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GLADSTONE CAPITAL CORPORATION
2,500,000 Shares

Common Stock

This is a public offering of common stock of Gladstone Capital Corporation. We are offering an aggregate of 2,500,000 Shares of our Common
Stock, $0.001 par value per share. Our common stock is listed on the Nasdaq Global Select Market under the symbol "GLAD." We are a
closed-end, non-diversified management investment company that has elected to be treated as a business development company under the
Investment Company Act of 1940. On October 15, 2007, the last reported sale price of our common stock on the Nasdaq Global Select Market
was $18.70 per share.

Investing in our common stock involves risks. See ''Risk Factors'' beginning on page 9.

Neither the Securities and Exchange Commission, nor any state securities commission, nor any other regulatory body has approved or
disapproved of these securities or determined if this prospectus supplement or the accompanying prospectus is truthful or complete.
Any representation to the contrary is a criminal offense.

Per Share Total
Public offering price $ 18.70 $ 46,750,000
Underwriting discount (sales load) $ 1.03 $ 2,575,000
Proceeds, before expenses, to us (1) $ 17.67 $ 44,175,000

@
Before deducting estimated expenses payable by us of $430,000.

The underwriter may also purchase up to an additional 375,000 shares of common stock at the public offering price, less the underwriting
discount, within 30 days from the date of this prospectus supplement solely to cover over-allotments. If the over-allotment option is exercised in
full, the total public offering price will be $53,762,500 and the total underwriting discount (sales load) will be $2,961,250. The proceeds to us
would be $50,801,250, before deducting estimated expenses payable by us of $430,000.

The underwriter expects to deliver the shares to purchasers on or about October 19, 2007.

Deutsche Bank Securities

The date of this prospectus supplement is October 15, 2007.
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PROSPECTUS SUPPLEMENT
SUMMARY

This summary highlights some information from this prospectus supplement and the accompanying prospectus, and it may not contain all of
the information that is important to you. To understand the terms of the common stock offered hereby, you should read this prospectus
supplement and the accompanying prospectus carefully. Together, these documents describe the specific terms of the shares we are offering. You
should carefully read the section titled "Risk Factors" in the accompanying prospectus and the documents identified in the section "Additional
Information." Except where the context suggests otherwise, the terms "we," "us," "our," the "Company" and "Gladstone Capital" refer to
Gladstone Capital Corporation; "Adviser" refers to Gladstone Management Corporation; "Administrator” refers to Gladstone Administration,
LLC; and "Gladstone Companies" refers to the Adviser and its affiliated companies. Except as otherwise noted, all information in this

prospectus supplement and the accompanying prospectus assumes no exercise of the underwriter's over-allotment option.
Overview

We are a specialty finance company that provides capital to small and medium sized U.S. businesses. We operate as a closed-end,
non-diversified management investment company, and have elected to be treated as a business development company under the Investment
Company Act of 1940, as amended, or the 1940 Act. In addition, for tax purposes we have elected to be treated as a regulated investment
company, or RIC, under the Internal Revenue Code of 1986, as amended.

We seek to achieve a high level of current income by investing in debt securities, consisting primarily of senior notes, senior subordinated
notes and junior subordinated notes, of established private businesses that are substantially backed by leveraged buyout funds, venture capital
funds or others. We also seek to provide our stockholders with long-term capital growth through the appreciation in the value of warrants or
other equity instruments that we may receive when we make loans.

We seek to invest in small and medium-sized private U.S. businesses that meet certain criteria, including the potential for growth, adequate
assets for loan collateral, experienced management teams with significant ownership interest in the business, adequate capitalization, profitable
operations based on cash flow, substantial ownership by leveraged buyout funds or venture capital funds and potential opportunities for us to
realize appreciation and gain liquidity in our equity positions. We may achieve liquidity through a merger or acquisition of the borrower, a
public offering of the borrower's stock or by exercising our right to require the borrower to repurchase our warrants, though there can be no
assurance that we will always have these rights.

We seek to invest primarily in three categories of debt of private companies:

Senior Subordinated Notes. We seek to invest a portion of our assets in senior subordinated notes. Holders of senior
subordinated notes are subordinated to the rights of holders of senior debt to receive principal and interest payments or, in
the case of last out tranches of senior debt, liquidation proceeds from the borrower. As a result, senior subordinated notes are
riskier than senior notes. Although such loans are sometimes secured by significant collateral, the lender is largely dependent
on the borrower's cash flow for repayment. Additionally, lenders may receive warrants to acquire shares of stock in
borrowers or other yield enhancements in connection with

S-1




Edgar Filing: GLADSTONE CAPITAL CORP - Form 497

these loans. Senior subordinated notes include second lien loans and syndicated second lien loans.

Senior Notes. We seek to invest a portion of our assets in senior notes of borrowers. Using its assets and cash flow as
collateral, the borrower typically uses senior notes to cover a substantial portion of the funding needed to operate. Senior
lenders are exposed to the least risk of all providers of debt because they command a senior position with respect to
scheduled interest and principal payments and typically receive a first priority lien on a substantial portion of the borrower's
assets. However, unlike senior subordinated and junior subordinated lenders, senior lenders typically do not receive any
stock, warrants to purchase stock of the borrowers or other yield enhancements. As such, they generally do not participate in
the equity appreciation of the value of the business. Senior notes may include revolving lines of credit, senior term loans,
senior syndicated loans and senior last-out tranche loans.

Junior Subordinated Notes. We also seek to invest a small portion of our assets in junior subordinated notes. Holders of
junior subordinated notes are subordinated to the rights of the holders of senior debt and senior subordinated debt to receive
principal and interest payments from the borrower, and junior subordinated notes are typically unsecured or have such a low
priority lien on existing assets that there is little chance of collateral yielding any payment to the junior subordinated lender
in the event assets are sold in foreclosure. The risk profile of junior subordinated notes is high, which permits the junior
subordinated lender to obtain higher interest rates and more equity and equity-like compensation.

