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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY
LETTER TO STOCKHOLDERS

February 12, 2008

Dear Fellow Stockholders:

Fiscal 2007 was our first full year of operations and we are very proud of what we accomplished during the
year. We accomplished three of the primary objectives that we established at our initial public offering. First, we
successfully invested the proceeds of our PO by June 2007 which was in line with our projected ramp-up period.
Second, we successfully established a revolving credit facility and invested $85 million of proceeds from that
facility. Finaly, dividends paid during fiscal 2007 of $1.345 per share exceeded our targeted distribution of $1.30
per share and we achieved our targeted distribution rate of 6.5% of the PO price one quarter earlier than anticipated.
Perhaps most importantly, we established significant investments in five private MLPs that we expect to drive our
performance over the next several years.

In terms of financial performance, one of the measures we employ to evaluate our performance is Net Asset
Value Return, which isequal to the changein net asset value per share plusthe dividends paid during the period being
measured, assuming reinvestment in our dividend reinvestment program. During fiscal 2007, our Net Asset Vaue
Return was 6.3%. Another measure of our performance isthe Market Return, which is equal to the change in share
price plusthedividends paid during the period, assuming reinvestment in our dividend reinvestment program. During
fiscal 2007, our Market Return was 9.3%. This comparesto a Market Return of negative 12.8% for an index of 23
Business Development Companies (“BDCs"). Finally, we increased our dividend three times during the fiscal year,
from an indicative rate of $0.28 cents per share paid in January 2007 to $0.405 cents per share paid in October 2007.

During fiscal 2007, we made new long-term investments totaling $214.2 million. We also closed on a senior
secured revolving credit facility with $100 million of available credit. Asaresult of our capital raising activity, as
well asthe performance of our investments, our long-term investmentsincreased to $326.7 million at November 30,
2007 compared to $106.5 million at November 30, 2006. At November 30, 2007, our investments consisted of
$235.5 million of equity securities and $91.2 million of fixed income securities. The equity and debt securities of
our five private MLPs were valued at $152.5 million, or 46.7% of total long-term investments at fiscal year end.

On January 22, 2008, we announced that we no longer intend to be treated as a Regulated Investment
Company, or “RIC”, under the U.S. Internal Revenue Code. As a result of this change, we will be taxed as a
corporation for our fiscal year ended November 30, 2008 and for future fiscal years, paying federal and applicable
state corporate taxes on our taxable income and capital gains. We will continue to be regulated asa BDC under the
Investment Company Act of 1940. Our decision to no longer be treated as a RIC is retroactive to the beginning of
our fiscal tax year, which began on December 1, 2007.

Aswe explained in our pressrelease and subsequent analyst conference, we made this election for avariety
of reasons. First and foremost wasthe fact that wewere continuing to see attractive opportunitiesto invest in private
MLPs, but were effectively precluded from making any additional investments in private MLPs due to the
requirements imposed by the U.S. Internal Revenue Code in order to qualify as a RIC (the “RIC Tests").
Furthermore, compliance with the RIC Tests was becoming increasingly difficult and would have been difficult
to maintain to the extent that one or more of our private MLPs successfully completes an initial public offering.

As a taxable corporation, we will be required to book deferred taxes on unrealized gains in our portfolio.
Based on unrealized gains of approximately $11.3 million as of January 10, 2008, we estimate that recording
deferred taxes would have had an impact of approximately $0.42 per share on our net asset value. We do not
anticipate that the election will have any immediate impact on distributable cash flow or on dividends to
stockholders. We expect that our alocation to private MLPs will increase over time and the allocation to debt
securitieswill decrease. Asaresult, we expect that distributable cash flow will grow at afaster rate as the portfolio
increases its exposureto the higher potential total returns of private ML Ps compared to second lien debt investments.

Market Review

The performance of public MLPsimpactsusin several ways. First, it directly impacts the value of our public
MLPs and MLP affiliates in our portfolio, which represented approximately 28.4% of our portfolio as of
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November 30, 2007. Second, it indirectly impacts our private MLPs, which are valued at a discount to that of
comparable public MLPs. Findly, the health of the IPO market for ML Psimpacts whether or not private companies
will consider pre-1PO financing.

The stock market performance of a market capitalization weighted index of 68 energy-related MLPs (the
“MLP Composite”) was strong throughout the first seven months of fiscal 2007, with the ML P Composite reaching
its peak in July. Since that time, MLP performance has been volatile, with the MLP Composite down 12.6% as of
fiscal year end from the peak reached in July. Explanations for the market decline vary, but virtually al are related
directly or indirectly to credit market woes and declinesin broader market indices. Additionally, ML Psexperienced
selling pressure as aresult of (1) hedge fundsthat liquidated MLP holdingsin order to fund margin calls, (2) hedge
funds that liquidated to rotate into other sectors, and (3) selling by retail investors who employ stop loss orders.
During fiscal 2007, long-term interest rates (as measured by 10-year U.S. Treasury notes) increased significantly
during the first half of the year and then peaked in June. During the third and fourth fiscal quarters, long-term
interest rates declined substantially, ending the year approximately 49 basis points lower than the start of the year
and approximately 128 basis points lower than their peak in June.

The stock market performance of BDCswas also negatively impacted by thevolatility in credit markets and
the impact it had on the overall debt and equity markets. For example, a market capitalization weighted index of
23 BDCsdeclined by 18.5% from early July through November 30, 2007. Many of the BDCsin this universe were
affected more than us as some of their investments were more negatively impacted by turmoil in the credit markets.

2008 Outlook

We continue to see many attractive investment opportunities, especialy in the form of private MLPs. The
opportunitiesto invest in private ML Ps are much more abundant than had been anticipated following our PO, with
nine private MLPs raising approximately $500 million of capital in fiscal 2007.

We believe that the growth prospects for our existing portfolio of private MLPs are strong, both through
acquisitions as well asinternal growth projects. Two of our portfolio companies, Millennium Midstream Partners
and Quest Midstream Partners, completed significant acquisitions during calendar 2007, and Direct Fuels Partners
successfully completed the construction of its ethanol terminal and bio-diesel manufacturing facility.

We expect a number of factors to impact the performance of public MLPs during 2008. We believe that
significant investment challenges exist, while opportunities remain excellent. We believe that the acquisition
prospects for MLPs remain good and that average acquisition multiples during 2008 will decline modestly from
2007 levels to reflect lower public market valuations. Furthermore, there has been a significant increase in the
number of investment opportunities to expand existing assets, which typically have much higher expected returns
(or lower multiples) than acquisitions. We think these internal growth opportunities will be an increasingly
important driver of distribution growth over the next several years, and Kayne Anderson Research estimates that
MLPs will spend over $10 billion on expansions of existing assets in 2008.

While much of the distribution growth of MLPs is being driven by ongoing M&A activity and new
expansion projects that have been placed in service, the current market brings uncertainty to the ability to finance
these new investments. Asaresult, we expect to see an increased opportunity in 2008 to utilize our industry-leading
experience in the MLP sector to structure and finance those transactions.

During fiscal 2007, the spread between MLPyieldsand 10-year U.S. Treasury rateswidened from 197 basis
points to 261 basis points. Spreads have now widened above the five-year average, and we have not seenyieldsin
the MLP sector this high since 2006. With the Federal Reserve reducing the Federal Funds Rate multiple timesin
recent months and signaling that more rate cuts are possible, we believe that therelatively high averageyield offered
by MLPs will once again attract yield-oriented investors.

We believe that MLPs, as a group, continue to offer above-average investment appea with lower-than-
average market risk. Current yield plus expected growth appears to well exceed the long-term total return expected
by many market strategists for the stock market, and Kayne Anderson Research estimates that cash distribution
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growth of MLPs should approach 10% for the third consecutive year. Asimportant, most ML Ps provide stable and
predictable cash flow from “hard assets’” and, by most measures, provide lower risk than other equity investments.
We remain confident that the long-term investment case for MLPsisvery strong, and that our selection process will
provide our stockholders with the opportunity for superior returns.

The fixed income market has experienced significant turmoil since August 2007. While interest rates have
fallen, this decline has been the result of both a weakening economy and a flight to quality. As a result, the risk
premiums have widened and the spread to U.S. Treasury ratesfor most issuers hasincreased. While we believe that
the companies in which we invest are well positioned due to the strength of the overall energy markets, we expect
that our exposureto fixed incomewill decline asaresult of our recent election to no longer betreated asaRIC. Asa
taxable corporation, fixed income investments are not as attractive, on a relative basis, to partnership equity
securities, where a large portion of the return is tax deferred.

Fiscal 2007 Financial Highlights

To more fully understand our financial results, it is important to note that the MLPs that we own in our
portfolio are treated as partnerships for federal income tax purposes. Asaresult, we reflected approximately 4% of
the cash dividends received from our MLP securities as investment income. The remaining 96% of the cash
distributions are treated as areturn of capital, which increases our realized and unrealized gains by lowering the cost
basis of our MLP securities. As a result, we expect on an ongoing basis to report a net investment loss.

Our net investment incomewas $3.6 million in fiscal 2007. This consisted of net dividends and distributions
from MLPs and other energy companies of $0.5 million after the deduction of $8.7 million of cash dividends and
distributions received by us that were treated as a return of capital. Income on fixed income investments and
repurchase agreements was $11.0 million. Expenses were $8.5 million, including $3.8 million of investment
management fees (net of waivers of $1.1 million) and $2.5 million of interest expense. Base investment man-
agement fees were equal to an annual rate of 1.34% of average total assets.

Net realized gains on investments during fiscal 2007 were $5.5 million. Net change in unrealized gains
during fiscal 2007 was $6.3 million, which was net of deferred tax expense of $2.6 million related to the investment
activities in our taxable subsidiaries. Net increase in net assets resulting from operations was $15.4 million. Net
assets applicable to common stockholders increased from $24.19 per common share to $24.39 per common share.

For fiscal 2007, we paid four quarterly dividends to our common stockholders, which totaled $1.345 per
share. On January 17, 2008, we paid adividend of $0.41 per shareto stockholders of record on December 31, 2007.
The payment of thisdividend represents our fourth consecutive quarterly dividend increase and an increase of $0.13
per sharefrom the indicative rate on our initial quarterly dividend paid on January 12, 2007. Management intendsto
continue paying quarterly dividends and expects to increase dividends to the extent permitted by increases in the
dividends and distributions from our portfolio investments.

We look forward to continuing to execute on our business plan of seeking high after-tax total returns by
investing in private and public MLPs and other energy companies. We invite you to visit our website at
www.kaynefunds.com for the latest updates.

k@g S, M

Kevin S. McCarthy
Chairman of the Board of Directors,
President and Chief Executive Officer
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

FOR THE FISCAL YEAR ENDED NOVEMBER 30, 2007
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

FOR THE TRANSITION PERIOD FROM TO
COMMISSION FILE NUMBER: 814-00725

KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY

(Exact name of registrant as specified in its charter)

Maryland 20-4991752
(State of Incorporation) (I.R.S. Employer
Identification Number)

717 Texas Avenue, Suite 3100
Houston, Texas 77002
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (713) 493-2020

Securities registered pursuant to Section 12(b) of the Act:
Title of Each Class Name of Each Exchange on Which Registered

Common Stock, par value New York Stock Exchange
$0.001 per share

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the
Securities Act.  Yes O No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes No

Indicate by check mark whether the Registrant (1) hasfiled all reportsrequired to befiled by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90 days. Yes No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K isnot contained herein, and will
not be contained, to the best of Registrant’sknowledge, in definitive proxy or information statementsincorporated by referencein Part 111
of this Form 10-K or any amendment to this Form 10-K. [

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See
definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer O Accelerated filer Non-accelerated filer O Smaller reporting company [
(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act) Yes [ No

The aggregate market value of common stock held by non-affiliates of the Registrant on January 31, 2008 based on the closing
price on that date of $23.41 on the New York Stock Exchange was $229,543,173. For the purposes of calculating this amount, only the
Registrant’s investment adviser and al directors and executive officers of the Registrant and the Registrant’s investment adviser have
been treated as affiliates. There were 10,050,446 shares of the Registrant’s common stock outstanding as of January 31, 2008.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s Proxy Statement for its 2008 Annual Meeting of Stockholdersto befiled not later than 120 days after
the end of the fiscal year covered by this Annual Report on Form 10-K are incorporated by reference into Part |11 of this Form 10-K.
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PART |

ITEM 1. BUSINESS.
About Our Company

Kayne Anderson Energy Development Company and its subsidiaries (“we,” “us,” and “our”) is a non-
diversified, closed-end management investment company organized under the laws of the State of Maryland that
has elected to be treated as a “business development company” (“BDC”) under the Investment Company Act of
1940, as amended (“1940 Act”). Prior to December 1, 2007, we elected to be treated as a regulated investment
company (“RIC”) for tax purposes under the Internal Revenue Code of 1986, as amended (the “Code”).

On January 22, 2008, we announced that we no longer intend to be treated as a RIC under the Code. Asa
result of this change, we will be taxed as a corporation for our fiscal year ended November 30, 2008 and for future
fiscal years, paying federal and applicable state corporate taxes on our taxable income and capital gains. We will
continue to be regulated as a BDC under the 1940 Act. See “Recent Developments” for more information.

We invest primarily in energy companies that are not publicly traded (“private”). Our primary investment
objectiveisto generate both current income and capital appreciation primarily through debt and equity investments.
Wewill seek to achieve this objective by investing at least 80% of our net assets together with the proceeds of any
borrowings (our “total assets’) in securities of companiesthat derive the majority of their revenue from activitiesin
the energy industry, which include Midstream Energy Companies, Upstream and Other Energy Companies.
Midstream, Upstream and Other Energy Companies are collectively referred to herein as “Energy Companies.”

e Midstream Energy Companies. Businesses that operated assets used to gather, transport, process, treat,
terminal and store natural gas, natural gas liquids, propane, crude oil or refined petroleum products.

» Upstream Energy Companies. Businesses engaged in the exploration, extraction and production of natural
resources, including natural gas, natural gas liquids and crude oil from onshore and offshore geological
reservoirs.

e Other Energy Companies. Businesses engaged in the following:
* The ownership, leasing, management, production, processing and sale of coal and coal reserves,

e The marine transportation of crude oil, refined petroleum products, liquefied natural gas, aswell as other
energy-related natural resources using tank vessels, bulk carriers and very large gas carriers; and

» Therefining, marketing and distribution of refined energy products, such as motor gasoline and propane
to retail customers and industrial end-users.

We expect that akey focusareafor our investmentsin the energy industry will continueto be equity and debt
investments in Midstream Energy Companies structured as limited partnerships. We also expect to evaluate equity
and debt investments in Other Energy Companies and companies engaged in the mining of aggregates and other
natural resources. We refer to these investments as our “Targeted Investments.” Under current market conditions,
we expect that our Targeted | nvestmentswill generally rangein size from $10 million to $60 million, although afew
investments may be in excess of this range.

Our common stock began trading on the New York Stock Exchange (“NY SE”) on September 21, 2006
through our initial public offering of 10,000,000 shares of common stock at $25.00 per share. After deducting
underwriting discounts and offering costs totaling $1.68 per share, our initial net asset value was $23.32 per share.
As of June 30, 2007, we had fully invested al of our initial proceeds in public and private securities of Energy
Companies.

As of November 30, 2007, equity and fixed income investments represented $235.5 million or 72.1% and
$91.2 million or 27.9%, respectively, of our long-term investments. Included in the equity securities were
$8.0 million of warrants and $5.0 million of preferred stock. All of our fixed income investments were in private
Energy Companies.
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Recent Developments

On January 22, 2008, we announced that we no longer intend to be treated as a RIC under the Code. Asa
result of this change, wewill be taxed as a corporation for our fiscal year ended November 30, 2008 and for future
fiscal years, paying federal and applicable state corporate taxes on our taxable income and capital gains. We will
continue to be regulated as a BDC under the 1940 Act.

The opportunities to invest in private MLPs are much more abundant than had been anticipated following
our IPO, with nine private ML Psraising approximately $500 million of capital inthelast twelve months. We believe
that private MLPs currently present an attractive investment opportunity and offer attractive risk-adjusted total
returns for our shareholders. Previously, however, compliance with certain requirements necessary to qualify as a
RIC (“RIC Tests”) limited our ability to invest in additional private MLPs.

RIC Testsrequired that 90% of our gross income come from qualified sources. Equity securities of private
partnerships, however, do not generate qualified income, thus forcing the creation of taxable subsidiaries for these
investments. Because such taxable subsidiaries were wholly-owned by us, these investments were not considered
diversified investments for purposes of the “RIC Diversification Test,” which requires that at least 50% of total
assets consist of (a) investments that each constitute less than 5% of total assets and (b) investments for which the
Company has less than 10% of voting rights in each such investment. Compliance with RIC Tests would have
become increasingly difficult to the extent that private MLPsin our portfolio are successful and go public, because
RIC Tests limit investments in public MLPs to 25% of total assets (“25% MLP Test”).

Based on the pro forma portfolio after giving effect to the election, we expect to increase the number of
investmentsin private M LPs and decrease our holdingsin second lien debt investments. Whilewewill no longer be
constrained by the 25% MLP test, this allocation may decline over time as we have more flexibility under the RIC
Diversification Test.

Our decision to no longer be treated as a RIC is retroactive to the beginning of our fiscal tax year, which
began on December 1, 2007. For the quarter ended February 29, 2008, we will record adeferred tax liability for any
unrealized gains at that time, and our net asset value will be reduced by any such deferred tax liability.

Whilewe no longer intend to be treated asa RIC under the Code, weintend to maintain our statusasaBDC.
By electing to be treated asa BDC, we are subject to provisions of the 1940 Act, including the requirements that we
must have at least 70% of assetsin “eligible portfolio companies,” generally defined as private companies with a
principal place of businessin the United States.

On January 31, 2008, we terminated our Treasury Secured Revolving Credit Facility — (the “Treasury
Facility”). All amounts of principal and interest were paid in full, and we sold $14.4 million of U.S. Treasury Bills,
which were held as collateral under the Treasury Facility. See “Liquidity and Capital Resources.”

Portfolio and I nvestment Activity

During the twelve months ended November 30, 2007, we completed the following significant private
investments, which were funded with the proceeds from our PO and through borrowings from our Senior Secured
Revolving Credit Fecility.

Millennium Midstream Partners, LP — On December 28, 2006, we and other institutional investors
announced the formation of Millennium Midstream Partners, LP (“Millennium”), a private limited partnership.
Millennium was formed to acquire the assets of Millennium Midstream Energy, LLC and its affiliates, which
operates natural gas gathering, treating and processing assets in Texas, Louisiana and the Gulf of Mexico. The
gathering business consists of over 500 miles of gas gathering pipeline. In December 2007, Millennium compl eted
the acquisition of the Wildhorse gas gathering system from Torch Energy. The acquired assets include two
gathering systems totaling 100 miles of pipeline in southeastern Crockett County, Texas. In conjunction with the
formation of Millennium, we made a $47.5 million equity investment in Millennium. As part of the initia
investment, we received 2,375,000 Class B common units, which represent a 39% limited partnership interest,
2,375,000 Class A common warrants, and 212 incentive distribution rights (21% of the incentive distribution rights
issued).
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ProPetro Services, Inc. — On February 15, 2007, we invested approximately $34.3 million in asecond lien
term loan issued by ProPetro Services, Inc. (“ProPetro”). ProPetro provides abroad range of drilling and production
related services to oil and natural gas exploration and production companies in Texas, Oklahoma, Utah and
Colorado. Services offered by ProPetro assist companiesto drill, devel op and enhance the production of natural gas,
and such services include specialty air drilling, cementing services, flow back, well control, and frac services. In
conjunction with our investment in the term loan, we received 2,904,620 warrants to purchase shares in ProPetro,
which represents an 8.4% fully diluted interest in ProPetro.

VantaCore Partners LP — On May 22, 2007, we announced the formation and funding of VantaCore
Partners LP (“VantaCore"), a private limited partnership. VantaCore was formed to acquire competitively advan-
taged aggregate businesses in the domestic U.S. market. VantaCore is currently composed of an aggregate quarry
and an asphalt business, which are located in Clarksville, Tennessee.

In conjunction with the formation of VantaCore, we invested approximately $16.3 million as follows:
$7.5 million in a senior secured term loan; $7.0 million in a subordinated convertible note; a $1.8 million equity
investment. Aspart of theinvestment, we received 91,250 common units, which representsa5% limited partnership
interest, and 1,422 incentive distribution rights (14% of the incentive distribution rights issued).

Direct Fuels Partners, L.P. — On June 8, 2007, we completed the formation of Direct Fuels Partners, L.P.
(“Direct Fuels’) to acquire the assets of Insight Equity Acquisition Partners, LP and it affiliates, which consists
primarily of specialty refining, storage and distribution assets based in North Texas. The specialty refining assetsare
dedicated to refining transportation mixture or “transmix,” the result of various fuels mixed at transition points
during shipment in arefined products pipeline, into gasoline and diesel. Direct Fuelsalso operates afuel distribution
and terminalling business and has recently expanded its business lines to aternative fuels, including the onsite
production of biodiesel and the transportation of ethanol. In conjunction with the formation of Direct Fuels, we
made a $50.2 million equity investment in Direct Fuels and received 2,500,000 Class B common units, which
represents a 38% limited partnership interest, 2,500,000 Class A common warrants, and 200 incentive distribution
rights (20% of the incentive distribution rights issued).

International Resource Partners LP — On June 12, 2007, we announced the formation of International
Resource Partners LP (“IRI”), a private limited partnership. IRl was formed to acquire International Resources,
LLC, the Central Appalachian coal subsidiary of International Industries, Inc., with reserves of 29 million tons of
metallurgical coa and 4.9 million tons of steam coal. In 2006, IRI produced approximately 2.1 million tons of
metallurgical and steam coal from its surface and underground miles in West Virginia and sold approximately
5.0 million tons of coal to domestic and international customers. IRI also owns Hampden Coal, acoal washing and
coal preparation plant; threerail loading facilities, and L ogan and Kanawha, acoal salesand marketing company. In
conjunction with the formation of IRI, we made a $30.0 million equity investment in IRI and received 1,500,000
Class A common units, which represents a 28% limited partnership interest, and 10 incentive distribution rights
(10% of the incentive distribution rights issued).

Quest Midstream Partners, L.P. — On October 30, 2007, we invested approximately $7.0 million in Quest Mid-
stream Partners, L.P. (“Quest”), a private limited partnership. Quest, which is a subsidiary of Quest Resource
Corporation, owns a gas gathering system that includes 1,800 miles in the Cherokee Basin of Kansas and Oklahoma.
This gas gathering system handles al of the natural gas produced by Quest Resource Corporation and also has capacity
for natural gas produced by other companies. As aresult of its acquisition during 2007 of certain assets from Enbridge
Midcoast Energy, L.P, Quest also owns 1,100 miles of interstate gas transmission pipeline in the Wichita and Kansas
City area. In conjunction with our investment, we received 350,000 common units, which represents a 2.5% limited
partnership interest.
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Our Top Ten Portfolio I nvestments as of November 30, 2007

Listed below are our top ten portfolio investments as of November 30, 2007, represented as a percentage of
our total assets™.

Per cent
Public/ Amount of Total
I nvestment Private Sector ($in millions) Assets
1. Direct Fuels Partners, L.P® Private Midstream — Specialty $ 51.3 14.4%
Products and Distribution
2. Millennium Midstream Partners, LP®  Private  Midstream — Gas Gathering 475 134
and Processing
3. ProPetro Services, Inc.Y Private Qilfield Services 34.4 9.7
4. International Resource Partners LP®  Private Coal 30.0 8.4
5. VantaCore Partners LP® Private Aggregates and Mining 16.8 4.7
6. Targa Resources, Inc. Private Midstream 9.1 2.6
7. SemGroup, L.P. Private Midstream 8.6 24
8. Quest Midstream Partners, L.P(" Private Midstream 7.0 2.0
9. Enterprise Products Partners L.P. Public Midstream 6.9 19
10. SandRidge Energy Inc.® Private Upstream 5.7 1.6
TOTAL $217.3 61.1%

(1) Total assets were $355.4 million as of November 30, 2007.

(2) Our investment in Direct Fuels Partners, L.P. includes 2,500,000 Class B common units, which represents a
38% limited partnership interest, 2,500,000 Class A warrants and 200 incentive distribution rights.

(3) Our investment in Millennium Midstream Partners, LP includes 2,375,000 Class B common units, which
represents a 39% limited partnership interest, 2,375,000 Class A warrants and 212 incentive distribution rights.

(4) Our investment in ProPetro Services, Inc. includes a senior secured second lien term loan ($34.3 million) and
2,904,620 warrants ($0.1 million).

(5) Our investment in International Resource Partners LP includes 1,500,000 Class A common units, which
represents a 28% limited partnership interest and 10 incentive distribution rights.

(6) Our investment in VantaCore Partners LP includes a senior secured second lien term loan ($7.5 million), a
subordinated convertible note ($7.4 million), 91,250 common units ($1.9 million), which represents a 5%
limited partnership interest, and 1,422 incentive distribution rights.

(7) Our investment in Quest Midstream Partners, L.P. includes 350,000 common units, which represents a 2.5%
limited partnership interest.

(8) Floating rate unsecured bridge loan facility.

About Our | nvestment Adviser

KA Fund Advisors, LLC (“KAFA™), asubsidiary of Kayne Anderson Capital Advisors, L.P, (“KACALP’)
and together with KAFA (*Kayne Anderson”), externally manages and advises us pursuant to our investment
management agreement. KAFA isregistered as an investment adviser under the Investment Advisers Act of 1940.
Kayne Anderson is a leading investor in both public and private energy companies. At November 30, 2007,
Kayne Anderson managed approximately $9.0 billion, including $7.7 billion in securities of energy companies.

