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Title of Securities Being Registered

Proposed Maximum

Aggregate

Offering Price(1)

Amount of

Registration

Fee(1)
Common Stock, $0.01 par value per share(2)(3)
Preferred Stock, $0.01 par value per share(2)
Warrants(4)
Debt Securities(5)
Units(6)
Total(7) $1,000,000,000(7) $116,100.00(8)

(1) Estimated pursuant to Rule 457(o) under the Securities Act of 1933 solely for the purpose of determining the registration fee. The proposed maximum
offering price per security will be determined, from time to time, by the Registrant in connection with the sale by the Registrant of the securities registered
under this Registration Statement.

(2) Subject to Note 8 below, there is being registered hereunder an indeterminate number of shares of common stock or preferred stock as may be sold, from time
to time, separately or as units in combination with other securities registered hereunder.

(3) Includes such indeterminate number of shares of common stock as may, from time to time, be issued upon conversion or exchange of other securities
registered hereunder, to the extent any such securities are, by their terms, convertible or exchangeable for common stock.

(4) Subject to Note 8 below, there is being registered hereunder an indeterminate number of warrants as may be sold, from time to time, separately or as units in
combination with other securities registered hereunder, representing rights to purchase common stock, preferred stock or debt securities.

(5) Subject to Note 8 below, there is being registered hereunder an indeterminate number of debt securities as may be sold, from time to time, separately or as
units in combination with other securities registered hereunder. If any debt securities are issued at an original issue discount, then the offering price shall be in
such greater principal amount as shall result in an aggregate price to investors not to exceed $1,000,000,000.

(6) Subject to Note 8 below, there is being registered hereunder an indeterminate number of units issuable upon conversion or exchange of securities registered
hereunder to the extent any such securities, are, by their terms convertible into or exchangeable for units, including upon the exercise of warrants. Each unit
may consist of a combination of any two or more of the securities being registered hereby or debt obligations of third parties, including U.S. Treasury
securities.

(7) In no event will the aggregate offering price of all securities issued from time to time pursuant to this Registration Statement exceed $1,000,000,000.
(8) Previously paid.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date until the Registrant shall
file a further amendment which specifically states that this Registration Statement shall thereafter become effective in accordance with Section 8(a) of the
Securities Act of 1933 or until the Registration Statement shall become effective on such date as the Securities and Exchange Commission, acting
pursuant to said Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. We may not sell these securities until the registration statement
filed with the Securities and Exchange Commission is effective. This prospectus is not an offer to sell these securities and is not soliciting
an offer to buy these securities in any jurisdiction where the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED                     , 2012

PROSPECTUS

$1,000,000,000

Solar Capital Ltd.

Common Stock

Preferred Stock

Warrants

Debt Securities

Units

We are an externally managed finance company. Our investment objective is to generate both current income and capital appreciation through
debt and equity investments. We invest primarily in leveraged companies, including middle-market companies, in the form of senior secured
loans, mezzanine loans and equity securities.

We were formed in February 2007 as Solar Capital LLC, a Maryland limited liability company, and commenced operations in March 2007. On
February 9, 2010, Solar Capital LLC was merged with and into Solar Capital Ltd., an externally managed, non-diversified, closed-end
management investment company that has elected to be treated as a business development company under the Investment Company Act of
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1940, or the 1940 Act. We are managed by Solar Capital Partners, LLC. Solar Capital Management, LLC provides the administrative services
necessary for us to operate.

We may offer, from time to time, in one or more offerings or series, up to $1,000,000,000 of our common stock, preferred stock, debt securities,
units or warrants representing rights to purchase shares of our common stock, preferred stock or debt securities, which we refer to, collectively,
as the �securities.� The preferred stock and warrants offered hereby may be convertible or exchangeable into shares of our common stock. The
securities may be offered at prices and on terms to be described in one or more supplements to this prospectus.

In the event we offer common stock, the offering price per share of our common stock less any underwriting commissions or discounts will
generally not be less than the net asset value per share of our common stock at the time we make the offering. However, we may issue shares of
our common stock pursuant to this prospectus at a price per share that is less than our net asset value per share (a) with the prior approval of the
majority of our common stockholders or (b) under such other circumstances as the SEC may permit.

The securities may be offered directly to one or more purchasers, or through agents designated from time to time by us, or to or through
underwriters or dealers. The prospectus supplement relating to an offering will identify any agents or underwriters involved in the sale of the
securities, and will disclose any applicable purchase price, fee, commission or discount arrangement between us and our agents or underwriters
or among our underwriters or the basis upon which such amount may be calculated. See �Plan of Distribution.� We may not sell any of the
securities through agents, underwriters or dealers without delivery of this prospectus and a prospectus supplement describing the method and
terms of the offering of such securities.

Our common stock is listed on the NASDAQ Global Select Market under the symbol �SLRC.� On March 26, 2012, the last reported sales price on
the NASDAQ Global Select Market for our common stock was $22.20 per share.

This prospectus, and the accompanying prospectus supplement, contains important information about us that a prospective investor should know
before investing in our common stock. Please read this prospectus, and the accompanying prospectus supplement, before investing, and keep it
for future reference. We are required to file annual, quarterly and current reports, proxy statements and other information about us with the
Securities and Exchange Commission. This information is available free of charge by contacting us by mail at 500 Park Avenue, New York, NY
10022, by telephone at (212) 993-1670 or on our website at http://www.solarcapltd.com. The Securities and Exchange Commission also
maintains a website at http://www.sec.gov that contains such information. Information contained on our website is not incorporated by reference
into this prospectus, and you should not consider that information to be part of this prospectus or the accompanying prospectus supplement.

An investment in our common stock is very risky and highly speculative. Shares of closed-end investment companies, including business
development companies, frequently trade at a discount to their net asset value. In addition, the companies in which we invest are subject
to special risks. See �Risk Factors� beginning on page 17 to read about factors you should consider, including the risk of leverage, before
investing in our common stock.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.
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This prospectus may not be used to consummate sales of shares of common stock unless accompanied by a prospectus supplement.

                    , 2012
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You should rely only on the information contained in this prospectus and the accompanying prospectus supplement. We have not
authorized any dealer, salesman or other person to give any information or to make any representation other than those contained in
this prospectus or any prospectus supplement to this prospectus. You must not rely upon any information or representation not
contained in this prospectus or any such supplements as if we had authorized it. This prospectus and any such supplements do not
constitute an offer to sell or a solicitation of any offer to buy any security other than the registered securities to which they relate, nor do
they constitute an offer to sell or a solicitation of an offer to buy any securities in any jurisdiction to any person to whom it is unlawful to
make such an offer or solicitation in such jurisdiction. The information contained in this prospectus and any such supplements is
accurate as of the dates on their covers. Our business, financial condition, results of operations and prospects may have changed since
then.

TABLE OF CONTENTS

Page
Summary 1
Fees and Expenses 11
Selected Financial and Other Data 14
Risk Factors 17
Cautionary Statement Regarding Forward-Looking Statements 36
Use of Proceeds 37
Price Range of Common Stock and Distributions 38
Management�s Discussion and Analysis of Financial Condition and Results of Operations 40
Senior Securities 52
Business 53
Portfolio Companies 67
Management 71
Portfolio Management 80
Investment Advisory and Management Agreement 81
Administration Agreement 87
License Agreement 87
Certain Relationships and Transactions 88
Control Persons and Principal Stockholders 89
Regulation as a Business Development Company 90
Determination of Net Asset Value 95
Dividend Reinvestment Plan 97
Material U.S. Federal Income Tax Considerations 99
Sale of Common Stock Below Net Asset Value 106
Issuance of Warrants or Securities to Subscribe for or Convertible into Shares of Our Common Stock 112
Description of Our Capital Stock 113
Description of Our Preferred Stock 120
Description of Our Warrants 121
Description of Our Debt Securities 122
Description of Our Units 135
Shares Eligible for Future Sale 136
Plan of Distribution 137
Custodian, Transfer and Distribution Paying Agent and Registrar 139
Brokerage Allocation and Other Practices 139
Legal Matters 139
Independent Registered Public Accounting Firm 139
Available Information 140

Edgar Filing: Solar Capital Ltd. - Form POS 8C

Table of Contents 7



Index to Financial Statements F-1

Edgar Filing: Solar Capital Ltd. - Form POS 8C

Table of Contents 8



Table of Contents

ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we have filed with the Securities and Exchange Commission, or SEC, using the �shelf�
registration process. Under the shelf registration process, which constitutes a delayed offering in reliance on Rule 415 under the Securities Act of
1933, as amended, or the Securities Act, we may offer, from time to time, in one or more offerings or series, up to $1,000,000,000 of our
common stock, preferred stock, debt securities, units or warrants representing rights to purchase shares of our common stock, preferred stock or
debt securities on the terms to be determined at the time of the offering. The securities may be offered at prices and on terms described in one or
more supplements to this prospectus. This prospectus provides you with a general description of the securities that we may offer. Each time we
use this prospectus to offer securities, we will provide a prospectus supplement that will contain specific information about the terms of that
offering. A prospectus supplement may also add, update or change information contained in this prospectus. Please carefully read this prospectus
and any such supplements together with any exhibits and the additional information described under �Available Information� and in the �Summary�
and �Risk Factors� sections before you make an investment decision.
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SUMMARY

This summary highlights some of the information in this prospectus. It is not complete and may not contain all of the information that you may
want to consider. You should read carefully the more detailed information set forth under �Risk Factors� and the other information included in
this prospectus and the documents to which we have referred.

We were formed in February 2007 as Solar Capital LLC, a Maryland limited liability company, and commenced operations in March 2007 after
conducting a private placement of units of membership interest (�units�). On February 9, 2010, Solar Capital LLC was merged with and into
Solar Capital Ltd., a Maryland corporation, which we refer to as the �Solar Capital Merger,� concurrent with the pricing of our initial public
offering, leaving Solar Capital Ltd. as the surviving entity. Except where the context suggests otherwise, the terms �we,� �us,� �our� and
�Solar Capital� refer to Solar Capital LLC prior to the Solar Capital Merger, and Solar Capital Ltd. after the Solar Capital Merger. In
addition, the terms �Solar Capital Partners� or �investment adviser� refer to Solar Capital Partners, LLC, and �Solar Capital Management�
or the �administrator� refers to Solar Capital Management, LLC.

In this prospectus, we use the term �leveraged� to refer to companies of any size with non-investment grade debt outstanding or, if not explicitly
rated, those which we believe would be rated as non-investment grade based on their leverage levels and other terms. In addition, we use the
term �middle-market� to refer to companies with annual revenues between $50 million and $1 billion.

Solar Capital

Solar Capital Ltd., a Maryland corporation formed in November 2007, is a closed-end, externally managed, non-diversified management
investment company that has elected to be treated as a business development company (�BDC�) under the 1940 Act. In addition, for tax purposes
we have elected to be treated as a regulated investment company (�RIC�) under Subchapter M of the Internal Revenue Code of 1986, as amended
(the �Code�).

On February 9, 2010, we priced our initial public offering, selling 5.68 million shares. Concurrent with our initial public offering, Michael S.
Gross, our chairman and chief executive officer, and Bruce Spohler, our chief operating officer, collectively purchased an additional 0.6 million
shares through a private placement transaction exempt from registration under the Securities Act of 1933, as amended, or the Securities Act (the
�Concurrent Private Placement�). Solar Capital Ltd. issued an aggregate of approximately 26.65 million shares of common stock and $125 million
in senior unsecured notes (the �Senior Unsecured Notes�) to the existing Solar Capital LLC unit holders in connection with the Solar Capital
Merger. Solar Capital Ltd. had no assets or operations prior to completion of the Solar Capital Merger and as a result, the books and records of
Solar Capital LLC have become the books and records of the surviving entity. As of December 17, 2010, the Senior Unsecured Notes have been
repaid from proceeds of a private placement transaction that we completed on November 30, 2010 and from borrowings under our credit facility
established in December 2010.

We invest primarily in U.S. middle-market companies, where we believe the supply of primary capital is limited and the investment
opportunities are most attractive. Our investment objective is to generate both current income and capital appreciation through debt and equity
investments. We invest primarily in leveraged middle market companies in the form of senior secured loans, mezzanine loans and equity
securities. From time to time, we may also invest in public companies that are thinly traded. Our business model is focused primarily on the
direct origination of investments through portfolio companies or their financial sponsors. Our investments generally range between $20 million
and $100 million each, although we expect that this investment size will vary proportionately with the size of our capital base. We are managed
by Solar Capital Partners. Solar Capital Management provides the administrative services necessary for us to operate. In addition, we may invest
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portion of our portfolio in other types of investments, which we refer to as opportunistic investments, which are not our primary focus but are
intended to enhance our overall returns. These investments may include, but are not limited to, direct investments in public companies that are
not thinly traded and securities of leveraged companies located in select countries outside of the United States.

As of December 31, 2011, our long term investments totaled $1.05 billion and our net asset value was $805.9 million. Our portfolio was
comprised of debt and equity investments in 40 portfolio companies and our income producing assets, which represented 91.2% of our total
portfolio, had a weighted average annualized yield on a fair value basis of approximately 14.2%.

During the year ended December 31, 2011, we originated approximately $318.8 million of new investments in 13 portfolio companies and
approximately $76.8 million was invested in six existing portfolio companies. We also had approximately $308.7 million in debt repayments of
existing portfolio companies and sales of securities of 4 portfolio companies for approximately $29.4 million, during 2011.

About Solar Capital Partners

Solar Capital Partners, our investment adviser, is controlled and led by Michael S. Gross, our chairman and chief executive officer, and Bruce
Spohler, our chief operating officer. They are supported by a team of dedicated investment professionals, including senior team members Brian
Gerson, Cedric Henley, David Mait and Suhail Shaikh. We refer to Messrs. Gross, Spohler, Gerson, Henley, Mait and Shaikh as Solar Capital
Partners� senior investment professionals. Solar Capital Partners� investment team has extensive experience in the private equity and leveraged
lending industries, as well as significant contacts with financial sponsors operating in those industries.

In addition, Solar Capital Partners presently serves as the investment adviser for Solar Senior Capital Ltd, or �Solar Senior,� a publicly traded
business development company with more than $300 million of investable capital that invests in the senior debt securities of leveraged middle
market companies similar to those we intend to target for investment. The investment team led by Messrs. Gross and Spohler has invested in
approximately 90 different portfolio companies for Solar Capital and Solar Senior, which investments involved an aggregate of approximately
80 different financial sponsors, through December 31, 2011. Since Solar Capital�s inception, these investment professionals have used their
relationships in the middle-market financial sponsor and financial intermediary community to generate deal flow. As of March 26, 2012, Mr.
Gross and Mr. Spohler beneficially owned, either directly or indirectly, approximately 5.76% and 5.62%, respectively, of our outstanding
common stock.

Mr. Gross has 25 years of experience in the private equity, distressed debt and mezzanine lending businesses and has been involved in
originating, structuring, negotiating, consummating and managing private equity, distressed debt and mezzanine lending transactions. We also
rely on the 25 years of experience of Mr. Spohler, who has served as our chief operating officer and a partner of Solar Capital Partners since
inception. In addition to Messrs. Gross and Spohler, Solar Capital Partners� senior investment professionals include Messrs. Gerson, Henley,
Mait and Shaikh, each of whom has extensive experience in originating, evaluating and structuring investments in the types of middle-market
companies we currently target.

Solar Capital Partners� senior investment professionals have been active participants in the primary and secondary leveraged credit markets
throughout their careers. They have effectively managed portfolios of distressed and mezzanine debt as well as other investment types. The
depth of their experience and credit market expertise has led them through various stages of the economic cycle as well as several market
disruptions.
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Market Opportunity

Solar Capital invests primarily in senior secured loans, mezzanine loans and equity securities of middle-market leveraged companies. We
believe that the size of this market, coupled with leveraged companies� need for flexible sources of capital at attractive terms and rates, create an
attractive investment environment for us. See �Business � Market Opportunity.�

� Middle-market companies have faced increasing difficulty in accessing the capital markets. While many middle-market companies
were formerly able to raise funds by issuing high-yield bonds, we believe this approach to financing has become more difficult in recent
years as institutional investors have sought to invest in larger, more liquid offerings. In addition, many private finance companies that
historically financed their lending and investing activities through securitization transactions have lost that source of funding and
reduced lending significantly. Moreover, consolidation and the illiquid nature of investments has resulted in fewer middle market
lenders and market participants.

� There is a large pool of uninvested private equity capital likely to seek additional capital to support their investments. There is currently
over $520 billion of uninvested private equity capital seeking debt financing to support acquisitions. We expect that middle-market
private equity firms will continue to invest the approximately $185 billion raised since 2000 in middle-market companies and that those
private equity firms will seek to support their investments with mezzanine loans from sources such as Solar Capital. Additionally, over
$17.4 billion was raised by middle-market sponsors during 2011, which we believe demonstrates the continued appetite for
middle-market acquisitions that require debt financing.

� The significant amount of debt maturing through 2018 should provide additional demand for capital. A high volume of financings were
completed between the years 2004 and 2007, which are expected to mature over the next few years. We believe that this supply of
prospective lending opportunities coupled with a lack of available credit in the middle-market lending space may offer attractive
risk-adjusted returns to investors.

� Investing in private middle-market debt provides an attractive risk reward profile. In general, terms for illiquid, middle-market
subordinated debt have been more attractive than those for larger corporations which are typically more liquid. We believe this is
because fewer institutions are able to invest in illiquid asset classes. In 2011, on average, the total debt to EBITDA ratio for
middle-market LBOs was 4.3x, versus 5.4x for large capitalization LBOs. This reduced leverage provides further cushion for borrowers
to meet debt service obligations.

Therefore, we believe that there is an attractive opportunity to invest in senior secured loans, mezzanine loans and equity securities of leveraged
companies, and that we are well positioned to serve this market.

Competitive Advantages and Strategy

We believe that we have the following competitive advantages over other providers of financing to leveraged companies. See �Business �
Competitive Advantages and Strategy.�

Management Expertise
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As managing partner, Mr. Gross has principal management responsibility for Solar Capital Partners, to which he currently dedicates
substantially all of his time. Mr. Gross has 25 years of experience in leveraged finance, private equity and distressed debt investing. Mr. Spohler,
our chief operating officer and a partner of Solar Capital Partners, has 25 years of experience in evaluating and executing leverage finance
transactions. We believe that Messrs. Gross and Spohler have developed a strong reputation in the capital markets, and that this experience
provides us with a competitive advantage in identifying and investing in leveraged companies with the potential to generate returns.
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In addition to Messrs. Gross and Spohler, Solar Capital Partners� senior investment team includes Messrs. Gerson, Henley, Mait and Shaikh, each
of whom has extensive experience in originating, evaluating and structuring investments in the types of middle-market companies we currently
target. Solar Capital Partners� senior investment professionals have an average of over 20 years of experience in the private equity and leveraged
lending industries.

Investment Portfolio

Our portfolio investments consist of portfolio companies that have strong cash flows and have maintained financial and operating performance
despite the recent economic climate. As of December 31, 2011, over 99% of our total portfolio value of income producing assets was comprised
of performing assets. The majority of our assets have been seasoned, which has allowed us to gain a solid understanding of our borrowers and
the industries in which they compete.

Investment Capacity

The proceeds from our initial public offering and the Concurrent Private Placement, the borrowing capacity under our credit facilities and our
$35 million senior secured term loan (the �Term Loan�), and the expected repayments of existing investments provide us with a substantial amount
of capital available for deployment into new investment opportunities. We believe we are well positioned for the current marketplace.

Solar Capital�s Limited Leverage

As of December 31, 2011, we had outstanding borrowings of $201.4 million. We believe our relatively low level of leverage provides us with a
competitive advantage, allowing us to anticipate providing a consistent dividend to our investors as proceeds from our investments are available
for reinvestment as opposed to being consumed by debt repayment. We may increase our relative level of debt in the future. However, we do not
currently anticipate operating with a substantial amount of debt relative to our total assets.

Proprietary Sourcing and Origination

We believe that Solar Capital Partners� senior investment professionals� longstanding relationships with financial sponsors, commercial and
investment banks, management teams and other financial intermediaries provide us with a strong pipeline of proprietary origination
opportunities. We believe the broad expertise of Solar Capital Partners� senior investment team and their ability to draw upon their average of
over 20 years of investment experience enable us to identify, assess and structure investments successfully. We expect to continue leveraging the
relationships Mr. Gross established while sourcing and originating investments at Apollo Investment Corporation as well as the financial
sponsor relationships Mr. Spohler developed while he was a co-head of CIBC World Markets� U.S. Leveraged Finance Group.

Since its inception, Solar Capital Partners has sourced investments in approximately 90 different portfolio companies for both Solar Capital and
Solar Senior Capital Ltd. (�Solar Senior�), collectively, which investments involved an aggregate of approximately 80 different financial sponsors,
through December 31, 2011.
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Versatile Transaction Structuring and Flexibility of Capital

We believe Solar Capital Partners� senior investment team�s broad expertise and ability to draw upon their extensive experience enable us to
identify, assess and structure investments successfully across all levels of a company�s capital structure and to manage potential risk and return at
all stages of the economic cycle. While we are subject to significant regulation as a BDC, we are not subject to many of the regulatory
limitations that govern traditional lending institutions such as banks. As a result, we believe that we can be more flexible than
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such lending institutions in selecting and structuring investments, adjusting investment criteria, transaction structures and, in some cases, the
types of securities in which we invest. We believe financial sponsors, management teams and investment banks see this flexibility as a benefit,
making us an attractive financing partner.

Emphasis on Achieving Strong Risk-Adjusted Returns

Solar Capital Partners uses a disciplined investment and risk management process that emphasizes a rigorous fundamental research and analysis
framework. Solar Capital Partners seeks to build our portfolio on a �bottom-up� basis, choosing and sizing individual positions based on their
relative risk/reward profiles as a function of the associated downside risk, volatility, correlation with the existing portfolio and liquidity. At the
same time, Solar Capital Partners takes into consideration a variety of factors in managing our portfolio and imposes portfolio-based risk
constraints promoting a more diverse portfolio of investments and limiting issuer and industry concentration. Our value-oriented investment
philosophy focuses on preserving capital and ensuring that our investments have an appropriate return profile in relation to risk. When market
conditions make it difficult for us to invest according to our criteria, we are highly selective in deploying our capital. We do not pursue
short-term origination targets. We believe this approach enables us to build an attractive investment portfolio that meets our return and value
criteria over the long term.

We believe it is critical to conduct extensive due diligence on investment targets. In evaluating new investments we, through Solar Capital
Partners, conduct a rigorous due diligence process that draws upon investment experience, industry expertise and network of contacts of our
senior investment professionals, as well as the other members of our investment team.

Deep Industry Focus with Substantial Information Flow

We concentrate our investing activities in industries characterized by strong cash flow and in which Solar Capital Partners� investment
professionals have deep investment experience. During his time with the Apollo entities, Mr. Gross oversaw investments in over 200 companies
in 20 industries. As a result of their investment experience, Messrs. Gross and Spohler, together with Solar Capital Partners� other senior
investment professionals, have long-term relationships with management consultants and management teams in the industries we target, as well
as substantial information concerning those industries.

Longer Investment Horizon

Unlike private equity and venture capital funds, we will not be subject to standard periodic capital return requirements. Such requirements
typically stipulate that the capital of these funds, together with any capital gains on such invested funds, can only be invested once and must be
returned to investors after a pre-agreed time period. We believe that our flexibility to make investments with a long-term view and without the
capital return requirements of traditional private investment vehicles provides us with the opportunity to generate favorable returns on invested
capital and enables us to be a better long-term partner for our portfolio companies.

5
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Risk Factors

The value of our assets, as well as the market price of our shares, will fluctuate. Our investments may be risky, and you may lose all or part of
your investment in us. Investing in Solar Capital involves other risks, including the following:

� We operate in a highly competitive market for investment opportunities;

� The lack of liquidity in our investments may adversely affect our business;

� We may borrow money, which would magnify the potential for gain or loss on amounts invested and may increase the risk of investing
in us;

� To the extent we use debt to finance our investments, changes in interest rates will affect our cost of capital and net investment income;

� There will be uncertainty as to the value of our portfolio investments;

� We may experience fluctuations in our quarterly results;

� We will become subject to corporate-level income tax on all of our income if we are unable to continue to qualify as a
regulated investment company, or RIC, under Subchapter M of the Internal Revenue Code of 1986, as amended, which we
refer to as the Code, which would have a material adverse effect on our financial performance;

� We are dependent upon Solar Capital Partners� key personnel for our future success;

� We cannot assure you that shares of our common stock will not trade at a market price below our net asset value per share;

� The net asset value per share of our common stock may be diluted if we sell shares of our common stock in one or more offerings at
prices below the then current net asset value per share of our common stock or securities convertible into shares of our common stock;

� Our common stock price may be volatile and may decrease substantially;

� There is a risk that our stockholders may not receive distributions or that our distributions may not grow over time;

� Sales of substantial amounts of our common stock in the public market may have an adverse effect on the market price of our common
stock; and

�
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Regulations governing our operation as a BDC affect our ability to, and the way in which we, raise additional capital. As a BDC, the
necessity of raising additional capital may expose us to risks, including the typical risks associated with leverage.

See �Risk Factors� beginning on page 17 and the other information included in this prospectus, for additional discussion of factors you should
carefully consider before deciding to invest in our securities.
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Operating and Regulatory Structure

Immediately prior to the pricing of our initial public offering, Solar Capital LLC was merged with and into Solar Capital Ltd., a Maryland
corporation that is an externally managed, non-diversified closed-end management investment company which has elected to be treated as a
BDC under the 1940 Act. As a BDC, we are required to meet regulatory tests, including the requirement to invest at least 70% of our total assets
in �qualifying assets.� Qualifying assets generally include, among other things, securities of �eligible portfolio companies.� �Eligible portfolio
companies� generally include U.S. companies that are not investment companies and that do not have securities listed on a national exchange. See
�Regulation as a Business Development Company.� We may also borrow funds to make investments. In addition, we have elected to be treated for
federal income tax purposes, and intend to continue to qualify annually, as a RIC under Subchapter M of the Code. See �Material U.S. Federal
Income Tax Considerations.�

Our investment activities are managed by Solar Capital Partners and supervised by our board of directors. Solar Capital Partners is an investment
adviser that is registered under the Investment Advisers Act of 1940, as amended, or the Advisers Act. Under our investment advisory and
management agreement, which we refer to as the Investment Advisory and Management Agreement, we have agreed to pay Solar Capital
Partners an annual base management fee based on our gross assets as well as an incentive fee based on our performance. See �Investment
Advisory and Management Agreement.� We have also entered into an administration agreement, which we refer to as the Administration
Agreement, under which we have agreed to reimburse Solar Capital Management for the allocable portion of overhead and other expenses
incurred by Solar Capital Management in performing its obligations under the Administration Agreement, including furnishing us with office
facilities, equipment and clerical, bookkeeping and record keeping services at such facilities, as well as providing us with other administrative
services. See �Administration Agreement.�

Our Corporate Information

Our offices are located at 500 Park Avenue, New York, New York 10022, and our telephone number is (212) 993-1670.
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OFFERINGS

We may offer, from time to time, in one or more offerings or series, up to $1,000,000,000 of our common stock, preferred stock, debt securities,
units or warrants representing rights to purchase shares of our common stock, preferred stock or debt securities, on terms to be determined at the
time of the offering. We will offer our securities at prices and on terms to be set forth in one or more supplements to this prospectus.

At our 2011 Annual Stockholders Meeting, subject to certain determinations required to be made by our board of directors, our stockholders
approved our ability to sell or otherwise issue shares of our common stock, not exceeding 25% of our then outstanding common stock
immediately prior to each such offering, at a price below the then current net asset value per share during a period beginning on June 9, 2011 and
expiring on the earlier of the one-year anniversary of the date of the 2011 Annual Stockholders Meeting and the date of our 2012 Annual
Stockholders Meeting, which is expected to be held in May 2012. However, notwithstanding such stockholder approval, since our initial public
offering on February 9, 2010, we have not sold any shares of our common stock at a price below our then current net asset value per share. At
our 2012 Annual Stockholders Meeting, we have sought the re-approval of our stockholders to provide us with the ability to sell or otherwise
issue shares of our common stock, not exceeding 25% of our then outstanding common stock immediately prior to each such offering, at a price
below the then current net asset value per share. Any such issuance of shares of our common stock below net asset value will be dilutive to the
net asset value of our common stock. See �Risk Factors�Risks Relating to an Investment in Our Securities� and �Sales of Common Stock Below Net
Asset Value.�

The securities may be offered directly to one or more purchasers, or through agents designated from time to time by us, or to or through
underwriters or dealers. The prospectus supplement relating to an offering will identify any agents or underwriters involved in the sale of the
securities, and will disclose any applicable purchase price, fee, commission or discount arrangement between us and our agents or underwriters
or among our underwriters or the basis upon which such amount may be calculated. See �Plan of Distribution.� We may not sell any of the
securities through agents, underwriters or dealers without delivery of this prospectus and a prospectus supplement describing the method and
terms of the offering of such securities.

Set forth below is additional information regarding offerings of our common stock:

Use of Proceeds Unless otherwise specified in a prospectus supplement, we intend to use the net proceeds
from the sale of our securities for general corporate purposes, which includes, among
other things, (a) investing in portfolio companies in accordance with our investment
objective and strategies and market conditions and (b) repaying indebtedness. Each
supplement to this prospectus relating to an offering will more fully identify the use of
the proceeds from such offering. See �Use of Proceeds.�

NASDAQ Global Select Market symbol �SLRC�

Distributions To the extent that we have income available, we intend to distribute quarterly dividends
to our stockholders. The amount of our dividends, if any, will be determined by our board
of directors. Any dividends to our stockholders will be declared out of assets legally
available for distribution. The specific tax characteristics of our dividends will be
reported to shareholders after the end of each calendar year. We may issue preferred
stock from time to time, although we have no immediate intention to do so. If we issue
shares of preferred stock, holders of such preferred stock will be entitled to receive cash
dividends at an annual rate that will be fixed or will vary for the successive dividend
periods for each series. In general, the dividend periods for fixed rate preferred stock will
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Taxation We have elected to be treated for federal income tax purposes, and intend to continue to
qualify annually, as a RIC under Subchapter M of the Code. As a RIC, we generally will
not have to pay corporate-level federal income taxes on any ordinary income or capital
gains that we distribute to our stockholders as dividends. To obtain and maintain our RIC
tax treatment, we must meet specified source-of-income and asset diversification
requirements and distribute annually at least 90% of our ordinary income and realized net
short-term capital gains in excess of realized net long-term capital losses, if any. See �Plan
of Distribution� and �Material U.S. Federal Income Tax Considerations� in this prospectus.

Leverage We have historically and will in the future borrow funds to make investments. As a result,
we will be exposed to the risks of leverage, which may be considered a speculative
investment technique. The use of leverage magnifies the potential for gain and loss on
amounts invested and therefore increases the risks associated with investing in our
securities. In addition, the costs associated with our borrowings, including any increase in
the management fee payable to our investment adviser, Solar Capital Partners, will be
borne by our common stockholders.

Investment Advisory Fees We pay Solar Capital Partners a fee for its services under the Investment Advisory and
Management Agreement consisting of two components � a base management fee and an
incentive fee. The base management fee is calculated at an annual rate of 2.00% of our
gross assets, which includes any borrowings for investment purposes. The incentive fee
consists of two parts. The first part is calculated and payable quarterly in arrears and
equals 20% of our �pre-incentive fee net investment income� for the immediately preceding
quarter, subject to a preferred return, or �hurdle,� and a �catch up� feature. The second part is
determined and payable in arrears as of the end of each calendar year (or upon
termination of the Investment Advisory and Management Agreement) in an amount equal
to 20% of our realized capital gains, if any, on a cumulative basis from inception through
the end of each calendar year, computed net of all realized capital losses and unrealized
capital depreciation on a cumulative basis, less the aggregate amount of any previously
paid capital gain incentive fees. See �Investment Advisory and Management Agreement� in
this prospectus.

Administration Agreement We reimburse Solar Capital Management for the allocable portion of overhead and other
expenses incurred by Solar Capital Management in performing its obligations under the
Administration Agreement, including furnishing us with office facilities, equipment and
clerical, bookkeeping and record keeping services at such facilities, as well as providing
us with other administrative services. In addition, we reimburse Solar Capital
Management for the fees and expenses associated with performing compliance functions,
and our allocable

9
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portion of the compensation of our chief financial officer and any administrative support
staff. See �Administration Agreement� in this prospectus.

Trading Shares of closed-end investment companies frequently trade at a discount to their net
asset value. The risk that our shares may trade at a discount to our net asset value is
separate and distinct from the risk that our net asset value per share may decline. We
cannot predict whether our shares will trade above, at or below net asset value.

License Agreement We have entered into a license agreement with Solar Capital Partners, pursuant to which
Solar Capital Partners has agreed to grant us a non-exclusive license to use the name
�Solar Capital.� See �License Agreement� in this prospectus.

Dividend Reinvestment Plan We have adopted an �opt out� dividend reinvestment plan. If your shares of common stock
are registered in your own name, your distributions will automatically be reinvested
under our dividend reinvestment plan in additional whole and fractional shares of
common stock, unless you �opt out� of our dividend reinvestment plan so as to receive cash
dividends by delivering a written notice to our plan administrator. If your shares are held
in the name of a broker or other nominee, you should contact the broker or nominee for
details regarding opting out of our dividend reinvestment plan. Stockholders who receive
distributions in the form of stock will be subject to the same federal, state and local tax
consequences as stockholders who elect to receive their distributions in cash. See
�Dividend Reinvestment Plan� in this prospectus.