Our loans typically range from $5 million to $15 million, although this investment size may vary proportionately as the size of our capital
base changes, generally mature in no more than seven years, and accrue interest at fixed or variable rates. Because the majority of the loans in
our portfolio consist of term debt of private companies who typically cannot or will not expend the resources to have their debt securities rated
by a credit rating agency, we expect that most if not all of the debt securities we acquire will be unrated. Accordingly, we cannot accurately
predict what ratings these loans might receive if they were in fact rated, and thus cannot determine whether or not they could be considered
"investment grade" quality.

We hold our loan investment portfolio through our wholly-owned subsidiary, Gladstone Business Loan LLC.
Portfolio Composition

Approximately 68% of the aggregate cost value of our investment portfolio as of September 30, 2007 was senior debt, approximately 32%
was senior subordinated debt and there were no investments in junior subordinated debt. As of September 30, 2007, we had approximately
$355.8 million invested at cost in 56 portfolio companies. The aggregate fair value of our investments as of September 30, 2007 was
approximately $349.8 million.
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The table below sets forth, as of September 30, 2007, the fair value and percentage of total investments of our investment portfolio by
industry classifications.

September 30, 2007

% of
Fair Total

Industry Classification Value Investments

Aerospace & Defense $ 4,615,750 1.3%
Automobile 6,245,938 1.8%
Broadcast (TV, Radio & Cable) 30,151,019 8.6%
Cargo Transport 15,685,197 4.5%
Chemicals, Plastics & Rubber 25,110,192 7.2%
Diversified/Conglomerate Manufacturing 3,710,700 1.1%
Electronics 31,351,318 9.0%
Farming & Agriculture 11,537,833 3.3%
Finance 2,460,125 0.7%
Healthcare, Education & Childcare 36,927,299 10.5%
Home & Office Furnishings 17,057,109 4.9%
Leisure, Amusement, Movies & Entertainment 9,508,750 2.7%
Machinery 9,883,350 2.8%
Mining, Steel, Iron & Non-precious Metals 27,057,277 7.7%
Personal & Non-durable Consumer Products 8,977,500 2.6%
Printing, Publishing & Broadcasting 83,973,941 24.0%
Retail Stores 14,986,500 4.3%
Textiles & Leather 10,604,732 3.0%
Total $ 349,844,530 100.0%

Our Investment Adviser and Administrator

Our Adviser is our affiliate and investment adviser and is led by a management team which has extensive experience in our lines of
business. Our Adviser also has a wholly-owned subsidiary, our Administrator, which employs our chief financial officer, chief compliance
officer, controller, treasurer and their respective staffs. All of our directors and executive officers serve as either directors or executive officers,
or both, of Gladstone Commercial, a publicly traded real estate investment trust; Gladstone Investment, a publicly traded business development
company; our Adviser; and our Administrator.

Our Adviser and our Administrator also provide investment advisory and administrative services to our affiliates Gladstone Commercial,
Gladstone Investment and Gladstone Land Corporation, an agricultural real estate company owned by Mr. Gladstone. In the future, our Adviser
may provide investment advisory and administrative services to other funds, both public and private, of which it is the sponsor.

We have been externally managed by our Adviser pursuant to an investment advisory and management agreement since October 1, 2004.
Our Adviser was organized as a corporation under the laws of the State of Delaware on July 2, 2002, and is a registered investment adviser
under the Investment Advisers Act of 1940, as amended. Our Adviser is headquartered in McLean, Virginia, a suburb of Washington D.C., and
also has offices in the states of New York, New Jersey, Pennsylvania, Illinois, Texas and Washington.
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Our Investment Objectives and Our Strategy

Our strategy is to make loans at favorable interest rates to small and medium-sized businesses that we believe have traditionally been
underserved by conventional lenders. Our Adviser uses the loan referral networks of Messrs. Gladstone, Stelljes and Brubaker and of its
managing directors to identify and make senior and subordinated loans to borrowers that need funds to finance growth, restructure their balance
sheets or effect a change of control. We believe that our business strategy will enable us to achieve a high level of current income by investing in
debt securities, consisting primarily of senior notes, senior subordinated notes and junior subordinated notes of established private businesses
that are backed by leveraged buyout funds, venture capital funds or others. In addition, from time to time we might acquire existing loans that
meet this profile from leveraged buyout funds, venture capital funds and others. We also seek to provide our stockholders with long-term capital
growth through the appreciation in the value of warrants or other equity instruments that we might receive when we make loans.

We target small and medium-sized private businesses that meet certain criteria, including the potential for growth, adequate assets for loan
collateral, and experienced management teams with significant ownership interest in the business, adequate capitalization, and profitable
operations based on cash flow and potential opportunities for us to realize appreciation and gain liquidity in our various equity positions. We
may achieve liquidity in an equity position through a merger or acquisition of the borrower, a public offering of the borrower's stock or by
exercising our right to require the borrower to repurchase our warrants, although we cannot assure you that we will always have these rights. We
can also achieve a similar effect by requiring the borrower to pay us conditional interest, which we refer to as a success fee, upon the occurrence
of certain events. Success fees are dependent upon the success of the borrower and the occurrence of a triggering event, and are paid in lieu of
warrants to own common stock of the borrower.

RECENT DEVELOPMENTS
Portfolio Activity

Subsequent to June 30, 2007, we have not invested in any new portfolio companies, however, we have extended approximately $7.9 million
of revolver draws and term loan commitments to existing portfolio companies. Also subsequent to the quarter ended June 30, 2007, we cancelled
a past due note of approximately $800,000 of MCA Communications, LLC by accepting a deed in lieu of foreclosure, which converted the
outstanding note obligations into a majority owned equity interest in the portfolio company.

In addition, since June 30, 2007 we were repaid in full on three investments for an aggregate of approximately $17.9 million and also
received revolver repayments and scheduled amortization payments of an aggregate of approximately $4.1 million.

