par due 7/201 Rate + 2.00%/Q 10/8/0¢ 334,61° 334,61 $ 1.0C
Senior secured revolving loan 6.75% (Base
($333,333 par due 7/201 Rate + 2.00%/Q
28,637,80 $ 28,575,09 17.8¢
Service—Other
Billing Concepts, Inc. Billing clearinghouse Senior secured loan 10.63% (LIBOR 10/8/0¢ 10,042,00 $ 10,042,00 $ 1.0C
services ($10,000,000 par due 12/20( +8.50%/Q) 10/8/0¢ 5,231,58! 5232,49 $ 1.0¢(2)(3)
150,57¢ 150,57¢ $ 136.844)
Senior subordinated loan 14.00% cash, 10/8/0¢
($5,212,619 par due 6/2008) 4.00% PIK
Common stock
(1,100 shares
Diversified Collection Collections services Senior secured loan 6.02% (LIBOR + 10/8/0¢ 4,036,10° 4,036,10° $ 1.00(2)
Services ($4,017,391 par due 1/2009) 4.00%/Q) 10/8/0¢ 2,059,96- 2,060,151 $ 1.0C(2)(3)
10/8/0+ 483,70¢ 483,70¢ $ 4.244)
Senior subordinated loan 12.00% cash,
($2,052,321 par due 7/2010) 3.75% PIK
Preferred stock (114,004
shares
22,003,95 $ 22,005,04 13.7¢%
Forest
Products/Containers—
Packaging
FlexSol Packaging Manufacturer of value-  Senior secured loan 5.78% (LIBOR + 12/7/0¢ 1,000,001 $ 1,000,000 $ 1.0C(2)
Corporation added plastic and flexible ($1,000,000 par due 12/2012) 3.25%/Q) 12/7/0¢ 2,000,00¢ 2,000,000 $ 1.0C(2)
packaging Junior secured loan
($2,000,000 par due 12/2012)  9.53% (LIBOR +
7.00%/Q)
York Label Holdings, Inc.  Consumer product labels Senior subordinated loan 10.00% cash, 11/3/0¢ 9,934,66! 9,935,68 $ 1.0C(2)(3)
manufacturer ($9,897,956 par due 2/2010) 4.00 PIK 11/3/0¢ 3,387,06! 3,387,06! $ 5,210.8(3)
Preferred stock (650 shares) 11/3/0¢ 5,320,40: 5,320,40: $ 34.11(4)
Warrants to purchase 156,000 10.00%
shares
21,642,13 $ 21,643,16 13.55%




Percentage

Amortized Fair Value of
Company(1) Industry Investment Interest(9) Acquisition Date Cost Fair Value Per Unit Net Assets
Environmental Services
Mactec, Inc. Engineering and Common stock (186 shares) 11/3/0¢ — — $ 0.0C(4)
environmental consulting
services
United Site Services, Inc.  Portable restroom and s Junior secured loan 10.41% (LIBOR + 12/2/0¢ 9,950,51: $ 10,000,000 $ 1.0¢(2)
services ($10,000,000 par due 6/2010) 8.00%/Q) 10/8/0¢ 8,571,37- 8,574,03 $ 1.01(3)
Senior subordinated loan 10/8/0« 1,353,85 1,353,85. $ 6.24(4)
($8,456,734 par due 12/2010) 12.00% cash,
Common stock (216,795 4.00% PIK
shares
19,875,73 $ 19,927,88 12.48%
Information Technology
PHNS, Inc. Information technology  Senior subordinated loan 11.50% cash, 11/1/0¢ 15,763,39 $ 16,000,000 $ 1.0C(3)
and business process ($16,000,000 par due 11/20: 2.25% PIK
outsourcing
15,763,39 $ 16,000,00 10.02%
Energy—Service &
Equipment
Mechanical Dynamics & Steam power generator  Senior subordinated loan 13.00% cash, 10/8/04 10,693,62 $ 10,694,66. $ 1.0¢(2)(3)
Analysis repair services ($10,654,348 par due 3/2010) 5.00% PIK 10/8/0« 150,57¢ 150,57¢ $ 37.0%(4)
Warrants to purchase 4,067
shares
10,844,20 $ 10,845,24 6.7<%
Housing-Building
Materials
HB&G Building Product: Synthetic and wood Senior subordinated loan 10.00% cash, 10/8/0¢ 8,142,171 $ 8,142,85! $ 1.0C(3)
product manufacturer ($8,112,135 par due 3/2011) 5.00% PIK 10/8/0« 752,88t 752,88t $ 274.444)
Common stock (2,743 shares) 10/8/04 652,50¢ 652,50 $ 146.17(4)
Warrants to purchase 4,464
shares
9,647,56! $ 9,548,241 5.98%
Consumer Products-
Durable
Berkline/Benchcraft Furniture manufacturer  Junior secured loan 10.50% (LIBOR + 11/3/0¢ 5,000,000 $ 5,000,000 $ 1.0¢(2)
Holdings LLC and distributor ($5,000,000 par due 5/2012) 8.00%/Q) 10/8/0¢ 1,046,34: 1,046,34 $ 412.6((4)
Preferred stock (2,536 shares) 10/8/0« 2,752,55! 2,752,55! $ 5.7C(4)
Warrants to purchase 483,020
shares
8,798,90. $ 8,798,90: 5.51%
Financial
Foxe Basin CLO 2003, Collateralized debt Preference shares (3,000 10/8/0¢ 3,011,55. $ 3,011,55. $ 1,003.848)
Ltd. obligation shares
Hudson Straits CLO Collateralized debt Preference shares (750 shares) 10/8/04 752,88t 752,88¢ $ 1,003.848)
2004, Ltd. obligation
MINCS-Glace Bay, Ltd. Collateralized debt Secured notes ($4,500,000 par  6.63% (LIBOR + 10/8/0« 4,517,32i 4,517,320 $ 1.00(8)
obligation due 7/2014 5.00%/Q)
8,281,76! $ 8,281,76! 5.1<%