Certain Anti-Takeover Measures Our charter and bylaws, as well as certain statutory and regulatory requirements, contain
certain provisions that may have the effect of discouraging a third party from making an
acquisition proposal for us. These anti-takeover provisions may inhibit a change in
control in circumstances that could give the holders of our common stock the opportunity
to realize a premium over the market price for our common stock. See �Description of Our
Capital Stock� in this prospectus.

Available Information We are required to file periodic reports, current reports, proxy statements and other
information with the SEC. This information is available at the SEC�s public reference
room at 100 F Street, NE, Washington, D.C. 20549 and on the SEC�s website at
http://www.sec.gov. The public may obtain information on the operation of the SEC�s
public reference room by calling the SEC at (202) 551-8090. This information is also
available free of charge by contacting us at Solar Capital Ltd., 500 Park Avenue, New
York, NY 10022, by telephone at (212) 993-1670 or on our website at
http://www.solarcapltd.com.
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FEES AND EXPENSES

The following table is intended to assist you in understanding the costs and expenses that you will bear directly or indirectly. We caution you
that some of the percentages indicated in the table below are estimates and may vary. Except where the context suggests otherwise, whenever
this prospectus contains a reference to fees or expenses paid by �us� or �Solar Capital,� or that �we� will pay fees or expenses, you will indirectly bear
such fees or expenses as an investor in Solar Capital Ltd.

Stockholder transaction expenses:
Sales load borne by us (as a percentage of offering price) �%(1)
Offering expenses borne by us (as a percentage of offering price) �%(2)
Dividend reinvestment plan expenses None(3)

Total stockholder transaction expenses (as a percentage of offering price) �%(2)

Annual expenses (as a percentage of net assets attributable to common stock):
Base management fee 2.56%(4)
Incentive fees payable under our Investment Advisory and Management Agreement 2.54%(5)
Interest payments on borrowed funds 1.14%(6)
Other expenses (estimated) 0.74%(7)

Total annual expenses 6.98%     

Example

The following example demonstrates the projected dollar amount of total cumulative expenses that would be incurred over various periods with
respect to a hypothetical investment in our common stock. In calculating the following expense amounts, we have assumed that our annual
operating expenses would remain at the levels set forth in the table above and have excluded performance-based incentive fees. See Note 6
below for additional information regarding certain assumptions regarding our level of leverage. In the event that shares to which this prospectus
relates are sold to or through underwriters, a corresponding prospectus supplement will restate this example to reflect the applicable sales load.

1 Year 3 Years 5 Years 10 Years
You would pay the following expenses on a $1,000 investment, assuming a 5% annual
return $ 44 $ 134 $ 224 $ 455

(1) In the event that the shares of common stock to which this prospectus relates are sold to or through underwriters, a
corresponding prospectus supplement will disclose the applicable sales load and the �Example� will be updated accordingly.

(2) The prospectus supplement corresponding to each offering will disclose the applicable offering expenses and total stockholder transaction
expenses.

(3) The expenses of the dividend reinvestment plan are included in �other expenses.�
(4) Our base management fee under the Investment Advisory and Management Agreement is based on our gross assets, which is

defined as all the assets of Solar Capital, including those acquired using borrowings for investment purposes, and assumes the
base management fee remains consistent with fees incurred for the year ended December 31, 2011. See �Investment Advisory and
Management Agreement.�

(5) Assumes that annual incentive fees earned by our investment adviser, Solar Capital Partners, remain consistent with the incentive fees
earned by Solar Capital Partners for the year ended December 31, 2011. The incentive fee consists of two parts:
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The first part, which was payable quarterly in arrears, equals 20% of the excess, if any, of our �Pre-Incentive Fee Net Investment Income� that
exceeds a 1.75% quarterly (7.00% annualized) hurdle rate, which we refer to as the Hurdle, subject to a �catch-up� provision measured at the end
of each calendar quarter. The first part of the incentive fee is computed and paid on income that may include interest that is accrued but not yet
received in cash. The operation of the first part of the incentive fee for each quarter is as follows:

� no incentive fee is payable to our investment adviser in any calendar quarter in which our Pre-Incentive Fee Net Investment Income
does not exceed the Hurdle of 1.75%;
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� 100% of our Pre-Incentive Fee Net Investment Income with respect to that portion of such Pre-Incentive Fee Net Investment Income, if
any, that exceeds the Hurdle but is less than 2.1875% in any calendar quarter (8.75% annualized) is payable to our investment adviser.
We refer to this portion of our Pre-Incentive Fee Net Investment Income (which exceeds the Hurdle but is less than 2.1875%) as the
�catch-up.� The �catch-up� is meant to provide our investment adviser with 20% of our Pre-Incentive Fee Net Investment Income, as if a
Hurdle did not apply when our Pre-Incentive Fee Net Investment Income exceeds 2.1875% in any calendar quarter; and

� 20% of the amount of our Pre-Incentive Fee Net Investment Income, if any, that exceeds 2.1875% in any calendar quarter (8.75%
annualized) is payable to our investment adviser (once the Hurdle is reached and the catch-up is achieved, 20% of all Pre-Incentive Fee
Investment Income thereafter is allocated to our investment adviser).

The second part of the incentive fee equals 20% of our �Incentive Fee Capital Gains,� if any, which equals our realized capital gains on a
cumulative basis from inception through the end of each calendar year, computed net of all realized capital losses and unrealized capital
depreciation on a cumulative basis, less the aggregate amount of any previously paid capital gain incentive fees. The second part of the incentive
fee is payable, in arrears, at the end of each calendar year (or upon termination of the Investment Advisory and Management Agreement, as of
the termination date). For a more detailed discussion of the calculation of this fee, see �Investment Advisory and Management Agreement.�

(6) We may borrow funds from time to time to make investments to the extent we determine that the economic situation is conducive to doing
so. The costs associated with our outstanding borrowings are indirectly born by our investors. For purposes of this section, we have
computed interest expense using the average balance outstanding for all borrowings during the year ended December 31, 2011. We used
the LIBOR rate on December 31, 2011 and the interest rate on our revolving credit facilities and our Term Loan. We have also included
the estimated amortization of fees incurred in establishing our revolving credit facilities and our Term Loan. Additionally, we included the
estimated cost of commitment fees for unused balances on our revolving credit facilities. As of December 31, 2011, we had $201.4 million
outstanding and $303.6 million remaining available to us under our revolving credit facilities and we had $35 million outstanding under
our Term Loan. We may also issue preferred stock, subject to our compliance with applicable requirements under the 1940 Act.

(7) �Other expenses� are based on the amounts incurred for the year ended December 31, 2011 and include our overhead expenses, including
payments under our Administration Agreement based on our allocable portion of overhead and other expenses incurred by Solar Capital
Management in performing its obligations under the Administration Agreement. See �Administration Agreement.�

The example and the expenses in the tables above should not be considered a representation of our future expenses, and actual expenses
may be greater or less than those shown. While the example assumes, as required by the SEC, a 5% annual return, our performance will vary
and may result in a return greater or less than 5%. The incentive fee under the Investment Advisory and Management Agreement, which,
assuming a 5% annual return, would either not be payable or would have an insignificant impact on the expense amounts shown above, is not
included in the example. This illustration assumes that we will not realize any capital gains (computed net of all realized capital losses and
unrealized capital depreciation) in any of the indicated time periods. If we achieve sufficient returns on our investments, including through the
realization of capital gains, to trigger an incentive fee of a material amount, our expenses and returns to our investors would be higher. For
example, if we assumed that we received our 5% annual return completely in the form of net realized capital gains on our investments, computed
net of all cumulative unrealized depreciation on our investments, the projected dollar amount of total cumulative expenses set forth in the above
illustration would be as follows:

1 Year 3 Years 5 Years 10 Years
You would pay the following expenses on a $1,000 investment, assuming a 5% annual
return $ 54 $ 162 $ 270 $ 533
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In addition, the example assumes no sales load. Also, while the example assumes reinvestment of all dividends at net asset value, participants in
our dividend reinvestment plan will receive a number of shares of our common stock, determined by dividing the total dollar amount of the
dividend payable to a participant by the market price per share of our common stock at the close of trading on the dividend payment date, which
may be at, above or below net asset value. See �Dividend Reinvestment Plan� for additional information regarding our dividend reinvestment plan.
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SELECTED FINANCIAL AND OTHER DATA

The selected financial and other data below should be read in conjunction with our �Management�s Discussion and Analysis of Financial
Condition and Results of Operations� and the financial statements and notes thereto. Financial information is presented for the fiscal years ended
December 31, 2011, 2010, 2009 and 2008 and for the period from March 13, 2007 (Solar Capital LLC inception) through December 31, 2007.
Financial information for the periods ending December 31, 2011, 2010, 2009, 2008 and 2007 has been derived from our financial statements that
were audited by KPMG LLP (�KPMG�), an independent registered public accounting firm.

($ in thousands, except per share data)

Year ended
December 31,

2011

Year ended
December 31,

2010

Year ended
December 31,

2009

Year ended
December 31,

2008

Period from March 13,
2007 (inception) through

December 31,
2007

Income statement data:
Total investment income $ 138,900 $ 124,641 $ 109,670 $ 133,959 $ 78,455
Total expenses $ 56,996 $ 55,429 $ 42,408 $ 46,560 $ 25,461
Net investment income $ 81,904 $ 69,212 $ 67,262 $ 87,399 $ 52,994
Net realized loss $ (2,393) $ (38,968) $ (264,898) $ (937) $ (10,489) 
Net change in unrealized gain (loss) $ (18,196) $ 111,641 $ 284,572 $ (492,290) $ 6,595
Net increase (decrease) in net assets resulting
from operations $ 61,315 $ 141,885 $ 86,936 $ (405,828) $ 49,100

Other data (unaudited):
Weighted average annualized yield on income
producing investments:
On fair value(1)(4) 14.2% 14.3% 14.8% 17.1% 12.9% 
On cost(2)(4) 13.2% 13.8% 13.7% 11.9% 12.7% 
Number of portfolio companies at period
end(4) 40 36 36 44 38

As of
December

31,
2011

As of
December

31,
2010

As of
December

31,
2009

As of
December

31,
2008

As of
December 31,

2007
Balance sheet data:
Total investment portfolio $ 1,045,043 $ 976,221 $ 863,140 $ 768,215 $ 1,178,736
Total cash and cash equivalents $ 11,787 $ 288,732 $ 5,675 $ 65,841 $ 169,692
Total assets $ 1,079,431 $ 1,291,791 $ 885,421 $ 873,026 $ 1,396,545
Credit facilities payable $ 201,355 $ 400,000 $ 88,114 $ �  $ �  
Senior secured term loan $ 35,000 $ 35,000 $ �  $ �  $ �  
Net assets $ 805,941 $ 826,994 $ 697,903 $ 852,673 $ 1,258,501

Per share data:(3)
Net asset value per share $ 22.02 $ 22.73 $ 21.24 $ 25.95 $ 38.30
Net investment income $ 2.25 $ 2.08 $ 2.05 $ 2.66 $ 1.62
Net realized and unrealized gain (loss) $ (0.57) $ 2.19 $ 0.60 $ (15.01) $ (0.12) 
Dividends and distributions declared $ 2.40 $ 2.14 $ 7.36 $ �  $ �  

(1) Throughout this document, the weighted average yield on income producing investments is computed as the (a) annual stated interest on
accruing loans and debt securities plus the annual amortization of loan origination fees, original issue discount, and market discount on
accruing loans and debt securities, plus the effective interest yield on preferred shares divided by (b) total income producing investments at
fair value. The weighted average yield is computed as of the balance sheet date and excludes assets on non-accrual status or on a cost
recovery basis as of such date.
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(2) For this calculation, the weighted average yield on income producing investments is computed as the (a) annual stated interest on accruing
loans and debt securities plus the annual amortization of loan origination fees, original issue discount, and market discount on accruing
loans and debt securities, plus the effective interest yield on preferred shares divided by (b) total income producing investments at cost.
The weighted average yield is computed as of the balance sheet date and excludes assets on non-accrual status or on a cost recovery basis
as of such date.

(3) The number of shares used to calculate weighted average shares for use in computations on a per share basis have been decreased
retroactively by a factor of approximately 0.4022 for all periods prior to February 9, 2010. This factor represents the effective impact of
the reduction in shares resulting from the Solar Capital Merger. The per share calculations are based on 32,860,454 weighted average
shares outstanding as of December 31, 2009, 2008, and 2007, 36,383,158 shares outstanding and 33,258,402 weighted average shares
outstanding for the year ended December 31, 2010, and 36,608,038 shares outstanding and 36,470,384 weighted average shares
outstanding for the year ended December 31, 2011.

(4) Unaudited.

Selected Quarterly Financial Data (Unaudited)

(dollar amounts in thousands, except per share data)

2011
Q4 Q3 Q2 Q1

Total investment income $ 35,994 $ 35,329 $ 35,283 $ 32,294
Net investment income $ 20,675 $ 20,711 $ 21,368 $ 19,150
Net realized and unrealized gain (loss) $ 31,182 $ (72,655) $ (8,984) $ 29,868
Net increase (decrease) in net assets resulting from operations $ 51,857 $ (51,994) $ 12,384 $ 49,018
Earnings per share(1) $ 1.42 $ (1.42) $ 0.34 $ 1.35
Net asset value per share at the end of the quarter(2) $ 22.02 $ 21.20 $ 23.22 $ 23.48

2010
Q4 Q3 Q2 Q1

Total investment income $ 31,644 $ 29,403 $ 28,284 $ 35,310
Net investment income $ 17,384 $ 15,551 $ 15,166 $ 21,111
Net realized and unrealized gain $ 24,974 $ 5,458 $ 1,348 $ 40,893
Net increase in net assets resulting from operations $ 42,358 $ 21,009 $ 16,514 $ 62,004
Earnings per share(3) $ 1.24 $ 0.63 $ 0.50 $ 1.90
Net asset value per share at the end of the quarter(4) $ 22.73 $ 22.09 $ 22.07 $ 22.18

2009
Q4 Q3 Q2 Q1

Total investment income $ 28,456 $ 27,785 $ 25,252 $ 28,177
Net investment income (loss) $ 17,685 $ 16,383 $ 16,099 $ 17,095
Net realized and unrealized gain (loss) $ 22,271 $ 22,181 $ 17,899 $ (42,677)
Net increase (decrease) in net assets resulting from operations $ 39,956 $ 38,564 $ 33,998 $ (25,582)
Earnings per share(5) $ 1.23 $ 1.17 $ 1.03 $ (0.78)
Net asset value per share at the end of the quarter(6) $ 21.24 $ 22.30 $ 23.61 $ 22.57

2008
Q4 Q3 Q2 Q1

Total investment income $ 38,035 $ 32,464 $ 32,367 $ 31,093
Net investment income (loss) $ 22,080 $ 21,990 $ 21,305 $ 22,024
Net realized and unrealized gain (loss) $ (339,193) $ (108,641) $ 17,680 $ (63,073)
Net increase (decrease) in net assets resulting from operations $ (317,113) $ (86,651) $ 38,985 $ (41,049)
Earnings per share(5) $ (9.65) $ (2.64) $ 1.19 $ (1.25)
Net asset value per share at the end of the quarter(6) $ 25.95 $ 35.60 $ 38.24 $ 37.05

(1) Based on 36,552,979, 36,498,451, 36,444,775 and 36,383,158 weighted average shares of Solar Capital Ltd. outstanding during the fourth,
third, second and first quarters of 2011, respectively.

(2) Based on 36,608,038, 36,501,373, 36,447,607 and 36,383,158 shares of Solar Capital Ltd. outstanding as of the end of the fourth, third,
second and first quarters of 2011, respectively.
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(3) Based on 34,267,088, 33,165,867, 33,029,516 and 32,553,322 weighted average shares of Solar Capital Ltd. outstanding during each of
the fourth, third, second and first quarters of 2010, respectively.

(4) Based on 36,383,158, 33,168,872, 33,030,641 and 32,928,257 shares of Solar Capital Ltd. outstanding as of the end of the fourth, third,
second and first quarter of 2010, respectively.

(5) Based on 32,860,454 weighted average shares of Solar Capital Ltd. outstanding during each respective quarter.
(6) Based on 32,860,454 shares of Solar Capital Ltd. outstanding as of the end of the respective quarter.
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RISK FACTORS

Before you invest in our securities, you should be aware of various risks, including those described below. You should carefully consider these
risk factors, together with all of the other information included in this prospectus, before you decide whether to make an investment in our
securities. The risks set out below are not the only risks we face. If any of the following events occur, our business, financial condition and
results of operations could be materially adversely affected. In such case, our net asset value and the trading price of our common stock could
decline or the value of our preferred stock, debt securities, units or warrants may decline, and you may lose all or part of your investment.

Risks Related to Our Investments

We operate in a highly competitive market for investment opportunities.

A number of entities compete with us to make the types of investments that we target in leveraged companies. We compete with other BDCs,
public and private funds, commercial and investment banks, commercial financing companies and, to the extent they provide an alternative form
of financing, private equity funds. Many of our competitors are substantially larger and have considerably greater financial, technical and
marketing resources than we do. For example, some competitors may have a lower cost of funds and access to funding sources that are not
available to us. In addition, some of our competitors may have higher risk tolerances or different risk assessments than we do, which could allow
them to consider a wider variety of investments and establish more relationships than us. Furthermore, many of our competitors are not subject
to the regulatory restrictions that the 1940 Act imposes on us. We cannot assure you that the competitive pressures we face will not have a
material adverse effect on our business, financial condition and results of operations. Also, as a result of this competition, we may not be able to
take advantage of attractive investment opportunities from time to time, and we can offer no assurance that we will be able to identify and make
investments that are consistent with our investment objective.

We do not seek to compete primarily based on the interest rates we will offer, and we believe that some of our competitors may make loans with
interest rates that will be comparable to or lower than the rates we offer. We may lose investment opportunities if we do not match our
competitors� pricing, terms and structure. However, if we match our competitors� pricing, terms and structure, we may experience decreased net
interest income and increased risk of credit loss.

Our investments are very risky and highly speculative.

We invest primarily in senior secured term loans, mezzanine debt and select equity investments issued by leveraged companies.

Senior Secured Loans.    When we make a senior secured term loan investment in a portfolio company, we generally take a security interest in
the available assets of the portfolio company, including the equity interests of its subsidiaries, which we expect to help mitigate the risk that we
will not be repaid. However, there is a risk that the collateral securing our loans may decrease in value over time, may be difficult to sell in a
timely manner, may be difficult to appraise and may fluctuate in value based upon the success of the business and market conditions, including
as a result of the inability of the portfolio company to raise additional capital, and, in some circumstances, our lien could be subordinated to
claims of other creditors. In addition, deterioration in a portfolio company�s financial condition and prospects, including its inability to raise
additional capital, may be accompanied by deterioration in the value of the collateral for the loan. Consequently, the fact that a loan is secured
does not guarantee that we will receive principal and interest payments according to the loan�s terms, or at all, or that we will be able to collect on
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Mezzanine Loans.    Our mezzanine debt investments are generally subordinated to senior loans and are generally unsecured. As such, other
creditors may rank senior to us in the event of an insolvency. This may result in an above average amount of risk and loss of principal.
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Equity Investments.    When we invest in senior secured loans or mezzanine loans, we may acquire equity securities as well. In addition, we
may invest directly in the equity securities of portfolio companies. Our goal is ultimately to dispose of such equity interests and realize gains
upon our disposition of such interests. However, the equity interests we receive may not appreciate in value and, in fact, may decline in value.
Accordingly, we may not be able to realize gains from our equity interests, and any gains that we do realize on the disposition of any equity
interests may not be sufficient to offset any other losses we experience.

In addition, investing in middle-market companies involves a number of significant risks, including:

� these companies may have limited financial resources and may be unable to meet their obligations under their debt securities that we
hold, which may be accompanied by a deterioration in the value of any collateral and a reduction in the likelihood of us realizing any
guarantees we may have obtained in connection with our investment;

� they typically have shorter operating histories, narrower product lines and smaller market shares than larger businesses, which tend to
render them more vulnerable to competitors� actions and market conditions, as well as general economic downturns;

� they are more likely to depend on the management talents and efforts of a small group of persons; therefore, the death, disability,
resignation or termination of one or more of these persons could have a material adverse impact on our portfolio company and, in turn,
on us;

� they generally have less predictable operating results, may from time to time be parties to litigation, may be engaged in rapidly
changing businesses with products subject to a substantial risk of obsolescence, and may require substantial additional capital to support
their operations, finance expansion or maintain their competitive position. In addition, our executive officers, directors and our
investment adviser may, in the ordinary course of business, be named as defendants in litigation arising from our investments in the
portfolio companies; and

� they may have difficulty accessing the capital markets to meet future capital needs, which may limit their ability to grow or to repay
their outstanding indebtedness upon maturity.

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

We generally make investments in private companies. Substantially all of these securities are subject to legal and other restrictions on resale or
will otherwise be less liquid than publicly traded securities. The illiquidity of our investments may make it difficult for us to sell such
investments if the need arises. In addition, if we are required to liquidate all or a portion of our portfolio quickly, we may realize significantly
less than the value at which we have previously recorded our investments. In addition, we may face other restrictions on our ability to liquidate
an investment in a portfolio company to the extent that we have material non-public information regarding such portfolio company.

Our portfolio may be concentrated in a limited number of portfolio companies and industries, which will subject us to a risk of significant
loss if any of these companies defaults on its obligations under any of its debt instruments or if there is a downturn in a particular industry.

Our portfolio may be concentrated in a limited number of portfolio companies and industries. Beyond the asset diversification requirements
associated with our qualification as a RIC under Subchapter M of the Code, we do not have fixed guidelines for diversification, and while we are
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not targeting any specific industries, our investments may be concentrated in relatively few industries. As a result, the aggregate returns we
realize may be significantly adversely affected if a small number of investments perform poorly or if we need to write down the value of any one
investment. Additionally, a downturn in any particular industry in which we are invested could also significantly impact the aggregate returns we
realize.
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Capital markets were recently in a period of disruption and instability. These market conditions materially and adversely affected debt and
equity capital markets in the United States and abroad, which had, and may in the future have, a negative impact on our business and
operations.

The global capital markets were recently in a period of disruption as evidenced by a lack of liquidity in the debt capital markets, significant
write-offs in the financial services sector, the re-pricing of credit risk in the broadly syndicated credit market and the failure of certain major
financial institutions. Despite actions of the United States federal government and foreign governments, these events contributed to worsening
general economic conditions that materially and adversely impacted the broader financial and credit markets and reduced the availability of debt
and equity capital for the market as a whole and financial services firms in particular. These conditions may return in the future. If these
conditions return, we and other companies in the financial services sector may have to access, if available, alternative markets for debt and
equity capital. In such situations, equity capital may be difficult to raise because, subject to some limited exceptions which as of the date of this
prospectus apply to us, as a BDC we are generally not able to issue additional shares of our common stock at a price less than net asset value
without first obtaining approval for such issuance from our stockholders and our independent directors. At our 2011 Annual Stockholders
Meeting, subject to certain determinations required to be made by our board of directors, our stockholders approved our ability to sell or
otherwise issue shares of our common stock, not exceeding 25% of our then outstanding common stock immediately prior to each such offering,
at a price below the then current net asset value per share during a period beginning on June 9, 2011 and expiring on the earlier of the one-year
anniversary of the date of the 2011 Annual Stockholders Meeting and the date of our 2012 Annual Stockholders Meeting, which is expected to
be held in May 2012. However, notwithstanding such stockholder approval, since our initial public offering on February 9, 2010, we have not
sold any shares of our common stock at a price below our then current net asset value per share. At our 2012 Annual Stockholders Meeting, we
have sought the re-approval of our stockholders to provide us with the ability to sell or otherwise issue shares of our common stock, not
exceeding 25% of our then outstanding common stock immediately prior to each such offering, at a price below the then current net asset value
per share. In addition, our ability to incur indebtedness (including by issuing preferred stock) is limited by applicable regulations such that our
asset coverage, as defined in the 1940 Act, must equal at least 200% immediately after each time we incur indebtedness. The debt capital that
will be available, if at all, may be at a higher cost and on less favorable terms and conditions in the future. Any inability to raise capital could
have a negative effect on our business, financial condition and results of operations.

The illiquidity of our investments may make it difficult for us to sell such investments if required. As a result, we may realize significantly less
than the value at which we have recorded our investments. In addition, significant changes in the capital markets, including the recent extreme
volatility and disruption, have had, and may in the future have, a negative effect on the valuations of our investments and on the potential for
liquidity events involving our investments. An inability to raise capital, and any required sale of our investments for liquidity purposes, could
have a material adverse impact on our business, financial condition or results of operations.

The downgrade of the U.S. credit rating and the economic crisis in Europe could negatively impact our business, financial condition and
results of operations.

Recent U.S. debt ceiling and budget deficit concerns, together with signs of deteriorating sovereign debt conditions in Europe, have increased
the possibility of additional credit-rating downgrades and economic slowdowns. Although U.S. lawmakers passed legislation to raise the federal
debt ceiling, Standard & Poor�s Ratings Services lowered its long-term sovereign credit rating on the United States from �AAA� to �AA+� in August
2011. The impact of this or any further downgrades to the U.S. government�s sovereign credit rating, or its perceived creditworthiness, and the
impact of the current crisis in Europe with respect to the ability of certain European Union countries to continue to service their sovereign debt
obligations is inherently unpredictable and could adversely effect the U.S. and global financial markets and economic conditions. There can be
no assurance that governmental or other measures to aid economic recovery will be effective. These developments, and the government�s credit
concerns in general, could cause interest rates and borrowing costs to rise, which may negatively impact our ability to access the capital markets
on favorable terms. In addition, the decreased credit rating could create broader financial turmoil and uncertainty, which may weigh heavily on
our stock price. Continued adverse economic conditions could have a material adverse effect on our business, financial condition and results of
operations.
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Economic recessions or downturns could impair our portfolio companies and harm our operating results.

Many of our portfolio companies may be susceptible to economic slowdowns or recessions and may be unable to repay our loans during these
periods. Therefore, our non-performing assets may increase and the value of our portfolio may decrease during these periods as we are required
to record the values of our investments. Adverse economic conditions also may decrease the value of collateral securing some of our loans and
the value of our equity investments at fair value. Economic slowdowns or recessions could lead to financial losses in our portfolio and a decrease
in revenues, net income and assets. Unfavorable economic conditions also could increase our funding costs, limit our access to the capital
markets or result in a decision by lenders not to extend credit to us. These events could prevent us from increasing investments and harm our
operating results.

A portfolio company�s failure to satisfy financial or operating covenants imposed by us or other lenders could lead to defaults and, potentially,
acceleration of the time when the loans are due and foreclosure on its secured assets, which could trigger cross-defaults under other agreements
and jeopardize the portfolio company�s ability to meet its obligations under the debt that we hold. We may incur additional expenses to the extent
necessary to seek recovery upon default or to negotiate new terms with a defaulting portfolio company. In addition, if one of our portfolio
companies were to go bankrupt, depending on the facts and circumstances, including the extent to which we actually provided significant
managerial assistance to that portfolio company, a bankruptcy court might recharacterize our debt holding and subordinate all or a portion of our
claim to that of other creditors.

The effect of global climate change may impact the operations of our portfolio companies.

There may be evidence of global climate change. Climate change creates physical and financial risk and some of our portfolio companies may
be adversely affected by climate change. For example, the needs of customers of energy companies vary with weather conditions, primarily
temperature and humidity. To the extent weather conditions are affected by climate change, energy use could increase or decrease depending on
the duration and magnitude of any changes. Increases in the cost of energy could adversely affect the cost of operations of our portfolio
companies if the use of energy products or services is material to their business. A decrease in energy use due to weather changes may affect
some of our portfolio companies� financial condition, through decreased revenues. Extreme weather conditions in general require more system
backup, adding to costs, and can contribute to increased system stresses, including service interruptions.

Price declines and illiquidity in the corporate debt markets may adversely affect, and may continue to adversely affect, the fair value of our
portfolio investments, reducing our net asset value through increased net unrealized depreciation.

As a BDC, we are required to carry our investments at market value or, if no market value is ascertainable, at fair value as determined in good
faith by or under the direction of our board of directors. Decreases in the market values or fair values of our investments are recorded as
unrealized depreciation. The unprecedented declines in prices and liquidity in the corporate debt markets from 2008 through mid-2010 have
resulted in significant net unrealized depreciation in our portfolio, reducing our net asset value. Depending on market conditions, we could incur
substantial losses in future periods, which could reduce our net asset value and have a material adverse impact on our business, financial
condition and results of operations.

Our failure to make follow-on investments in our portfolio companies could impair the value of our portfolio.
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Following an initial investment in a portfolio company, we may make additional investments in that portfolio company as �follow-on�
investments, in order to: (i) increase or maintain in whole or in part our equity ownership percentage; (ii) exercise warrants, options or
convertible securities that were acquired in the original or subsequent financing; or (iii) attempt to preserve or enhance the value of our
investment. We may elect not to make follow-on investments or otherwise lack sufficient funds to make those investments. We will have the
discretion to make any follow-on investments, subject to the availability of capital resources. The failure to make
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follow-on investments may, in some circumstances, jeopardize the continued viability of a portfolio company and our initial investment, or may
result in a missed opportunity for us to increase our participation in a successful operation. Even if we have sufficient capital to make a desired
follow-on investment, we may elect not to make a follow-on investment because we may not want to increase our concentration of risk, either
because we prefer other opportunities or because we are subject to BDC requirements that would prevent such follow-on investments or the
desire to maintain our RIC tax status.

Because we generally do not hold controlling equity interests in our portfolio companies, we may not be in a position to exercise control over
our portfolio companies or to prevent decisions by management of our portfolio companies that could decrease the value of our investments.

Although we may do so in the future, we do not currently hold controlling equity positions in our portfolio companies. As a result, we are
subject to the risk that a portfolio company may make business decisions with which we disagree, and that the management and/or stockholders
of a portfolio company may take risks or otherwise act in ways that are adverse to our interests. Due to the lack of liquidity of the debt and
equity investments that we typically hold in our portfolio companies, we may not be able to dispose of our investments in the event we disagree
with the actions of a portfolio company and may therefore suffer a decrease in the value of our investments.

An investment strategy focused primarily on privately held companies presents certain challenges, including the lack of available
information about these companies, a dependence on the talents and efforts of only a few key portfolio company personnel and a greater
vulnerability to economic downturns.

We invest primarily in privately held companies. Generally, little public information exists about these companies, and we are required to rely
on the ability of Solar Capital Partners� investment professionals to obtain adequate information to evaluate the potential returns from investing in
these companies. If we are unable to uncover all material information about these companies, we may not make a fully informed investment
decision, and we may lose money on our investments. Also, privately held companies frequently have less diverse product lines and smaller
market presence than larger competitors. These factors could adversely affect our investment returns as compared to companies investing
primarily in the securities of public companies.

Our portfolio companies may incur debt that ranks equally with, or senior to, our investments in such companies.

We invest primarily in senior secured loans, mezzanine loans and equity securities issued by our portfolio companies. Our portfolio companies
typically have, or may be permitted to incur, other debt that ranks equally with, or senior to, the debt securities in which we invest. By their
terms, such debt instruments may provide that the holders are entitled to receive payment of interest or principal on or before the dates on which
we are entitled to receive payments in respect of the debt securities in which we invest. Also, in the event of insolvency, liquidation, dissolution,
reorganization or bankruptcy of a portfolio company, holders of debt instruments ranking senior to our investment in that portfolio company
would typically be entitled to receive payment in full before we receive any distribution in respect of our investment. After repaying such senior
creditors, such portfolio company may not have any remaining assets to use for repaying its obligation to us. In the case of debt ranking equally
with debt securities in which we invest, we would have to share on an equal basis any distributions with other creditors holding such debt in the
event of an insolvency, liquidation, dissolution, reorganization or bankruptcy of the relevant portfolio company.

Our investments in foreign securities may involve significant risks in addition to the risks inherent in U.S. investments.

Edgar Filing: Solar Capital Ltd. - Form POS 8C

Table of Contents 43



Our investment strategy contemplates potential investments in debt securities of foreign companies. Investing in foreign companies may expose
us to additional risks not typically associated with investing in U.S. companies. These risks include changes in exchange control regulations,
political and social instability, expropriation, imposition of foreign taxes, less liquid markets and less available information than is generally the
case in the
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United States, higher transaction costs, less government supervision of exchanges, brokers and issuers, less developed bankruptcy laws,
difficulty in enforcing contractual obligations, lack of uniform accounting and auditing standards and greater price volatility.

Although most of our investments will be U.S. dollar-denominated, any investments denominated in a foreign currency will be subject to the risk
that the value of a particular currency will change in relation to one or more other currencies. Among the factors that may affect currency values
are trade balances, the level of short-term interest rates, differences in relative values of similar assets in different currencies, long-term
opportunities for investment and capital appreciation, and political developments. We may employ hedging techniques to minimize these risks,
but we can offer no assurance that we will, in fact, hedge currency risk, or that if we do, such strategies will be effective.

We may expose ourselves to risks if we engage in hedging transactions.

