Edgar Filing: Special Value Continuation Fund, LLC - Form N-2

Special Value Continuation Fund, LLC
Form N-2
March 08, 2011
As filed with the Securities and Exchange Commission on March 8, 2011

Securities Act Registration No. 333-
Investment Company Act Registration No. 811-21936

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM N-2

x Registration Statement under the Securities Act of 1933
o Pre-Effective Amendment No.
o Post-Effective Amendment No.
and/or
o Registration Statement Under the Investment Company Act of 1940
o Amendment No.

SPECIAL VALUE CONTINUATION FUND, LLC

(Exact Name of Registrant as Specified in its Charter)

2951 28th Street, Suite 1000
Santa Monica, California 90405

(Address of Principal Executive Offices)

(310) 566-1094

(Registrant s Telephone Number, Including Area Code)

Howard M. Levkowitz
Tennenbaum Capital Partners, LLC

Howard M. Levkowitz Tennenbaum Capital Partners, LLC 2951 28th Street, Suite 1000 Santa Monica, California 9(



Edgar Filing: Special Value Continuation Fund, LLC - Form N-2

2951 28th Street, Suite 1000
Santa Monica, California 90405

(Name and Address of Agent for Service)

Copies to:

Richard T. Prins, Esq.

Michael K. Hoffman, Esq.

Skadden, Arps, Slate, Meagher & Flom LLP
Four Times Square

New York, New York 10036

212-735-3000

Monica J. Shilling, Esq.

Proskauer Rose LLP

2049 Century Park East, 324 Floor
Los Angeles, CA 90067
310-557-2900

Approximate Date of Proposed Public Offering:

As soon as practicable after the effective date of this Registration Statement.

CALCULATION OF REGISTRATION FEE UNDER THE
SECURITIES ACT OF 1933

Proposed Proposed
Amount . .
. . . . . Maximum Maximum Amount of
Title of Securities Being Registered Being . . . .
. Offering Price  Aggregate Registration Fee
Registered . . .
per Unit Offering Price
Common Stock, par value $0.001 per share N/A N/A $150,000,0000D $ 17,415

Estimated pursuant to Rule 457(o0) under the Securities Act of 1933 solely for the purpose of determining the
registration fee.

ey

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 the 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 dates as the commission, acting pursuant to said

CALCULATION OF REGISTRATION FEE UNDER THE SECURITIES ACT OF 1933 2



Edgar Filing: Special Value Continuation Fund, LLC - Form N-2

Section 8(a), may determine.

CALCULATION OF REGISTRATION FEE UNDER THE SECURITIES ACT OF 1933



Edgar Filing: Special Value Continuation Fund, LLC - Form N-2

TABLE OF CONTENTS

The information in this preliminary 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 preliminary
prospectus is not an offer to sell these securities and is not soliciting an offer to buy these securities in any state where

the offer or sale is not permitted.

Subject To Completion,
Preliminary Prospectus dated March 8, 2011

PROSPECTUS

Shares

TCP Capital Corp.
Common Stock

This is an initial public offering of shares of common stock of TCP Capital Corp. Following the offering, we will be a
holding company with no direct operations of our own, and our only business and sole asset will be our ownership of

all of the limited partner interests in Special Value Continuation Partners, LP, or the Operating Company. We and the
Operating Company each will be managed by Tennenbaum Capital Partners, LLC, or TCP, which will also provide
the administrative services necessary for us to operate. TCP is a leading investment manager and specialty lender to

middle-market companies that had in excess of $4.5 billion of committed capital under management as of December

31,2010. SVOF/MM, LLC, an affiliate of TCP, will be the Operating Company s general partner. We and the
Operating Company intend to elect prior to the completion of this offering to be treated as a business development
company under the Investment Company Act of 1940.

Our investment objective is to seek to achieve high total returns while minimizing losses. We seek to achieve our
investment objective primarily through investments in debt securities of middle-market companies. Our primary
investment focus will be the investment in and origination of leveraged loans to performing middle-market

companies.

All of the shares of common stock sold in this offering will be sold by us. The net asset value of our common stock
on , 2011 (the last date prior to the date of this prospectus on which net asset value was determined) was

approximately $  per share. Prior to this offering, there has been no public market for our common stock. We

and $ . We intend to apply to

currently estimate that the initial public offering price per share will be between $
have our common stock approved for listing on The NASDAQ Global Select Market under the symbol TCPC.

This prospectus contains important information you should know before investing in our common stock. Please read it
carefully before you invest and keep it for future reference. Upon completion of this offering, we will file annual,
quarterly and current reports, proxy statements and other information about us with the Securities and Exchange
Commission. TCP maintains a website at http.//www.tennenbaumcapital.com and we intend to make all of our annual,
4
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quarterly and current reports, proxy statements and other publicly filed information available, free of charge, on or
through this website. You may also obtain such information and make stockholder inquiries by contacting us at
Tennenbaum Capital Partners, LLC, c/o Investor Relations, 2951 28th Street, Suite 1000, Santa Monica, California
90405 or by calling us at (310) 566-1094. The Securities and Exchange Commission maintains a website at
http://'www.sec.gov where such information is available without charge upon request. Information contained on our
website is not incorporated by reference into this prospectus, and you should not consider information contained on
our website to be part of this prospectus.

Our shares have no history of public trading. Shares of closed-end investment companies, including business
development companies, frequently trade at a discount from their net asset value. This risk of loss applies to
our shares of common stock as well and may be greater for investors expecting to sell their shares in a
relatively short period after completion of the public offering.

Investing in our common stock involves a high degree of risk, including credit risk and the risk of the use of
leverage. Before buying any shares of our common stock, you should read the discussion of the material risks of
investing in our common stock in Risks beginning on page 21 of this prospectus.

Per

Share Total
Public offering price $ $
Sales load (underwriting discount and commissions) $ $
Proceeds, before expenses, to the Company(!) $ $

We estimate that we will incur expenses of approximately $ ($ per share) in connection with this offering.
Such expenses will be borne by the Operating Company. Stockholders will indirectly bear such expenses through
our ownership of all of the limited partner interests in the Operating Company, which will reduce our net asset
value per share. Net proceeds, after expenses and sales load, will be approximately $ ($ per share).

We have granted the underwriters an option to purchase up to additional shares of our common stock at the
public offering price, less the sales load, within 30 days of the date of this prospectus solely to cover overallotments, if
any. If the underwriters exercise this option in full, the total price to the public, sales load and net proceeds will be

$ ,$ ,and $ , respectively. See  Underwriting.

ey

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.

The shares will be ready for delivery on or about ,2011.

BofA Merrill Lynch Wells Fargo Securities J.P. Morgan

Common Stock 5
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Statistical and market data used in this prospectus has been obtained from governmental and independent industry
sources and publications. We have not independently verified the data obtained from these sources, and we cannot
assure you of the accuracy or completeness of the data. Forward-looking information obtained from these sources is
subject to the same qualifications and the additional uncertainties regarding the other forward-looking statements
contained in this prospectus.

You should rely only on the information contained in this prospectus. We have not, and the underwriters have not,
authorized any other person to provide you with different information. If anyone provides you with different or

TABLE OF CONTENTS
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inconsistent information, you should not rely on it. We are not, and the underwriters are not, making an offer to sell
these securities in any jurisdiction where the offer or sale is not permitted. You should assume that the information in
this prospectus is accurate only as of the date on the front of this prospectus. Our business, financial condition and
prospects may have changed since that date. To the extent required by applicable law, we will update this prospectus
during the offering period to reflect material changes to the disclosure herein.
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PROSPECTUS 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 before investing in our common stock. You should read the entire
prospectus carefully, including Risks.

Throughout this prospectus, unless the context otherwise requires, references to:

Holding Company refers to Special Value Continuation Fund, LLC, a Delaware limited liability company, for the
periods prior to the consummation of the Conversion described elsewhere in this prospectus and to TCP Capital
Corp. for the periods after the consummation of the Conversion;

Operating Company refers to Special Value Continuation Partners, LP, a Delaware limited partnership;

TCP and Advisor refer to Tennenbaum Capital Partners, LLC, a Delaware limited liability company and the
investment manager,; and

General Partner and Administrator refer to SVOF/MM, LLC, a Delaware limited liability company, the general
partner of the Operating Company and an affiliate of the Advisor and administrator of the Holding Company and the
Operating Company.

For simplicity, this prospectus generally uses the term Company, we, us and our, to include the Holding
Company and, where appropriate in the context, the Operating Company, on a consolidated basis. For example, (i)
although all or substantially all of the net proceeds from this offering will be invested in the Operating Company and
all or substantially all of the Holding Company s investments will be made through the Operating Company, this
prospectus generally refers to the Holding Company s investments through the Operating Company as investments by
the Company, and (ii) although the Operating Company and not the Holding Company has entered into the
Leverage Program (defined below), this prospectus generally refers to the Operating Company s use of the Leverage
Program as borrowings by the Company, in all instances in order to make the operations and investment strategy
easier to understand. The Holding Company and the Operating Company have the same investment objective and
policies and the assets, liabilities and results of operations of the Holding Company will be consolidated with those of
the Operating Company as described below under ~ Operating and Regulatory Tax Structure.