Portfolio Valuation

As of September 30, 2007, the fair value of our portfolio of investments decreased by $4.9 million, or approximately 1.3%, from the quarter
ended June 30, 2007. Our Board of Directors approved the aggregate fair value of our portfolio of investments at September 30, 2007, based in
part on its acceptance of opinions of value submitted by Standard & Poors Securities Evaluation Services, Inc. ("SPSE") regarding certain debt
securities, and on input from our Adviser, in accordance with our quarterly valuation process as more particularly described under
"Management's Discussion and Analysis of Financial Condition and Results of Operations Critical Accounting Policies Investment Valuation."
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Common Stock offered by us
Common Stock outstanding after this offering (1)(2)

Use of proceeds

Nasdaq Global Select Market Symbol

Risk Factors

Current distribution rate

6]

THE OFFERING

2,500,000 shares
17,262,574 shares

We expect to use all of the net proceeds of this offering to repay outstanding
indebtedness under our line of credit. See "Use of Proceeds."

GLAD

See "Risk Factors" in the accompanying prospectus and other information in this
prospectus supplement and the accompanying prospectus for a discussion of factors
you should carefully consider before deciding to invest in shares of our common stock.

We currently make distributions to stockholders on a monthly basis at the rate of $0.14
per month. Our distribution rate is subject to change or discontinuance at any time in
the discretion of our Board of Directors. Our future earnings and operating cash flow
may not be sufficient to support a dividend.

Excludes 375,000 shares of common stock issuable pursuant to the over-allotment option granted to the underwriter exercisable within 30 days from

the date of this prospectus supplement.

@)

Based on the number of shares outstanding as of October 15, 2007.
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FEES AND EXPENSES

The following table is intended to assist you in understanding the costs and expenses that an investor in this offering will bear directly or

indirectly. We caution you that some of the percentages indicated in the table below are estimates and may vary. Except where the context
suggests otherwise, whenever this prospectus supplement contains a reference to fees or expenses paid by "us" or "Gladstone Capital," or that
"we" will pay fees or expenses, stockholders will indirectly bear such fees or expenses as investors in Gladstone Capital. The following
percentages were calculated based on net assets as of June 30, 2007.

Current
Stockholder Transaction Expenses
Sales load (as a percentage of offering price) (1) 5.5%
Dividend reinvestment plan expenses (2) None
Estimated annual expenses (as a percentage of net assets attributable to common stock)
Management fees (3) 3.51%
Incentive fees payable under investment advisory and management agreement (20% of realized
capital gains and 20% of pre-incentive fee net investment income) (4) 2.15%
Interest Payments on Borrowed Funds (5) 3.03%
Other expenses 1.00%
Total annual expenses (estimated) (3)(6) 9.69%
(6]

(@)

3

“

The underwriting discount with respect to our common stock being sold in this offering, which is a one-time fee we will pay to the underwriter in
connection with this offering and is the only sales load to be paid in connection with this offering.

The expenses of the reinvestment plan are included in stock record expenses, a component of "Other expenses.” We do not have a cash purchase plan.
The participants in the dividend reinvestment plan will bear a pro rata share of brokerage commissions incurred with respect to open market purchases,
if any. See "Dividend Reinvestment Plan" in the accompanying prospectus for information on the dividend reinvestment plan.

Our annual base management fee is 2.0% (0.5% quarterly) of our average gross assets, which is defined as total assets of Gladstone Capital, including
investments made with proceeds of borrowings, less any uninvested cash or cash equivalents pledged to creditors. See "Management Certain
Transactions Advisory and Administration Agreements" in the accompanying prospectus and footnote 4 below.

The incentive fee consists of two parts: an income-based fee and a capital gains-based fee. The income-based fee will be payable quarterly in arrears,
and will equal 20% of the excess, if any, of our pre-incentive fee net investment income that exceeds a 1.75% quarterly (7.0% annualized) hurdle rate,
subject to a "catch-up" provision measured as of the end of each calendar quarter. The "catch-up" provision requires us to pay 100% of our
pre-incentive fee net investment income with respect to that portion of such income, if any, that exceeds the hurdle rate but is less than 125% of the
quarterly hurdle rate (or 2.1875%) in any calendar quarter (8.75% annualized). The catch-up provision is meant to provide our Adviser with 20% of our
pre-incentive fee net investment income as if a hurdle rate did not apply when our pre-incentive fee net investment income exceeds 125% of the
quarterly hurdle rate in any calendar quarter (8.75% annualized). The income-based incentive fee will be computed and paid on income that may
include interest that is accrued but not yet received in cash. Our pre-incentive fee net investment income used to calculate this part of the income
incentive fee is also included in the amount of our gross assets used to calculate the 2% base management fee (see footnote 3 above). The quarter ended
December 31, 2006 was the first quarter under our new advisory agreement and, as a result, was the first quarter in which the incentive fee was earned.
For purposes of this computation, the aggregate gross amount of the December 31, 2006, March 31, 2007 and June 30, 2007 fees, exclusive of any
credits, was annualized to determine the percentage the fee represents of net assets. After giving effect to credits against the incentive fee, the
annualized incentive fee was 0.48% of net assets as of June 30, 2007. There can be no assurance that our Adviser will give any credits against the
incentive fee in the future. The capital gains-based portion of the fee did not have an effect on the incentive fee for purposes of this calculation since we
have not realized overall net capital gains to date.
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Examples of how the incentive fee would be calculated (exclusive of any credits) are as follows:

Assuming pre-incentive fee net investment income of 0.55%, there would be no income-based incentive fee because such income would not
exceed the hurdle rate of 1.75%.

Assuming pre-incentive fee net investment income of 2.00%, the income-based incentive fee would be as follows:
=100% % (2.00% - 1.75%)

=0.25%

Assuming pre-incentive fee net investment income of 2.30%, the income-based incentive fee would be as follows:
= (100% x ("catch-up": 2.1875% - 1.75%)) + (20% x (2.30% - 2.1875%))

=(100% x 0.4375%) + (20% x 0.1125%)

=0.4375% + 0.0225%

=0.46%

Assuming net realized capital gains of 6% and realized capital losses and unrealized capital depreciation of 1%, the capital gains-based
incentive fee would be as follows:

=20% x (6% - 1%)
=20% x 5%

=1%

For a more detailed discussion of the calculation of the two-part incentive fee, see "Management Certain Transactions Advisory and Administration
Agreements" in the accompanying prospectus.