If we engage in hedging transactions, we may expose ourselves to risks associated with such transactions. We may utilize instruments such as
forward contracts, currency options and interest rate swaps, caps, collars and floors to seek to hedge against fluctuations in the relative values of
our portfolio positions from changes in currency exchange rates and market interest rates. Hedging against a decline in the values of our
portfolio positions does not eliminate the possibility of fluctuations in the values of such positions or prevent losses if the values of such
positions decline. However, such hedging can establish other positions designed to gain from those same developments, thereby offsetting the
decline in the value of such portfolio positions. Such hedging transactions may also limit the opportunity for gain if the values of the underlying
portfolio positions should increase. It may not be possible to hedge against an exchange rate or interest rate fluctuation that is so generally
anticipated that we are not able to enter into a hedging transaction at an acceptable price. Moreover, for a variety of reasons, we may not seek to
establish a perfect correlation between such hedging instruments and the portfolio holdings being hedged. Any such imperfect correlation may
prevent us from achieving the intended hedge and expose us to risk of loss. In addition, it may not be possible to hedge fully or perfectly against
currency fluctuations affecting the value of securities denominated in non-U.S. currencies because the value of those securities is likely to
fluctuate as a result of factors not related to currency fluctuations. To the extent we engage in hedging transactions, we also face the risk that
counterparties to the derivative instruments we hold may default, which may expose us to unexpected losses from positions where we believed
that our risk had been appropriately hedged.

Our investment adviser may not be able to achieve the same or similar returns as those achieved by our senior investment professionals while
they were employed at prior positions.

Although in the past Mr. Gross held senior positions at a number of investment firms, including Apollo Investment Corporation and Apollo
Management, L.P., Mr. Gross� track record and achievements are not necessarily indicative of future results that will be achieved by our
investment adviser. In his role at such other firms, Mr. Gross was part of an investment team, and he was not solely responsible for generating
investment ideas. In addition, such investment teams arrived at investment decisions by consensus.

Risks Relating to an Investment in Our Securities

Our shares may trade at a substantial discount from net asset value and may continue to do so over the long term.

Shares of closed-end investment companies have frequently traded at a market price that is less than the net asset value that is attributable to
those shares. The possibility that our shares of common stock will trade at a substantial discount from net asset value over the long term is
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separate and distinct from the risk that our net asset value will decrease. We cannot predict whether shares of our common stock will trade
above, at or below our net asset value. If our common stock trades below its net asset value, we will generally not be able to issue additional
shares or sell our common stock at its market price without first obtaining the approval for such issuance from our stockholders and our
independent directors. At our 2011 Annual Stockholders Meeting, subject to certain determinations required to be made by our board of
directors, our stockholders approved our ability to sell or otherwise issue shares of our common stock, not exceeding 25% of our then
outstanding common stock immediately prior to each such offering, at a price below the then current net asset value per share during a period
beginning on June 9, 2011 and expiring on the earlier of the one-year anniversary of the
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date of the 2011 Annual Stockholders Meeting and the date of our 2012 Annual Stockholders Meeting, which is expected to be held in May
2012. However, notwithstanding such stockholder approval, since our initial public offering on February 9, 2010, we have not sold any shares of
our common stock at a price below our then current net asset value per share. At our 2012 Annual Stockholders Meeting, we have sought the
re-approval of our stockholders to provide us with the ability to sell or otherwise issue shares of our common stock, not exceeding 25% of our
then outstanding common stock immediately prior to each such offering, at a price below the then current net asset value per share. If additional
funds are not available to us, we could be forced to curtail or cease our new lending and investment activities, and our net asset value could
decrease and our level of distributions could be impacted.

Our common stock price may be volatile and may decrease substantially.

The trading price of our common stock may fluctuate substantially. The price of our common stock that will prevail in the market may be higher
or lower than the price you pay, depending on many factors, some of which are beyond our control and may not be directly related to our
operating performance. These factors include, but are not limited to, the following:

� price and volume fluctuations in the overall stock market from time to time;

� investor demand for our shares;

� significant volatility in the market price and trading volume of securities of business development companies or other companies in our
sector, which are not necessarily related to the operating performance of these companies;

� changes in regulatory policies or tax guidelines with respect to RICs or business development companies;

� failure to qualify as a RIC, or the loss of RIC status;

� any shortfall in revenue or net income or any increase in losses from levels expected by investors or securities analysts;

� changes, or perceived changes, in the value of our portfolio investments;

� departures of Solar Capital Partners� key personnel;

� operating performance of companies comparable to us; or

� general economic conditions and trends and other external factors.

In the past, following periods of volatility in the market price of a company�s securities, securities class action litigation has often been brought
against that company. Due to the potential volatility of our stock price, we may become the target of securities litigation in the future. Securities
litigation could result in substantial costs and divert management�s attention and resources from our business.
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There is a risk that our stockholders may not receive distributions or that our distributions may not grow over time.

We intend to make distributions on a quarterly basis to our stockholders out of assets legally available for distribution. We cannot assure you
that we will achieve investment results that will allow us to make a specified level of cash distributions or year-to-year increases in cash
distributions. In addition, due to the asset coverage test applicable to us as a BDC, we may be limited in our ability to make distributions.

We may choose to pay dividends in our own common stock, in which case our stockholders may be required to pay federal income taxes in
excess of the cash dividends they receive.

We may distribute taxable dividends that are payable in cash or shares of our common stock at the election of each stockholder. Under certain
applicable provisions of the Code and the Treasury regulations, distributions payable in cash or in shares of stock at the election of stockholders
are treated as taxable dividends. The Internal
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Revenue Service has issued private rulings indicating that this rule will apply even where the total amount of cash that may be distributed is
limited to no more than 20% of the total distribution. Under these rulings, if too many stockholders elect to receive their distributions in cash,
each such stockholder would receive a pro rata share of the total cash to be distributed and would receive the remainder of their distribution in
shares of stock. If we decide to make any distributions consistent with these rulings that are payable in part in our stock, taxable stockholders
receiving such dividends will be required to include the full amount of the dividend (whether received in cash, our stock, or a combination
thereof) as ordinary income (or as long-term capital gain to the extent such distribution is properly reported as a capital gain dividend) to the
extent of our current and accumulated earnings and profits for United States federal income tax purposes. As a result, a U.S. stockholder may be
required to pay tax with respect to such dividends in excess of any cash received. If a U.S. stockholder sells the stock it receives as a dividend in
order to pay this tax, the sales proceeds may be less than the amount included in income with respect to the dividend, depending on the market
price of our stock at the time of the sale. Furthermore, with respect to non-U.S. stockholders, we may be required to withhold U.S. tax with
respect to such dividends, including in respect of all or a portion of such dividend that is payable in stock. In addition, if a significant number of
our stockholders determine to sell shares of our stock in order to pay taxes owed on dividends, it may put downward pressure on the trading
price of our stock. For a more detailed discussion, see �Material U.S. Federal Income Tax Considerations.�

Sales of substantial amounts of our common stock in the public market may have an adverse effect on the market price of our common
stock.

The shares of our common stock beneficially owned by each of Messrs. Gross and Spohler immediately prior to completion of our initial public
offering, including any shares that are attributable to such shares issued pursuant to our dividend reinvestment plan, are no longer subject to
lock-up restrictions that each of Messrs. Gross and Spohler agreed to in connection with our initial public offering, and are generally available
for resale without restriction, subject to the provisions of Rule 144 promulgated under the Securities Act. In addition, on November 30, 2010,
Messrs. Gross and Spohler jointly acquired 115,000 shares of our common stock in a private placement transaction conducted in accordance
with Regulation D under the Securities Act. Such shares have been registered with the SEC and are generally available for resale. Sales of
substantial amounts of our common stock, or the availability of such common stock for sale, could adversely affect the prevailing market prices
for our common stock. If this occurs and continues, it could impair our ability to raise additional capital through the sale of securities should we
desire to do so.

We will have broad discretion over the use of proceeds of any offering made pursuant to this prospectus, to the extent it is successful.

We will have significant flexibility in applying the proceeds of any offering made pursuant to this prospectus. We will also pay operating
expenses, and may pay other expenses such as due diligence expenses of potential new investments, from net proceeds. Our ability to achieve
our investment objective may be limited to the extent that the net proceeds of the offering, pending full investment, are used to pay operating
expenses. In addition, we can provide you no assurance that the current offering will be successful, or that by increasing the size of our available
equity capital our aggregate expenses, and correspondingly, our expense ratio, will be lowered.
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The net asset value per share of our common stock may be diluted if we sell shares of our common stock in one or more offerings at prices
below the then current net asset value per share of our common stock or securities to subscribe for or convertible into shares of our common
stock.

At our 2011 Annual Stockholders Meeting, subject to certain determinations required to be made by our board of directors, our stockholders
approved our ability to sell or otherwise issue shares of our common stock, not exceeding 25% of our then outstanding common stock
immediately prior to each such offering, at a price below the then current net asset value per share during a period beginning on June 9, 2011 and
expiring on the earlier of the one-year anniversary of the date of the 2011 Annual Stockholders Meeting and the date of our 2012 Annual
Stockholders Meeting, which is expected to be held in May 2012. However, notwithstanding such stockholder approval, since our initial public
offering on February 9, 2010, we have not sold any shares of our common stock at a price below our then current net asset value per share. At
our 2012 Annual Stockholders Meeting, we have sought the re-approval of our stockholders to provide us with the ability to sell or otherwise
issue shares of our common stock, not exceeding 25% of our then outstanding common stock immediately prior to each such offering, at a price
below the then current net asset value per share.

In addition, at our 2011 Annual Stockholders Meeting, our stockholders authorized us to sell or otherwise issue warrants or securities to
subscribe for or convertible into shares of our common stock subject to certain limitations (including, without limitation, that the number of
shares issuable does not exceed 25% of our then outstanding common stock and that the exercise or conversion price thereof is not, at the date of
issuance, less than the market value per share of our common stock). Such authorization has no expiration.

Any decision to sell shares of our common stock below its then current net asset value per share or securities to subscribe for or convertible into
shares of our common stock would be subject to the determination by our board of directors that such issuance is in our and our stockholders�
best interests.

If we were to sell shares of our common stock below its then current net asset value per share, such sales would result in an immediate dilution
to the net asset value per share of our common stock. This dilution would occur as a result of the sale of shares at a price below the then current
net asset value per share of our common stock and a proportionately greater decrease in the stockholders� interest in our earnings and assets and
their voting interest in us than the increase in our assets resulting from such issuance. Because the number of shares of common stock that could
be so issued and the timing of any issuance is not currently known, the actual dilutive effect cannot be predicted.

In addition, if we issue warrants or securities to subscribe for or convertible into shares of our common stock, subject to certain limitations, the
exercise or conversion price per share could be less than net asset value per share at the time of exercise or conversion (including through the
operation of anti-dilution protections). Because we would incur expenses in connection with any issuance of such securities, such issuance could
result in a dilution of the net asset value per share at the time of exercise or conversion. This dilution would include reduction in net asset value
per share as a result of the proportionately greater decrease in the stockholders� interest in our earnings and assets and their voting interest than
the increase in our assets resulting from such issuance.

Further, if our current stockholders do not purchase any shares to maintain their percentage interest, regardless of whether such offering is above
or below the then current net asset value per share, their voting power will be diluted. For example, if we sell an additional 10% of our common
shares at a 5% discount from net asset value, a stockholder who does not participate in that offering for its proportionate interest will suffer net
asset value dilution of up to 0.5% or $5 per $1000 of net asset value. For additional information and hypothetical examples of these risks, see
�Sale of Common Stock Below Net Asset Value� and the prospectus supplement pursuant to which such sale is made.
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If we issue preferred stock, the net asset value and market value of our common stock may become more volatile.

We cannot assure you that the issuance of preferred stock would result in a higher yield or return to the holders of the common stock. The
issuance of preferred stock would likely cause the net asset value and market value of the common stock to become more volatile. If the
dividend rate on the preferred stock were to approach
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the net rate of return on our investment portfolio, the benefit of leverage to the holders of the common stock would be reduced. If the dividend
rate on the preferred stock were to exceed the net rate of return on our portfolio, the leverage would result in a lower rate of return to the holders
of common stock than if we had not issued preferred stock. Any decline in the net asset value of our investments would be borne entirely by the
holders of common stock. Therefore, if the market value of our portfolio were to decline, the leverage would result in a greater decrease in net
asset value to the holders of common stock than if we were not leveraged through the issuance of preferred stock. This greater net asset value
decrease would also tend to cause a greater decline in the market price for the common stock. We might be in danger of failing to maintain the
required asset coverage of the preferred stock or of losing our ratings on the preferred stock or, in an extreme case, our current investment
income might not be sufficient to meet the dividend requirements on the preferred stock. In order to counteract such an event, we might need to
liquidate investments in order to fund a redemption of some or all of the preferred stock. In addition, we would pay (and the holders of common
stock would bear) all costs and expenses relating to the issuance and ongoing maintenance of the preferred stock, including higher advisory fees
if our total return exceeds the dividend rate on the preferred stock. Holders of preferred stock may have different interests than holders of
common stock and may at times have disproportionate influence over our affairs.

Holders of any preferred stock we might issue would have the right to elect members of the board of directors and class voting rights on
certain matters.

Holders of any preferred stock we might issue, voting separately as a single class, would have the right to elect two members of the board of
directors at all times and in the event dividends become two full years in arrears would have the right to elect a majority of the directors until
such arrearage is completely eliminated. In addition, preferred stockholders have class voting rights on certain matters, including changes in
fundamental investment restrictions and conversion to open-end status, and accordingly can veto any such changes. Restrictions imposed on the
declarations and payment of dividends or other distributions to the holders of our common stock and preferred stock, both by the 1940 Act and
by requirements imposed by rating agencies or the terms of our credit facilities, might impair our ability to maintain our qualification as a RIC
for federal income tax purposes. While we would intend to redeem our preferred stock to the extent necessary to enable us to distribute our
income as required to maintain our qualification as a RIC, there can be no assurance that such actions could be effected in time to meet the tax
requirements.

Risks Relating to Our Business and Structure

We are dependent upon Solar Capital Partners� key personnel for our future success.

We depend on the diligence, skill and network of business contacts of Messrs. Gross and Spohler, who serve as the managing member and a
partner of Solar Capital Partners, respectively, and who lead Solar Capital Partners� investment team. Messrs. Gross and Spohler, together with
the other dedicated investment professionals available to Solar Capital Partners, evaluate, negotiate, structure, close and monitor our
investments. Our future success will depend on the continued service of Messrs. Gross and Spohler and the other investment professionals
available to Solar Capital Partners. We cannot assure you that unforeseen business, medical, personal or other circumstances would not lead any
such individual to terminate his relationship with us. The loss of Mr. Gross or Mr. Spohler, or any of the other senior investment professionals
who serve on Solar Capital Partners� investment team, could have a material adverse effect on our ability to achieve our investment objective as
well as on our financial condition and results of operations. In addition, we can offer no assurance that Solar Capital Partners will remain our
investment adviser.

The senior investment professionals of Solar Capital Partners are and may in the future become affiliated with entities engaged in business
activities similar to those intended to be conducted by us, and may have conflicts of interest in allocating their time. We expect that Messrs.
Gross and Spohler will dedicate a significant portion of their time to the activities of Solar Capital; however, they may be engaged in other
business activities which could divert their time and attention in the future.
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Our business model depends to a significant extent upon strong referral relationships with financial sponsors, and the inability of the senior
investment professionals of our investment adviser to maintain or develop these relationships, or the failure of these relationships to generate
investment opportunities, could adversely affect our business.

We expect that the principals of our investment adviser will maintain and develop their relationships with financial sponsors, and we will rely to
a significant extent upon these relationships to provide us with potential investment opportunities. If the senior investment professionals of our
investment adviser fail to maintain their existing relationships or develop new relationships with other sponsors or sources of investment
opportunities, we will not be able to grow our investment portfolio. In addition, individuals with whom the senior investment professionals of
our investment adviser have relationships are not obligated to provide us with investment opportunities, and, therefore, there is no assurance that
such relationships will generate investment opportunities for us.

A disruption in the capital markets and the credit markets could negatively affect our business.

As a BDC, we must maintain our ability to raise additional capital for investment purposes. Without sufficient access to the capital markets or
credit markets, we may be forced to curtail our business operations or we may not be able to pursue new business opportunities. Disruptive
conditions in the financial industry and the impact of new legislation in response to those conditions could restrict our business operations and
could adversely impact our results of operations and financial condition.

If the fair value of our assets declines substantially, we may fail to maintain the asset coverage ratios imposed upon us by the 1940 Act. Any
such failure would affect our ability to issue senior securities, including borrowings, and pay dividends, which could materially impair our
business operations. Our liquidity could be impaired further by an inability to access the capital markets or to draw on our credit facilities. For
example, we cannot be certain that we will be able to renew our credit facilities as they mature or to consummate new borrowing facilities to
provide capital for normal operations, including new originations. Reflecting concern about the stability of the financial markets, many lenders
and institutional investors have reduced or ceased providing funding to borrowers. This market turmoil and tightening of credit have led to
increased market volatility and widespread reduction of business activity generally.

If we are unable to renew or replace such facilities and consummate new facilities on commercially reasonable terms, our liquidity will be
reduced significantly. If we are unable to repay amounts outstanding under such facilities and are declared in default or are unable to renew or
refinance these facilities, we would not be able to initiate significant originations or to operate our business in the normal course. These
situations may arise due to circumstances that we may be unable to control, such as inaccessibility to the credit markets, a severe decline in the
value of the U.S. dollar, a further economic downturn or an operational problem that affects third parties or us, and could materially damage our
business. Moreover, we are unable to predict when economic and market conditions may become more favorable. Even if such conditions
improve broadly and significantly over the long term, adverse conditions in particular sectors of the financial markets could adversely impact
our business.

Our financial condition and results of operations will depend on our ability to manage future growth effectively.

Our ability to achieve our investment objective and to grow depends on Solar Capital Partners� ability to identify, invest in and monitor
companies that meet our investment criteria.
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Accomplishing this result on a cost-effective basis is largely a function of Solar Capital Partners� structuring of the investment process, its ability
to provide competent, attentive and efficient services to us and its ability to access financing for us on acceptable terms. The investment team of
Solar Capital Partners has substantial responsibilities under the Investment Advisory and Management Agreement, and they may also be called
upon to provide managerial assistance to our portfolio companies as the principals of our administrator. Such demands on their time may distract
them or slow our rate of investment. In order to grow, we and Solar Capital Partners will

27

Edgar Filing: Solar Capital Ltd. - Form POS 8C

Table of Contents 55



Table of Contents

need to retain, train, supervise and manage new investment professionals. However, we can offer no assurance that any such investment
professionals will contribute effectively to the work of the investment adviser. Any failure to manage our future growth effectively could have a
material adverse effect on our business, financial condition and results of operations.

Any failure on our part to maintain our status as a BDC would reduce our operating flexibility.

The 1940 Act imposes numerous constraints on the operations of BDCs. For example, BDCs are required to invest at least 70% of their total
assets in specified types of securities, primarily in private companies or thinly-traded U.S. public companies, cash, cash equivalents, U.S.
government securities and other high quality debt investments that mature in one year or less. Furthermore, any failure to comply with the
requirements imposed on BDCs by the 1940 Act could cause the SEC to bring an enforcement action against us and/or expose us to claims of
private litigants. In addition, upon approval of a majority of our stockholders, we may elect to withdraw our status as a BDC. If we decide to
withdraw our election, or if we otherwise fail to qualify, or maintain our qualification, as a BDC, we may be subject to the substantially greater
regulation under the 1940 Act as a closed-end investment company. Compliance with such regulations would significantly decrease our
operating flexibility, and could significantly increase our costs of doing business.

Regulations governing our operation as a BDC affect our ability to, and the way in which we, raise additional capital. As a BDC, the
necessity of raising additional capital may expose us to risks, including the typical risks associated with leverage.

We may issue debt securities or preferred stock and/or borrow money from banks or other financial institutions, which we refer to collectively as
�senior securities,� up to the maximum amount permitted by the 1940 Act. Under the provisions of the 1940 Act, we will be permitted, as a BDC,
to issue senior securities in amounts such that our asset coverage ratio, as defined in the 1940 Act, equals at least 200% of gross assets less all
liabilities and indebtedness not represented by senior securities, after each issuance of senior securities. If the value of our assets declines, we
may be unable to satisfy this test. If that happens, we may be required to sell a portion of our investments and, depending on the nature of our
leverage, repay a portion of our indebtedness at a time when such sales may be disadvantageous. Also, any amounts that we use to service our
indebtedness would not be available for distributions to our common stockholders. Furthermore, as a result of issuing senior securities, we
would also be exposed to typical risks associated with leverage, including an increased risk of loss.

As of December 31, 2011, we had $201.4 million outstanding under our credit facilities and $35 million outstanding under our Term Loan. If we
issue preferred stock, the preferred stock would rank �senior� to common stock in our capital structure, preferred stockholders would have separate
voting rights on certain matters and might have other rights, preferences, or privileges more favorable than those of our common stockholders,
and the issuance of preferred stock could have the effect of delaying, deferring or preventing a transaction or a change of control that might
involve a premium price for holders of our common stock or otherwise be in your best interest.

We are not generally able to issue and sell our common stock at a price below net asset value per share. We may, however, sell our common
stock, or warrants, options or rights to acquire our common stock, at a price below the then-current net asset value per share of our common
stock if our board of directors determines that such sale is in the best interests of Solar Capital and its stockholders, and our stockholders
approve such sale. In any such case, the price at which our securities are to be issued and sold may not be less than a price that, in the
determination of our board of directors, closely approximates the market value of such securities (less any distributing commission or discount).
If we raise additional funds by issuing more common stock or senior securities convertible into, or exchangeable for, our common stock, then
the percentage ownership of our stockholders at that time will decrease, and you might experience dilution.
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on the earlier of the one-year anniversary of the date of the 2011 Annual Stockholders Meeting and the date of our 2012 Annual Stockholders
Meeting, which is expected to be held in May 2012. At our 2012 Annual Stockholders Meeting, we will seek the re-approval of our stockholders
to provide us with the ability to sell or otherwise issue shares of our common stock at a price below the then current net asset value per share.

We may borrow money, which would magnify the potential for gain or loss on amounts invested and may increase the risk of investing in us.

The use of leverage magnifies the potential for gain or loss on amounts invested and, therefore, increases the risks associated with investing in
our securities. As of December 31, 2011, we had $201.4 million outstanding under our credit facilities and $35 million outstanding under our
Term Loan. We may borrow from and issue senior debt securities to banks, insurance companies and other lenders in the future. Lenders of
these senior securities, including our revolving credit facilities and our Term Loan, will have fixed dollar claims on our assets that are superior to
the claims of our common stockholders, and we would expect such lenders to seek recovery against our assets in the event of a default. If the
value of our assets decreases, leveraging would cause net asset value to decline more sharply than it otherwise would have had we not leveraged.
Similarly, any decrease in our income would cause net income to decline more sharply than it would have had we not borrowed. Such a decline
could also negatively affect our ability to make dividend payments on our common stock. Leverage is generally considered a speculative
investment technique. Our ability to service any debt that we incur will depend largely on our financial performance and will be subject to
prevailing economic conditions and competitive pressures. Moreover, as the management fee payable to our investment adviser, Solar Capital
Partners, will be payable based on our gross assets, including those assets acquired through the use of leverage, Solar Capital Partners will have
a financial incentive to incur leverage which may not be consistent with our stockholders� interests. In addition, our common stockholders will
bear the burden of any increase in our expenses as a result of leverage, including any increase in the management fee payable to Solar Capital
Partners.

As a BDC, we generally are required to meet a coverage ratio of total assets to total borrowings and other senior securities, which include all of
our borrowings and any preferred stock that we may issue in the future, of at least 200%. If this ratio declines below 200%, we may not be able
to incur additional debt and could be required by law to sell a portion of our investments to repay some debt when it is disadvantageous to do so,
which could have a material adverse effect on our operations, and we may not be able to make distributions. The amount of leverage that we
employ will depend on our investment adviser�s and our board of directors� assessment of market and other factors at the time of any proposed
borrowing. We cannot assure you that we will be able to obtain credit at all or on terms acceptable to us.

In addition, our credit facilities and Term Loan impose, and any other debt facility into which we may enter would likely impose financial and
operating covenants that restrict our business activities, including limitations that could hinder our ability to finance additional loans and
investments or to make the distributions required to maintain our status as a RIC under Subchapter M of the Code.

As of December 31, 2011, we had $201.4 million outstanding under our credit facilities and $35 million outstanding under our Term Loan.

Illustration.    The following table illustrates the effect of leverage on returns from an investment in our common stock assuming various annual
returns on the portfolio, net of expenses. The calculations in the table below are hypothetical and actual returns may be higher or lower than
those appearing in the table below.

Assumed total return on our portfolio
(net of expenses)

(10)% (5)% 0% 5% 10% 
Corresponding return to stockholder(1) (14.5)% (7.8)% (1.1)% 5.6% 12.3%
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as of December 31, 2011, and a cost of funds of 3.7%. Excludes non-leverage related liabilities.
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To the extent we use debt or preferred stock to finance our investments, changes in interest rates will affect our cost of capital and net
investment income.

To the extent we borrow money, or issue preferred stock, to make investments, our net investment income will depend, in part, upon the
difference between the rate at which we borrow funds or pay dividends on preferred stock and the rate at which we invest those funds. As a
result, we can offer no assurance that a significant change in market interest rates will not have a material adverse effect on our net investment
income in the event we use debt to finance our investments. In periods of rising interest rates, our cost of funds would increase, except to the
extent we issue fixed rate debt or preferred stock, which could reduce our net investment income. We expect that our long-term fixed-rate
investments will be financed primarily with equity and long-term debt. We may use interest rate risk management techniques in an effort to limit
our exposure to interest rate fluctuations. Such techniques may include various interest rate hedging activities to the extent permitted by the 1940
Act.

You should also be aware that a rise in the general level of interest rates can be expected to lead to higher interest rates applicable to our debt
investments. Accordingly, an increase in interest rates would make it easier for us to meet or exceed the incentive fee hurdle rate and may result
in a substantial increase of the amount of incentive fees payable to our investment adviser with respect to our pre-incentive fee net investment
income.

As of December 31, 2011, we had $201.4 million outstanding under our credit facilities and $35 million outstanding under our Term Loan.

We may in the future determine to fund a portion of our investments with preferred stock, which would magnify the potential for gain or loss
and the risks of investing in us in the same way as our borrowings.

Preferred stock, which is another form of leverage, has the same risks to our common stockholders as borrowings because the dividends on any
preferred stock we issue must be cumulative. Payment of such dividends and repayment of the liquidation preference of such preferred stock
must take preference over any dividends or other payments to our common stockholders, and preferred stockholders are not subject to any of our
expenses or losses and are not entitled to participate in any income or appreciation in excess of their stated preference.

There will be uncertainty as to the value of our portfolio investments.

A large percentage of our portfolio investments are in the form of securities that are not publicly traded. The fair value of securities and other
investments that are not publicly traded may not be readily determinable. We value these securities on a quarterly basis in accordance with our
valuation policy, which is at all times consistent with U.S. generally accepted accounting policies (�GAAP�). Our board of directors utilizes the
services of third-party valuation firms to aid it in determining the fair value of these securities. The board of directors discusses valuations and
determines the fair value in good faith based on the input of our investment adviser and the respective third-party valuation firms. The factors
that may be considered in fair value pricing our investments include the nature and realizable value of any collateral, the portfolio company�s
ability to make payments and its earnings, the markets in which the portfolio company does business, comparisons to publicly traded companies,
discounted cash flow and other relevant factors. Because such valuations, and particularly valuations of private securities and private companies,
are inherently uncertain, may fluctuate over short periods of time and may be based on estimates, our determinations of fair value may differ
materially from the values that would have been used if a ready market for these securities existed. Our net asset value could be adversely
affected if our determinations regarding the fair value of our investments were materially higher than the values that we ultimately realize upon
the disposal of such securities.
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We may experience fluctuations in our quarterly results.

We could experience fluctuations in our quarterly operating results due to a number of factors, including the interest rate payable on the debt
securities we acquire, the default rate on such securities, the level of our expenses, variations in and the timing of the recognition of realized and
unrealized gains or losses, the degree to
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which we encounter competition in our markets and general economic conditions. As a result of these factors, results for any period should not
be relied upon as being indicative of performance in future periods.

There are significant potential conflicts of interest which could impact our investment returns.

Our executive officers and directors, as well as the current and future partners of our investment adviser, Solar Capital Partners, may serve as
officers, directors or principals of entities that operate in the same or a related line of business as we do. For example, Solar Capital Partners
presently serves as investment adviser to Solar Senior Capital Ltd., a publicly-traded BDC which focuses on investing primarily in senior
secured loans, including first lien, unitranche and second lien debt instruments. In addition, Michael S. Gross, our chairman and chief executive
officer, Bruce Spohler, our chief operating officer, and Nicholas Radesca, our chief financial officer, serve in similar capacities for Solar Senior
Capital Ltd. Accordingly, they may have obligations to investors in those entities, the fulfillment of which obligations might not be in the best
interests of us or our stockholders. In addition, we note that any affiliated investment vehicle formed in the future and managed by our
investment adviser or its affiliates may, notwithstanding different stated investment objectives, have overlapping investment objectives with our
own and, accordingly, may invest in asset classes similar to those targeted by us. As a result, Solar Capital Partners may face conflicts in
allocating investment opportunities between us and such other entities. Although Solar Capital Partners will endeavor to allocate investment
opportunities in a fair and equitable manner, it is possible that, in the future, we may not be given the opportunity to participate in investments
made by investment funds managed by our investment adviser or an investment manager affiliated with our investment adviser. In any such
case, when Solar Capital Partners identifies an investment, it will be forced to choose which investment fund should make the investment.

If our investment adviser forms other affiliates in the future, we may co-invest on a concurrent basis with such other affiliates, subject to
compliance with applicable regulations and regulatory guidance and our allocation procedures.

In the course of our investing activities, we pay management and incentive fees to Solar Capital Partners and reimburse Solar Capital Partners
for certain expenses it incurs. As a result, investors in our common stock will invest on a �gross� basis and receive distributions on a �net� basis after
expenses, resulting in a lower rate of return than an investor might achieve through direct investments. Accordingly, there may be times when
the management team of Solar Capital Partners has interests that differ from those of our stockholders, giving rise to a conflict.

We have entered into a royalty-free license agreement with our investment adviser, pursuant to which our investment adviser has granted us a
non-exclusive license to use the name �Solar Capital.� Under the license agreement, we have the right to use the �Solar Capital� name for so long as
Solar Capital Partners or one of its affiliates remains our investment adviser. In addition, we pay Solar Capital Management, an affiliate of Solar
Capital Partners, our allocable portion of overhead and other expenses incurred by Solar Capital Management in performing its obligations under
the Administration Agreement, including rent, the fees and expenses associated with performing compliance functions, and our allocable portion
of the compensation of our chief financial officer and any administrative support staff. These arrangements create conflicts of interest that our
board of directors must monitor.

We may be obligated to pay our investment adviser incentive compensation even if we incur a loss.

Our investment adviser will be entitled to incentive compensation for each fiscal quarter in an amount equal to a percentage of the excess of our
pre-incentive fee net investment income for that quarter (before deducting incentive compensation) above a performance threshold for that
quarter. Accordingly, since the performance threshold is based on a percentage of our net asset value, decreases in our net asset value make it
easier to achieve the performance threshold. Our pre-incentive fee net investment income for incentive compensation purposes excludes realized
and unrealized capital losses or depreciation that we may incur in the fiscal quarter,
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even if such capital losses or depreciation result in a net loss on our statement of operations for that quarter. Thus, we may be required to pay
Solar Capital Partners incentive compensation for a fiscal quarter even if there is a decline in the value of our portfolio or we incur a net loss for
that quarter.

Our incentive fee may induce Solar Capital Partners to pursue speculative investments.

The incentive fee payable by us to Solar Capital Partners may create an incentive for Solar Capital Partners to pursue investments on our behalf
that are riskier or more speculative than would be the case in the absence of such compensation arrangement. The incentive fee payable to our
investment adviser is calculated based on a percentage of our return on invested capital. This may encourage our investment adviser to use
leverage to increase the return on our investments. Under certain circumstances, the use of leverage may increase the likelihood of default,
which would impair the value of our common stock. In addition, the investment adviser receives the incentive fee based, in part, upon net capital
gains realized on our investments. Unlike that portion of the incentive fee based on income, there is no hurdle rate applicable to the portion of
the incentive fee based on net capital gains. As a result, the investment adviser may have a tendency to invest more capital in investments that
are likely to result in capital gains as compared to income producing securities. Such a practice could result in our investing in more speculative
securities than would otherwise be the case, which could result in higher investment losses, particularly during economic downturns.

The incentive fee payable by us to our investment adviser also may induce Solar Capital Partners to invest on our behalf in instruments that have
a deferred interest feature, even if such deferred payments would not provide cash necessary to enable us to pay current distributions to our
shareholders. Under these investments, we would accrue interest over the life of the investment but would not receive the cash income from the
investment until the end of the term. Our net investment income used to calculate the income portion of our investment fee, however, includes
accrued interest. Thus, a portion of this incentive fee would be based on income that we have not yet received in cash. In addition, the �catch-up�
portion of the incentive fee may encourage Solar Capital Partners to accelerate or defer interest payable by portfolio companies from one
calendar quarter to another, potentially resulting in fluctuations in timing and dividend amounts.