Prior to the completion of this offering and our election to be treated as a business development company, we will
complete a conversion under which TCP Capital Corp. will succeed to the business of Special Value Continuation
Fund, LLC and its consolidated subsidiaries, and the members of Special Value Continuation Fund, LLC will become
stockholders of TCP Capital Corp. In this prospectus, we refer to such transactions as the Conversion. Unless
otherwise indicated, the disclosure in this prospectus gives effect to the Conversion.

The Company

We are an externally managed, non-diversified closed-end management investment company that will, prior to the
completion of this offering, file an election to be regulated as a business development company, or BDC, under the
Investment Company Act of 1940, as amended, or the 1940 Act. See =~ Company History and BDC Conversion. Our
investment objective is to seek to achieve high total returns while minimizing losses. We seek to achieve our
investment objective primarily through investments in debt securities of middle-market companies, which we define

PROSPECTUS SUMMARY 9
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as those with enterprise values between $150 million and $3 billion. While we intend to primarily focus on privately
negotiated investments in debt of middle-market companies, we may make investments of all kinds and at all levels of
the capital structure, including in equity interests such as preferred or common stock and warrants or options received
in connection with our debt investments. Our investment activities will benefit from what we believe are the
competitive advantages of our Advisor, including its diverse in-house skills, proprietary deal flow, and consistent and
rigorous investment process focused on established, middle-market companies. We expect to generate returns through
a combination of the receipt of contractual interest payments on debt investments and origination and similar fees,
and, to a lesser extent, equity appreciation through options, warrants, conversion rights or direct equity investments.

The Company 10
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As described in more detail below under =~ Company History and BDC Conversion, we have no employees of our own
and for so long as the Operating Company exists, our only business and sole asset will continue to be the ownership of
all of the common limited partner interests of the Operating Company. We expect to continue to conduct all of our
investment activities through the Operating Company and our investment activities will continue to be externally
managed by our Advisor, a leading investment manager with in excess of $4.5 billion in committed capital under
management as of December 31, 2010 and a primary focus on providing financing to middle-market companies.
Additionally, the Holding Company expects to continue to qualify as a regulated investment company, or RIC, under
Subchapter M of the Internal Revenue Code, or the Code, following the conversion.

Investment Portfolio

At December 31, 2010, our existing investment portfolio consisted of debt and equity positions in 44 portfolio
companies valued at approximately $453.0 million. Debt positions represented approximately 72% of the total
portfolio fair value and had a weighted-average current yield and yield to maturity of approximately 11.6% and
13.1%, respectively. For purposes of this prospectus, references to yield to maturity assume that debt investments in
our portfolio as of a certain date are purchased at fair value on that date and held until their respective maturities with
no prepayments or losses and are exited at par upon maturity. At December 31, 2010, the average investment size for
the debt investments in our existing portfolio was $5.6 million, with a weighted average remaining term of
approximately 3.9 years. Equity positions in 17 companies represented approximately 28% of the total fair value of
our existing investment portfolio.

The following charts summarize our portfolio mix by industry and type based on the fair value of our investments as
of December 31, 2010.

* Industries in aggregate less than 3% of the portfolio
At December 31, 2010, our portfolio had a higher concentration of equity investments than we anticipate our
investment strategy will target in the future, with our four largest equity positions aggregating to approximately $103
million of fair value at December 31, 2010, representing approximately 22.7% of total portfolio fair value. Our
investment portfolio as of December 31, 2010 included holdings that stem from the Company s historical allocation of
a portion of our investment strategy towards distressed investments. This component of our investment strategy
included a number of debt positions that were largely acquired through secondary market purchases of credit positions
and often led to the receipt of additional equity positions as part of in- or out-of-court debt-for-equity exchanges. We
do not intend to focus on these types of investments going forward and therefore expect to hold a smaller percentage
of equity investments in our post-initial

Investment Portfolio 11
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public offering, or IPO, portfolio. See  Investment Strategy for more information. Additionally, our existing equity
portfolio is expected to serve as a source of liquidity as we opportunistically monetize these investments.

Tennenbaum Capital Partners, LLC

Our investment activities are managed by TCP. TCP is a leading investment manager (including specialty lending to
middle-market companies). TCP is a Delaware limited liability company and is registered as an investment advisor
under the Investment Advisers Act of 1940. As of December 31, 2010, TCP had in excess of $4.5 billion in committed
capital under management, and a team of approximately 30 investment professionals supported by approximately 40
administrative and back office personnel that focus on operations, finance, legal and compliance, accounting and
reporting, investor relations, and information technology. TCP was founded in 1999 by Michael E. Tennenbaum,
Mark K. Holdsworth and Howard M. Levkowitz and its predecessor entity, formed by the same individuals,
commenced operations in 1996. The three founders along with David A. Hollander, Michael E. Leitner, Eric R. Pagel,

Philip M. Tseng, Rajneesh Vig, and Hugh Steven Wilson constitute TCP s partners, or the TCP Partners. The TCP
Partners have, on average, approximately 22 years of industry experience and nine years working together at TCP
investing in middle-market companies. Together, the TCP Partners have invested approximately $9.1 billion in over
180 companies since TCP s inception, through multiple business and credit cycles, across all segments of the capital
structure through a broad set of credit-oriented strategies including leveraged loan origination, secondary investments
of discounted debt securities, and distressed and control opportunities. We believe the TCP Partners investment
perspectives, complementary skills, and collective investment experience provides TCP with a strategic and
competitive advantage in middle-market investing.

As our investment advisor, TCP is responsible for sourcing potential investments, conducting research, analyzing
investment opportunities and structuring our investments and monitoring our portfolio companies on an ongoing basis.
We believe that TCP has a proven track record of sourcing deals, originating loans and successfully investing in
middle-market companies and that the relationships of its investment professionals are integral to TCP s success. TCP s
investment professionals have long-term working relationships with key sources of investment opportunities and
industry expertise, including investment bankers, financial advisors, attorneys, private equity sponsors, other senior
lenders, high-yield bond specialists, research analysts, accountants, and senior management teams. Additionally, TCP s
structure includes both a board of advisors and a group of Senior Executive Advisors, a team comprised of
approximately 20 current and former executives from a variety of industries, which extends the reach of TCP s
relationships through a group of seasoned industry leaders and that can enhance our deal sourcing and due diligence
activities.

We also benefit from the existing infrastructure and administrative capabilities of an established investment manager.
The General Partner, an affiliate of TCP, serves as our Administrator and provides us with office space, equipment
and office services. The tasks of our Administrator include overseeing our financial records, preparing reports to our
stockholders and reports filed with the SEC and generally monitoring the payment of our expenses and the
performance of administrative and professional services rendered to us by others.

During 2010, TCP executed over $400 million in direct origination leveraged loans primarily to middle-market
companies with average current yields of 15%, and average yields to maturity of 18% across its platform. TCP
reviewed but did not approve an additional $2.3 billion in middle-market loan origination opportunities in that period.
There can be no assurance that similar deal flow or terms will be available in the future for loans in which we may
invest.

Tennenbaum Capital Partners, LLC 12
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To achieve our investment objectives, we intend to focus on a subset of the broader investment strategies historically
pursued by TCP. Our primary investment focus will be the ongoing origination of and investments in leveraged loans
of performing middle-market companies, building on TCP s established track record of origination and participation in
the original syndication of over $3.3 billion of leveraged loans to over 40 companies since 1999. For the purposes of
this prospectus, the term leveraged loans refers to senior debt investments that rank ahead of subordinated debt and
that generally have the benefit of security interests in the assets of the borrower.

Investment Strategy 13
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We anticipate our investments will generally range from $10 million to $50 million per company, the size of which
may grow over time in proportion with our capital base. We expect to generate current returns through a combination
of the receipt of contractual interest payments on debt investments and origination and similar fees, and, to a lesser
extent, equity appreciation through options, warrants, conversion rights or direct equity investments. We often receive
equity interests such as preferred or common stock and warrants or options in connection with our debt investments.
From time to time we may also use other investment strategies, which are not our primary focus, to attempt to enhance
the overall return of our portfolio. These investment strategies may include, but are not limited to, the purchase of
discounted debt, opportunistic investments, and financial instruments to hedge currency or interest rate risk associated
with our portfolio.

Typical investments will be in performing middle-market companies. We believe that middle-market companies are
generally less able to secure financing than larger companies and thus offer better return opportunities for those able to
conduct the necessary diligence to appropriately evaluate these companies. We will focus primarily on U.S.
companies where we believe our Advisor s perspective, complementary skills and investment experience provides us
with a competitive advantage and in industries where our Advisor sees an attractive risk reward profile due to
macroeconomic trends and existing TCP industry expertise.