We believe that KAFA's market knowledge, experience and industry relationships enable KAFA to identify
and exploit investment niches and opportunities which are believed to be less understood and generally not pursued
by the broader investment community. Further, the senior professionals of KAFA have developed a strong
reputation in the energy sector and have many long-term relationships with industry executives, which we believe
provides us an important advantage in sourcing and structuring transactions.
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Our portfolio is managed by two of KAFA's Senior Managing Directors, Kevin S. McCarthy, our
Chief Executive Officer who focuses on private investments, and J. C. Frey, who focuses on investments in
publicly traded securities of MLPs and other Energy Companies. Messrs. McCarthy and Frey draw on the research
and analytical support of David LaBonte, a Senior Managing Director of KACALP; James C. Baker, a Senior
Managing Director of KAFA; Richard Kayne, KACALP's Chief Executive Officer; and Robert V. Sinnott, one of
our directors and KACALP's President and Chief Investment Officer. Mr. Sinnott has been principally responsible
for executing Kayne Anderson’s energy industry investments in general, and Messrs. Kayne and Sinnott have
approximately 70 years of combined investment experience.

About the Characteristics of Energy Companies in Which We I nvest

We believe that we have a competitive advantage through our relationship with KAFA, whose market
knowledge, experience and industry rel ationships contribute to our ability to seek investmentsin public and private
companies that possess the following characteristics to create an attractive investment portfolio.

e Sable Cash Flows. Specificaly, our investments in Midstream Energy Companies generate stable cash
flows, as companies in this sector have a substantial portion of their assets in fee-based businesses with
limited commodity price risk and exposure. Our investments in Upstream Energy Companies focus on
lower-risk assets such as exploitation and devel opment opportunities and assets with long-lived production.

e Consistent and Predictable Demand. We believe that Upstream Energy Companies will continue to
produce oil and gas at the maximum practicable rate for their oil and gas wells and that production will be
relatively predictable. Midstream Energy Companies will continue to benefit from related increases in
demand for gathering, processing and transporting products.

¢ Increased Cash Flowsfor Internal Growth. Midstream Energy Companies generate revenues based in part
on the volumes of products handed or transported, and volume increases have a significant impact on
earnings and cash flow growth, since midstream assets generally have a high percentage of fixed costs and
low percentage of variable costs.

e Substantial Growth for New Projects.  Increased drilling activity in basins that were previously thought to
be uneconomic in alower commaodity price environment isaresult of the substantial increase in oil and gas
prices over the past two years. This increased activity has created the need for additional midstream
infrastructure to move new production to market, and many of our investmentsinclude expansion of existing
infrastructure or investments in new projects to meet these production needs.

e Limited Commodity Price Risk. Our investments have limited direct and indirect commodity price risk.
Some of our investments may have more substantial commodity price risk, but these companies use
appropriate financial risk management products, such as commodity swaps, to mitigate exposure to
commodity price fluctuations.

¢ Proven Management Teams.  Our investments arein companies with management teamsthat have aproven
track record of success, but who have limited access to capital markets or who seek to raise capital through
private sources. In general, these management teams will often have substantial knowledge and focusin a
particular geographic area or with respect to certain types of assets.

On-Going Relationships with and Monitoring of Portfolio Companies

We closely monitor each investment we make, and for many of our private investments, we maintain regular
dialogue with both the management team and other stakeholders and seek specifically tailored financial reporting
from these private investments. In addition, our senior management investment personnel may often hold board
seats for the private companies in which we invest. In addition to covenants and other contractual rights, following
our investment, we seek to exert significant influence on our private investments through board participation, when
appropriate, and by actively working with management on strategic initiatives.
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Managerial Assistance

As a BDC, we offer, and must provide upon request, managerial assistance to our private portfolio
companies. This assistance could involve, among other things, monitoring the operations of our private portfolio
companies, participating in board and management meetings, consulting with and advising officers of private
portfolio companies and providing other organizational and financial guidance. We may receive fees for these
services, and KAFA provides such managerial assistance on our behalf to private portfolio companies that request
this assistance.

Staffing

We do not currently have any employees and do not expect to have any employees. KAFA provides services
necessary for our business, pursuant to the terms of the investment management agreement. Our executive officers
are comprised of Kevin S. McCarthy, President and Chief Executive Officer; J.C. Frey, Vice President, Assistant
Secretary and Assistant Treasurer; Terry A. Hart, Chief Financial Officer and Treasurer; David J. Shladovsky,
Chief Compliance Officer and Secretary; James C. Baker, Vice President; and Ron M. Logan, Jr., Vice President.
Messrs. McCarthy and Frey serve as our portfolio managers.

KAFA isoperated by Mr. McCarthy and other senior personnel of KACALP. Except for Messrs. Shladovsky
and Frey, our executive officers are employees of KAFA and arelocated in Houston. Some of the services necessary
for the origination and administration of our investment portfolio are provided by investment professionals located
in Los Angeles who are, and will continue to be, employed by KACALP.

Operating and Regulatory Structure

WeareaBDC under the 1940 Act and, sinceinception through our most recently completed fiscal year, have
elected to be treated as a RIC under Subchapter M of the Code. On January 22, 2008, we announced that we no
longer intend to be treated as a RIC under the Code. Asaresult of this change, wewill be taxed as a corporation for
our fiscal year ended November 30, 2008 and for future fiscal years, paying federal and applicable state corporate
taxes on our taxable income and capital gains. We will continue to be regulated as a BDC under the 1940 Act.

AsaBDC, wewill generally be prohibited from acquiring assets other than “ qualifying assets’ unless, after
giving effect to the acquisition, at least 70% of our total assets are qualifying assets. Qualifying assets generally
include securities of eligible portfolio companies, cash, cash equivalents, U.S. government securities and high-
quality debt instruments maturing in one year or less from the time of investment. The Securities and Exchange
Commission (“SEC”) adopted rules under the 1940 Act to expand the definition of “eligible portfolio company” to
include al private companies whose securities are not listed on anational securities exchange. Therulesalso permit
ustoinclude as qualifying assets certain follow-on investmentsin companies that were eligible portfolio companies
at the time of initial investment but that no longer meet the definition. These rules became effective November 30,
2006. We are also no longer required to determine the eligibility of a portfolio company by reference to whether or
not it has outstanding margin securities. In addition to the adoption of the rules described above, the SEC also
reproposed for comment a rule that would include as eligible portfolio companies certain public companies that
have listed their securities on a national securities exchange, as long as their public float and/or market capital-
ization are below a specified level. We will continue to monitor closely any developments with respect to the
definition of eligible portfolio company, and intend to adjust our investment focus as needed to comply with and/or
take advantage of the new rules as well as any other regulatory, legislative, administrative or judicial actionsin this
area.

AsaBDC, wemust adhere to certain substantive regulatory requirements, and the 1940 Act contains certain
provisions and restrictions relating to transactions between BDCs and their affiliates, including KAFA, principal
underwriters, and our affiliates. The majority of our directors must be persons other than “interested persons’ as
defined in the 1940 Act, and under the 1940 Act, we may not change the nature of our business so asto ceaseto be,
or to withdraw our election as, a BDC unless first approved by the majority of our outstanding voting securities.
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Codes of Ethics

We have adopted a supplemental antifraud code of ethics which appliesto, among others, our principal and
senior financia officers, including our principal executive officer and principal financial officer. Our supplemental
antifraud code of ethics was filed with the SEC on February 16, 2007 as Exhibit 14.1 of the Annual Report on
Form 10-K for the fiscal year ended November 30, 2006 and can be accessed via the SEC's Internet site at
http://www.sec.gov. The Company will disclose any amendments to or waivers of required provisions of this code
on Form 8-K.

We have also adopted a code of ethics pursuant to Rule 17j-1 under the 1940 Act that establishes personal
trading procedures for employees designated as access persons. ACcess persons may engage in personal securities
transactions, including transactions involving securities that are currently held by us or, in limited circumstances,
that are being considered for purchase or sale by us, subject to certain general restrictions and procedures set forthin
our code of ethics. Our code of ethics is filed as Exhibit 99.2(R)(1) to pre-effective Amendment No. 5 to our
Registration Statement on Form N-2, filed with the SEC on September 18, 2006 and can be accessed viathe SEC's
Internet site at http://www.sec.gov.

Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 (the“Act”) imposes awidevariety of regulatory requirements for publicly-
held companies and their insiders. Under the Act, we are required to review our policies and procedures to
determine whether we comply with the provisions of the Act. Wewill continue to monitor our compliance with all
future regul ations that are adopted under the Act and will take actions necessary to ensure that we are in compliance
therewith.

As of November 30, 2007, we are an accelerated filer. As an accelerated filer for the fiscal year ended
November 30, 2007, we were required to prepare and include in our annual report to stockholders for such period a
report regarding management’s assessment of our internal control over financial reporting under the Securities
Exchange Act of 1934 (the “1934 Act”) and have included this report in Item 9A of this Annua Report on
Form 10-K.

Available I nformation

The Internet address for our website is http://www.kaynefunds.com. We make, and will make in the future,
available free of charge on our website our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, and any
amendments to those reports as soon as reasonably practicable after we electronically file such materia with, or
furnish it to, the SEC. Thisinformation will be available at the SEC’s Public Reference Room at 100 F Street, NE,
Washington, DC 20549. You may obtain information on the operation of the Public Reference Room by calling the
SEC at 1-202-551-8090. The SEC maintains an Internet site that contains reports, proxy and information
statements, and other information filed by us with the SEC which are available on the SEC's Internet site at
http://www.sec.gov.

ITEM 1A. RISK FACTORS.
Forward-Looking Statements

This Form 10-K includes statements reflecting assumptions, expectations, projections, intentions or beliefs
about future events that are intended as “forward-looking statements.” All statements included or incorporated by
reference in thisannual report, other than statements of historical fact, that address activities, events, developments
that we expect, believe or anticipate will or may occur in the future are forward-looking statements. These
statements represent our reasonable judgment on the future based on various factors and using numerous
assumptions and are subject to known and unknown risks, uncertainties, and other factors that could cause our
actual resultsto differ materially from those contemplated by the statements. You can identify these statements by
the fact that they do not relate strictly to historical or current facts. They use words such as“anticipate,” “ estimate,”
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“project,” “forecast,” “plan,” “may,” “will,” “should,” “expect” and other words of similar meaning. In particular,
these include, but are not limited to, statements relating to the following:

e QOur future operating results;

e Our business prospects and the prospects of our portfolio companies and their ability to achieve their
objectives;

 Our ability to make investments consistent with our investment objective;

¢ The impact of investments that we hold or expect to make;

 Our contractual arrangements and relationships with third parties;

» The dependence of our future success on the general economy and its impact on the energy industry;
e Our debt and equity financings and investments;

» The adequacy of our cash resources and working capital; and

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

We undertake no obligation to update or revise any forward-looking statements made herein.

Risk Factors

In addition to the other information contained in this Annual Report on Form 10-K, you should carefully
consider the risks described below with respect to our common stock. If any of the following events occur, our
business, financial condition, results of operations and prospects could be materially adversely affected. In such
case, our net asset value and the trading price of our common stock could decline, and our ability to pay dividends
could be materially, negatively impacted.

Risks Related to Our Business and Structure
We are a relatively new company with a limited operating history.

We were incorporated in May 2006, completed our initial public offering in September 2006 and have a
limited operating history. We are subject to all of the business risks and uncertainties associated with any new
business, including the risk that we will not achieve our investment objective and that the value of your investment
could decline substantialy.

Our success is dependent upon the members of our investment adviser’s senior professionals, and the loss of
any of them could severely and detrimentally affect our operations.

We continue to depend on the diligence, experience, skill and network of business contacts of our investment
adviser's senior professionals. We aso depend on the information and deal flow generated by our investment
adviser inthe course of itsinvestment and portfolio management activities. Because our investment adviser’s senior
professional s will evaluate, negotiate, structure, close and monitor our investments, our future success will depend
on the continued service of our investment adviser’s senior professionals. The departure of any senior professionals
of our investment adviser, or of a significant number of the investment professionals of our investment adviser,
could have a material adverse effect on our ability to achieve our investment objective. We have not entered into
employment agreements, nor do we have an employment relationship, with any of theseindividuals. In addition, we
can offer no assurance that our investment adviser will remain our investment adviser or that we will continue to
have access to itsinformation and deal flow. The loss of any of our investment adviser's senior professionals could
severely and detrimentally affect our operations.
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Our investment adviser’s senior professionals have limited experience managing a BDC, and we cannot
assure you that their past experience will be sufficient to manage our company as a BDC.

The 1940 Act imposes numerous complex constraints on the operations of business development com-
panies. In order to maintain our status as a BDC, the 1940 Act prohibits us from acquiring any assets other than
“qualifying assets” unless, after giving effect to the acquisition, at |east 70% of our total assetsare qualifying assets.
We refer to this requirement as the “70% Test.” Qualifying assets generally may include securities of private
U.S. companies, cash, cash equivalents, U.S. government securities and high-quality debt instruments maturing one
year or less from the time of investment. The failure to comply with these provisions in a timely manner could
prevent us from qualifying as a BDC or could force usto pay unexpected penalties, which could be material. The
lack of experience of our investment adviser’s senior professionals in managing a portfolio of assets under such
regulatory constraints may hinder their ability to take advantage of attractive investment opportunities and, as a
result, achieve our investment objective.

Our ability to grow further will depend on our ability to raise capital.

We will have a continuing need for capital to finance our investments. We have raised some additional
capital from borrowing, but we may have continuing needs for more capital. We may finance additional capital in
part through the use of leverage, which may include the issuance of shares of preferred stock, commercial paper or
notes and other borrowings (collectively, “Leverage Instruments’). We may not be able to obtain such additional
financing on terms that we find acceptable, if at al. Unfavorable economic conditions could increase our funding
costs, limit our access to the capital markets or result in a decision by lenders not to extend credit to us. The
unavailability of fundsfrom capital markets, commercia banksor other sourceson favorable terms could inhibit the
growth of our business and have a material adverse effect on our performance.

Any declines in the value of our investments may affect our level of leverage.

The amount of our leverageisnormally limited by the terms of our loans (such asthrough the determination
of a“borrowing base”) and by the 1940 Act with respect to loans and other Leverage Instruments. Declines in the
value of our investments will typically have the effect of increasing our existing leverage as a percent of our total
assets. Declines in the value of our investments, however, also reduce the amount of our maximum permitted
leverage, and may force us to reduce our existing leverage or prevent us from incurring further leverage.

We operate in a highly competitive market for investment opportunities.

We operate in a highly competitive market for investment opportunities with competitors who may have
greater resources, alower cost of capital and the ability to invest in Energy Companies at interest rates and rates of
return lower than those that we will offer or at other terms more favorable than we will offer or require. This may
cause usto lose investment opportunities or cause usto invest on less favorable terms, and, as aresult, the value of
the shares you purchase or the amount of any dividends you receive may decline.

A large number of entities compete with us to make the types of investments that we intend to make. We
compete with other business development companies, public funds, private funds, including private equity and
hedge funds, commercial and investment banks, and commercial financing companies. Many of our competitorsare
substantially larger and have considerably greater financial, technical and marketing resources than we do. For
example, some competitors may havealower cost of funds and accessto funding sourcesthat are not availableto us.
In addition, some of our competitors may have higher risk tolerances or different risk assessments, which could
allow them to consider awider variety of investments and establish more relationships than us. Furthermore, many
of our competitorsare not subject to the regulatory restrictionsthat the 1940 Act imposeson usasaBDC. We cannot
assure you that the competitive pressures that we face will not have a material adverse effect on our business,
financial condition, results of operations and prospects. Also, as aresult of this competition, we may not be able to
take advantage of attractive investment opportunities from time to time, and we may not be able to identify and
make investments that are consistent with our investment objective.

We do not seek to compete solely based on the interest rates and rates of return we will offer to prospective
portfolio companies. However, we believe some of our competitors may make investments with interest rates and
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rates of return that will be comparable to or lower than the rates we offer or require. We may lose investment
opportunities if we do not match our competitors pricing, terms and structures. If we match our competitors
pricing, terms and structures, we may experience decreased net investment income and increased risk of principal
loss, and the value of the shares you purchase or the amount of any dividends you receive may decline.

Senior professionals of our investment adviser provide services to other investors, which could reduce the
amount of time and effort that they devote to us, which could negatively impact our performance.

Conflicts of interest may arise because senior professionals of our investment adviser carry on substantial
investment activities for other clients. Senior professionals of our investment adviser may have financial incentives
to favor certain of such clients over us. Any of their other customer accounts may compete with us for specific
investment opportunities.

Senior professionals of our investment adviser provide advisory services to other investment vehicles that
may have common investment objectives with ours, and may face conflicts of interest in allocating
investments.

KAFA servesastheinvestment adviser to Kayne Anderson ML P Investment Company and Kayne Anderson
Energy Total Return Fund, Inc., which are two closed-end management investment companies registered under the
1940 Act, and KACALP serves as adviser for other private investment funds (“Affiliated Funds’). We refer to
KACALP and KAFA together as“Kayne Anderson.” Some of the Affiliated Funds have investment objectives that
are similar to or overlap with ours. KAFA is operated by senior professionals of KACALP These senior
professionals may at some time in the future, manage other investment funds with the same investment objective
as ours. Kayne Anderson may buy or sell securities for us which differ from securities which they may cause to be
bought or sold for their other accounts and customers, even though their investment objectives and policies may be
similar to ours.

Situations may occur when we could be disadvantaged because of the investment activities conducted by
Kayne Anderson for its other accounts. Such situations may be based on, among other things, regulatory restrictions
on the combined size of positionsthat may be taken for us and such other accounts, thereby limiting the size of our
position, or the difficulty of liquidating an investment for us and the other accounts where the market cannot absorb
the sale of the combined position.

Our investment opportunities may be limited by investment opportunities in Energy Companies that
Kayne Andersonisevaluating for the Affiliated Funds. To the extent a potential investment isappropriate for usand
one or more Affiliated Funds, Kayne Anderson will need to fairly allocate that investment to us or an Affiliated
Fund, or both, depending on its alocation procedures and applicable law related to combined or joint transactions.
There may occur an attractive investment opportunity suitable for usin which we cannot invest under the particular
alocation method being used for that investment.

Additionally, to the extent that Kayne Anderson sources and structures private investments in Energy
Companies, certain employees of Kayne Anderson may become aware of actions planned by publicly traded
Energy Companies, such as acquisitions, that are not yet announced to the public. It is possible that we could be
precluded from investing in a publicly traded Energy Company about which Kayne Anderson has material non-
public information; however, it is Kayne Anderson’s intention to ensure that any material non-public information
available to certain Kayne Anderson employees not be shared with those employees of our investment adviser
responsible for the purchase and sale of publicly traded Energy Company securities on our behalf.

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

A large percentage of our portfolio investments consists of securities of private companies. Thefair value of
these securities may not be readily determinable. Wewill value these securities quarterly at fair value as determined
in good faith by our board of directors based on input from our investment adviser, a third party independent
valuation firm and our valuation committee. Valuations of portfolio holdings are determined only quarterly and may
change significantly before the next valuation date and without any public announcement by us. We may also be
required to value any publicly traded securities at fair value as determined in good faith by our board of directorsto
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the extent necessary to reflect significant events affecting the value of those securities. Our board of directors
utilizes the services of an independent valuation firm to review the fair value of any securities prepared by our
investment adviser. The types of factors that may be considered in fair value pricing of our investmentsinclude the
nature and realizable value of any collateral, the portfolio company’s ability to make payments, the markets in
which the portfolio company does business, comparison to publicly traded companies, discounted cash flow and
other relevant factors. Because such valuations, and particularly valuations of private securities and private
companies, are inherently uncertain, they may fluctuate over short periods of time and may be based on estimates.
The determination of fair value by our board of directors may differ materially from the valuesthat would have been
used if a ready market for these securities existed. Our net asset value could be adversely affected if the
determinations regarding the fair value of our investmentswere materially higher than the values that we ultimately
realize upon the disposal of such securities.

We pay our investment adviser a base management fee based upon our total assets, which may create an
incentive for our investment adviser to cause us to incur more leverage than is prudent in order to
maximize its compensation.

We pay our investment adviser a quarterly base management fee based on the value of our total assets
(including assets acquired with leverage). Accordingly, our investment adviser has an economic incentive to
increase our leverage. If our leverage isincreased, we will be exposed to increased risk of loss, bear the increased
cost of issuing and servicing such senior indebtedness, and will be subject to any additional covenant restrictions
imposed on us in an indenture or other instrument or by the applicable lender, which could negatively impact our
business and results of operation.

We pay our investment adviser incentive compensation based on our portfolio’s performance. This arrange-
ment may lead our investment adviser to recommend riskier or more speculative investmentsin an effort to
maximize its incentive compensation.

In addition to its base management fee, our investment adviser earns incentive compensation in two parts.
Thefirst part, the Net Investment Income Feg, is payable quarterly and is equal to 20% of the excess, if any, of our
Adjusted Net Investment Income for the quarter that exceeds a quarterly hurdle rate equal to 1.875% (7.50%
annualized) of our average net assets for such quarter. Average net assetsis calculated by averaging net assets at the
last day of such quarterly period and at the last day of such prior quarterly period or commencement of operations
(net assets is defined as our total assets less total liabilities (including liabilities associated with Leverage
Instruments) determined in accordance with generally accepted accounting principles). The second part of the
incentive fee will be determined and payable in arrears as of the end of each fiscal year (or upon termination of the
investment management agreement, as of the termination date) and will equal (1) 20% of Adjusted Realized Capital
Gains, less (2) the aggregate amount of all capital gains fees paid to our investment adviser in prior years.

The way in which the incentive fee payable to our investment adviser is determined may encourage our
investment adviser to useleverageto increase the return on our investments. Under certain circumstances, the use of
leverage may increase the likelihood of default, which would adversely affect our stockholders, including our
investors, becausetheir interestswould be subordinate. In addition, our investment adviser will receive theincentive
feebased, in part, upon net capital gainsrealized on our investments. Unlike the portion of theincentivefee based on
income, there is no hurdle rate applicable to the portion of the incentive fee based on net capital gains. Asaresult,
our investment adviser may have atendency to invest morein investmentsthat arelikely to result in capital gainsas
compared to income-producing securities. Other key criteria related to determining appropriate investments and
investment strategies, including the preservation of capital, might be under-weighted if our investment adviser
focuses exclusively or disproportionately on maximizing itsincome. Such apractice could result in our investing in
more speculative securities than would otherwise be the case, which could result in higher investment losses.

We may be obligated to pay our investment adviser incentive compensation even if we incur a loss or experi-
ence a decrease in net assets.

Pursuant to the investment management agreement, our investment adviser is entitled to receive incentive
compensation for each fiscal quarter in an amount equal to 20% of the excess, if any, of our Adjusted Net Investment
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Income for the quarter that exceeds a quarterly hurdle rate equal to 1.875% (7.50% annualized) of our average net
assets for such quarter. Average net assets is calculated by averaging net assets at the last day of such quarterly
period and at the last day of such prior quarterly period or commencement of operations (net assetsis defined as our
total assets less total liabilities (including liabilities associated with Leverage Instruments, as defined below)
determined in accordance with generally accepted accounting principles). Leverage Instruments refer to shares of
preferred stock, commercia paper, or notes and other borrowings. The calculation of the incentive fee includes any
deferred income accrued, but not yet received. As aresult, we may pay an incentive fee on income, the receipt of
which may be uncertain or deferred.

The investment management agreement provides that our Adjusted Net Investment Income for purposes of
the Net Investment Income Fee excludes realized and unrealized capital losses that we may incur in the fiscal
quarter, even if such capital lossesresult in anet decreasein net assetsfor that quarter. Thus, we may be required to
pay our investment adviser incentive compensation for afiscal quarter even if there is adecline in the value of our
portfolio during that quarter.

Our investment adviser may also receive incentive compensation equal to (1) 20% of (a) our adjusted net
realized capital gains (realized capital gainslessrealized capital 0sses) on acumulative basis from the closing date
of our initial public offering to the end of such fiscal year, less (b) any unrealized capital losses at the end of such
fiscal year, less (2) the aggregate amount of all Capital Gains Feeswe paid to KAFA in prior fiscal years. Thus, we
may be required to pay our investment adviser incentive compensation with respect to capital gainsfor afiscal year
even if we generate anet investment lossfor that year. The calculation of the Capital Gains Feeincludes any capital
gains that result from cash distributions that are treated as a return of capital. In that regard, any such return of
capital will betreated as adecrease in our cost basis of an investment for purposes of calculating the Capital Gains
Fee.

Our investment adviser’s liability is limited under the investment management agreement, and we agree to
indemnify our investment adviser against certain liabilities, which may lead our investment adviser to act in
a riskier manner on our behalf than it would when acting for its own account.

Our investment adviser has not assumed any responsibility to us other than to provide the services described
in the investment management agreement, and it is not be responsible for any action of our board of directorsin
declining to follow our investment adviser’'s advice or recommendations. Pursuant to the investment management
agreement, our investment adviser and its members, managers, officers and employees are not liable to usunder the
investment management agreement for their acts absent willful misfeasance, bad faith, gross negligence or reckless
disregard in the performance of their duties. We have agreed to indemnify, defend and protect our investment
adviser and itsmembers, managers, officers and employeeswith respect to all expenses, losses, damages, liahilities,
demands, charges and claims arising from acts of our investment adviser not constituting willful misfeasance, bad
faith, gross negligence or reckless disregard in the performance of their duties. These protections may lead our
investment adviser to act in a riskier manner when acting on our behalf than it would when acting for its own
account.

Regulations governing our operation as a BDC will affect our ability to, and the way in which we, raise
additional capital.