We may invest, to the extent permitted by law, in the securities and instruments of other investment companies, including private funds, and, to
the extent we so invest, will bear our ratable share of any such investment company�s expenses, including management and performance fees. We
will also remain obligated to pay management and incentive fees to Solar Capital Partners with respect to the assets invested in the securities and
instruments of other investment companies. With respect to each of these investments, each of our stockholders will bear his or her share of the
management and incentive fee of Solar Capital Partners as well as indirectly bearing the management and performance fees and other expenses
of any investment companies in which we invest.

We will become subject to corporate-level income tax if we are unable to qualify and maintain our qualification as a regulated investment
company under Subchapter M of the Code.

Although we have elected to be treated as a RIC under Subchapter M of the Code, no assurance can be given that we will be able to qualify for
and maintain RIC status. To maintain RIC tax treatment under the Code, we must meet the following annual distribution, income source and
asset diversification requirements.

� The annual distribution requirement for a RIC will be satisfied if we distribute to our stockholders on an annual basis at least 90% of
our net ordinary income and realized net short-term capital gains in excess of realized net long-term capital losses, if any. Because we
may use debt financing, we are subject to certain asset coverage ratio requirements under the 1940 Act and financial covenants under
loan and credit agreements that could, under certain circumstances, restrict us from making distributions necessary to satisfy the
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become subject to corporate-level income tax.

� The income source requirement will be satisfied if we obtain at least 90% of our income for each year from dividends, interest, gains
from the sale of stock or securities or similar sources.
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� The asset diversification requirement will be satisfied if we meet certain asset diversification requirements at the end of each quarter of
our taxable year. Failure to meet those requirements may result in our having to dispose of certain investments quickly in order to
prevent the loss of RIC status. Because most of our investments will be in private companies, and therefore will be relatively illiquid,
any such dispositions could be made at disadvantageous prices and could result in substantial losses.

If we fail to qualify for RIC tax treatment for any reason and become subject to corporate income tax, the resulting corporate taxes could
substantially reduce our net assets, the amount of income available for distribution and the amount of our distributions.

We may have difficulty satisfying the annual distribution requirement in order to qualify and maintain RIC status if we recognize income
before or without receiving cash representing such income.

For federal income tax purposes, we will include in income certain amounts that we have not yet received in cash, such as original issue
discount, which may arise if we receive warrants in connection with the making of a loan or possibly in other circumstances, or contracted
�payment in kind,� or PIK, interest, which represents contractual interest added to the loan balance and due at the end of the loan term. We also
may be required to include in income certain other amounts that we will not receive in cash.

Because in certain cases we may recognize income before or without receiving cash representing such income, we may have difficulty satisfying
the annual distribution requirement applicable to RICs. Accordingly, we may have to sell some of our investments at times we would not
consider advantageous, raise additional debt or equity capital or reduce new investments to meet these distribution requirements. If we are not
able to obtain cash from other sources, we may fail to qualify for RIC tax treatment and thus be subject to corporate-level income tax.

Our board of directors is authorized to reclassify any unissued shares of common stock into one or more classes of preferred stock, which
could convey special rights and privileges to its owners.

Under Maryland General Corporation Law and our charter, our board of directors is authorized to classify and reclassify any authorized but
unissued shares of stock into one or more classes of stock, including preferred stock. Prior to issuance of shares of each class or series, the board
of directors is required by Maryland law and our charter to set the terms, preferences, conversion or other rights, voting powers, restrictions,
limitations as to dividends or other distributions, qualifications and terms or conditions of redemption for each class or series. Thus, the board of
directors could authorize the issuance of shares of preferred stock with terms and conditions which could have the effect of delaying, deferring
or preventing a transaction or a change in control that might involve a premium price for holders of our common stock or otherwise be in their
best interest. The cost of any such reclassification would be borne by our existing common stockholders. Certain matters under the 1940 Act
require the separate vote of the holders of any issued and outstanding preferred stock. For example, holders of preferred stock would vote
separately from the holders of common stock on a proposal to cease operations as a BDC. In addition, the 1940 Act provides that holders of
preferred stock are entitled to vote separately from holders of common stock to elect two preferred stock directors. We currently have no plans to
issue preferred stock. The issuance of preferred shares convertible into shares of common stock might also reduce the net income and net asset
value per share of our common stock upon conversion, provided, that we will only be permitted to issue such convertible preferred stock to the
extent we comply with the requirements of Section 61 of the 1940 Act, including obtaining common stockholder approval. These effects, among
others, could have an adverse effect on your investment in our common stock.

Provisions of the Maryland General Corporation Law and of our charter and bylaws could deter takeover attempts and have an adverse
impact on the price of our common stock.
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directors has adopted a resolution exempting from the Business Combination Act any business combination between us and any other person,
subject to prior approval of such business combination by our board, including approval by a majority of our disinterested directors. If the
resolution exempting business combinations is repealed or our board does not approve a business combination, the Business Combination Act
may discourage third parties from trying to acquire control of us and increase the difficulty of consummating such an offer. Our bylaws exempt
from the Maryland Control Share Acquisition Act acquisitions of our stock by any person. If we amend our bylaws to repeal the exemption from
the Control Share Acquisition Act, the Control Share Acquisition Act also may make it more difficult for a third party to obtain control of us and
increase the difficulty of consummating such a transaction.

We have also adopted measures that may make it difficult for a third party to obtain control of us, including provisions of our charter classifying
our board of directors in three classes serving staggered three-year terms, and authorizing our board of directors to classify or reclassify shares of
our stock in one or more classes or series, to cause the issuance of additional shares of our stock, to amend our charter without stockholder
approval and to increase or decrease the number of shares of stock that we have authority to issue. These provisions, as well as other provisions
of our charter and bylaws, may delay, defer or prevent a transaction or a change in control that might otherwise be in the best interests of our
stockholders.

Our board of directors may change our investment objective, operating policies and strategies without prior notice or stockholder approval.

Our board of directors has the authority to modify or waive certain of our operating policies and strategies without prior notice (except as
required by the 1940 Act) and without stockholder approval. However, absent stockholder approval, we may not change the nature of our
business so as to cease to be, or withdraw our election as, a BDC. We cannot predict the effect any changes to our current operating policies and
strategies would have on our business, operating results and value of our stock. Nevertheless, the effects may adversely affect our business and
impact our ability to make distributions.

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

In light of recent conditions in the U.S. and global financial markets, legislators, the presidential administration and regulators have increased
their focus on the regulation of the financial services industry. The Dodd-Frank Wall Street Reform and Consumer Protection Act (the
�Dodd-Frank Reform Act�) became effective on July 21, 2010; although many provisions of the Dodd-Frank Reform Act have delayed
effectiveness or will not become effective until the relevant federal agencies issue new rules to implement the Dodd-Frank Reform Act.
Nevertheless, the Dodd-Frank Reform Act may have a material adverse impact on the financial services industry as a whole and on our business,
results of operations and financial condition. Accordingly, we cannot predict the effect the Dodd-Frank Act or its implementing regulations will
have on our business, results of operations or financial condition.

Changes in laws or regulations governing our operations may adversely affect our business.

We and our portfolio companies are subject to regulation by laws at the local, state and federal levels. These laws and regulations, as well as
their interpretation, may be changed from time to time. Accordingly, any change in these laws or regulations could have a material adverse
affect on our business.
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Our investment adviser can resign on 60 days� notice, and we may not be able to find a suitable replacement within that time, resulting in a
disruption in our operations that could adversely affect our financial condition, business and results of operations.

Our investment adviser has the right, under the Investment Advisory and Management Agreement, to resign at any time upon 60 days� written
notice, whether we have found a replacement or not. If our investment adviser
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resigns, we may not be able to find a new investment adviser or hire internal management with similar expertise and ability to provide the same
or equivalent services on acceptable terms within 60 days, or at all. If we are unable to do so quickly, our operations are likely to experience a
disruption, our financial condition, business and results of operations as well as our ability to pay distributions are likely to be adversely affected
and the market price of our shares may decline. In addition, the coordination of our internal management and investment activities is likely to
suffer if we are unable to identify and reach an agreement with a single institution or group of executives having the expertise possessed by our
investment adviser and its affiliates. Even if we are able to retain comparable management, whether internal or external, the integration of such
management and their lack of familiarity with our investment objective may result in additional costs and time delays that may adversely affect
our financial condition, business and results of operations.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statements that involve substantial risks and uncertainties. These forward-looking statements are not
historical facts, but rather are based on current expectations, estimates and projections about Solar Capital, our current and prospective portfolio
investments, our industry, our beliefs, and our assumptions. Words such as �anticipates,� �expects,� �intends,� �plans,� �believes,� �seeks,� �estimates,� �would,�
�should,� �targets,� �projects,� and variations of these words and similar expressions are intended to identify forward-looking statements.

The forward-looking statements contained in this prospectus involve risks and uncertainties, including statements as to:

� our future operating results;

� our business prospects and the prospects of our portfolio companies;

� the impact of investments that we expect to make;

� our contractual arrangements and relationships with third parties;

� the dependence of our future success on the general economy and its impact on the industries in which we invest;

� the ability of our portfolio companies to achieve their objectives;

� our expected financings and investments;

� the adequacy of our cash resources and working capital; and

� the timing of cash flows, if any, from the operations of our portfolio companies.

These statements are not guarantees of future performance and are subject to risks, uncertainties, and other factors, some of which are beyond
our control and difficult to predict and could cause actual results to differ materially from those expressed or forecasted in the forward-looking
statements, including without limitation:

� an economic downturn could impair our portfolio companies� ability to continue to operate, which could lead to the loss of some or all of
our investments in such portfolio companies;

� a contraction of available credit and/or an inability to access the equity markets could impair our lending and investment activities;
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� interest rate volatility could adversely affect our results, particularly if we elect to use leverage as part of our investment strategy;

� currency fluctuations could adversely affect the results of our investments in foreign companies, particularly to the extent that we
receive payments denominated in foreign currency rather than U.S. dollars; and

� the risks, uncertainties and other factors we identify in �Risk Factors� and elsewhere in this prospectus and in our filings with the SEC.

Although we believe that the assumptions on which these forward-looking statements are based are reasonable, any of those assumptions could
prove to be inaccurate, and as a result, the forward-looking statements based on those assumptions also could be inaccurate. Important
assumptions include our ability to originate new loans and investments, certain margins and levels of profitability and the availability of
additional capital. In light of these and other uncertainties, the inclusion of a projection or forward-looking statement in this prospectus should
not be regarded as a representation by us that our plans and objectives will be achieved. These risks and uncertainties include those described or
identified in �Risk Factors� and elsewhere in this prospectus. You should not place undue reliance on these forward-looking statements, which
apply only as of the date of this prospectus. However, we will update this prospectus to reflect any material changes to the information contained
herein. The forward-looking statements and projections contained in this prospectus are excluded from the safe harbor protection provided by
Section 27A of the Securities Act.
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USE OF PROCEEDS

We intend to use the net proceeds from the sale of our securities pursuant to this prospectus for general corporate purposes, which may include
investing in debt or equity securities consistent with our investment objective, repayment of outstanding indebtedness, acquisitions and other
general corporate purposes. We are continuously identifying, reviewing and, to the extent consistent with our investment objective, funding new
investments. As a result, we typically raise capital as we deem appropriate to fund such new investments. The supplement to this prospectus
relating to an offering will more fully identify the use of the proceeds from such offering.

We estimate that it will take three to six months for us to substantially invest the net proceeds of any offering made pursuant to this prospectus,
depending on the availability of attractive opportunities and market conditions. However, we can offer no assurance that we will be able to
achieve this goal. We expect that it may take more than three months to invest all of the proceeds of this offering, in part because investments in
private companies often require substantial prior research and due diligence.

Pending these uses, we will invest such net proceeds primarily in cash, cash equivalents, and U.S. government securities and other high-quality
debt investments that mature in one year or less. The management fee payable by us to our investment adviser will not be reduced while our
assets are invested in such securities.
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PRICE RANGE OF COMMON STOCK AND DISTRIBUTIONS

Our common stock is traded on the NASDAQ Global Select Market under the symbol �SLRC�. The following table sets forth, for each fiscal
quarter since our initial public offering on February 9, 2010, the net asset value (�NAV�) per share of our common stock, the high and low sales
prices for our common stock, such sales prices as a percentage of NAV per share and quarterly distributions per share.

NAV(1)

Price Range

High
Sales

Price as a
Percentage

of
NAV(2)

Low
Sales

Price as a
Percentage

of
NAV(2)

Cash
Distributions

Per
Share(3)High Low

Fiscal 2012
First Quarter (through March 26, 2012) * $ 23.89 $ 21.91 * * $ 0.60
Fiscal 2011
Fourth Quarter $ 22.02 23.66 18.90 107.4% 85.8% 0.60
Third Quarter 21.20 25.16 19.17 118.7% 90.4% 0.60
Second Quarter 23.22 25.93 23.92 111.7% 103.0% 0.60
First Quarter 23.48 25.45 21.87 108.4% 93.1% 0.60
Fiscal 2010
Fourth Quarter $ 22.73 $25.39 $21.32 111.7% 93.8% $ 0.60
Third Quarter 22.09 21.80 18.75 98.7% 84.9% 0.60
Second Quarter 22.07 24.20 18.77 109.7% 85.0% 0.60
First Quarter(4) 22.18 22.22 17.29 100.2% 78.0% 0.34

(1) Net asset value per share is determined as of the last day in the relevant quarter and therefore may not reflect the net asset value per share
on the date of the high and low sales prices. The net asset values shown are based on outstanding shares at the end of each period.

(2) Calculated as the respective high or low sales price divided by NAV.
(3) Represents the cash distribution declared in the specified quarter.
(4) The period from February 9, 2010 through March 31, 2010.
* Not determinable at the time of filing.

On March 26, 2012, the last reported sales price of our common stock was $22.20 per share. As of March 26, 2012, we had 15 shareholders of
record.

Shares of business development companies may trade at a market price that is less than the value of the net assets attributable to those shares.
The possibility that our shares of common stock will trade at a discount from net asset value or at premiums that are unsustainable over the long
term are separate and distinct from the risk that our net asset value will decrease. Since our initial public offering on February 9, 2010, our shares
of common stock have traded at both a discount and a premium to the net assets attributable to those shares. As of March 26, 2012, our shares of
common stock traded at a premium equal to approximately 0.8% of the net assets attributable to those shares based upon our net asset value as of
December 31, 2011. It is not possible to predict whether the shares offered hereby will trade at, above, or below net asset value.

We intend to distribute quarterly dividends to our stockholders. Our quarterly dividends, if any, will be determined by our board of directors.
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The following table reflects the cash distributions, including dividends and returns of capital, if any, per share that we have declared on our
common stock since our initial public offering.:

Date Declared Record Date Payment Date Amount
Fiscal 2011
November 1, 2011 December 15, 2011 December 29, 2011 $ 0.60
August 2, 2011 September 20, 2011 October 4, 2011 0.60
May 2, 2011 June 17, 2011 July 5, 2011 0.60
March 1, 2011 March 17, 2011 April 4, 2011 0.60

Total 2011 $ 2.40

Fiscal 2010
November 2, 2010 December 17, 2010 December 30, 2010 $ 0.60
August 3, 2010 September 17, 2010 October 4, 2010 0.60
May 4, 2010 June 17, 2010 July 2, 2010 0.60
January 26, 2010 March 18, 2010 April 1, 2010 0.34

Total 2010 $ 2.14

The $0.34 dividend declared during the first quarter of 2010 was a $0.60 dividend prorated for the number of days that remained in the quarter
after our initial public offering. Tax characteristics of all dividends will be reported to shareholders on Form 1099 after the end of the calendar
year. Our quarterly dividends, if any, will be determined by our board of directors.

We intend to elect to be taxed as a RIC under Subchapter M of the Code. To obtain and maintain our RIC status, we must distribute at least 90%
of our ordinary income and realized net short-term capital gains in excess of realized net long-term capital losses, if any, out of the assets legally
available for distribution. In addition, although we currently intend to distribute realized net capital gains ( i.e., net long-term capital gains in
excess of short-term capital losses), if any, at least annually, out of the assets legally available for such distributions, we may in the future decide
to retain such capital gains for investment.

We maintain an �opt out� dividend reinvestment plan for our common stockholders. As a result, if we declare a dividend, then stockholders� cash
dividends will be automatically reinvested in additional shares of our common stock, unless they specifically �opt out� of the dividend
reinvestment plan so as to receive cash dividends.

We may not be able to achieve operating results that will allow us to make dividends and distributions at a specific level or to increase the
amount of these dividends and distributions from time to time. In addition, we may be limited in our ability to make dividends and distributions
due to the asset coverage test for borrowings when applicable to us as a BDC under the 1940 Act and due to provisions in current and future
credit facilities. If we do not distribute a certain percentage of our income annually, we will suffer adverse tax consequences, including possible
loss of our RIC status. We cannot assure stockholders that they will receive any dividends and distributions or dividends and distributions at a
particular level.

All dividends declared in cash payable to stockholders that are participants in our dividend reinvestment plan are generally automatically
reinvested in shares of our common stock. As a result, stockholders that do not participate in the dividend reinvestment plan may experience
dilution over time. Stockholders who do not elect to receive dividends in shares of common stock may experience accretion to the net asset value
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of their shares if our shares are trading at a premium and dilution if our shares are trading at a discount. The level of accretion or discount would
depend on various factors, including the proportion of our stockholders who participate in the plan, the level of premium or discount at which
our shares are trading and the amount of the dividend payable to a stockholder.
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MANAGEMENT�S DISCUSSION AND ANALYSIS OF

FINANCIAL 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 elsewhere in this prospectus.

Overview

Solar Capital Ltd., a Maryland corporation formed in November 2007, is a closed-end, externally managed, non-diversified management
investment company that has elected to be treated as a BDC under the 1940 Act. In addition, for tax purposes the Company has elected to be
treated as a RIC under Subchapter M of the Code.

On February 9, 2010, we priced our initial public offering, selling 5.68 million shares. Concurrent with our initial public offering, Michael S.
Gross, our chairman and chief executive officer, and Bruce Spohler, our chief operating officer, collectively purchased an additional 0.6 million
shares through a private placement transaction exempt from registration under the Securities Act. Solar Capital Ltd. issued an aggregate of
approximately 26.65 million shares of common stock and $125 million in Senior Unsecured Notes to the existing Solar Capital LLC unit holders
in connection with the Solar Capital Merger. Solar Capital Ltd. had no assets or operations prior to completion of the Solar Capital Merger and
as a result, the books and records of Solar Capital LLC have become the books and records of the surviving entity.

We invest primarily in U.S. middle market companies, where we believe the supply of primary capital is limited and the investment
opportunities are most attractive. Our investment objective is to generate both current income and capital appreciation through debt and equity
investments. We invest primarily in leveraged middle market companies in the form of senior secured loans, mezzanine loans and equity
securities. From time to time, we may also invest in public companies that are thinly traded. Our business model is focused primarily on the
direct origination of investments through portfolio companies or their financial sponsors. Our investments generally range between $20 million
and $100 million each, although we expect that this investment size will vary proportionately with the size of our capital base. We are managed
by Solar Capital Partners LLC. Solar Capital Management LLC provides the administrative services necessary for us to operate.

In addition, we may invest a portion of our portfolio in other types of investments, which we refer to as opportunistic investments, which are not
our primary focus but are intended to enhance our overall returns. These investments may include, but are not limited to, direct investments in
public companies that are not thinly traded and securities of leveraged companies located in select countries outside of the United States.

As of December 31, 2011, our long term investments totaled $1.05 billion and our net asset value was $805.9 million. Our portfolio was
comprised of debt and equity investments in 40 portfolio companies and our income producing assets, which represented 91.2% of our total
portfolio, had a weighted average annualized yield on a fair value basis of approximately 14.2%.

Critical Accounting Policies
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The preparation of financial statements and related disclosures in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial
statements, and revenues and expenses during the periods reported. Actual results could materially differ from those estimates. We have
identified the following items as critical accounting policies.
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Valuation of Portfolio Investments

We conduct the valuation of our assets, pursuant to which our net asset value is determined, at all times consistent with GAAP, and the 1940
Act. Our valuation procedures are set forth in more detail below:

Securities for which market quotations are readily available on an exchange are valued at the closing price on the day of valuation. We may also
obtain quotes with respect to certain of our investments from pricing services or brokers or dealers in order to value assets. When doing so, we
determine whether the quote obtained is sufficient according to GAAP to determine the fair value of the security. If determined adequate, we use
the quote obtained.

Securities for which reliable market quotations are not readily available or for which the pricing source does not provide a valuation or
methodology or provides a valuation or methodology that, in the judgment of our investment adviser or board of directors, does not represent
fair value, shall be valued as follows: (i) each portfolio company or investment is initially valued by the investment professionals responsible for
the portfolio investment; (ii) preliminary valuation conclusions are documented and discussed with our senior management; (iii) independent
third-party valuation firms engaged by, or on behalf of, the board of directors will conduct independent appraisals and review management�s
preliminary valuations and make their own assessment for all material assets; (iv) the board of directors will discuss valuations and determine
the fair value of each investment in our portfolio in good faith based on the input of the investment adviser and, where appropriate, the
respective third-party valuation firms.

The recommendation of fair value will generally be based on the following factors, as relevant:

� the nature and realizable value of any collateral including credit risk;

� the portfolio company�s ability to make payments;

� the portfolio company�s earnings and discounted cash flow;

� the markets in which the issuer does business and; and

� comparisons to publicly traded securities.

Securities for which market quotations are not readily available or for which a pricing source is not sufficient may include, but are not limited to,
the following:

� private placements and restricted securities that do not have an active trading market;
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� securities whose trading has been suspended or for which market quotes are no longer available;

� debt securities that have recently gone into default and for which there is no current market;

� securities whose prices are stale;

� securities affected by significant events; and

� securities that the investment adviser believes were priced incorrectly.

Determination of fair value involves subjective judgments and estimates. Accordingly, the notes to our financial statements express the
uncertainty with respect to the possible effect of such valuations, and any change in such valuations, on our financial statements.

GAAP fair value measurement guidance classifies the inputs used to measure these fair values into the following hierarchy:

Level 1. Financial assets and liabilities whose values are based on unadjusted quoted prices for identical assets or liabilities in an active market
that the Company has the ability to access (examples include active exchange-traded equity securities, exchange-traded derivatives, and most
U.S. Government and agency securities).
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Level 2. Financial assets and liabilities whose values are based on quoted prices in markets that are not active or model inputs that are
observable either directly or indirectly for substantially the full term of the asset or liability. Level 2 inputs include the following:

a) Quoted prices for similar assets or liabilities in active markets;

b) Quoted prices for identical or similar assets or liabilities in non-active markets (examples include corporate and municipal bonds, which trade
infrequently);

c) Pricing models whose inputs are observable for substantially the full term of the asset or liability (examples include most over-the-counter
derivatives, including foreign exchange forward contracts); and

d) Pricing models whose inputs are derived principally from or corroborated by observable market data through correlation or other means for
substantially the full term of the asset or liability.

Level 3. Financial assets and liabilities whose values are based on prices or valuation techniques that require inputs that are both unobservable
and significant to the overall fair value measurement. These inputs reflect management�s own assumptions about the assumptions a market
participant would use in pricing the asset or liability (examples include certain of our private debt and equity investments) and long-dated or
complex derivatives (including certain equity and currency derivatives).

Fair Value Measurements

As of December 31, 2011

Level 1 Level 2 Level 3 Total
Assets:
Bank Debt/Senior Secured Loans �  46,377 366,019 412,396
Subordinated Debt / Corporate Notes �  10,508 536,351 546,859
Preferred Equity �  �  14,664 14,664
Common Equity / Partnership Interests / Warrants 11,460 �  59,664 71,124
Derivative assets�interest rate cap �  469 �  469
Derivative assets�forward contracts �  180 �  180

At December 31, 2011 the fair value of investments classified as Level 3 was $976.7 million or 93.5% of total investments. One asset with a fair
value of $41.1 million was transferred out of Level 3 to Level 2 during 2011 because of the increase in availability and reliability of third party
market quotes for this investments. Subsequently, prior to end of 2011, this asset was repaid at par.

Additionally, during 2011, one asset with a December 31, 2011 fair value of $9.9 million was transferred from Level 2 to Level 1 as trading
restrictions expired on this publicly traded equity investment.
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At December 31, 2010 the fair value of investments classified as Level 3 was $823.9 million or 84% of total investments. Two assets with a
combined fair value of $94.7 million were transferred out of Level 3 to Level 2 during 2010 because of the increase in availability and reliability
of third party market quotes for these investments.

Additionally, during 2010, one asset with a fair value of $0.4 million was transferred from Level 2 to Level 1 when trading restrictions expired
on a publicly traded equity investment.

Revenue Recognition

Our revenue recognition policies are as follows:

Sales: Gains or losses on the sale of investments are calculated by using the specific identification method.

Interest Income: Interest income, adjusted for amortization of premium and accretion of discount, is recorded on an accrual basis. Origination,
closing and/or commitment fees associated with investments in
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portfolio companies are accreted into interest income over the respective terms of the applicable loans. Upon the prepayment of a loan or debt
security, any prepayment penalties and unamortized loan origination, closing and commitment fees are recorded as part of interest income. We
have loans in our portfolio that contain a PIK provision. PIK interest is accrued at the contractual rates and added to the loan principal on the
reset dates.

Non-accrual: Loans are placed on non-accrual status when principal or interest payments are past due 30 days or more or when there is
reasonable doubt that principal or interest will be collected. Accrued interest is generally reversed when a loan is placed on non-accrual status.
Interest payments received on non-accrual loans may be recognized as income or applied to principal depending upon management�s judgment
about ultimate collectability of principal. Non-accrual loans are restored to accrual status when past due principal and interest is paid and, in
management�s judgment, are likely to remain current.

Payment-in-Kind Interest

We have investments in our portfolio which contain a PIK interest provision. PIK interest is added to the principal balance of the investment and
is recorded as income. For us to maintain our status as a RIC, substantially all of this income must be paid out to stockholders in the form of
dividends, even though we have not collected any cash with respect to PIK securities.

New Accounting Pronouncements and Accounting Standards Updates

In May 2011, the Financial Accounting Standards Board issued Accounting Standards Update (�ASU�) 2011-04, Fair Value Measurement (Topic
820): Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRSs (�ASU 2011-04�). ASU
2011-04 was issued concurrently with International Financial Reporting Standards No. 13 (�IFRS 13�), Fair Value Measurements, to provide
largely identical guidance about fair value measurement and disclosure requirements as is currently required under ASU 2010-06, Fair Value
Measurements and Disclosures (Topic 820). The new standards do not extend the use of fair value but, rather, provide guidance about how fair
value should be applied where it already is required or permitted under IFRS or GAAP. For GAAP, most of the changes are clarifications of
existing guidance or wording changes to align with IFRS 13. ASU 2011-04 eliminates the concepts of in-use and in-exchange when measuring
fair value of all financial instruments. For Level 3 fair value measurements, the ASU requires that our disclosure include quantitative
information about significant unobservable inputs, a qualitative discussion about the sensitivity of the fair value measurement to changes in the
unobservable inputs and the interrelationship between inputs, and a description of our valuation process. Public companies are required to apply
ASU 2011-04 prospectively for interim and annual periods beginning after December 15, 2011. Upon adoption of ASU 2011-04, it is not
expected that it will have a significant impact on the Company�s financial statements and the Company is currently evaluating the impact on its
disclosures.

Portfolio Investments

The total value of our investments was approximately $1.05 billion and $976.2 million at December 31, 2011 and 2010, respectively. During the
year ended December 31, 2011, we originated approximately $318.8 million of new investments in 13 portfolio companies and approximately
$76.8 million was invested in six existing portfolio companies. During the year ended December 31, 2010, we originated approximately
$272.3 million of new investments in 9 portfolio companies and approximately $68.2 million was invested in 3 existing portfolio companies.
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In certain instances, we receive payments on our debt investments based on scheduled amortization of the outstanding balances. In addition, we
may receive repayments of certain debt investments prior to their scheduled maturity date. The frequency or volume of these repayments may
fluctuate significantly from period to period. Our portfolio activity also reflects sales of securities. For the year ended December 31, 2011, we
had approximately $308.7 million in debt repayments of existing portfolio companies and sales of securities of 4
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portfolio companies for approximately $29.4 million. For the year ended December 31, 2010, we had approximately $298.5 million in debt
repayments and approximately $33.1 million in sales of securities in 7 portfolio companies.

At December 31, 2011, we had investments in debt and preferred securities of 34 portfolio companies, totaling approximately $973.9 million,
and equity investments in 7 portfolio companies, totaling approximately $71.1 million. At December 31, 2010, we had investments in debt and
preferred securities of 30 portfolio companies, totaling approximately $900.9 million, and equity investments in 9 portfolio companies, totaling
approximately $75.4 million.

The following table shows the fair value of our portfolio of investments by asset class as of December 31, 2011 and 2010:

December 31, 2011 December 31, 2010

Cost Fair Value Cost
Fair

Value
Bank Debt/Senior Secured Loans $ 426,201 $ 412,396 $ 250,253 $ 247,141
Subordinated Debt/Corporate Notes 604,157 546,859 690,817 649,784
Preferred Equity 15,107 14,664 3,929 3,934
Common Equity/Partnership Interests/Warrants 107,108 71,124 118,562 75,362

Total $ 1,152,573 $ 1,045,043 $ 1,063,561 $ 976,221

As of December 31, 2011 and 2010, the weighted average yield on income producing investments in our portfolio was approximately 14.2%.

As of December 31, 2011, we had one investment on non-accrual status with a fair value of $5.9 million. As of December 31, 2010 we had one
investment on non-accrual status with a fair value of $6.6 million.

Recent Portfolio Developments

Subsequent to December 31, 2011, DSW Group, Inc., our largest investment, announced it is seeking to refinance its capital structure. Until the
terms of the recapitalization have been finalized, we cannot fully assess the impact on our portfolio; however, at this time, we do not believe the
impact will be material.

Results of Operations for the Year Ended December 31, 2011 compared to the Year Ended December 31, 2010

Revenue
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For the Year Ended
December 31,

2011 2010 % Change
(in thousands)

Investment income $ 138,900 $ 124,641 11% 
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The increase in investment income for the year ended December 31, 2011 compared to the year ended December 31, 2010 was primarily due to
an increase of approximately $18.3 million in interest and dividend income on a higher average invested balance during 2011. Increases were
partially offset by decreases of approximately $4.6 million in repayment related income (call premiums, accelerated fee amortization on prepaid
loans, and other fees).

Expenses

For the Year Ended
December 31,

2011 2010 % Change
(in thousands)

Investment advisory and management fees $ 20,596 $ 18,296 13% 
Performance-based incentive fee 20,476 17,305 18% 
Interest and other credit facility expenses 9,212 14,276 (35%) 
Administrative service fee 1,638 1,294 27% 
Other general and administrative expenses 4,326 3,930 10% 

Total operating expenses $ 56,248 $ 55,101 2% 

Total operating expenses were relatively flat from 2010 to 2011. Both the performance-based incentive fee, which is calculated as a percentage
of net investment income above certain hurdle rates, and investment advisory and management fees, which are calculated based on average gross
assets, were higher during 2011 due to higher investment income earned on larger average gross assets. Interest and other credit facility expenses
for 2011 were lower than 2010 primarily due to lower borrowing rates in 2011 subsequent to the repayment of higher priced fixed rate notes in
late 2010. Administrative service fees and other general and administrative expenses were higher for 2011 than for 2010 primarily due to
increases in overhead expenses.

Net Realized and Unrealized Gains and Losses

For the Year Ended
December 31,

2011 2010
(in thousands)

Net realized gain (loss) on investments (net of taxes) $ 3,645 $ (39,365) 
Net realized loss on derivatives (5,620) (3,124) 
Net realized gain (loss) on foreign currency exchange (418) 3,521
Net unrealized gain (loss) on investments (20,190) 113,508
Net unrealized loss on derivatives (1,354) (1,204) 
Net unrealized gain (loss) on foreign currency exchange 3,348 (663) 

Total realized and unrealized gain (loss) $ (20,589) $ 72,673

The combination of the net realized and unrealized gains or losses resulted in a net loss of $20.6 million for 2011 compared to a net gain of
$72.7 million for 2010. Unrealized losses on investments were primarily due to technical valuation reductions due to overall market weakness
during the second half of the year. Whereas, the net gain for 2010 was primarily due to increases in the fair value of our portfolio assets during
the year as well as realizations in excess of prior valuations, following recession valuation lows. We analyze this section on a combined basis
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Our investments denominated in Euro, British Pounds and Australian dollars are converted into U.S. dollars at the balance sheet date, and as
such, we are exposed to movements in exchange rates. To limit our exposure to
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movements in foreign currency exchange rates we enter into foreign exchange forward contracts or borrow in foreign currencies under our
multi-currency revolving credit facility. For the year ended December 31, 2011, the total net realized and unrealized gain on forward contracts
was a loss of $4.5 million compared to a loss of $4.3 million for the same line items for the year ended December 31, 2010.

To partially mitigate this risk of rising interest rates on our floating rate debt exposure, we purchased two interest rate derivative contracts during
2011, which effectively cap the London Interbank Borrowing Rate (LIBOR) at 1.00% on $100 million of notional amount through January 2014
and $50 million of notional amount through May 2014. The interest rate caps were purchased for $2.94 million and were valued at $0.47 million
on December 31, 2011.