Our Competitive Advantages

We believe that we possess the following competitive advantages over other capital providers to middle-market
companies:

Focus on minimizing the risk of loss and achieving attractive risk-adjusted returns. We primarily structure
investments to attempt to achieve high cash yields, cash origination fees, conservative leverage, and strong contractual
protections that reduce the risk of principal loss. Contractual protections may include default premiums, information
rights, board governance rights, and affirmative, negative and financial covenants, such as lien protection and
prohibitions against change of control. While we do not expect to undertake a material focus on distressed
investments, we believe that TCP s experience in distressed investing from managing other funds helps us negotiate

more favorable terms and provides greater opportunity to achieve principal protection. See  Investment Strategy.

Diverse in-house skills and experience of our Advisor. The principals and professionals of TCP have diverse and
complementary backgrounds, including prior experience at private investment funds, investment banks, other financial
services firms, and managing companies. We believe that the diverse professional experience of TCP s principals and
professionals gives us an advantage in sourcing, evaluating, structuring, negotiating, closing, and profitably exiting
investments. TCP s advantages include:

Significant investment expertise in over 15 different industry sectors;
Track record of leveraged loan originations or participations in original syndications of over $3.3 billion to over 40
companies;
Extensive workout and restructuring capabilities honed in multiple in- and out-of-court transactions which allows us
to maximize our investment returns and minimize the risk of loss;
In-house legal expertise with significant experience protecting creditor rights;
Complementary bottom-up and top-down (macro economic) expertise; and
Expertise in analyzing highly complex companies and investments.
Consistent, proactive and rigorous investment and monitoring processes. We believe that TCP employs a proven
investment process that integrates intensive bottom-up company-level research and analysis with a proactive top-down
view of macroeconomic and industry risks and opportunities. The heart of the process is a thorough analysis of the

Our Competitive Advantages 14
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underlying issuer s business, end markets, competitors, suppliers, revenues, costs, financial statements, and the terms
of the issuer s existing obligations, including contingent liabilities (if any). TCP s professionals supplement in-house
expertise with industry experts, including TCP s Board of Advisors and Senior Executive Advisors, as well as other
CEO/CFO-level executives, with direct management experience in the industries under consideration. These company
level analyses are undertaken in the context of and supplemented by TCP s views on and understanding of industry
trends and broader economic
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conditions. These views are formulated and refined through TCP s systematic quarterly macroeconomic reviews and
quarterly industry reviews, where long-term and immediate macroeconomic trends and their impact on industry
risk/reward characteristics are determined. These views flow through to TCP s proactive deployment of research and
capital resources in the investment process. Quarterly portfolio reviews and the TCP Portfolio Company Business
Conditions Survey also help to inform TCP s macroeconomic and industry views as well as to inform reporting of deal
teams frequent monitoring of portfolio company progress, risk assessment, and refinement of exit plans. The survey is
a proprietary survey of all portfolio companies in which TCP has a sizeable influence and includes a standardized set
of questions in order to obtain insight into general business activity, pricing power, costs, margins, financing
conditions and expansion plans.

Focus on established middle-market companies. We generally invest in companies with established market positions,
seasoned management teams, proven and differentiated products and services and strong regional or national
operations. We believe that these companies possess better risk-adjusted return profiles than newer companies that are
building management or in early stages of building a revenue base. As a specialty middle-market lender, through TCP
we have proven experience structuring financing for middle-market companies and meeting their specialized needs.
We believe that there are fewer experienced finance companies focused on transactions involving small and
middle-market companies than larger companies, allowing us to negotiate favorable investment terms, including
higher yields, more significant covenant protection, and greater equity grants than typical of transactions involving
larger companies. Additionally, we believe that middle-market companies offer significant risk-adjusted return
advantages over larger companies as they are generally less able to secure financing compared to larger companies
and, we believe, are more likely as borrowers to be subject to upfront fees, prepayment premiums and higher interest
rates.

Debt platform with multiple deal sourcing channels. The employees of TCP have developed extensive networks
among investment bankers, financial advisors, attorneys, private equity sponsors, other senior lenders, high-yield bond
specialists, research analysts, accountants, and senior management teams. These networks are a valuable source of
directly originated deals and are further supplemented by the networks and experiences of TCP s Board of Advisors
and Senior Executive Advisors. Additionally, TCP s track record as a provider of middle-market financing means that
it is often the first or early call on new deal opportunities. Since inception, TCP has originated or participated in the
original syndication of $3.3 billion of newly issued loans in over 40 companies. TCP has closed transactions with
more than 35 different private equity sponsors and more than a dozen credit focused co-lenders. TCP is well known as
a lender to middle-market companies in a variety of contexts including stressed, distressed, and complex and special
situations. TCP s in-depth industry knowledge and ability to diligence complex situations thoroughly and in a timely
fashion helps to attract deal opportunities from multiple channels.

Attractively priced leverage program. We believe that the Leverage Program (defined below), combined with capital
from recent monetizations, will provide us with a substantial amount of capital for deployment into new investment
opportunities on relatively favorable terms. The Operating Company has an existing $250 million leverage program
comprised of: (i) a $116 million senior secured credit facility that matures on July 31, 2014, subject to extension by

the lenders at the request of the Operating Company for one 12-month period, which we refer to as the Revolving
Facility; and (ii) $134 million in liquidation preference of preferred interests, which mature on July 31, 2016, which
we refer to as the Preferred Interests. The Revolving Facility was entered into on July 31, 2006 with certain lenders
and in conjunction with entering into such agreement, the Operating Company also issued the Preferred Interests to

such lenders on the same date. We refer to the Revolving Facility and the Preferred Interests collectively as the

Leverage Program. Advances under the Revolving Facility generally bear interest at LIBOR plus 0.375%, subject to
certain limitations. The lenders also own an aggregate of 6,700 Preferred Interests, each of which has a liquidation

preference of $20,000 per interest, with dividends generally accruing at an annual rate equal to LIBOR plus 0.75%,
subject to certain limitations. The weighted-average financing rate on the Leverage Program at December 31, 2010

Our Competitive Advantages 16
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was 0.91%. After this offering, we will have an increased amount of borrowing available to us of $
Revolving Facility.

under the

Our Competitive Advantages
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Market opportunity

We believe that TCP has a consistent, non-cyclical track record of finding profitable opportunities to lend its managed
assets to middle-market companies under most market conditions. However, we believe that the current environment
for direct lending to middle-market companies is especially attractive for several reasons that include:

Reduced lending to middle-market companies by commercial banks. Recent regulatory changes, including the
Dodd-Frank Financial Reform Act, or the Dodd-Frank Act, and the introduction of new international capital and
liquidity requirements under the Basel III Accords, or Basel III, and the continued ownership of legacy

non-performing assets have significantly curtailed banks lending capacity. In response, we believe that many
commercial lenders have de-emphasized their service and product offerings to middle-market companies in favor of
lending, managing capital markets transactions and providing other non-credit services to their larger customers. We
expect bank lending to middle-market companies to continue to be constrained for several years as Basel III rules
phase in and rules and regulations are promulgated and interpreted under the Dodd-Frank Act.

Reduced credit supply to middle-market companies from non-bank lenders. We believe credit to middle-market
companies from non-bank lenders will also be constrained as many of those lenders have either gone out of business,
exited the market, or are winding down. Numerous hedge funds previously active in leveraged loans disappeared or
contracted during the recent financial market crises, while others exited the lending market due to asset-liability
mismatches. Other non-bank lenders exited lending due to balance sheet pressures. Furthermore, new collateralized
loan obligation, or CLO, formation has been very limited in recent years and existing CLOs authority to reinvest falls
off sharply in coming years. Along with the constraints in bank lending, this situation provides a promising
environment in which to originate loans to middle-market companies. We cannot, however, provide any assurance as
to the length of time this tight credit supply will persist.

Middle-market companies are increasingly seeking lenders with access to permanent capital for debt and equity
capital. We believe that many middle-market companies prefer to borrow from capital providers like us, rather than
execute high-yield bond or equity transactions in the public markets that may necessitate increased financial and
regulatory compliance and reporting obligations. Further, we believe many middle-market companies are inclined to
seek capital from a small number of providers with access to permanent capital that can satisfy their specific needs

and can serve as value-added, long-term financial partners with an understanding of the companies growth needs.

Large Amount of Uninvested Private Equity Capital. Private equity firms raised significant amounts of equity
commitments over the period 2006 to 2008, far in excess of the amount of equity they invested. According to the 2011
Preqin Global Private Equity Report, there was, as of December 31, 2010, approximately $559 billion of committed
private equity capital available and uninvested in the United States. We believe the large amount of undeployed
private equity capital will drive demand for leveraged buyouts over the next several years, which we believe will, in
turn, create significant leveraged lending opportunities for us.

Significant Refinancing Requirements. A significant portion of the debt associated with a large number of
middle-market leveraged mergers and acquisitions completed from 2005 to 2008 matures in the 2011 to 2015 time
period. Much of this debt will need to be refinanced as it matures. When combined with the decreased availability of
debt financing for middle-market companies generally, we believe these factors should increase lending opportunities
for us.

