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The BDC structure through Capital Q’'s multi-asset investment model
September 2026 | Educational overview

This guide explains the BDC as a regulated investment structure and then follows Capital Q's Full-Stack
Venture Capital Fund® investment thesis through venture capital, private credit, private equity, and
Significant Managerial Assistance. It is written for readers who want to understand how a multi-asset BDC
can finance entrepreneurs, how shareholders may earn or lose money, and which legal and practical limits
shape the model.

The sections move from the company receiving capital to the shareholder owning BDC shares. General rules
apply to BDCs as a class. References to Capital Q describe its investment thesis; they do not replace the
current terms of CAPQ BDC's offering documents.

GUIDE TO THE SECTIONS

The company and the portfolio The BDC and its shareholders

Capital needs over a company's life; three Eligible assets; leverage; RIC tax status; valuation
investment disciplines; Significant Managerial and NAV; fees and distributions; share structures
Assistance; portfolio construction and conflicts. and liquidity; diligence questions.

WHAT THE BDC STRUCTURE MAKES POSSIBLE

A business development company, or BDC, is a U.S. closed-end investment company that elects regulation
under the Investment Company Act of 1940. Congress created the framework in 1980 to channel capital to
smaller and developing businesses. A BDC can invest in eligible companies through debt, equity, or both, and
makes significant managerial assistance available to qualifying portfolio companies. [1, 2]

Capital Q® Business Development Company applies that framework through its Full-Stack Venture Capital
Fund® model. Its investment thesis combines venture capital, private credit, and private equity or control
investments with Significant Managerial Assistance. Capital Q describes a strategic balance of approximately
one-third in each investment discipline over time. Actual holdings can differ as opportunities, valuations,
realizations, and liquidity change; the current offering documents govern any binding investment policy. This
is Capital Q's strategy, not a statutory allocation rule for all BDCs.
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A BDC is sometimes introduced as a lender to established middle-market companies because many BDC
portfolios concentrate on private credit. The statute is broader. It accommodates qualifying equity
investments and expects the BDC to make managerial assistance available. Capital Q's thesis takes that
breadth seriously: the venture sleeve addresses early ownership capital, the credit sleeve addresses
contractual financing, and the private equity sleeve addresses control and strategic expansion. The same
company may need different forms at different times, although any later transaction must earn approval on

its own merits. [1, 2]

Congress introduced the BDC through the Small Business Investment Incentive Act of 1980. The goal was to
expand financing for developing companies while putting the intermediary inside a framework of board
oversight, asset eligibility, disclosure, and investor protections. The framework permits entrepreneurial
finance; it does not require a BDC to invest equal amounts in venture capital, credit, and control equity. [1, 2]

THREE INVESTMENT DISCIPLINES

Capital form

Venture capital

Private credit

Private equity

VENTURE CAPITAL

Role in the model

Equity capital for companies building
and scaling products and markets.

Loans and other credit structures that
may provide contractual income.

Control or other substantial equity
positions to support company growth
and strategic transactions.

What requires attention

Cash runway, milestones, future
financing, dilution, and exit uncertainty.

Cash generation, debt service, collateral,
covenants, and defaults.

Operating performance, governance,
integration, enterprise value, and exit
options.

Venture capital usually enters when a company’s future earnings cannot yet support conventional debt. The
BDC may purchase common or preferred equity, or another instrument with an equity return profile, to fund
product development, regulatory work, initial cormmercialization, or expansion. The shareholder’s return
depends largely on the company creating enterprise value that can eventually be realized. Early progress can
raise estimated fair value without creating cash for the BDC.

The central questions are whether the business is meeting technical and commercial milestones, how much
cash remains, what the next financing will require, and who bears dilution if new capital is raised at a lower
valuation. A company can grow revenue and still need repeated financing. If it cannot raise that capital, the
equity may lose most or all of its value. A later loan from the same BDC is possible only when repayment
capacity and the transaction terms support it; equity ownership alone is not a reason to lend.