Results of Operations for the Year Ended December 31, 2010 compared to the Year Ended December 31, 2009

Revenue

For the Year Ended
December 31,

2010 2009 % Change
(in thousands)

Investment income $ 124,641 $ 109,670 14%

The increase in investment income for the year ended December 31, 2010 compared to the year ended December 31, 2009 was primarily due to
increased fee income resulting from the early repayment of assets and higher amortization income during 2010. Call premiums, accelerated fee
amortization on prepaid loans, and other fee income was $12.4 million in 2010 compared to $1.6 million in 2009. Additionally, amortization of
upfront fees was $2.6 million higher during 2010.

Expenses

For the Year Ended
December 31,

2010 2009 % Change
(in thousands)

Investment advisory and management fees $ 18,296 $ 16,738 9%
Performance-based incentive fee 17,305 16,815 3%
Interest and other credit facility expenses 14,276 2,636 442%
Administrative service fee 1,294 2,020 (36%)
Other general and administrative expenses 3,930 3,971 (1%)

Total operating expenses $ 55,101 $ 42,180 31%

Investment advisory and management fees, which are calculated based on average gross assets, were higher in 2010 compared to 2009 primarily
due to the increased average fair value of our investment portfolio. Total expenses increased by approximately $13.0 million for the year ended
December 31, 2010 compared to the same period in 2009.
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Interest and other credit facility expenses were higher in 2010 compared to 2009 primarily due to higher average debt balances outstanding
during 2010, including the Senior Unsecured Notes (outstanding from February 2010 through December 2010), Term Loan, and our credit
facilities, higher loan fee amortization expense and higher unused credit facility fees.

Administrative service fees and other general and administrative expenses were lower during the 2010 because 2009 included costs related to
pre-IPO private fund administration and reporting.
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Net Realized and Unrealized Gains and Losses

For the Year Ended
December 31,

2010 2009
(in thousands)

Net realized loss on investments $ (39,365) $ (253,394) 
Net realized loss on derivatives (3,124) (12,608) 
Net realized gain on foreign currency exchange 3,521 1,104
Net unrealized gain on investments 113,508 287,671
Net unrealized loss on derivatives (1,204) (2,583) 
Net unrealized loss on foreign currency exchange (663) (516) 

Total realized and unrealized gain $ 72,673 $ 19,674

The combination of the net realized and unrealized gains or losses resulted in a net gain of $72.7 million for 2010 compared to $19.7 million for
2009. The net gain for 2010 was primarily due to increases in the fair value of our portfolio assets during the year as well as realizations in
excess of prior valuations. The net increase in the fair value of our portfolio assets was primarily due to continued credit improvement in the
portfolio, the tightening of credit spreads in the high yield market and portfolio realizations. We analyze this section on a combined basis
because offsets may exist in the individual line items due to foreign exchange fluctuations and movements from unrealized to realized.

Our investments denominated in Euro, British Pounds and Australian dollars are converted into U.S. dollars at the balance sheet date, and as
such, we are exposed to movements in exchange rates. To limit our exposure to movements in foreign currency exchange rates we enter into
foreign exchange forward contracts or borrow in foreign currencies under our multi-currency revolving credit facility. For the year ended
December 31, 2010, the total net realized and unrealized gain on forward contracts was a loss of $4.3 million compared to a loss of $15.2 million
for the same line items for the year ended December 31, 2009. This is due to a higher relative weakening of the U.S. dollar during 2009
compared to the same period in 2010.

Income Taxes

Solar Capital Ltd., a U.S. corporation, has elected to be treated as a RIC under Subchapter M of the Code, as amended (See �Taxation as a
Regulated Investment Company� in Item 1. Business). In order to qualify as a RIC, among other things, the Company is required to timely
distribute to its stockholders at least 90% of investment company taxable income, as defined by the Code, for each year. Depending on the level
of taxable income earned in a given tax year, we may choose to carry forward taxable income in excess of current year dividend distributions
into the next tax year and pay a 4% excise tax on such income, as required. To the extent that the Company determines that its estimated current
year annual taxable income will be in excess of estimated current year dividend distributions, the Company accrues excise tax, if any, on
estimated excess taxable income as taxable income is earned. For the years ended December 31, 2011 and 2010, U.S. Federal excise tax of $0.7
million and $0.1 million was accrued, respectively.

We are also subject to taxes in Luxembourg, through Solar Capital Luxembourg I S.a.r.l., a wholly-owned subsidiary. Under the laws of
Luxembourg, we pay a corporate income tax and a municipal business tax on our subsidiary�s taxable income.
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Prior to our initial public offering in February 2010, Solar Capital LLC was subject to New York City unincorporated business tax (UBT), which
is imposed on the business income of every unincorporated business that is carried on in New York City. The UBT is imposed for each taxable
year at a rate of 4 percent of taxable income that is allocable to New York City. There was no UBT for 2009 or 2010.
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Liquidity and Capital Resources

The Company�s liquidity and capital resources are generated and generally available through its $405 million multi-currency credit facility
maturing in February 2013 (the �$405 Million Facility�), $100 million credit facility maturing in December 2015 (the �$100 Million Facility� and
together with the $405 Million Facility, �Credit Facilities�), $35 million Term Loan maturing in September 2013, from cash flows from
operations, investment sales, repayments of senior and subordinated loans, income earned on investments and cash equivalents, and we expect
through periodic follow-on equity and/or debt offerings. We may from time to time issue such securities in either public or private offerings. The
issuance of debt or equity securities will depend on future market conditions, funding needs and other factors and there can be no assurance that
any such issuance will occur or be successful.

On February 9, 2010, we priced our initial public offering, selling 5.68 million shares at $18.50 per share. Immediately thereafter, our shares
began to trade on the NASDAQ Global Select Market under the ticker �SLRC�. In addition, we sold 600,000 shares at $18.50 in a concurrent
private placement to Messrs. Gross and Spohler. A total of approximately $106.7 million was raised through the IPO (net of underwriting fees),
and the private placement.

On November 30, 2010, we completed a private placement transaction conducted in accordance with Regulation D under the Securities Act in
which we sold an aggregate of 2,850,000 shares of our common stock to certain institutional accredited investors and 115,000 shares of our
common stock jointly to Michael S. Gross, our chairman and chief executive officer, and Bruce Spohler, our chief operating officer at a purchase
price per share of $22.94, resulting in approximately $68 million in gross proceeds. We used the net proceeds resulting from this private
placement transaction to repay $67 million of the Company�s then outstanding $125 million of the Senior Unsecured Notes.

On December 17, 2010, the Company repaid the outstanding $58 million of Senior Unsecured Notes with borrowings under the $100 Million
Facility.

The primary use of existing funds and any funds raised in the future is expected to be for repayment of indebtedness, investments in portfolio
companies, cash distributions to our shareholders or for other general corporate purposes.

At December 31, 2011, 2010 and 2009, we had cash and cash equivalents of approximately $11.8 million, $288.7 million and $5.7 million,
respectively. Cash provided by and (used in) operating activities for the years ended December 31, 2011, 2010 and 2009 was approximately $4.1
million, $20.6 million and $17.2 million, respectively. We expect that all current liquidity needs will be met with cash flows from operations and
other activities.

Credit Facilities. On February 12, 2010, Solar Capital Ltd. amended and restated Solar Capital LLC�s $250 million credit facility, extending the
maturity to February 2013 and increasing the total commitments under the facility to $270 million. Total commitments under the $405 Million
Facility have since been increased to $405 million as a result of the addition of three new lenders on May 12, 2010, June 23, 2010 and
December 19, 2011. The $405 Million Facility generally bears interest at LIBOR plus 3.25%. The $405 Million Facility size may be increased
up to $600 million with additional new lenders or increases in the commitments of current lenders. The $405 Million Facility contains certain
customary affirmative and negative covenants and events of default, including the occurrence of a change of control. In addition, the $405
Million Facility contains certain financial covenants that among other things, require the Company to maintain a minimum shareholder�s equity
and a minimum asset coverage ratio.
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On December 17, 2010, we established the $100 Million Facility with Wells Fargo Securities, LLC acting as administrative agent. In connection
with the $100 Million Facility, our wholly owned financing subsidiary, Solar
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Capital Funding II, LLC (�SC Funding�), as borrower, entered into a Loan and Servicing Agreement whereby we transferred certain loans we have
originated or acquired or will originate or acquire from time to time to SC Funding via a Purchase and Sale Agreement. The $100 Million
Facility, as amended, among other things, matures on December 17, 2015 and generally bears interest based on LIBOR plus 2.75%. The $100
Million Facility is secured by all of the assets held by SC Funding. Under the $100 Million Facility, Solar and SC Funding, as applicable, have
made certain customary representations and warranties, and are required to comply with various covenants, reporting requirements and other
customary requirements for similar credit facilities. The $100 Million Facility includes usual and customary events of default for credit facilities
of this nature.

Term Loan. On September 2, 2010, Solar Capital Ltd. entered into the fully funded $35 million Term Loan, which matures in September 2013,
bears interest at a rate per annum equal to the base rate plus 3.25%, and has terms substantially similar to our revolving credit facilities.

Certain covenants may restrict our business activities, including limitations that could hinder our ability to finance additional loans and
investments or to make the distributions required to maintain our status as a RIC under Subchapter M of the Code.

Contractual Obligations.

A summary of our significant contractual payment obligations is as follows:

Payments Due by Period

(in millions) Total
Less than

1 Year 1-3 Years 3-5 Years
More Than

5 Years
Senior secured revolving credit facilities(1) $ 201.4 $ �  $ 103.4 $ 98.0 $ �  
Term Loan $ 35.0 $ �  $ 35.0 $ �  $ �  

(1) As of December 31, 2011, we had $303.6 million of unused borrowing capacity under the Credit Facilities.

We have certain commitments pursuant to our Investment Advisory and Management Agreement entered into with Solar Capital Partners. We
have agreed to pay a fee for investment advisory and management services consisting of two components�a base management fee and an
incentive fee. Payments under the Investment Advisory and Management Agreement are equal to (1) a percentage of the value of our average
gross assets and (2) a two-part incentive fee. See Item 1. Business�Investment Advisory and Management Agreement. We have also entered into
a contract with Solar Capital Management to serve as our administrator. Payments under the Administration Agreement are equal to an amount
based upon our allocable portion of Solar Capital Management�s overhead in performing its obligation under the agreement, including rent, fees,
and other expenses inclusive of our allocable portion of the compensation of our chief financial officer and any administrative staff. See Item 1.
Business�Solar Capital Management.

Off-Balance Sheet Arrangements

In the normal course of its business, we trade various financial instruments and may enter into various investment activities with off-balance
sheet risk, which include forward foreign currency contracts. Generally, these financial instruments represent future commitments to purchase or
sell other financial instruments at specific terms at future dates. These financial instruments contain varying degrees of off-balance sheet risk
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whereby changes in the market value or our satisfaction of the obligations may exceed the amount recognized in our Statement of Assets and
Liabilities.

Borrowings

We had borrowings outstanding of $201.4 million and $400.0 million as of December 31, 2011 and 2010, respectively, under the Credit
Facilities. See �Credit Facilities� for a description of the $405 Million Facility and the $100 Million Facility. We also had $35 million outstanding
on the Term Loan as of December 31, 2011 and 2010.
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Distributions and Dividends

The following table reflects the cash distributions, including dividends and returns of capital, if any, per share that we have declared on our
common stock since our initial public offering:

Date Declared Record Date Payment Date Amount
Fiscal 2011
November 1, 2011 December 15, 2011 December 29, 2011 $ 0.60
August 2, 2011 September 20,2011 October 4, 2011 0.60
May 2, 2011 June 17, 2011 July 5, 2011 0.60
March 1, 2011 March 17, 2011 April 4, 2011 0.60

Total 2011 $ 2.40

Fiscal 2010
November 2, 2010 December 17, 2010 December 30, 2010 $ 0.60
August 3, 2010 September 17, 2010 October 4, 2010 0.60
May 4, 2010 June 17, 2010 July 2, 2010 0.60
January 26, 2010 March 18, 2010 April 1, 2010 0.34

Total 2010 $ 2.14

Tax characteristics of all dividends will be reported to shareholders on Form 1099 after the end of the calendar year. Future quarterly dividends,
if any, will be determined by our board of directors.

We have elected to be taxed as a RIC under Subchapter M of the Code. To maintain our RIC status, we must distribute at least 90% of our
ordinary income and realized net short-term capital gains in excess of realized net long-term capital losses, if any, out of the assets legally
available for distribution. In addition, although we currently intend to distribute net realized capital gains (net long-term capital gains in excess
of short-term capital losses), if any, at least annually, out of the assets legally available for such distributions, we may in the future decide to
retain such capital gains for investment.

We maintain an �opt out� dividend reinvestment plan for our common stockholders. As a result, if we declare a dividend, then stockholders� cash
dividends will be automatically reinvested in additional shares of our common stock, unless they specifically �opt out� of the dividend
reinvestment plan so as to receive cash dividends.

Related Parties

We have entered into a number of business relationships with affiliated or related parties, including the following:
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� We have entered into an Investment Advisory and Management Agreement with Solar Capital Partners. Mr. Gross, our chairman and
chief executive officer, is the managing member and a senior investment professional of, and has financial and controlling interests in,
Solar Capital Partners. In addition, Mr. Spohler, our chief operating officer is a partner and a senior investment professional of, and has
financial interests in, Solar Capital Partners.

� Solar Capital Management provides us with the office facilities and administrative services necessary to conduct day-to-day operations
pursuant to our Administration Agreement. We reimburse Solar Capital Management for the allocable portion of overhead and other
expenses incurred by it in performing its obligations under the Administration Agreement, including rent, the fees and expenses
associated with performing compliance functions, and the compensation of our chief compliance officer, our chief financial officer and
any administrative support staff. Solar Capital Partners, our investment adviser, is the sole member of and controls Solar Capital
Management.
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� We have entered into a license agreement with Solar Capital Partners, pursuant to which Solar Capital Partners has granted us a
non-exclusive, royalty-free license to use the name �Solar Capital.�

Solar Capital Partners and its affiliates may also manage other funds in the future that may have investment mandates that are similar, in whole
and in part, with ours. For example, Solar Capital Partners presently serves as investment adviser to Solar Senior Capital Ltd., a publicly traded
BDC, which to focuses on investing primarily in senior secured loans, including first lien, unitranche and second lien debt instruments. In
addition, Michael S. Gross, our chairman and chief executive officer, Bruce Spohler, our chief operating officer, and Nicholas Radesca, our
chief financial officer, serve in similar capacities for Solar Senior Capital Ltd. Solar Capital Partners and its affiliates may determine that an
investment is appropriate for us and for one or more of those other funds. In such event, depending on the availability of such investment and
other appropriate factors, Solar Capital Partners or its affiliates may determine that we should invest side-by-side with one or more other funds.
Any such investments will be made only to the extent permitted by applicable law and interpretive positions of the SEC and its staff, and
consistent with Solar Capital Partners� allocation procedures.

In addition, we have adopted a formal code of ethics that governs the conduct of our officers and directors. Our officers and directors also
remain subject to the duties imposed by both the 1940 Act and the Maryland General Corporation Law.

51

Edgar Filing: Solar Capital Ltd. - Form POS 8C

Table of Contents 100



Table of Contents

SENIOR SECURITIES

Information about our senior securities is shown in the following tables as of December 31, 2011, 2010, 2009, 2008 and 2007. The report of our
independent registered public accounting firm on the senior securities table as of December 31, 2011, 2010 and 2009 is attached as an exhibit to
the registration statement of which this prospectus is a part.

(in thousands)

Class and Year

Total Amount
Outstanding
Exclusive of

Treasury
Securities(1)

Asset Coverage
Ratio Per

Unit(2)

Involuntary
Liquidation
Preference

Per
Unit(3)

Average Market
Value Per

Unit(4)
Senior Secured Revolving Credit Facilities
2011 $ 201,355 $ 4,410 �  N/A
2010 $ 400,000 $ 2,901 �  N/A
2009 $ 88,114 $ 8,920 �  N/A
2008 �  �  �  N/A
2007 �  �  �  N/A

Senior Secured Term Loan
2011 $ 35,000 $ 4,410 �  N/A
2010 $ 35,000 $ 2,901 �  N/A

(1) Total amount of each class of senior securities outstanding at the end of the period presented.
(2) Asset coverage per unit is the ratio of the carrying value of our total consolidated assets, less all liabilities and indebtedness not represented

by senior securities, to the aggregate amount of senior securities representing indebtedness. Asset coverage per unit is expressed in terms
of dollar amounts per $1,000 of indebtedness.

(3) The amount to which such class of senior security would be entitled upon the voluntary liquidation of the issuer in preference to any
security junior to it. The ��� in this column indicates that the Securities and Exchange Commission expressly does not require this information
to be disclosed for certain types of senior securities.

(4) Not applicable because senior securities are not registered for public trading.
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BUSINESS

Solar Capital

Solar Capital Ltd., a Maryland corporation formed in November 2007, is a closed-end, externally managed, non-diversified management
investment company that has elected to be treated as a BDC under the 1940 Act. In addition, for tax purposes we have elected to be treated as a
RIC under Subchapter M of the Code.

On February 9, 2010 we priced our initial public offering, selling 5.68 million shares. Concurrent with our initial public offering, management
purchased an additional 0.6 million shares through the Concurrent Private Placement. Solar Capital Ltd. issued an aggregate of approximately
26.65 million shares of common stock and $125 million in Senior Unsecured Notes to the existing Solar Capital LLC unit holders in connection
with the Solar Capital Merger. Solar Capital Ltd. had no assets or operations prior to completion of the Solar Capital Merger and as a result, the
books and records of Solar Capital LLC have become the books and records of the surviving entity. As of December 17, 2010, the Senior
Unsecured Notes have been repaid from proceeds of a private placement transaction that we completed on November 30, 2010 and from
borrowings under our credit facility established in December 2010.

We invest primarily in U.S. middle-market companies, where we believe the supply of primary capital is limited and the investment
opportunities are most attractive. Our investment objective is to generate both current income and capital appreciation through debt and equity
investments. We invest primarily in leveraged middle market companies in the form of senior secured loans, mezzanine loans and equity
securities. From time to time, we may also invest in public companies that are thinly traded. Our business model is focused primarily on the
direct origination of investments through portfolio companies or their financial sponsors. Our investments generally range between $20 million
and $100 million each, although we expect that this investment size will vary proportionately with the size of our capital base. We are managed
by Solar Capital Partners. Solar Capital Management provides the administrative services necessary for us to operate. In addition, we may invest
a portion of our portfolio in other types of investments, which we refer to as opportunistic investments, which are not our primary focus but are
intended to enhance our overall returns. These investments may include, but are not limited to, direct investments in public companies that are
not thinly traded and securities of leveraged companies located in select countries outside of the United States.

As of December 31, 2011, our long term investments totaled $1.05 billion and our net asset value was $805.9 million. Our portfolio was
comprised of debt and equity investments in 40 portfolio companies and our income producing assets, which represented 91.2% of our total
portfolio, had a weighted average annualized yield on a fair value basis of approximately 14.2%.

During the year ended December 31, 2011, we originated approximately $318.8 million of new investments in 13 portfolio companies and
approximately $76.8 million was invested in six existing portfolio companies. We also had approximately $308.7 million in debt repayments of
existing portfolio companies and sales of securities of 4 portfolio companies for approximately $29.4 million, during 2011.

About Solar Capital Partners

Solar Capital Partners, our investment adviser, is controlled and led by Michael S. Gross, our chairman and chief executive officer, and Bruce
Spohler, our chief operating officer. They are supported by a team of dedicated investment professionals, including senior team members Brian
Gerson, Cedric Henley, David Mait and Suhail Shaikh. We refer to Messrs. Gross, Spohler, Gerson, Henley, Mait and Shaikh as Solar Capital
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Partners� senior investment professionals. Solar Capital Partners� investment team has extensive experience in the private equity and leveraged
lending industries, as well as significant contacts with financial sponsors operating in those industries.

In addition, Solar Capital Partners presently serves as the investment adviser for Solar Senior Capital Ltd, or �Solar Senior,� a publicly traded
business development company with more than $300 million of investable capital that invests in the senior debt securities of leveraged middle
market companies similar to those we intend to target for investment. The investment team led by Messrs. Gross and Spohler has invested in
approximately 90 different
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portfolio companies for Solar Capital and Solar Senior, which investments involved an aggregate of approximately 80 different financial
sponsors, through December 31, 2011. Since Solar Capital�s inception, these investment professionals have used their relationships in the
middle-market financial sponsor and financial intermediary community to generate deal flow. As of March 26, 2012, Mr. Gross and Mr. Spohler
beneficially owned, either directly or indirectly, approximately 5.76% and 5.62%, respectively, of our outstanding common stock.

Mr. Gross has 25 years of experience in the private equity, distressed debt and mezzanine lending businesses and has been involved in
originating, structuring, negotiating, consummating and managing private equity, distressed debt and mezzanine lending transactions. Prior to
his current role as our chairman, chief executive officer and president, Mr. Gross founded Apollo Investment Corporation, a publicly traded
BDC. He served as its chairman from February 2004 to July 2006 and its chief executive officer from February 2004 to February 2006. Under
his management, Apollo Investment Corporation raised approximately $930 million in gross proceeds in an initial public offering in April 2004,
built a dedicated investment team and infrastructure and invested approximately $2.3 billion in over 65 companies in conjunction with 50
different private equity sponsors. Mr. Gross is also a founder and a former senior partner of Apollo Management, L.P., a leading private equity
firm. During his tenure at Apollo Management, L.P., Mr. Gross was a member of the investment committee that was responsible for overseeing
more than $13 billion of investments in over 150 companies.

Mr. Gross also currently serves on the boards of directors of three public companies, and in the past has served on the boards of directors of
more than 20 public and private companies. As a result, Mr. Gross has developed an extensive network of private equity sponsor relationships as
well as relationships with management teams of public and private companies, investment bankers, attorneys and accountants that we believe
should provide us with significant business opportunities.

We also rely on the 25 years of experience of Mr. Spohler, who has served as our chief operating officer and a partner of Solar Capital Partners
since inception. Previously, Mr. Spohler was a managing director and a former co-head of U.S. Leveraged Finance for CIBC World Markets. He
held numerous senior roles at CIBC World Markets, including serving on the U.S. Management Committee, Global Executive Committee and
the Deals Committee, which approves all of CIBC World Markets� U.S. corporate finance debt capital decisions. During Mr. Spohler�s tenure, he
was responsible for senior loan, high yield and mezzanine origination and execution, as well as CIBC World Markets� below investment grade
loan portfolio in the United States. As a co-head of U.S. Leveraged Finance, Mr. Spohler oversaw over 300 capital raising and merger and
acquisition transactions, comprising over $40 billion in market capitalization.

In addition to Messrs. Gross and Spohler, Solar Capital Partners� senior investment professionals include Messrs. Gerson, Henley, Mait and
Shaikh each of whom has extensive experience in originating, evaluating and structuring investments in the types of middle-market companies
we currently target. Solar Capital Partners� senior investment professionals have an average of over 20 years of experience in the private equity
and leveraged lending industries.

Solar Capital Partners� senior investment professionals have been active participants in the primary and secondary leveraged credit markets
throughout their careers. They have effectively managed portfolios of distressed and mezzanine debt as well as other investment types. The
depth of their experience and credit market expertise has led them through various stages of the economic cycle as well as several market
disruptions.

Market Opportunity

Solar Capital invests primarily in senior secured loans, mezzanine loans and equity securities of middle-market leveraged companies. We
believe that the size of this market, coupled with leveraged companies� need for flexible sources of capital at attractive terms and rates, create an
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� Middle-market companies have faced increasing difficulty in accessing the capital markets. While many middle-market companies
were formerly able to raise funds by issuing high-yield bonds, we believe this approach to financing has become more difficult in recent
years as institutional investors have sought to
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invest in larger, more liquid offerings. In addition, many private finance companies that historically financed their lending and investing
activities through securitization transactions have lost that source of funding and reduced lending significantly. Moreover, consolidation
and the illiquid nature of investments has resulted in fewer middle market lenders and market participants.

� There is a large pool of uninvested private equity capital likely to seek additional capital to support their investments. There is currently
over $520 billion of uninvested private equity capital seeking debt financing to support acquisitions. We expect that middle-market
private equity firms will continue to invest the approximately $185 billion raised since 2000 in middle-market companies and that those
private equity firms will seek to support their investments with mezzanine loans from sources such as Solar Capital. Additionally, over
$17.4 billion was raised by middle-market sponsors during 2011, which we believe demonstrates the continued appetite for
middle-market acquisitions that require debt financing.

� The significant amount of debt maturing through 2018 should provide additional demand for capital. A high volume of financings were
completed between the years 2004 and 2007, which are expected to mature over the next few years. We believe that this supply of
prospective lending opportunities coupled with a lack of available credit in the middle-market lending space may offer attractive
risk-adjusted returns to investors.

� Investing in private middle-market debt provides an attractive risk reward profile. In general, terms for illiquid, middle-market
subordinated debt have been more attractive than those for larger corporations which are typically more liquid. We believe this is
because fewer institutions are able to invest in illiquid asset classes. In 2011, on average, the total debt to EBITDA ratio for
middle-market LBOs was 4.3x, versus 5.4x for large capitalization LBOs. This reduced leverage provides further cushion for borrowers
to meet debt service obligations.

Therefore, we believe that there is an attractive opportunity to invest in senior secured loans, mezzanine loans and equity securities of leveraged
companies, and that we are well positioned to serve this market.

Competitive Advantages and Strategy

We believe that we have the following competitive advantages over other providers of financing to leveraged companies:

Management Expertise

As managing partner, Mr. Gross has principal management responsibility for Solar Capital Partners, to which he currently dedicates
substantially all of his time. Mr. Gross has 25 years of experience in leveraged finance, private equity and distressed debt investing. Mr. Spohler,
our chief operating officer and a partner of Solar Capital Partners, has 25 years of experience in evaluating and executing leverage finance
transactions. We believe that Messrs. Gross and Spohler have developed a strong reputation in the capital markets, and that this experience
provides us with a competitive advantage in identifying and investing in leveraged companies with the potential to generate returns. We believe
that our investment team has extensive experience in the private equity and leveraged lending industries, as well as significant contacts with
financial sponsors operating in those industries. We believe that our investment team has a proven track record of valuing companies and assets
and negotiating transactions.

In addition to Messrs. Gross and Spohler, Solar Capital Partners� senior investment team includes Messrs. Gerson, Henley, Mait and Shaikh, each
of whom has extensive experience in originating, evaluating and structuring investments in the types of middle-market companies we currently
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target. Solar Capital Partners� senior investment professionals have an average of over 20 years of experience in the private equity and leveraged
lending industries.

Solar Capital Partners� senior investment professionals have been active participants in the primary and secondary leveraged credit markets
throughout their careers. They have effectively managed portfolios of
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distressed and mezzanine debt as well as other investment types. The depth of their experience and credit market expertise has led them through
various stages of the economic cycle as well as several market disruptions.

Investment Portfolio

Our portfolio investments consist of portfolio companies that have strong cash flows and have maintained financial and operating performance
despite the recent economic climate. As of December 31, 2011, over 99% of our total portfolio value of income producing assets was comprised
of performing assets. The majority of our assets have been seasoned, which has allowed us to gain a solid understanding of our borrowers and
the industries in which they compete. Additionally, over time, we have established productive relationships with our portfolio companies.

Investment Capacity

The proceeds from our initial public offering and the Concurrent Private Placement, the borrowing capacity under our credit facilities and our
$35 million Term Loan, and the expected repayments of existing investments provide us with a substantial amount of capital available for
deployment into new investment opportunities. We believe we are well positioned for the current marketplace. We believe that in the current
economic environment financing needs of many companies will increase while funding options are limited, allowing us to capitalize on
favorable investment opportunities.

Solar Capital�s Limited Leverage

As of December 31, 2011, we had outstanding borrowings of $201.4 million. We believe our relatively low level of leverage provides us with a
competitive advantage, allowing us to anticipate providing a consistent dividend to our investors as proceeds from our investments arernment
grant. The grant revenue under these fixed costs grants is recognized using a percentage-of-completion method, which uses assumptions and
estimates. These assumptions and estimates are developed in coordination with the principal investigator performing the work under the
government fixed-cost grants to determine key milestones, expenses incurred, and deliverables to perform a percentage-of-completion analysis
to ensure that revenue is appropriately recognized. Critical estimates involved in this process include total costs incurred and anticipated to be
incurred during the remaining life of the grant.

Government contract revenue is recognized as allowable research and development expenses are incurred during the
period and according to the terms of the government contract.

The Company recognizes revenue related to the funds received from the State of New York under the sponsored
research agreement with the Roswell Park Cancer Institute (RPCI) in accordance with SFAS 116.  The principles of
SFAS 116 result in the recognition of revenue as allowable costs are incurred. The Company recognizes revenue on
research laboratory services and the subsequent use of related equipment. The amount paid as a payment toward future
services related to the equipment is recognized as a prepaid asset and will be recognized as revenue ratably over the
useful life of the asset and the prepaid asset is recognized as expense.

Commercial development revenues are recognized when the service or development is delivered.
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M.  Deferred Revenue – Deferred revenue results when payment is received in advance of revenue being earned. The
Company  makes  a  de te rmina t ion  as  to  whe the r  the  r evenue  has  been  ea rned  by  app ly ing  a
percentage-of-completion analysis to compute the need to recognize deferred revenue. The percentage of
completion method is based upon (1) the total income projected for the project at the time of completion and (2)
the expenses incurred to date. The percentage-of-completion can be measured using the proportion of costs
incurred versus the total estimated cost to complete the contract.

The Company received $2,000,000 in funds from the State of New York through the Roswell Park Cancer Institute
(“RPCI”) during the second quarter of 2007.  The Company received an additional $1,000,000 in funds from the State of
New York through the RPCI during the second quarter of 2008.  The Company is recognizing this revenue over the
terms and conditions of the sponsored research agreement. The Company recognizes revenue on research laboratory
services and the purchase and subsequent use of related equipment. The amount paid as a payment toward future
services related to the equipment is recognized as a prepaid asset and will be recognized as revenue ratably over the
useful life of the asset. For the three-months ended March 31, 2009, the Company recognized $42,834 in deferred
revenue from an ongoing government grant and recognized $24,660 as revenue resulting in a balance of deferred
revenue of $2,383,486 at March 31, 2009. At December 31, 2008, the balance in deferred revenue was $2,365,312.

N.Research and Development - Research and development expenses consist primarily of costs associated with salaries
and related expenses for personnel, costs of materials used in R&D, costs of facilities and costs incurred in
connection with third-party collaboration efforts. Expenditures relating to research and development are expensed
as incurred.

O.Equity Incentive Plan - On May 26, 2006, the Company's Board of Directors adopted the 2006 Equity Incentive
Plan (“Plan”) to attract and retain persons eligible to participate in the Plan, motivate participants to achieve
long-term Company goals, and further align participants' interests with those of the Company's other stockholders.
The Plan expires on May 26, 2016 and the aggregate number of shares of stock which may be delivered under the
Plan shall not exceed 2,000,000 shares. On February 14, 2007, these 2,000,000 shares were registered with the SEC
by filing a Form S-8 registration statement. On April 29, 2008, the stockholders of the Company approved an
amendment and restatement of the Plan (the “Amended Plan”). The Amended Plan increases the number of shares
available for issuance by an additional 2,000,000 shares, clarifies other aspects of the Plan, and contains updates
that reflect changes and developments in federal tax laws.  As of March 31, 2009 there were 1,702,721 stock
options and 235,000 shares granted under the Amended Plan and 21,366 forfeited leaving 2,083,645 shares of stock
to be awarded under the Amended Plan.

13
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P.Stock-Based Compensation - The FASB issued SFAS No. 123(R) (revised December 2004), Share Based Payment,
which is a revision of SFAS No. 123 Accounting for Stock-Based Compensation. SFAS 123(R) requires all
share-based payments to employees, including grants of employee stock options, to be recognized in the statement
of operations based on their fair values. The Company values employee stock-based compensation under the
provisions of SFAS 123(R) and related interpretations.

The fair value of each stock option granted is estimated on the grant date. The Black Scholes model is used for
standard stock options, but if market conditions are present within the stock options, the Company utilizes Monte
Carlo simulation to value the stock options. The assumptions used to calculate the fair value of options granted are
evaluated and revised, as necessary, to reflect the Company's experience. The Company uses a risk-free rate published
by the St. Louis Federal Reserve at the time of the option grant, assumes a forfeiture rate of zero, assumes an expected
dividend yield rate of zero based on the Company's intent not to issue a dividend in the foreseeable future, uses an
expected life based on the safe harbor method, and computes an expected volatility based on similar high-growth,
publicly-traded, biotechnology companies. In 2008, the Company began to include the use of its own stock in the
volatility calculation and is layering in the volatility of the stock of the Company with that of comparable companies
since there is not adequate trading history to rely solely on the volatility of the Company. The Company recognizes
the fair value of share-based compensation in net income on a straight-line basis over the requisite service period.

During the three-months ended March 31, 2009, the Company granted no stock options. The Company recognized a
total of $101,563 in expense related to previously granted options for the three-months ended March 31, 2009.  The
Company also recaptured $37,878 of previously recognized expense due to the forfeiture of non-vested stock options
during the three-months ended March 31, 2009.

The assumptions used to value these option and grants using the Black-Scholes option valuation model are as follows:

2009
YTD 2008

Risk-free interest rate n/a 2.43-3.58%
Expected dividend yield n/a 0%
Expected life n/a 5-6 years
Expected volatility n/a 64.25-82.47%

The weighted average, estimated grant date fair values of stock options granted during the three-months ended March
31, 2009 and March 31, 2008 were $0 and $2.86, respectively.