Our business may benefit from raising additional capital. We may acquire additional capital through the
issuance of Leverage Instruments and additional common stock. We are only permitted to issue Leverage
Instruments up to the maximum amount permitted by the 1940 Act. We generally will not be able to issue and
sell our common stock at a price below net asset value per share. We may, however, sell our common stock, or
warrants, options or rights to acquire our common stock, at prices below the current net asset val ue of the common
stock if our board of directors determines that such saleisin the best interests of our company and its stockholders,
and our stockholders approve such sale. In any such case, the price at which our securities are to be issued and sold
may not be less than a price that, in the determination of our board of directors, closely approximates the market
value of such securities (less any underwriting commission or discount).
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We may also make rights offerings to our stockholders at prices per share less than the net asset value per
share, subject to applicable requirements of the 1940 Act. If we raise additional funds by issuing more common
stock or Leverage Instruments convertible into, or exchangeable for, our common stock, the percentage ownership
of our stockholders at that time would decrease and they may experience dilution. Moreover, we can offer no
assurance that wewill be able to issue and sell additional equity securitiesin the future, on favorable termsor at all.

Our current use of Leverage I nstruments and any additional such use will expose you to additional risks,
including the risk that our use of leverage can magnify the effect of any losses we incur.

We seek to enhance our total returns through the use of leverage through Leverage Instruments. Although
our use of leverage creates an opportunity for increased returns for our common stock, it also results in additional
risks and can magnify the effect of any losses. A decrease in the value of our investments have a greater negative
impact on the value of our common stock than if we did not use leverage. If the income and gains from the
investments purchased with leverage, net of increased expenses associated with such leverage, do not cover the cost
of such leverage, the return to holders of our common stock will be lessthan if leverage had not been used. Thereis
no assurance that our use of leverage, will be successful. Our continued use of leverage involves other risks and
special considerations for common stockholders including, but not limited to, the following:

e Our ahility to pay dividends on common stock would be restricted if dividends on the preferred stock and/or
interest on borrowings have not been paid, or set aside for payment.

e Under the provisions of the 1940 Act, we are permitted, to issue debt or preferred stock or other senior
securities only in amounts such that our asset coverage, as defined in the 1940 Act, equals at least 200% or
300% after each issuance of senior securities depending on the type of security. If the value of our assets
declines, we may be unable to satisfy this test. If that happens, we may be required to sell a portion of our
investments and, depending on the nature of our leverage, repay a portion of our debt at a time when such
sales and/or repayments may be disadvantageous.

« |tislikely that any debt weincur will be governed by an indenture or other instrument containing covenants
that may restrict our operating flexibility or our ability to pay dividends and other distributions on common
stock in certain instances.

» Leverage Instruments that we issue or incur may be secured by alien on our assets, which, in the event of a
default under the instrument governing the debt, would subject such collateral to liquidation by the lenders.

¢ We and, indirectly, our stockholders bear the cost of issuing and servicing our Leverage Instruments.

* Leverage Instruments have rights, preferences and privileges over our income and against our assets in
liquidation that are more favorable than those of our common stock.

e There will likely be greater volatility of net asset value and market price of our common stock than a
comparable portfolio without leverage.

* When we use leverage, the management fee payable to our investment adviser may be higher than if we did
not use leverage.

* We may be subject to certain restrictions on investments imposed by guidelines of one or more rating
agencies, which may issue ratings for the Leverage Instruments issued by us.

e The 1940 Act provides certain rights and protections for preferred stockholders which may adversely affect
the interests of our common stockholders, including rights that could delay or prevent a transaction or a
change in control to the detriment of the holders of our common stock.

If certain of our Targeted | nvestments are deemed not to be qualifying assets, we could be precluded from
investing in this strategic manner, or deemed to be in violation of the 1940 Act, in which case we may not
qualify to be treated as a BDC.

To maintain our statusasaBDC, we must not acquire any assets other than “ qualifying assets’ unless, at the
time of and after giving effect to such acquisition, at least 70% of our total assets are qualifying assets, which we
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refer to asthe“ 70% Test.” Qualifying assets generally include securities of eligible portfolio companies, cash, cash
equivalents, U.S. government securities and high-quality debt instruments maturing in one year or less from the
time of investment. The SEC adopted new rules under the 1940 Act to expand the definition of “eligible portfolio
company” to include al private companies whose securities are not listed on a national securities exchange, and,
accordingly, weare no longer required to determine the eligibility of aportfolio company by reference to whether or
not it has outstanding margin securities. The rules also permit us to include as qualifying assets certain follow-on
investments in companies that were eligible portfolio companies at the time of initial investment but that no longer
meet the definition. Additionally, any failure to otherwise comply with any provision of the 70% Test in atimely
manner could prevent us from qualifying as a BDC.

In addition to the adoption of the rules described above, the SEC also reproposed for comment a rule that
would include aseligible portfolio companies certain public companiesthat havelisted their securities on anational
securities exchange, as long as their public float and/or market capitalization are below a specified level. We will
continue to monitor closely any developments with respect to the definition of eligible portfolio company, and
intend to adjust our investment focus as needed to comply with and/or take advantage of the new rulesaswell asany
other regulatory, legislative, administrative or judicial actionsin thisarea. If adopted, the effect of these rules could
also cause us to modify our investment strategy to avail ourselves of different investment opportunities.

Changes in laws or regulations governing our operations and those of our portfolio companies or our
investment adviser may adversely affect our business or cause us to alter our business strategy.

We, our portfolio companies and our investment adviser will be subject to regulation at the local, state and
federal level. New legislation may be enacted or new interpretations, rulings or regulations could be adopted,
including those governing the types of investments we are permitted to make, any of which could harm us, our
investment adviser and our stockholders, potentially with retroactive effect.

Additionally, any changes to the laws and regulations governing our operations relating to permitted
investments may cause us to ater our investment strategy in order to avail ourselves of new or different
opportunities. Such changes could result in material differences to the strategies and plans and may result in
our investment focus shifting from the areas of expertise of our investment adviser to other types of investmentsin
which our investment adviser may have less expertise or little or no experience. Thus, any such changes, if they
occur, could have a material adverse effect on our results of operations and the value of your investment.

We may experience fluctuations in our quarterly results.

We could experience fluctuations in our quarterly operating results due to a number of factors, including
changesinthefair values of our portfolio investments, theinterest rate payabl e on the debt securitieswe acquire, the
default rate on such securities, the level of distributions (if any) on the equity interests we acquire, the level of our
expenses, variations in and the timing of the recognition of realized and unrealized gains or losses, the degree to
which we encounter competition in our markets and general economic conditions. As a result of these factors,
results for any period should not be relied upon as being indicative of performance in future periods.

Inflation may cause the real value of our investments to decline.

Inflation risk istherisk that the value of assets or income from an investment will beworth lessin the future
asinflation decreases the value of money. Asinflation increases, the real value of our common stock and dividends
can decline.

We are exposed to risks associated with changes in interest rates because increases in market interest rates
may both reduce the value of a portion of our portfolio investments and increase our cost of capital.

A portion of our debt investments bearsinterest at fixed rates, and the value of these investments generally
will be negatively affected by increases in market interest rates. In addition, an increase in interest rates makes it
more expensive to use debt to finance our investments. As a result, a significant increase in market interest rates
could both reduce the value of our portfolio investmentsand increase our cost of capital, which would reduce our net
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investment income. In that regard, rising interest rates could also cause the yield of our common stock to be less
attractive to investors.

Our board of directors may change most of our operating policies and strategies without prior notice or
stockholder approval, the effects of which may adversely affect your investment in our common stock.

Our board of directors has the authority to modify or waive most of our current operating policies and our
strategies without prior notice and without stockholder approval. We cannot predict the effect any changes to our
current operating policies and strategies would have on our business, operating results and value of our stock.
However, the effects might be adverse, which could adversely affect your interest in our common stock. In the event
that our board of directors determines that we cannot economically pursue our investment objective under the 1940
Act, they may at some future date decide to withdraw our election to be treated as a BDC and convert us to an
operating company not subject to regulation under the 1940 Act, or cause us to liquidate. The withdrawal of our
election to be treated asaBDC or our liquidation may not be effected without approval of arequisite percentage of
our board of directors and the holders of our shares of common stock.

Risks Related to Our Investments
The energy industry is subject to many risks.

We concentrate our investments in the energy industry. The revenues, income (or |osses) and valuations of
Energy Companies can fluctuate suddenly and dramatically due to any one or more of the following factors:

e Supply and Demand Risk. Risks relating to the decrease in the production of natura gas, natural gas
liquids, crude oil, coal or other energy commodities, the volume of such commodities available for
transportation, mining, processing, storage or distribution, may create a sustained decline in the demand
for such products.

e Commodity Pricing Risk. Risks relating to the margins that Energy Companies receive from companies
that explore, develop, produce, gather, transport, process, store, refine, distribute, mine or market natural
gas, natura gas liquids, crude ail, refined petroleum products or coal.

e Regulatory Risk. Risks relating to significant federal, state and local government laws and regulations
throughout many aspects of Energy Company operations, including the construction, maintenance, and
controls for safety and the environment.

» Operational Risk. Risks relating to the disruption of operations, including the integration of newly
acquired assets, unanticipated operation and maintenance expenses, lack of proper asset integrity, under-
estimated cost projections, inability to renew or increased costs of rights of way, failure to obtain the
necessary permits to operate and failure of third-party contractors to perform their contractual obligations,
among others.

e Competition Risk. Risks relating to the substantial competition that exists for Energy Companies to
acquire, expand or construct assets and facilities, obtain and retain customers and contracts, and secure
trained personnel.

» Acquisition Risk. Risksrelating to the continued growth through acquisitions and increase in dividends or
distributions to equity holders.

¢ Interest Rate Risk. Risksrelating to the value of debt and equity valuesin our portfolio dueto interest rate
declines.

» CatastropheRisk. Risksrelating to the many hazardsinherent to transport, process, store, mine and market
natural gas, natural gasliquids, crude oil, coal, refined petroleum products or other hydrocarbons, including
damage to infrastructure caused by natural disasters such as hurricanes, tornadoes, fire, or floods.

» Depletion and Exploration Risk.  Risksrelating to the natural depletion of energy reservesand inability for
Energy Companies to expand their reserves through exploration, development or acquisitions.

16


%%TRANSMSG*** Transmitting Job: V37723 PCN: 017000000 ***%%PCMSG|16     |00012|Yes|No|02/12/2008 07:21|0|0|Page is valid, no graphics -- Color: N|


» Terrorism/Market Disruption Risk. Risksrelating to acts of terror on our energy infrastructure, including
changes to insurance markets, both in premium costs and coverage allowed.

« Affiliated Party Risk. Risksrelated to theinability or failure of an Energy Company’s parent or sponsorsto
satisfy payments and obligations on their behalf.

» Financing Risk. Risksrelating to the ability for Energy Companies to, if necessary, rely upon and access
capital markets to raise money and pay for their existing obligations. Some of the portfolio companies in
which we will invest may rely on capital markets to raise money to pay their existing obligations.

Investing in private companies may be riskier than investing in publicly traded companies due to the lack of
available public information.

Weinvest in primarily private companies, which may be subject to higher risk than investments in publicly
traded companies. Little public information exists about many of these companies, and we are required to rely on
the ability of our investment adviser to obtain adequate information to evaluate the potential risks and returns
involved ininvesting in these companies. If we are unable to obtain all material information about these companies,
we may not make a fully informed investment decision, and we may lose some or all of our investments in these
companies. These factors could subject us to greater risk than investments in publicly traded companies and
negatively affect our investment returns, which could negatively impact the dividends paid to you and the value of
your investment.

The lack of liquidity in our investments might prevent us from disposing of them at opportune times and
prices.

We primarily make investmentsin private companies. Substantially all of these securities will be subject to
legal and other restrictions on resale or will otherwise belessliquid than publicly traded securities. Theilliquidity of
our investments may makeit difficult for usto sell such investments at advantageous times and prices or in atimely
manner. In addition, if we are required to liquidate all or a portion of our portfolio quickly, we may realize
significantly less than the value at which we have previously recorded our investments. We may also encounter
other restrictions on our ability to liquidate an investment in a publicly traded portfolio company to the extent that
we have, or one of our affiliates has, material non-public information regarding such portfolio company. In
providing services to us, our investment adviser is not permitted to use material non-public information of which
Kayne Andersonisin possession. If weare unableto sell our assets at opportune times, we might suffer alossand/or
reduce the dividends to our stockholders.

Our investments in thinly traded securities may be difficult to trade and value.

Although certain of the equity securities of the Energy Companies in which we invest will trade on major
stock exchanges, certain equity and debt securitieswe own may trade lessfrequently, particularly thosewith smaller
capitalizations. Securities with limited trading volumes may display volatile or erratic price movements. In this
event, if we are one of the largest investorsin certain of these companies, it may be more difficult for usto buy and
sell significant amounts of such securities without an unfavorable impact on prevailing market prices. Larger
purchases or sales of these securities by usin ashort period of time may cause abnormal movements in the market
price of these securities. Asaresult, these securities may bedifficult to dispose of at afair price at thetimeswhenwe
believe it is desirable to do so. Investment of our capital in securities that are less actively traded or over time
experience decreased trading volume may restrict our ability to take advantage of other market opportunities.

Our investments in small and developing portfolio companies may be risky.

Our investments in small and developing companies involve a number of significant risks, including the
following:

* these companies may have limited financial resources and may be unable to meet their obligations under the
securities that we hold, which may be accompanied by a deterioration in the value of their assets;
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* there is generaly less public information readily available about these companies, including investment
research, industry reports and news analysis, and our investigation of such investment opportunities may
require significantly higher cost, longer time frame, and more extensive management commitment com-
pared to investments in companies with a greater degree of visibility in the public markets;

« these companiestypically have shorter operating histories and smaller market shares than larger businesses,
which tend to render them more vulnerable to competitors’ actions and market conditions, aswell asgeneral
economic downturns;

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

* these companies may have less predictable operating results, and may require substantial additional capital
to support their operations, finance expansion or maintain their competitive position.

In addition, in the course of providing significant managerial assistance to certain of our portfolio
companies, including small and devel oping companies, certain of our officersand directorsand senior professionals
of our investment adviser may serve as directors on the boards of such companies. To the extent that litigation arises
out of our investments in these companies, our officers and directors, our investment adviser and its senior
professionals may be named as defendants in such litigation, which could result in an expenditure of funds and the
diversion of management time and resources.

Our equity and debt investments may decline in value.

The equity interests and debt securities in which we invest may not appreciate or may decline in value.
Accordingly, we may not be able to realize gains from our equity interests, and any gains that we do realize on the
disposition of any equity interests may not be sufficient to offset any other losses we experience. As aresult, the
equity interests in which we invest may decline in value, which may negatively impact our ability to pay you
dividends and cause you to lose al or part of your investment.

The debt securities in which we invest are subject to credit risk and prepayment risk.

In addition to the other risks described elsewhere, debt securities of Energy Companies are subject to credit
risk and prepayment risk.

Credit Risk. Anissuer of adebt security may be unable to make interest payments and repay principal. We
could lose money if the issuer of a debt obligation is, or is perceived to be, unable or unwilling to make timely
principal and/or interest payments, or to otherwise honor its obligations. The downgrade of a security by rating
agencies may further decrease its value. Additionally, a portfolio company may issue to us a debt security that has
payment-in-kind interest, which represents contractual interest added to the principal balance and due at the
maturity date of the debt security in which we invest. It is possible that by effectively increasing the principal
bal ance payable to us or deferring cash payment of such interest until maturity, the use of payment-in-kind features
will increase the risk that such amounts will become uncollectible when due and payable.

Prepayment Risk. Certain debt instruments, particularly any rated below investment grade or unrated
securities in which we invest, may contain call or redemption provisions which would allow the issuer thereof to
prepay principal prior to the debt instrument’s stated maturity. Thisisknown as prepayment risk. Prepayment risk is
greater during a falling interest rate environment as issuers can reduce their cost of capital by refinancing higher
yielding debt instruments with lower yielding debt instruments. An issuer may also elect to refinance their debt
instruments with lower yielding debt instruments if the credit standing of the issuer improves. To the extent debt
securities in our portfolio are called or redeemed, we may be forced to reinvest in lower yielding securities or debt
securities of issuers of lower credit quality.
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High oil and gas prices may increase alternative sources of capital available to Energy Companies and
reduce demand for our Targeted | nvestments.

Asaresult of the current high prices for oil and natural gasrelative to historical levels, Energy Companies
aregenerally experiencing strong financial resultsand increased cash flows. Therefore, they currently may haveless
financial need to raise capital than in a lower commodity price environment.

Our portfolio companies may incur debt or issue securities that rank in right of payment egually with, or
senior to, our investments in such companies. As a result, the holders of such debt or other obligations may
be entitled to payments of principal and interest or other payments prior to any payments to us, preventing
us from obtaining the full value of our investment in the event of an insolvency, liquidation, dissolution,
reorganization or bankruptcy of the relevant portfolio company.

We invest a portion of our assets in subordinated debt, preferred stock and common equity issued by our
portfolio companies. The portfolio companies usualy will have, or may be permitted to incur, debt that ranks in
right of payment equally with, or senior to, our investment. By their terms, such debt instruments may provide that
the holders are entitled to receive payment of interest or principal on or before the dates on which we are entitled to
receive payments in respect of our investment. Also, in the event of insolvency, liquidation, dissolution, reorga-
nization or bankruptcy of a portfolio company, holders of debt instruments ranking senior to our investment in that
portfolio company would typicaly be entitled to receive payment in full before we receive any distribution in
respect of our investment. After repaying such senior creditors, the portfolio company may not have any remaining
assets available for repaying its obligation to us. In the case of debt ranking equally with securities in which we
invest, wewould have to share on an equal basisany distributionswith other creditors holding such debt in the event
of an insolvency, liquidation, dissolution, reorganization or bankruptcy of the relevant portfolio company. As a
result, we may be prevented from obtaining the full value of our investment in the event of an insolvency,
liquidation, dissolution, reorganization or bankruptcy of the relevant portfolio company.

Second priority liens on collateral securing loans that we make to our portfolio companies may be subject
to control by senior creditors with first priority liens. If there is a default, the value of the collateral may
not be sufficient to repay in full both the first priority creditors and us.

Certain loans that we make to portfolio companies, including the second-lien or 'term B’ loans, will be
secured on a second priority basis by the same collateral securing senior secured debt of such companies. Thefirst
priority liensonthe collateral will securethe portfolio company’s obligations under any outstanding senior debt and
may secure certain other future debt that may be permitted to be incurred by the company under the agreements
governing the loans. The holders of obligations secured by thefirst priority liens on the collateral will be entitled to
receive proceeds from any realization of the collateral to repay their obligations in full before us. In addition, the
value of the collateral in the event of liquidation will depend on market and economic conditions, the availability of
buyers and other factors. There can be no assurance that the proceeds, if any, from the sale or sales of al of the
collateral would be sufficient to satisfy theloan obligations secured by the second priority liensafter payment infull
of al obligations secured by the first priority liens on the collateral. If such proceeds are not sufficient to repay
amounts outstanding under the loan obligations secured by the second priority liens, then we, to the extent not
repaid from the proceeds of the sale of the collateral, will only have an unsecured claim against the company’s
remaining assets, if any.

The rightswe may have with respect to the collateral securing the loanswe maketo our portfolio companies
with senior debt outstanding may also be limited pursuant to the terms of one or more intercreditor agreements that
we enter intowith the holders of senior debt. Under such anintercreditor agreement, at any timethat obligationsthat
have the benefit of thefirst priority liensare outstanding, any of the following actionsthat may be taken in respect of
the collateral will be at the direction of the holders of the obligations secured by thefirst priority liens: the ability to
cause the commencement of enforcement proceedings against the collateral; the ability to control the conduct of
such proceedings, the approval of amendments to collateral documents; releases of liens on the collateral; and
waivers of past defaults under collateral documents. We may not have the ability to control or direct such actions,
even if our rights are adversely affected.

19


%%TRANSMSG*** Transmitting Job: V37723 PCN: 020000000 ***%%PCMSG|19     |00013|Yes|No|02/12/2008 07:21|0|0|Page is valid, no graphics -- Color: N|


Economic downturns could harm our portfolio companies operations and ability to satisfy their obligations
to their respective lenders and other investors, including us.

Our portfolio companies may be susceptible to economic downturns and may be unable to repay loans or
fulfill their other financia obligations during these periods. Therefore, our non-performing assets are likely to
increase and the value of our portfolio islikely to decrease during these periods. Adverse economic conditions also
may decrease the value of our equity investments and the value of collateral securing some of our loans. Economic
downturns could lead to financial losses in our portfolio and decreases in revenues, net income and assets.

A portfolio company’sfailure to satisfy financia or operating covenants imposed by us or others could lead
to defaults and, potentially, acceleration of itsloans and foreclosure on the assets securing such loans, which could
trigger cross-defaults under other agreements and jeopardize our portfolio company’s ability to meet itsobligations
under the investments that we hold. We may incur expensesto the extent necessary to seek recovery upon default or
to negotiate new termswith adefaulting portfolio company. In addition, if one of our portfolio companies wereto go
bankrupt, even though we may have structured our interest as senior debt, depending on the factsand circumstances,
including the extent to which we actually provided managerial assistance to that portfolio company, a bankruptcy
court might recharacterize our debt holding and subordinate all or a portion of our claim to that of other creditors.
This could negatively impact our ability to pay you dividends and cause you to lose al or part of your investment.

When we are a debt or non-controlling equity investor in a portfolio company, we generally will not bein a
position to control the entity, and management of the portfolio company may make decisions that could
decrease the value of our portfolio holdings.

We primarily make debt and non-controlling equity investments, and will therefore be subject to the risks
that a portfolio company may make business decisions with which we disagree and that the stockholders and
management of such company may take risksor otherwise act in waysthat do not serve our interests. Dueto the lack
of liquidity for our investments in private companies, we may not be able to dispose of our interestsin our portfolio
companies as readily as we would like or at an appropriate valuation. As aresult, a portfolio company may make
decisions that could decrease the value of our portfolio holdings.

Terrorist attacks, acts of war or natural disasters may affect any market for our common stock, impact the
businesses in which we invest and harm our business, operating results and financial condition.

Terrorist acts, acts of war or natural disasters may disrupt our operations, as well as the operations of the
businesses in which we invest. Such acts have created, and continue to create, economic and political uncertainties
and have contributed to global economic instability. Future terrorist activities, military or security operations, or
natural disasters could further weaken the domestic and global economies and create additional uncertainties, which
may negatively impact the businesses in which we invest directly or indirectly and, in turn, could have a material
adverse impact on our business, operating results and financial condition. Losses from terrorist attacks and natural
disasters are often uninsurable.

Numerous factors may reduce the distributions paid by an Energy Company to us, which in turn may
reduce the dividends we pay to our common stockholders.

We expect that a substantial portion of the cash flow received by us will continue to be derived from our
investment in equity securities of Energy Companies. The amount of cash that an Energy Company has available for
dividends or distributions and the tax character of such dividends or distributions are dependent upon the amount of
cash generated by the Energy Company’s operations. Cash available for dividends or distributions will vary from
month to month and is largely dependent on factors affecting the Energy Company’s operations and factors
affecting the energy industry in general. In addition to the risk factors described above, other factors which may
reduce the amount of cash an Energy Company has available for dividends or distributions include increased
operating costs, maintenance capital expenditures, acquisition costs, expansion, construction or exploration costs
and borrowing costs.
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Our portfolio investments are concentrated in a limited number of portfolio companies in the energy
industry, which will subject usto a risk of significant loss if any of these companies were to suffer a
significant loss.

While we intend for the investments in our portfolio to be alocated among a substantial number of
companies, we may invest up to 25% of our assetsin any one portfolio company and our investments may initially
be concentrated in alimited number of companies. Asaconsequence of thisconcentration, the aggregate returnswe
initially realize may be adversely affected if asmall number of our investments perform poorly or if we need towrite
down thevalue of any one such investment. We do not have fixed guidelinesfor diversification, and our investments
could be concentrated in relatively few portfolio companies. Financial difficulty on the part of any single portfolio
company will expose usto agreater risk of lossthan would bethe case if wewerea*“diversified” company holding
numerous investments. To the extent that we take large positions in the securities of a small number of portfolio
companies, our net asset value and the market price of our common stock may fluctuate as aresult of changesin the
financial condition or in the market’s assessment of such portfolio companies to a greater extent than that of a
diversified investment company. These factors could negatively impact our ability to pay you dividends and cause
you to lose all or part of your investment.

In addition, our investments are concentrated in the energy industry. Consequently, wewill be exposed to the
risks of adverse developments affecting the energy industry to a greater extent than if our investments were
dispersed over a variety of industries. See “— The energy industry is subject to many risks.”

We may not have sufficient funds to make follow-on investments. Our decision not to make a follow-on
investment may have a negative impact on a portfolio company in need of such an investment or may result
in a missed opportunity for us.

After our initial investment in a portfolio company, we may be called upon from time to time to provide
additional funds to such company or have the opportunity to increase our investment in a successful situation by
among other things, making afollow-on investment or exercising awarrant to purchase common stock. Thereisno
assurance that wewill make, or will have sufficient fundsto make, follow-on investments. Any decision not to make
afollow-on investment or any inability on our part to make such an investment may have a negative impact on a
portfolio company in need of such an investment or may result in a missed opportunity for us to increase our
participation in a successful operation and may dilute our equity interest or reduce the expected yield on our
investment.

Our investments in Limited Partnerships are subject to special risks arising from conflicts of interest and
tax characterization.

An investment in Limited Partnership units involves some risks which differ from an investment in the
common shares of a corporation. Holders of Limited Partnership units have limited control and voting rights on
matters affecting the partnership. In addition, there are certain tax risks associated with an investment in MLP units
and conflicts of interest exist between common unit holders and the general partner. For example, conflicts of
interest may arise from incentive distribution payments paid to the general partner, or referral of business
opportunities by the general partner or one of its affiliates to an entity other than the Limited Partnership.

The publicly traded MLP securities in which we invest are subject to price fluctuations.