Fair Percentage

Initial Amortized Value of
Company(1) Industry Investment Interest(9) Acquisition Date Cost Fair Value Per Unit Net Assets
Healthcare—Medical
Products

Aircast, Inc. Manufacturer of Senior secured loan 5.19% (LIBOR + 12/21/04 12/21/C $ 1,500,000 $ 1,500,000 $ 1.0¢(2)

orthopedic braces, ($1,500,000 par due 12/2010) 2.75%1Q) 1,000,001 1,000,000 $ 1.0C(2)

supports and vascular  Junior secured loan

systems ($1,000,000 par due 6/2011) 9.44% (LIBOR +

7.00%/Q)
$ 2,500,000 $ 2,500,001 1.5%%

Total $ 182,329,20 $ 182,560,14
Q) We do not “Control” any of our portfolio companies defined in the Investment Company Act of 1240amended (the “1940

Act”). In general, under the 1940 Act, we would f@wmI” a portfolio company if we owned 25% or marfits voting securities.
Additionally, with the exception of our investmentEsselte, all of our investments are subjecet@l restriction on sales. As of
December 31, 2004, the Company held $176,562,56mmicted securities, which represented 111%efQompany’s net assets.

(2 Pledged as collateral for the credit facility pagafsee Note 8).

3) Has a payment-in-kind interest feature (see Nate 2)

4) Non-income producing at December 31, 2004.

(5) As defined in the 1940 Act, we are an “Affiliatef this portfolio company as we own more than 5%hef portfolio company’s

outstanding voting securities. For the period frifume 23, 2004 through December 31, 2004, for iiggdio company there were
total purchases of $17,598,522, a redemption off&B5 (cost), interest income of $285,059, otheoine of $5,833 and net realiz
losses of $899.

(6) Principal amount denominated in Euros has beeslatad into U.S. dollars (see Note 2).

(7 Non-U.S. company or principal place of businessidetthe U.S.

(8) Non-registered investment company.

9) A majority of the variable rate loans to our polifa@ompanies bear interest at a rate that mayelerchined by reference to either

LIBOR or an alternate Base Rate (commonly baseiti®@rederal Funds Rate or the Prime Rate), atdhrewer’s option, which
reset quarerly (Q) or monthly (M). For each sudnlonve have provided the current interest ratdfaceat December 31, 2004.

(10) At December 31, 2004, a portion of this loan eqa#3,873 was earning interest at a rate of 8.25fi6lwis equal to Base Rate plus
3.50%, resetting monthly.

See accompanying notes to consolidated finanassients.
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ARES CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENT OF OPERATIONS

For The Period June 23, 2004 (inception) through Dxember 31, 2004

INVESTMENT INCOME:
From noi-control/nor-affiliate investments
Interest from investmen
Interest from cash & cash equivale
Dividend income
Capital structuring service fe
Other income

Total investment income from n-control/nor-affiliate investment:

From affiliate investments
Interest from investmen
Other income

Total investment income from affiliate investments
Total investment income

EXPENSES
Organizationa
Management and incentive fe
Administrative
Professional fee
Directors fee:
Insurance
Interest and credit facility fee
Amortization of debt issuance co:
Other

Total expenses
NET INVESTMENT INCOME
REALIZED AND UNREALIZED GAIN ON INVESTMENTS:
Net realized gains (losse:
Net realized gains from n-control/not-affiliate investment transactiol
Net realized loss from affiliate investment transats

Net realized gains from investment transacti

Net unrealized gair
Investment transactions from non-control/non-af#i investments

Net realized and unrealized gain on investments

NET INCREASE IN STOCKHOLDER' EQUITY RESULTING FROM OPERATIONS

BASIC AND DILUTED EARNINGS PER COMMON SHARE (see io4)

WEIGHTED AVERAGE SHARES OF COMMON STOCK OUTSTANDIN(See Note 4

See accompanying notes to consolidated finanassients.
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$  3,289,25
39,32¢

191,13(
542,35

27,88¢
4,089,95!
285,05¢

5,83¢

290,89:

4,380,84i
199,18:
567,03t
135,94:
336,18
119,96¢
161,85!
96,17¢
41,22(
8,18¢
1,665,75

2,715,09!

245 34
(899)

244,44¢

230,94
475,39
$ 3,19048
$ 0.2¢

11,066,76




Balance at June 23, 2004

Issuance of common sto

Offering and underwriting
costs (see Note -

Underwriting costs paid
by the Investment
Adviser (see Note 7

Net increase il
stockholders’ equity
resulting from
operations

Dividend declared ($0.28
per share

Tax return of capital
($0.02 per share

Balance at December 31,
2004

ARES CAPITAL CORPORATION AND SUBSIDIARY

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

For The Period June 23, 2004 (inception) through Dxember 31, 2004

Distributions in Accumulated
Capital in Excess of Net Net Realized Net Unrealized Total
Common Stock Excess of Investment Gain on Sale of Appreciation of Stockholders’

Shares Amount Par Value income Investments Investments Equity
10 $ — $ 1,50C $ — 3 — $ — $ 1,50
11,066,66 11,06° 165,988,93 — — — 166,000,00
— — (8,638,65) — — — (8,638,65)
— — 2,475,001 — — — 2,475,001
— — — 2,715,09! 244,44¢ 230,94 3,190,48:i
— — — (2,851,511 (244,440 — (3,095,95)
— — (224,079 — — — (224,079
11,066,76 $ 11,067 $ 159,602,70 $ (136,41 $ — $ 230,94 $ 159,708,30

See accompanying notes to consolidated financitdsients.
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ARES CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENT OF CASH FLOWS
For The Period June 23, 2004 (inception) through Dxember 31, 2004

OPERATING ACTIVITIES:
Net increase in stockhold’ equity resulting from operatiot
Adjustments to reconcile net increase in stockh@’ equity resulting from operation
Realized gain on investment transactions
Unrealized gain on investment transactions
Net amortization of premium on securit
Increase in accrued payment-in-kind dividends aerést
Amortization of debt issuance co:
Proceeds from sale and redemption of investrr
Purchases of investments
Changes in operating assets and liabilit
Interest receivable
Other assets
Accounts payable and accrued expet
Management and incentive fees pay:
Interest and facility fees payable