The following tables summarize the stock option activity for the three-months ended March 31, 2009 and March 31,
2008, respectively.

14
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Weighted Weighted
Average Average
Exercise Remaining
Price per Contractual

Shares Share Term (in Years)

Outstanding, December 31, 2008 1,948,874 $ 6.17
Granted - n/a
Exercised 10,132 $ 0.67
Forfeited, Canceled 3,313 $ 4.00
Outstanding, March 31, 2009 1,935,429 $ 6.20 8.29
Exercisable, March 31, 2009 1,664,779 $ 5.60 8.24

Weighted Weighted
Average Average
Exercise Remaining
Price per Contractual

Shares Share Term (in Years)

Outstanding, December 31, 2007 1,011,740 $ 7.29
Granted 719,948 $ 4.89
Exercised 11,099 $ 1.87
Forfeited, Canceled - n/a
Outstanding, March 31, 2008 1,720,589 $ 6.32 9.09
Exercisable, March 31, 2008 1,256,747 $ 5.75 9.13

The Company also recognized $202,083 and $521,000 in expense for shares issued under the Plan during the
three-months ended March 31, 2009 and March 31, 2008, respectively.   The Company issued a total of 80,000 shares
and 105,000 during the three months ended March 31, 2009 and March 31, 2008, respectively.  In addition, the
Company recognized $8,333 and $17,722 in compensation expense related to the amortization of restricted shares
during the three-months ended March 31, 2009 and March 31, 2008, respectively.

Q.Net Loss Per Share - Basic and diluted net loss per share has been computed using the weighted-average number of
shares of common stock outstanding during the period.

The following table presents the calculation of basic and diluted net loss per share for the three-months ended March
31, 2009 and 2008:

Quarter Ended Quarter Ended
March 31,
2009

March 31,
2008

Net loss available to common stockholders $ (3,227,908) $ (4,286,337)

Net loss per share, basic and diluted $ (0.24) $ (0.33)

Weighted-average shares used in computing net loss per
share, basic and diluted 13,607,114 13,143,686
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The Company has excluded all outstanding preferred shares, warrants and options from the calculation of diluted net
loss per share because all such securities are antidilutive for all applicable periods presented.

The total number of shares excluded from the calculations of diluted net loss per share, prior to application of the
treasury stock method for preferred shares, was 8,084,185 and 3,524,687 for the three-months ended March 31, 2009
and 2008, respectively. Such securities, had they been dilutive, would have been included in the computation of
diluted earnings per share.

The total number of shares excluded from the calculations of diluted net loss per share, prior to application of the
treasury stock method for warrants, was 9,201,874 and 3,453,268 for the three-months ended March 31, 2009 and
2008, respectively. Such securities, had they been dilutive, would have been included in the computation of diluted
earnings per share.

The total number of shares excluded from the calculations of diluted net loss per share, prior to the application of the
treasury stock method for options, was 1,935,429 and 1,720,589 for the three-months ended March 31, 2009 and
2008, respectively. Such securities, had they been dilutive, would have been included in the computation of diluted
earnings per share.

In summary, the total number of shares excluded from the calculations of diluted net loss per share, prior to
application of the treasury stock method for all dilutive securities, was 19,221,488 and 8,698,544 for the three-months
ended March 31, 2009 and 2008, respectively. Such securities, had they been dilutive, would have been included in
the computation of diluted earnings per share.

R.Concentrations of Risk - Grant and contract revenue was comprised wholly from grants and contracts issued by the
federal government and accounted for 100.0% and 82.3% of total revenue for the three-months ended March 31,
2009 and 2008, respectively. Although the Company anticipates ongoing federal grant and contract revenue, there
is no guarantee that this revenue stream will continue in the future.

Financial instruments that potentially subject us to a significant concentration of credit risk consist primarily of cash
and cash equivalents and securities available-for-sale. The Company maintains deposits in federally insured
institutions in excess of federally insured limits. The Company does not believe it is exposed to significant credit risk
due to the financial position of the depository institutions in which those deposits are held. Additionally, the Company
has established guidelines regarding diversification of its investment portfolio and maturities of investments, which
are designed to meet safety and liquidity.

S.Foreign Currency Exchange Rate Risk - The Company has entered into a manufacturing agreement to produce one
of its drug compounds and into an agreement for assay development and validation with foreign third parties and is
required to make payments in the foreign currency. As a result, the Company's financial results could be affected by
changes in foreign currency exchange rates. Currently, the Company's exposure primarily exists with the Euro and
the British Pound, or GBP. As of March 31, 2009, the Company is obligated to make payments under the
agreements of 784,102 Euros and 88,673 GBP. As of March 31, 2009, the Company has not purchased any forward
contracts for Euros or GBP and, therefore, at March  31, 2009, had foreign currency commitments of $1,039,641 for
Euros and $126,714 for GBP given prevailing currency exchange spot rates..

T.Comprehensive Income/(Loss) - The Company applies Statement of Financial Accounting Standards (SFAS) No.
130, “Reporting Comprehensive Income.” SFAS No. 130 requires disclosure of all components of comprehensive
income on an annual and interim basis. Comprehensive income is defined as the change in equity of a business
enterprise during a period from transactions and other events and circumstances from non-owner sources.
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Note 3. Stock Transactions

On January 1, 2008, the Company issued 100,000 options to a new employee and 60,000 options to a key consultant
of the Company.  The options vest over a period from one to three years and allow for the purchase of 160,000 shares
of common stock at a price of $8.00 per share.  These options expire on December 31, 2017.
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On January 4, 2008, the Company issued 20,000 restricted shares of common stock to a new employee.  These shares
vest over a three-year period with 25% vested on issuance and 25% vesting on the anniversary date of the agreement
for each of the next three years.

On February 4, 2008, the Company issued options to purchase 503,250 shares of common stock under non-qualified
stock option agreements to the executive management team under the 2007 Executive Compensation Plan.  These
options were originally expensed in 2007 at the December 31, 2007 closing price of $8.80.  These options vest
immediately, contain an exercise price of $4.00 per share, and expire on February 4, 2018.   The Company also issued
options to purchase 34,398 shares of common stock to various employees under non-qualified stock option
agreements under an employee bonus program.  These options vest immediately, contain an exercise price of $4.00
per share, and expire on February 3, 2018.  Finally, the Company issued stock options to various key employees under
non-qualified stock option agreements.  These options have up to three years vesting.  These options allow for the
purchase of 21,300 shares of common stock at an exercise price of $4.00 per share and expire on February 3, 2018.

On March 12, 2008, the Company issued 1,000 stock options to a consultant under a non-qualified stock option
agreement.  These options vest immediately and allow for the purchase of 1,000 shares of common stock at an
exercise price of $4.81 per share.  These options expire on March 11, 2018.

On March 14, 2008, the Company issued 100,000 unrestricted shares of common stock to a key consultant.

On April 8, 2008, the Company issued 40,000 stock options to three consultants under non-qualified stock option
agreements.  These options vest immediately and allow for the purchase of 40,000 shares of common stock at an
exercise price of $4.18 per share.  These options expire on April 7, 2018.  On April 8, 2008, the Company also issued
25,000 restricted shares of common stock.  These shares vest over a three-month period with 40% vested on issuance
and 60% vesting three months from the date of the agreement.

On April 29, 2008, the Company issued 140,000 stock options to four independent members of the Board of Directors
of the Company under non-qualified stock option agreements.  These options vest immediately and allow for the
purchase of 140,000 shares of common stock at an exercise price of $5.33 per share.  These options expire on April
28, 2018.

On May 7, 2008, the Company issued 14,976 stock options to various employees under non-qualified stock option
agreements under an employee bonus program. These options vest immediately and allow for the purchase of 14,976
shares of common stock at an exercise price of $5.28 per share.  These options expire on May 6, 2018.

On July 15, 2008, the Company issued 28,456 stock options to various employees under non-qualified stock option
agreements under an employee bonus program. These options vest immediately and allow for the purchase of 28,456
shares of common stock at an exercise price of $3.98 per share.  These options expire on July 14, 2018.

On September 22 2008, the Company issued 35,000 stock options to a new employee under non-qualified stock option
agreements.  These options vest over a three-year period and allow for the purchase of 35,000 shares of common stock
at an exercise price of $4.69 per share.  These options expire on September 21, 2018.

On November 14, 2008, the Company issued 19,341 stock options to various employees under non-qualified stock
option agreements under an employee bonus program. These options vest immediately and allow for the purchase of
19,341 shares of common stock at an exercise price of $3.10 per share.  These options expire on November 13, 2018.

On February 2, 2009, the Company issued 75,000 restricted shares of common stock designees of the placement
agents in the Series D Preferred Stock offering.
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On February 13, 2009, March 20, 2009, and March 27, 2009, the Company entered into Securities Purchase
Agreements (the “Purchase Agreements”) with various accredited investors (the “Purchasers”), pursuant to which the
Company agreed to sell to the Purchasers an aggregate of 542.84 shares of Series D Convertible Preferred Stock, with
a par value of $0.005 per share and a stated value of $10,000 per share (“Series D Preferred”), and Common Stock
Purchase Warrants (the “Warrants”) to purchase an aggregate of 3,877,386 shares of the Company’s Common Stock, par
value $0.005 per share (the “Series D Private Placement”).  The Warrants have a seven-year term and an exercise price
of $1.60. Each share of Series D Preferred is convertible into approximately 7,143 shares of Common Stock, subject
to the adjustment as described below.
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The aggregate purchase price paid by the Purchasers for the Series D Preferred and the Warrants was approximately
$5,428,307 (representing $10,000 for each Series D Preferred together with a Warrant).  After related fees and
expenses, the Company received net proceeds of approximately $4,460,000.  The Company intends to use the
proceeds for working capital purposes.

In consideration for its services as exclusive placement agent, Garden State Securities, Inc. (“GSS”), received cash
compensation and Warrants to purchase an aggregate of approximately 387,736 shares of Common Stock.  In the
aggregate, Series D Preferred and Warrants issued in the transaction are convertible into, and exercisable for,
approximately 8,142,508 shares of Common Stock. Each share of Series D Preferred is convertible into a number of
shares of Common Stock equal to the stated value of the share ($10,000), divided by $1.40, subject to adjustment as
discussed below (the “Conversion Price”).

The Series D Preferred ranks junior to the Company’s Series B Convertible Preferred Stock (“Series B Preferred”) and
senior to all shares of Common Stock and other capital stock of the Company.

If the Company does not meet certain milestones, the Conversion Price will, unless the closing price of the Common
Stock is greater than $3.69 on the date the Milestone is missed, be reduced to 80% of the Conversion Price in effect on
that date (the “Milestone Adjustment”).  In addition to the Milestone Adjustment, on August 13, 2009 (the “Initial
Adjustment Date”), the Conversion Price shall be reduced to 95% of the then Conversion Price, and on each three
month anniversary of the Initial Adjustment Date, the then Conversion Price shall be reduced by $0.05 (subject to
adjustment) until maturity.  The Conversion Price is also subject to proportional adjustment in the event of any stock
split, stock dividend, reclassification or similar event with respect to the Common Stock and to anti-dilution
adjustment in the event of any Dilutive Issuance as defined in the Certificate of Designation.

If the closing price for each of any 20 consecutive trading days after the effective date of the initial registration
statement filed pursuant to the Registration Rights Agreement exceeds 300% of the then effective Conversion Price
and various other equity conditions are satisfied, the Series D Preferred will automatically convert into shares of
Common Stock.

At any time after February 13, 2012, the Company may, if various equity conditions are satisfied, elect either to
redeem any outstanding Series D Preferred in cash or to convert any outstanding Series D Preferred into shares of
Common Stock at the conversion rate then in effect.

If the Company receives any cash funds after February 13, 2009 from fees, royalties or revenues as a result of the
license of any of its intellectual property (the “IP Proceeds”), cash funds from development grants from any government
agency for the development of anti-cancer applications of any of the Company’s curaxin compounds or anti-cancer or
biodefense applications for the Company’s CBLB502 compound (the “Governmental Grant Proceeds”) or allocates cash
proceeds to its Escrow Account (the “Company Allocation”), then the Company must deposit 40% of the IP Proceeds,
20% of the Governmental Grant Proceeds and the Company Allocation into an escrow account (the “Sinking Fund”).  At
any time after the later of the Effective Date and the six-month anniversary of the initial contribution by the Company
to the Sinking Fund, but no more than once in every six-month period, the Company will be required to use the funds
then in the Sinking Fund to redeem outstanding shares of Series D Preferred, from the holders on a pro rata basis, at a
premium of 15% to the stated value through February 13, 2010, and 20% thereafter.

Immediately after the completion of the transactions contemplated by the Purchase Agreements, the conversion price
of the Company’s Series B Preferred was adjusted, pursuant to weighted-average anti-dilution provisions, to $4.67,
causing the conversion rate of Series B Preferred into Common Stock to change to approximately 1-to-1.49893.  In
addition, the exercise prices of the Company’s Series B Warrants and Series C Warrants were adjusted, pursuant to
weighted-average anti-dilution provisions, to $6.79 and $7.20, respectively, from the original exercise prices of
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$10.36 and $11.00.  Certain other warrants issued prior to the Company’s initial public offering were also adjusted
pursuant to anti-dilution provisions contained in those warrants such that their per share exercise price reduced from
$2.00 to $1.48. In addition to the adjustment to the exercise prices of the Series B Warrants and Series C Warrants, the
aggregate number of shares issuable upon exercise of the Series B Warrants and the Series C Warrants increased to
3,609,261 and 408,032, from 2,365,528 and 267,074, respectively. For certain warrants issued prior to the Company’s
initial public offering, the aggregate number of shares of Common Stock issuable increased from 281,042 to 379,792.
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The fair value of the 4,265,122 warrants issued with the Series D Private Placement was $3,016,834 and was
computed using the Black-Scholes option pricing model using the following assumptions:

Warrants Warrants Warrants
Issued on Issued on Issued on

February 13,
2009

March 20,
2009

March 27,
2009

Stock price  (prior day close) $ 2.95 $ 1.41 $ 2.44
Exercise price $ 2.60 $ 1.60 $ 1.60
Term in years 2.00 2.00 2.00
Volatility 110.14% 108.87% 111.57%
Annual rate of quarterly dividends - - -
Discount rate- bond equivalent yield 0.89% 0.87% 0.90%
Discount due to limitations on
marketability, liquidity and other credit
factors 40% 40% 40%

The Company recorded a 40% reduction in the calculated value as shown above due to the restrictions on
marketability, liquidity and other credit factors.  As these shares become registered securities or otherwise freely
tradeable, this reduction will be adjusted as applied to fair market value calculations.

The exercise price of the warrants issued on February 13, 2009 was adjusted, pursuant to weighted-average
anti-dilution provisions, to $1.60 as a result of the March 20, 2009 tranche of the Series D Private Placement.

The value assigned to the warrants could not exceed the value of the gross proceeds at the issuance date of each
tranche of the offering.  As such, the value assigned to the warrants on the March 27, 2009 tranche of the Series D
Private Placement was reduced to $789,000 which represents the gross proceeds from that tranche of the offering.

In addition, since the convertible preferred stock is convertible into shares of common stock, an embedded beneficial
conversion feature was recorded as a discount to additional paid-in-capital in accordance with EITF No. 00-27,
“Application of Issue No. 98-5 to Certain Convertible Instruments.”  However, the beneficial conversion feature is
considered a deemed dividend, and since the Company has an accumulated deficit, there was no effect on the
statement of stockholders’ equity.

For the three-months ending March 31, 2009, 344,858 Series B Preferred Shares were converted into 450,140 shares
of common stock. At March 31, 2009, there were 2,816,116 outstanding Series B Preferred for which $40,506 in
dividends had been accrued.

Note 4. Commitments and Contingencies

The Company has entered into various agreements with third parties and certain related parties in connection with the
research and development activities of its existing product candidates as well as discovery efforts on potential new
product candidates. These agreements include costs for research and development and license agreements that
represent the Company's fixed obligations payable to sponsor research and minimum royalty payments for licensed
patents. These amounts do not include any additional amounts that the Company may be required to pay under its
license agreements upon the achievement of scientific, regulatory and commercial milestones that may become
payable depending on the progress of scientific development and regulatory approvals, including milestones such as
the submission of an investigational new drug application to the FDA and the first commercial sale of the Company's
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products in various countries. These agreements include costs related to manufacturing, clinical trials and preclinical
studies performed by third parties. In addition, as described in Note 3, the Company may be required to deposit funds
in the Sinking Fund if it receives certain sublicense income.

The Company is also party to three agreements that require it to make milestone payments, royalties on net sales of
the Company's products and payments on sublicense income received by the Company. As of March 31, 2009,
$350,000 in milestone payments have been made under one of these agreements.
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From time to time, the Company may have certain contingent liabilities that arise in the ordinary course of business.
The Company accrues for liabilities when it is probable that future expenditures will be made and such expenditures
can be reasonably estimated. For all periods presented, the Company is not a party to any pending material litigation
or other material legal proceedings. From time to time in the ordinary course of business, the Company may be subject
to claims brought against it. It is not possible to state the ultimate liability, if any, in these matters

The Company currently has operating lease commitments in place for facilities in Buffalo, New York and Chicago,
Illinois as well as office equipment. The Company recognizes rent expense on a straight-line basis over the term of the
related operating leases. The operating lease expenses recognized were $86,719 and $83,045 for the three-months
ended March 31, 2009 and 2008, respectively.

Annual future minimum lease payments under present lease commitments are as follows.

Operating
Leases

2009 Remaining Three Quarters $ 270,907
2010 343,656
2011 311,803
2012 144,375
2013 -

$ 1,070,741

The Company has entered into stock option agreements with key employees, board members and consultants with
exercise prices ranging from $0.66 to $17.00. These awards were approved by the Company’s Board of Directors. The
options expire ten years from the date of grant except for 18,000 options that expire on December 31, 2012, subject to
the terms applicable in the agreement.

The following tables summarize the stock option activity for the three-months ended March 31, 2009 and March 31,
2008:

Weighted Average

Shares
Exercise Price Per

Share

Outstanding, December 31, 2008 1,948,874 $ 6.17
Granted - n/a
Exercised 10,132 $ 0.67
Forfeited, Canceled 3,313 $ 4.00
Outstanding, March 31, 2009 1,935,429 $ 6.20

Weighted Average

Shares
Exercise Price Per

Share

Outstanding, December 31, 2007 1,011,740 $ 7.29
Granted 719,948 $ 4.89
Exercised 11,099 $ 1.87
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Forfeited, Canceled - n/a
Outstanding, March 31, 2008 1,720,589 $ 6.32
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The Company has entered into warrant agreements with strategic partners, consultants and investors with exercise
prices ranging from $1.13 to $10.00. These awards were approved by the Company’s Board of Directors. The warrants
expire between five and seven years from the date of grant, subject to the terms applicable in the agreement. A list of
the total warrants awarded and exercised appears below:

Weighted Average

Warrants
Exercise Price Per

Share

Outstanding, December 31, 2008 3,453,268 $ 8.86
Granted 4,265,122 $ 1.60
Exercise Price Adjustment $ (3.07)
Exercised - n/a
Forfeited, Canceled - n/a
Outstanding, March 31, 2009 7,718,390 $ 3.59

Weighted Average

Shares
Exercise Price Per

Share

Outstanding, December 31, 2007 3,453,268 $ 8.86
Granted - n/a
Exercised - n/a
Forfeited, Canceled - n/a
Outstanding, March 31, 2008 3,453,268 $ 8.86

Immediately after the completion of the Series D Private Placement, pursuant to weighted-average anti-dilution
provisions, the exercise prices of the Company’s Series B Warrants and Series C Warrants were adjusted, pursuant to
weighted-average anti-dilution provisions, to $6.79 and $7.20, respectively, from the original exercise prices of
$10.36 and $11.00.  Certain other warrants issued prior to the Company’s initial public offering were also adjusted
pursuant to anti-dilution provisions contained in those warrants such that their per share exercise price reduced from
$2.00 to $1.48. In addition to the adjustment to the exercise prices of the Series B Warrants, Series C Warrants, the
aggregate number of shares issuable upon exercise of the Series B Warrants and the Series C Warrants increased to
3,609,261 and 408,032, from 2,365,528 and 267,074, respectively. For certain warrants issued prior to the Company’s
initial public offering, the aggregate number of shares of Common Stock issuable increased from 281,042 to 379,792.

The Company has entered into employment agreements with three key executives who, if terminated by the Company
without cause as described in these agreements, would be entitled to severance pay.

The Company is not currently a party to any pending legal actions. From time to time in the ordinary course of
business, the Company may be subject to claims brought against it. It is not possible to state the ultimate liability, if
any, in these matters.

Note 5. Subsequent Events

No material subsequent events have occurred since the balance sheet date of March 31, 2009.
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Item 2: Management's Discussion and Analysis of Financial Condition and Results of Operations

This management's discussion and analysis of financial condition and results of operations and other portions of this
filing contain forward-looking information that involves risks and uncertainties. Our actual results could differ
materially from those anticipated by the forward-looking information. Factors that may cause such differences
include, but are not limited to, availability and cost of financial resources, results of our research and development,
efforts and clinical trials, product demand, market acceptance and other factors discussed below and in the Company's
other SEC filings, including its Annual Report on Form 10-K for the year ended December 31, 2008. This
management's discussion and analysis of financial condition and results of operations should be read in conjunction
with our financial statements and the related notes included elsewhere in this filing and in our Annual Report on Form
10-K for the year ended December 31, 2008.

OVERVIEW

CBLI was incorporated in Delaware and commenced business operations in June 2003 as a development-stage,
biotechnology company, with a very specific and targeted focus on discovery and development of drugs that control
cell death. We have devoted substantially all of our resources to the identification, development and
commercialization of new types of drugs for protection of normal tissues from exposure to radiation and other
stresses, such as toxic chemicals and cancer treatments. CBLI’s pipeline includes products from two primary families
of compounds: protectans and curaxins. We are developing protectans as drug candidates that protect healthy tissues
from acute stresses such as radiation, chemotherapy and ischemia (pathologies developed as a result of blocking blood
flow to a part of the body). Curaxins are being developed as anticancer agents that could act as mono-therapy drugs or
in combination with other existing anticancer therapies.

On July 20, 2006, we sold 1,700,000 shares of common stock, par value $0.005 per share, in our initial public offering
at a per share price of $6.00. After our initial public offering, our common stock was listed on the NASDAQ Capital
Market under the symbol “CBLI” and on the Boston Stock Exchange under the symbol “CFB.” Our trading symbol on the
Boston Stock Exchange was later changed to “CBLI.” On August 28, 2007, trading of our common stock transferred
from the NASDAQ Capital Market to the NASDAQ Global Market. In September 2007, we ceased our listing on the
Boston Stock Exchange.  On November 28, 2008, trading of our common stock transferred from the NASDAQ Global
Market back to the NASDAQ Capital Market. The Company believes that it meets current listing requirements for the
NASDAQ Capital Market as set forth by NASDAQ.

Technology

Our development efforts are based on discoveries made in connection with the investigation of the cell-level process
known as apoptosis. Apoptosis is a highly specific and tightly regulated form of cell death that can occur in response
to external events such as exposure to radiation, toxic chemicals or internal stresses. Apoptosis is a major determinant
of tissue damage caused by a variety of medical conditions including cerebral stroke, heart attack and acute renal
failure. Conversely, apoptosis is also an important protective mechanism that allows the body to shed itself of
defective cells, which otherwise can cause cancerous growth.

Research has demonstrated that apoptosis is sometimes suppressed naturally. For example, most cancer cells develop
resistance to apoptotic death caused by drugs or natural defenses of the human body. Our research is geared towards
identifying the means by which apoptosis can be affected and manipulated depending on the need.

If the need is to protect healthy tissues against an external event such as exposure to radiation, we focus our research
efforts on attempting to temporarily and reversibly suppress apoptosis in those healthy tissues, thereby imitating the
apoptotic-resistant tendencies displayed by cancer cells. A drug with this effect would also be useful in ameliorating
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the toxicities of anticancer drugs and radiation that cause collateral damage to healthy tissues during cancer treatment.
Because the severe toxicities of anticancer drugs and radiation often limit their dosage in cancer patients, an apoptosis
suppressant drug may enable a more aggressive treatment regimen using anticancer drugs and radiation and thereby
increase their effectiveness.

On the other hand, if the need is to destroy cancerous cells, we focus our research efforts on restoring apoptotic
mechanisms that are suppressed in tumors, so that those cancerous cells will once again become vulnerable to
apoptotic death. In this regard, we believe that our drug candidates could have significant potential for improving, and
becoming vital to, the treatment of cancer patients.
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Through our research and development, or R&D, and our strategic partnerships, we have established a technological
foundation for the development of new pharmaceuticals and their rapid preclinical evaluation.

We have acquired rights to develop and commercialize the following prospective drugs:

•    Protectans - modified factors of microbes that protect cells from apoptosis, and which therefore have a broad
spectrum of potential applications including non-medical applications such as protection from exposure to
radiation, whether as a result of military or terrorist action or as a result of a nuclear accident, as well as medical
applications such as reducing cancer treatment toxicities.

•    Curaxins - small molecules designed to kill tumor cells by simultaneously targeting multiple regulators of
apoptosis. Initial test results indicate that curaxins can be effective against a number of malignancies, including
hormone-refractory prostate cancer, renal cell carcinoma, or RCC (a highly fatal form of kidney cancer) and
soft-tissue sarcoma.

In the area of radiation protection, we have achieved high levels of protection in animal models. With respect to
cancer treatment, the biology of cancer is such that there is no single drug that can be successfully used to treat 100%
or even 50% of all cancer patients. This means that there likely will be a need for additional anticancer drugs for each
type of cancer.

These drug candidates demonstrate the value of our scientific foundation. Based on the expedited approval process
currently available for non-medical applications such as protection from exposure to radiation, our most advanced
drug candidate, Protectan CBLB502, may be approved for such applications within 21 months. Another drug
candidate, Curaxin CBLC102, demonstrated efficacy and safety in a Phase IIa clinical trial concluded in late 2008.

RESEARCH AND DEVELOPMENT

We are highly dependent on the success of our research and development efforts and, ultimately, upon regulatory
approval and market acceptance of our products under development.

There are significant risks and uncertainties inherent in the preclinical and clinical studies associated with our research
and development projects. As a result, the costs to complete such projects, as well as the period in which net cash
outflows from such programs are expected to be incurred, may not be reasonably estimable. From our inception to
March 31, 2009, we spent $45,759,603 on research and development.

Our ability to complete our research and development on schedule is, however, subject to a number of risks and
uncertainties. Factors affecting our research and development include, but are not limited to:

•    the number and outcome of clinical studies we are planning to conduct; for example, our  research and
development expenses may increase based on the number of late-stage clinical studies that we may be required to
conduct;

•    the performance of our  research and development collaborators; if any research collaborator fails to commit
sufficient resources, our preclinical or clinical development programs related to this collaboration could be
delayed or terminated:

•    the ability to maintain and/or obtain licenses; we may have to develop alternatives to avoid infringing upon the
patents of others, potentially causing increased costs and delays in product development;
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•    the number of products entering development from late-stage research; there is no guarantee that internal research
efforts will succeed in generating sufficient data for us to make a positive development decision or that an external
candidate will be available on terms acceptable to us, and some promising candidates may not yield sufficiently
positive pre-clinical results to meet our stringent development criteria;
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•    the number of new grants and contracts awarded in the future; if the availability of research grants and contracts
were curtailed, our ability to fund future  research and development and implement technological improvements
would be diminished, which would negatively impact our ability to fund research and development efforts;

•    in-licensing activities, including the timing and amount of related development funding or milestone
payments; for example, we may enter into agreements requiring us to pay a significant up-front fee for the
purchase of in-process research and development that we may record as  research and development
expense; or

•    future levels of revenue; research and development as a percentage of future potential revenues can fluctuate with
the changes in future levels of revenue and lower revenues can lead to less spending on research and development
efforts.

In addition, we have sustained losses from operations in each fiscal year since our inception in June 2003, and we may
exhaust our financial resources and be unable to complete the development of our products due to the substantial
investment in research and development, that will be required for the next several years. We expect to spend
substantial additional sums on the continued research and development of proprietary products and technologies with
no certainty that losses will not increase or that we will ever become profitable as a result of these expenditures.

Many of our projects are in the early stages of drug development which carry their own set of risks. Projects that
appear promising in the early phases of development may fail to reach the market for several reasons including:

•    pre-clinical or clinical study results that may show the product to be less effective than desired (e.g., the study
failed to meet its primary objectives) or to have harmful or problematic side effects;

•    failure to receive the necessary regulatory approvals or a delay in receiving such approvals. Among other things,
such delays may be caused by slow enrollment in clinical studies, length of time to achieve study endpoints,
additional time requirements for data analysis or a New Drug Application/Biologic License Application,
preparation, discussions with the Food and Drug Administration (or FDA), an FDA request for additional
pre-clinical or clinical data or unexpected safety or manufacturing issues;

•    manufacturing costs, pricing or reimbursement issues, or other factors that make the product not economical; and

•    the proprietary rights of others and their competing products and technologies that may prevent the product from
being commercialized.

The testing, marketing and manufacturing of any product for use in the United States will require approval from the
FDA. We cannot predict with any certainty the amount of time necessary to obtain such FDA approval and whether
any such approval will ultimately be granted. Preclinical and clinical trials may reveal that one or more products are
ineffective or unsafe, in which event further development of such products could be seriously delayed or terminated.
Moreover, obtaining approval for certain products may require testing on human subjects of substances whose effects
on humans are not fully understood or documented. Delays in obtaining FDA or any other necessary regulatory
approvals of any proposed product and failure to receive such approvals would have an adverse effect on the product’s
potential commercial success and on our business, prospects, financial condition and results of operations. In addition,
it is possible that a product may be found to be ineffective or unsafe due to conditions or facts that arise after
development has been completed and regulatory approvals have been obtained. In this event, we may be required to
withdraw such product from the market. To the extent that our success will depend on any regulatory approvals from
government authorities outside of the United States that perform roles similar to that of the FDA, uncertainties similar
to those stated above will also exist.
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STRATEGIES AND OBJECTIVES

Our primary objective is to become a leading developer of drugs for the protection of human tissues against radiation
and other stresses and for cancer treatment. Key elements of our strategy include:

•    Aggressively working towards the commercialization of Protectan CBLB502. Our most advanced drug candidate,
Protectan CBLB502, offers the potential to protect normal tissues against exposure to radiation. Because of the
potential military and defense implications of such a drug, the normally lengthy FDA approval process for these
non-medical applications is substantially abbreviated resulting in a large cost savings to us. We expect to complete
development of Protectan CBLB502 for these non-medical applications by the end of 2010.
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•    Leveraging our relationship with leading research and clinical development institutions. The Cleveland Clinic
Foundation, one of the top research medical facilities in the world, is one of our co-founders. In addition to
providing us with drug leads and technologies, the Cleveland Clinic will share valuable expertise with us as
clinical trials are performed on our drug candidates. In January 2007, we entered into a strategic research
partnership with Roswell Park Cancer Institute, or RPCI, in Buffalo, New York. This partnership will enhance the
speed and efficiency of our clinical research and provide us with access to the state-of-the-art clinical development
facilities of a globally recognized cancer research center.

•    Utilizing governmental initiatives to target our markets. Our focus on drug candidates such as Protectan
CBLB502, which has applications that have been deemed useful for military and defense purposes, provides us
with a built-in market for our drug candidates. This enables us to invest less in costly retail and marketing
resources. In an effort to improve our responsiveness to military and defense needs, we have established a
collaborative relationship with the Armed Forces Radiobiology Research Institute.

•    Utilizing and developing other strategic relationships. We have collaborative relationships with other leading
organizations that enhance our drug development and marketing efforts. For example, one of our founders, with
whom we maintain a strategic partnership, is ChemBridge Corporation. Known for its medicinal chemistry
expertise and synthetic capabilities, ChemBridge provides valuable resources to our drug development research.

PRODUCTS IN DEVELOPMENT

Protectans

We are exploring a new natural source of factors that suppress the programmed cell death (apoptosis) response in
human cells, which can be rapidly developed into therapeutic products. These inhibitors are anti-apoptotic factors
developed by microorganisms of human microflora throughout millions of years of co-evolution with mammalian
host.  We are using the same strategy that was applied for the discovery of antibiotics, one of the biggest medical
achievements of the 20th century.  We have established a technological process for screening of such factors, named
protectans, and their rapid preclinical evaluation. These inhibitors can be used as protection from cancer treatment
toxicities and antidotes against injuries induced by radiation and other stresses associated with severe pathologies (i.e.,
heart attack or stroke).

Fourteen sets of patent applications have been filed over the past five years around various aspects and qualities of the
protectan family of compounds. The first of these patents was granted in 2008 by the nine members of the Eurasian
Patent Organization and two additional countries totaling eleven overall. The issued patent covers the method of
protecting a mammal from radiation using flagellin or its derivatives, including Protectan CBLB502.

We spent $8,995,500 and $11,828,423 on research and development for protectans overall in the fiscal years ended
December 31, 2008 and December 31, 2007, respectively. For the quarters ended March 31, 2009 and 2008 we spent
$2,234,621 and $2,427,395, respectively.  From our inception to March 31, 2009, we spent $28,743,120 on research
and development for protectans.