Attractive Pricing and Conservative Deal Structures. We believe that reduced access to, and availability of, debt
capital has improved available loan pricing for middle-market lenders. Deals since the recent credit crisis occurred,

Market opportunity 18
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which began in 2008 and included a period of disruption in the capital markets 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, have included meaningful
upfront fees, prepayment protections and, in some cases, warrants, all of which should enhance profitability to lenders.
Furthermore, since the credit crisis, lenders generally have required lower leverage levels, increased equity
contributions and more comprehensive loan covenants than
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was customary in the years leading up to the credit crisis. Lower debt multiples on purchase prices suggest that the
cash flow of borrowing companies should enable them to service their debt more readily, creating stronger protections
against a subsequent downturn.

Company History and BDC Conversion

History

We were organized on July 17, 2006 and commenced operations on July 31, 2006. We were formed as a limited
liability company under the laws of the State of Delaware and will convert to a Delaware corporation and elect BDC
status prior to the completion of this offering as described in more detail under Conversion below. On August 1, 2006,
the Holding Company registered as a non-diversified closed-end management investment company under the 1940
Act.

The Holding Company was formed by the combination of two TCP managed funds, Special Value Bond Fund II,
LLC, or SVBFII, and Special Value Absolute Return Fund, LLC, or SVAR. In August 2006, investors holding
interests totaling approximately 76% and 92% of the net asset value of SVBF II and SVAR respectively, combined
and extended their investments into the Holding Company resulting in proceeds to the Holding Company of
approximately $419 million. The Holding Company also issued $23,500 liquidation preference of preferred interests
to various investors, all of which will be redeemed prior to the completion of this offering.

The Operating Company was formed as a limited partnership under the laws of the State of Delaware. On July 31,
2006, the Operating Company registered as a non-diversified closed-end management investment company under the
1940 Act. The Operating Company issued common limited partner interests to the Holding Company and also issued

preferred limited partner interests to the lenders under the Senior Facility. The Operating Company will elect to
convert from a closed-end fund to a BDC prior to the completion of this offering. Upon the completion of this
offering, the Holding Company will conduct its investment operations as a BDC through the Operating Company. In
this regard, the Holding Company will invest substantially all of the net proceeds from this offering in the common
limited partner interests of the Operating Company and the Operating Company, in turn, will invest the proceeds in
portfolio companies. See Use of Proceeds. Following termination of the Revolving Facility, which is scheduled to
mature on July 31, 2014, subject to a one-year extension at the request of the Operating Company, it is possible that
the Operating Company will elect to terminate its existence, in which case it will redeem any Preferred Interests then
outstanding and transfer its remaining assets to the Holding Company, and the Holding Company will continue
operations as a stand-alone BDC and will make investments directly, rather than solely through the Operating
Company, in accordance with the investment objective and policies described herein.

The Conversion

Prior to the completion of our public offering, we will convert from a Delaware limited liability company to a
Delaware corporation and make an election to be treated as a BDC under the 1940 Act. Upon conversion from a
limited liability company to a corporation, owners of our common limited liability company interests will receive
shares of our new common stock with an aggregate net asset value equal to the aggregate net asset value of the limited
liability company interests owned by the stockholder on the conversion date, less the costs of the Conversion and less
the amount of any cash distributed for fractional common shares. Each of our outstanding limited liability company
interests is expected to be converted into shares of common stock based upon a net asset value at ~ , 2011 of §
which would cause us to have a total of ~ shares of common stock outstanding immediately after the Conversion
without giving effect to any shares sold in our public offering. Our preferred limited liability company interests will be

2
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redeemed prior to our conversion to a corporation. Preferred limited partnership interests in the Operating Company,
which were issued to the lenders under the Leverage Program, are expected to remain outstanding. The Holding
Company expects to continue to qualify as a RIC following the conversion.

An organizational structure diagram showing our organizational structure immediately after the initial public offering
is set forth below:
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The Holding Company s management consists of TCP and its board of directors. The Operating Company s
management consists of TCP, the General Partner and its board of directors. The board of directors of the Holding
Company and the Operating Company are comprised of the same individuals, the majority of whom are independent
of TCP and the General Partner. TCP directs and executes the day-to-day operations of the Holding Company, and
TCP directs and executes the day-to-day investment operations and the General Partner directs and executes the
day-to-day operational activities of the Operating Company, in each case subject to oversight from the respective
board of directors, which sets the broad policies of the Holding Company and performs certain functions required by
the 1940 Act for the Operating Company. The board of directors of the Operating Company has delegated investment
management of the Operating Company s assets to TCP, subject to oversight by the board of directors. The managing
member of the General Partner is TCP, which serves as the investment advisor of both the Holding Company and the
Operating Company. Substantially all of the equity interests in the General Partner are owned directly or indirectly by

TCP, employees of TCP and Babson Capital Management, LLC.

Babson Capital Management, LLC, or Babson, has historically served as our co-advisor and has participated with the
Advisor in making investment decisions. However, prior to the completion of this offering, Babson will cease serving
as a co-advisor although it will retain an interest in the General Partner. We do not expect this change to have an
adverse impact on performance.

Operating and Regulatory Tax Structure

The Holding Company elected to be treated for U.S. federal income tax purposes as a RIC under the Code and it is
expected that treatment will continue after it converts from a limited liability company to a corporation. As a RIC, the
Holding Company generally does not have to pay corporate-level federal income taxes on any net ordinary income or

capital gain that we distribute to our stockholders as dividends if we meet certain source-of-income, distribution and
asset diversification requirements. The Operating Company is not a RIC nor will it seek RIC status and instead is
intended to be treated as a partnership for tax purposes. In connection with the completion of this offering both the

Holding Company and the Operating Company will elect to be treated as BDCs under the 1940 Act. As a BDC we are
required to invest at least 70% of our total assets primarily in securities of private and certain U.S. public companies
(other than certain financial institutions), cash, cash equivalents, U.S. Government securities, and other high-quality
debt investments that mature in one year or less and to comply with other regulatory requirements, including
limitations on our use of debt. Because the Holding Company and the Operating Company will each be BDCs after
the completion of this offering, their assets, liabilities and results of operations will be consolidated for purposes of
this 70% requirement.

Operating and Regulatory Tax Structure 22
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Conflicts of Interests

TCP and the General Partner currently do, and in the future may, manage funds and accounts other than the Company,
which we refer to as the Other Advisor Accounts, with similar investment objectives as the Company. The investment
policies, advisor compensation arrangements and other circumstances of the Company may vary from those of Other
Advisor Accounts. Accordingly, conflicts may arise regarding the allocation of investments or opportunities among
the Company and Other Advisor Accounts. Investments that are suitable for the Company may not be suitable for the
Other Advisor Accounts and investments that are suitable for the Other Advisor Accounts may not be suitable for the
Company. In certain cases, investment opportunities may be made other than on a pro rata basis. For example, we may
desire to retain an asset at the same time that one or more Other Advisor Accounts desire to sell it or we may not have
additional capital to invest at a time Other Advisor Accounts do. TCP and its affiliates intend to allocate investment
opportunities to us and Other Advisor Accounts in a manner that they believe in their judgment and based upon their
fiduciary duties to be appropriate considering a variety of factors such as the investment objectives, size of
transaction, investable assets, alternative investments potentially available, prior allocations, liquidity, maturity,
expected holding period, diversification, lender covenants and other limitations of ours and the Other Advisor
Accounts. To the extent that investment opportunities are suitable for the Company and one or more Other Advisor
Accounts, TCP and the General Partner will allocate investment opportunities pro rata among the Company and Other
Advisor Accounts based on the amount of funds each then has available for such investment taking into account these
factors. Investment opportunities in certain privately placed securities will be subject to allocation pursuant to the
terms of a co-investment exemptive order under the 1940 Act applicable to funds and accounts managed by TCP and
its affiliates.

Company Information

Our administrative and executive offices are located at 2951 28th Street, Suite 1000, Santa Monica, CA 90405, and our
telephone number is (310) 566-1094. TCP maintains a website at http://www.tennenbaumcapital.com. Information
contained on this website is not incorporated by reference into this prospectus, and you should not consider

information contained on TCP s website to be part of this prospectus.

Risks

Investing in the Company and the shares of common stock offered by this prospectus involves a high degree of risk.
Certain of these risks are referenced below. See Risks beginning on page 21 of this prospectus for a more detailed
discussion of these and other material risks you should carefully consider before deciding to invest in our common

stock.

Capital markets currently remain in a period of disruption and instability, which could have a negative impact on our
business and operations and the value of our common stock.

There are numerous risks relating to our business, including credit losses on our investments, the risk of loss
associated with leverage, illiquidity and valuation uncertainties in our investments, lower amounts of income per share
while we are investing the proceeds from this offering, possible lack of appropriate investments, inability to renew,
extend or replace the Leverage Program, the lack of experience of our investment advisor in managing a BDC and our
dependence on such investment advisor.
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There are also numerous risks relating to our investments, including the risky nature of the securities in which we
invest, our potential lack of control over our portfolio companies, our limited ability to invest in public or foreign
companies and the potential incentives to our investment advisor to invest more speculatively than it would if it did
not have an opportunity to earn incentive compensation.

We also have various risks relating to our status as a BDC and a RIC, including limitations on raising additional
capital, failure to qualify as a BDC and loss of tax status as a RIC.