PRIVATE CREDIT

Private credit supplies capital under a contract: principal, interest or another return mechanism, maturity,
and any collateral or covenants. Terms may range from senior secured loans to subordinated, convertible, or
structured obligations. Contractual payments can contribute current income, but a quoted rate is not the
same as cash received. Payment in kind interest, deferrals, amendments, and nonaccrual treatment can
change the quality of reported earnings.
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Credit review asks how the borrower will service and repay debt, what its cash flow can withstand, and what
recovery might be available after a default. Analysts examine financial statements, liquidity, customer
concentration, lien priority, covenant headroom, and the value of collateral. A familiar portfolio company may
be easier to understand, but familiarity can also make it harder to recognize deterioration. Credit decisions
need an independent assessment of downside recovery and the BDC's existing equity exposure.

PRIVATE EQUITY AND CONTROL

Private equity positions may give the BDC substantial influence or control over a company. The investment
can fund a recapitalization, management transition, acquisition, or other strategic plan. In Capital Q's thesis,
an acquisition of a complementary business may create scale or expand revenue for an earlier venture
investment. Those results depend on price, financing, integration, management capacity, and actual
operating performance.

The BDC monitors budgets, margins, working capital, talent, governance, and the progress of any acquisition
plan. Control rights bring opportunities to influence outcomes and obligations to manage conflicts and
confidential information. An apparent increase in enterprise value remains an estimate until tested in a sale,
refinancing, or another transaction. The expected exit should be revisited as market conditions and company
performance change.

An entrepreneur’s financing needs can change. Under Capital Q's model, an initial venture investment may
be followed, if separately underwritten and appropriate, by credit for a later need or equity capital for a
strategic acquisition. Board participation and Significant Managerial Assistance can improve access to
operating information, but they do not eliminate underwriting risk, conflicts, or the need for independent
investment decisions.

For shareholders, returns may reflect loan interest and fees, distributions from investments, and realized
gains or losses. Reported fair value can change before an investment is realized. Neither income nor
appreciation is assured, and shareholder distributions are not guaranteed. [2, 4]

HOW THE MODEL CAN FOLLOW A COMPANY

Consider a hypothetical company developing a new product. An early equity investment could help it
complete a product milestone. Once it has customers and measurable cash flow, a separately evaluated loan
could finance equipment or working capital. Later,a control or other equity transaction could support the
purchase of a complementary business. Each financing would have different terms, risks, and expected
sources of repayment or return. This example illustrates a possible sequence; it does not describe a particular
Capital Q investment or promise that every portfolio company will receive all three forms of capital.

Possible financing Investment decision that remains open

Venture equity funds a milestone and = Can the team reach evidence of demand
Build and test

provides time to prove a product. before its cash runs out?

A loan finances working capital or Can the company make paymentsin a
Serve customers equipment if cash flow and weak scenario without depending on a

protections support it. new equity raise?
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Possible financing Investment decision that remains open

Will the combined business produce
durable value after purchase price,
integration cost, and additional risk?

Control equity or another transaction

Expand strategicall . L
P 9 Y may finance an acquisition.

The steps need not occur in this order and may never all occur. Some promising companies should remain
equity financed because a loan would place them under pressure too early. Some stable borrowers will not
offer an attractive equity opportunity. A control acquisition can be economically unattractive even when the
companies fit strategically. A multi-asset mandate expands the choices available to the investment team; it
should not turn every financing need into a transaction for the BDC.

A continuing relationship can give an investment team a more informed view of the company’s operations
and future financing needs. It can also create risks: the BDC may be asked to put new money into a troubled
investment, hold both debt and equity with competing interests, or finance a transaction involving an
affiliate. Each decision needs fresh underwriting, a documented rationale, and any required conflict review or
approval. [1, 2]

WHAT MANAGERIAL ASSISTANCE MEANS

The BDC statute calls for significant managerial assistance to be made available to eligible portfolio
companies. The concept includes meaningful guidance and counsel about management, operations, or
business objectives. Depending on the company and the rights held, assistance might involve strategic
planning, financing preparation, governance, or operational advice. It is an obligation to make assistance
available under the statutory framework, not a guarantee that the BDC will manage each company or make
it successful. [2, 6]

For the Full-Stack Venture Capital Fund® model, this relationship can help connect capital decisions with
what the company actually needs. The same proximity makes confidentiality, fair valuation, and separation of
the BDC's interests from those of an entrepreneur, adviser, or affiliated vehicle especially important.