Net cash used in operating activities
FINANCING ACTIVITIES:
Net proceeds from issuance of common s
Borrowings on credit facility payab
Credit facility financing costs
Net cash provided by financing activities
CHANGE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD
CASH AND CASH EQUIVALENTS, END OF PERIOD

Supplemental Informatior
Interest paid during the peric
Dividends declared during the peri
See accompanying notes to consolidated financiédsients.
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$ 3,190,48

(244,441)
(230,94
9,091
(508,76:)
41,22(
53,480,44
(243,860,00)

(1,140,49)
(417,33)
1,556,44

274,65
96,17¢

(187,753,46)

159,836,34
55,500,00

(778,22)
214,558,12

26,804,66
1,50(

$ —
$ 3,320,03




ARES CAPITAL CORPORATION AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
As of December 31, 2004
1. ORGANIZATION

Ares Capital Corporation (the “Company” or “ARCC ‘ave”) is a closed-end, non-diversified managenienéstment company
incorporated in Maryland that is regulated as artass development company under the Investment @oynfact of 1940 (1940 Act”). We
were founded on April 16, 2004 and were initiaiwfled on June 23, 2004. The Company intends toteldée treated for tax purposes as a
regulated investment company, or RIC, under therival Revenue Code of 1986, as amended. Our ineasinbjectives are to generate both
current income and capital appreciation througlt ded equity investments. We invest primarily isfiand second lien senior loans and
mezzanine debt, which in some cases may includgaity component, and, to a lesser extent, in gdoiestments in private middle market
companies.

In September 2004, our board of directors appr@rethcrease in the number of authorized commoreshar100,000,000 common
shares. On October 8, 2004, we completed our lipitiblic offering (the “Offering”) of 11,000,000 ates at a price of $15.00 per share, less
an underwriting discount and commissions totalig$5 per share of which $0.225 was paid on oualbély our investment adviser (see
Note 7). On the same date, we commenced substamégtment operations. On October 29, 2004, waéaor Ares Capital CP Funding LL
(“Ares Capital CP”), a wholly-owned subsidiary bEtCompany, through which we established a revglenedit facility.

We are externally managed by Ares Capital Manageéire@ (the “Investment Adviser”), an affiliate ofrAs Management LLC, an
independent Los Angeles based firm that managesiment funds. Ares Technical Administration LL@&«gs Administration”), an affiliate
of Ares Management LLC, provides the administratigevices necessary for us to operate.

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accompanying consolidated financial statemieswe been prepared on the accrual basis of acoguntconformity with
accounting principles generally accepted in thetdthStates, and include the accounts of the Comaadyts wholly-owned subsidiary. The
consolidated financial statements reflect all atpemnts and reclassifications which, in the opiredbmanagement, are necessary for the fair

presentation of the results of the operations arah€ial condition for the periods presented. Adh#icant intercompany balances and
transactions have been eliminated.

Cash and Cash Equivalents

Cash and cash equivalents include short-term diguuiestments in a money market fund. Cash and easivalents are carried at
cost which approximates fair value.

Concentration of Credit Risk

The Company places its cash and cash equivaletiifinancial institutions and, at times, cash Helchoney market accounts may
exceed the Federal Deposit Insurance Corporatsuréa limit.

I nvestments

Investment transactions are recorded on trade Retdized gains or losses are computed using #afpidentification method. W
carry our investments at fair value, as determimedur
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board of directors. Investments for which markettgtions are readily available are valued at suatket quotations. Debt and equity
securities that are not publicly traded or whoseketgprice is not readily available are valuedaat falue as determined in good faith by our
board of directors. The types of factors that wg ma&e into account in fair value pricing of ouv@stments include, as relevant, the nature
and realizable value of any collateral, the poidfabmpany’s ability to make payments and its gaggsiand discounted cash flow, the markets
in which the portfolio company does business, caimpa to publicly traded securities and other ratgfactors.

When an external event such as a purchase tramsagtiblic offering or subsequent equity sale ogcwe use the pricing indicated
by the external event to corroborate our privatgitgyaluation. Because there is not a readily laldée market value for most of the
investments in our portfolio, we value substanyiall of our portfolio investments at fair value@estermined in good faith by our board under
a valuation policy and a consistently applied viiraprocess. Due to the inherent uncertainty ¢éaeining the fair value of investments t
do not have a readily available market value, #ievialue of our investments may differ signifidgritom the values that would have been
used had a ready market existed for such investmant the differences could be material.

With respect to investments for which market quotet are not readily available, our board of divestundertakes a multi-step
valuation process each quarter, as described below:

¢ Our quarterly valuation process begins with eaatffgi® company or investment being initially vatliby the investment
professionals responsible for the portfolio invesitin

¢  Preliminary valuation conclusions are then documemind discussed with our senior management.

The audit committee of our board of directors rese¢hese preliminary valuations. Where appropride committee may utilize an
independent valuation firm selected by the boardimfctors.

The board of directors discusses valuations anetiaétes the fair value of each investment in outfptio in good faith based on
the input of our investment adviser and audit cottemiand, where appropriate, an independent vatuitin.

As defined in the 1940 Act, Affiliate investmentg @ahose in which we own more than 5% of the pédfoompany’s outstanding
voting securities.

I nterest Income Recognition

Interest income, adjusted for amortization of pramiand accretion of discount, is recorded on aruatbasis to the extent that st
amounts are expected to be collected. The Comgapyg accruing interest on its investments whes dstermined that interest is no longer
collectible. If any cash is received after it isatenined that interest is no longer collectible, wil treat the cash as payment on the principal
balance until the entire principal balance has biepaid, before any interest income is recognigéscounts and premiums on securities
purchased are accreted/amortized over the lifa@féspective security using the effective yieldhrod. The amortized cost of investments
represents the original cost adjusted for the déicecref discounts and amortizations of premium onds.
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Payment in Kind | nterest

The Company has loans in its portfolio that contapayment-in-kind (“PIK”) provision. The PIK in&st, computed at the
contractual rate specified in each loan agreeneatided to the principal balance of the loan awdnded as interest income. To maintain the
Company'’s status as a RIC, this non-cash sourceome must be paid out to stockholders in the fofmiividends, even though the
Company has not yet collected the cash. For theghénom June 23, 2004 (inception) through Decen#ier2004, $508,762 in PIK income
was recorded.