&)
We have entered into a revolving credit facility, under which our borrowing capacity is $220 million, effective May 29, 2007. We have drawn down on
this credit facility and we expect to borrow additional funds in the future up to an amount so that our asset coverage, as defined in the 1940 Act, is at
least 200% after each issuance of our senior securities. Assuming that we borrowed $220 million at an interest rate of 6.08%, interest payments on
borrowed funds would have been 6.21% of our net assets as of June 30, 2007.

©
Includes our overhead expenses, including payments under the administration agreement based on our projected allocable portion of overhead and
other expenses incurred by our Administrator in performing its obligations under the administration agreement. See "Management Certain
Transactions Advisory and Administration Agreements" in the accompanying prospectus.

Example

The following example demonstrates the projected dollar amount of total cumulative expenses that would be incurred over various periods
with respect to a hypothetical investment in this offering. In calculating the following expense amounts, we have assumed that our annual
expenses would remain at the levels set forth in the table above and that you would pay a sales load of 5.5% (the underwriting discount to be

paid by us with respect to the common stock being sold by us in this offering).

1 Year 3 Years 5 Years 10 Years
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1 Year 3 Years 5 Years 10 Years

You would pay the following expenses on a $1,000 investment,
assuming a 5% annual return $ 125 $ 261 $ 389 $ 684

While the example assumes, as required by the Securities and Exchange Commission, which we refer to as the SEC, a 5% annual return,
our performance will vary and may result in a return greater or less than 5%. Additionally, we have assumed that the entire amount of such 5%
annual return would constitute ordinary income as we have not historically realized positive capital gains (computed net of all realized capital
losses and unrealized capital depreciation) on our investments, nor do we expect to realize positive capital gains in the

S-7




Edgar Filing: GLADSTONE CAPITAL CORP - Form 497

foreseeable future. Because the assumed 5% annual return is significantly below the hurdle rate of 7% (annualized) that we must achieve under
the investment advisory and management agreement to trigger the payment of an income-based incentive fee, we have assumed, for purposes of
the above example, that no income-based incentive fee would be payable if we realized a 5% annual return on our investments. Additionally,
because we have not historically realized positive capital gains (computed net of all realized capital losses and unrealized capital depreciation)
on our investments, we have assumed that we will not trigger the payment of any capital gains-based incentive fee in any of the indicated time
periods. If we achieve sufficient returns on our investments, including through the realization of capital gains, to trigger an incentive fee of a
material amount, our expenses, and returns to our investors after such expenses, would be higher than reflected in the example. In addition,
while the example assumes reinvestment of all dividends and distributions at net asset value, participants in our dividend reinvestment plan will
receive a number of shares of our common stock, determined by dividing the total dollar amount of the dividend payable to a participant by the
market price per share of our common stock at the close of trading on the valuation date for the dividend. See "Dividend Reinvestment Plan" for
additional information regarding our dividend reinvestment plan.

This example and the expenses in the table above should not be considered a representation of our future expenses, and actual expenses
(including the cost of debt and incentive fees, if any, and other expenses) may be greater or less than those shown. As noted in the Fees and
Expenses table above, we estimate that annual incentive fees payable under the investment advisory and management agreement will be 2.15%
of net assets attributable to common stock.

USE OF PROCEEDS

We estimate that the net proceeds of this offering will be approximately $43,745,000 ($50,371,250 if the underwriter exercises its
over-allotment option in full) after deducting the underwriting discount and estimated offering expenses payable by us. We expect to use all of
the net proceeds of this offering to repay amounts outstanding under our line of credit, which matures on May 23, 2008 and currently is accruing
interest at approximately 6.08% per year.

S-8
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CAPITALIZATION

The following table sets forth our actual capitalization at June 30, 2007:

on a historical basis;

on a pro forma as adjusted basis to reflect (i) the sale of 400,000 shares of common stock at $20.41 per share on July 24,
2007, (ii) the sale of 150,000 shares of common stock at $21.32 per share on August 22, 2007, (iii) the application of the net
proceeds from such issuances to repay an aggregate of $11,140,060 of outstanding borrowings under our line of credit, and
(iv) the cancellation of 37,109 shares of common stock associated with the cancellation of an employee loan; and

on a pro forma as further adjusted basis to give effect to (i) the sale of 2,500,000 shares of common stock in this offering at a
public offering price of $18.70 per share; and (ii) the application of the net proceeds from the offering, after deducting the
underwriting discount and estimated offering expenses payable by us of an aggregate of $3,005,000, to repay an aggregate of
$43,745,000 of outstanding borrowings under our line of credit as described in "Use of Proceeds."

As of June 30, 2007

Pro Forma
Pro Forma As Further
Actual As Adjusted Adjusted (1)
(unaudited) (unaudited)
Assets
Cash and cash equivalents $ 3,491,495 $ 3,491,495 $ 3,491,495
Borrowings
Borrowings under line of credit 161,188,000 150,047,940 106,302,940
Net Assets
Common stock, $0.001 par value; 50,000,000 shares
authorized; 14,249,683 shares issued and outstanding,
actual, 14,762,574 shares issued and outstanding, pro
forma as adjusted, and 17,262,574 shares issued and
outstanding, pro forma as further adjusted $ 14,250 $ 14,763 $ 17,263
Capital in excess of par value 225,449,718 235,872,554 279,615,054
Notes receivable-officers (9,947,366) (9,230,655) (9,230,655)
Net unrealized appreciation on investments (1,026,151) (1,026,151) (1,026,151)
Unrealized depreciation on derivative (279,593) (279,593) (279,593)
Realized loss on sale of investments (780,197) (780,197) (780,197)
Realized gain on settlement of derivatives 46,212 46,212 46,212
Accumulated undistributed net investment income 1,776,047 1,776,047 1,776,047
Total Net Assets $ 215,252,920 $ 226,392,980 $ 270,137,980
Total Capitalization $ 376,440,920 $ 376,440,920 $ 376,440,920

6]

Assumes no exercise of the underwriter's over-allotment option to purchase 375,000 shares.
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UNDERWRITING

Subject to the terms and conditions set forth in our underwriting agreement, we are offering the shares of our common stock described in
this prospectus supplement through Deutsche Bank Securities Inc., the underwriter. The underwriter has agreed to purchase and we have agreed
to sell to the underwriter, all of the shares offered by this prospectus supplement.