Protectan CBLB502

Protectan CBLB502 is our leading radioprotectant molecule in the protectans family. Protectan CBLB502 represents a
rationally-designed derivative of the microbial protein, flagellin. Flagellin is secreted by Salmonella typhimurium and
many other Gram-negative bacteria, and in nature, arranges itself in a hollow cylinder to form the filament in bacterial
flagellum and acts as a natural activator of NF-kB (nuclear factor-kappa B), a protein complex widely used by cells as
a regulator of genes that control cell proliferation and cell survival. Thus, Protectan CBLB502 reduces injury from
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acute stresses by mobilizing several natural cell protective mechanisms, including inhibition of apoptosis, reduction of
oxidative damage and induction of factors (cytokines) that induce protection and regeneration of stem cells in bone
marrow and the intestines.
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Protectan CBLB502 is a single agent anti-radiation therapy with significant survival benefits at a single dose. Animal
studies indicate that Protectan CBLB502 protects mice without increasing the risk of radiation-induced cancer
development. The remarkably strong radioprotective abilities of Protectan CBLB502 are the result of a combination of
several mechanisms of action. Potential applications for Protectan CBLB502 include reduction of radiation therapy or
chemotherapy toxicities in cancer patients, protection from Acute Radiation Syndrome (ARS) in defense scenarios,
and protection from acute organ failure. Protectan CBLB502 is administered through intramuscular injection.

We spent $8,021,040 and $10,701,175 on research and development for Protectan CBLB502 in the fiscal years ended
December 31, 2008 and December 31, 2007, respectively.  For the quarters ended March 31, 2009 and 2008 we spent
$2,229,467, and $2,164,442 respectively on research and development for Protectan CBLB502.  From our inception to
March 31, 2009, we spent $25,607,593 on research and development for Protectan CBLB502.

Non-medical Applications

Our scientists have demonstrated that injecting Protectan CBLB502 into mice, rats and non-human primates protects
them from lethal doses of total body gamma radiation. An important advantage of Protectan CBLB502, above any
other radioprotectant known to us, is the ability to effectively protect not only the hematopoietic system, but also the
gastrointestinal, or GI, tract, which is among the most sensitive areas of the human body to radiation. High levels of
radiation, among other effects, induce moderate to severe bone marrow damage. The immune and blood stem cells are
also depleted and death is caused by anemia, infection, bleeding and poor wound healing. GI damage often occurs at
higher doses of radiation, and may result in death through sepsis as a result of perforation of the GI tract. Protectan
CBLB502’s ability to effectively protect the hematopoietic system and GI tract may make Protectan CBLB502
uniquely useful as a radioprotective antidote. Protectan CBLB502 was shown to be safe at its therapeutic doses in
rodents and non-human primates. In addition, Protectan CBLB502 has proved to be a stable compound for storage
purposes. It can be stored at temperatures close to freezing, room temperature or extreme heat. Manufacturing of
Protectan CBLB502 is cost efficient, due to its high yield bacterial producing strain and simple purification process.

We have successfully established cGMP quality manufacturing for Protectan CBLB502 and are nearing completion of
the first of two Phase I human safety studies for Protectan CBLB502 in ARS. Protectan CBLB502 is being developed
under the FDA's animal efficacy rule to treat radiation injury following exposure to radiation from nuclear or
radiological weapons, or from nuclear accident. This approval pathway requires demonstration of efficacy in two
animal species and safety and drug metabolism testing in a representative sample of healthy human volunteers.
Protectan CBLB502 has demonstrated activity as a radioprotectant in several animal species, including non-human
primates. Phase I is the only stage of human testing required for approval in this indication.

The FDA gave us permission to start safety testing on humans on August 7, 2008. The first healthy volunteer in the
dose escalation safety study was dosed on October 14, 2008. The initial safety study will involve single injections of
Protectan CBLB502 in ascending dose groups of six healthy volunteers each. Participants in the study are being
assessed for adverse side effects over two-week time period and blood samples are being obtained to assess the effects
of Protectan CBLB502 on various biomarkers. The study is currently projected to be completed in spring 2009. The
second safety study in a larger number of healthy volunteers is planned to start in the third quarter of 2009.

Prior to our receiving final FDA approval for Protectan CBLB502 for biodefense or non-medical applications, we will
need to complete several interim steps, including:

•Performing a Phase I dose-escalation human study on a small number of volunteers. We expect to complete this
study in June 2009 due to testing of additional cohorts in order to achieve maximum confidence in the dose selected
for the larger human safety study. The study has an approximate cost of $1,500,000 and is partially covered by a
government contract.
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•Conducting pivotal animal efficacy studies with the GMP manufactured drug candidate. We expect to complete
these studies in mid 2010. The studies have an approximate cost of $2,500,000 and are covered by a government
development contract.

26

Edgar Filing: Solar Capital Ltd. - Form POS 8C

Table of Contents 134



•Performing a human safety study in a larger number of volunteers using the dose of Protectan CBLB502 previously
shown to be safe in humans and efficacious in animals. We estimate completion of this study in late 2010 at an
approximate cost of $5,300,000 based on 500 subjects tested in four locations. This study is also covered by a
government development contract.

•Filing a Biologic License Application, or BLA which we expect to complete in late 2010.   At the present time, the
costs of the filing cannot be approximated with any level of certainty.

In March 2008, the U.S. Department of Defense, or DoD, awarded us a contract valued at up to $8.9 million over
eighteen months through the Chemical Biological Medical Systems Joint Project Management Office Broad Agency
Announcement, or BAA, for selected tasks in the advanced development of Protectan CBLB502 as a Medical
Radiation Countermeasure to treat radiation injury following exposure to radiation from nuclear or radiological
weapons.

In September 2008, we were awarded a $774,183 grant from the National Institute of Allergy and Infectious Diseases
(NIAID) of the National Institutes of Health (NIH), to further study certain mitigating properties of Protectan
CBLB502 in the context of hematopoietic damage from radiation exposure. The grant program, Medical
Countermeasures to Enhance Platelet Regeneration and Increase Survival Following Radiation Exposure, is funded
through the Project BioShield Act of 2004 and administered by the Department of Health and Human Services.

In September 2008, the Biomedical Advanced Research and Development Authority (BARDA) of the Department of
Health and Human Services (DHHS) awarded us a contract under the Broad Agency Announcement titled, "Therapies
for Hematopoietic Syndrome, Bone Marrow Stromal Cell Loss, and Vascular Injury Resulting from Acute Exposure
to Ionizing Radiation," for selected tasks in the advanced development of Protectan CBLB502. The total contract
value including all milestone-based options is $13.3 million over a three-year period, with the first year's award of
$3.4 million. BARDA seeks to acquire developed medical countermeasures that will be clinically useful in a civilian
medical emergency situation that results from or involves exposure of a large population to the effects of a nuclear
detonation, a radiologic dispersive device (such as a dirty bomb), or exposure to radioactive material with or without
combined injury or trauma.

Protectan CBLB502's unprecedented efficacy, unique ability to address both hematopoietic and gastrointestinal
damage, broad time window of use, and mitigation effects that do not require additional supportive care and set it
apart from any other existing or potential therapies.

We spent $7,264,813 and $9,885,776 on research and development for the biodefense applications of Protectan
CBLB502 in the fiscal years ended December 31, 2008 and December 31, 2007, respectively.  For the quarters ended
March 31, 2009 and 2008 we spent $2,173,341 and $1,960,377 respectively on research and development for
biodefense applications of Protectan CBLB502.  From our inception to March 31, 2009, we spent $23,774,537 on
research and development for the biodefense applications of Protectan CBLB502.

Protectan CBLB502 is a candidate for procurement by the DoD, HHS/BARDA and other countries facing even more
imminent threats. The HHS opportunity substantially expands the potential market, as its mandate is to protect the
U.S. civilian population in the event of a radiological emergency, involving stockpiling of radiation countermeasures
for mass distribution. Our recent contract award from the DoD and the solicitation from BARDA emphasize the
government’s focus on acquiring adequate protection against nuclear and radiation threats for military and civilian
populations. Upon FDA approval, our Protectan CBLB502 will be well positioned to fulfill both of these needs, with
its demonstrated unprecedented efficacy and survival benefits, unique ability to address both hematopoietic and
gastrointestinal damage, broad window of efficacy relative to radiation exposure, and suitability for both military and
civilian delivery scenarios. We believe that Protectan CBLB502 is the only radiation countermeasure with these
capabilities in advanced development that can be self or buddy-administered, without the need of additional
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supportive care in a battlefield or civilian community setting.

We intend to enter into contracts to sell Protectan CBLB502 to various U.S. government agencies as soon as the FDA
approves the BLA. Future sales to U.S. government agencies will depend, in part, on our ability to meet federal
contract requirements. Also, if the U.S. government makes significant future contract awards for the supply of its
emergency stockpile to our competitors, our business will be harmed and it is unlikely that we will be able to
ultimately commercialize our competitive product.
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Medical Applications

While our current focus remains on its military and other non-medical applications, Protectan CBLB502 has been
observed to dramatically increase the efficacy of radiotherapy of experimental tumors in mice. Protectan CBLB502
appears to increase the tolerance of mice to radiation while having no effect on the radiosensitivity of tumors, thus
opening the possibility of combining radiotherapy with Protectan CBLB502 treatment to improve the overall
anticancer efficacy of radiotherapy. Our animal efficacy studies have demonstrated that up to 100% of mice treated
with Protectan CBLB502 prior to being exposed to radiation survived without any associated signs of toxicity. This
compares to a 100% mortality rate in the animal group that received a placebo drug.

Specifically, Protectan CBLB502 has demonstrated the ability to reduce the toxicities of a chemotherapeutic drug,
cisplatin (Platinol), broadly used for the treatment of ovarian, endometrial, head and neck, lung, stomach and other
types of cancer in animal models. Cisplatin treatment was used in the study as an example of chemotherapy-associated
toxicity. Cisplatin injected at toxic doses is known to induce myelosuppression (suppression of bone marrow) and
nephrotoxicity (kidney damage).

The prospect of increasing patients' tolerance to chemotherapeutic drugs and optimizing treatment regimens would be
a significant paradigm shift in cancer treatment. It is estimated that approximately 40% of the roughly $50 billion
annually spent on cancer treatment represents supportive care addressing toxicities of various treatments, including
chemotherapy.

Consistent with this strategy, we plan to initiate a Phase I/II study for Protectan CBLB502 in head and neck cancer
patients in 2009. The primary endpoint of the study will be the reduction of toxicities of radiation and chemotherapy,
such as mucositis (a painful inflammation and ulceration of oral mucosa causing difficulties with speaking and
eating). Mucositis weakens the patient by not allowing for the oral intake of nutrients and fluids and forces the
temporary suspension of radiotherapy and chemotherapy until the tissues of the mouth and throat have healed. Due to
the ability of head and neck cancer cells to regrow during periods of interrupted treatment, any interruption in
radiotherapy should be avoided. Since the main cause of treatment interruptions in radiotherapy or combinations of
chemotherapy and radiotherapy treatment regimens of head and neck cancer is acute mucositis, the ability to prevent
mucositis, and therefore, interruptions in treatment, could potentially result in better outcomes for patients with
cancers of the head and neck.

In other studies, we have demonstrated the potential of Protectan CBLB502 to be applicable to ischemic conditions.
Our researchers, in collaboration with investigators from Cleveland Clinic, have demonstrated that a single injection
of Protectan CBLB502 effectively prevents acute renal failure and subsequent death in a mouse model of
ischemia-reperfusion renal injury.

Moreover, studies funded by a grant from the DoD and conducted at the Cleveland Clinic, have demonstrated
Protectan CBLB502’s ability to accelerate limb recovery in an animal model of tourniquet-mediated injury simulating
the situation occurring in human. It has been demonstrated that injection of Protectan CBLB502 within 30 minutes of
tourniquet removal leads to a marked reduction in the severity of injury, including reductions in tissue edema,
pro-inflammatory cytokine production and leukocyte infiltration leading to accelerated recovery of limb function.

In contrast to the non-medical applications of CBLB502, the use of Protectan CBLB502 to ameliorate the side effects
of radiation treatment and anticancer drugs will be subject to the full FDA approval process.

In order for us to receive final FDA approval for Protectan CBLB502 for medical applications, we will need to
complete various tasks, including:

•
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Submitting an amendment to our CBLB502 IND application and receiving allowance from the FDA. We cannot
estimate with any certainty when the FDA may allow the application. We expect to submit the amendment upon the
receipt of dedicated federal funding. We estimate that the approximate cost of filing will be less than $100,000.

•Performing a Phase I/II human efficacy study on a small number of cancer patients. We expect to complete this
study two years from the receipt of allowance from the FDA of the IND amendment at an approximate cost of
$1,500,000.
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•Performing an additional Phase II efficacy study on a larger number of cancer patients. At the present time, the costs
and the scope of this study cannot be approximated with any level of certainty.

•Performing a Phase III human clinical study on a large number of cancer patients and filing a BLA with the FDA.
At the present time, the costs and the scope of these steps cannot be approximated with any level of certainty.

We spent $756,227 and $815,399 on research and development for the medical applications of Protectan CBLB502 in
the fiscal years ended December 31, 2008 and December 31, 2007, respectively. For the quarters ended March 31,
2009 and 2008, we spent $56,127 and $204,064 respectively on R&D for the medical applications of Protectan
CBLB502.  From our inception to March 31, 2009, we spent $1,833,056 on research and development for the medical
applications of Protectan CBLB502.

Protectan CBLB612

While the bulk of our R&D has focused on Protection CBLB502, we have conducted some preliminary research into a
compound derived from the same family and which we refer to as Protectan CBLB612. Protectan CBLB612 is a
modified lipopeptide mycoplasma that acts as a powerful stimulator and mobilizer of hematopoietic (bone
marrow/blood production) stem cells, or HSC, to peripheral blood. Potential applications for Protectan CBLB612
include accelerated hematopoietic recovery during chemotherapy and during donor preparation for bone marrow
transplantation.

Our research indicates that Protectan CBLB612 is not only a potent stimulator of bone marrow stem cells, but also
causes their mobilization and proliferation throughout the blood. A single administration of Protectan CBLB612
resulted in a three-fold increase in the number of progenitor stem cells in mouse bone marrow within 24 hours after
administration. Furthermore, the number of these stem cells in peripheral blood was increased ten-fold within four
days of administration.

Protectan CBLB612 was also found to be highly efficacious in stimulating proliferation and mobilization of
hematopoietic stem cells into peripheral blood in a primate model (Rhesus macaques).  A single injection of Protectan
CBLB612 in Rhesus macaques resulted in a 20-fold increase of hematopoietic progenitor cells in blood.  At the peak
of the effect (48-72 hours post-injection) the proportion of free-floating CD34+ cells in the total white blood cell
count reached 30% (compared with 1.5% in normal blood).  CD34 is a molecule present on certain cells within the
human body.  Cells expressing CD34, otherwise known as CD34+ cells, are normally found in the umbilical cord and
bone marrow as hematopoietic cells.

This discovery opens a new and innovative way for us to address a broad spectrum of human diseases, some of which
currently lack effective treatment. Direct comparisons of Protectan CBLB612 and the market leading drug used for
stimulation of blood regeneration, G-CSF (Neupogen® or Neulasta®, Amgen, Inc., Thousand Oaks, California),
demonstrated a stronger efficacy of Protectan CBLB612 as a propagator and mobilizer of HSC in peripheral blood.

Protectan CBLB612's strength as a stem cell stimulator was further demonstrated by the outcome of its combined use
with G-CSF and Mozibil (AMD3100) (a recently FDA approved stem cell mobilizer from Genzyme Corporation
(Cambridge, Massachusetts)), where the addition of Protectan CBLB612 resulted in eight to ten times higher yields of
HSC in peripheral blood in comparison with the standard protocol.

In addition to efficacy in stimulation and mobilization of stem cells, Protectan CBLB612 was found to be highly
effective in an animal bone marrow stem cell transplantation model. Blood from healthy mice treated by Protectan
CBLB612 was transplanted into mice that received a lethal dose of radiation that killed hematopoietic (bone
marrow/blood production) stem cells.  A small amount of blood from the Protectan CBLB612 treated mice
successfully rescued the mice with radiation-induced bone marrow stem cell deficiency.  100% of the deficient mice
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transplanted with blood from CBLB612 treated mice survived past the 60-day mark, while 85% of the untreated
deficient mice died within the first three weeks of the experiment.  The 60-day mark is considered to be the critical
point in defining the presence of long-term, adult bone marrow stem cells, which are capable of completely restoring
lost or injured bone marrow function.  The rescuing effect of the peripheral blood of the treated mice was equivalent
to that of conventional bone marrow transplantation.

Adult hematological bone marrow stem cell transplantation is currently used for hematological disorders (malignant
and non-malignant), as well as some non-hematological diseases, such as breast cancer, testicular cancer,
neuroblastoma, ovarian cancer, Severe Combined Immune Deficiency (SCID), Wiskott-Aldrich syndrome, and
Chediak-Higashi syndrome.
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With efficacy and non-GLP safety already studied in mice and monkeys, Protectan CBLB612 entered formal
pre-clinical safety and manufacturing development in February 2008. Further development of CBLB612 will continue
upon achieving sufficient funding for completing pre-clinical development and a Phase I study. Development of
Protectan CBLB612 has been supported by a grant from the Defense Advanced Research Projects Agency of the
Department of Defense.

In order for us to receive final FDA approval for Protectan CBLB612, we need to complete several interim steps,
including:

• Conducting pivotal animal safety studies with GMP-manufactured CBLB612.

• Submitting an IND application and receiving approval from the FDA;

• Performing a Phase I dose-escalation human study;

•Performing a Phase II and Phase III human efficacy study using the dose of CBLB612 selected from the previous
studies previously shown to be safe in humans and efficacious in animals; and

• Filing a New Drug Application.

We spent $974,459 and $1,127,248 on research and development for Protectan CBLB612 in the fiscal years ended
December 31, 2008 and December 31, 2007, respectively. For the quarters ended March 31, 2009 and 2008, we spent
$5,153 and $262,954 respectively on R&D for Protectan CBLB612.  From our inception to March 31, 2009, we spent
$3,135,528 on research and development for Protectan CBLB612. Further development and extensive testing will be
required to determine its technical feasibility and commercial viability.

Curaxins

Curaxins are small molecules that destroy tumor cells by simultaneously targeting two regulators of apoptosis. Our
initial test results indicate that curaxins can be effective against a number of malignancies, including renal cell
carcinoma, or RCC, soft-tissue sarcoma, and hormone-refractory prostate cancer.

The original focus of our drug development program was to develop drugs to treat one of the most treatment-resistant
types of cancer, RCC. Unlike many cancer types that frequently mutate or delete p53, one of the major tumor
suppressor genes, RCC belongs to a rare category of cancers that typically maintain a wild type form of this protein.
Nevertheless, RCC cells are resistant to apoptosis, suggesting that in spite of its normal structure, p53 is functionally
disabled. The work of our founders has shown that p53 function is indeed inhibited in RCC by an unknown dominant
factor. We have established a drug discovery program to identify small molecules that selectively destroy tumor cells
by restoring the normal function to functionally impaired p53 in RCC. This program yielded a series of chemicals
with the desirable properties named curaxins (CBLC100 series). We have isolated three chemical classes of curaxins.
One of them includes relatives of 9-aminoacridine, the compound that is the core structure of many existing drugs.
Pre-existing information about this compound has allowed us to bypass the preclinical development and Phase I
studies and bring one of our drug candidates into Phase IIa clinical trials, saving years of R&D efforts and improving
the probability of success.

One of the most important outcomes of this drug discovery program was the identification of the mechanism by which
curaxins deactivate NF-kB. This mechanism of action makes curaxins potent inhibitors of the production and the
activity of NF-kB not only in its stimulated form, but also in its basal form. The level of active NF-kB is usually also
increased in cancer cells. Moreover, due to curaxin-dependent functional conversion of NF-kB-DNA complexes, the
cells with the highest basal or induced NF-kB activity are supposed to be the most significantly affected by curaxins.
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Clearly, this paradoxical activity makes deactivation of NF-kB by curaxins more advantageous compared to
conventional strategies targeting NF-kB activators.

The discovery of the mechanism of action of curaxins allowed us to predict and later experimentally verify that
curaxins could be used for treatment of multiple forms of cancers, including hormone-refractory prostate cancer,
hepatocellular carcinoma, multiple myeloma, acute lymphocytic leukemia, acute myeloid leukemia, soft-tissue
sarcomas and several others.
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A significant milestone in the curaxin program was a recently achieved breakthrough in deciphering the finer details
of the mechanism of action of these compounds.  Successful identification of the exact cellular moiety that binds to
curaxins has provided a mechanistic explanation for the unprecedented ability of these compounds to simultaneously
target several signal transduction pathways.

This new mechanistic knowledge enabled us to discover additional advantages of curaxins and to rationally design
treatment regimens and drug combinations, which have since been validated in experimental models.  In addition, this
understanding further strengthens our intellectual property position for this exciting class of principally new
anticancer drugs.

We spent $3,233,872 and $4,708,773 on research and development for curaxins overall in the fiscal years ended
December 31, 2008 and December 31, 2007, respectively. For the quarters ended March 31, 2009 and 2008, we spent
$268,261 and $872,646 respectively on R&D for curaxins.  From our inception to March 31, 2009, we spent
$11,909,853 on research and development for curaxins.

Curaxin CBLC102

One of the curaxins from the 9-aminoacridine group is a long-known, anti-infective compound known as quinacrine,
which we refer to as Curaxin CBLC102. It has been used for over 40 years to treat malaria, osteoarthritis and
autoimmune disorders. However, we have discovered new mechanisms of action for quinacrine in the area of
apoptosis. Through assay testing performed at Dr. Andrei Gudkov’s laboratories at the Cleveland Clinic beginning in
2002, which included testing in a variety of human tumor-derived cell lines representing cancers of different tissue
origin (including RCC, sarcomas, prostate, breast and colon carcinomas), we have observed that Curaxin CBLC102
behaves as a potent NF-kB suppressor and activator of p53 in these types of cancer cells. It has favorable
pharmacological and toxicological profiles and demonstrates the anticancer effect in transplants of human cancer cells
into primates.

We have applied for a patent covering the use of Curaxin CBLC102 as an anticancer agent

We have an agreement with Regis Technologies, Inc., a GMP manufacturer, to produce sufficient quantities of
Curaxin CBLC102 according to the process previously used for the production of this drug when it was in common
use.

We launched a Phase II study with CBLC102 in January 2007 to provide proof of safety and of anti-neoplastic activity
in cancer patients and establish a foundation for clinical trials of our new proprietary curaxin molecules, which have
been designed and optimized for maximum anticancer effects, as well as for additional treatment regimens based on
ongoing research into the precise molecular mechanisms of action of curaxins.

Thirty-one patients were enrolled in a Phase II study of CBLC102 as a monotherapy in late stage, hormone-refractory
taxane-resistant prostate cancer.  All patients had previously received hormonal treatment for advanced prostate
cancer and 28 of the 31 had also previously received chemotherapy.  One patient had a partial response, while 50% of
the patients exhibited a decrease or stabilization in PSA velocity, a measure of the speed of prostate cancer
progression.  CBLC102 was well tolerated and there were no serious adverse events attributed to the drug.  The trial
demonstrated indications of activity and a remarkable safety profile in one of the most difficult groups of cancer
patients.

The indications of activity and remarkable safety demonstrated in the CBLC102 Phase II trial, in conjunction with
new mechanistic discoveries, point to additional potential treatment paradigms including combination therapies with
existing drugs or prospective use as a cancer prevention agent.  Additional potential uses for CBLC102 will be
explored in conjunction with our strategic partners at Roswell Park Cancer Institute.
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We anticipate that additional clinical efficacy studies will be required before we are able to apply for FDA approval.
Because of the uncertainties of the scope of the remaining clinical studies, we cannot currently estimate when any
development efforts may be completed or the cost of completion. Nor can we estimate when we may realize any cash
flow from the development of Curaxin CBLC102.
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We spent $1,741,194 and $2,712,521 on research and development for Curaxin CBLC102 in the fiscal years ended
December 31, 2008 and December 31, 2007, respectively. For the quarters ended March 31, 2009 and 2008, we spent
$147,177 and $469,853 respectively on research and development for Curaxin CBLC102.  From our inception to
March 31, 2009, we spent $6,613,659 on research and development for Curaxin CBLC102.

Other Curaxins

As mentioned above, screening of the chemical library for compounds capable of restoring normal function to wild
type p53 in the context of RCC yielded three chemical classes of compounds. Generation of focused chemical
libraries around the hits from one of these classes and their structure-activity optimization brought about a new
generation of curaxins. As the part of this program performed in the partnership with ChemBridge Corporation, more
than 800 proprietary compounds were screened for p53 activation, efficacy in animal tumor models, selective toxicity
and metabolic stability in the presence of rat and human microsomes. The most active compounds were efficacious in
preventing tumor growth in models for colon carcinoma, melanoma, ovarian cancer, RCC, and breast cancer.

As a result of this comprehensive hit-to-lead optimization program, we have developed CBLC137, which is a drug
candidate with proprietary composition of matter intellectual property protection belonging to our next generation of
highly improved curaxins. CBLC137 has demonstrated reliable anti-tumor effects in animal models of colon, breast,
renal and prostate cancers.  CBLC137 has favorable pharmacological characteristics, is suitable for oral administration
and demonstrates a complete lack of genotoxicity.  It shares all of the positive aspects of CBLC102, but significantly
exceeds the former compound’s activity and efficacy in preclinical tumor models.  Further development of CBLC137
will continue upon achieving sufficient funding for completing pre-clinical development and a Phase I study.

We spent $1,492,678 and $1,996,252 on research and development for other curaxins in the fiscal years ended
December 31, 2008 and December 31, 2007, respectively.  For the quarters ended March 31, 2009 and 2008, we spent
$121,084 and $402,792 respectively on R&D for other curaxins.  From our inception to March 31, 2009, we spent
$5,296,194 on research and development for other curaxins.

CBLC137 is at a very early stage of its development and, as a result, it is premature to estimate when any
development may be completed, the cost of development or when any cash flow could be realized from development.

FINANCIAL  OVERVIEW

We were incorporated in Delaware and commenced business operations in June 2003. Beginning July 21, 2006, our
common stock was listed on the NASDAQ Capital Market and on the Boston Stock Exchange under the symbols
“CBLI” and “CFB” respectively. On August 28, 2007, trading of our stock moved from the NASDAQ Capital Market to
the NASDAQ Global Market. In September 2007, we ceased our listing on the Boston Stock Exchange.

On March 16, 2007, we consummated a transaction with various accredited investors pursuant to which we agreed to
sell to the investors, in a private placement, an aggregate of approximately 4,288,712 shares of Series B Convertible
Preferred Stock, par value $0.005 per share, and Series B Warrants to purchase approximately 2,144,356 shares of our
common stock pursuant to a Securities Purchase Agreement of the same date. As of March 31, 2009, 1,762,894 shares
of Series B Preferred were converted and $2,119,741 in dividends earned were paid. At March 31, 2009 there were
2,816,116 remaining outstanding Series B Preferred shares for which $40,506 in dividends had been accrued.

On February 13, 2009, March 20, 2009, and March 27, 2009, we entered into Purchase Agreements with various
Purchasers, pursuant to which we agreed to sell to the Purchasers an aggregate of 542.84 shares of Series D Preferred
and Warrants to purchase an aggregate of 3,877,386 shares of the Company’s Common Stock, par value $0.005 per
share.  The Warrants have a seven-year term and an exercise price of $1.60. Each share of Series D Preferred is
convertible into approximately 7,143 shares of Common Stock, subject to the adjustment as described below.
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The aggregate purchase price paid by the Purchasers for the Series D Preferred and the Warrants was approximately
$5,428,307 (representing $10,000 for each Share together with a Warrant).  After related fees and expenses, we
received net proceeds of approximately $4,460,000.  We intend to use the proceeds for working capital purposes.

In consideration for its services as exclusive placement agent, GSS received cash compensation and Warrants to
purchase an aggregate of approximately 387,736 shares of Common Stock.  In the aggregate, Series D Preferred and
Warrants issued in the transaction (including those issued to GSS) are convertible into, and exercisable for,
approximately 8,142,508 shares of Common Stock. Each share of Series D Preferred is convertible into a number of
shares of Common Stock equal to (1) the stated value of the share ($10,000), divided by (2) the Conversion Price
($1.40, subject to adjustment as discussed below).

The Series D Preferred ranks junior to our Series B Preferred and senior to all our shares of Common Stock and other
capital stock.

If we do not meet certain milestones, the Conversion Price will, unless the closing price of the Common Stock is
greater than $3.69 on the date the Milestone is missed, be reduced to 80% of the Conversion Price in effect on that
date.  In addition to the Milestone Adjustment, (a) on August 13, 2009 , the Conversion Price shall be reduced to 95%
of the then Conversion Price, and (b) on each three-month anniversary of August 13, 2009, the then Conversion Price
shall be reduced by $0.05 until maturity.  The Conversion Price is also subject to proportional adjustment in the event
of any stock split, stock dividend, reclassification or similar event with respect to the Common Stock and to
anti-dilution adjustment in the event of any Dilutive Issuance.

If the closing price for each of any 20 consecutive trading days after the effective date of the initial registration
statement filed pursuant to the Registration Rights Agreement exceeds 300% of the then effective Conversion Price
and various other equity conditions are satisfied, the Series D Preferred will automatically convert into shares of
Common Stock.

At any time after February 13, 2012, we may, if various equity conditions are satisfied, elect either to redeem any
outstanding Series D Preferred in cash or to convert any outstanding Series D Preferred into shares of Common Stock
at the conversion rate then in effect.

If we receive any cash funds after February 13, 2009 from fees, royalties or revenues as a result of the license of any
of our intellectual property, cash funds from development grants from any government agency for the development of
anti-cancer applications of any of our curaxin compounds or anti-cancer or biodefense applications for our CBLB502
compound  or we allocate cash proceeds to our escrow account,  then we must deposit 40% of the IP Proceeds, 20% of
the Governmental Grant Proceeds and any cash proceeds into an escrow account.  At any time after the later of the
Effective Date and the six-month anniversary of the initial contribution by us to the Sinking Fund, but no more than
once in every six-month period, we will be required to use the funds then in the escrow account to redeem outstanding
shares of Series D Preferred, from the holders on a pro rata basis, at a premium of 15% to the stated value through
February 13, 2010, and 20% thereafter.

Immediately after the completion of the transactions contemplated by the Purchase Agreements, the conversion price
of the Company’s Series B Preferred was adjusted, pursuant to weighted-average anti-dilution provisions, to $4.67,
causing the conversion rate of Series B Preferred into Common Stock to change to approximately 1-to-1.49893.  In
addition, the exercise prices of the Company’s Series B Warrants and Series C Warrants were adjusted, pursuant to
weighted-average anti-dilution provisions, to $6.79 and $7.20, respectively, from the original exercise prices of
$10.36 and $11.00.    In addition to the adjustment to the exercise prices of the Series B Warrants and the Series C
Warrants, the aggregate number of shares issuable upon exercise of the Series B Warrants and the Series C Warrants
increased to 3,609,261   and 408,032, respectively, from 2,365,528 and 267,074. Certain other warrants issued prior to
the Company’s initial public offering were also adjusted pursuant to anti-dilution provisions contained in those
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warrants such that their per share exercise price reduced from $2.00 to $1.48 and the aggregate number of shares of
Common Stock issuable increased from approximately 281,042 to approximately 379,792.

Critical Accounting Policies and the Use of Estimates

Our management's discussion and analysis of our financial condition and results of operations is based upon our
financial statements, which have been prepared in accordance with generally accepted accounting principles in the
U.S., or GAAP. The preparation of these financial statements requires us to make estimates and judgments that affect
the reported amounts of our assets, liabilities, revenues, expenses and other reported disclosures. We base our
estimates on historical experience and on various other assumptions that we believe are reasonable under the
circumstances.
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Note 2 to our financial statements includes disclosure of our significant accounting policies. While all decisions
regarding accounting policies are important, we believe that our policies regarding revenue recognition, research and
development expenses, intellectual property related costs, stock-based compensation expense and fair value
measurements could be considered critical.

Revenue Recognition

We recognize revenue in accordance with Staff Accounting Bulletin No. 104, “Revenue Recognition”, and Statement of
Financial Accounting Standards No. 116, or SFAS 116. Our revenue sources consist of government grants,
government contracts and a commercial development contract.

Grant revenue is recognized using two different methods depending on the type of grant. Cost reimbursement grants
require us to submit proof of costs incurred that are invoiced by us to the government agency, which then pays the
invoice. In this case, grant revenue is recognized during the period that the costs were incurred.

Fixed-cost grants require no proof of costs and are paid as a request for payment is submitted for expenses. The grant
revenue under these fixed cost grants is recognized using a percentage-of-completion method, which uses assumptions
and estimates. These assumptions and estimates are developed in coordination with the principal investigator
performing the work under the government fixed-cost grants to determine key milestones, expenses incurred, and
deliverables to perform a percentage-of-completion analysis to ensure that revenue is appropriately recognized.
Critical estimates involved in this process include total costs incurred and anticipated to be incurred during the
remaining life of the grant.

We recognize revenue related to the funds received in 2007 from the State of New York under the sponsored research
agreement with the Roswell Park Cancer Institute in accordance with SFAS 116.  The principles of SFAS 116 result
in the recognition of revenue as allowable costs are incurred. The Company recognizes revenue on research laboratory
services and the purchase and subsequent use of related equipment. The amount paid as a payment toward future
services related to the equipment is recognized as a prepaid asset and will be recognized as revenue as the services are
performed and the prepaid asset is recognized as expense.