The publicly traded MLP securities in which we invest may be subject to general movements in the stock
market, and a significant drop in the stock market may depress the price of securities to which we have exposure.
ML P securities pricesfluctuate for several reasons, including changesin thefinancial condition of aparticular MLP,
investors' perceptions of MLPs, thegeneral condition of therelevant stock market, or when palitical, catastrophic or
economic events affecting the MLPs occur. In addition, the prices of publicly traded MLP securities may be
sensitive to rising interest rates given their yield-based nature.
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Our use of derivatives instruments may result in losses greater than if they had not been used and the coun-
terparty in a derivative transaction may default on its obligations.

We may purchase and sell derivative investments such as exchange-listed and over-the-counter put and call
options on securities, enter into various interest rate transactions such as swaps, floors or collars or credit
transactions and enter into total return swaps. The use of derivatives has risks, including the imperfect correlation
between the value of such instruments and the underlying assets, the possible default of the other party to the
transaction or illiquidity of the derivative investments, any of which could materially adversely impact the
performance of our common stock. Furthermore, the ability to successfully use these techniques depends on the
ability of our investment adviser to correctly predict pertinent market movements, which cannot be assured. Thus,
their use may result in losses greater than if they had not been used, may require us to sell or purchase portfolio
securities at inopportune times or for prices other than current market values, may limit the amount of appreciation
we can realize on an investment or may cause us to hold a security that we might otherwise sell. Additionaly,
amounts paid by us as premiums and cash or other assets held in margin accounts with respect to derivative
transactions are not otherwise available to us for investment purposes.

The use of interest rate swaps is a highly specialized activity that involves investment techniques and risks
different from those associated with ordinary portfolio security transactions. Depending on market conditions in
general, our use of swaps could enhance or harm the overall performance of our common stock. For example, we
may use interest rate swaps in connection with our use of Leverage Instruments. To the extent thereisadeclinein
interest rates, the value of the interest rate swap could decline, and could result in adecline in the net asset value of
our common stock. In addition, if short-term interest rates are lower than our fixed rate of payment on the interest
rate swap, the swap will reduce the net asset value of our common stock.

The transaction expenses for our investments in private companies may be higher than customary brokerage
commissions.

Unlike the publicly traded securities that we may hold, we will generally acquire and dispose of our
investments in private companies through privately negotiated transactions. The negotiation and documentation of
such transactions will often be complex, and the transaction costs that we incur during the course of investing in a
private company will be significantly greater than customary brokerage commissions that wewould pay if wewere
investing in publicly traded securities. We anticipate that our annual portfolio turnover rate will be approximately
10% to 20%, but that rate may vary greatly from year to year. Portfolio turnover rate is not considered a limiting
factor in our investment adviser’s execution of investment decisions.

An investment in our common stock will involve certain tax risks that could negatively impact our common
stockholders.

In addition to other risk considerations, an investment in our common stock will involve certain tax risks,
including, but not limited to, the risks summarized below. Tax matters are very complicated, and the federal, state,
local and foreign tax conseguences of an investment in and holding of our common stock will depend on the facts of
each investor’s situation. Investors are encouraged to consult their own tax advisers regarding the specific tax
consequences that may affect such investors.

We cannot assure you what percentage of the dividends paid on our common stock, if any, will betreated as
qualified dividend income or what the tax rate on various types of income will be in future years. The current 15%
rate on qualified dividend income is scheduled to increase for certain income received realized for taxable years
beginning after December 31, 2010.

MLP Tax Risks. Our ability to meet our investment objective will depend on the level of taxable income
and distributions we receive from the securities in which we invest, a factor over which we have no control. The
benefit we derive from our investment in MLPsislargely dependent on the ML Ps being treated as partnerships for
federal income tax purposes. If, as aresult of a change in current law or a change in an MLP's business, an MLP
were treated as a corporation for federal income tax purposes, such MLP would be obligated to pay federal income
tax onitsincome at amaximum corporate tax rate of 35%. Therefore, if an MLP were classified asa corporation for
federal income tax purposes, the amount of cash available for distribution from such MLP would be reduced. Asa
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result, treatment of an ML P asacorporation for federal income tax purposeswould result in areduction in the after-
tax return of our investment in such ML P, which would likely cause areduction in the net asset val ue of our common
stock.

Tax Law Change Risk. Changes in tax laws or regulations, or interpretations thereof in the future, could
adversely affect us or the Energy Companies in which we invest. Any such changes could negatively impact our
common stockholders. For example, new legislation could negatively impact the amount and tax characterization of
dividends received by our common stockholders.

An investment in our sharesis not intended for investors seeking short-term profit potential.

Investing in shares of our common stock is intended for investors seeking long-term capital growth and
income and is not meant to provide a vehicle for those who invest for short-term profit potential. The portfolio
securitieswe seek will generally beilliquid. Therefore, our ability to receiveinterest, dividends or cash distributions
or otherwiserealize any return onilliquid investmentsin the short-term will be limited, and, asaresult, our financial
condition and the performance of our common stock during any short-term period may beimpaired. An investment
in our shares should not be considered a complete investment program.

Future offerings of Leverage | nstruments, which would be senior to our common stock upon liquidation, or
equity securities, could dilute our existing stockholders and may be senior to our common stock for the
purposes of dividends and distributions.

In the future, we may attempt to increase our capital resources by making additional offerings of Leverage
Instruments, subject to the restrictions of the 1940 Act. Upon the liquidation of our company, holders of our
Leverage Instruments would receive adistribution of our available assets prior to the holders of our common stock.
Additional equity offerings by us may dilute the holdings of our existing stockholders or reduce the value of our
common stock, or both. Any preferred stock we may issuewould have apreference on dividendsthat could limit our
ability to pay dividends to the holders of our common stock. Because our decision to issue securities in any future
offering will depend on market conditions and other factors which may be beyond our control, we cannot predict or
estimate the amount, timing or nature of our future offerings. Thus, our stockholders bear the risk of our future
offerings reducing the market price of our common stock and diluting their stock holdings in us.

Shares of closed-end management investment companies, including business development companies, may
trade at a discount from net asset value.

Shares of closed-end management investment companies, including business devel opment companies, may
trade at a discount from net asset value. This characteristic of a closed-end investment company is arisk separate
and distinct from the risk that our net asset value will decrease. Our shares of common stock are not subject to
redemption. Investors desiring liquidity may, subject to applicable securities laws, trade their shares of common
stock on any exchange where such shares are then trading at current market value, which may differ from the then
current net asset value. We cannot predict whether our common stock will trade at, above, or below net asset value.

We may make investments with which you may not agree.

We have significant flexibility in investing and may make investments with which you may not agree. Our
goal isto allocate investmentsin compliance with the 1940 Act and in accordance with our investment objective. If
such rules and regulations change or if the energy finance market dictates that we vary our investment approach,
then we will adjust our investment allocations and strategy accordingly.

23


%%TRANSMSG*** Transmitting Job: V37723 PCN: 024000000 ***%%PCMSG|23     |00012|Yes|No|02/12/2008 07:21|0|0|Page is valid, no graphics -- Color: N|


Certain provisions of Maryland law and our Charter and Bylaws could hinder, delay or prevent a change in
control of our company.

Our charter (the “Charter”), Bylaws and the Maryland General Corporation Law include provisions that
could limit the ability of other entities or personsto acquire control of usor to change the composition of our board
of directors. We are subject to the Maryland Business Combination Act (the “Business Combination Act”) to the
extent such statuteisnot preempted by applicable requirements of the 1940 Act. However, our board of directors has
adopted a resolution exempting any business combination between us and any other person from the Business
Combination Act, subject to prior approval of such business combination by our board of directors, including a
majority of our directors who are not interested persons as defined in the 1940 Act. In addition, the Maryland
Control Share Acquisition Act (the “Control Share Act”) provides that control shares of a Maryland corporation
acquired in acontrol share acquisition have no voting rights except to the extent approved by avote of two-thirds of
thevotesentitled to be cast on the matter. Our Bylaws contain aprovision exempting from the Control Share Act any
and all acquisitions by any person of our shares of common stock. If the applicable board resolution is repealed or
our board of directors does not otherwise approve a business combination, the Business Combination Act and the
Control Share Act (if we amend our Bylaws to be subject to that Act) may discourage others from trying to acquire
control of us and increase the difficulty of consummating any offer.

We have also adopted other measures that may make it difficult for a third party to obtain control of us,
including provisions of our Charter classifying our board of directors in three classes serving staggered three-year
terms, and provisions authorizing our board of directors to classify or reclassify shares of our stock in one or more
classes or series, to cause the issuance of additional shares of our stock, and to amend our Charter, without
stockholder approval, to increase or decrease the number of shares of stock that we have authority to issue. These
provisions, aswell as other provisions of our Charter and Bylaws, could have the effect of discouraging, delaying,
deferring or preventing a transaction or a change in control that might otherwise be in the best interests of our
stockholders. As a result, these provisions may deprive our common stockholders of opportunities to sell their
common stock at a premium over the then current market price of our common stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS.

None.

ITEM 2. PROPERTIES.

We do not own any real estate or other physical properties for our operations. Under our Investment
Management Agreement, KAFA is responsible for providing office space and equipment that is reasonably
necessary for our operations. Our principal executive officesarelocated at 717 Texas Avenue, Suite 3100, Houston,
Texas, 77002, and certain corporate officersand other significant investment personnel and operationsarelocated at
1800 Avenue of the Stars, Second Floor, Los Angeles, California, 90067.

ITEM 3. LEGAL PROCEEDINGS.
We are not currently subject to any material pending legal proceedings.

ITEM 4. SUBMISSION OF MATTERS TO AVOTE OF SECURITY HOLDERS.

No matters were submitted to avote of security holders during our fiscal quarter ended November 30, 2007.
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PART 11

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES.

Common Stock Price Range and Net Asset Value per Share

Our common stock trades on the NY SE under the symbol “KED.” We completed our initial public offering
on September 21, 2006 at a price of $25.00 per share. Prior to such date, there was no public market for our common
stock. The closing market price of our common stock on January 31, 2008 was $23.41 per share, and we had nine
shareholders of record on this date. Since many of our shares are held by brokers and other institutions on behalf of
our stockholders, we are unable to estimate the total number of underlying stockholders and individual participants
represented by these nine shareholders of record as of January 31, 2008.

The following tables lists net asset value per share (“NAV per share”) at the end of each of the following
fiscal quarters; the high and low sales price for our common stock during the respectivefiscal quartersand dividends
declared and paid per each share for the respective fiscal quarters.

High Sales  Low Sales

NAV® Price Price Dividends

2006
Fourth Fiscal Quarter (period from September 21, 2006

to November 30, 2006) $24.19  $24.95 $21.56  $0.2201Y
2007
First Fiscal Quarter (period from December 1, 2006 to

February 28, 2007) $25.01 $25.00 $22.05 $0.320
Second Fiscal Quarter (period from March 1, 2007 to

May 31, 2007) $2552  $27.57 $24.31  $0.400
Third Fiscal Quarter (period from June 1, 2007 to

August 31, 2007) $24.65 $28.56 $22.33 $0.405
Fourth Fiscal Quarter (period from September 1, 2007

to November 30, 2007) $24.39 $26.72 $22.09 $0.410

(1) NAV per share is determined as of the last day of the fiscal quarter and therefore may not reflect the NAV per
share on the date of the high and low sales price, which may or may not fall on thelast day of the quarter. NAV
per share is based on outstanding shares at the end of each quarter.

(2) Representsapartial dividend for thefirst 71 daysin operation from September 21, 2006 to November 30, 2006.
For a full quarter, this equates to a quarterly dividend of $0.28 per share.

Dividends

We intend to continue to distribute quarterly dividends to our common stockholders. Our quarterly
dividends, if any, will continue to be determined by our board of directors. During the fiscal year ended
November 30, 2007, we paid dividends totaling $1.345 per common share, totaling $13.5 million, of which
$1.3 million wasreinvested for 50,386 newly issued shares of common stock pursuant to our dividend reinvestment
plan. The tax character of the total $13.5 million of dividends and distributions paid to common stockholders was
$9.5 million (ordinary income), $1.6 million (capital gains) and $2.4 million (return of capital).

On December 20, 2007, we declared our quarterly dividend of $0.41 per common share for the period
September 1, 2007 to November 30, 2007, totaling $4.1 million. The dividend was paid on January 17, 2008 to
shareholders of record on December 31, 2007.

We have established an “opt out” dividend reinvestment plan for our common stockholders. As a result, if we
declare adividend, then stockholders' cash dividendswill generaly be automatically reinvested in additional shares of our
common stock, unless they specifically “opt out” of the dividend reinvestment plan and elect to receive cash dividends.
Recent Sales of Unregistered Securities

Prior to our initial public offering, we issued 60 shares of our common stock to KAFA for an aggregate
purchase price of $1,500. Such shares were issued pursuant to an exemption from the registration requirements of
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the Securities Act of 1933 under Section 4(2) of the Securities Act of 1933 asatransaction by anissuer not involving
any public offering. During thefiscal year ended November 30, 2007, there were no additional sales or issuances of
our unregistered common stock.

Securities Authorized for 1ssuance Under Equity Compensation Plans
Not applicable.

Stock Performance Graph

The following graph compares the return on our common stock to the Standard & Poor’s 500 Stock 1ndex
(“S&P 500") and a business development company (“BDC”) peer group from September 21, 2006, the com-
mencement of our operationsand initial public offering, through November 30, 2007. The graph comparesthevalue
over thistime period of aninitial, $100 investment in our common stock to the S& P 500 and the BDC peer group,
assuming the reinvestment of all cash dividends for our common stock.

The comparisons in the graph below are based on historical data and are not intended to forecast future
performance of our common stock.

Comparison of Cumulative Total Return
Among the Kayne Anderson Energy Development Company,
the S& P 500, and a BDC Peer Group®
from September 21, 2006 to November 30, 2007

125 ~

120 A

115 A

110 A

105 A

Dollars

100 Ao

Year

|=—KED ——S&P 500 - - - BDC Peer Group|

(1) The BDC Peer Group consists of the following closed-end investment companies that have elected to be
regulated as business development companies under the 1940 Act:

Allied Capital Corporation American Capital Strategies, Ltd.
Apollo Investment Corporation Ares Capital Corporation

Blackrock Kelso Capital Corporation Capital Southwest Corporation

GSC Investment Corp. Gladstone Capital Corporation
Gladstone Investment Corporation Harris & Harris Group, Inc.

Hercules Technology Growth Capital, Inc. Highland Distressed Opportunities, Inc.
Kohlberg Capital Corporation MGC Capital Corporation

Medallion Financial Corp. MV C Capitadl, Inc.

NGP Capital Resources Company Patriot Capital Funding, Inc.
PennantPark Investment Corporation Prospect Capital Corporation

TICC Capital Corp. Tortoise Capital Resources Corporation

Triangle Capital Corporation
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ITEM 6. SELECTED FINANCIAL DATA.

Thefollowing selected financial information and other datafor thefiscal year ended November 30, 2007 and
the period ended September 21, 2006 through November 30, 2006 isderived from our financial statementsincluded
in this Annual Report on Form 10-K which have been audited by PricewaterhouseCoopers, LLP, an independent
registered public accounting firm. This selected financial information and other data should be read in conjunction
with our financial statements, related notes thereto and “Management’s Discussion and Analysis of Financia
Condition and Results of Operations’ included in this Annual Report on Form 10-K.

As of and for the As of and for the Period
Fiscal Year Ended September 21, 2006*

(Amountsin 000's, except per share and other data) November 30, 2007 through November 30, 2006
Statement of Operations Data

Total investment income $ 11,496 $ 2,047

Total expenses 8,471 1,183

Net investment income 3,606 864

Net realized and unrealized gains 11,774 7,824

Net increase in net assets resulting from operations 15,380 8,688
Per Share Data

Net asset value $ 24.39 $ 24.19

Net increase in net assets resulting from operations 154 0.87
Statement of Assets and Liabilities Data

Total assets $355,387 $243,604

Total net assets 245,133 241,914
Other Data

Total return based on market value(1) 9.3% (210.7)%

Total return based on net asset value(2) 6.3% 3.7%

Number of portfolio companies at period end — public 43 29

Number of portfolio companies at period end — private 16 7

*  Commencement of operations

(1) Not annualized for the period September 21, 2006 through November 30, 2006. Total investment return is
calculated assuming a purchase of common stock at the market price on the first day and a sale at the current
market price on the last day of the period reported. The calculation also assumes reinvestment of dividends, if
any, at actual prices pursuant to our dividend reinvestment plan.

(2) Not annualized for the period September 21, 2006 through November 30, 2006. Total return based on net asset
value is calculated as the change in net asset value per share plus the dividends paid during the period being
measured, assuming reinvestment in our dividend reinvestment plan.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALY SIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

The following information contained in this section should be read in conjunction with the* Item 6. Selected
Financial Data” and our financial statements and notes thereto appearing elsewhere in this Annual Report on
Form 10-K.

Overview

We are incorporated under the laws of the State of Maryland. We invest primarily in Energy Companies that
are not publicly traded (“ private”). We completed our initial public offering of 10,000,000 shares of common stock
at $25.00 per share on September 21, 2006. We havefiled an election to be treated asaBDC under the 1940 Act, and
we are classified as a closed-end, non-diversified management investment company under the 1940 Act. Since
inception, through our most recently completed fiscal year, we elected to be treated asaRIC for tax purposes under
the Code. On January 22, 2008, we announced that we no longer intend to be treated as a RIC for our fiscal year
ended November 30, 2008 and for future fiscal years. See “Recent Developments’ for more information.

Our operations will continue to be externally managed and advised by our investment adviser, KAFA,
pursuant to an investment management agreement. Our investment objective isto generate both current income and
capital appreciation primarily through equity and debt investments. We will seek to achieve this objective by
investing at least 80% of our total assets in securities of Energy Companies.

A key focus areafor our investmentsin the energy industry will continue to be equity and debt investments
in Midstream Energy Companies structured as limited partnerships. We also expect to evaluate equity and debt
investments in Other Energy Companies and companies engaged in the mining of aggregates and other natural
resources. Werefer to theseinvestments asour “ Targeted | nvestments.” Under current market conditions, we expect
that our Targeted Investments will generally range in size from $10 million to $60 million, athough a few
investments may be in excess of this range.

We seek to enhance our total returnsthrough the use of leverage, which may include theissuance of shares of
preferred stock, commercial paper or notes and other borrowings (each a“Leverage Instrument” and collectively,
the “Leverage Instruments”). We expect to use leverage in an aggregate amount equal to 30% of our total assets,
which includes assets obtained through such leverage.

Recent Developments

On January 22, 2008, we announced that we no longer intend to be treated as a RIC under the Code, as
amended. Asaresult of thischange, wewill be taxed as a corporation for our fiscal year ended November 30, 2008
and for future fiscal years, paying federal and applicable state corporate taxes on our taxable income and capital
gains. We will continue to be regulated as a BDC under the 1940 Act.

The opportunities to invest in private MLPs are much more abundant than had been anticipated following
our IPO, with nine private ML Psraising approximately $500 million of capital inthelast twelve months. We believe
private MLPs currently present an attractive investment opportunity and offer attractive risk-adjusted total returns
for our shareholders. Previously, however, compliance with certain requirements necessary to qualify as a RIC
(“RIC Tests") limited our ability to invest in additional private MLPs.

RIC Tests required that 90% of our gross income come from qualified sources. Equity securities of private
partnerships, however, do not generate qualified income, thus forcing the creation of taxable subsidiaries for these
investments. Because such taxable subsidiaries were wholly-owned by us, these investments were not considered
diversified investments for purposes of the “RIC Diversification Test,” which requires that at least 50% of total
assets consist of (a) investments that each constitute less than 5% of total assets and (b) investments for which the
Company has less than 10% of voting rights in each such investment. Compliance with RIC Tests would have
become increasingly difficult to the extent that private MLPsin our portfolio are successful and go public, because
RIC Tests limit investments in public MLPs to 25% of total assets (“25% MLP Test”).
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Based on the pro forma portfolio after giving effect to the election, we expect to increase the number of
investmentsin private ML Psand decrease our holdingsin second lien debt investments. Whilewewill no longer be
constrained by the 25% MLP test, this allocation may decline over time as we have more flexibility under the RIC
Diversification Test.

Our decision to no longer be treated as a RIC is retroactive to the beginning of our fiscal tax year, which
began on December 1, 2007. For the quarter ended February 29, 2008, we will record adeferred tax liability for any
unrealized gains at that time, and our net asset value will be reduced by any such deferred tax liability.

Whilewe no longer intend to be treated as a RIC under the Code, weintend to maintain our statusasaBDC.
By electing to betreated asa BDC, we are subject to provisions of the 1940 Act, including the requirements that we
must have at least 70% of assetsin “eligible portfolio companies,” generally defined as private companies with a
principa place of businessin the United States.

On January 31, 2008, weterminated our Treasury Facility. All amounts of principal and interest werepaidin
full, and we sold $14.4 million of U.S. Treasury Bills, which were held as collateral under the Treasury Facility. See
“Liquidity and Capital Resources.”

Portfolio and I nvestment Activity

Our investments as of November 30, 2007 were comprised of equity securities of $235.5 million and fixed
income investments of $91.2 million. Included in the equity securities were $8.0 million invested in warrants and
$5.0 million of preferred stock. All of our fixed income investments ($91.2 million) were in private Energy
Companies composed of fourteen different investments in eleven portfolio companies.

Certain of our fixed income securities accrueinterest at variable rates determined on abasis of abenchmark,
such asLIBOR, or the prime rate, with stated maturities at origination that typically range from 5to 10 years. Other
fixed income investments accrue interest at fixed rates. As of November 30, 2007, 76% or $69.0 million of our
interest-bearing portfolio is floating rate debt and 24% or $22.2 million is fixed rate debt.

Results of Operations— For the Fiscal Year Ended November 30, 2007

Set forth below is an explanation of our results of operations for the fiscal year ended November 30, 2007,
our first full fiscal year in operation.

Investment Income.  Investment income for the year was $11.5 million and consisted primarily of interest
income on our short-term investments in fixed income investments and repurchase agreements. We earned
$9.2 million of cash dividends and distributions, of which $8.7 million was treated as a return of capital during
the period.

Operating Expenses.  Tota operating expenses for the year were $8.5 million, including $3.8 million of
base investment management fees (net of fee waivers); $2.5 million for interest expense and $1.0 million for
professional fees. Base investment management fees (net of fee waivers) were equal to an annual rate of 1.34% of
average total assets. We do not pay a management fee or any incentive fee with respect to any investments made
under the Treasury Facility.

Net Investment Income.  Our net investment income totaled $3.6 million, which consisted of $11.5 million
of investment income. Thisinvestment income was reduced by total operating expenses of $8.5 million for theyear.
Our investment income was increased by deferred income tax benefits of $0.6 million related to our taxable
subsidiaries.

Net Realized Gains.  We had net realized gains from our investments of $5.5 million.

Net ChangeinUnrealized Gains.  We had net unrealized gainsfrom our investments of $6.3 million, which
are net of deferred tax expense of $2.6 million related to the investment activities in our taxable subsidiaries.
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Net Increase in Net Assets Resulting from Operations. Our net increase in net assets resulting from
operations for the year was $15.4 million. This increase is composed primarily of the net unrealized gains of
$6.3 million; net realized gains of $5.5 million and net investment income of $3.6 million as noted above.

Results of Operations— September 21, 2006 through November 30, 2006

Set forth below is an explanation of our results of operations for the period from September 21, 2006
(inception) through November 30, 2006, our first fiscal year in operation.

Investment Income.  Investment income for the period was $2.1 million and consisted primarily of interest
income on our short-term investments in repurchase agreements and fixed income investments. We earned
$0.7 million of cash dividends and distributions, substantialy all of which were treated as a return of capital
during the period.

Operating Expenses.  Total operating expenses for the period were $1.2 million, including $0.6 million of
investment management fees (net of fee waivers) and $0.2 million for professional fees for the period. Investment
management fees (net of fee waivers) were equal to an annual rate of 1.25% of average total assets.

Net Investment Income.  Our net investment income totaled $0.9 million, which consisted of $2.1 million
of investment income, primarily from our interest income on short-term investmentsin repurchase agreements. This
investment income was reduced by total operating expenses of $1.2 million for the period.

Net Realized Gains.  We had net realized gains from our investments of $0.1 million.
Net Change in Unrealized Gains. We had net unrealized gains from our investments of $7.7 million.

Net Increase in Net Assets Resulting from Operations. Our net increase in net assets resulting from
operationsfor the period was $8.7 million. Thisincreaseis composed primarily of the changein net unrealized gains
of $7.7 million and, to alesser extent, net investment income of $0.9 million and net realized gainsof $0.1 million as
noted above.

Liquidity and Capital Resources

As of November 30, 2007, we had approximately $10.8 million invested in short-term repurchase
agreements. As of February 5, 2008, we had approximately $5.9 million in repurchase agreements.

On June 4, 2007, we established two new syndicated credit facilities— the Senior Secured Revolving
Credit Facility (the “Investment Facility”) and the Treasury Secured Revolving Credit Facility (the “Treasury
Facility”) — totaling $200 million with SunTrust Capital Markets, Inc. and Citigroup Capital Markets as
co-arrangers. The Investment Facility has initial availability of up to $100 million with the ability to increase
credit available under the Investment Facility to an amount not to exceed $250 million by obtaining additional
commitments from existing lenders or new lenders. The Investment Facility hasathree year term and bearsinterest,
at our option, at either (i) LIBOR plus 125 basis points or (ii) the prime rate plus 25 basis points.

The obligations under the Investment Facility are secured by substantially all of our assets, and are
guaranteed, generally, by our existing and future subsidiaries. The Investment Facility contains affirmative and
reporting covenants and certain financial ratios and restrictive covenants, including: (a) maintaining an asset
coverage ratio (excluding collateral and indebtedness under the Treasury Facility) of not less than 2.50:1.0;
(b) maintaining minimum liquidity at certain levels of outstanding borrowings; (c) maintaining a minimum of
shareholders' equity and (d) other customary restrictive covenants. The Investment Facility also contains customary
representations and warranties and events of default. The Investment Facility allows us to supplement our equity
capital to continue to make portfolio investments.