The underwriting agreement provides that the obligation of the underwriter to purchase the shares of common stock offered hereby is
subject to certain conditions precedent and that the underwriter will purchase all of the shares of common stock offered by this prospectus
supplement, other than those covered by the over-allotment option described below, if any of these shares are purchased.

The underwriter proposes to offer the shares of common stock to the public at the public offering price set forth on the cover of this
prospectus supplement. If all the shares are not sold at the public offering price, the underwriter may change the offering price.

The underwriter has the option to purchase up to 375,000 additional shares of common stock from us at the same price it is paying for the
2,500,000 shares offered hereby. The underwriter may purchase additional shares only to cover over-allotments made in connection with this
offering and only within 30 days after the date of this prospectus supplement. The underwriter will offer any additional shares that it purchases
on the terms described in the preceding sections.

The underwriting discount per share is equal to the public offering price per share of common stock less the amount paid by the underwriter
to us per share of common stock. These amounts are shown assuming either no exercise or full exercise by the underwriter of the underwriter's
over-allotment option:

Total Fees

Fee Per Without Exercise of With Full Exercise of
Share Over-Allotment Option  Over-Allotment Option

Underwriting Discount $1.03 $2,575,000 $2,961,250
We estimate that the total expenses of this offering, which will be paid by us, excluding the underwriting discount, will be approximately
$430,000.

We have agreed to indemnify the underwriter against some specified types of liabilities, including liabilities under the Securities Act, and to
contribute to payments the underwriter may be required to make in respect of these liabilities.

We and certain of our executive officers have agreed not to offer, sell, contract to sell or otherwise dispose of, or to engage in certain
hedging and derivative transactions with respect to, our common stock for a period of 60 days after the date of this prospectus supplement,
without first obtaining the written consent of Deutsche Bank Securities Inc. This consent may be given at any time without public notice. The
60 day lock-up period will automatically be extended if (1) during the last 17 days of the 60 day lock-up period we issue an earnings release or
material news or a material event relating to us occurs, or (2) prior to the expiration of the 60 day lock-up period we announce that we will
release earnings results during the 16-day period following the last day of the 60 day lock-up period. Such period will continue until the
expiration of the 18-day period beginning on the issuance of the news release or the occurrence of the material news or material event, as
applicable, unless the underwriter waives, in writing, such extension.
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The European Union's prospectus directive provides that, in relation to each member state of the European Economic Area that has
implemented the prospectus directive (each, a "relevant member state"), from and including the date on which the prospectus directive is
implemented in the relevant member state (the "relevant implementation date"), no offeror of securities may make an offer of securities to the
public in that relevant member state prior to the publication of a prospectus in relation to such securities that has been approved by the
competent authority in that relevant member state or, where appropriate, approved in another relevant member state and notified to the
competent authority in that relevant member state, all in accordance with the prospectus directive, except that such offeror may, with effect from
and including the relevant implementation date, make an offer of securities to the public in that relevant member state at any time:

to legal entities which are authorized or regulated to operate in the financial markets or, if not so authorized or regulated,
whose corporate purpose is solely to invest in securities;

to any legal entity which has two or more of (1) an average of at least 250 employees during the last financial year, (2) a
total balance sheet of more than €43,000,000 and (3) an annual net turnover of more than €50,000,000, as shown in its last
annual or consolidated accounts; or

in any other circumstances which do not require the publication by the issuer of a prospectus pursuant to article 3 of the
prospectus directive.

For the purposes of the above, the expression an "offer of securities to the public” in relation to any securities in any member state means
the communication in any form and by any means of sufficient information on the terms of the offer and the notes to be offered so as to enable
an investor to decide to purchase or subscribe the notes, as the same may be varied in that member state by any measure implementing the
prospectus directive in that member state and the expression "prospectus directive" means European Union Directive 2003/71/EC and includes
any relevant implementing measure in that member state.

The underwriter has represented and agreed that (i) it has not offered or sold and, prior to the expiration of the period of six months from
the closing date of this offering, will not offer or sell any shares of our common stock to persons in the United Kingdom except to persons whose
ordinary activities involve them in acquiring, holding, managing or disposing of investments (as principal or agent) for the purposes of their
businesses or otherwise in circumstances which have not resulted and will not result in an offer to the public in the United Kingdom within the
meaning of the Public Offers of Securities Regulations 1995; (ii) it has complied with and will comply with all applicable provisions of the
Financial Services Act 1986 with respect to anything done by it in relation to the shares of our common stock in, from or otherwise involving the
United Kingdom; and (iii) it has only issued or passed on and will only issue or pass on in the United Kingdom, any document received by it in
connection with the issue of the shares of our common stock to a person who is of a kind described in Article 11(3) of the Financial Services Act
1986 (Investment Advertisements) (Exemptions) Order 1996 or is a person to whom such document may otherwise lawfully be issued or passed
on.