There are also risks relating to this offering, including volatility in our stock price, the dilution resulting from this
offering and the anti-takeover effect of certain provisions in our charter and in the Amended and Restated Limited
Partnership Agreement of the Operating Company, or the Amended and Restated Limited Partnership Agreement.
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Presentation of Historical Financial Information

Unless otherwise indicated, historical references contained in this prospectus in Selected Financial and Other Date,
Capitalization, = Management s Discussion and Analysis of Financial Condition and Results of Operations,  Senior
Securities and Portfolio Companies relate to the Holding Company and the Operating Company on a consolidated
basis.

10
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THE OFFERING

The Offering
We are offering  shares of our common stock through a group of underwriters. We have granted to the
underwriters an overallotment option to purchase up to additional shares of our common stock to cover

overallotments, if any.

Common Stock Outstanding After this Offering

shares, including shares initially acquired as limited liability company interests in Special Value

Continuation Fund, LLC and issued in the conversion to our current stockholders and excluding shares of common
stock issuable pursuant to the overallotment option granted to the underwriters.

Proposed NASDAQ Global Select Market Symbol

TCPC

Use of Proceeds
The net proceeds of the offering are estimated to be approximately $  million (approximately $  million if the
underwriters exercise their overallotment option to purchase additional shares in full) after deducting the
underwriting discounts and commissions and estimated offering expenses payable by us. We intend to use
approximately $ million of the net proceeds to reduce our borrowings outstanding under the Revolving Facility
and the remainder of the net proceeds to make investments in portfolio companies in accordance with our investment
objective and for other general corporate purposes, including payment of operating expenses. Pending investment,
we may invest the remaining net proceeds of this offering primarily in cash, cash equivalents, U.S. Government
securities and other high-quality debt investments that mature in one year or less. These securities may have lower
yields than our other investments and accordingly may result in lower distributions, if any, during such period.
Affiliates of each of Wells Fargo Securities, LLC, Natixis Bleichroeder LLC and Rabo Securities USA, Inc. are
lenders under the Revolving Facility and are each expected to receive in excess of five percent of the proceeds of
this offering. As a result of this application of proceeds, this offering is subject to the conflict of interest provisions
of Rule 5121 of the Financial Industry Regulatory Authority, Inc. Conduct Rules ( FINRA Rule 5121 ). See Use of
Proceeds.

Investment Management Arrangements
The Holding Company and the Operating Company have entered into separate but substantially identical investment
management agreements with TCP, under which TCP, subject to the overall supervision of our respective boards of
directors, will manage the day-to-day operations and provide investment advisory services to the Holding Company
and the Operating Company. For providing these services, TCP will receive a base management fee calculated at an
annual rate of 1.5% of our total assets

11
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(excluding cash and cash equivalents) payable quarterly in arrears. For purposes of calculating the base management
fee, total assets is determined without deduction for any borrowings or liabilities.
The investment management agreements also provide for performance based returns to TCP or the General Partner
(referred to herein as incentive compensation ). Under the investment management agreements and the Amended and
Restated Limited Partnership Agreement, no incentive compensation will be incurred until after January 1, 2013.
Beginning January 1, 2013, the incentive compensation will equal the sum of (1) 20% of all ordinary income since
that date and (2) 20% of all net realized capital gains (net of any net unrealized capital depreciation) since that date,
with each component being subject to a total return limitation of 8% of contributed common equity. The incentive
compensation initially will be an equity allocation to the General Partner under the Operating Company s Amended
and Restated Limited Partnership Agreement. If the Operating Company is terminated or for any other reason
incentive compensation is not distributed by the Operating Company, it would be paid pursuant to the investment
management agreement between the Holding Company and TCP.
The incentive compensation will have two components, ordinary income and capital gains. Each of the two
components of incentive compensation is separately subject to a total return limitation. Thus, we will not be
obligated to pay or distribute any ordinary income incentive compensation or any capital gains incentive
compensation if the cumulative total return does not exceed an 8% annual return on daily weighted average
contributed common equity. If such cumulative total return does exceed 8%, we will not be obligated to pay or
distribute any ordinary income incentive compensation or any capital gains incentive compensation to the extent
such amount would exceed 20% of the cumulative total return of the Company that exceeds a 10% annual return on
daily weighted average contributed common equity, plus all of the cumulative total return that exceeds an 8% annual
return on daily weighted average contributed common equity but is not more than a 10% annual return on daily
weighted average contributed common equity, less cumulative incentive compensation previously paid or distributed
(whether on ordinary income or capital gains).
Subject to the above limitation, the ordinary income component of incentive compensation will be the amount, if
positive, equal to 20% of the cumulative ordinary income before incentive compensation, less cumulative ordinary
income incentive compensation previously paid or distributed.

12
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Subject to the above limitation, the capital gains component of the incentive compensation will be the amount, if
positive, equal to 20% of the cumulative realized capital gains (computed net of cumulative realized losses and
cumulative unrealized capital depreciation), less cumulative capital gains incentive compensation previously paid or
distributed.
For purposes of the foregoing computations and the total return limitation, the relevant terms are defined in detail in
the section entitled The Advisor Investment Management Agreements.
The base management fee will be paid by the Operating Company to TCP and the incentive compensation, if any,
will be distributed by the Operating Company to the General Partner. The Holding Company, therefore, will
indirectly bear these amounts, which will be reflected in our consolidated financial statements. If the Operating
Company is terminated or for any other reason incentive compensation is not paid by the Operating Company, such
compensation would be paid to TCP directly by the Holding Company pursuant to its investment management
agreement with TCP. See The Advisor Investment Management Agreement for a more detailed description of the
investment management arrangements.

Conflicts of Interest
Because we expect that more than five percent of the net proceeds of this offering will be received by affiliates of
each of Wells Fargo Securities, LLC, Natixis Bleichroeder LLC and Rabo Securities USA, Inc., lenders under the
Revolving Facility, this offering is being conducted in accordance with FINRA Rule 5121 regarding the
underwriting of securities. FINRA Rule 5121 requires that a qualified independent underwriter as defined by the
FINRA rules participate in the preparation of the registration statement of which this prospectus forms a part and
perform its usual standard of due diligence with respect thereto. Merrill Lynch, Pierce, Fenner & Smith Incorporated
has agreed to serve as the qualified independent underwriter for the offering. See Underwriting Conflicts of Interest.

Distributions
We intend to make quarterly distributions to our stockholders commencing at the end of the quarter in which this
offering is completed. The timing and amount of our quarterly distributions, if any, will be determined by our board
of directors. Any distributions to our stockholders will be declared out of assets legally available for distribution. In
addition, because we will invest substantially all of our assets in the Operating Company, we will only be able to pay
distributions on our common stock from distributions received from the Operating Company. The Operating
Company intends to make distributions that will be sufficient to enable us to pay quarterly distributions to our
stockholders and

13

THE OFFERING 28



Edgar Filing: Special Value Continuation Fund, LLC - Form N-2

TABLE OF CONTENTS

maintain our status as a regulated investment company, or RIC, under the Code. While it is intended that the
distributions made by the Operating Company will be sufficient to enable us to pay quarterly distributions to our
stockholders and maintain our status as a RIC, there can be no assurances that the distributions from the Operating
Company will be sufficient to pay distributions to our stockholders in the future.

Taxation
The Holding Company currently is a RIC for U.S. federal income tax purposes and intends to continue to qualify
each year as a RIC. In order to qualify as a RIC, the Holding Company generally must satisfy income, asset
diversification and distribution requirements. As long as it so qualifies, the Holding Company will not be subject to
U.S. federal income tax to the extent that it distributes its investment company taxable income and net capital gain
on a timely basis. The Holding Company will invest substantially all of the net proceeds from this offering in the
Operating Company, which is treated as a partnership for U.S. federal income tax purposes. Consequently, any
references to, and description of the U.S. federal income tax aspects of, the Holding Company s investment practices
and activities, in effect, take into account the investment practices and activities of the Operating Company. See

Distributions and Tax Matters.
Custodian
Wells Fargo Bank, National Association, or the Custodian, serves as our custodian. See Custodian.
Transfer and Dividend Paying Agent
,or ,serves as our Transfer and Dividend Paying Agent. See Transfer Agent.

Borrowings and Preferred Stock
We expect to use leverage, including through the Revolving Facility, to make investments. We will be exposed to
the risks of leverage, which include that leverage may be considered a speculative investment technique. The use of
leverage magnifies the potential for gain and loss on amounts invested by us and therefore increases the risks
associated with investing in shares of our common stock. See Risk Factors.

Trading at a Discount
Shares of closed-end investment companies, including business development companies, frequently trade at a
discount from their net asset value. This risk of loss applies to our shares of common stock as well and may be
greater for investors expecting to sell their shares in a relatively short period of time after completion of the public
offering. Assuming an initial public offering price of $  per share (the mid-point of the range set forth on the cover
page of this prospectus), purchasers in this offering will experience immediate dilution of approximately $  per
share.
The possibility 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. Our net
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asset value immediately following this offering will reflect reductions resulting from the sales load and the amount
of the organization and offering expenses paid by us. This risk may have a greater effect on investors expecting to
sell their shares soon after completion of the public offering, and our shares may be more appropriate for long-term
investors than for investors with shorter investment horizons. We cannot predict whether our shares will trade above,
at or below net asset value.