As of November 30, 2007, we had $85.0 million of borrowings under our Investment Facility at aweighted
average interest rate of 5.99% and $14.0 million of borrowings under our Treasury Facility at an interest rate of
7.50%. As of February 5, 2008, we had $85.0 million of borrowings under our Investment Facility at a weighted
average interest rate of 4.49%.
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On January 31, 2008, weterminated our Treasury Facility. All amounts of principal and interest were paidin
full, and we sold $14.4 million of U.S. Treasury Bills, which were held as collateral for our amount outstanding
under the Treasury Facility. The Treasury Facility enabled us to comply with certain requirements necessary to
qualify as a RIC. We terminated this facility due to our decision to no longer be treated as a RIC.

Contractual Obligations

Investment Management Agreement. We have entered into an investment management agreement with
KAFA under which we have materia future rights and commitments. Pursuant to the investment management
agreement, KAFA has agreed to serve as our investment adviser and provide on our behalf significant managerial
assistance to our portfolio companies to which we are required to provide such assistance. Payments under the
investment management agreement may include (1) a base management fee, (2) an incentive fee, and (3) reim-
bursement of certain expenses. For the year ended November 30, 2007, we paid $3.8 million in base management
fees, net of $1.1 million in feewaivers, and accrued incentive fees of $0.1 million. We do not pay amanagement fee
or any incentive fee with respect to any investments made under the Treasury Facility.

Asof November 30, 2007, we did not have, or have not entered into, any long-term debt obligations, long-
term liabilities, capital or operating | ease obligations or purchase obligations that require minimum payments or any
other contractual obligation at the present, within the next five years or beyond other than the borrowings
outstanding under our Investment Facility and our Treasury Facility as of November 30, 2007 described above
under “— Liquidity and Capital Resources.”

Thefollowing table summarizes our obligations as of November 30, 2007 over the following periodsfor the
Investment and Treasury Fecility.

Payments by Period ($ in millions)

Less Than 1 More Than 5
Total Year 1-3years  3-5years Years
Investment Facility™® $85.0 — $85.0 — —
Treasury Facility® 14.0 — 14.0 — —

(1) At November 30, 2007, $15.0 million remained available for borrowing under our Investment Facility.

(2) At November 30, 2007, $86.0 million remained available for borrowing under our Treasury Facility. On
January 31, 2008, we terminated our Treasury Facility. All amounts of principal and interest were paid in full.

Dividends

We intend to continue to distribute quarterly dividends to our common stockholders. Our quarterly
dividends, if any, will continue to be determined by our board of directors. During the fiscal year ended
November 30, 2007, we paid dividends totaling $1.345 per common share, for a total of $13.5 million. Of this
amount, $1.3 million was reinvested, resulting in the issuance of 50,386 shares of common stock pursuant to our
dividend reinvestment plan. The tax character of the total $13.5 million of dividends and distributions paid to
common stockholders was $9.5 million (ordinary income), $1.6 million (capital gains) and $2.4 million (return of

capital).

On December 20, 2007, we declared our quarterly dividend of $0.41 per common share for the period
September 1, 2007 to November 30, 2007 for atotal of $4.1 million. The dividend was paid on January 17, 2008 to
shareholders of record on December 31, 2007.

Prior to our election to be taxed asacorporation, dividends paid by uswere generally taxable to stockholders
as capital gains, ordinary income or return of capital. After giving effect to the election, our stockholders will no
longer recognize an allocable share of our capital gainsor ordinary income. Instead, the component of our dividend
that comes from our current or accumulated earnings and profits will be taxable to a stockholder as corporate
dividend income. This income will be treated as qualified dividends for Federal income tax purposes at a rate of
I15%. The special tax treatment for qualified dividends is scheduled to expire on December 31, 2010. Distributions
that exceed our current or accumulated earnings and profits will continue to be treated as a tax-deferred return of
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capital to the extent of astockholder’s basis. We expect that a significant portion of future dividendsto sharehol ders
will constitute a tax-deferred return of capital.

Off-Balance Sheet Arrangements

At November 30, 2007, we did not have any off-balance sheet liabilities or other contractual obligations that
arereasonably likely to have a current or future material effect on our financial condition, other than the investment
advisory and management agreement with KAFA.

Critical Accounting Policies

Our most significant accounting policiesin accordance with GAAP are described bel ow. The preparation of
our financial statements in conformity with GAAP requires management to make estimates and judgments that
affect our reported amounts of assets, liabilities, revenues and expenses. Estimates and judgments are based on
information available at the time such estimates and judgments are made, and adjustments made to these estimates
and judgments often relate to information not previously available. Changesin the economic environment, financial
markets and any other parameters used in determining such estimates could cause actual resultsto differ. Estimates
and judgments are used in, among other things, the development of fair value assumptions, the assessment of future
tax exposure and the realization of tax assets.

We have identified the following five critical accounting policies that require a significant amount of
estimation and judgment and are considered to be important to the portrayal of our assets, liabilities, revenues and
expenses.

* Investment Valuation

 Calculation of Net Asset Value

* Income Taxes

* Investment Income and Return of Capital Estimates
« Dividends and Distributions to Stockholders

Investment Valuation. Readily marketable portfolio securities listed on any exchange other than the
NASDAQ Stock Market, Inc. (“NASDAQ") are valued, except as indicated below, at the last sale price on the
business day as of which such value is being determined. If there has been no sale on such day, the securities are
valued at the mean of the most recent bid and asked prices on such day, except for short sales and call option
contracts written, for which the last quoted asked price is used. Securities admitted to trade on the NASDAQ are
valued at the NASDAQ official closing price. Portfolio securities traded on more than one securities exchange are
valued at the last sale price on the business day as of which such value is being determined at the close of the
exchange representing the principal market for such securities.

Equity securities traded in the over-the-counter market, but excluding securities admitted to trading on the
NASDAQ, are valued at the closing bid prices. Fixed income securities that are considered corporate bonds are
valued by using the mean of the bid and ask prices provided by an independent pricing service. For fixed income
securities that are considered corporate bank loans, the fair market value is determined by the mean of the bid and
ask prices provided by the syndicate bank or principal market maker. When price quotes are not available, fair
market value will be based on prices of comparable securities.

Our portfolio includes securitiesthat are privately issued or illiquid. For these securities, aswell asany other
portfolio security held by us for which reliable market quotations are not readily available, valuations are
determined in good faith by the board of directors under a valuation policy and a consistently applied valuation
process. Unless otherwise determined by our board of directors, the following valuation process, approved by the
board of directors, is used for such securities:

¢ Investment Team Valuation. The applicable investments are initially be valued by the investment adviser’s
senior professionals responsible for the portfolio investments.
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* Investment Team Valuation Documentation. Preliminary valuation conclusions are documented and
discussed with senior management of KAFA, our investment adviser. Such valuations are submitted to
the Valuation Committee (a committee of the board of directors) on aquarterly basis. These valuations stand
for intervening periods of time unlessa senior officer of KAFA determines that material adjustmentsto such
preliminary valuations are appropriate to avoid valuations that are stale or do not represent fair value.

 Valuation Committee. The Valuation Committee meets each quarter to consider new val uations presented
by KAFA, if any, which were made in accordance with the Valuation Procedures in such quarter. The
Valuation Committee’s determination is subject to ratification by the board at its next regular meeting.

e Valuation Firm. No less frequently than quarterly, a third-party valuation firm engaged by the board of
directors reviews the valuation methodologies and calculations employed for these securities. The inde-
pendent valuation firm provides third-party valuation consulting services to the board of directors which
consist of certain limited procedures that we have identified and requested that they perform. Upon
completion of the limited procedures, the independent valuation firm concludes that the fair value of those
investments subjected to the limited procedures does not appear to be unreasonable.

 Board of Directors Determination. The board of directors considers the val uations provided by KAFA and
the Valuation Committee and ratifies val uations for the applicable securities at each quarterly board meeting.
The board of directors considers the reports provided by the third-party valuation firm in reviewing and
determining in good faith the fair value of the applicable portfolio securities.

During the course of such valuation process, whenever possible, privately-issued equity and debt invest-
ments are valued using comparisons of financial ratios of the portfolio companies that issued such equity and debt
securities to any peer companies that are public. The value is then discounted to reflect the illiquid nature of the
investment. We also utilize comparative information such as purchase transactions, public offerings or subsegquent
equity sales to corroborate our valuations. Due to the inherent uncertainty of determining the fair value of
investments that do not have areadily available market value, the fair value of our investmentsin privately-issued
securities may differ significantly from the values that would have been used had a ready market existed for such
investments, and the differences could be material.

Factorsthat we may takeinto account in fair value pricing our investmentsinclude, asrelevant, the portfolio
company’s ability to make payments and its earnings and discounted cash flow, the markets in which the portfolio
company does business, comparison to publicly traded securities, the nature and realizable value of any collateral
and other relevant factors.

Unless otherwise determined by the board of directors, securities that are convertible into or otherwise will
become publicly traded (e.g., through subsequent registration or expiration of arestriction on trading) will bevalued
through the process described above, using aval uation based on the market value of the publicly traded security less
adiscount. The discount will initially be equal in amount to the discount negotiated at the time of purchase. To the
extent that such securities are convertible or otherwise become publicly traded within a time frame that may be
reasonably determined, the investment adviser may determine an amortization schedule for the discount in
accordance with a methodology approved by the Valuation Committee.

Calculation of Net Asset Value.  Wewill determine our net asset val ue per share of our common stock as of
the close of regular session trading on the NY SE (normally 4:00 p.m. Eastern time) quarterly. Net asset value per
share of our common stock is computed by dividing the value of al of our assets (including accrued interest and
dividends), less al of our liabilities (including accrued expenses, dividends payable and any borrowings) by the
total number of common shares outstanding.

Dividend and distribution income is recorded on the ex-dividend date for publicly traded securities and the
dividend declaration date for private companies. Interest income is recognized on the accrual basis, including
amortization of premiums and accretion of discounts. Our expenses are accrued no less than on a quarterly basis.

We record security transactions on the date the securities are purchased or sold (the trade date) and realized
gains and losses are recorded on an identified cost basis.
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Our securities arevalued in accordance with the val uation process described in our critical accounting policy
“Investment Valuation” above.

IncomeTaxes. Becausefederal incometax regulations differ from GAAR, distributionsin accordance with
tax regulations may differ from net investment income and realized gains recognized for financial reporting
purposes. These differences may be permanent or temporary. We reclassify permanent differences among capital
accounts in our financial statements to reflect the tax character of each difference.

Since inception through our most recently completed fiscal year, we have elected to be taxed asaRIC under
Subchapter M of the Internal Revenue Code of 1986, as amended. As a RIC, we were not required to pay federal
income taxes on any ordinary income or capital gains that we received from our portfolio investments and our
taxable subsidiaries in so far as we distributed such amounts to our stockholders as dividends. To qualify and
maintain our RIC status, wewere required to meet specific source-of-income and asset diversification requirements
and distribute in each of our taxable years at least 90% of our “investment company taxable income” (which
generally consists of ordinary income and realized net short-term capital gainsin excess of realized net long-term
capital losses, if any) and net tax-exempt interest out of the assets legally available for distribution.

Our wholly-owned consolidated subsidiaries pay Federal and state income tax on their taxable income. We
invest our assets primarily in MLPs, which generally aretreated as partnershipsfor federal incometax purposes. As
alimited partner in the MLPs, we report our allocable share of the MLP's taxable income in computing our taxable
income. Our tax expense or benefit recorded in the Statement of Operationsis based on the component of income or
gains (losses) to which such expense or benefit relates. Deferred income taxes recorded reflect the net tax effects of
temporary differences between the carrying amounts of assetsand liabilitiesfor financial reporting purposesand the
amounts used for income tax purposes. To the extent we have anet deferred tax asset, avaluation allowancewill be
recognized if, based on the weight of available evidence, it is more likely than not that some portion or all of the
deferred income tax asset will not be realized. Future realization of deferred income tax assets ultimately depends
on the existence of sufficient taxable income of the appropriate character in either the carryback or carryforward
period under the tax law.

We may rely to some extent on information provided by the ML Ps, which may not necessarily betimely, to
estimate taxable income allocable to the MLP units held in the portfolio and to estimate the associated deferred tax
liability.

We also estimate our state income tax provision based upon available information and estimates. Such
estimates may change in subseguent periods when tax returns are filed or examination by state and local tax
authorities.

On January 22, 2008, we announced that we no longer intend to be treated asa RIC for our fiscal year ended
November 30, 2008 and for future fiscal years. The decision to no longer be treated as a RIC is retroactive to the
beginning of our fiscal tax year, which began on December 1, 2007.

Investment Income and Return of Capital Estimates. Dividends and distributions received from our
investments in MLPs generally are comprised of income and return of capital. The return of capital portion of the
dividends and distributions is a reduction to investment income in our Statement of Operations and results in an
equivalent reduction to the cost basis of the associated investments. The reduction to the cost basis results in an
increase to either net realized gains or the net change in unrealized gains from investments. We record investment
income and return of capital based on estimates made at the time when we receive such distributions. We base these
estimates on historical information available from our MLP investments and other industry sources. We may revise
these estimates based on information received from our MLP investments after their tax reporting periods are
concluded. Any changes to these estimates may be material.

Dividendsand Distributionsto Stockholders.  We pay distributionsto our stockholders and record these on
the ex-dividend date. We estimate the portion of the current dividend that represents a return of capital. The
character of these distributions declared and paid during the year may differ from the ultimate characterization for
federal income tax purposesthat we make after the end of the calendar year. For the year ended November 30, 2007,
our dividends are comprised of return of capital, long-term capital gainsand ordinary income, which isbased on our
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operating results. Due to the passage of time and availability of information for when we estimate the charac-
terization until the final determination, there may be revisionsto these estimates. Any changes to these estimates to
final determination may be material.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

We are subject to financial market risks, including changes in interest rates and in the valuations of our
investment portfolio.

Interest Rate Risk.  Interest rate risk primarily results from variable rate fixed income securities in which
we invest and from borrowings under our Investment Facility and Treasury Facility. Fixed income investments in
our portfolio are based on floating and fixed rates. Fixed income investments bearing a floating interest rate are
usually based on a LIBOR and, in most cases, a spread consisting of additional basis points. The interest rates for
these fixed income instruments typically have one to six-month durations and reset at the current market interest
rates. Asof November 30, 2007, the fair value of our floating rate investments totaled approximately $69.0 million,
or 76% of our total fixed income investments of $91.2 million. Based on sensitivity analysis of the ($70.3 million
par value) floating rate fixed income investment portfolio at November 30, 2007, we estimate that a one percentage
point interest rate movement in the average market interest rates (either higher or lower) over the 12 months ended
November 30, 2008 would either decrease or increase net investment income before income taxes by approximately
$0.7 million.

As of November 30, 2007, we had $85.0 million of borrowings under our Investment Facility at aweighted
average interest rate of 5.99% and $14.0 million of borrowings under our Treasury Facility at an interest rate of
7.50%. These interest rates are based on a LIBOR, which can have a one to twelve month duration. Based on
sengitivity analysis of the Investment and Treasury Facilities at November 30, 2007, we estimate that a one
percentage point interest rate movement in the average market interest rates (either higher or lower) over the
12 months ended November 30, 2008 would either decrease or increase net investment income before income taxes
by approximately $1.0 million.

On January 31, 2008, we terminated our Treasury Facility. All amounts of principal and interest were paidin
full, and we sold $14.4 million of U.S. Treasury Bills, which were held as collateral for our amount outstanding
under the Treasury Facility. The Treasury Facility enabled us to comply with certain requirements necessary to
qualify as a RIC. We terminated this facility due to our decision to no longer be treated as a RIC.

We may hedge against interest rate fluctuations for these floating rate instruments using standard hedging
instruments such as futures, options and forward contracts, subject to the requirements of the 1940 Act. Hedging
activities may mitigate our exposure to adverse changes in interest rates.

Impact of Market Prices on Portfolio Investment Valuation. We carry our investments at fair value, as
determined by our board of directors. Investments for which market quotations are readily available are valued at
such market quotations and are subject to daily changes in the market prices of these securities.

Fixed income and equity securitiesthat are not publicly traded or whose market priceisnot readily available
arevalued at fair value as determined in good faith by our board of directors. The types of factors that we may take
into account in fair value pricing of our investments include, as relevant, the nature and realizable value of any
collateral, the portfolio company’s ability to make payments and its earnings and discounted cash flow, the markets
in which the portfolio company does business, comparison to publicly traded securities and other relevant factors.
Our investments that are not publicly traded may beindirectly impacted (positively or negatively) by public market
prices of securities that are comparable to these private investments. Changes in market prices related to purchase
transactions, public offerings and secondary offerings can also impact the val uations of our investmentsthat are not
publicly traded.

ITEM 8 FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

Our financial statementsand financial statement schedulesare set forth beginning on page F-1in thisannual
report and are incorporated herein by reference.
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ITEM 9. CHANGESIN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.

Not applicable.

ITEM 9A. CONTROLS AND PROCEDURES.
Evaluation of Controls and Procedures.

The Company’s officers, with the participation of the Company’s Chief Executive Officer and Chief
Financial Officer, evaluated the effectiveness of the Company’s disclosure controls and procedures (as defined in
Rule 13a-15(€) of the 1934 Act) as of the end of the period covered in thisreport. Based upon such evaluation, the
Company’s Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and
procedures were effective and provided reasonabl e assurance that information required to be disclosed in thereports
that we file or submit under the 1934 Act is recorded, processed, summarized and reported within the time periods
specified in the SEC's rules and forms, and that such information is accumulated and communicated to our
management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely
decisions regarding required disclosure. However, in designing and evaluating our disclosures controls and
procedures, management recognized that disclosure controls and procedures, no matter how well conceived
and operated, can provide only reasonable, not absol ute, assurance that the objectives of the disclosure controls and
procedures are met. Additionally, in designing disclosure controls and procedures, our management necessarily was
required to apply its judgment in evaluating the cost-benefit relationship of possible disclosure controls and
procedures. The design of any disclosure controls and procedures also is based in part upon certain assumptions
about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its
stated goals under all potentia future conditions.

Management’s Annual Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting as defined in Rules 13a-15(f) and 15d-15 of the Securities Exchange Act of 1934. Under the supervision
and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, the
Company conducted an evaluation of the effectiveness of the Company’sinternal control over financial reporting.
Our internal control over financial reporting is designed to provide reasonabl e assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles and include those policies and procedures that: (1) pertain to the maintenance of
records that in reasonable detail accurately and fairly reflect our transactions and the dispositions of our assets;
(2) provide reasonable assurance that our transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that our receipts and expenditures are
being made only in accordance with appropriate authorizations; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use or disposition of our assetsthat could have amaterial
effect on our financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Therefore, even those systems determined to be effective can provide only reasonable assurance
with respect to financial statement preparation and presentation. Also, projections of any evaluation of effectiveness
to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or
that the degree of compliance with the policies or procedures may deteriorate.

Under the supervision and with the participation of our management, we assessed the effectiveness of our
internal control over financial reporting as of November 30, 2007, using the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control — Integrated Framework.
Based on its assessment, management has concluded that our internal control over financial reporting was effective
as of November 30, 2007.
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The effectiveness of our internal control over financial reporting as of November 30, 2007 has been audited
by PricewaterhouseCoopersL L P, anindependent registered public accounting firm, as stated in their report whichis
included herein.

Report of Independent Registered Public Accounting Firm

Our independent registered public accounting firm, PricewaterhouseCoopers LLP, has reported on the
effectiveness of the Company’s internal control over financial reporting based upon their integrated audit of our
financial statements, which report is set forth under the heading “Report of Independent Registered Public
Accounting Firm” on page F-2.

Change in Internal Control Over Financial Reporting

Management has not identified any change in the Company’sinternal control over financial reporting that
occurred during the fourth fiscal quarter of 2007 that has materially affected, or is reasonably likely to materially
affect, the Company’s internal control over financial reporting.

ITEM 9B. OTHER INFORMATION.
Not applicable.
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PART 111

ITEM 10. DIRECTORSAND EXECUTIVE OFFICERS OF THE REGISTRANT.

The information required by this item will be contained in our Proxy Statement for our 2008 Annual
Stockholder Meeting, which information is incorporated herein by reference.
ITEM 11. EXECUTIVE COMPENSATION.

The information required by this item will be contained in our Proxy Statement for our 2008 Annual
Stockholder Meeting, which information is incorporated herein by reference.
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS.

The information required by this item will be contained in our Proxy Statement for our 2008 Annual
Stockholder Meeting, which information is incorporated herein by reference.
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

The information required by this item will be contained in our Proxy Statement for our 2008 Annual
Stockholder Meeting, which information is incorporated herein by reference.
ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

The information required by this item will be contained in our Proxy Statement for our 2008 Annual
Stockholder Meeting, which information is incorporated herein by reference.

PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES.
(@) The following documents are filed as part of this Annual Report on Form 10-K:
1. Financial Statements — See the Index to Financial Statements on Page F-1.

2. Financia Statement Schedules— None. We have omitted financial statement schedules because
they are not required or are not applicable, or the required information is shown in the financial
statements or notes to the financial statements.

3. Exhibits.
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Exhibit
Number Description
3.1 Charter — Form of Articles of Amendment and Restatement.*
3.2 Amended and Restated Bylaws.*
4.1  Form of Common Stock Certificate.*
10.1  Form of Investment Management Agreement between Registrant and KA Fund Advisors, LLC.*
10.2  Form of Administration Agreement between Registrant and Bear Stearns Funds Management Inc.*
10.3  Form of Custody Agreement between Registrant and The Custodial Trust Company.*
104  Form of Dividend Reinvestment Plan.*

105 Form of Transfer Agency Agreement between Registrant and American Stock Transfer &
Trust Company.*

10.6  Form of Accounting Services Agreement between Registrant and Ultimus Fund Solutions, LLC.*

10.7  Senior Secured Revolving Credit Agreement between Registrant, the lenders party thereto, SunTrust
Bank, as administrative agent for the lenders, and Citibank, N.A. as syndication agent, dated June 4,
2007.**

10.8  Treasury Secured Revolving Credit Agreement between Registrant, the lenders party thereto, SunTrust
Bank, as administrative agent for the lenders, and Citibank, N.A. as syndication agent, dated June 4,
2007.**

141  Supplemental Antifraud Code of Ethics of Registrant.***
21.1  Subsidiaries of the Registrant — filed herewith.
24.1  Power of Attorney — filed herewith.

311 Certification by Chief Executive Officer pursuant to Exchange Act Rule 13a-14(a), as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002 — filed herewith.

31.2 Certification by Chief Financial Officer pursuant to Exchange Act Rule 13a-14(a), as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002 — filed herewith.

321  Certification by Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 — filed herewith.

99.1 Form of Amended Dividend Reinvestment Plan.**

99.2  Form of Fee Waiver Relating to Treasury Credit Investments between Registrant and KA Fund Advisors,
LLC.x*

* Previoudly filed as an exhibit to Registrant’s Pre-Effective Amendment No. 5 to its Registration Statement on
Form N-2 (File No. 333-134829) as filed with the SEC on September 18, 2006 and incorporated by reference
herein.

** Previoudly filed asan exhibit to Registrant’s Quarterly Report on Form 10-Q (File No. 814-00725) asfiled with
the SEC on July 16, 2007 and incorporated by reference herein.

*** Previoudly filed as an exhibit to Registrant’s Annual Report on Form 10-K (File No. 814-00725) as filed with
the SEC on February 16, 2007 and incorporated by reference herein.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
Kayne Anderson Energy Development Company:

In our opinion, the accompanying consolidated statements of assets and liabilities, including the schedules of
investments, and the related consolidated statements of operations, changesin net assets and cash flows and the financial
highlights present fairly, in all material respects, the financia position of Kayne Anderson Energy Development
Company and itssubsidiaries (“the Company”) asof November 30, 2007 and 2006, and theresults of their operations, the
changes in their net assets, their cash flows and their financia highlights for each of the two periods then ended in
conformity with accounting principles generally accepted in the United States of America. Also in our opinion, the
Company maintained, in all material respects, effective internal control over financial reporting as of November 30,
2007, based on criteriaestablished in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). The Company’s management is responsible for these financial
statements, for maintaining effectiveinternal control over financial reporting and for its assessment of the effectiveness of
internal control over financia reporting, included in the accompanying management report. Our responsibility is to
express opinions on these financia statements and on the Company’sinternal control over financial reporting based on
our integrated audits (which was an integrated audit for 2007 only). We conducted our audits in accordance with the
standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and
perform the audits to obtain reasonable assurance about whether the financid Statements are free of material
misstatement and whether effective internal control over financial reporting was maintained in all material respects.
Our audits of the financia statements included examining, on a test basis, evidence supporting the amounts and
disclosures in the financia statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. Our 2007 audit of internal control over
financial reporting included obtaining an understanding of internal control over financial reporting, assessing therisk that
amaterial weakness exigts, and testing and eval uating the design and operating effectiveness of internal control based on
the assessed risk. Our audits also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audits, which included confirmation of securities owned a November 30, 2007 and
2006 by correspondence with the custodian and brokers, provide a reasonable basis for our opinions.

A company’sinternal control over financial reporting isaprocess designed to provide reasonabl e assurance
regarding the reliability of financia reporting and the preparation of financial statements for external purposesin
accordance with generally accepted accounting principles. A company’s internal control over financia reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a materia effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

Asdiscussed in Note 10 to the consolidated financial statements, “ Subsequent Events,” on January 22, 2008, the
Company announced itsintention to no longer be treated as a regulated investment company for income tax purposes. If
carried-out, the Company will be taxed asaU.S. corporation effective December 1, 2007. Asaresult, the Company will
record, in the quarter ending February 29, 2008, additional income tax expense, primarily related to its net unrealized
appreciation on investments.