Capital Structuring Service Fees

The Company’s Investment Adviser seeks to provaséstance to the portfolio companies in conneatidh the Company’s
investments and in return the Company may receige for capital structuring services. These feesiarmally paid at the closing of the
investments, are generally non-recurring and aregrized as revenue when earned upon closing Westiment. The services that the
Company’s Investment Adviser provides vary by inment, but generally consist of reviewing existargdit facilities, arranging bank
financing, arranging equity financing, structuriivgancing from multiple lenders, structuring finamg from equity investors, restructuring
existing loans, raising equity and debt capitati providing general financial advice, which con@adipon closing of the loan. The
Company’s Investment Adviser may also take a sedhe board of directors of a portfolio companypbserve the meetings of the board of
directors without taking a formal seat. Any sergicé the above nature subsequent to the closindgdwgmnerally generate a separate fee
payable to the Company. In certain instances wiiher€ompany is invited to participate as a co-lemda transaction and in the event that
the Company does not provide significant servioesonnection with the investment, a portion of Iéees paid to the Company in such
situations may be deferred and amortized over stimated life of the loan.

Foreign Currency Trandation

The Company’s books and records are maintained$n dlbllars. Any foreign currency amounts are ti@ed into U.S. dollars on
the following basis:

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

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

Although the net assets and the fair values argepted at the foreign exchange rates at the etiebafay, the Company does not
isolate the portion of the results of the operatigsulting from changes in foreign exchange rateimvestments from the fluctuations arising
from changes in fair value of investments. Suchtflations are included with the net realized ane@alized gains or losses from investments.
Foreign security and currency translations may lwvevgertain considerations and risks not typicakgociated with investing in U.S.
companies and U.S. Government securities. Thelsginslude but are not limited to revaluation ofremcies and future adverse political and
economic developments which could cause investmerkeir markets to be less liquid and prices marlatile than those of comparable
U.S. companies.
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Organizational and Offering Expenses

A portion of the net proceeds of the Offering wasdito pay for the Company’s offering costs ancwoizational expenses. The
offering costs were charged against the proceeds fne Offering when received and were approxirgad@lé million. Approximately
$200,000 in organizational expenses have been sggdes incurred.

Debt I ssuance Costs
Debt issuance costs are being amortized overftheflithe credit facility using the straight lineethod.
Federal Income Taxes

The Company intends to qualify for the tax treattregplicable to regulated investment companies uSdechapter M of the
Internal Revenue Code of 1986 (the “Code”), as alednand, among other things, intends to makesttpaisite distributions to its
stockholders which will relieve the Company frontdEeal income or excise taxes. Therefore, no pronisias been recorded for Federal
income or excise taxes.

In order to qualify as a RIC, the Company is reggito distribute to its stockholders at least 9% westment company taxable
income, as defined by the Code.

In accordance with Statement of Position 93-2, &mination, Disclosure, and Financial Statemenséhation of Income, Capital
Gain, and Return of Capital Distributions by Invesht Companies,” book and tax basis differencegingl to stockholder distributions and
other permanent book and tax differences are mfiles to capital in excess of par. In additiorg ttharacter of income and gains to be
distributed is determined in accordance with incdaneregulations that may differ from accountin@qpiples generally accepted in the Uni
States of America, as highlighted in Note 6.

Dividends

Dividends and distributions to common stockholdeesrecorded on the record date. The amount taioleopit as a dividend is
determined by the board of directors each quartérisgenerally based upon the earnings estimatadadmagement. Net realized capital
gains, if any, are distributed at least annually.

We have adopted a dividend reinvestment plan ttmafigies for reinvestment of our distributions omalé of our stockholders, unle
a stockholder elects to receive cash. As a rasoltr board of directors authorizes, and we deglarcash dividend, then our stockholders
have not “opted out” of our dividend reinvestmelatrpwill have their cash dividends automaticallinvested in additional shares of our
common stock, rather than receiving the cash dindde

Use of Estimatesin the Preparation of Financial Statements

The preparation of financial statements in conftymiith accounting principles generally acceptethia United States requires
management to make estimates and assumptiondfeittae
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reported amounts of actual and contingent asselttiahilities at the date of the financial statetsesind the reported amounts of income or
loss and expenses during the reporting period.dctsults could differ from those estimates. Sigant estimates include the valuation of
investments.

Fair Value of Financial | nstruments

The carrying value of the Company’s financial ingtents approximate fair value. The carrying vallimerest and open trade
receivables, accounts payable and accrued expasse®ll as the credit facility payable approxintfaie value due to their short maturity.

3. AGREEMENTS

The Company has entered into an investment advasgngement (the “Advisory Agreement”) with the Istraent Adviser under
which the Investment Adviser, subject to the oveapervision of our board of directors providegestment advisory services to ARCC. For
providing these services, the Investment Adviseeires a fee from us, consisting of two componeradase management fee and an
incentive fee. The base management fee is calcuddtan annual rate of 1.5% of our total assete(dhan cash or cash equivalents but
including assets purchased with borrowed funds) seovices rendered under the Advisory Agreemerinduhe period commencing from
October 8, 2004 through and including DecembeR2804, the base management fee is payable monthlyears. For services rendered
under the Advisory Agreement after that time, thedbmanagement fee is payable quarterly in arrdats.January 1, 2005, the base
management fee is calculated based on the inalakvof our total assets after giving effect to pnechase of the Portfolio (as defined below)
(other than cash or cash equivalents but includssgts purchased with borrowed funds). Subsequémtiyoase management fee is calculated
based on the average value of our total assetsr(titan cash or cash equivalents but includingiagsechased with borrowed funds) at the
end of the two most recently completed calendartqusmand appropriately adjusted for any shareaisses or repurchases during the calendat
guarter. Base management fees for any partial nmmglarter are appropriately pro rated.