Dividend Reinvestment Plan
We have a dividend reinvestment plan for our stockholders. This is an opt out dividend reinvestment plan. 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. 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.

Anti-Takeover Provisions
Our certificate of incorporation and the Amended and Restated Limited Partnership Agreement 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 Shares.

Administrator
Under a separate administration agreement, the General Partner will also serve as our Administrator. As
Administrator, the General Partner will oversee our financial records, prepare reports to our stockholders and reports
filed with the SEC, lease office space to us, provide us with equipment and office services and generally monitor the
payment of our expenses and provide or supervise the performance of administrative and professional services used
by us. We will reimburse the Administrator for its costs in providing these services.

License Agreement
We have entered into a royalty-free license agreement with TCP, pursuant to which TCP has agreed to grant us a
non-exclusive license to use the name TCP.

Available Information
We have filed with the SEC a registration statement on Form N-2 under the Securities Act of 1933, as amended, or
the Securities Act, which contains additional information about us and the shares of our common stock being offered
by this prospectus. After completion of this offering, we will be obligated to file annual, quarterly and current
reports, proxy statements and other information
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with the SEC. This information will be available at the SEC s public reference room in Washington, D.C. and on the
SEC s website at http://www.sec.gov. See Additional Information.
TCP maintains a website at http://www.tennenbaumcapital.com and we intend to make all of our annual, quarterly
and current reports, proxy statements and other publicly filed information available, free of charge, on or through
this website. You may also obtain such information by contacting us at 2951 28t Street, Suite 1000, Santa Monica,
CA 90405, or by calling us at (310) 566-1094. Information contained on TCP s website is not incorporated by
reference into this prospectus, and you should not consider information contained on TCP s website to be part of this
prospectus.
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FEES AND EXPENSES

The following table is intended to assist you in understanding the costs and expenses that an investor in this offering
will bear directly or indirectly. However, we caution you that some of the percentages indicated in the table below are
estimates and may vary. The following table and example should not be considered a representation of our
future expenses. Actual expenses may be greater or less than shown. Except where the context suggests otherwise,
whenever this prospectus contains a reference to fees or expenses paid by you, the Company, the Holding Company,
the Operating Company or us, stockholders will indirectly bear such fees or expenses, including through the
Company s investment in the Operating Company.

Stockholder Transaction Expenses

Sales Load (as a percentage of offering price) %D
Offering Expenses (as a percentage of offering price) %2
Dividend Reinvestment Plan Fees None®
Total Stockholder Transaction Expenses (as a percentage of offering price) %
Annual Expenses (as a Percentage of Net Assets Attributable to Common Stock)

Base Management Fees %@
Incentive Compensation Payable Under the Investment Management Agreement (20% of 0 %O
ordinary income and capital gains)

Interest Payments on Borrowed Funds %(©)
Other Expenses (estimated) %
Total Annual Expenses %

The underwriting discount and commission with respect to shares sold in this offering, which are one-time fees to
(1)the underwriters in connection with this offering, are the only sales load being paid in connection with this
offering.
2) Amount reflects estimated offering expenses of approximately $  and an offering size of $
(3) The expenses of the dividend reinvestment plan are included in other expenses. See Dividend Reinvestment Plan.
Base management fees will be paid quarterly in arrears. For the first calendar quarter (or portion thereof) of our
operations as a BDC, the base management fee will be calculated based on the initial value of our total assets
(excluding cash and cash equivalents) as of a date as close as practicable to the Conversion. Beginning with our
(4)second calendar quarter of operations as a BDC, the base management fee will be calculated based on the value of
our total assets (excluding cash and cash equivalents) at the end of the most recently completed calendar quarter.
The base management fee for any partial quarter will be appropriately pro rated. See The Advisor Investment
Management Agreements.
Under the investment management agreement and the Amended and Restated Limited Partnership Agreement, no
incentive compensation will be incurred until after January 1, 2013. Upon commencement, the incentive
(5)compensation will have two components, ordinary income and capital gains. Each component will be payable
quarterly in arrears (or upon termination of TCP as the investment manager or the General Partner as of the
termination date) beginning January 1, 2013.

Each of the two components of incentive compensation is separately subject to a total return limitation. Thus,
notwithstanding the following provisions, we will not be obligated to pay or distribute any ordinary income incentive
compensation or any capital gains incentive compensation if our cumulative total return does not exceed an 8% annual
return on daily weighted average contributed common equity. If our cumulative total return does exceed 8%, we will
not be obligated to pay or distribute any ordinary income incentive compensation or any capital gains incentive
compensation to the extent such amount would exceed 20% of our cumulative total return that exceeds a 10% annual
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8% annual return on daily weighted average contributed common equity but is not more than a 10% annual return on
daily weighted average contributed common equity, less cumulative incentive compensation previously paid or
distributed (whether on ordinary income or capital gains).

17

FEES AND EXPENSES 33



Edgar Filing: Special Value Continuation Fund, LLC - Form N-2

TABLE OF CONTENTS

Subject to the above limitation, the ordinary income component will be the amount, if positive, equal to 20% of the
cumulative ordinary income before incentive compensation, less cumulative ordinary income incentive compensation
previously paid or distributed.

Subject to the above limitation, the capital gains component will be the amount, if positive, equal to 20% of the
cumulative realized capital gains (computed net of cumulative realized losses and cumulative unrealized capital
depreciation), less cumulative capital gains incentive compensation previously paid or distributed. For assets held on
January 1, 2013, capital gain, loss and depreciation will be measured on an asset by asset basis against the value
thereof as of December 31, 2012. The capital gains component will be paid or distributed in full prior to payment or
distribution of the ordinary income component.

Interest Payments on Borrowed Funds represents dividends, interest and fees estimated to be accrued on the
(6)Leverage Program and amortization of debt issuance costs, and assumes the Leverage Program is fully drawn
(subject to asset coverage limitations under the 1940 Act).

Other Expenses includes our estimated overhead expenses, including expenses of the Advisor reimbursable under
the investment management agreement and of the Administrator reimbursable under the administration agreement
except for certain administration overhead costs which are not currently contemplated to be charged to us. Such
expense estimate, other than the Administrator expenses, is based on actual other expenses for the year-ended
December 31, 2010, plus an estimate of additional other expenses we expect to incur as a company with common
stock listed on a national securities market following completion of this offering.

Example

)

The following example demonstrates the projected dollar amount of total cumulative expenses (including stockholder
transaction expenses and annual 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 we have no
indebtedness and our annual operating expenses remain at the levels set forth in the table above.

1 3 5 10
Year YearsYearsYears
You would pay the following expenses on a $1,000 investment, assuming a 5% $ $ $ $
annual return
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%. There will be no incentive compensation under our investment management
agreement and the Amended and Restated Limited Partnership Agreement assuming a 5% annual return and therefore
it is not included in the example. If we achieve sufficient returns on our investments, including through the realization
of capital gains, to trigger an incentive compensation of a material amount, our distributions to our common
stockholders and our expenses would likely be higher. In addition, while the example assumes reinvestment of all
dividends and distributions 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 or distribution payable to
a participant by the market price per share of our common stock at the close of trading on the valuation date for the
dividend. See Dividend Reinvestment Plan for additional information regarding our dividend reinvestment plan.
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SELECTED FINANCIAL DATA

The selected consolidated financial and other data below reflects the consolidated historical operations of the Holding
Company and the Operating Company. This consolidated financial and other data is the Holding Company s historical
financial and other data. The Operating Company will continue to be the Holding Company s sole investment

following the completion of this offering.

Financial information below for the years ended December 31, 2010, 2009, 2008, 2007 and 2006 has been derived
from the financial statements that were audited by our independent registered public accounting firm. This selected
financial data should be read in conjunction with our financial statements and related notes thereto and Management s
Discussion and Analysis of Financial Condition and Results of Operations and Senior Securities included elsewhere in
this prospectus.

The historical and future financial information may not be representative of the Company s financial information in
future periods.

