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What is a 
BDC?

• Established in accordance with the Investment Company 
Act of 1980; Amended in March 2018

• A company that makes loans to small and mid-size 
businesses

• Regulated by the SEC as Registered Investment 
Companies (RIC)

• PAY NO TAXES as long as they distribute 90% of earnings 

• Similar to a REIT, but assets are loans to companies 

• Private Equity or Venture Capital for retail investors 

• Most BDCs are publicly traded – some are not  

Wikipedia Definition:

• Long term investment, high dividends with diversification

• Can result in high returns in a buy and hold portfolio, 
with a Dividend Reinvestment Program (DRIP)  

• Behavior similar to owning a bond 

Primary reason for investing: 



Source:  FDIC

BDCs are 
filling a gap



Types of BDCs

•Specialized BDCs might invest defensively -
Health care

•Diversified BDCs are just that 

• International or US-only?  

Market 
Specialized 

or Diversified 

• Internally managed BDCs work for shareholders

•Externally managed BDCs work for the managers 

•Can result in conflicts of interest 

•BUT external managers may own a large stake 

Internally 
managed or 
Externally 
managed

•Equity stakes in clients or warrants

•Own property and collect rent rather than loans 

•Management services 
Hybrids



Typical BDC 
Capitalization

Assets

• First Lien secured loans

• 75% of portfolio is very good 

• Second Lien secured loans

• Senior secured loans 

• Mezzanine Loans

• Warrants

• Equity Stakes

• Board seats

• Partnerships and JVs 

• Venture Debt

• SBA Facilities

• Government guarantees 

Liabilities 

• Loans from money center banks

• Revolving credit facilities 

• Preferred stocks and dividends

• Common Stocks and dividends

• Notes

• Convertible Notes

• Bonds

• SBA facilities 

• Hedges

Keep an eye on:  
Are the loans and notes laddered properly? 
Any large loans maturing in near future?



BDC Market 
Landscape
There are approximately  50 BDCs 
registered with the SEC 

Return is different than yield

Circled BDCs are ones that I own



How to Evaluate a BDC

• What is the quality of the loan portfolio?   

• Read SEC reports for quality assessments 

• Default ratio < 1%  is good 

• During pandemic, 3-4% was typical, but this has diminished 

• Is the dividend sustainable?

• What is the dividend history?   Increasing dividend is excellent 

• Are Net Asset Value, Revenue, Net Investment Income increasing?   

• Does the BDC focus on particular business sector(s)?   

• Is the BDC externally managed?  Or internally? 

• How is management incentivized; AUM or Dividend growth?   

• Institutional and Insider holdings?  



How to Evaluate a BDC, cont’d

• S&P Investment grade rating?   

• What are the qualifications of the managers?

• Who are the major investors / holders?

• Analyst opinions?

• Short interest?  

• What is the BDCs sensitivity to economic cycles?   

• Do they have a Small Business Administration guarantee / license? 

• Read the Blogs on Seeking Alpha

• Scott Kennedy, BDC Buzz, High Yield Investor  (HYI), 

• Simply Safe Dividends provides excellent, in-depth analyses



My BDC Portfolio

Ares Capital 
(ARCC)

• Largest of all 
BDCs 

• Market Cap 
$8.8B; Yield 8.8%

• Externally 
managed 

Main Street 
Capital (MAIN)

• Wall St darling

• Market Cap 
$2.6B; Yield 6.5%

• Internally 
managed

Solar Senior 
Investment (SUNS)

• Market Cap 
$244M; Yield 
7.9% 

• Externally 
managed

Hercules Capital 
Corp (HTGC)  

• Market Cap 
$1.8B; Yield 8.1%

• Internally 
managed



Evaluation of Hercules Capital, Inc (HTGC) 



Evaluation of Hercules Capital, Inc (HTGC) 



Investment Specialties



Portfolio Details



Portfolio Rebalancing 



Portfolio Quality Improving 



Portfolio Performance



Ownership Stakes 

• Institutions own 31% of the stock

• Insiders own 2.8% = $52M  - that’s a LOT!

• Large stakes:

• T Rowe Price:  $72M

• JP Morgan:  $21M

• Van Eck:  $35M 



Source:  Fidelity



1-Year Stock Performance

Source:  Yahoo



Source:  Seeking Alpha



Interest Rate Sensitivity



Conclusion
Get your DRIP on!

What are BDCs ?
• Provide loans to small and middle market companies
• Are regulated by the SEC
• Required to distribute 90% of earnings as dividends 
• Pay no Federal taxes

Who invests in BDC’s?

• Long term investors looking for dividends, willing to accept a 
higher level of volatility and risk in exchange for higher yield 

How to assess BDC investment opportunity?
• Portfolio quality and dividend sustainability are most important
• MUST include DRIP for maximum benefit

Is this a good time to invest in BDCs?
✓ Portfolio quality and yields are rising 

✓ Tracking the bond market

✓ Averaging 10.7% annual dividends, paid quarterly or monthly

✓ BDCs benefit from rising interest rates, happening now  
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