The incentive fee has two parts. One part is catedland payable quarterly in arrears based opretincentive fee net investment
income. Pre-incentive fee net investment incomemaéaterest income, dividend income and any othesrne (including any other fees such
as commitment, origination, structuring, diligerzee consulting fees or other fees that we receom portfolio companies but excluding fi
for providing managerial assistance) accrued dutiegcalendar quarter, minus operating expensdabdoguarter (including the base
management fee, any expenses payable under theisttation agreement, and any interest expensdiaiteénds paid on any outstanding
preferred stock, but excluding the incentive f&rg-incentive fee net investment income includeshé case of investments with a deferred
interest feature such as market discount, debuimsgnts with payment-in-kind interest, preferrestktwith payment-in-kind dividends and
Zero coupon securities, accrued income that we hawget received in cash. The Investment Adviserat under any obligation to reimburse
us for any part of the incentive fee it receivedttivas based on accrued income that we never eztawa result of a default by an entity on
the obligation that resulted in the accrual of sindome.
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Pre-incentive fee net investment income does rabade any realized capital gains, realized capitsdes or unrealized capital
appreciation or depreciation. Pre-incentive feeimatstment income, expressed as a rate of retuthevalue of our net assets at the end of
the immediately preceding calendar quarter, is @mabto a fixed “hurdle rate” of 2.00% per quarter.

We pay the Investment Adviser an incentive fee wéspect to our pre-incentive fee net investmertrnme in each calendar quarter
as follows:

* no incentive fee in any calendar quarter in whigh pre-incentive fee net investment income doegxcted the hurdle rate;

* 100% of our pre-incentive fee net investment incavith respect to that portion of such pre-incenfee net investment income, if
any, that exceeds the hurdle rate but is less2t&%6 in any calendar quarter. We refer to thidgiporof our pre-incentive fee net
investment income (which exceeds the hurdle ratésdass than 2.50%) as the “catch-up” provisibime “catch-up” is meant to
provide our Investment Adviser with 20% of the jmeentive fee net investment income as if a hurate did not apply if this net
investment income exceeds 2.50% in any calendataryand

¢ 20% of the amount of our pre-incentive fee net gtrent income, if any, that exceeds 2.50% in afgnciar quarter.

These calculations are appropriately pro rate@dfgrperiod of less than three months and adjustearfy share issuances or
repurchases during the current quarter.

The second part of the incentive fee is determaredipayable in arrears as of the end of each calgmér (or upon termination of
the Advisory Agreement, as of the termination datejnmencing with the calendar year ending on Déesr81, 2004, and equals 20% of
realized capital gains for the calendar year, ¥, @omputed net of all realized capital losses amealized capital depreciation for such year;
provided that the incentive fee determined as afdb#ber 31, 2004 is calculated for a period of glndhan twelve calendar months to take
into account any realized capital gains computddahall realized capital losses and unrealizedtahdepreciation for the period ending
December 31, 2004.

We defer cash payment of any incentive fee otherwégned by the Investment Adviser if during thestmecent four full calendar
quarter period ending on or prior to the date ueyyment is to be made the sum of (a) the aggrelistiéutions to the stockholders and
(b) the change in net assets (defined as totalsaless indebtedness) is less than 8.0% of ouassats at the beginning of such period. These
calculations are appropriately pro rated duringfittst three calendar quarters following Octobe2@)4 and are adjusted for any share
issuances or repurchases.

For the period from October 8, 2004 (the date efGlifering and the commencement of substantialstment operations) through
December 31, 2004, we incurred $471,565 in baseganent fees and $95,471 in incentive fees. Ryi@ctober 8, 2004, we incurred no
base management or incentive fees.

We also entered into a separate administratioreaggat (the “Administration Agreement”) with Ares ahistration under which
Ares Administration furnishes us with office fatidis, equipment and clerical, bookkeeping and &eeping services at such facilities.
Under the Administration
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Agreement, Ares Administration also performs orrsees the performance of our required adminisgaearvices, which include, among
other things, being responsible for the finanotalords which we are required to maintain and pregaeports to our stockholders and rep
filed with the SEC. In addition, Ares Administratiassists us in determining and publishing theassét value, oversees the preparation and
filing of our tax returns and the printing and éissnation of reports to our stockholders, and gaheoversees the payment of our expenses
and the performance of administrative and profesgiservices rendered to us by others. Under thmididtration Agreement, Ares
Administration also provides on our behalf, man@ajessistance to those portfolio companies to twiie are required to provide such
assistance. The Administration Agreement may bmiteated by either party without penalty upon 60slayritten notice to the other party.

For the period from October 8, 2004 (the date efGlifering and the commencement of substantialsiment operations) through
December 31, 2004 we incurred $135,941 in admatis# fees. As of December 31, 2004, the entiretarhwas unpaid and included in
accounts payable and accrued expenses in the aaogimg consolidated balance sheet. Prior to Oct8p2004, we incurred no
administrative fees.

4. EARNINGS PER SHARE

The following information sets forth the computatiof basic and diluted net decrease in stockholaegpsity per share resulting frc
October 8, 2004 (the date of the Offering and trarmencement of substantial investment operatidmeugh December 31, 2004:

Numerator for basic and diluted net increase inldtolder:’ equity resulting from

operations per shar $ 3,190,48:
Denominator for basic and diluted net increasdadaldolders’ equity resulting from

operations per shar 11,066,76
Basic and diluted net increase in stockholdersitggqasulting from operations per

share: $ 0.2¢

If the above computation had been done for theogdrom June 23, 2004 (inception) through Decendie?2004, the numerator
would have remained the same, but the denominatatdihave been 4,905,916 resulting in a basic dated net increase in stockholders’
equity resulting from operations per share of $0.65

5. INVESTMENTS

On September 16, 2004, we entered into an agreemittnRoyal Bank of Canada and its affiliates (“RB@hereby we agreed to
pay $250,000 to RBC to acquire a right to purclapertfolio of loans and equity investments (thet@ber Portfolio”).

