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Valuation of Investments  

 

Investments are valued at fair value as determined in good faith by management and submitted to 

the Board of Directors for approval.  We invest in loan, debt, and equity instruments and there is no 

single standard for determining fair value of these investments.  As a result, determining fair value 

requires that judgment be applied to the specific facts and circumstances of each portfolio investment 

and employing a consistent valuation process.  We analyze and value each investment quarterly, and 

record unrealized depreciation for an investment that we believe has become impaired, including where 

collection of a loan or realization of the recorded value of an equity security is doubtful.  Conversely, we 

will record unrealized appreciation if we believe that an underlying portfolio company has appreciated 

in value and, therefore, its equity security has also appreciated in value.  These estimated fair values may 

differ from the values that would have been used had a ready market for the investments existed and 

these differences could be material if our assumptions and judgments differ from results of actual 

liquidation events.   

 

Our investments are carried at fair value in accordance with FASB Accounting Standards 

Codification (ASC) 820, “Fair Value Measurements and Disclosures”, which defines fair value, establishes 

a framework for measuring fair value in accordance with GAAP, and expands disclosures about fair value 

measurements.   

 

Loan investments are defined as traditional loan financings with no equity features.  Debt 

investments are defined as debt financings that include one or more equity features such as conversion 

rights, stock purchase warrants, and/or stock purchase options.  A financing may also be categorized as a 

debt financing if it is accompanied by the direct purchase of an equity interest in the company.  

 

We utilize several approaches to determine the fair value of an investment.  The main approaches 

are: 

 

 Loan and debt securities are valued at cost when it is representative of the fair value of the 

investment or sufficient assets or liquidation proceeds are expected to exist from a sale of a 

portfolio company at its estimated fair value. However, they may be valued at an amount 

other than the price the security would command given the rate and related inherent 

portfolio risk of the investment. We believe the contractual rates of the respective portfolio 

investments represent market.  

 

A loan or debt instrument may be reduced in value if it is judged to be of poor quality, 

collection is in doubt or insufficient liquidation proceeds exist.  

 

 Equity securities may be valued using the “asset approach”, “market approach” or “income 

approach.” The asset approach involves estimating the liquidation value of the portfolio 

company’s assets.  The market approach uses observable prices and other relevant information 

generated by similar market transactions.  It may include the use of market multiples derived 

from a set of comparables to assist in pricing the investment.  Additionally, we may adjust 

valuations if a subsequent significant equity financing has occurred that includes a meaningful 
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portion of the financing by a sophisticated, unrelated new investor.  The income approach 

employs a cash flow and discounting methodology to value an investment.  

 

ASC 820 classifies the inputs used to measure fair value into the following hierarchy:  

 

Level 1: Quoted prices in active markets for identical assets or liabilities, used in our valuation at the 

measurement date.  

 

Level 2: Quoted prices for similar assets or liabilities in active markets, or quoted prices for 

identical or similar assets or liabilities in markets that are not active, or other observable inputs other 

than quoted prices.  

 

Level 3: Unobservable and significant inputs to determining the fair value.  

 

Financial assets are categorized based upon the level of judgment associated with the inputs used 

to measure their fair value. 

 

Any changes in estimated fair value are recorded in the statement of operations as “Net (decrease) 

increase in unrealized depreciation or appreciation on investments.”  

 

Under the valuation policy, we value unrestricted publicly traded companies, categorized as Level 1 

investments, at the average closing bid price for the last three trading days of the reporting period.  There 

were no such Level 1 investments as of December 31, 2016.  

 

In the valuation process, we value restricted securities, categorized as Level 3 investments, using 

information from these portfolio companies, which may include:   

 

 Audited and unaudited statements of operations, balance sheets and operating budgets; 

 Current and projected financial, operational and technological developments; 

 Current and projected ability of the portfolio company to service its debt obligations; 

 The current capital structure of the business and the seniority of the various classes of equity if a 

deemed liquidation event were to occur; 

 Pending debt or capital restructuring of the portfolio company; 

 Current information regarding any offers to purchase the investment, or recent fundraising 

transactions; 

 Current ability of the portfolio company to raise additional financing if needed; 

 Changes in the economic environment which may have a material impact on the operating 

results of the portfolio company; 

 Internal occurrences that may have an impact (both positive and negative) on the operating 

performance of the portfolio company; 

 Qualitative assessment of key management; 

 Contractual rights, obligations or restrictions associated with the investment; and 

 Other factors deemed relevant by our management to assess valuation. 
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The valuation may be reduced if a portfolio company’s performance and potential have deteriorated 

significantly.  If the factors that led to a reduction in valuation are overcome, the valuation may be 

readjusted. 

 

Equity Securities  

 

Equity Securities may include preferred stock, common stock, warrants and limited liability 

company membership interests. 

 

The significant unobservable inputs used in the fair value measurement of our equity investments 

are earnings before interest, taxes and depreciation and amortization (EBITDA) and revenue multiples, 

where applicable, the financial and operational performance of the business, and the senior equity 

preferences that may exist in a deemed liquidation event.   Standard industry multiples may be used when 

available; however, our portfolio companies are typically small and in early stages of development and 

these industry standards may be adjusted to more closely match the specific financial and operational 

performance of the portfolio company.  Due to the nature of certain investments, fair value measurements 

may be based on other criteria, which may include third party appraisals.  Significant changes to the 

unobservable inputs, such as variances in financial performance from expectations, may result in a 

significantly higher or lower fair value measurement.  Significant changes in any of these unobservable 

inputs may result in a significantly higher or lower fair value estimate.  

 

Another key factor used in valuing equity investments is a significant recent arms-length equity 

transaction with a sophisticated non-strategic unrelated new investor entered into by the portfolio 

company.  The terms of these equity transactions may not be identical to the equity transactions between 

the portfolio company and us, and the impact of the difference in transaction terms on the market value of 

the portfolio company may be difficult or impossible to quantify. 

 

When appropriate the Black-Scholes pricing model is used to estimate the fair value of warrants for 

accounting purposes.  This model requires the use of highly subjective inputs including expected volatility 

and expected life, in addition to variables for the valuation of minority equity positions in small private and 

early stage companies.  Significant changes in any of these unobservable inputs may result in a significantly 

higher or lower fair value estimate. 

 

 For recent investments, we generally rely on the cost basis, which is deemed to represent fair value, 

unless other fair market value inputs are identified causing us to depart from this basis. 

 

Loans and Debt Securities 

 

The significant unobservable inputs used in the fair value measurement of our loan and debt 

securities are the financial and operational performance of the portfolio company, similar debt with similar 

terms with other portfolio companies, current market rates for underlying risks associated with the 

particular company, as well as the market acceptance of the portfolio company’s products or services and its 

future performance.  These inputs will likely provide an indicator as to the probability of principal recovery 

of the investment.  Our debt investments are often junior secured or unsecured debt securities.  Fair value 
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may also be determined based on other criteria where appropriate.  Significant changes to the unobservable 

inputs may result in a change in fair value.  For recent investments, we generally rely on the cost basis, 

which is deemed to represent the fair value, unless other fair market value inputs are identified causing us to 

depart from this basis. 
 