No prospectus (including any amendment, supplement or replacement thereto) nor any offering material relating to the shares of common
stock described in this prospectus supplement has been submitted to the clearance procedures of the Autorité des Marchés Financiers or by the
competent authority of another member state of the European Economic Area and notified to the Autorité des Marchés Financiers. The shares of
common stock have not been offered or sold and will not be offered or sold, directly or indirectly, to the public in
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France. Neither this prospectus supplement, the accompanying prospectus nor any other materials related to the offering or information
contained therein relating to the shares of common stock has been or will be released, issued, distributed or caused to be released, issued or
distributed to the public in France or used in connection with any offer for subscription or sale of the shares to the public in France. Such offers,
sales and distributions will be made in France only

to qualified investors (investisseurs qualifiés) and/or to a restricted circle of investors (cercle restreint d'investisseurs), in
each case investing for their own account, as defined in, and in accordance with, Articles L. 411-2, D. 411-1, D. 411-2, D.
734-1, D. 744-1, D. 754-1 and D. 764-1 of the French Code Monétaire et Financier and applicable regulations thereunder;
or

to investment services providers authorized to engage in portfolio management on behalf of third parties; or

in a transaction that, in accordance with article L.411-2-II-1°-or-2°-or 3° of the French Code monétaire et Financier and

Article 211-2 of the General Regulations (Reglement Général) of the Autorité des Marchés Financiers, does not constitute a
public offer (appel public a l'épargne).

The shares of common stock may be resold directly or indirectly, only in compliance with Articles L.411-1, L.411-2, L.412-1 and L.621-8
through L.621-8-3 of the French Code Monétaire et Financier.

The underwriter does not intend to confirm sales to any account over which it exercises discretionary authority.

In connection with this offering, the underwriter may purchase and sell shares of our common stock in the open market. These transactions
may include stabilizing transactions, short sales and purchases to cover positions created by short sales and stabilizing transactions.

Short sales involve the sale by the underwriter of a greater number of shares than it is required to purchase in this offering. Covered short
sales are sales made in an amount not greater than the underwriter's over-allotment option to purchase additional shares in this offering. The
underwriter may close out any covered short position by either exercising its over-allotment option or purchasing shares in the open market. In
determining the source of shares to close out the covered short position, the underwriter will consider, among other things, the price of shares
available for purchase in the open market as compared to the price at which they may purchase shares through the over-allotment option.

Naked short sales are sales in excess of the over-allotment option. The underwriter must close out any naked short position by purchasing
shares in the open market. A naked short position is more likely to be created if the underwriter is concerned there may be downward pressure
on the price of shares in the open market prior to the completion of this offering.

Stabilizing transactions consist of various bids for or purchases of our common stock made by the underwriter in the open market prior to
the completion of this offering.

Purchases to cover a short position and stabilizing transactions may have the effect of preventing or slowing a decline in the market price of
our common stock. Additionally, these purchases may stabilize, maintain or otherwise affect the market price for our common stock. As a result,
the price of our common stock may be higher than the price that might otherwise exist in the open market. These transactions may be effected on
the Nasdaq Global Select Market, in the over-the-counter market or otherwise.
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In the ordinary course of business, the underwriter or its affiliates have engaged and may in the future engage in various financing,
commercial banking and investment banking services with, and provide financial advisory services to, us and our affiliates, for which they have
received or may receive customary fees and expenses.

This offering is being conducted in compliance with Rule 2810 of the Conduct Rules of the National Association of Securities Dealers, Inc.

The principal business address of Deutsche Bank Securities Inc. is 60 Wall Street, New York, NY 10005.

LEGAL MATTERS

The validity of the issuance of the common stock offered hereby will be passed upon for us by Cooley Godward Kronish LLP, Reston,
Virginia. The validity of the shares of common stock offered hereby will be passed upon for the underwriter by Bass, Berry & Sims PLC,
Memphis, Tennessee.

EXPERTS

The financial statements as of September 30, 2006 and 2005 and for each of the three years in the period ended September 30, 2006 and
management's assessment of the effectiveness of internal control over financial reporting (which is included in Management's Report on Internal
Control over Financial Reporting) as of September 30, 2006 included in the accompanying prospectus have been so included in reliance on the
report of PricewaterhouseCoopers LLP, an independent registered public accounting firm, given on the authority of said firm as experts in
auditing and accounting.

ADDITIONAL INFORMATION

We have filed with the SEC a Registration Statement on Form N-2 under the Securities Act of 1933, as amended, with respect to the
securities offered by this prospectus supplement. This prospectus supplement and the accompanying prospectus, which are a part of the
registration statement, do not contain all of the information in the registration statement, including amendments, exhibits and schedules thereto.
Statements in this prospectus supplement and the accompanying prospectus about the contents of any contract or other document are not
necessarily complete and in each instance we refer you to the copy of the contract or other document filed, or incorporated by reference, as an
exhibit to the registration statement, and each such statement is qualified in all respects by this reference.

We also file reports, proxy statements and other information with the SEC under the Securities Exchange Act of 1934, as amended. Such
reports, proxy statements and other information, as well as the registration statement of which this prospectus supplement and the accompanying
prospectus are a part and the exhibits and schedules thereto, can be inspected at the public reference facilities maintained by the SEC at 100 F
Street, N.E., Washington, D.C. 20549. Information about the operation of the public reference facilities may be obtained by calling the SEC at
1-202-551-8090. The SEC maintains a web site that contains reports, proxy statements and other information regarding registrants, including us,
that file such information electronically with the SEC. The address of the SEC's web site is http://www.sec.gov. Copies of such material may
also be obtained from the Public Reference Section of the SEC at 100 F Street, N.E., Washington, D.C. 20549, at prescribed rates. Our common
stock is listed on The Nasdaq Global Select Market and our corporate website is located at http://www.gladstonecapital.com. The information
contained on, or accessible through, our website is not a part of this prospectus supplement.
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We make available free of charge on our website our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K, and all amendments to those reports as soon as reasonably practicable after such material is electronically filed with or furnished to
the SEC.

We also furnish to our stockholders annual reports, which include annual financial information that has been examined and reported on,
with an opinion expressed, by our independent registered public accounting firm. See "Experts" in the accompanying prospectus for more
information.