Government contract revenue is recognized as allowable research and development expenses are incurred during the
period and according to the terms of the contract. Commercial development revenues are recognized when the service
or development is delivered.

Research and Development Expenses

Research and development costs are expensed as incurred. These expenses consist primarily of our proprietary
research and development efforts, including salaries and related expenses for personnel, costs of materials used in our
research and development costs of facilities and costs incurred in connection with our third-party collaboration efforts.
Pre-approved milestone payments made by us to third parties under contracted research and development
arrangements are expensed when the specific milestone has been achieved. As of March 31, 2009, $50,000 has been
paid to CCF for milestone payments relating to the filing of an IND with the FDA for Curaxin CBLC102, $250,000
has been paid to CCF as a result of commencing Phase II clinical trials for Curaxin CBLC102 and $50,000 has been
paid to CCF relating to the filing of an IND with the FDA for Protectan CBLB502. Once a drug receives regulatory
approval, we will record any subsequent milestone payments in identifiable intangible assets, less accumulated
amortization, and amortize them evenly over the remaining agreement term or the expected drug life cycle, whichever
is shorter. We expect our research and development expenses to increase as we continue to develop our drug
candidates.

Intellectual Property Related Costs
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We capitalize costs associated with the preparation, filing and maintenance of our intellectual property rights.
Capitalized intellectual property is reviewed annually for impairment. If a patent application is approved, costs paid
by us associated with the preparation, filing and maintenance of the patent will be amortized on a straight line basis
over the shorter of 20 years or the anticipated useful life of the patent. If the patent application is not approved, costs
paid by us associated with the preparation, filing and maintenance of the patent will be expensed as part of selling,
general and administrative expenses at that time.
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Through December 31, 2008, we capitalized $733,051 in expenditures associated with the preparation, filing and
maintenance of certain of our patents, which were incurred through the year ended December 31, 2008. We
capitalized an additional $39,402 and wrote off $23,984 of previously capitalized expenditures relating to these costs
incurred for the three months ended March 31, 2009, resulting in a balance of capitalized intellectual property totaling
$748,468.

Stock-based Compensation

We value stock-based compensation pursuant to the provisions of SFAS 123(R). Accordingly, effective January 1,
2005, all stock-based compensation, including grants of employee stock options, are recognized in the statement of
operations based on their fair values.

The Financial Accounting Standards Board (FASB) issued SFAS No. 123(R) requiring all share-based payments to
employees, including grants of employee stock options, be recognized in the statement of operations based at their fair
values. The Company values employee stock-based compensation under the provisions of SFAS 123(R) and related
interpretations.

The fair value of each stock option granted is estimated on the grant date using accepted valuation techniques such as
the Black Scholes Option Valuation model or Monte Carlo Simulation depending on the terms and conditions present
within the specific option being valued. The assumptions used to calculate the fair value of options granted are
evaluated and revised, as necessary, to reflect our experience. We use a risk-free rate based on published rates from
the St. Louis Federal Reserve at the time of the option grant; assume a forfeiture rate of zero; assume an expected
dividend yield rate of zero based on our intent not to issue a dividend in the foreseeable future; use an expected life
based on the safe harbor method; and presently compute an expected volatility based on a method layering in the
volatility of the Company along with that of similar high-growth, publicly-traded, biotechnology companies due to the
limited trading history of the Company. Compensation expense is recognized using the straight-line amortization
method for all stock-based awards.

During the three months ended March 31, 2009, the Company granted no stock options. The Company recognized a
total of $101,563 in expense related to options for the three months ended March 31, 2009.  The Company also
recaptured $37,878 of previously recognized expense due to the stock option forfeitures

For the three months ended March 31, 2009 the Company also recognized a total of $202,083 expense for shares
issued under the Plan and a total of $8,333 in expense related to the amortization of restricted shares.  

During the quarters ended March 31, 2009 and 2008, the Company granted 0 and 719,948 additional stock options
pursuant to stock award agreements, respectively. We recognized a total of $63,685 and ($731,348) in expense related
to options for the quarters ended March 31, 2009 and 2008, respectively.  The weighted average, estimated grant date
fair values of stock options granted during the quarters ended March 31, 2009 and 2008 was $0 and $2.86,
respectively.

Fair Value Measurement

In September 2006, The Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting
Standards (“SFAS”) No. 157, “Fair Value Measurements.”  SFAS No. 157 provides enhanced guidance for using fair
value to measure assets and liabilities and expands disclosure with respect to fair value measurements.  This statement
was originally effective for fiscal years beginning after November 15, 2007. In February 2008, the FASB issued
FSP157-2 which allows companies to elect a one-year deferral of adoption of SFAS No. 157 for non-recurring assets
and non-financial liabilities that are recognized or disclosed at fair value in the financial statements on a non-recurring
basis. The Company has adopted SFAS No. 157 as of January 1, 2008.
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SFAS No. 157 establishes a valuation hierarchy for disclosure of the inputs to valuation used to measure fair
value.  This hierarchy prioritizes the inputs into three broad levels as follows: Level 1 inputs are quoted prices
(unadjusted) in active markets for identical assets or liabilities; Level 2 inputs are quoted prices for similar assets and
liabilities in active markets or inputs that are observable for the asset or liability, either directly or indirectly; and
Level 3 inputs are unobservable inputs in which little or no market data exists, therefore requiring a company to
develop its own assumptions.  The Company does not have any significant assets or liabilities measured at fair value
using Level 1 or Level 3 inputs as of March 31, 2009.
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The Company analyzed all financial instruments with features of both liabilities and equity under SFAS No. 150,
“Accounting for Certain Financial Instruments with Characteristics of Both Liabilities and Equity,” SFAS No. 133,
“Accounting for Derivative Instruments and Hedging Activities,” and EITF 00-19, “Accounting for Derivative Financial
Instruments Indexed to, and Potentially Settled in, a Company’s Own Stock.”

The Company carries the warrants issued in the Series D Private Placement at fair value totaling $4,401,606 and $0 as
of March 31, 2009 and December 31, 2008, respectively.  The Company recognized a fair value measurement loss of
$1,384,772 and $0 for the quarters ended March 31, 2009 and March 31, 2008, respectively.

The Company did not identify any other non-recurring assets and liabilities that are required to be presented on the
balance sheets at fair value in accordance with SFAS 157.

Impact of Recently Issued Accounting Pronouncements

In June 2008, the Financial Accounting Standards Board ("FASB") issued EITF Issue No. 07-5 ("EITF 07-5"),
Determining whether an Instrument (or Embedded Feature) is indexed to an Entity's Own Stock. EITF No. 07-5 is
effective for financial statements issued for fiscal years beginning after December 15, 2008, and interim periods
within those fiscal years. Early application is not permitted. Paragraph 11(a) of SFAS No. 133 - specifies that a
contract that would otherwise meet the definition of a derivative but is both (a) indexed to the Company's own stock
and (b) classified in stockholders' equity in the statement of financial position would not be considered a derivative
financial instrument. EITF 07-5 provides a new two-step model to be applied in determining whether a financial
instrument or an embedded feature is indexed to an issuer's own stock and thus able to qualify for the SFAS No. 133
paragraph 11(a) scope exception. The adoption of EITF 07-5 is not anticipated to materially impact our financial
statements.

In June 2008, the FASB issued EITF 08-4, "Transition Guidance for Conforming Changes to Issue No. 98-5." The
objective of EITF 08-4 is to provide transition guidance for conforming changes made to EITF No. 98-5, "Accounting
for Convertible Securities with Beneficial Conversion Features or Contingently Adjustable Conversion Ratios," that
result from EITF No. 00-27 "Application of Issue No. 98-5 to Certain Convertible Instruments," and SFAS 150,
"Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity." This Issue is
effective for financial statements issued for fiscal years ending after December 15, 2008. Early application is
permitted. We are currently evaluating the impact of adoption of EITF 08-4.

In May 2008, the FASB issued SFAS No. 162, Hierarchy of Generally Accepted Accounting Principles (“SFAS No.
162”). SFAS No. 162 identifies the sources of accounting principles and the framework for selecting the principles
used in the preparation of financial statements. The implementation of this standard did not have an impact on our
financial statements.

In April 2008, the FASB issued FASB Staff Position No. FAS 142-3, “Determination of the Useful Life of Intangible
Assets” (“FSP FAS 142-3”).  FSP FAS 142-3 amends the factors that should be considered in developing renewal or
extension assumptions used to determine the useful life of a recognized intangible asset under FASB Statement No.
142, “Goodwill and Other Intangible Assets”. The FSP is intended to improve the consistency between the useful life of
a recognized intangible asset under Statement 142 and the period of expected cash flows used to measure the fair
value of the asset under SFAS 141(R) and other U.S. generally accepted accounting principles.  The new standard is
effective for financial statements issued for fiscal years and interim periods beginning after December 15, 2008.  We
are currently evaluating the impact, if any of FSP FAS 142-3 upon adoption on our financial statements.

In March 2008, the FASB issued SFAS No. 161.  “Disclosures about Derivative Instruments and Hedging Activities,”
(SFAS No. 161).  SFAS No. 161 amends and expands the disclosure requirements of SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities.”  SFAS No. 161 requires qualitative disclosures about objectives and
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strategies for using derivatives, quantitative disclosures about fair value amounts of gains and losses on derivative
instruments and disclosures about credit-risk-related contingent features in derivative agreements.  SFAS No. 161 is
intended to improve financial reporting about derivative instruments and hedging activities by requiring enhanced
disclosures to enable investors to better understand their effects on an entity's financial position, financial
performance, and cash flows. This statement is effective for financial statements issued for fiscal years beginning after
November 15, 2008.  The adoption of SFAS No.161 will not affect our financial condition and results of operations,
but may require additional disclosures if we enter into derivative and hedging activities.
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In October 2008, the FASB issued FAS 157-3, Determining the Fair Value of a Financial Asset When the Market for
That Asset Is Not Active (FAS 157-3). FAS 157-3 clarifies the application of FASB Statement No. 157, Fair Value
Measurements, in a market that is not active and provides an example to illustrate key considerations in determining
the fair value of a financial asset when the market for that financial asset is not active. The FSP is effective upon
issuance, including for prior periods for which financial statements have not been issued. Revisions resulting from a
change in the valuation technique or its application should be accounted for as a change in accounting estimate
following the guidance in FASB Statement No. 154, Accounting Changes and Error Corrections. However, the
disclosure provisions in Statement 154 for a change in accounting estimate are not required for revisions resulting
from a change in valuation technique or its application. We believe the impact of this pronouncement on our financial
statements to be immaterial.

Results of Operations

Our operating results for the past three fiscal years have been nominal. The following table sets forth our statement of
operations data for the quarter ended March 31, 2009 and 2008, and the years ended December 31, 2008 and
December 31, 2007, and should be read in conjunction with our financial statements and the related notes appearing
elsewhere in this filing and in our Annual Report on Form 10-K for the year ended December 31, 2008.

Quarter Quarter Year Ended Year Ended
Ended Ended December 31, December 31,

31-Mar-09 31-Mar-08 2008 2007
(unaudited) (unaudited)

Revenues $ 2,309,731 $ 676,324 $ 4,705,597 $ 2,018,558
Operating expenses 3,624,771 4,744,500 19,050,965 27,960,590
Other expense (income) 1,647,237 47,002 (59,597) 2,058,236
Net interest expense (income) (3,348) (145,127) (259,844) (1,003,766)

Net income (loss) $ (2,958,929) $ (3,970,051) $ (14,025,927) $ (26,996,502)

The following table summarizes research and development expenses for the quarters ended March 31, 2009 and 2008
and the years ended December 31, 2008 and 2007 and since inception:

Quarter Quarter Year Ended Year Ended Total
Ended Ended December 31, December 31, Since

31-Mar-09 31-Mar-08 2008 2007 Inception
(unaudited) (unaudited)

 Research and development $ 2,502,881 $ 3,551,386 $ 13,160,812 $ 17,429,652 $ 45,759,603

 General $ $ - $ 251,345 $ 931,441 $ 892,456 $ 5,106,630
 Protectan CBLB502 - medical
applications $ 2,173,341 $ 1,960,377 $ 7,264,813 $ 9,885,776 $ 23,774,537
 Protectan CBLB502 - non-medical
applications $ 56,127 $ 204,064 $ 756,227 $ 815,399 $ 1,833,056
 Protectan CBLB612 $ 5,153 $ 262,954 $ 974,459 $ 1,127,248 $ 3,135,527
 Curaxin CBLC102 $ 147,177 $ 469,853 $ 1,741,194 $ 2,712,521 $ 6,613,659
 Other Curaxins $ 121,084 $ 402,792 $ 1,492,678 $ 1,996,252 $ 5,296,194
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Three Months Ended March 31, 2009 Compared to Three Months Ended March 31, 2008

Revenue

Revenue increased from $676,324 for the three months ended March 31, 2008 to $2,309,731 for the three months
ended March 31, 2009 representing an increase of $1,633,407 or 141.5% resulting primarily from an increase in
revenue from various federal grants and contracts including the Department of Defense and BARDA contracts.

See the table below for further details regarding the sources of our government grant and contract revenue:

Revenue Revenue Revenue
2009 2008 2008

Period of (thru (thru
Agency Program Amount Performance March 31) March 31)

(unaudited) (unaudited)
DoD DTRA Contract $ 1,263,836 03/2007-02/2009 $ 1,024 $ 323,826 $ 613,901

NIH
Phase II NIH SBIR

program $ 750,000 07/2006-06/2008 $ - $ 77,971 $ 77,971
NY

State/RPCI
Sponsored Research

Agreement $ 3,000,000 03/2007-02/2012 $ 24,660 $ 90,749 $ 305,298
NIH NCI Contract $ 750,000 09/2006-08/2008 $ - $ 63,778 $ 219,618

DoD DOD Contract $ 8,900,000
05/2008 -
09/2009 $ 1,180,463 $ - $ 2,938,357

HHS BARDA Contract $ 13,300,000 09/2008-09/2011 $ 702,188 $ - $ 219,412
NIH NIAID Grant $ 774,183 09/2008-02/2010 $ 401,396 $ - $ 211,040

Totals $ 2,309,731 $ 556,324 $ 4,585,597

We anticipate our revenue over the next year to be derived mainly from government grants and contracts. In addition,
it is common in our industry for companies to enter into licensing agreements with large pharmaceutical companies.
To the extent we enter into such licensing arrangements, we may receive additional revenue from licensing fees.

Operating Expenses

Operating expenses have historically consisted of costs relating to R&D and general and administrative
expenses.  R&D expenses have consisted mainly of supporting our R&D teams, process development, sponsored
research at the Roswell Park Cancer Institute and Cleveland Clinic, clinical trials and consulting fees. General and
administrative expenses include all corporate and administrative functions that serve to support our current and future
operations while also providing an infrastructure to support future growth. Major items in this category include
management and staff salaries, rent/leases, professional services and travel-related expenses. We anticipate these
expenses to increase as a result of increased legal and accounting fees anticipated in connection with our compliance
with ongoing reporting and accounting requirements of the SEC and the expansion of our business.

Operating expenses decreased from $4,744,500 for the three-months ended March 31, 2008 to $3,624,771 for the
three-months ended March 31, 2009, a decrease of $1,119,729 or 23.6%.  We recognized a total of $274,101 of
non-cash, stock-based compensation for the three-months ended March 31, 2009 compared to ($192,626) for the
three-months ended March 31, 2008.  If these non-cash, stock-based compensation expenses were excluded, operating
expenses would have decreased from $4,937,126 for the three-months ended March 31, 2008 to $3,350,670 for the
three-months ended March 31, 2009.  This represents a decrease in operating expenses of $1,586,456 or 32.1% as
explained below.
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Research and development costs decreased from $3,551,386 for the three-months ended March 31, 2008 to
$2,502,881 for the three-months ended March 31, 2009. This represents a decrease of $1,048,505 or 29.5%. We
recognized a total of $45,958 of R&D non-cash, stock based compensation for the three-months ended March 31,
2009 compared to $46,862 for the three-months ended March 31, 2008.  Without the non-cash, stock-based
compensation, the R&D expenses decreased from $3,504,524 for the three-months ended March 31, 2008 to
$2,456,923 for the three-months ended March 31, 2008; a decrease of $1,047,601 or 29.9%.  The lower research and
development expenses were a result of cost containment efforts and focusing research and development efforts on a
more select number of projects.
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Selling, general and administrative costs decreased from $1,193,114 for the three-months ended March 31, 2008 to
$1,121,890 for the three-months ended March 31, 2009.  This represents a decrease of $71,224 or 6.0%.  We
recognized a total of  $228,143 of non-cash, stock-based compensation under selling, general and administrative costs
for the three-months ended March 31, 2009 compared to ($239,488) for the three-months ended March 31, 2008.
Without the non-cash, stock-based compensation, the selling, general and administrative expenses decreased from
$1,432,602 for the three-months ended March 31, 2008 to $893,747 for the three months ended March 31, 2009; a
decrease of $538,855 or 37.6%.  The lower general and administrative expenses were incurred as a result of cost
containment efforts.

Until we introduce a product to the market, we expect these expenses in the categories mentioned above will be the
largest categories in our income statement.

Year Ended December 31, 2008 Compared to Year Ended December 31, 2007

Revenue

Revenue increased from $2,018,558 for the year ended December 31, 2007 to $4,705,597 for the year ended
December 31, 2008, representing an increase of $2,687,039 or 133.1%, resulting primarily from an increase in
revenue from the DoD contract, the BARDA contract and the NIAID grant.

See the table below for further details regarding the sources of our grant and government contract revenue:

Period of Revenue Revenue
Agency Program Amount Performance 2008 2007

DoD DTRA Contract $ 1,263,836 03/2007-02/2009 $ 613,901 $ 466,322

NIH
Phase II NIH SBIR
program $ 750,000 07/2006-06/2008 $ 77,971 $ 459,621

NASA
Phase I NASA STTR
program $ 100,000 01/2006-01/2007 $ - $ 33,197

NY State/RPCI
Sponsored Research
Agreement $ 3,000,000 03/2007-02/2012 $ 305,298 $ 329,390

NIH NCI Contract $ 750,000 09/2006-08/2008 $ 219,618 $ 440,028
DoD DOD Contract $ 8,900,000 05/2008 - 09/2009 $ 2,938,357 $ -
HHS BARDA Contract $ 13,300,000 09/2008-09/2011 $ 219,412 $ -
NIH NIAID Grant $ 774,183 09/2008-02/2010 $ 211,040 $ -

Totals $ 4,585,597 $ 1,728,558

We anticipate our revenue over the next year to be derived mainly from government grants and contracts. We have
been awarded 17 government contracts and grants totaling over $30 million in funding for R&D.  We plan to submit
proposals for additional government contracts and grants over the next two years totaling over $30 million in funding.
Many of the proposals will be submitted to government agencies that have awarded contracts and grants to us in the
recent past, but there is no guarantee that any will be awarded to us.

If these awards are not funded in their entirety or if new grants and contracts are not awarded in the future, our ability
to fund future R&D and implement technological improvements would be diminished, which would negatively impact
our ability to compete in our industry.

Operating Expenses
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Operating expenses have historically consisted of costs relating to R&D and general and administrative expenses.
R&D expenses have consisted mainly of supporting our R&D teams, process development, sponsored research at the
Roswell Park Cancer Institute and the Cleveland Clinic, clinical trials and consulting fees. We plan to incur only those
R&D costs that are properly funded, either through a government contract or grant or other capital sources such as
direct investment. General and administrative expenses include all corporate and administrative functions that serve to
support our current and future operations while also providing an infrastructure to support future growth. Major items
in this category include management and staff salaries, rent/leases, professional services and travel-related expenses.
Some of these costs will be funded through government contracts and grants that provide indirect cost reimbursement
for certain indirect costs such as fringe benefits, overhead and general and administrative expenses.
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Operating expenses decreased from $27,960,590 for the year ended December 31, 2007 to $19,050,965 for the year
ended December 31, 2008. This represents a decrease of $8,909,625 or 31.9%. We recognized a total of $1,527,598 of
non-cash compensation for stock based compensation for the year December 31, 2008 compared to $7,789,305 for the
year ended December 31, 2007. If these non-cash stock based compensation expenses were excluded, operating
expenses would have decreased from $20,171,285 for the year ended December 31, 2007 to $17,523,367 for the year
ended December 31, 2008. This represents a decrease in operating expenses of $2,647,918 or 15.1% as explained
below.

This decrease resulted primarily from a decrease in R&D expenses from $17,429,652 for the year ended December 31,
2007 to $13,160,812 for the year ended December 31, 2008, a decrease of $4,268,840 or 24.5%. The reduced R&D
expenses were incurred primarily as a result of decreasing the number of R&D subcontracts and other costs until
sufficient funding is obtained.  We recognized a total of $1,836,787 of non-cash compensation for R&D stock based
compensation for the year ended December 31, 2007 compared to $632,252 for the year ended December 31, 2008.
Without the non-cash stock based compensation, the R&D expenses decreased from $15,592,865 for the year ended
December 31, 2007 to $12,528,560 for the year ended December 31, 2008; a decrease of $3,064,305 or 19.7%.

The following table summarizes research and development expenses for the years ended December 31, 2008, 2007
and 2006 and since inception:

Year Ended
December 31,

2008

Year Ended
December 31,

2007

Year Ended
December 31,

2006

Total
Since

Inception

Research and development $ 13,160,812 $ 17,429,652 $ 6,989,804 $ 43,256,722

General $ 931,441 $ 892,456 $ 378,113 $ 5,106,630
Protectan CBLB502 - non-medical
applications $ 7,264,813 $ 9,885,776 $ 3,574,593 $ 21,601,196
Protectan CBLB502 - medical
applications $ 756,227 $ 815,399 $ 144,369 $ 1,776,929
Protectan CBLB612 $ 974,459 $ 1,127,248 $ 466,715 $ 3,130,374
Curaxin CBLC102 $ 1,741,194 $ 2,712,521 $ 1,372,998 $ 6,466,483
Other Curaxins $ 1,492,678 $ 1,996,252 $ 1,053,016 $ 5,175,110

In addition, selling, general and administrative expenses decreased from $10,530,938 for the year ended December 31,
2007 to $5,890,153, for the year ended December 31, 2008. This represents a decrease of $4,640,785 or 44.1%. These
lower selling, general and administrative expenses were incurred as a result of a substantial reduction in the non-cash
stock based compensation for the selling, general and administrative area of the Company. We recognized a total of
$5,952,517 of non-cash stock-based compensation for general and administrative compensation for the year ended
December 31, 2007 compared to $895,346 for the year ended December 31, 2008. Without the non-cash stock based
compensation, the general and administrative expenses increased from $4,578,421 for the year ended December 31,
2007 to $4,994,807 for the year ended December 31, 2008; an increase of $416,386 or 9.1%.

Until we introduce a product to the market, expenses in the categories mentioned above will be the largest component
of our income statement.
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Liquidity and Capital Resources

We have incurred annual operating losses since our inception, and, as of March 31, 2009, we had an accumulated
deficit of $59,474,080. Our principal sources of liquidity have been cash provided by sales of our securities and
government grants, contracts and agreements. Our principal uses of cash have been research and development and
working capital. We expect our future sources of liquidity to be primarily government grants, equity financing,
licensing fees and milestone payments in the event we enter into licensing agreements with third parties, and research
collaboration fees in the event we enter into research collaborations with third parties.

Net cash used in operating activities totaled $1,412,073 for the three months ended March 31, 2009, compared to
$4,243,435 used in operating activities for the three months ended March 31, 2008. Net cash used in operating
activities totaled $12,121,102 for the year ended December 31, 2008, compared to $16,607,922 used in operating
activities for the same period in 2007. For all periods, the decrease in cash used was primarily attributable to cost
containment efforts and a more focused effort in research and development.

Net cash provided by investing activities was $949,057 for the three months ended March 31, 2009 and net cash used
in investing activities was $205,813 for the three months ended March 31, 2008. Net cash used in investing activities
was $558,407 for the year ended December 31, 2008 and $442,523 used for the same period in 2007. The increase in
cash provided by investing activities resulted primarily from the sale of a short term investment.

Net cash used in financing activities totaled $3,898,184 for the three months ended March 31, 2009, compared to net
cash used in financing activities of $660,558 for the three months ended March 31, 2008.  The increase in cash
provided by financing activities was attributed to the issuance of the Series D Preferred Shares and Warrants as
compared to the cash used in financing activities to pay dividends on the Series B preferred during the first three
months of 2008. Net cash used in financing activities totaled $1,232,831 for the year ended December 31, 2008,
compared to $28,200,591 provided by financing activities for the year ended December 31, 2007. This decrease in
cash provided by financing activities was attributed to the payment of dividends on the Series B preferred as
compared to the proceeds from the issuance of Series B Preferred in connection with our Series B private placement
offering in 2007.

Under our exclusive license agreement with CCF, we may be responsible for making milestone payments to CCF in
amounts ranging from $50,000 to $4,000,000. The milestones and corresponding payments for Protectan CBLB502
and Curaxin CBLC102 are set forth below:

File IND application for Protectan CBLB502  (completed February 2008) $ 50,000
Complete Phase I studies for Protectan CBLB502 $ 100,000
File NDA application for Protectan CBLB502 $ 350,000
Receive regulatory approval to sell Protectan CBLB502 $ 1,000,000
File IND application for Curaxin CBLC102 (completed May 2006) $ 50,000
Commence Phase II clinical trials for Curaxin CBLC102 (completed January 2007) $ 250,000
Commence Phase III clinical trials for Curaxin CBLC102 $ 700,000
File NDA application for Curaxin CBLC102 $ 1,500,000
Receive regulatory approval to sell Curaxin CBLC102 $ 4,000,000

As of March 31, 2009, we have paid $50,000 for the milestone payment relating to the filing of the IND application
for Curaxin CBLC102, $250,000 for commencing Phase II clinical trials for Curaxin CBLC102 and $50,000 for the
filing of an IND application for Protectan CBLB502.  The $50,000 milestone payment for Curaxin CBLC102 was
made May 3, 2007, the $250,000 milestone was paid on August 21, 2007 and the $50,000 milestone for Protectan
CBLB502 was made on August 27, 2008 as per the terms of the agreement.
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Our agreement with the CCF also provides for payment by us to CCF of royalty payments calculated as a percentage
of the net sales of the drug candidates ranging from 1-2%, and sublicense royalty payments calculated as a percentage
of the royalties received from the sublicenses ranging from 5-35%. However, any royalty payments and sublicense
royalty payments assume that we will be able to commercialize our drug candidates, which are subject to numerous
risks and uncertainties, including those associated with the regulatory approval process, our research and development
process and other factors. Each of the above milestone payments, royalty payments and sublicense royalty payments
was accrued until CCF owns less than five percent of our common stock on a fully-diluted basis or we receive more
than $30,000,000 in funding and/or revenues from sources other than CCF, which have occurred with the completion
of the private offering in March 2007.
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To meet our longer term cash requirements, we may be required to issue equity or debt securities or enter into other
financial arrangements, including relationships with corporate and other partners. Depending upon market conditions,
we may not be successful in raising sufficient additional capital for our long-term requirements. In such event, our
business, prospects, financial condition and results of operations could be materially adversely affected.

The recent decline in the market value of certain securities backed by residential mortgage loans has led to a large
liquidity crisis affecting the broader U.S. housing market, the financial services industry and global financial markets.
Investors holding many of these and related securities have experienced substantial decreases in asset valuations and
uncertain secondary market liquidity. Furthermore, credit rating authorities have, in many cases, been slow to respond
to the rapid changes in the underlying value of certain securities and pervasive market illiquidity, regarding these
securities. As a result, this “credit crisis” may have a potential impact on our ability to raise sufficient equity capital or
substantially raise the cost of additional capital.

Impact of Inflation

We believe that our results of operations are not dependent upon moderate changes in inflation rates.

Impact of Exchange Rate Fluctuations

We believe that our results of operations are somewhat dependent upon moderate changes in foreign currency
exchange rates. We have entered into a manufacturing agreement with a foreign third party to produce one of its drug
compounds and are required to make payments in the foreign currency. Currently, our exposure primarily exists with
the Euro and the Great British Pound or GBP. As of March 31, 2009, we are obligated to make payments under the
agreement of 784,102 Euros and 88,673 GBP. We also expect to enter into additional agreements with foreign third
parties, increasing the risk. As a result, our financial results could be affected by changes in foreign currency exchange
rates. We have established means to purchase forward contracts to hedge against this risk. As of March 31, 2009, the
Company has commitments of $1,039,641 for Euros and $126,714 fpr GBP given prevailing foreign currency
exchange spot rates.

Off-Balance Sheet Arrangements

We have not entered into any off-balance sheet arrangements.
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Item 3: Quantitative and Qualitative Disclosures About Market Risk

Not applicable.

Item 4: Controls and Procedures

Effectiveness of Disclosure

Our management, with the participation of our chief executive officer and chief financial officer, evaluated the
effectiveness of our disclosure controls and procedures as of March 31, 2009 as defined in Rules 13a-15(e) and
15d-15(e) under the Securities Exchange Act of 1934, as amended, (the “Exchange Act”). Our management recognizes
that any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of
achieving their objectives and management necessarily applies its judgment in evaluating the cost-benefit relationship
of possible controls and procedures. Based on the evaluation of our disclosure controls and procedures as of March
31, 2009, our chief executive officer and chief financial officer concluded that, as of such date, our disclosure controls
and procedures were effective to assure that information required to be declared by us in reports that we file or submit
under the Exchange Act is (1) recorded, processed, summarized, and reported within the periods specified in the
SEC's rules and forms and (2) accumulated and communicated to our management, including our chief executive
officer and chief financial officer, as appropriate, to allow timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting

No change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the
Exchange Act) occurred during the fiscal quarter ended March 31, 2009 that has materially affected, or is reasonably
likely to materially affect, our internal control over financial reporting.
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PART II - Other Information

Item 1. Legal Proceedings

 As of March 31, 2009, we were not a party to any litigation or other legal proceeding.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

(a) Previously reported on Form 8-K, filed with the Securities and Exchange Commission on March 30, 2009.

(b) None.

(c) None.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Submission of Matters to a Vote of Security Holders

None.

Item 5. Other Information

None.

Item 6. Exhibits

(a) The following exhibits are included as part of this report:

Exhibit
Number Description of Document

31.1 Certification of Michael Fonstein, Chief Executive Officer, pursuant to Section 302 of the Sarbanes
Oxley Act of 2002.

31.2 Certification of John A. Marhofer, Jr., Chief Financial Officer, pursuant to Section 302 of the Sarbanes
Oxley Act of 2002.

32.1 Certification Pursuant To 18 U.S.C. Section 1350
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Signatures

In accordance with the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report
to be signed on its behalf by the undersigned thereunto duly authorized.

CLEVELAND BIOLABS, INC.

Dated: May 14, 2009 By: /s/ MICHAEL FONSTEIN
Michael Fonstein
Chief Executive Officer
(Principal Executive Officer)

Dated: May 14, 2009 By: /s/ JOHN A. MARHOFER, JR.
John A. Marhofer, Jr.
Chief Financial Officer
(Principal Financial Officer)
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Exhibit 31.1

Certification

I, Michael Fonstein, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Cleveland BioLabs, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant is made known to us by others
within those entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting.

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Dated: May 14, 2009 By: /s/ MICHAEL FONSTEIN.
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Michael Fonstein
Chief Executive Officer
(Principal Executive Officer)
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Exhibit 31.2

Certification

I, John A. Marhofer, Jr., certify that:

1. I have reviewed this quarterly report on Form 10-Q of Cleveland BioLabs, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant is made known to us by others
within those entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting.

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Dated: May 14, 2009 By: /s/ JOHN A. MARHOFER, JR.
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John A. Marhofer, Jr.
Chief Financial Officer
(Principal Financial Officer)
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Exhibit 32.1

Certification*

In connection with the Quarterly Report of Cleveland BioLabs, Inc., (the “Company”), on Form 10-Q for the quarter
ending March 31, 2009 as filed with the Securities and Exchange Commission on the date hereof (the “Periodic Report”)
pursuant to the requirement set forth in Rule 13a-14(b) of the Securities Exchange Act of 1934, as amended (the
“Exchange Act”), and Section 1350 of Chapter 63 of Title 18 of the United States Code (18 U.S.C.§ 1350), Michael
Fonstein, Chief Executive Officer of the Company, and John A. Marhofer, Jr., Chief Financial Officer of the
Company, each hereby certifies that, to the best of his knowledge:

1. The Periodic Report fully complies with the requirements of Section 13(a) or Section 15(d) of the Exchange Act,
and

2. The information contained in the Periodic Report fairly presents, in all material respects, the financial condition and
results of operations of the Company for the period covered by the Periodic Report.

Date: May 14, 2009 By: /s/ Michael Fonstein
Michael Fonstein
Chief Executive Officer
(Principal Executive Officer)

Date: May 14, 2009 By: /s/ John A. Marhofer, Jr.
John A. Marhofer, Jr.
Chief Financial Officer
(Principal Financial Officer)

This certification accompanies the Periodic Report to which it relates, is not deemed filed with the Securities and
Exchange Commission and is not to be incorporated by reference into any filing of Cleveland BioLabs, Inc. under the
Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended (whether made before or
after the date of the Periodic Report), irrespective of any general incorporation language contained in such filing.
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