PricewaterhouseCoopers LLP
February 11, 2008
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY
CONSOLIDATED SCHEDULE OF INVESTMENTS
AS OF NOVEMBER 30, 2007
(amountsin 000's)

See accompanying notes to consolidated financial statements.
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No. of
Description: Shares/Units Value
Long-Term Investments(a) — 133.3%
Equity Investments(b) — 96.1%

Publicly Traded MLP and MLP Affiliate(c)(d) — 37.8%

Atlas Energy Resources, LLC — Unregistered(€). .. ... ... 131 $3,905
Atlas Pipeline Partners, L.P. . . . ... 46 2,083
BreitBurn Energy Partners L.P. — Unregistered(e) . . ... ................. 73 2,102
Buckeye Partners, L.P. .. ... . 41 1,960
Calumet Specialty Products Partners, L.P. . . ........... ... .. 104 3,842
Capital Product Partners L.P(f). . ... 24 593
Constellation Energy Partners LLC — Unregistered(€) . . ... .............. 65 2,184
Copano Energy, L.L.C. . ... . . 8 320
Copano Energy, L.L.C. —Unregistered(€). . ... ... .o 72 2,590
Crosstex Energy, L.P. ... 24 815
DCP Midstream Partners, LP. . . ... ... . 62 2,509
Duncan Energy Partners L.P. . . ... ... .. 53 1,214
Eagle Rock Energy Partners, L.P. . ... ... . 24 512
El Paso Pipeline Partners, L.P(Q). . . . .« oo oo 9 218
Enbridge Energy Management, L.L.C.(f)(h). .. ..... ... ... ... . ... . ... 66 3,404
Enbridge Energy Partners L.P. . ... ... 17 858
Energy Transfer Equity, L.P . ... ... ... ... . . . . 61 2,091
Energy Transfer Partners, L.P. .. ... ... . . 17 896
Enterprise Products Partners L.P. ... ... ... . .. . 220 6,875
Exterran Partners, L.LP(1). ... ... oo 40 1,390
Global Partners LP . . ... 114 3,137
Hiland Holdings GP, LP . . .. ... .. e 10 244
Hiland Partners, LP. . . ... 31 1,470
Inergy, L. P 64 2,051
Kinder Morgan Management, LLC(f)(h) . ........ ... . .. 111 5,572
K-Sea Transportation PartnersL.P. . ......... ... ... .. .. ... .. .. .. 12 429
Legacy Reserves LP . ... 35 754
Magellan Midstream Partners, L.P. .. ........ ... ... ... . . 65 2,859
MarkWest Energy Partners, L.P. . ... ... 95 3,113
Martin Midstream Partners L.P. . ... ... . ... . . 50 1,908
NuStar Energy L.P.(J)) . ..o oo 11 647
ONEOK Partners, L.P. . ... 94 5,650
OSG AMeEcaLl.P(Q) . ..o 1 27
Penn Virginia Resource Partners, L.P. .. ....... .. ... ... ... ... ...... 9 244
Plains All American Pipeling, L.P. ....... ... ... ... . . . . 103 5,374
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY
CONSOLIDATED SCHEDULE OF INVESTMENTS (CONTINUED)
AS OF NOVEMBER 30, 2007
(amountsin 000's)

No. of
Description: Shares/Units Value
Regency Energy Partners LP. . .. ... 46 $ 1,419
SemGroup Energy Partners, L.P. . ... ... 40 1,073
Spectra Energy Partners, LP .. ... ... . 32 791
Targa Resources Partners LP . . . . . ... o 60 1,702
TC PIpELINES, LP . ..o 84 3,086
Teekay LNG Partners L.P. . .. .o 77 2,277
Teekay Offshore Partners L.P(f) . . .. ..o 54 1,398
TEPPCO Partners, L.P. ... . 80 3,158
Williams Partners L.P. . . ... .. 95 3,922
92,666
Private MLP — 56.2%

Direct Fuels Partners, L.R(€)(K) ... ..o 2,500 46,675
Direct Fuels Partners, L.P. — Warrants(e)(). . . .. ... it 2,500 4,575
International Resource Partners LP(€)(m) . ........... ... ... 1,500 30,000
Millennium Midstream Partners, LP(€)(n) .. ............ . .. 2,375 44,223
Millennium Midstream Partners, LP— Warrants(e)(0) . . . ... ... o iv . 2,375 3,278
Quest Midstream Partners, L.P(€)(P) . -« v v v v v et 350 7,000
VantaCore Partners LP(€)(Q) . . . . v oo oo 91 1,916
137,667

Other Private Equity — 2.1%
Knight, Inc. — Preferred Stock(r) ... ... ..o 5 4,965
ProPetro Services, InC. —Warrants(e)(S) . - .+« v oo v i i 2,905 109
Trident Resources Corp. — Warrants(t) . .. ... 100 75
5,149
Total Equity Investments (Cost $220,334) . . .. .. oo 235,482

See accompanying notes to consolidated financial statements.
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY
CONSOLIDATED SCHEDULE OF INVESTMENTS (CONTINUED)
AS OF NOVEMBER 30, 2007
(amountsin 000's)

Interest Maturity Principal
Description: Rate Date Amount Value

Fixed Income Investments — 37.2%
Midstream — 7.2%

SemGroup, L.P. ... 875%  11/15/15 $ 9,000 $ 8595
TargaResources, InC. . ... 8.50 11/01/13 4,580 4,488
TargaResources, InC. . ........... i (u) 10/3V1/12 1,664 1,637
TargaResources, INC. . ... v) 10/31/12 2,983 2,934
17,654
Upstream — 5.3%
Beryl Oiland GasLP . ...... ... ... ... (w) 7/14/11 2,933 2,890
CDX Funding, LLC . ... ... (x) 3/31/13 4,550 4,345
SandRidge Energy Inc. . ....... ... ) 4/14/12 5,700 5,700
12,935
Oilfield Services— 18.7%
Dresser, INC. ..o (2 5/04/15 5,000 4,800
ProPetro Services, InC.(€) .. ... (aa) 2/15/13 35,000 34,326
Seitel, INC. .. .. 9.75 2/15/14 2,000 1,730
Stalion Qilfield ServicesLtd. ..................... (bb) 7/18/12 5,000 4,925
45,781
Aggregates and Mining — 6.0%
VantaCore Partners LP(e)(cC) .. ......... ... 9.00 5/21/27 7,000 7,350
VantaCore PartnersLP(€) .. .......... .. ... ...... (dd) 5/21/14 7,500 7,500
14,850
Total Fixed Income Investments (Cost $89,779) . . ......... 91,220
Total Long-Term Investments (Cost $310,113). ........... 326,702

Short-Term I nvestments — 10.2%
U.S. Treasury Bills— 5.8%
U.S. Treasury Bills— (Cost $14,251) .. .............. 3.075 2/28/08 14,358 14,250
Repurchase Agreements — 4.4%

Bear, Stearns & Co. Inc. (Agreements dated 11/30/07 to
be repurchased at $10,772), collateralized by $11,105 in

U.S. Treasury Bonds (Cost $10,769) . .............. 3.15 12/01/07 10,769

Total Short-Term Investments (Cost $25,020) ............ 25,019
Total Investments— 143.5% (Cost $335133) ............ 351,721
Senior Secured Revolving Credit Facility Borrowings. . . . .. (85,000)
Treasury Secured Revolving Credit Facility Borrowings. . . . (14,000)
Other Liabilities in Excess of Other Assets . ........... (7,588)
NEt ASSELS. . .ot $245,133

See accompanying notes to consolidated financial statements.
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY
CONSOLIDATED SCHEDULE OF INVESTMENTS (CONTINUED)
AS OF NOVEMBER 30, 2007
(amountsin 000's)

Unlessotherwise noted, security istreated asan eligible portfolio security for purposes of BDC qualification.
Unless otherwise noted, equity investments are common units/common shares.

Security is not treated as an eligible portfolio security for purposes of BDC qualification.

Unless otherwise noted, a security is treated as a publicly traded partnership for regulated investment
company (“RIC") qualification purposes. To qualify as a RIC for tax purposes, the Company may directly
invest up to 25% of its total assets in equity and debt securities of entities treated as publicly traded
partnerships. At November 30, 2007, the Company had 23.0% of itstotal assetsinvested in securities treated
aspublicly traded partnerships. From inception through the fiscal year ended November 30, 2007, it wasthe
Company’sintention to be treated as a RIC for tax purposes. On January 22, 2008, the Company announced
that it would no longer intend to be treated as a RIC under the Code.

Fair valued and restricted security (see Notes 2 and 5).

Security is not treated as a publicly traded partnership for RIC qualification purposes.

Security is currently non-income producing but is expected to pay distributions within the next 12 months.
Distributions are paid in-kind.

Prior to August 20, 2007, security was known as Universal Compression Partners, L.P,, as disclosed on our
Schedule of Investments as of November 30, 2006.

Prior to April 2, 2007, security was known as Valero L.P, as disclosed on our Schedule of Investments as of
November 30, 2006.

ClassB common unitsare owned directly and indirectly by the Company’ssubsidiaries, KED DF I nvestment
Partners, LP and KED DF Investment GP, LLC. The Class B common units are redeemable at the option of
Direct Fuels Partners, L.P. at the price of $20.00 per unit.

Warrants are non-income producing, expire on June 8, 2017 and provide the Company the right to purchase
2,500 Class A common units at a price of $20.00 per unit.

Common units are owned directly and indirectly by the Company’s subsidiaries, KED LCP Investment
Partners, LP and KED LCP Investment GP, LLC.

Class B common units are owned directly and indirectly by the Company’s subsidiaries, KED MME
Investment Partners, LP and KED MME Investment GP, LLC. The Class B common units are redeemable at
the option of Millennium Midstream Partners, LP at the price of $20.00 per unit.

Warrants are non-income producing, expire on December 28, 2016 and provide the Company the right to
purchase 2,375 Class A common units at a price of $20.00 per unit.

Common units are owned directly and indirectly by the Company’s subsidiaries, KED MME Investment
Partners, LP and KED MME Investment GP, LLC.

Common units are owned directly and indirectly by the Company’s subsidiaries, KED VP Investment
Partners, LP and KED VP Investment GPB, LLC.

Preferred stock of Knight, Inc. (f.k.a, Kinder Morgan, Inc.) paying a fixed dividend rate of 8.33% until
August 12, 2012 and LIBOR + 390 basis points thereafter. The maturity date for this security is August 12,
2057.

Warrants relate to the Company'’s floating rate senior secured second lien term loan facility with ProPetro
Services, Inc. These warrants are non-income producing and expire on February 15, 2017.

Warrants are non-income producing and expire on November 30, 2013.

See accompanying notes to consolidated financial statements.
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY
CONSOLIDATED SCHEDULE OF INVESTMENTS (CONCLUDED)
AS OF NOVEMBER 30, 2007
(amountsin 000's)

Floating rateletter of credit facility. Security paysinterest at arate of LIBOR less 12.5 basis points (5.07% as
of November 30, 2007).

Floating rate senior secured first lien term loan facility. Security paysinterest at arate of LIBOR + 200 basis
points (7.20% as of November 30, 2007).

Floating rate senior secured first lien term loan. Security pays interest at arate of LIBOR + 400 basis points
(9.70% as of November 30, 2007).

Floating rate senior secured second lien term loan facility. Security pays interest at a rate of LIBOR +
625 basis points (11.39% as of November 30, 2007).

Floating rate unsecured bridge loan facility. Security pays interest at a rate of LIBOR + 363 basis points
(8.85% as of November 30, 2007).

Floating rate senior secured second lien term loan facility. Security pays interest at a rate of LIBOR +
575 basis points (11.13% as of November 30, 2007).

Floating rate senior secured second lien term loan facility. Security pays interest at a rate of LIBOR +
900 basis points (14.23% as of November 30, 2007).

Floating rate senior secured second lien term loan facility. Security pays interest at a rate of LIBOR +
450 basis points (9.38% as of November 30, 2007).

Fixed rate subordinated convertible note. Security is convertible into 350,000 common units at a conversion
price of $20.00 per common unit.

Floating rate senior secured second lien term loan facility. Security pays interest at a rate of LIBOR +
550 basis points (10.73% as of November 30, 2007).

See accompanying notes to consolidated financial statements.
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY
SCHEDULE OF INVESTMENTS
AS OF NOVEMBER 30, 2006
(amountsin 000's)

No. of
Description: Shares/Units Value
Long-Term Investments(a) — 44.0%
Equity Investments(b) — 26.4%
Publicly Traded MLP and MLP Affiliate(c) — 26.0%
Atlas Pipeline Partners, L.P. .. ... ... .. 40 $ 1,934
BreitBurn Energy Partners L.P(d) . . . ... ..o 12 259
Calumet Specialty Products Partners, L.P. .. ........... ... ... ... ..... 113 4,294
Crosstex Energy, L.P. . ..o 9 349
DCP Midstream Partners, LP. . . ... ... . 64 2,141
Enbridge Energy Management, L.L.C.(e)(f)........ ... .. L. 34 1,663
Enbridge Energy Partners L.P. . ... ... .. . . 30 1,494
Energy Transfer Equity, L.P. ... .. . . 220 6,389
Energy Transfer Partners, L.P. .. ... .. ... ... . . . . 3 175
Enterprise Products Partners L.P. ... ... ... . .. . . 195 5,502
Global Partners LP . . .. ..o 82 1,935
Hiland Holdings GP, LP(d) . . . . ..o oo e 21 508
Hiland Partners, LP. . . ... 30 1,603
Inergy, L. P e 27 794
Kinder Morgan Management, LLC(e)(f) . ........ ... .. 212 9,746
Magellan Midstream Partners, L.P. .. ........ ... ... ... . . 30 1,161
MarkWest Energy Partners, L.P. . ... .. ..o 64 3,639
MarkWest Hydrocarbon, InC.(€) . ... 14 584
Martin Midstream Partners L.P. .. ... ... . . 45 1,396
Natural Resources Partners L.P. .. .. ... .. 4 220
Natural Resources Partners L.P. — Subordinated Units. . .. ............... 8 439
ONEOK Partners, L.P. . ... e 84 5,101
Plains All American Pipeling, L.P. ....... ... .. . ... . . . . . 51 2,596
Regency Energy Partners LP . . . .. ... 17 469
TCRipelines, LP .. ... 18 587
Teekay LNG Partners L.P. ... ... 47 1,490
TEPPCO Partners, L.P. ... . 42 1,646
Universal Compression Partners, LP(d) . .......... . i, 68 1,681
Valero L P 16 867
Williams Partners L.P. . . . ... 60 2,321
62,983
Other Equity — 0.4%
Trident Resources Corp. —Warrants(g). . - -« v oo v v i 167 917
Total Equity Investments (Cost $57,585) . . . ... .o 63,900

See accompanying notes to consolidated financial statements.
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY
SCHEDULE OF INVESTMENTS (CONTINUED)
AS OF NOVEMBER 30, 2006
(amountsin 000's)

Interest Maturity Principal
Description: Rate Date Amount Value

Fixed Income Investments — 17.6%
United States— 11.1%
Midstream — 6.2%

SemGroup, L.P ... .. 8.750% 11/15/15 $ 7500 $ 7,575
TargaResources, Inc. . ......... ... ... .. (h) 10/31/12 486 488
TargaResources, Inc. .. ........ ... .., 0] 10/31/12 2,004 2,012
TargaResources, INC. . ... 0 10/31/07 4,843 4,849
14,924

Upstream — 4.9%
CDX Funding, LLC. ........ ... ... (k) 3/31/13 6,300 6,355
Coldren Resources, Inc. .. ... .. ... 0 7/14/11 416 419
Coldren Resources, Inc. .. ... i (m) 7/14/11 2,584 2,603
SandRidge Energy Inc. .. ....... ... ... (n) 11/20/07 2,500 2,506
11,883
Total United States— (Cost $26,794) . .............. 26,807

Canada— 6.5%
Upstream — 6.5%

Trident Exploration Corp. .. .........covieiinn. .. (o) 4/26/11 5,500 5,638
Trident Resources Corp. . .. .. oov i (p) 11/22/11 10,000 10,200
Total Canada— (Cost $14,401) . . .. .......covvn. .. 15,838
Total Fixed Income Investments (Cost $41,195) ........... 42,645
Total Long-Term Investments (Cost $98,780) . . ........... 106,545

Short-Term Investments — 55.9%
Repurchase Agreement — 55.9%

Bear, Stearns & Co. Inc. (Agreement dated 11/30/06 to be
repurchased at $135,154), collateralized by $139,055 in

U.S. Treasury Strips (Cost $135,134) . ... ........... 5.270 12/01/06 135,134

Total Investments — 99.9% (Cost $233,914). . ............ 241,679
Other Assetsin Excess of Total Liabilities ............. 235
Net ASSEtS. ..o $241,914

See accompanying notes to consolidated financial statements.
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY
SCHEDULE OF INVESTMENTS (CONCLUDED)
AS OF NOVEMBER 30, 2006
(amountsin 000's)

Unless otherwise noted, security istreated as an eligible portfolio security for purposes of BDC qualification.
Unless otherwise noted, equity investments are common units’common shares.
Security is not treated as an eligible portfolio security for purposes of BDC qualification.

As of November 30, 2006, security is currently non-income producing but was expected to pay distributions
within the next 12 months.

Security isnot treated asapublicly traded partnership for regulated investment company (“RIC”) qualification
purposes. To qualify asaRIC for tax purposes, the Company may directly invest up to 25% of itstotal assetsin
equity and debt securities of entities treated as publicly traded partnerships. At November 30, 2006, the
Company had 21.1% of its net assets invested in securities treated as publicly traded partnerships. It is the
Company’s intention to be treated as a RIC for tax purposes.

Distributions are paid in-kind.

Warrants relate to our floating rate unsecured term loan facility with Trident Resources Corp. These warrants
are non-income producing and expire on November 30, 2013.

Floating rate letter of credit facility. Security paysinterest at arate of LIBOR + 225 basis points (7.62% as of
November 30, 2006).

Floating rate senior secured first lien term loan facility. Security pays interest at arate of LIBOR + 225 basis
points (7.62% as of November 30, 2006).

Floating rate senior secured first lien bridge |oan facility. Security paysinterest at arate of LIBOR + 225 basis
points (7.62% as of November 30, 2006).

Floating rate senior secured second lien term loan facility. Security paysinterest at arate of LIBOR + 525 basis
points (10.62% as of November 30, 2006).

Floating rateletter of credit facility. Security paysinterest at arate of LIBOR less 12.5 basis points (5.25% as of
November 30, 2006).

Floating rate senior secured first lien term loan. Security pays interest at arate of LIBOR + 400 basis points
(9.39% as of November 30, 2006).

Floating rate senior unsecured bridge loan facility. Security paysinterest at arate of LIBOR + 450 basis points
(11.00% as of November 30, 2006).

Floating rate senior secured second lien term loan facility. Security paysinterest at arate of LIBOR + 750 basis
points (12.88% as of November 30, 2006).

Floating rate unsecured term loan facility. Interest is paid-in-kind at a rate of LIBOR + 1200 basis points
(17.37% as of November 30, 2006).

See accompanying notes to consolidated financial statements.
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY
CONSOLIDATED STATEMENT OF ASSETS AND LIABILITIES
(amountsin 000's, except share and per share amounts)

November 30, November 30,
2007 2006
ASSETS
Investments, at fair value:
Non-affiliated (Cost — $305,604 and $98,780, respectively)............. $321,328 $106,545
Affiliated (Cost — $4,509 and $0, respectively) . . ........ ... ... 5,374 —
U.S. Treasury Bills, at fair value (Cost — $14,251 and $0, respectively). . . . .. 14,250 —
Repurchase agreements (Cost — $10,769 and $135,134, respectively) ... .. .. 10,769 135,134
Total investments (Cost — $335,133 and $233,914, respectively) ... ........ 351,721 241,679
Depositswith brokers. . . ... ... 121 101
Recelvable for securitiessold .. .. ... ... . 766 567
Interest, dividends and distributionsreceivable. . .. ......... ... ... .. ... 1,515 931
Debt issuance costs, prepaid expenses and other assets . ................. 1,264 326
Total ASSELS. ..ottt 355,387 243,604
LIABILITIES
Senior secured revolving credit facility .............. ... ... . ... .... 85,000 —
Treasury secured revolving credit facility . .......... ... ... ... ... ... 14,000 —
Payable for securitiespurchased . . ... ... . 6,967 —
Investment management feepayable . . .......... ... .. .. L 1,355 571
Accrued directors feesand eXpenses . .. ... ... 78 63
Deferred tax liability. . .. ..o 1,991 —
Accrued expenses and other liabilities. .. ......... ... .. ... .. ... ... 863 1,056
Total Liabilities. . . ... 110,254 1,690
NET ASSET S . . .o e $245,133 $241,914
NET ASSETS CONSIST OF
Common stock, $0.001 par value (200,000,000 shares authorized at
November 30, 2007 and November 30, 2006; 10,050,446 and
10,000,060 shares issued and outstanding at November 30, 2007 and
November 30, 2006, respectively) . .. .. .. $ 10 $ 10
Paid-in capital less distributions in excess of taxableincome . ............. 231,535 233,216
Accumulated net investment income, net of income taxes, less distributions not
treated astax return of capital . . ... ... ... . (409) 864
Accumulated net realized gains less distributions not treated as tax return of
CapItAl . . (19 59
Net unrealized gains on investments, net of incometaxes ................ 14,016 7,765
NET ASSET S . . .o $245,133 $241,914
NET ASSET VALUE PER SHARE . . ...... . ... ... . . .. $ 24.39 $ 24.19

See accompanying notes to consolidated financial statements.
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY
CONSOLIDATED STATEMENT OF OPERATIONS
(amountsin 000's)

For the Period
For the Year September 21,

Ended 2006* Through
November 30, November 30,
2007 2006
INVESTMENT INCOME
Income
Dividends and distributions . . . .......... .. $ 9,185 $ 709
Returnof capital . . ....... ... (8,711) (705)
Net dividends and distributions . .. ............ ... ... . ... ... ... 474 4
INErESt . . o e 11,022 2,043
Total investment iNCOMe. . ... ... e 11,496 2,047
Expenses
Base investment management fees. . ... .. ... 4,839 799
Incentive investment management fees. .. ......... ... . .. . . 59 —
Professional fees. .. ... ... . . 1,028 217
Directors fees .. ... . 286 63
Administration fees. ... ... .. 230 42
INSUIANCE . . . it 155 30
Custodian fees . ... 72 17
Other EXPENSES . . . vttt 401 243
Total Expenses — Before Base Investment Management Fee Waivers

and Interest EXPense . .. ..o 7,070 1,411

Base investment management feewaivers . .......... ... ... .. (1,088) (228)
INtEreSt BXPENSE . . . oo 2,489 —

Total EXPENseS. . .. ... . 8,471 1,183
Net Investment Income — Before Income Taxes . .............. 3,025 864
Deferred income tax benefit. ............ .. ... .. oL 581 =
Net Investment Income .......... ... ... ... .. 3,606 __ 864

REALIZED AND UNREALIZED GAINS
Net Realized Gains

INVEStMENES. . . . . . e 5,523 59

Net Change in Unrealized Gains
INMVESIMENES. . . . o 8,823 7,765
Deferred income taxX eXpense. . . ..o vttt (2,572) =
Net Changein Unrealized Gains. . . ............ ..., 6,251 7,765
Net Realized and Unrealized Gains . ...................... 11,774 7,824
NET INCREASE IN NET ASSETS RESULTING FROM OPERATIONS...  $15,380 ,688

* Commencement of operations

See accompanying notes to consolidated financial statements.
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY
CONSOLIDATED STATEMENT OF CHANGES IN NET ASSETS
(amounts in 000's, except share amounts)

For the Period
Ended
For the Year September 21,
Ended 2006* Through
November 30, November 30,
2007 2006
OPERATIONS
Net investment iNCOME . . . . .. .ottt $ 3,606 $ 864
Netrealized gains. . .. ..o vt e 5,523 59
Net change inunrealized gains . . ... ...t 6,251 7,765
Net Increase in Net Assets Resulting from Operations. . ............ 15,380 8,688
DIVIDENDS AND DISTRIBUTIONS(1)
Dividends from net investment income . .. .......... .. .. ... (5,687) —
Dividends from net realized short-term capital gains .. ................. (3,791) —
Distributions from net realized long-term capital gains. . ................ (1,573) —
Distributions— return of capital .. ....... ... ... . (2,415) —
Dividendsand Distributions . ............ ... i (13,466) —
CAPITAL STOCK TRANSACTIONS
Proceeds from initial public offering of 10,000,000 shares of common stock. . — 250,000
Issuance of 50,386 shares of common stock from reinvestment of dividends. . 1,272 —
Underwriting discount and offering expenses. . . ... .. 33 (16,775)
Net Increase in Net Assets from Capital Stock Transactions ......... 1,305 233,225
Total Increasein Net ASSELS ... ..o i it e 3,219 241,913
NET ASSETS
Beginning of period . . ...... ... .. . 241,914 1
End of period. . ... ... $245,133 $241,914

*  Commencement of operations

(1) Theinformation presented in each of theseitemsisacharacterization of aportion of the total dividends paid to
common stockholders for the fiscal year ended November 30, 2007 as either dividends (ordinary income) or
distributions (long-term capital gains or return of capital). This characterization is based on the Company’s
earnings and profits.

