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Question:  Even many sophisticated investors don’t know much 
about publicly traded BDCs as investments.  What are they? 
 
Answer:  Investors may think of a BDC’s stock as just equity, but it is really 
much more than that and provides investors investment opportunities they 
might not normally have.  BDCs function like REITs – real estate investment 
trusts – but instead of investing in portfolios of properties they invest in 
small- to middle-market commercial loans that they underwrite directly.  
Both BDCs and REITs are variable-income distribution mechanisms, with at 
least 90% flow-through of earnings in the form of dividends.  The BDC or 
REIT assembles and manages the portfolio, a collection of loans to small- 
and middle-market businesses or a basket of commercial property holdings, 
to provide consistent returns. And the full portfolio of loans is fully disclosed 
so the investor can see exactly what they are investing in. 
 
Question:  Is a BDC an asset class? 
 
Answer:  Yes, and it should be considered by investors to diversify fully 
their portfolios.  Along with an allocation to domestic stocks, international 
stocks, small cap, large cap, fixed income, treasuries and cash, etc., BDCs 
provide exposure to returns from smaller, middle-market loans.  What the 
investor gets through that investment is a managed portfolio of diversified 
loans to smaller businesses that pay a bigger spread than is available else-
where.  The spread is larger because the loans are illiquid, and they are 
smaller than debt to larger businesses, but the net effect is that the overall 
risk-adjusted return is much better than a comparable fixed-income invest-
ment, with a lot of transparency. 
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Question:  To what can one compare a BDC investment? 
 
Answer:  BDC yields compare favorably to high-yield bonds, to bond indi-
ces, to hedge funds.   
 
Question:  Have BDCs been ignored by sophisticated investors? 
 
Answer:  They have.  One reason BDCs are overlooked is confusion in the 
marketplace.  In June 2015, the SEC said the Russell stock indices for the 
1000, 2000, 3000 had to remove BDCs from their indices because BDCs 
charge fees, as opposed to being integral companies.  BDCs have also been 
lumped in with Master Limited Partnerships, and MLPs have done badly.  
Then, there is the fact that certain BDCs have performed badly with write-
downs while charging high fees.  Finally, mutual funds might not buy a BDC 
because of the BDC’s fee structure.  A mutual fund charges a percentage of 
its assets as fees, but with a BDC’s fee added in, the mutual fund’s cumula-
tive fee structure might seem too high. 
 
Question:  Why do BDCs charge fees? 
 
Answer:  BDCs use the fees they charge to do the hard work of sourcing 
and vetting loans, maintaining diversification and building a good, credit-
worthy portfolio.  Fees are high only if a BDC doesn’t hire enough credit ana-
lysts, if it doesn’t do the homework and if it doesn’t say no to would-be bor-
rowers in order to ramp up loan assets.   

Question:  Are BDCs good investments for both retail and institu-
tional investors? 
 
Answer:  They definitely are, but BDCs face two challenges.  The first is 
that some are thinly traded and an investor might not be able to sell shares 
in a BDC easily if a quick sale is necessary.  Second, the entire BDC market, 
while having grown impressively, now still only has a total capitalization of 
$65 billion – too small for large institutions, which need to take large posi-
tions and need large, liquid markets.  BDCs are best owned by smaller insti-
tutions, family offices and other small funds.  As the BDC marketplace con-
tinues to grow and mature, however, there will come a time when large in-
stitutions will buy in. 
 
Question:  What is the risk profile of the BDC against other asset 
classes? 
 
Answer:  One could do a Sharpe ratio, such as return versus volatility, but 
the challenge with BDCs is that they are not alike.  There are large, medium 
and small ones, all using different strategies.  A more reasonable way to 
look at BDCs is through indices of performance, although the indices aren’t 
memorable at this time. 



Question:  Where does Saratoga Investment fit in a BDC index? 
 
Answer:  Our performance places us in the top decile of BDCs based on 
total return for the past one-, three and five-years.  We are running the 
business very well in a difficult macro environment, which tempts those 
trying to grow rapidly to take huge risks.  We’re not willing to do that.  
We’re being very careful.  We have had no realized losses since we took 
over the management of the BDC. We have zero loans on non-accrual. 
And our credit profile is at its strongest level ever. As a result, we’re at-
tracting small institutions that appreciate our track record.  They like the 
fact that our management also owns a lot of the stock, one of the most in 
the industry.  Saratoga today is a value investment. 
 
Question:  A value investment? 
 
Answer:  We’re selling at a discount to Net Asset Value (NAV), and we 
are growing our dividend, one of the only ones in the industry. So the 
value proposition to invest now is big. But our trading volume is low.  Be-
cause we don’t trade that much, a lot of people are worried that if they 
buy in, it won’t be so easy to get out.  We’re going to cure that through 
growth.  If we deploy another $100 million in assets, with our operating 
expenses mainly fixed, all the returns will be incremental and our return 
on equity is going to grow considerably.  We’re not at that point because 
we haven’t seen enough opportunities that we like in which to invest.  If 
we had lent an additional $100 million of debt last year just to grow as-
sets, we would be regretting it now because write-downs of 3% to 5% are 
currently common.  We are in a good position now because we have a 
considerable amount of dry powder.  We had redemptions recently that 
muted our ability to grow assets, but the realized returns were substantial 
on these redemptions and that was good.  Our loans were paid back on 
good investments, which means we now have that money to put back to 
work.  Several BDCs have maxed their borrowing and investing capacities.  
We haven’t, and we consider that part of our management skill and ex-
perience in working in the small- to middle-market a definite advantage.   

Question:  What else should one consider in determining whether 
BDCs are a worthwhile investment? 
 
Answer:  BDCs are a growing industry.  More are being formed regularly.  
They provide the only way one can invest in a basket of loans to small- to 
middle-market companies.  As such, they should become a normal part of 
asset diversification in investing.  One should welcome well-run BDCs as 
sources of significant yield that will boost an investment portfolio’s overall 
return.   

# # #  



<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