FORWARD-LOOKING STATEMENTS

All statements contained herein, other than historical facts, may constitute "forward-looking statements." These statements may relate to,
among other things, future events or our future performance or financial condition.

These statements may relate to, among other things, future events or our future performance or financial condition. In some cases, you can
identify forward-looking statements by terminology such as "may," "might," "believe," "will," "provided," "anticipate," "future," "could,"
"growth," "plan," "intend," "expect," "should," "would," "if," "seek," "possible," "potential," "likely" or the negative of such terms or comparable
terminology. These forward-looking statements involve known and unknown risks, uncertainties and other factors that may cause our actual
results, levels of activity, performance or achievements to be materially different from any future results, levels of activity, performance or
achievements expressed or implied by such forward-looking statements. Such factors include, among others: (1) adverse changes in interest
rates; (2) our failure or inability to establish or maintain referral arrangements with leveraged buyout funds and venture capital funds to generate
loan opportunities; (3) the loss of one or more of our executive officers, in particular David Gladstone, Terry Lee Brubaker, or George Stelljes
III; (4) our inability to extend, refinance, or maintain our credit facilities on terms reasonably acceptable to us, if at all, in future equity capital
resources; (5) our inability to successfully securitize our loan portfolio on terms reasonably acceptable to us, if at all; (6) the decision of our
competitors to aggressively seek to make senior and subordinated loans to small and medium-sized businesses on terms more favorable than we
intend to provide; and (7) those factors listed under the caption "Risk Factors" in the accompanying prospectus. We caution readers not to place
undue reliance on any such forward-looking statements, which speak only as of the date made. We undertake no obligation to publicly update or
revise any forward-looking statements, whether as a result of new information, future events or otherwise, after the date of this prospectus
supplement.

non non

non
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INTERIM MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.

All statements contained herein, other than historical facts, may constitute ''forward-looking statements.'' These statements may
relate to, among other things, future events or our future performance or financial condition. In some cases, you can identify
forward-looking statements by terminology such as ''may," '"might," ""believe," "will," "provided," "anticipate,'" ''future," '"could,"
"growth," "'plan," "intend," "expect,” '"'should," '""would," "if," "'seek,' ''possible," ""potential," "likely' or the negative of such terms
or comparable terminology. These forward-looking statements involve known and unknown risks, uncertainties and other factors that
may cause our actual results, levels of activity, performance or achievements to be materially different from any future results, levels of
activity, performance or achievements expressed or implied by such forward-looking statements. Such factors include, among others:
(1) adverse changes in interest rates; (2) our failure or inability to establish or maintain referral arrangements with leveraged buyout
funds and venture capital funds to generate loan opportunities; (3) the loss of one or more of our executive officers, in particular David
Gladstone, Terry Lee Brubaker, or George Stelljes I11; (4) our inability to extend, refinance or maintain our credit facilities on terms
reasonably acceptable to us, if at all in future equity capital resources; (5) our inability to successfully securitize our loan portfolio on
terms reasonably acceptable to us, if at all; (6) the decision of our competitors to aggressively seek to make senior and subordinated
loans to small and medium-sized businesses on terms more favorable than we intend to provide; and (7) those factors listed under the
caption '""Risk Factors' of the Annual Report on Form 10-K as filed with the Securities and Exchange Commission on December 6, 2006
and our Quarterly Report on Form 10-Q as filed with the Securities and Exchange Commission on May 2, 2007. We caution readers not
to place undue reliance on any such forward-looking statements, which speak only as of the date made. We undertake no obligation to
publicly update or revise any forward-looking statements, whether as a result of new information, future events or otherwise, after the
date hereof.

The following analysis of our financial condition and results of operations should be read in conjunction with our consolidated financial
statements and the notes thereto contained elsewhere in this prospectus supplement and the attached prospectus.

Overview

We were incorporated under the General Corporation Laws of the State of Maryland on May 30, 2001. Our investment objectives are to
achieve a high level of current income by investing in debt securities, consisting primarily of senior notes, second lien notes, and senior
subordinated notes of established private businesses that are backed by leveraged buyout funds, venture capital funds or others, with a particular
emphasis on second lien and senior subordinated notes. In addition, we may acquire existing loans, which meet this profile, from leveraged
buyout funds, venture capital funds and others. We also seek to provide our stockholders with long-term capital growth through the appreciation
in the value of warrants, or other equity instruments that we may receive when we extend loans. We operate as a closed-end, non-diversified
management investment company, and have elected to be treated as a business development company under the Investment Company Act of
1940, as amended (the "1940 Act").

We seek to invest in small and medium-sized businesses that meet certain criteria, including some or all of the following: (1) the potential
for growth in cash flow, (2) adequate assets for loan collateral, (3) experienced management teams with a significant ownership interest in the
borrower, (4) profitable operations based on the borrower's cash flow,
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(5) reasonable capitalization of the borrower (usually by buyout funds or venture capital funds) and (6) the potential to realize appreciation and
gain liquidity in our equity position, if any. We anticipate that liquidity in our equity position will be achieved through a merger or acquisition of
the borrower, a public offering by the borrower or by exercise of our right to require the borrower to buy back its warrants. We lend to borrowers
that need funds to, among other things, effect a change of control, restructure their balance sheets, or finance growth, including acquisitions.

Our loans typically range from $5 million to $15 million, although this investment size may vary proportionately as the size of our capital
base changes, generally mature in no more than seven years and accrue interest at fixed or variable rates. Some of our loans may contain a
provision that calls for some portion of the interest payments to be deferred and added to the principal balance so that the interest is paid,
together with the principal, at maturity. This form of deferred interest is often called "paid in kind" or "PIK" interest, and, when earned, we
record PIK interest as interest income and add the PIK interest to the principal balance of the loans. We seek to avoid PIK interest with all
potential investments under review. We currently do not hold any investments with PIK and, therefore, there was no PIK accrued on our balance
sheet as of June 30, 2007.