GOVERNANCE WHEN CAPITAL FORMS OVERLAP

A BDC is overseen by its board, including a majority of directors who are not interested persons under the
Investment Company Act. The adviser or investment team sources and monitors investments; officers and
service providers support execution; the board and its committees exercise the oversight and approval
functions assigned by law and governing documents. The exact division of work should be clear in the BDC's
current policies and disclosures. An outside administrator, valuation specialist, or auditor adds expertise but
does not make the investment risk disappear. [1, 2]

The hardest decisions are often inside an existing relationship. Suppose the BDC owns equity and is asked to
make a senior loan to the same company. A loan may protect the company and generate income, yet it may
also move economic value or control among classes of investors. A waiver of a loan covenant might preserve
the equity position but weaken the lender’s protection. Management should identify each interest, assess the
transaction on its own terms, and follow the applicable approval and conflict procedures. Affiliated
transactions and co-investments can require specific board action or SEC relief depending on their facts. [1, 2]

Board seats and Significant Managerial Assistance also increase the chance that the BDC receives material
nonpublic information. Investment personnel must handle that information under applicable controls and
avoid its improper use. Portfolio reporting should distinguish observed operating results from management
forecasts and distinguish an investment team’s proposed valuation from the formal fair value process. These
are practical consequences of an active model, not reasons to retreat into passive ownership.
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Rule 38a-1requires BDCs to adopt and implement written compliance policies, obtain the required board
approvals, review the program at least annually, and designate a chief compliance officer. Its oversight
extends to relevant adviser, administrator, transfer agent, and principal underwriter arrangements. The
compliance function should therefore test the actual points of risk in a multi-asset model, including
confidential information, valuation inputs, allocations, expenses, and related-party activity. [10]

WHAT A USEFUL BOARD REPORT SHOWS

For venture holdings, the report should identify cash runway, milestones, financing alternatives, and changes
in ownership. For credit holdings, it should show payment status, covenant compliance, risk grades, collateral
developments, and nonaccruals. For control investments, it should show budgets against actual results,
management changes, acquisition integration, and exit assumptions. Across all three, it should explain
material concentration, valuation changes, liquidity needs, and decisions involving multiple Capital Q
interests. The level of detail should track the size and risk of each position.

THE RULES THAT APPLY ACROSS A MODEL

Eligible assets. Under Section 55, a BDC generally may acquire a nonqualifying asset only if specified eligible
assets account for at least 70% of total asset value at the time of acquisition. Eligible categories include
certain securities of eligible portfolio companies, along with other specified assets. Venture, credit, and
control positions each require their own eligibility analysis. The rule is more precise than a general
requirement to put 70% into small businesses. [1, 2, 6]

Oversight and reporting. BDCs have a board with a majority of directors who are not interested persons, face
restrictions on certain affiliated transactions, and file periodic reports with the SEC. Those safeguards do not
eliminate investment losses. BDCs elect this framework; they are not registered investment companies in the
same technical sense as mutual funds. [1, 2, 4]

Borrowing. BDC debt is subject to asset coverage rules. The usual statutory minimum is 200% asset coverage;
a BDC can use a 150% threshold if it satisfies the applicable approval and disclosure conditions. Borrowing
can magnify losses across all three investment disciplines. A particular BDC may follow a stricter internal

limit. [1, 4]

Tax. Many BDCs seek regulated investment company, or RIC, treatment. A RIC generally must derive at least
90% of gross income from specified sources, meet asset diversification tests at quarterend, and satisfy a
distribution requirement tied largely to at least 90% of investment company taxable income. These are
separate tests from the BDC eligible-asset rule. RIC treatment is conditional; it does not assure any particular
shareholder distribution or prevent all taxes. [7]

THE ELIGIBLE ASSET TEST IS A TRANSACTION GATE

Section 55 generally restricts a BDC from acquiring nonqualifying assets unless qualifying assets represent at
least 70% of total asset value at the time. The statute lists several categories. These include specified
securities of eligible portfolio companies, certain securities of companies controlled by the BDC under stated
conditions, and cash, government securities, and other specified short-term instruments. The details depend
on the issuer, how the security is acquired, and the statutory category. Calling an investment “venture,”
“credit,” or “private equity” does not answer the legal eligibility question. [6]