Upon completion of the Offering on October 8, 2004, exercised our right to purchase substantidiligfahe October Portfolio
from RBC for approximately $122.3 million. The Obtw Portfolio consisted of $31.5 million of senierm debt, $63.7 million of senior
subordinated debt, $18.8 million of investmentsquity securities and $8.3 million of investmemisollateralized debt obligations. On
November 3, 2004, we purchased additional assigisalty included in the Octobe
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Portfolio for approximately $18.5 million. The atseere comprised of $9.8 million of senior subpeded debt and $8.7 million of

investments in equity securities.

Aside from the purchase of the October Portfolie, Company also purchased (A) $52.2 million of seteérm debt,
(B) $34.6 million of senior subordinated debt. )1 million of senior notes, (D) $0.3 million afestments in equity securities and
(E) $9.7 million of publicly traded fixed incomecsgities during the period from October 8, 2004 (tfate of the Offering and commencen

of substantial investment operations) through Ddxsm31, 2004.

In addition, we sold (i) $13.7 million of seniore debt, (ii) $8.9 million of senior subordinateeld, (i) $0.8 million of investmen
in equity securities and (iv) $9.7 million of pullli traded fixed income securities during the pefimm October 8, 2004 (the date of the
Offering and commencement of substantial investropatations) through December 31, 2004. Also duttiegperiod, (A) $6.9 million of

senior term debt and (B) $22.0 million of seniobaudinated debt were redeemed.

As of December 31, 2004, investments and cash astd equivalents consisted of the following:

Amortized Cost Fair Value

Cash and cash equivalents $ 26,806,16f $ 26,806,16!
Senior term dek 63,069,19I 63,118,67!
Senior note: 6,060,35: 5,997,64!
Senior subordinated de 77,925,42! 78,169,59!
Collateralized debt obligatior 8,281,76¢ 8,281,76¢
Equity securities 26,992,46: 26,992,46:

Total $ 209,135,360 $ 209,366,30

6. INCOME TAXES

The following reconciles net increase in stockhmdtequity resulting from operations to taxableane for the period from June 23,

2004 (inception) through December 31, 2004:

Net increase in stockhold’ equity resulting from operatiot $ 3,190,48¢
Net unrealized gain on investments transactionsaxaible (230,947)
Other income not currently taxable (53,490)
Organizational expenses not currently deductible 189,90¢
Taxable income before deductions for distributions $ 3,095,95¢

As of December 31, 2004, the cost of investmentsafo purposes was $182,275,710 resulting in asgnagealized appreciation and

depreciation of $347,144 and $62,707, respectively.
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For income tax purposes, distributions paid toldtotders are reported as ordinary income, non-texahpital gains, or a
combination thereof. Dividends paid per common slfiar the period from June 23, 2004 (inceptionptiygh December 31, 2004 were tax:
as follows (unaudited):

Ordinary income $ 3,095,95¢
Capital gains —
Return of capital 224,07¢
Total reported on tax form 1099-DIV $ 3,320,03(

7. COMMITMENTS AND CONTINGENCIES

As of December 31, 2004, the Company had commiittedake a total of approximately $14.2 million n¥éstments in various
revolving senior secured loans. As of Decembe2804, $13.8 million was unfunded.

Gross underwriting costs related to our offeringen&7,425,000 or $0.675 per share. As a part offffiering, the Investment
Adviser, on our behalf, agreed to pay the undeensi$0.225 of the $0.675 per share in underwritisgount and commission for a total of
approximately $2.5 million. We are obligated toagphis amount, together with accrued interestrgd at the 3-month LIBOR plus 2%
starting on October 8, 2004) (a) if during any foatendar quarter period ending on or after Oct8h&005 the sum of (i) the aggregate
distributions, including return of capital, if artg, the stockholders and (ii) the change in nettagglefined as total assets less indebtedness)
equals or exceeds 7.0% of the net assets at tlienlireg) of such period (as adjusted for any shaseasces or repurchases) or (b) upon the
Company’s liquidation. As of December 31, 2004, 3hmonth LIBOR was 2.56%. Had the amount been ddgragable at December 31,
2004, the accrued interest expense through Decedih@004 would have been $23,726.

For the period from the Offering on October 8, 286@4{Hecember 31, 2004, the aggregate distribumischange in net asset value
represented a return of approximately 9.2 % ovemntt asset value as of the Offering, on an aredhliasis. Consistent with generally
accepted accounting principles, because severaltaiaties existed at the balance sheet date reggtfie likelihood that the Company wol
achieve the 7% return referred to above, which doeguire repayment to the Investment Adviser,ialaility was recorded in the
accompanying financial statements. As the Compantirtues its operations, management will assessrtgeing performance results, and
when it is determined that the 7% return is probathie approximate $2.5 million will be chargediagastockholders’ equity.

On March 8, 2005, the Company’s board of direcégmsroved entering into an amended and restatedragre with the Investment
Adviser whereby the Company would be obligatecefmay the Investment Adviser for the approximat® $2illion only if the conditions for
repayment referred to above were met before thé #riniversary of the Offering. If one or more sesents do not occur on or before
October 8, 2007, we will not be obligated to refldg amount to the Investment Adviser.
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8. CREDIT FACILITY PAYABLE

In accordance with the 1940 Act, with certain limitexceptions, we are only allowed to borrow am@sath that our asset cover:
as defined in the 1940 Act, equals at least 20a&6 afich borrowing. On November 3, 2004 (the “Fgcitffective Date”), the Company
entered into a revolving credit facility (the “Fhiyi") that allows Ares Capital CP to issue up tt68.0 million of variable funding certificates
(“VFC"). As part of the Facility, we are subjectltmitations as to how borrowed funds may be usetliding restrictions on geographic
concentrations, sector concentrations, loan sagnent frequency and status, average life, codateterests and investment ratings as well
as regulatory restrictions on leverage which mégcathe amount of VFC that we may issue from ttméme. There are also certain
requirements relating to portfolio performancejuding required minimum portfolio yield and limitahs on delinquencies and charge-offs,
violation of which could result in the early amaettion of the Facility and limit further advancesder the Facility and in some cases could be
an event of default. Such limitations, requiremgatsl associated defined terms are as providdad tbe documents governing the Facility.
As of December 31, 2004 there was $55,500,000andstig under the Facility and the Company contiriad®e in compliance with all of the
limitations and requirements of the Facility.

