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Rationale

On Dec. 18, 2006, Standard & Poor's Ratings Services assigned its 'BBB
counterparty credit rating on American Capital Strategies Ltd. (NASDAQ ACAS).
The outl ook is stable.

The ratings are based on the firms good to excellent returns on private
i nvestnents, excellent liquidity nanagenent, significant scale relative to
conpetitors and the conpetitive advantage of its permanent capital base and
infrastructure. Ofsetting factors include very rapid growh, a high risk
portfolio, and the constraints that private investnents may place on asset
liquidity during adverse nmarkets.

Anerican Capital is a private equity firmthat provides debt and equity
capital to m ddle narket conpanies, defined as conpanies of $30 m |l i on-$500
mllion in enterprise value. American Capital focuses on financing buyouts
either as the lead equity investor or as a senior debt and/or nezzanine
| ender. The firmal so nakes direct investnents to support recapitalizations,
di stressed situations and the growh of mniddle-size conpanies. Wth al nbst $8
billion in assets and a permanent capital base, Anmerican Capital has been able
to develop an infrastructure to survey, select and structure investnments in
private, m ddl e-market conpanies. Over the past two years, managenent has
moved to invest in commercial real estate (CMBS) bonds and to establish funds
of private assets that the firmwill both invest in and nmanage for third
parties. These noves to grow its European business and add fund managenent
(with its nore stable fee inconme) al so strengthen our view of the firnms
credit worthiness.

Qur view of the firms ability to nmaintain adequate cash fl ow during
mar ket di sruptions or a prolonged downturn is critical to the rating. Wile
| ow asset liquidity has been a hallnmark of the private equity business,
Anerican Capital has denobnstrated an ability to securitize assets and garners
steady cash flow fromits fixed incone investnents. Debt funding is solid and
cash fl ow coverage netrics have been adequate even during periods of econonic
softness. In addition, managenent has cultivated excellent access to equity
markets. The firm s use of forward equity sal es bolsters our view of its
ability to maintain funding during a downturn. Anerican Capital's permnmanent
capital base and the breadth of its business are also strengths. Neverthel ess,
managenent's decision to grow rapidly limts the rating, especially in the
context of a |everaged finance market that has sustained high returns for
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| onger than has historically been the case. Al though we believe Anerican
Capital's valuation procedures are strong, these procedures al so assune a

val ue consistent with current markets. Thus during a market disruption or
recession, the value of the firns assets would decrease along with enterprise
value of its investnents. The firm s permanent capital and systematic

i nvesting platformhave hel ped Anmerican Capital carve out a strong conpetitive
position during a robust market. W remain wary of the firms rapid growth and
the high risk profile of its portfolio.

Outlook

The stable outlook I's driven by economc I ndicators that polnt toward
expandi ng comrercial activity, but the possibility of sonme weakening private
equity markets in the mediumterm This outlook inputes continued access to
capital nmarkets, sone abatenent of portfolio growh and the Iikelihood that
earnings will decline in the event of econom c softness.

As the firmis rapid growth abates, an upgrade could result from an
increase in the proportion of market insensitive revenue fromfund nanagenent
acconpani ed by stable cash interest coverage. A downgrade could result in the
event that a market pull back causes degraded access to capital markets and
greater than expected deterioration in interest coverage metrics.

Ratings List

Conmpl ete ratings information is available to subscribers of RatingsDirect, the
real -time Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at ww.ratingsdirect.com Al ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com under Credit Ratings in the left navigation bar
select Find a Rating, then Credit Ratings Search.
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