For example, with $100 of total asset value, a simplified portfolio with $72 of qualifying assets has $28 in other
assets. That illustration shows the arithmetic only. It does not establish that a proposed security qualifies or
that the BDC may buy a nonqualifying asset after its portfolio values change. Portfolio teams need to test the
actual transaction against the statute and current asset values. The 70% BDC rule is separate from tax
diversification requirements.
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ASSET COVERAGE IS A BORROWING LIMIT

Asset coverage compares assets available to support senior securities with the amount outstanding. As a
simplified illustration with no other liabilities, $100 of shareholder equity and $100 of debt produce $200 in
assets and 200% asset coverage. If a BDC qualifies for the 150% standard and has $100 of equity with $200 of
debt, its $300 of assets produce 150% coverage. These are regulatory examples, not Capital Q leverage levels
or targets. The lower threshold requires the approvals and conditions in Section 61; it is not automatic. [1, 1]

Borrowing can increase investable capital and income when returns exceed financing costs. It also places
fixed obligations ahead of common shareholders. A decline in portfolio values can erode asset coverage,
restrict new borrowing or distributions, and force action when selling illiquid investments is least attractive.
The sensible amount of leverage for a venture and control portfolio may be materially below the statutory
maximum. Facility covenants and liquidity commitments can constrain a BDC further.

RIC STATUS IS A SEPARATE TAX FRAMEWORK

A BDC that elects and maintains RIC treatment generally avoids federal corporate income tax on qualifying
income and gains distributed under the tax rules. The IRS describes three distinct recurring tests: a 90% gross
income test for specified sources; diversification tests measured at the end of each tax quarter; and an annual
distribution requirement generally tied to at least 90% of investment company taxable income, with
additional rules for certain tax-exempt interest. Failure can have material tax consequences, subject to
applicable relief provisions. [7]

The distribution test measures taxable income under the tax code, not net asset value appreciation,
shareholder total return, or a fixed percentage of capital raised. Taxable income may also differ from cash
collected, including in situations involving payment in kind income or other timing differences. Conversely,
unrealized changes in the estimated value of venture equity generally are not the same as realized taxable
gains. Tax policy therefore intersects with cash management and the decision to pay or retain distributions.

INCOME, FAIR VALUE, AND SHAREHOLDER RETURNS

A loan may generate contractual interest, although a borrower can miss payments or be placed on
nonaccrual. Venture and control equity can rise or fall in estimated value without producing cash. A realized
gain generally requires an actual sale or other exit. These differences matter when a shareholder compares
net asset value growth with cash distributions.

Most private investments have no regularly quoted market price. Their reported fair values require estimates
about company performance, financing terms, comparable transactions, discount rates, and possible
outcomes. Under the SEC's fair value framework, the board may perform the determination or designate an
eligible valuation designee subject to board oversight. An outside valuation firm can provide independent
analysis, but its opinion does not convert an estimate into a sale price. [8]

Net asset value is the value of assets less liabilities, divided by outstanding shares. For a nonlisted BDC, an
offering price or repurchase price may be linked to net asset value under its governing terms; neither should
be mistaken for a continuously available market price. Fees and borrowing expenses also affect the return
shareholders ultimately receive. [4, 5]

VALUATION IS SPECIFIC TO THE SECURITY

For a venture equity position, analysts may look at operating milestones, a recent financing round,
capitalization terms, market transactions, and possible future outcomes. A new financing price can be useful
evidence without proving that every older class of security has the same value. Preferences, dilution, control
rights, and the company’s current performance matter. A credit position requires a view of expected cash
flows, borrower risk, contractual terms, collateral, recoveries, and market yields. A control investment may rely
more heavily on operating forecasts, comparable enterprise values, and the economics of a potential sale.
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The same portfolio company can appear in more than one sleeve. Its loan and equity instruments should still
be analyzed according to their respective contractual rights and economic exposures. A decline in the
company’s outlook may affect the debt and equity differently. Valuation support from a third party adds a
separate perspective; the formal responsibilities under the SEC fair value framework remain with the board or
a properly designated valuation designee under board oversight. [8]

NAV GROWTH IS DIFFERENT FROM CASH RECEIVED

A simple hypothetical illustrates the distinction. Suppose a BDC begins a period with net asset value of $1,000
per share, distributes $40 per share during the period, and ends with net asset value of $1,030 per share after
the distribution. Ignoring the timing of cash flows and any share transactions, the shareholder's period return
measured using NAV is 7%: ($1,030 + $40 - $1,000) + $1,000. The $40 is cash paid; the $30 is an increase in
ending NAV. Neither figure, by itself, says whether a venture gain has been realized or whether the
distribution was fully supported by recurring income.