The interest charged on the VFC is based on thereomial paper rate plus 1.25% and payable quartagyf December 31, 2004,
the commercial paper rate was 2.3152%. The avénégest rate during the period from the FaciliffeEtive Date through December 31,
2004 was 1.78% (from date of first borrowing thrbugecember 31, 2004, the average interest rate8\88%0) and the average outstanding
balance was $10,466,102. For the period from JBn@@4 (inception) through December 31, 2004 tiherést expense incurred was
$60,531. There was no cash paid for interest duhiageriod.

The Facility expires on November 3, 2005 unlessrmoked prior to such date for an additional 3644uzryod with the consent of the
lender. If the Facility is not extended, any prpadiamounts then outstanding will be amortized @a24-month period through a termination
date of November 3, 2007. Under the terms of thaliBa we were required to pay a otiere 0.25% structuring fee and a 0.375% renews
on each of the two years following the closing dztéhe Facility. Additionally, we are also requdrto pay a 0.175% commitment fee for any
unused portion of the Facility. For the period frdmme 23, 2004 (inception) through December 3142068 commitment fee incurred was
$35,644.

9. RELATED PARTY TRANSACTIONS

In accordance with the Advisory Agreement, we ladlacosts and expenses of the operation of the @ampnd reimburse the
Investment Adviser for all such costs and expeisgsred in the operation of the Company. For teeqal from June 23, 2004 (inception)
through December 31, 2004 the Investment Adviseuried such expenses totaling $242,205, of whi@2%32 related to offering costs paid
on behalf of the Company by the Investment Advidecordingly, the Company has recorded a liabditypecember 31, 2004 to the
Investment Adviser for the portion of such amounttyet reimbursed. As of December 31, 2004, $14y288 payable to the Investment
Adviser and such payable is included in accounyalple in the accompanying consolidated balancetshee
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Additionally, the Company will be obligated to pagproximately $2.5 million to the Investment Adviger the portion of the sales
load on the Offering paid by the Investment Advigerbehalf of the Company, dependent on certaiditions being met (see Note 7).

As of December 31, 2004, Ares Management LLC, attiAres Capital Management LLC is a wholly-ownethsidiary, owned
666,667 shares of the Company’s common stock reptieg approximately 6.0% of the total shares aniding.

See Note 3 for a description of other related piagsactions.
10. DIVIDEND

For the period from June 23, 2004 (inception) thfo@ecember 31, 2004, the Company declared a digida December 17, 2004
of $0.30 per share for a total of $3,320,030. Téeord date was December 27, 2004 and the dividesddigtributed on January 26, 2005.
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11. FINANCIAL HIGHLIGHTS

The following is a schedule of financial highligtits the periods from June 23, 2004 (inceptionptigh December 31, 2004 and
October 8, 2004 (the date of the Offering and trarmencement of substantial investment operatidmeugh December 31, 2004:

From From

June 23, 2004 October 8, 2004
Per Share Dat:
Net asset value, beginning of per $ 15.0C $ 14.42()
Gross Offering and underwriting costs (0.7¢) —
Underwriting costs paid by the Investment Advisag Note 7 0.2z2
Net investment income for peric 0.2t 0.27
Net realized and unrealized gains on secut 0.04 0.04
Net increase in stockhold’ equity resulting from operatiot 0.2¢ 0.31
Distributions from net investment income (0.29) (0.25)
Distributions in excess of net investment income (0.09) (0.01)
Distributions from net realized capital gains onséies (0.02) (0.02)
Total distributions to stockholders before retufrcapital (0.29) (0.2¢)
Tax return of capital (0.02) (0.02)
Total distributions (0.30 (0.30
Net asset value at end of per $ 14.4:  $ 14.4:%
Per share market value at end of pe $ 194 $ 19.4:
Total return based on market value 31.5%% 31.5%
Total return based on net asset value(3) (1.80% 2.1%%
Shares outstanding at end of pet 11,066,76 11,066,76

Ratio/Supplemental Dat

Net assets at end of peri $ 159,708,30 $ 159,708,30
Total debt outstanding at end of per $ 55,500,000 $ 55,500,00
Total assets to debt outstanding r: 3.97 3.97
Ratio of operating expenses to average net asy 5.2% 3.92%
Ratio of net investment income to average net s@bx 8.5% 7.7<%
Portfolio turnover rate(4 215% 19(%

(1) This amount includes the net proceeds of the Offfeoin October 8, 2004, organizational expensegeadous offerings of 66,767
shares which had no sales load.

(2) Total return based on market value equals the aseref the ending market value at December 31, 80$49.43 per share over the
offering price of $15 per share plus the declargitldnd of $0.30 per share (includes return of dmf $0.01 per share) for holders of
record on December 27, 2004, divided by the oftgprice. Total return based on market value isamotualized.
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(3) Total return based on net asset value equals toegehin net asset value during the period plusidotared dividend of $0.30 per share
(includes return of capital of $0.01 per share)Holders of record on December 27, 2004, dividethieybeginning net asset value during
the period. Total return based on net asset valnetiannualized.

(4) The ratios reflect an annualized amount.
12. IMPACT OF NEW ACCOUNTING STANDARDS

In December 2004, the Financial Accounting Stansl&ulard issued Statement of Financial Accountirgn@irds (“SFAS”) 123R,
“Share Based Payment,” which requires companiesaognize in the statement of operations the gtat# fair value of stock options and
other equity based compensation issued to emplogeesS 123R is effective for annual periods begigrafter June 15, 2005. As the
Company does not have any options or equity basegbensation plans, there is no expected impact fhenadoption of SFAS 123R.
13. SUBSEQUENT EVENTS

On January 7, 2005 we entered into a costlessr@dl@ement in order to manage the exposure tqyaiaimterest rates related to
the Company’s fixed rate investments. The costtefiar agreement was for a notional amount of $20am, has a cap of 6.5%, a floor of
2.72% and matures in 2008. The costless collatgegmrterly based on the 3-month LIBOR.