See accompanying notes to consolidated financial statements.
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY
CONSOLIDATED STATEMENT OF CASH FLOWS
(amountsin 000's)

For the Period
September 21,
For the Year 2006*
Ended Through
November 30, November 30,
2007 2006

CASH FLOWS FROM OPERATING ACTIVITIES
Net increase in net assets resulting from operations . .. ................... $ 15380 $ 8,688

Adjustments to reconcile net increase in net assets resulting from operations to
net cash provided by operating activities:

Purchase of long-term investments. . .. ........... ... . i (278,923) (102,578)
Purchase of U.S. Treasury Bills, net. ............... .. .. ..., (14,043) —
Proceeds from sale of long-term investments . .. ............. ... ...... 64,736 3,153
Sale (purchase) of short-term investments, net . ....................... 124,365 (135,134)
Realized gainson investments . ... ...ttt (5,523) (59)
Return of capital distributions ... ......... ... . ... . . 8,711 705
Unrealized gainson investments .. ... it (8,823 (7,765)
Increase in deferred tax liability . . ... ... oo 1,991 —
Accretion of bond discount .. ....... ... (542) Q)
Increase in depositswith brokers . ... ... ... . (20) (101)
Increase in receivable for securitiessold. . .. ... ... ... oL (199) (567)
Increase in interest, dividend and distributions receivable .. .............. (584) (931)
Decrease (increase) in prepaid expenses and other assets . ............... 426 (326)
Increase in payable for securitiespurchased . . . ........... ... . ... ..., 6,967 —
Increase in investment management feepayable. . .......... ... ... .. .. 784 571
Increase in accrued directors’ feesand expenses. .. ... .o 15 63
Increase (decrease) in accrued expenses and other liabilities. . ............ (193) 1,056
Net Cash Used in Operating Activities. . ........... ... ... (85,475) (233,226)

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the issuance of common stock . . . ...................... — 250,000
Borrowings from senior secured revolving credit facility, net ............. 83,968 —
Borrowings from treasury secured revolving credit facility, net . .. ......... 13,668 —
Underwriting discount and offering expenses . . . ........... ... ... ... 33 (16,775)
Cash distributions to shareholders .. ... o (12,194) —
Net Cash Provided by Financing Activities . .. .................... 85,475 233,225
NET DECREASE IN CASH . .. ... e — (1)
CASH —BEGINNING OF PERIOD . .. ... i i — 1
CASH —END OF PERIOD . . ..o ot s $ —  $ —

* Commencement of operations
Supplemental disclosure of cash flow information:

For the year ended November 30, 2007, non-cash financing activities not included herein consist of reinvestment
of distributions of $1,272 pursuant to the Company’s dividend reinvestment plan.

During the year ended November 30, 2007, state taxes paid were $1 and interest paid was $2,042. There were no
federal and state taxes paid or interest paid during the period ended September 21, 2006 through November 30,
2006.

See accompanying notes to consolidated financial statements.
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(amountsin 000's, except share and per share amounts)

1. ORGANIZATION

Kayne Anderson Energy Development Company (the “Company”) was organized as a Maryland corpo-
ration on May 24, 2006. The Company is an externally managed, non-diversified closed-end management
investment company that has elected to be treated as a business development company (“BDC”) under the
Investment Company Act of 1940, as amended (the “1940 Act”). For fiscal year November 30, 2007 and prior, the
Company wastreated asaregulated investment company (“RIC”) under the U.S. Internal Revenue Code of 1986, as
amended (the “Code"). The Company commenced investment operations on September 21, 2006 and, prior to such
date, had no operations other than the sale and issuance of 60 shares of common stock at an aggregate purchase price
of $1.5to KA Fund Advisors, LLC (“KAFA”) on August 2, 2006. The Company’s shares of common stock arelisted
on the New York Stock Exchange, Inc. (“NYSE”) under the symbol “KED.”

As disclosed in Note 10 — Subsequent Events, on January 22, 2008, the Company announced that it no
longer intends to be treated as a RIC under the Code. As aresult of this change, the Company will be taxed as a
corporation for its fiscal year ended November 30, 2008 and for future fiscal years, paying federal and applicable
state corporate taxes on its taxable income and capital gains. The Company will continue to be regulated asaBDC
under the 1940 Act.

2. SIGNIFICANT ACCOUNTING POLICIES

A. Use of Estimates — The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America (“GAAP’) requires management to make estimates and
assumptions that affect the reported amount of assets and liabilities and disclosure of contingent assets and
liabilities at the date of thefinancia statements and the reported amounts of revenue and expenses during the period.
Actual results could differ materialy from those estimates.

B. Consolidation Accounting Policy — The Company’s consolidated financial statements includes the
accounts of our consolidated, taxable wholly-owned subsidiaries for which we own certain investments in private
limited partnerships. We eliminate intercompany accounts and transactions among the Company and these
consolidated subsidiaries, and we alocate certain expenses to these taxable subsidiaries for which we incur
federal and state income taxes.

C. Calculation of Net Asset Value — The Company determines its net asset value as of the close of regular
session trading on the NY SE (normally 4:00 p.m. Eastern time) no less frequently than the last business day of each
quarter. Net asset value is computed by dividing the value of the Company’s assets (including accrued interest and
dividends), lessall of itsliabilities (including accrued expenses, dividends payable and any borrowings) by the total
number of common shares outstanding.

D. Investment Valuation — Readily marketable portfolio securities listed on any exchange other than the
NASDAQ Stock Market, Inc. (“NASDAQ") are valued, except as indicated below, at the last sale price on the
business day as of which such value is being determined. If there has been no sale on such day, the securities are
valued at the mean of the most recent bid and asked prices on such day, except for short sales and call option
contracts written, for which the last quoted asked price is used. Securities admitted to trade on the NASDAQ are
valued at the NASDAQ official closing price. Portfolio securities traded on more than one securities exchange are
valued at the last sale price on the business day as of which such value is being determined at the close of the
exchange representing the principal market for such securities.

Equity securities traded in the over-the-counter market, but excluding securities admitted to trading on the
NASDAQ, are valued at the closing bid prices. Fixed income securities that are considered corporate bonds are
valued by using the mean of the bid and ask prices provided by an independent pricing service. For fixed income
securities that are considered corporate bank loans, the fair market value is determined by the mean of the bid and
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— (CONTINUED)
(amountsin 000's, except share and per share amounts)

ask prices provided by the syndicate bank or principal market maker. When price quotes are not available, fair
market value will be based on prices of comparable securities.

The Company’s portfolio includes securities that are privately issued or illiquid. For these securities, aswell
as any other portfolio security held by the Company for which reliable market quotations are not readily available,
valuations will be determined in good faith by the board of directors under a valuation policy and a consistently
applied valuation process. Unless otherwise determined by the board of directors of the Company, the following
valuation process, approved by the board of directors, will be used for such securities:

* Investment Team Valuation. The applicable investmentswill initially bevalued by theinvestment adviser's
senior professionals responsible for the portfolio investments.

¢ Investment Team Valuation Documentation. Preliminary valuation conclusions will be documented and
discussed with senior management of KAFA, the Company’s investment adviser. Such valuations will be
submitted to the Valuation Committee (a committee of the board of directors) on a quarterly basis. These
valuationswill stand for intervening periods of time unlessasenior officer of KAFA determinesthat material
adjustments to such preliminary valuations are appropriate to avoid valuations that are stale or do not
represent fair value.

* Valuation Committee. The Valuation Committee shall meet each quarter to consider new valuations
presented by KAFA, if any, which were made in accordance with the Valuation Procedures in such quarter.
The Valuation Committee's valuation determinations will be subject to ratification by the board at its next
regular meeting.

e Valuation Firm. No less frequently than quarterly, a third-party valuation firm engaged by the board of
directors will review the valuation methodologies and calculations employed for these securities. The
independent val uation firm provides third-party val uation consulting servicesto the board of directorswhich
consisted of certain limited procedures that the Company identified and requested them to perform. For the
quarter ended November 30, 2007, the independent valuation firm provided limited procedures on invest-
mentsin nine portfolio companies comprising approximately 55.6% of the total investments at fair value as
of November 30, 2007. Upon completion of the limited procedures, the independent valuation firm
concluded that the fair value of those investments subjected to the limited procedures did not appear to
be unreasonable.

e Board of Directors Determination. The board of directorswill consider the valuations provided by KAFA
and the Valuation Committee and ratify valuations for the applicable securities at each quarterly board
meeting. The board of directors will consider the reports provided by the third-party valuation firm in
reviewing and determining in good faith the fair value of the applicable portfolio securities.

During the course of such valuation process, whenever possible, privately-issued equity and debt invest-
ments are valued using comparisons of financial ratios of the portfolio companies that issued such equity and debt
securities to any peer companies that are public. The value is then discounted to reflect the illiquid nature of the
investment. The Company also utilizes comparative information such as purchase transactions, public offerings or
subsequent equity salesto corroborate itsvaluations. Dueto theinherent uncertainty of determining thefair value of
investments that do not have a readily available market value, the fair value of the Company’s investments in
privately-issued securities may differ significantly from the values that would have been used had a ready market
existed for such investments, and the differences could be material.

Factorsthat the Company may takeinto account in fair value pricing itsinvestmentsinclude, asrelevant, the
portfolio company’s ability to make payments and its earnings and discounted cash flow, the markets in which the
portfolio company does business, comparison to publicly traded securities, the nature and realizable value of any
collateral and other relevant factors.
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— (CONTINUED)
(amountsin 000's, except share and per share amounts)

Unless otherwise determined by the board of directors, securities that are convertible into or otherwise will
become publicly traded (e.g., through subsequent registration or expiration of arestriction on trading) will bevalued
through the process described above, using avaluation based on the market value of the publicly traded security less
adiscount. The discount will initially be equal in amount to the discount negotiated at the time of purchase. To the
extent that such securities are convertible or otherwise become publicly traded within a time frame that may be
reasonably determined, the investment adviser may determine an amortization schedule for the discount in
accordance with a methodology approved by the Valuation Committee.

At November 30, 2007, the Company held 80.7% of its net assets applicable to common stockholders
(55.6% of total assets) in securities that were fair valued pursuant to the procedures adopted by the board of
directors. The aggregate fair value of these securities at November 30, 2007 was $197,733. At November 30, 2006,
the Company did not hold any securities that were fair valued pursuant to the procedures adopted by the board of
directors.

In September 2006, the Financial Accounting Standards Board (FASB) issued Statement on Financial
Accounting Standards (SFAS) No. 157, “Fair Value Measurements.” This standard establishes asingle authoritative
definition of fair value, sets out aframework for measuring fair value and requires additional disclosures about fair
value measurements. SFAS No. 157 applies to fair value measurements already required or permitted by existing
standards. SFAS No. 157 is effective for financial statements issued for fiscal years beginning after November 15,
2007 and interim periods within those fiscal years. The changesto current generally accepted accounting principles
from the application of this Statement relate to the definition of fair value, the methods used to measure fair value,
and the expanded disclosures about fair value measurements. As of December 1, 2007, the Company adopted
SFAS No. 157. The Company has performed an analysis of all existing investments and derivative instruments to
determine the significance and character of all inputsto their fair value determination. Based on this assessment, the
adoption of this standard did not have any material effect on the Company’s net asset value.

E. Repurchase Agreements — The Company has agreed to purchase securities from financia institutions
subject to the seller’s agreement to repurchase them at an agreed-upon time and price (“repurchase agreements’).
Thefinancial institutions with whom the Company entersinto repurchase agreements are banks and broker/dedlers
which KAFA considers creditworthy. The seller under arepurchase agreement is required to maintain the value of
the securities as collateral, subject to the agreement, at not less than the repurchase price plus accrued interest.
KAFA monitors daily the mark-to-market of the value of the collateral, and, if necessary, requires the seller to
maintain additional securities, so that the value of the collateral is not less than the repurchase price. Default by or
bankruptcy of the seller would, however, expose the Company to possible |oss because of adverse market action or
delays in connection with the disposition of the underlying securities.

F. Security Transactions — Security transactions are accounted for on the date the securities are purchased
or sold (trade date). Realized gains and losses are reported on an identified cost basis. Dividend and distribution
income is recorded on the ex-dividend date.

G. Investment Income and Return of Capital Estimates — Distributions received from the Company’s
investments in master limited partnerships (“MLP”) generally are comprised of income and return of capital. The
Company recordsinvestment income and return of capital based on estimates made at the time such distributionsare
received. Such estimates are based on historical information available from ML Psand other industry sources. These
estimates may subsequently be revised based on information received from MLPs after their tax reporting periods
are concluded. Interest incomeisrecognized on the accrual basis, including amortization of premiumsand accretion
of discounts.

For the year ended November 30, 2007. The Company estimated that 96% of the MLP distributions
received would be treated as a return of capital and recorded as return of capital $8,711 of dividends and
distributions received from itsinvestments. Included in thisamount is a decrease of $27 attributable to distributions
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— (CONTINUED)
(amountsin 000's, except share and per share amounts)

received in fiscal 2006 based on tax reporting information received by the Company in fiscal 2007. This return of
capital resulted in an equivalent reduction in the cost basis of the associated investments. Net Realized Gains and
Net Changein Unrealized Gainsin the accompanying Statement of Operations were increased by $516 and $8,195,
respectively, attributable to the recording of such dividends and distributions as reduction in the cost basis of
investments.

For the period ended September 21, 2006 (inception) through November 30, 2006. The Company
estimated that 100% of the MLP distributions received would be treated as a return of capital and recorded as
return of capital $705 of dividendsand distributions received from itsinvestments. Thisreturn of capital, resulted in
an equivalent reduction in the cost basis of the associated investments. Net Realized Gains and Net Change in
Unrealized Gains in the accompanying Statement of Operations were increased by $1 and $704, respectively,
attributable to the recording of such dividends and distributions as reduction in the cost basis of investments.

H. Dividends and Distributions to Stockholders — Dividends and distributions to common stockholders
are recorded on the ex-dividend date. The character of dividends made during the year may differ from their
ultimate characterization for federal income tax purposes. The Company is unable to make final determinations as
to the character of the dividend until after the end of the calendar year. The Company informs its common
stockholdersin January following the calendar year of the character of dividends deemed paid during the fiscal year.

[. Income Taxes— At November 30, 2007, the Company qualified for the tax treatment applicable to
regulated investment companies under Subchapter M of the Code. For the fiscal year ended November 30, 2007, the
Company was required to make the requisite distributions to its stockholders, which will relieve it from federal
income or excise taxes for such period.

On January 22, 2008, the Company announced that it no longer intends to be treated as a RIC under the
Code. Asaresult of this change, the Company will be taxed as a corporation for itsfiscal year ended November 30,
2008 and for futurefiscal years, paying federal and applicable state corporate taxes on itstaxableincome and capital
gains.

Our wholly-owned taxable subsidiaries record deferred income taxes which reflect (i) taxes on unrealized
gaing/(losses), which are attributable to the difference between fair market values and tax basis, (ii) the net tax
effects of temporary differences between the carrying amounts of assets and liabilities for financia reporting
purposes and the amounts used for income tax purposes and (iii) the net tax benefit of accumulated net operating
losses.

For the year ended November 30, 2007, the Company recorded a deferred income tax benefit of $581 and
deferred income tax expense of $2,572 related to the investment activities of the Company’s taxable subsidiaries.
For the period of September 21, 2006 (inception) through November 30, 2006, the Company did not record deferred
income taxes because there were no taxable securities.

November 30,
2007

Deferred tax assets:

Net operating loss carryforwards . . ... .. .ot $ (581)
Deferred tax liabilities:

Net unrealized gains on investment securities. . ..., 2,572

Total net deferred tax liability .. ....... ... . $1,991

Total income taxes have been computed by applying the federal statutory income tax rate plus a blended
state income tax rate for each of the Company’s taxable subsidiaries to the net investment income and unrealized
gainsoninvestments before taxes of the Company’staxable subsidiaries. Our effectivetax rate of 11.5% islessthan
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— (CONTINUED)
(amountsin 000's, except share and per share amounts)

the federal tax rate of 35%, since only theincome from our consolidated, wholly-owned subsidiariesistaxable. The
combined federal and state rates for each of the Company’s taxable subsidiaries range from 35% to 40.3%.

Income and capital gain distributions made by regulated investment companies often differ from the
aggregate GAAP basis net investment income and net realized gains. For the Company, the principal reason for
these differences is the return of capital treatment of dividends and distributions from MLPs, wash sales and
disalowed partnership losses from MLPs.

The tax basis of the components of distributable earnings can differ from the amounts reflected in the
Statement of Assets and Liabilities due to temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for income tax purposes. At November 30, 2007
and November 30, 2006, the components of the distributable earnings on a tax basis for the Company were as
follows:

November 30, November 30,

2007 2006
Undistributed ordinary income. . ........... .. ... ... $ — $ 997
Undistributed long-term capital gains. . .............. ... ....... — —
Net unredlized gainson investments. . . ........................ 16,408 _7,765
Total distributable earnings . ........... .. i $16,408 , 762

For the fiscal year ended November 30, 2007, the tax character of the total $13,466 of dividends and
distributions paid to common stockhol ders was $9,478 (ordinary income), $1,573 (capital gains) and $2,415 (return
of capital). For the period ended September 21, 2006 (inception) through November 30, 2006, the Company did not
pay any dividends or distributions.

At November 30, 2007 and November 30, 2006, the identified cost of investments for Federal income tax
purposes was $335,312 and $233,914, respectively. Gross unrealized appreciation and depreciation of investments
for Federal income tax purposes were as follows:

November 30, November 30,

2007 2006
Gross unrealized appreciation of investments . . .................. $21,716 $7,919
Gross unrealized depreciation of investments .. .................. (5,308) _ (159
Net unrealized appreciation . ................. ... $16,408 $7,765

In July 2006, the Financial Accounting Standards Board issued FASB Interpretation No. 48, “Accounting
for Uncertainty in Income Taxes’ (“FIN 48"). This standard defines the threshold for recognizing the benefits of
tax-return positionsin the financial statements as“more likely than not” to be sustained by the taxing authority and
requires measurement of atax position meeting the “more likely than not” criterion, based on the largest benefit that
ismorethan 50 percent likely to berealized. At adoption, companies must adjust their financial statementsto reflect
only those tax positions that are “more likely than not” to be sustained as of the adoption date. The Company
adopted FIN 48 as of December 1, 2007, and the adoption of the interpretation did not have a materia effect on the
Company’s net asset value.

J. Organizational and Offering Costs — The Company treats organizational costs as an expense. Offering
costs of approximately $845 incurred in connection with the sale of shares of common stock were charged to paid-in
capital when shares of the Company were issued in September 2006. During year ended November 30, 2007, this
amount was adjusted to $812 based on actua costs incurred.
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— (CONTINUED)
(amountsin 000's, except share and per share amounts)

K. Indemnifications— Under the Company’s organizational documents, its officers and directors are
indemnified against certain liabilities arising out of the performance of their duties to the Company. In addition, in
the normal course of business, the Company enters into contracts that provide general indemnification to other
parties. The Company’s maximum exposure under these arrangements is unknown, as this would involve future
claims that may be made against the Company that have not yet occurred, and may not occur. However, the
Company has not had prior claims or losses pursuant to these contracts and expects the risk of loss to be remote.

3. AGREEMENTS AND AFFILIATIONS

A. Investment Management Agreement — The Company has entered into an investment management
agreement with KAFA under which the Company has material future rights and commitments. Pursuant to the
investment management agreement, KAFA has agreed to serve as investment adviser and provide significant
managerial assistance to portfolio companies to which the Company is required to provide such assistance.
Payments under the investment management agreement include (1) a base management fee, (2) an incentive fee,
and (3) reimbursement of certain expenses.

On July 10, 2007, the Company and KAFA entered into an agreement wherein KAFA voluntarily agreed to
waive the portion of the management fee and any incentive fee under the investment management agreement with
respect to any investments made with proceeds from borrowings under the Treasury Secured Revolving Credit
Facility (the “Treasury Facility”), which the Company established on June 4, 2007. This agreement to waive a
portion of the management fee will terminate at the earlier of the termination of the Treasury Facility or the
investment management agreement.

Base Management Fee.  The Company pays an amount equal on an annual basisto 1.75% of average total
assets to KAFA as compensation for services rendered. This amount is payable each quarter after the end of the
quarter. For purposes of calculating the base management fee, the “average total assets’ for each quarterly period
are determined by averaging the total assets at the last day of that quarter with the total assets at the last day of the
prior quarter (or as of the commencement of operations for the initial period if a partial quarter). Total assets shall
equal gross asset value (which includes assets attributable to or proceeds from the use of Leverage Instruments),
minus the sum of accrued and unpaid dividends and distributions on common stock and accrued and unpaid
dividends on preferred stock and accrued liabilities (other than liabilities associated with leverage used by the
Company). Liabilities associated with leverage include the principal amount of any borrowings, commercial paper
or notes that the Company may issue, the liquidation preference of outstanding preferred stock, and other liabilities
from other forms of leverage such as short positions and put or call options held or written by the Company.

During the first twelve months of the Company’s investment activities (from September 25, 2006 until
September 24, 2007), KAFA has contractually agreed to waive or reimburse the Company for base management
fees in an amount equal on an annual basis to 0.50% of average total assets.

Incentive Fee. The incentive fee consists of two parts. The first part of the incentive fee (the “Net
Investment Income Fee”), which is calculated and payable quarterly in arrears, equals 20% of the excess, if any, of
Adjusted Net Investment Income for the quarter over aquarterly hurdlerate equal to 1.875% (7.50% annualized) of
average net assets for the quarter. Average net assets is calculated by averaging net assets at the last day of the
quarter and at the last day of such prior quarter or commencement of operations (net assetsis defined astotal assets
less total liahilities (including liabilities associated with Leverage Instruments) determined in accordance with
GAAP).

For this purpose, “Adjusted Net Investment Income” means interest income (including accrued interest that
the Company has not yet received in cash), dividend and distribution income from equity investments (but
excluding that portion of cash distributions that are treated as a return of capital) and any other income, including
any other fees, such ascommitment, origination, syndication, structuring, diligence, monitoring and consulting fees
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— (CONTINUED)
(amountsin 000's, except share and per share amounts)

or other fees that the Company receives from portfolio companies (other than fees for providing significant
managerial assistance to portfolio companies) accrued during the fiscal quarter, minus operating expenses for the
quarter (including the base management fee, any interest expense, dividends paid on issued and outstanding
preferred stock, if any, and any accrued income taxes related to net investment income, but excluding the incentive
fee). Adjusted Net Investment Income does not include any realized capital gains, realized capital losses or
unrealized capital gainsor losses. Accordingly, the Company paysan incentive fee based partly on accrued interest,
the collection of which is uncertain or deferred. Adjusted Net Investment Income includes, in the case of
investments with adeferred interest feature (such as original issue discount, debt instruments with payment-in-kind
interest and zero coupon securities), accrued income that the Company has not yet received in cash. For example,
accrued interest, if any, on investments in zero coupon bonds (if any) would be included in the calculation of the
incentive fee, even though the Company would not receive any cash interest paymentsin respect of payment on the
bond until its maturity date. Thus, if the Company does not have sufficient liquid assetsto pay thisincentive fee or
dividendsto stockholders, the Company may be required to liquidate assets. The calculations are appropriately pro
rated for any period of less than one quarter.

The second part of theincentive fee (the “ Capital Gains Fee”) isdetermined and payable in arrears as of the
end of each fiscal year (or upon termination of the investment management agreement, as of the termination date),
and equals (1) 20% of (@) net realized capital gains (aggregate realized capital gains|ess aggregate realized capital
losses) on a cumulative basis from the closing date of this offering to the end of such fiscal year, less (b) any
unrealized capital losses at the end of such fiscal year based on the valuation of each investment on the applicable
calculation date compared to itsadjusted cost basi s (such difference, “Adjusted Realized Capital Gains’), less(2) the
aggregate amount of all Capital Gains Fees paid to KAFA in prior fiscal years. The calculation of the Capital Gains
Fee includes any capital gains that result from the cash distributions that are treated as a return of capital. In that
regard, any such return of capital is treated as a decrease in the cost basis of an investment for purposes of
calculating the Capital Gains Fee.

Realized capital gainson an investment are cal culated as the excess of the net amount realized from the sale
or other disposition of such security over the adjusted cost basisfor the security. Realized capital losseson asecurity
are calculated as the amount by which the net amount realized from the sale or other disposition of such security is
lessthan the adjusted cost basis of such security. Unrealized capital loss on a security is calculated asthe amount by
which the adjusted cost basis of such security exceeds the fair value of such security at the end of afiscal year.

For the year ended November 30, 2007, the Company paid $3,751 in base management fees, net of $1,0881in
fee waivers, and $59 in incentive Capital Gains Fees. For the period September 21, 2006 (inception) through
November 30, 2006, the Company paid $571 in base management fees, net of $228 in fee waivers, and none in
incentive fees.

The Company does not pay a management fee or any incentive fee with respect to any investments made
under the Treasury Facility.

B. Portfolio Companies — From time to time, the Company may “control” or may be an “affiliate” of one
or more portfolio companies, each as defined in the 1940 Act. In general, under the 1940 Act, the Company would
“control” aportfolio company if the Company owned 25% or more of its outstanding voting securities and would be
an “affiliate” of a portfolio company if the Company owned 5% or more of its outstanding voting securities. The
1940 Act contains prohibitions and restrictions relating to transactions between investment companies and their
affiliates (including the Company’s investment adviser), principal underwriters and affiliates of those affiliates or
underwriters.

The Company believes that there is significant ambiguity in the application of existing SEC staff inter-
pretations of the term “voting security” to complex structures such as limited partnership interests of the kind in
which the Company invests. As a result, it is possible that the SEC staff may consider that certain securities
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investments in limited partnerships are voting securities under the staff’s prevailing interpretations of this term. If
such determination is made, the Company may be regarded as a person affiliated with and controlling the issuer(s)
of those securities for purposes of Section 17 of the 1940 Act.

Inlight of the ambiguity of the definition of voting securities, the Company does not intend to treat any class
of securities that it holds as “voting securities’ unless the security holders of such class have the ability, under the
partnership agreement, to remove the general partner (assuming a sufficient vote of such securities, other than
securities held by the general partner, in favor of such removal) or the Company has an economic interest of
sufficient size that otherwise givesit the de facto power to exercise acontrolling influence over the partnership. The
Company believes this treatment is appropriate given that the general partner controls the partnership, and without
the ability to remove the general partner or the power to otherwise exercise a controlling influence over the
partnership due to the size of an economic interest, the security holders have no control over the partnership.