A declared distribution ordinarily reduces a BDC's assets and NAV when it becomes payable, all else equal. A
shareholder who reinvests through a distribution reinvestment plan receives additional shares instead of
spending the cash. Reinvestment changes the shareholder’s share count and future exposure; it does not
create a return separate from the BDC's underlying performance. Share price for an exchange-listed BDC can
move independently of reported NAYV, adding a market premium or discount to the investor’s result. [4, 5]

FEES, EXPENSES, AND DISTRIBUTIONS

An externally advised BDC typically pays its adviser under an advisory agreement. Base management fees,
incentive fees, administration costs, financing expenses, valuation costs, audit fees, and offering or
distribution costs can affect what reaches shareholders. Fee definitions matter: a base fee may be measured
on gross assets rather than net assets, and an incentive fee may use an income or capital-gains formula with
hurdles, lookbacks, or other conditions. Readers should consult the current offering documents rather than
assume a standard industry fee. [4]

A distribution can include ordinary income, capital gains, or a return of capital for tax reporting purposes. Its
tax character and its economic sustainability are different questions. A steady payment does not prove that
the portfolio earned that amount in cash during the period. To judge coverage, consider net investment
income, realized gains, payment in kind accruals, borrowing, cash available, and any use of share issuance or
reinvestment. The board declares distributions subject to applicable law and available resources. There is no
guaranteed yield. [4, 9]

The relationship between the sleeves can make cash flow uneven. Credit may produce current interest while
venture and control positions may require years before a realization. That may support a long-term mix of
income and appreciation, but it also creates a timing problem: cash obligations and shareholder distributions
arise on a schedule, while exits do not. A portfolio policy should therefore consider reserves, follow-on
commitments, debt maturities, expected distributions, and potential redemption or repurchase requests
together.

THREE WAYS BDC SHARES ARE OFFERED

How shares are offered Liquidity in practice

Investors can generally sell during market
hours, but the price may differ from net
asset value.

Registered public offering; shares

Exchange listed trade on an exchange.
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How shares are offered Liquidity in practice

Limited. Any repurchase program
depends on its terms and may be
discretionary or restricted.

Registered public offering; no

Publicly offered, non-listed exchange listing.

Usually limited. Transfers and repurchases
depend on governing and offering
documents.

Exempt private placement; no

Privately offered exchange listing.

All three can be SEC reporting BDCs. “Public reporting” does not mean that a BDC's shares
are publicly offered or freely tradable. [1, 3]

A private placement is different from a public securities offering, even when the issuer files
public annual and quarterly reports. A proposed registration or reorganization does not
change the terms of an existing investment until the relevant steps become effective. For any
Capital Q investment, consult the current offering documents for eligibility, transfer
restrictions, any repurchase terms, fees, and tax information. [3, 9]

EXCHANGE-LISTED SHARES

Listed shares can be bought and sold in a market, subject to trading conditions. The investor
receives a market price, which can exceed or fall below NAV. This provides a means of exit but
does not make the private loans and equity inside the BDC liquid. Market prices can react
rapidly to interest rates, expectations about credit losses, management, or a broad selloff
even when published NAV changes more slowly. [3, 4]

PUBLICLY OFFERED SHARES WITHOUT A LISTING

A publicly offered nonlisted BDC generally sells shares through a registered public offering
but has no exchange market. It may offer periodic repurchases, often subject to board
discretion, caps, suspension rights, and a pricing method in its documents. An investor
cannot assume that a repurchase request will be fulfilled in full or at the amount originally
invested. The current prospectus governs the actual program. [3, 9]

PRIVATELY OFFERED SHARES

A privately offered BDC sells shares under an exemption from public offering registration. Its
shareholders still may receive public SEC reports because BDC status entails Exchange Act
reporting, but the equity offering itself is private. Transfers can be restricted, and a BDC may
have no standing repurchase program. Shareholder eligibility, subscription mechanics, and
available liquidity depend on the private offering and governing documents. [1, 3, 9]