On January 12, 2005 the Company filed a regismmagtatement to offer additional common shares ®Gbmpany for public sale.
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SIGNATURES
Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, as amentiedRegistrant has duly
caused this Annual Report to be signed on its hélyahe undersigned, thereunto duly authorizedyvianch 30, 2005.
ARES CAPITAL CORPORATION
By: /sl Michael J. Aroughe

Michael J. Aroughei
Presiden

Pursuant to the requirements of the Securities &xgh Act of 1934, as amended, this Annual Reparbkan signed below by the
following persons on behalf of the Registrant amthie capacities indicated on March 30, 2005.

Signature Title(s)

/sl Michael J. Aroughe President (principal executive officer)
Michael J. Aroughet

/s/ Daniel F. Nguye! Chief Financial Officer (principal
Daniel F. Nguyet financial and accounting officer)
/s/ Douglas E. Colthar Director

Douglas E. Colthar

/s/ Anthony P. Ressl Director
Anthony P. Ressle

/s/ Robert L. Rose Director
Robert L. Rosel

/s/ Bennett Rosenth Director
Bennett Rosenth:

/sl Eric B. Siege Director
Eric B. Siege
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Exhibit 31.1

Certification of President
of Periodic Report Pursuant to Rule 13a-14(a) anlé BR5d-14(a)

[, Michael J. Arougheti, certify that:
1. | have reviewed this Annual Report on Form 10-KAoés Capital Corporation;

2. Based on my knowledge, this report does not comajnuntrue statement of a material fact or om#itéde a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this report;

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in a
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this rej

4, The reglstrant s other certifying officer and | aesponsible for establishing and maintaining disate controls and
procedures (as defined in Exchange Act Rules 13a}Ehd 15d-15(e)) for the registrant and have:

€)) Designed such disclosure controls and proceduresiused such disclosure controls and procedures to
designed under our supervision, to ensure thatriabieformation relating to the registrant, inclod its consolidated subsidiaries, is made
known to us by others within those entities, paitidy during the period in which this report it prepared;

(b) Evaluated the effectiveness of the registrant’sldsire controls and procedures and presentedsimegort our
conclusions about the effectiveness of the disciosantrols and procedures, as of the end of thegeovered by this report based on such
evaluation; and

(c) Disclosed in this report any change in the regigtsanternal control over financial reporting tratcurred during
the registrant’s most recent fiscal quarter (tfggsteant’s fourth quarter in the case of an anmejpbrt) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal control over
financial reporting, to the registrant’s auditorelahe audit committee of registrant’s board oédiors (or persons performing the equivalent
functions):

€)) All significant deficiencies and material weaknesiethe design or operation of internal contratiofinancial
reporting which are reasonably likely to adversafgct the registrant’s ability to record, processnmarize and report financial information;
and




(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: March 30, 200

/s/ Michael J. Aroughe
Michael J. Aroughei
Presiden

(Principal Executive Officer




Exhibit 31.2

Certification of Chief Financial Officer
of Periodic Report Pursuant to Rule 13a-14(a) anlé BR5d-14(a)

[, Daniel F. Nguyen, certify that:
1. | have reviewed this Annual Report on Form 10-KAoés Capital Corporation;

2. Based on my knowledge, this report does not comajnuntrue statement of a material fact or om#itéde a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this report;

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in a
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this rej

4, The reglstrant s other certifying officer and | aesponsible for establishing and maintaining disate controls and
procedures (as defined in Exchange Act Rules 13a}Ehd 15d-15(e)) for the registrant and have:

€)) Designed such disclosure controls and proceduresiused such disclosure controls and procedures to
designed under our supervision, to ensure thatriabieformation relating to the registrant, inclod its consolidated subsidiaries, is made
known to us by others within those entities, paitidy during the period in which this report it prepared;

(b) Evaluated the effectiveness of the registrant’sldsire controls and procedures and presentedsimegort our
conclusions about the effectiveness of the disciosantrols and procedures, as of the end of thegeovered by this report based on such
evaluation; and

(c) Disclosed in this report any change in the regigtsanternal control over financial reporting tratcurred during
the registrant’s most recent fiscal quarter (tfggsteant’s fourth quarter in the case of an anmejpbrt) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal control over
financial reporting, to the registrant’s auditorelahe audit committee of registrant’s board oédiors (or persons performing the equivalent
functions):

€)) All significant deficiencies and material weaknesiethe design or operation of internal contratiofinancial
reporting which are reasonably likely to adversafgct the registrant’s ability to record, processnmarize and report financial information;
and




(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: March 30, 200

/s/ Daniel F. Nguye
Daniel F. Nguyet

Chief Financial Office!
(Principal Financial Officer




Exhibit 32.1

Certification of President and Chief Financial O
Pursuant to
18 U.S.C. Section 1350

In connection with the Annual Report on Form 10{fkAces Capital Corporation (the “Company”) for tfigcal year ended December 31,
2004 as filed with the Securities and Exchange Cwsion on the date hereof (the “Report”), MichaeAbugheti, as President of the
Company, and Daniel F. Nguyen, as Chief Financféit€r of the Company, each hereby certifies, parguo 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002, that, to the best of his knowledge:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Act of 4,98nd
2. The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of
operations of the Company.

Date: March 30, 200

/sl Michael J. Aroughe
Michael J. Aroughet
Presiden

(Principal Executive Officer

/s/ Daniel F. Nguye

Daniel F. Nguyet

Chief Financial Office!
(Principal Financial Officer

A signed original of this written statement reqdit®y Section 906, or other document authenticaticgnowledging, or otherwise adopting
the signature that appears in typed form withingleetronic version of this written statement regdiby Section 906, has been provided to
Ares Capital Corporation and will be retained be#Capital Corporation and furnished to the Seesrdand Exchange Commission or its
staff upon request.