For the Year Ended December 31,

2006
2010 2009 2008 2007 (commenced
operatlons on
July 16)
Performance Data:
Interest income $32,410,819  $26,678,140  $34,719,010  $59,657,948  $28,433,717
Dividend income 13,547,924 2,250,032 14,811,181
Other income 1,842,469 417,533 238,994 15,596,152 796,634
Total investment income 47,801,212 27,095,673 37,208,036 90,065,281 29,230,351
Interest and credit agreement g5 g 949,554 5,314,342 10,070,501 4,362,240
expenses
Investment advisory expense 6,787,188 6,787,188 8,287,188 8,287,188 3,452,995
Other expenses 1,213,685 1,426,099 1,086,533 1,934,956 1,247,508
Total expenses 8,894,679 9,162,841 14,688,063 20,292,645 9,062,743
Net investment income 38,906,533 17,932,832 22,519,973 69,772,636 20,167,608
ﬁgilezse)d andunrealized gains 31 651 619 36,142,346 (209274.336) (12,036911) 26,088,629
E;lvégfsnds to preferred interest 519 759 (1740964 ) (5,190,988 (8,217,040 ) (3,505,754 )
Minority Interest 3,149,915 (10,013,581 ) (8,573,351 )
Netincrease in netassets from ¢ o0 17793 §50334214  $(188.795.436) $39.505.104  $34.177,132
operatlons
Per Share Data (at the end of
the period):
Net increase in net assets from ¢, 4 5, $124.92 $(450.63 ) $94.29 $81.58
operatlons
Distributions declared per share (89.99 (36.28 (19.10 (193.47 (45.45
Average weighted shares 418,956 418,956 418,956 418,956 418,956

outstanding for the period

SELECTED FINANCIAL DATA
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Assets and Liabilities Data:

Investments $453,034.872  $343.062.967 $348.504.225  $638.410.205
Other assets 20604286 119,642,507  19.677.567 124.167.393
Total assets 473.639.158 4627705474  368.181.792  762.577.598
an‘g:ﬁ‘tl;t drawn on credit 50,000,000 75,000,000 34,000,000 207,000,000
Other liabilities $25.050.178  $20.431,955  $3.239.231 $23.922.294
Total liabilities 75.050.178 95431955 37239231 230,922,294
19

$654,631,534
217,784,948
872,416,482

266,000,000

$22,635,770
288,635,770
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Preferred stock

Preferred limited partnership

interest

Minority Interest

Net assets

Investment Activity Data:
No. of portfolio companies at

period end
Acquisitions

Sales, repayments, and other

disposals

Weighted-Average Yield at end

of period
20
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For the Year Ended December 31,

2010

23,527
134,377,869

$264,187,584

44
$262,837,727
$192,419,667

13.1

%

2009

25,391
134,368,337

$232,879,791

40
$144,313,178
$195,383,341

12.5

%

2008

23,516
135,173,468

$195,745,577

27
$169,262,403
$257,415,641

18.5

%
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2007

26,173
135,938,203

3,149,915
$392,541,013

32
$432,268,238
$467,261,652

14.6

%

2006
(commenced
operations on
July 16)
24,267

136,087,202

13,576,334
$434,092,909

18
$112,339,174
$147,892,017

13.4 %

SELECTED FINANCIAL DATA
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RISKS

Before you invest in our common stock, 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,
including our consolidated financial statements and the related notes thereto, before you decide whether to make an
investment in our common stock. The risks set out below are not the only risks we face, but they are the principal risks
associated with an investment in the Company. Additional risks and uncertainties not currently known to us or that we
currently deem to be immaterial also may materially adversely affect our business, financial condition and/or
operating results. 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, and you may lose all or part of your investment.

Certain risks in the current environment

Capital markets were recently in a period of disruption and instability. These
market conditions have materially and adversely affected debt and equity
capital markets in the United States and abroad, which could have a negative
impact on our business and operations.

We believe that beginning in 2007, and continuing through 2010, the global capital markets were 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 have ameliorated to some degree in past months but could continue for a
prolonged period of time or worsen in the future. While these conditions persist, we and other companies in the
financial services sector may be required to, or may choose to, seek access to alternative markets for debt and equity
capital. Equity capital may be difficult to raise because, subject to some limited exceptions, as a BDC we are not
generally able to issue and sell our common stock at a price below net asset value per share without first obtaining
approval for such issuance from our stockholders and independent directors. In addition, 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. In addition, the
portfolio companies in which we will invest may not be able to service or refinance their debt, which could materially
and adversely affect our financial condition as we could experience reduced income or even losses. The inability to
raise capital and the risk of portfolio company defaults may have a negative effect on our business, financial condition
and results of operations.

Moreover, recent market conditions have made, and may in the future make, it difficult to extend the maturity of or
refinance our existing indebtedness and any failure to do so could have a material adverse effect on our business. 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.

Capital markets volatility also affects our investment valuations. While most of our investments are not publicly

traded, applicable accounting standards require us to assume as part of our valuation process that our investments are
sold in a principal market to market participants (even if we plan on holding an investment through its maturity). As a

RISKS 38



Edgar Filing: Special Value Continuation Fund, LLC - Form N-2

result, volatility in the capital markets can adversely affect our valuations.
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Risks related to our business

We may not replicate the Company s historical performance or the historical

performance of other entities managed or supported by TCP. In addition, we

will no longer employ Babson Capital Management, LLC as our co-advisor,
which may affect our ability to replicate our past performance.

We may not be able to replicate the Company s historical performance or the historical performance of TCP s
investments, and our investment returns may be substantially lower than the returns achieved by the Company in the
past. We can offer no assurance that TCP will be able to continue to implement our investment objective with the
same degree of success as it has had in the past. At December 31, 2010, equity investments represented approximately
28% of the total fair value of our existing investment portfolio. Following completion of this offering, we expect that
equity securities will be a smaller percentage of our portfolio, which may affect our ability to replicate past
performance. In addition, Babson historically served as our co-advisor and has been responsible for assisting the
Adpvisor in making investment decisions. Prior to the completion of this offering, Babson will cease serving as a
co-advisor, which may affect our ability to replicate our past performance. Investors in the Company are not acquiring
an interest in other TCP managed funds.

We may suffer credit losses.

Investment in middle-market companies is highly speculative and involves a high degree of risk of credit loss, and
therefore our securities may not be suitable for someone with a low tolerance for risk. These risks are likely to
increase during an economic recession, such as the U.S. and many other economies recently experienced.

Our use of borrowed funds and preferred securities, including under the
Leverage Program, to make investments exposes us to risks typically
associated with leverage.

The Operating Company borrows money and has the Preferred Interests outstanding through the Leverage Program.
As aresult:

our common stock is exposed to incremental risk of loss and a decrease in the value of our investments would have a
greater negative impact on the value of our common stock than if we did not use leverage;
adverse changes in interest rates could reduce or eliminate the incremental income we make with the proceeds of any
leverage;
we, and indirectly our stockholders, bear the cost of issuing and paying interest or dividends on such securities;
our ability to pay dividends on our common stock will be restricted if our asset coverage ratio is not at least 200% and
any amounts used to service indebtedness or preferred stock would not be available for such dividends; and
our ability to amend the Operating Company organizational documents or investment management agreement may be
restricted if such amendment could have a material adverse impact on the lenders under our Leverage Program.
The Preferred Interests have similar risks to our common stockholders as borrowings. The Preferred Interests rank
senior to common stock in our capital structure, resulting in the Preferred Interests having certain separate voting
rights, dividend and liquidation rights, and possibly other rights, preferences or privileges more favorable than those
granted to holders of our common stock. For example, payment of dividends and repayment of the liquidation
preference of the Preferred Interests takes preference over any dividends or other payments to our common

Risks related to our business 40
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stockholders, and preferred holders are not subject to any of our expenses or losses. Furthermore, our Preferred
Interests and the issuance of any additional preferred securities could delay, defer or prevent a transaction or a change
of control that might involve a premium price for our common stockholders or otherwise be in your best interest.
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The use of leverage creates increased risk of loss and is considered a speculative investment technique. The use of
leverage magnifies the potential gains and losses from an investment and increases the risk of loss of capital. To the
extent that income derived by us from investments purchased with borrowed funds or the issuances of preferred stock
is greater than the cost of borrowing or issuing and servicing the preferred stock, our net income will be greater than if
borrowing had not been used. Conversely, if the income from investments purchased from these sources is not
sufficient to cover the cost of the leverage, our net investment income will be less than if leverage had not been used,
and the amount available for ultimate distribution to the holders of common stock will be reduced. The extent to
which the gains and losses associated with leveraged investing are increased will generally depend on the degree of
leverage employed. We may, under some circumstances, be required to dispose of investments under unfavorable
market conditions in order to maintain our leverage, thus causing us to recognize a loss that might not otherwise have
occurred. In the event of a sale of investments upon default under our borrowing arrangements, secured creditors will
be contractually entitled to direct such sales and may be expected to do so in their interest, rather than in the interests
of the holders of common stock. Holders of common stock will incur losses if the proceeds from a sale in any of the
foregoing circumstances are insufficient, after payment in full of amounts due and payable on leverage, including
administrative expenses, to repay such holders investments in our common stock. As a result, you could experience a
total loss of your investment. Any decrease in our revenue would cause our net income to decline more than it would
have had we not borrowed funds and could negatively affect our ability to make distributions on our common stock.
The ability to service any debt or the Preferred Interests that we have or may have outstanding depends largely on our
financial performance and is subject to prevailing economic conditions and competitive pressures. The amount of
leverage that we employ at any particular time will depend on our Advisor s and our board of director s assessments of

market and other factors at the time of any proposed borrowing.

In addition to regulatory restrictions that restrict our ability to raise capital, the
Leverage Program contains various covenants which, if not complied with,
could accelerate repayment under the Revolving Facility or require
redemption of the Preferred Interests, thereby materially and adversely
affecting our liquidity, financial condition and results of operations.