These categories describe the method of offering and trading the BDC's own shares. They do
not classify the underlying portfolio. A private BDC can own a loan; a listed BDC can own
venture equity. Nor should “public reporting” be confused with an SEC endorsement of the
investment. SEC filing and oversight provide disclosure and rules, not protection from loss. [4,
9]
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ONE PORTFOLIO REQUIRES SEVERAL KINDS OF OVERSIGHT

Venture holdings may have limited revenue and require follow-on funding. Credit holdings
require continuing analysis of repayment capacity and contractual protections. Control
investments require close review of operations, management, governance, and strategic
execution. The BDC must value each holding and examine issuer concentration, liquidity, and
risk across the entire portfolio. Different asset types do not by themselves assure
diversification or reduce losses.

Oversight must also consider how investment decisions in one capital form affect another. A
concession to a borrower might protect an equity position while changing credit returns. A
later round can preserve participation but increase concentration. Management and the
board need reporting that makes these trade-offs visible, supported by the applicable

conflict procedures. [1, 2]

RISKS DIFFER ACROSS THE THREE DISCIPLINES

Investment

Venture capital

Private credit

Private equity

Primary source of uncertainty

Company milestones, future rounds,
dilution, and timing of an exit.

Borrower cash flow, refinancing,

covenant compliance, and recoveries.

Operating execution, integration,
governance, and exit multiples.

Possible effect on the BDC

Loss of invested capital or material
changes in estimated fair value.

Reduced interest income,
nonaccrual, restructuring, or
principal loss.

Lower enterprise value, delayed
realization, or loss on sale.

Risks may occur together. A weaker economy can impair borrowers, make venture financing
harder, and reduce the value of control investments. Diversification among capital forms is
therefore a portfolio design choice, not a promise of protection. [4, 5]

PORTFOLIO CONSTRUCTION AND LIQUIDITY

A multi-asset portfolio has more than one kind of concentration. The same issuer may appear
as an equity holding, a loan, and a control position; adding each line independently can
obscure the full economic exposure to that company. A useful concentration view groups all
instruments of an issuer and considers affiliates, industry, geography, maturity, vintage, and
common sources of risk. RIC diversification rules establish tax limits, but an investment team
also needs risk limits that reflect how holdings behave under stress. [7]
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Liquidity is equally important. Venture companies may seek follow-on capital at short notice.
A borrower can need a restructuring instead of making an expected repayment. Control
acquisitions can require additional working capital or integration spending. Meanwhile, the
BDC may have its own debt service, operating expenses, distributions, and shareholder
repurchase requests. A projected exit is not the same as cash on hand. The BDC should be
able to explain the sources and uses of its liquidity and how it would respond if several
portfolio companies need help at once.

An economic downturn can connect the sleeves. The cost of new capital may rise for venture
companies; credit borrowers may have lower cash flow; buyers may pay less for controlled
companies. The BDC's valuations and access to its own financing can weaken at the same
time. Scenario analysis is therefore most useful when it combines portfolio losses, lower
income, delayed exits, and liquidity obligations rather than stressing each sleeve in isolation.

WHAT A READER CAN LEARN FROM REPORTS

A BDC's annual Form 10-K and quarterly Forms 10-Q contain financial statements, a schedule
of investments, management discussion, risk factors, and notes on valuation and debt. Form
8-K reports specified material events. A private offering memorandum or public prospectus
explains the particular offering and may contain information that is not identical to a periodic
report. Reading only a distribution announcement or a NAV figure leaves much of the
economic picture out. [1, 2, 9]

Where to look What it helps answer

. Which issuers and securities are held; cost, reported fair value,
Schedule of investments debt terms, and non-income-producing positions.

How income, expenses, debt, distributions, realized results,

Financial statements and notes and unrealized changes affected shareholders.

i . Which holdings require estimates, what methods are used,
Valuation disclosures and how much judgment may affect NAV.

. Who may buy, fees, conflicts, risks, share price, transfer limits,
Offering documents and any redemption or repurchase terms.