The Company had the following portfolio investments at November 30, 2007, among others, for which the
Company assessed its ability to “control,” or its status asan “ affiliate” of, such portfolio companies, aseach termis
defined under the 1940 Act. Asfurther described in the following paragraphs, the Company believesthat it does not
“control” and is not an “affiliate” of any of the following portfolio companies.

Millennium Midstream Partners, LP — At November 30, 2007, the Company held approximately 39% of
the partnership interest of Millennium Midstream Partners, LP (“Millennium”). One of the Company’s Vice
Presidents serves asadirector onthe board of the general partner for Millennium. The Company believesthat it does
not “control” and is not an “affiliate” of Millennium, each as defined in the 1940 Act. In thisregard, the Company
believes that the securities of Millennium should not be considered voting securities for purposes of the 1940 Act
because of the limited scope and character of the rights of such securities. The Company also believes that neither
the Company nor its Vice President, acting alone as adirector, hasthe power to exercise acontrolling influence over
the management or policies of this partnership or the general partner of Millennium.

VantaCore Partners LP —At November 30, 2007, assuming conversion of its convertible note, the
Company would hold approximately 23% of the partnership interest of VantaCore Partners LP (“VantaCore”).
One of the Company’s Vice Presidents serves as a director on the board of the general partner for VantaCore. The
Company believesthat it does not “control” and isnot an “ affiliate” of VantaCore, each as defined in the 1940 Act.
In thisregard, the Company believesthat the securities of VantaCore should not be considered voting securities for
purposes of the 1940 Act because of the limited scope and character of the rights of such securities. The Company
also believesthat neither the Company nor its Vice President, acting alone as a director, hasthe power to exercise a
controlling influence over the management or policies of this partnership or the general partner of VantaCore.

Direct Fuels Partners, L.P.—At November 30, 2007, the Company held approximately 38% of the
partnership interest of Direct Fuels Partners, L.P. (“Direct Fuels’). The Company’s President and Chief Executive
Officer serves asadirector on the board of the general partner for Direct Fuels. The Company believesthat it does
not “control” and is not an “ affiliate” of Direct Fuels, each as defined in the 1940 Act. In thisregard, the Company
believesthat the securities of Direct Fuels should not be considered voting securities for purposes of the 1940 Act
because of the limited scope and character of the rights of such securities. The Company also believes that neither
the Company nor its President and Chief Executive Officer, acting alone as a director, has the power to exercise a
controlling influence over the management or policies of this partnership or the general partner of Direct Fuels.

International Resource PartnersLP — At November 30, 2007, the Company held approximately 28% of the
partnership interest of International Resource PartnersLP (“1RI™). The Company currently does not have amember
of its management team serving asadirector on the board of the general partner for IRI. The Company believesthat
it does not “control” and is not an “affiliate” of IRI, each as defined in the 1940 Act. In this regard, the Company
believesthat the securities of IRI should not be considered voting securities for purposes of the 1940 Act because of
the limited scope and character of the rights of such securities. The Company also believes that the Company does
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not have the power to exercise a controlling influence over the management or policies of this partnership or the
general partner of IRI.

C. Other Affiliations— For the year ended November 30, 2007 and the period of September 21, 2006
(inception) through November 30, 2006, KA Associates, Inc., an affiliate of KAFA, earned approximately $1 and
$2, respectively, in brokerage commissions from portfolio transactions executed on behalf of the Company.

Raobert V. Sinnott is member of the Company’s board of directors and a senior executive of Kayne Anderson
Capital Advisors, L.P. (“KACALP”"), the managing member of KAFA. Mr. Sinnott also serves as a director on the
board of Plains All American GPLLC, the general partner of Plains All American Pipeline, L.P. Members of senior
management and various advisory clients of KACALP and KAFA own units of Plains All American GP LLC.
Various advisory clients of KACALP and KAFA, including the Company, own units in Plains All American
Pipeling, L.P. The Company believesthat it may be an affiliate of Plains All American, L.P. under federal securities
laws.

4. INVESTMENT TRANSACTIONS

For the year ended November 30, 2007, the Company purchased and sold securities in the amount of
$318,423 and $90,193 (including $39,500 and $25,457 of U.S. Treasuries, respectively, but excluding other short-
term investments). For the period September 21, 2006 (inception) through November 30, 2006, the Company
purchased and sold securities in the amount of $102,578 and $3,153 (excluding short-term investments),
respectively.

5. RESTRICTED SECURITIES

From timeto time, certain of the Company’sinvestments may berestricted asto resale. For instance, private
investments that are not registered under the Securities Act of 1933 and cannot, asaresult, be offered for public sale
in a non-exempt transaction without first being registered. In other cases, certain of the Company’s investments
have restrictions such as lock-up agreements that preclude the Company from offering these securities for public
sale.
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At November 30, 2007, the following restricted securities for which reliable market quotes are not readily
available are valued in accordance with the procedures established by the board of directors and more fully
described in Note 2 — Significant Accounting Policies.

Number of
Units, Fair

Warrants, or Value per Percent Percent

Typeof  Principal ($) Acquisition Fair Unit/  of Net of Total

Investment Security Restriction  (in 000s) Date Cost Basis Value Warrant Assets Assets

Atlas Energy Resources, LLC . . .. .. Common Units  (1)(2)(3) 91  6/29/2007 $ 2211 $ 2,706 $29.72 11% 0.8%
Atlas Energy Resources, LLC . . . . .. Common Units D@ 40  6/29/2007 995 1,199 3015 05 0.3
BreitBurn Energy PartnersL.P. .. ... Common Units 2 73 52412007 2,271 2,102 28.89 0.9 0.6
Constellation Energy PartnersLLC . . . Common Units  (1)(2)(4) 36 7/25/2007 1,236 1217 3340 05 0.3
Constellation Energy Partners LLC . . . Common Units D@ 29 7/25/2007 1,001 967 33.56 05 0.3
Copano Energy, LL.C. .......... Common Units D@ 72 10/19/2007 2,500 2590 3591 11 0.7
Direct Fuels Partners, LP. ... ..... Class B ) 5) 2500  6/11/2007 44,109 46,675 1867 190 131

Common Units

Direct Fuels Partners, L.P. ... ... .. Class A Warrants 5) 2,500  6/11/2007 4,700 4575 183 19 13

International Resource Partners LP ... ClassA
Common Units

Millennium Midstream Partners, LP. . . Class B
Common Units

(
(
(5) 1500  6/12/2007 29,393 30,000 2000 122 84
(
Millennium Midstream Partners, LP. . . Class A Warrants (
(
(
(
1

5) 2375 12/28/2006 40,635 44223 1862 180 124

5) 2,375  12/28/2006 3,919 3,278 1.38 13 0.9
ProPetro Services, Inc. . ......... Warrants 5) 2,905 2/15/2007 2,469 109 0.04 0.0 0.0
ProPetro Services, Inc. . ......... Term Loan 5) $35,000  2/15/2007 32,092 34,326 na 140 9.7
Quest Midstream Partners, L.P. .. ... Common Units 5) 350 10/16/2007 7,000 7,000 20.00 29 21
VantaCore PartnersLP. . .. .... ... Common Units (E) 91  5/22/2007 1,770 1916 21.00 0.8 0.5
VantaCore PartnersLP. . ... ... ... Convertible Note (5) $ 7,000 5122/2007 7,030 7,350 n‘a 3.0 21
VantaCore PartnersLP. ... ... ... Term Loan (5) $ 7500  5/22/2007 7,500 7,500 na 3.0 21

Total of securities valued by the board of directors. . ... ......... ... ... $190,831 $197,733 80.7% 55.6%

At November 30, 2007, the following restricted securities are valued using prices provided by a principal
market maker, syndicate bank or an independent pricing service and more fully described in Note 2 — Significant
Accounting Policies.

Number of
Units, Fair

Warrants, or Value per Percent Percent

Typeof  Principal ($) Acquisition Fair Unit/  of Net of Total

Investment Security Restriction  (in 000s) Date Cost Basis Value Warrant Assets Assets

Beryl Oil and GasLP.......... Term Loan (5)(6) $2,933 (7) $ 2960 $ 2,890 na 12% 0.8%
CDX Funding, LLC . ............ Term Loan (5)(6) $4,550 (7) 4645 4345 na 18 12
Dresser, Inc. . ................. Term Loan (5)(6) $5,000 7) 4,775 4,800 n/a 20 14
Knight, Inc. . ................. Preferred Stock (5) 5 (7) 5,031 4,965 na 20 14
SandRidge Energy Inc. ... ........ Bridge Loan (5)(6) $5,700 7) 5,699 5,700 n/a 23 16
Seitel, Inc. .. ... Corporate Bond (5 $2,000 (7) 1,972 1,730 na 0.7 05
SemGroup, LP . ............ ... Corporate Bond 5) $9,000 7 8,935 8,595 n/a 35 24
Stallion Qilfield ServicesLtd. . . ... .. Term Loan (5)(6) $5,000 (7) 4,906 4,925 na 20 14
Targa Resources, Inc. ... ......... Corporate Bond (5) $4,580 7) 4,604 4,488 na 18 13
Targa Resources, Inc. .. ... ....... Letter of Credit  (5)(6) $1,664 (7) 1,660 1,637 na 0.7 05
Targa Resources, Inc. ... ......... Term Loan (5)(6) $2,983 (7) 3,001 2,934 na 12 0.8
Trident Resources Corp. ... .. ... .. Warrants (5)(6) 100 (7) 411 7% $075 00 00

Total of securities valued by prices provided by market maker or independent pricing service. . $ 48599 $ 47,084 192% 13.3%

Total of al restricted SECUNtIES . . . . . . . . $239,430 $244,817 99.9% 68.9%

(1) Security subject to lock-up agreement.

(2) Security of a publicly-traded company that is unregistered.

(3) These exchange listed Common Units were converted from Class D units on November 14, 2007.
(4) These exchange listed Common Units were converted from Class F units on November 12, 2007.
(5) Unregistered security of a private company.
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(6) Corporate bank loan or equity warrant with a fair market value determined by the mean of the bid and ask prices
provided by a syndicate bank or principal market maker. These securities have limited trading volume due to no
listing on anational exchange. The syndicate bank or principal market maker isthe active exchange for such security.

(7) Acquired at varioustimes throughout the current fiscal year and/or prior fiscal year in terms of shares, warrants
and principal.

As of November 30, 2006, the Company did not have any investments that were restricted from resae.

6. SENIOR SECURED AND TREASURY SECURED REVOLVING CREDIT FACILITIES

On June 4, 2007, the Company established two credit facilities, each with a three-year term totaling
$200,000. The first facility, the Senior Secured Revolving Credit Facility (the “Investment Facility”) has initial
availability of $100,000 with the ahility to increase availability to $250,000. Interest on the Investment Facility will
be charged at LIBOR plus 125 basis points or the prime rate plus 25 basis points. The second facility, the Treasury
Secured Revolving Credit Facility (the “Treasury Facility”) permits the Company to borrow up to $100,000 and
invest the proceeds in U.S. government securities. Interest on the Treasury Facility will be charged at LIBOR plus
20 basis points or the prime rate.

Investment Facility — The obligations under the Investment Facility are collateraized by substantiadly al of the
Company’s assets (excluding investmentsin U.S. government securities), and are guaranteed by the Company’sexisting
and future subsidiaries, other than specia purpose subsidiaries. The Investment Facility contains affirmative and
reporting covenants and certain financia ratio and restrictive covenants, including: (a) maintaining a ratio, on a
consolidated basis, of total assets (excluding collateral under the Treasury Facility) less liabilities (other than indebt-
edness) to aggregate indebtedness (excluding indebtedness under the Treasury Facility and non-recourse indebtedness of
special purpose subsidiaries) of the Company and its subsidiaries, of not less than 2.50:1.0, (b) maintaining the value of
the portion of the Company’s portfolio that can be converted into cash within specified time periods and va uations at no
less than 10% of the principal amount outstanding under the Investment Facility (lessfully cash collateralized letters of
credit) during any period when adjusted outstanding principal amounts exceed a specified threshold percentage of the
Company’s adjusted borrowing base, (¢) maintaining consolidated net assetsat each fiscal quarter end of not lessthan the
greater of: 40% of the consolidated total assets of the Company and its subsidiaries, and $100,000 plus 25% of the net
proceeds from any saes of equity securities by the Company and its subsidiaries subsequent to the closing of the
Investment Facility, (d) limitations on additional indebtedness, (€) limitations on liens, (f) limitations on mergers and
other fundamental changes, (g) limitations on dividends and other specified restricted payments, (h) limitations on
disposition of assets, (i) limitations on transactions with affiliates, (j) limitations on agreements that prohibit liens on
properties of the Company and its subsidiaries, (k) limitations on sale and leaseback transactions, (1) limitations on
specified hedging transactions, (m) limitations on changesin accounting treatment and reporting practices, (n) limitations
on specified amendments to the Company’s investment management agreement during the continuance of a default,
(o) limitations on the aggregate amount of unfunded commitments, and (p) limitations on establishing deposit, securities
or smilar accounts not subject to control agreements in favor of the lenders. The Investment Facility also contains
customary representations and warranties and events of defaullt.

As of November 30, 2007, the Company had $85,000 of borrowings under its Investment Facility at a
weighted average interest rate of 5.99%.

Treasury Facility — The obligationsunder the Treasury Facility are collateralized by U.S. government securities
heldin certain accounts and are guaranteed by the Company’s existing and future subsidiaries, other than special purpose
subsidiaries. The Treasury Facility contains affirmative and reporting covenants and certain financial ratio and restrictive
covenants, including: (a) maintaining a ratio, on a consolidated basis, of total assets (excluding cash collateral) less
liahilities (other than indebtedness) to aggregate indebtedness (excluding indebtedness under the Treasury Facility and
non-recourse indebtedness of specid purpose subsidiaries) of the Company and its subsidiaries, of not lessthan 2.50:1.0,
(b) maintaining the val ue of the portion of the Company’s portfolio that can be converted into cash within specified time
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periods and valuations at no less than 10% of the principal amount outstanding under the Treasury Facility during any
period when adjusted outstanding principa amounts exceed a specified threshold percentage of the Company’s adjusted
borrowing base, (¢) maintaining consolidated net assets at each fiscal quarter end of not less than the greater of: 40% of
the consolidated total assets of the Company and its subsidiaries, and $100,000 plus 25% of the net proceeds from any
sales of equity securities by the Company and its subsidiaries subsequent to the closing of the Treasury Facility,
(d) maintaining aratio, on a consolidated basis, of cash collateral to the aggregate principa amounts outstanding under
the Treasury Facility, of not less than 1.01:1.0, (e) limitations on additional indebtedness, (f) limitations on liens,
(g) limitations on mergers and other fundamental changes, (h) limitations on dividends and other specified restricted
payments, (i) limitations on disposition of assets, (j) limitations on transactions with affiliates, (k) limitations on
agreements that prohibit liens on properties of the Company and its subsidiaries, (1) limitations on sale and leaseback
transactions, (m) limitations on specified hedging transactions, (n) limitations on changes in accounting treatment and
reporting practices, (0) limitations on specified amendments to the Company’s investment management agreement
during the continuance of adefault, and (p) limitations on the aggregate amount of unfunded commitments. The Treasury
Facility also contains customary representations and warranties and events of defaullt.

Asof November 30, 2007, the Company had $14,000 of borrowingsunder its Treasury Facility at aninterest
rate of 7.50%. On January 31, 2008, we terminated our Treasury Facility. All amounts of principal and interest were
paid in full, and we sold $14,358 of U.S. Treasury Bills, which were held as collateral for our amount outstanding
under the Treasury Facility.

At November 30, 2007, the Company was in compliance with al financial and operational covenants
required by the Investment and Treasury Facilities.
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7. FINANCIAL HIGHLIGHTS

The following is a schedule of financial highlights for the year ended November 30, 2007 and the period
September 21, 2006 (inception) to November 30, 2006.

November 30, November 30,

2007 2006

Per Share of Common Stock
Net asset value, beginning of period . .. ......... ... .. . $ 24.19 $ 2332
Income from Operations(1)
Net investment INCOME. . . . . ..ottt e 0.36 0.09
Net redlized and unrealized gainoninvestments . . .. ..................... 1.18 0.78

Total income from investment operations .. ................... .. ... 1.54 0.87
Dividends and Distributions(2)
Dividends from net investment income . . . .......... .. ... (0.57) —
Dividends from net realized short-term capital gains. .. ................... (0.38) —
Distributions from net realized long-term capital gains .. .................. (0.15) —
Distributions—return of capital . . .. ... . (0.24) —

Total Dividends and Distributions. .. ............ . ... . ... (1.34) —
Net asset value, end of period. . . ........ ... ... . . . $ 2439 $ 2419
Market value per share, end of period. .. ........ ... ... ... .. ... ... ... $ 2314 $ 2232
Total investment return based on market value(3) .. ........ ... ... ... ... 9.3% (10.1)%
Supplemental Data and Ratios(4)
Net assets, end of period . ....... ... $245,133 $241,914
Ratio of expenses to average net assets, including investment management fee

waivers and deferred incometaxes . . ... . 4.2% 2.6%
Ratio of expenses to average net assets, excluding investment management fee

waivers and deferred incometaxes . ... ... 3.8% 3.1%
Ratio of expenses to average net assets, excluding investment management fee

waivers, deferred income taxes and interest expense ... ... ... L 2.8% 3.1%
Ratio of net investment incometo averagenet assets. . ... .........o.v ... 1.5% 1.9%
Net increase in net assets resulting from operations to average net assets. . . . . . . 6.29%6 3.79%°
POrtfOlio tUMOVEN TAEE . . . . .\ v v ettt e 28.8% 5.6%®
Average amount of borrowings outstanding under the Credit Facilities. .. ... ... $ 32,584 —
Average amount of borrowings outstanding per share of common stock during

the period. . ... $ 325 —

(1) Based on average shares of common stock of 10,014,496 for the year ended November 30, 2007 and 10,000,060 for
the period of September 21, 2006 through November 30, 2006.

(2) The information presented in each of these items is a characterization of a portion of the total dividends paid to common
stockholders for the fiscal year ended November 30, 2007 as ether dividends (ordinary income) or distributions (long-term
capital gains or return of capita). This characterization is based on the Company’s earnings and profits.

(3) Not annualized for the period September 21, 2006 through November 30, 2006. Total investment return is calculated
assuming a purchase of common stock at the market price on the first day and asale at the current market price onthe
last day of the period reported. The calculation also assumes reinvestment of dividends, if any, at actual prices
pursuant to the Company’s dividend reinvestment plan.

(4) Unless otherwise noted, ratios are annualized.

(5) Not annualized.

(6) Not annualized for the period September 21, 2006 through November 30, 2006. For the fiscal year ended
November 30, 2007 and for the period September 21, 2006 through November 30, 2006, calculated based on the
sales of long-term investments of $64,736 and $3,153, respectively, divided by the quarterly average long-term
investment balance of $224,548 and $56,730, respectively.
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8. COMMON STOCK

The Company has 200,000,000 shares of common stock authorized. Transactions in common shares for the
year ended November 30, 2007 were as follows:

Shares outstanding at November 30,2006 . ...ttt 10,000,060
Shares issued through reinvestment of dividends and distributions. .. .............. 50,386
Shares outstanding at November 30, 2007 . ... ... ... it e 10,050,446

9. UNAUDITED INTERIM FINANCIAL DATA

Set forth below is unaudited interim consolidated financial information for the periods covered by these
consolidated financial statements.

For the For the For the For the

Quarter Ended Quarter Ended Quarter Ended Quarter Ended

February 28, May 31, August 31, November 30,

2007 2007 2007 2007
Net dividends and distributions . .............. $ 88 $ 189 $ 249 $ (52
Interestincome . ........... i 2,702 2,816 2,574 2,930
Total investmentincome .................... 2,790 3,005 2,823 2,878
Net investment income (10sS) . .. .............. 1,423 1,568 1,004 (389)
Netredizedgains . ........................ 901 2,243 400 1,979
Net change in unrealized gains (losses) ......... 8,076 4,486 (6,146) (165)
Net increase (descrease) in net assets

resulting from operations . . . ............... 10,400 8,297 (4,742) 1,425
Total income (loss) from operations, per share . . . . $ 104 $ 0.83 $ (0.47) $ 0.14

10. SUBSEQUENT EVENTS

On January 17, 2008, the Company paid adividend to its common stockholdersin the amount of $0.41 per share,
for atotal of $4,121. Of this total, pursuant to the Company’s dividend reinvestment plan, $594 was used to purchase
shares of common stock in the open market to satisfy the reinvestment plan.

On January 22, 2008, the Company announced that it no longer intends to be treated as a RIC under the
Code. Asaresult of this change, the Company will be taxed as a corporation for itsfiscal year ended November 30,
2008 and for futurefiscal years, paying federal and applicable state corporate taxes on itstaxableincome and capital
gains. Asaresult of this change in tax status, at a 37% tax rate, the Company’s net asset value impact would have
been approximately $0.36 per share, or 1.5%, as of November 30, 2007. The Company will continue to be regul ated
as a BDC under the 1940 Act.

On January 31, 2008, weterminated our Treasury Facility. All amounts of principal and interest werepaidin
full, and we sold $14,358 of U.S. Treasury Bills, which were held as collateral for our amount outstanding under the
Treasury Facility.
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

KAYNE ANDERSON ENERGY DEVELOPMENT
COMPANY

By: /sl KeviN S. McCARTHY

Kevin S. McCarthy
Chairman of the Board of Directors,
President and Chief Executive Officer

Date: February 13, 2008

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant in the capacities and on the dates indicated.

/9 KeviN S. McCARTHY Chairman of the Board of Directors, February 13, 2008
Kevin S. McCarthy President and Chief Executive Officer
(Principal Executive Officer)
/S TErRrY A. HART Chief Financial Officer and Treasurer February 13, 2008
Terry A. Hart (Principal Financial and Accounting
Officer)
/s WiLLiam R. CorpEes Director February 13, 2008
William R. Cordes
/s/  Barry R. PearL Director February 13, 2008
Barry R. Pearl
/sl Avert L. RicHEY Director February 13, 2008

Albert L. Richey

/s/' RoBerT V. SINNOTT Director February 13, 2008
Robert V. Sinnott

/s/ WiLLiam L. THACKER Director February 13, 2008
William L. Thacker
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KAYNE ANDERSON ENERGY DEVELOPMENT COMPANY
PRIVACY NOTICE
(UNAUDITED)

Kayne Anderson Energy Development Company (the “ Company”) considers privacy to be fundamental to
our relationship with our stockholders. We are committed to maintaining the confidentiality, integrity and security
of the non-public personal information of our stockholders and potential investors. Accordingly, we have devel oped
internal policies to protect confidentiality while allowing stockholders' needs to be met. This notice applies to
former aswell as current stockholders and potential investorswho provide uswith nonpublic personal information.

We may collect several types of nonpublic personal information about stockholders or potential investors,
including:

« Information from formsthat you may fill out and send to us or one of our affiliates or service providersin
connection with an investment in the Company (such as name, address, and social security number).

* Information you may give orally to us or one of our affiliates or service providers.

 Information about your transactions with us, our affiliates, or other third parties, such as the amount
stockholders have invested in the Company.

« Information about any bank account stockholders or potential investors may use for transfers between a
bank account and an account that holds or is expected to hold shares of our stock.

« Information collected through an Internet “cookie” (an information collecting device from a web server
based on your use of a web site).

We may disclose all of the information we collect, as described above, to certain nonaffiliated third parties
such as attorneys, accountants, auditors and persons or entities that are assessing our compliance with industry
standards. Such third parties are required to uphold and maintain our privacy policy when handling your nonpublic
persona information.

We may disclose information about stockholders or potential investors at their request. We will not sell or
disclose your nonpublic personal information to anyone except as disclosed above or as otherwise permitted or
required by law.

Within the Company and our affiliates, access to information about stockholders and potential investorsis
restricted to those personnel who need to know the information to service stockholder accounts. The personnel of
the Company and our affiliates have been instructed to follow our procedures to protect the privacy of your
information.

Wereservetheright to changethis privacy noticein the future. Except as described in this privacy notice, we
will not use your personal information for any other purpose unless we inform you how such information will be
used at the time you disclose it or we obtain your permission to do so.
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Directors and Corporate Officers
Kevin S. McCarthy

William R. Cordes
Barry R. Pearl
Albert L. Richey
Robert V. Sinnott
William L. Thacker
Terry A. Hart

David J. Shladovsky
J.C. Frey

James C. Baker
Ron M. Logan, Jr.

Investment Adviser

KA Fund Advisors, LLC

717 Texas Avenue, Suite 3100
Houston, TX 77002

1800 Avenue of the Stars, Second Floor

Los Angeles, CA 90067

Custodian

Custodial Trust Company
101 Carnegie Center
Princeton, NJ 08540

Chairman of the Board of Directors,
President and Chief Executive Officer

Director

Director

Director

Director

Director

Chief Financial Officer and Treasurer

Chief Compliance Officer and Secretary

Vice President, Assistant Secretary and Assistant Treasurer
Vice President

Vice President

Administrator

Bear Stearns Funds Management Inc.
383 Madison Avenue

New York, NY 10179

Stock Transfer Agent and Registrar
American Stock Transfer & Trust Company
59 Maiden Lane

New York, NY 10038

Independent Registered Public Accounting Firm
PricewaterhouseCoopers LLP

350 South Grand Avenue

Los Angeles, CA 90071

Legal Counsel

Paul, Hastings, Janofsky & Walker LLP
55 Second Street, 24th Floor

San Francisco, CA 94105

For stockholder inquiries, registered stockholders should call (800) 937-5449. For general inquiries, please call

(888) 533-1232/KED-1BDC; or visit us on the web at http://www.kaynefunds.com.

KED
[LISTED)

NYSE
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