Under the Leverage Program, we must comply with certain financial and operational covenants. These covenants
include:

restrictions on the level of indebtedness that we are permitted to incur and the number of Preferred Interests we are
permitted to have outstanding in relation to the value of our assets;
restrictions on our ability to make distributions and other restricted payments under certain circumstances;
restrictions on extraordinary events, such as mergers, consolidation and sales of assets;
restrictions on our ability to incur liens and incur indebtedness; and
maintenance of a minimum level of stockholders equity.

In addition, by limiting the circumstances in which borrowings may occur under the Revolving Facility, the credit
agreement related to the Revolving Facility, or the Credit Agreement, in effect provides for various asset coverage,
credit quality and diversification limitations on our investments. Such limitations may cause us to be unable to make
or retain certain potentially attractive investments or to be forced to sell investments at an inappropriate time and
consequently impair our profitability or increase losses or result in adverse tax consequences. As of December 31,
2010, we were in compliance with these covenants. However our continued compliance with these covenants depends
on many factors, some of which are beyond our control. Accordingly, there are no assurances that we will continue to
comply with the covenants in the Credit Agreement. Failure to comply with these covenants would result in a default
under the Credit Agreement which, if we were unable to obtain a waiver from the lenders thereunder, could result in

In addition to regulatory restrictions that restrict our ability to raise capital, the Leverage Program containsdarious c
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an acceleration of repayments under the Credit Agreement. In addition, a default under the Credit Agreement will, in
certain circumstances, require the Preferred Interests to be redeemed. As such, failure to comply with these covenants
could have a material adverse impact on our business, financial condition and results of operations.
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The Revolving Facility also has certain key man provisions. For example, it is an event of default if any of Michael E.
Tennenbaum, Howard M. Levkowitz or Mark K. Holdsworth ceases to be actively involved in the management of the
Advisor and is not replaced with someone with comparable skills within 180 days. Further, if any two of the
individuals cease to be actively involved in management of the Advisor, the administrative agent under the Credit
Agreement may veto a proposed replacement for one of such individuals and may veto any of the Operating
Company s portfolio transactions that are in excess of 15% of its total assets until a replacement has been appointed to
fill one of such positions.

The Revolving Facility matures in July 2014 and the Preferred Interests will be
subject to mandatory redemption in July 2016. Any inability to renew, extend
or replace the Revolving Facility or replace the Preferred Interests could
adversely impact our liquidity and ability to find new investments or maintain
distributions to our stockholders.

The Revolving Facility matures July 31, 2014, subject to extension by the lenders at our request for one 12-month
period. Advances under the Revolving Facility generally bear interest at LIBOR plus 0.375%, subject to certain
limitations. The Preferred Interests will be subject to mandatory redemption on July 31, 2016. We do not currently
know whether we will renew, extend or replace the Revolving Facility upon its maturity or replace the Preferred
Interests, or if we do either or both, whether we will be able to do so on terms that are as favorable as the Revolving
Facility or Preferred Interests, respectively.

Upon the termination of the Revolving Facility, there can be no assurance that we will be able to enter into a
replacement facility on terms that are favorable to us, if at all. We expect that any facility we enter into will likely be
on terms less favorable than currently contained in the Revolving Facility. Our ability to replace the Revolving
Facility may be constrained by then-current economic conditions affecting the credit markets. In the event that we are
not able to replace the Revolving Facility at the time of its maturity, this could have a material adverse effect on our
liquidity and ability to fund new investments, our ability to make distributions to our stockholders and our ability to
qualify as a RIC.

The creditors under the Revolving Facility have a first claim on all of the
Company s assets included in the collateral for the Revolving Facility.

Lenders have fixed dollar claims on our assets that are superior to the claims of our common stockholders or any
preferred holders. A substantial portion of our current assets have been pledged as collateral under the Revolving
Facility. If an event of default occurs under the Revolving Facility, the lenders would be permitted to accelerate
amounts due under the Revolving Facility and liquidate our assets to pay off amounts owed under the Revolving
Facility and limitations would be imposed on us with respect to the purchase or sale of investments. Such limitations
may cause us to be unable to make or retain certain potentially attractive investments or to be forced to sell
investments at an inappropriate time and consequently impair our profitability or increase our losses or result in
adverse tax consequences.

In the event of the dissolution of the Operating Company or otherwise, if the proceeds of the Operating Company s
assets (after payment in full of obligations to any such debtors and of any liquidation preference to any holders of
preferred stock) are insufficient to repay capital invested in us by the holders of the common stock, no other assets

will be available for the payment of any deficiency. None of our board of directors, TCP, the General Partner or any of
their respective affiliates, have any liability for the repayment of capital contributions made to the Company by the

The Revolving Facility matures in July 2014 and the Preferred Interests will be subject to mandatory rededwption in ,
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holders of common stock. Holders of common stock could experience a total loss of their investment in the Company.

If we incur additional leverage, it could increase the risk of investing in shares
of our common stock.

The Company has indebtedness and the Preferred Interests outstanding pursuant to the Leverage Program and expects,
in the future, to borrow additional amounts under the Revolving Facility and may increase the size of the Revolving
Facility or enter into other borrowing arrangements.

lllustration. The following table illustrates the effect of leverage on returns from an investment in our common stock
assuming various annual returns, net of expenses and preferred dividends. The calculations in the table below are
hypothetical and actual returns may be higher or lower than those appearing below. The calculation is based on our
level of leverage at December 31, 2010, which represented borrowings and
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preferred stock equal to 38.8% of our total assets. On such date, we also had $473.6 million in total assets; an average
cost of funds of 0.91%; $184.0 million aggregate principal amount of debt and liquidation preference of the Preferred
Interests outstanding; and $264.2 million of total net assets. In order to compute the Corresponding Return to
Common Stockholders, the Assumed Return on Portfolio (Net of Expenses Other than Interest) is multiplied by the
total value of our investment portfolio at December 31, 2010 to obtain an assumed return to us. From this amount, the
interest expense and preferred dividends calculated by multiplying the interest rate and dividends of 0.91% by the
$184.0 million debt and preferred stock is subtracted to determine the return available to stockholders. The return
available to stockholders is then divided by the total value of our net assets at December 31, 2010 to determine the
Corresponding Return to Common Stockholders. Actual interest payments and preferred dividends may be different.

Assumed Return on Portfolio
(Net of Expenses Other than Interest and Preferred Dividends) A0% )% 0% >% 10%
Corresponding Return to Common Stockholders 8% D% 1H% 8% 17%
The assumed portfolio return in the table is based on SEC regulations and is not a prediction of, and does not
represent, our projected or actual performance. The table also assumes that we will maintain a constant level of
leverage. The amount of leverage that we use will vary from time to time.

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

Our investments generally are made and will continue to be made in private companies. Substantially all of these
securities will be subject to legal and other restrictions on resale or will be otherwise 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 had previously recorded our investments. Further, we may face other restrictions on our ability
to liquidate an investment in a portfolio company to the extent that we or an affiliated manager has material
non-public information regarding such portfolio company.

A substantial portion of our portfolio investments may be recorded at fair
value as determined in good faith by or under the direction of our board of
directors and, as a result, there may be uncertainty regarding the value of our
portfolio investments.

The debt and equity investments that we make for which market quotations are not readily available will be valued at
fair value as determined in good faith by or under the direction of our board of directors. Due to the inherent
uncertainty of determining the fair value of investments that do not have a readily available market value, the fair
value of our investments may differ significantly from the values that would have been used had a readily available
market value existed for such investments, and the differences could be material. Our net asset value could be
adversely affected if determinations regarding the fair value of these investments were materially higher than the
values ultimately realized upon the disposal of such investments.

We will be exposed to risks associated with changes in interest rates.

General interest rate fluctuations may have a substantial negative impact on our investments, the value of our common
stock and our rate of return on invested capital. A reduction in the interest rates on new investments relative to interest
rates on current investments could also have an adverse impact on our net investment income. An increase in interest

If we incur additional leverage, it could increase the risk of investing in sharesof our common stock. 46
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rates could decrease the value of any investments we hold that earn fixed interest rates, including subordinated loans
senior and junior secured and unsecured debt securities and loans and high-yield bonds, and also could increase our
interest expense, thereby decreasing our net income. Also, an increase in interest rates available to investors could
make investment in our common stock less attractive if we are not able to increase our dividend rate, which could
reduce the value of our common stock.

If TCP is unable to manage our investments effectively, we may be unable to
achieve our investment objective. In addition, TCP may face conflicts in

’

allocating investment opportunities between us and certain other entities that

could adversely impact our investment returns.

Our ability to achieve our investment objective will depend on our ability to manage our business, which will depend,

in turn, on the ability of TCP to identify, invest in and monitor companies that meet our investment criteria.
Accomplishing this result largely will be a function of TCP s investment process. In

25

We will be exposed to risks associated with changes in interest rates.

47



Edgar Filing: Special Value Continuation Fund, LLC - Form N-2

TABLE OF CONTENTS

addition, although TCP manages closed-end funds with similar restrictions, the 1940 Act imposes numerous

If TCP is unable to manage our investments effectively, we may be unable toachieve our investment objedve. In a