A few comparisons are especially revealing: interest accrued versus cash collected; realized gains versus
unrealized appreciation; total issuer exposure versus the value of each separate security; distributions versus
recurring earnings and available cash; and NAV per share versus the price an investor can actually obtain.
Trends across several quarters may matter more than a single reported number.
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QUESTIONS TO ASK BEFORE INVESTING

Portfolio. How much is invested in venture capital, private credit, and private equity, and where are the
largest issuer exposures?

Underwriting. What must be true for a venture position to become a loan or for an acquisition to create
value?

Valuation. How are early-stage equity, loans, and control positions valued, and how could realized proceeds
differ?

Leverage. How much has the BDC borrowed, and what happens if income or asset values decline?

Costs and income. What are all fees and expenses, and what portion of distributions is supported by
recurring income?

Conflicts. How are follow-on financings, affiliate transactions, and investments across related vehicles
reviewed?

Managerial assistance. \What help is actually made available, who provides it, and how are any related
service fees or interests handled?

Liquidity. Can shares be sold or repurchased, under what limits, and at what price?

A venture company can fail, a borrower can default, and a control investment can underperform. Valuations
require judgment, borrowing can increase losses, fees reduce returns, and nonlisted shares can be difficult to
sell. Readers should review the relevant offering documents and risk factors before making an investment
decision. [4, 5]

GLOSSARY
Term Meaning in this guide
A regulatory measure of assets supporting a BDC's outstanding
Asset coverage senior securities, including borrowing.
An asset in a category specified by Section 55 for the BDC 70%
Eligible asset acquisition test.
. The estimated value of an investment under the applicable
Fair value accounting and SEC valuation framework.
. Adviser compensation calculated under a specified performance
Incentive fee formula in the advisory agreement.
Assets less liabilities, divided by outstanding shares; an accounting
NAV per share measure rather than a guaranteed sale price.
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Meaning in this guide

Non-accrual

Payment in kind

RIC

Significant Managerial Assistance

Unrealized gain

SOURCES AND SCOPE

Accounting treatment generally used when collectability of
contractual interest is in doubt.

Interest or dividends added to an obligation or paid in securities
rather than current cash.

Regulated investment company; a federal tax status with income,
asset, and distribution requirements.

Guidance and counsel a BDC makes available to certain portfolio
companies under its statutory framework.

A change in estimated value before a sale or other realization
event.

. Dechert, Demystifying the Three Main BDC Structures (2024) |

4. SEC Office of Investor Fducation and Assistance, Publicly Traded BDCs Investor Bulletin
6.15 U.S.C. § 80a-54, Acquisition of assets by BDCs

7.1RS, Instructions for Form 1120-RIC, General Requirements

8. SEC,Good Faith Determinations of Fair Value, Rule 2a-5

9. SEC, Non-Publicly Traded BDCs Investor Bulletin

10. SEC, Rule 38a-1, Compliance Procedures and Practices

1. SEC_ staff, BDC asset coverage guidance under Section 61

Educational material prepared by Capital Q Ventures Inc. This document is not an offer to sell or a solicitation to buy securities, investment advice, or a
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substitute for current offering documents. It does not state the terms of any particular offering.
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https://www.dechert.com/content/dam/dechert%20files/people/bios/p/harry-pangas/HarryPangasAllYouNeedToKnowAboutBDCs.pdf
https://www.mayerbrown.com/-/media/files/perspectives-events/publications/2022/05/business-development-company-guide-for-capital-markets.pdf?rev=cb0498be4e604c49a86d837c1e30cc34
https://www.dechert.com/knowledge/the-cred/2024/7/demystifying-the-three-main-bdc-structures.html
https://www.investor.gov/introduction-investing/general-resources/news-alerts/alerts-bulletins/investor-bulletins/publicly-traded-business-development-companies-bdcs-investor-bulletin
https://www.schwab.com/stocks/understand-stocks/bdcs
https://uscode.house.gov/view.xhtml?edition=prelim&num=0&req=granuleid%3AUSC-prelim-title15-section80a-54
https://www.irs.gov/instructions/i1120ric
https://www.investor.gov/introduction-investing/general-resources/news-alerts/alerts-bulletins/investor-bulletins/publicly-traded-business-development-companies-bdcs-investor-bulletin
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