Because the majority of our portfolio loans consist of term debt of private companies who typically cannot or will not expend the resources
to have their debt securities rated by a credit rating agency, we expect that most of the debt securities we acquire will be unrated. We cannot
accurately predict what ratings these loans might receive if they were in fact rated, and thus cannot determine whether or not they could be
considered "investment grade" quality.

To the extent possible, our loans generally are collateralized by a security interest in the borrower's assets. Interest payments are generally
made monthly or quarterly (except to the extent of any PIK interest) with amortization of principal generally being deferred for several years.
The principal amount of the loans and any accrued but unpaid interest generally become due at maturity at five to seven years. When we receive
a warrant to purchase stock in a borrower in connection with a loan, the warrant will typically have an exercise price equal to the fair value of
the portfolio company's common stock at the time of the loan and entitle us to purchase a modest percentage of the borrower's stock.

Original issue discounts ("OID") arise when we extend a loan receive an equity interest in the borrower at the same time. To the extent that
the price paid for the equity is not at market value, we must allocate part of the price paid for the loan, to the value of the equity. Then the
amount allocated to the equity, the OID, must be amortized over the life of the loan. As with PIK interest, the amortization of OID also produces
income that must be recognized for purposes of satisfying the distribution requirements for a regulated investment company ("RIC") under
Subchapter M of the Internal Revenue Code of 1986, as amended (the "Code"), whereas the cash is received, if at all, when the equity instrument
is sold. We seek to avoid OID and to date do not hold any investments with OID.

In addition, as a business development company under the 1940 Act, we are required to make available significant managerial assistance to
our portfolio companies. Our investment adviser, Gladstone Management Corporation (the "Adviser") provides these services on our behalf
through its officers who are also our officers. In addition, our Adviser provides other services to our portfolio companies, for which it receives
fees, in connection with our investments. The fees for these services are generally paid to the Adviser in part at the time a prospective portfolio
company signs a non-binding term sheet with us (as further described in the following paragraph), with the remainder paid at the closing of the
investment. These fees are generally non-recurring, however in some instances they may have a recurring component
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which is also paid to the Adviser. Fees for certain of these services are credited 50% against the base management fee payable to the Adviser
pursuant to the terms of our advisory agreement, which has the effect of reducing our expenses to the extent of any such credits. The specific
other services the Adviser provides vary by portfolio company, but generally include a broad array of services to the portfolio companies such as
investment banking services, arranging bank financing, arranging equity financing, structuring financing from multiple lenders and investors,
reviewing existing credit facilities, restructuring existing investments, raising equity and debt capital, turnaround management, merger and
acquisition services and recruiting new management personnel. To date the Adviser has not charged for managerial assistance services, however,
if the Adviser does receive fees for such managerial assistance, the Adviser will credit the managerial assistance fees to the base management
fee due from us to the Adviser.

Prior to making an investment, we ordinarily enter into a non-binding term sheet with the potential borrower. These non-binding term
sheets are generally subject to a number of conditions, including, but not limited to, the satisfactory completion of our due diligence
investigations of the potential borrower's business, reaching agreement on the legal documentation for the loan, and the receipt of all necessary
consents. Upon execution of the non-binding term sheet, the potential borrower generally pays the Adviser a non-refundable fee for its services
rendered through the date of the non-binding term sheet. These fees are received by the Adviser and are offset against the base management fee
payable to the Adviser, which has the effect of reducing our expenses to the extent of any such fees received by the Adviser.

In the event that we expend significant effort in considering and negotiating a potential investment that ultimately is not consummated, we
generally will seek reimbursement from the proposed borrower for our reasonable expenses incurred in connection with the transaction,
including legal fees. Any amounts collected for expenses incurred by the Adviser in connection with unconsummated investments will be
reimbursed to the Adviser. Amounts collected for these expenses incurred by us will be reimbursed to us and will be recognized in the period in
which such reimbursement is received, however, there can be no guarantee that we will be successful in collecting any such reimbursements.

During the nine months ended June 30, 2007, we extended, directly or through participations or acquisitions, approximately $253.7 million
of new loans to a total of 52 companies. This includes an acquisition of approximately $63.3 million in senior debt with 16 different borrowers
in June 2007. Also, during the nine months ended June 30, 2007, four borrowers repaid their loans ahead of contractual maturity, one borrower
refinanced its investment and we sold or were repaid in full on twenty four syndicated loans of approximately $90.8 million, and we received
scheduled contractual principal repayments of approximately $9.0 million, for total principal repayments of approximately $99.8 million. Since
our initial public offering in August 2001, we have made 227 different loans to, or investments in, 120 companies for a total of approximately
$760.2 million, before giving effect to principal repayments on investments and divestitures.

These prospective loans are subject to, among other things, the satisfactory completion of our due diligence investigation of each borrower,
acceptance of terms and structure and attainment of necessary consents. With respect to each prospective loan, we will only agree to provide the
loan if, among other things, the results of our due diligence investigations are satisfactory, the terms and conditions of the loan are acceptable
and all necessary consents are received. Our management has initiated its due diligence investigations of the potential borrowers, however we
cannot assure you that we will not discover facts in the course of
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completing our due diligence that would render a particular investment imprudent or that any of these loans will actually be made.
Our Investment Adviser and Administrator

Our Adviser is led by a management team which has extensive experience in our lines of business. Our Adviser is controlled by David
Gladstone, our chairman and chief executive officer. Mr. Gladstone is also the chairman and chief executive officer of our Adviser. Terry Lee
Brubaker, our vice chairman, chief operating officer, secretary and director, is a member of the board of directors of our Adviser and its vice
chairman and chief operating officer. George Stelljes III, our president, chief investment officer and director, is a member of the board of
directors of our Adviser and its president and chief investment officer. Harry Brill, our chief financial officer, is also the chief financial officer of
our Adviser. Our Adviser also has a wholly-owned subsidiary, Gladstone Administration, LLC (the "Administrator"), which employs our chief
financial officer, chief compliance officer, controller, treasurer and their respective staffs.

Our Adviser and Administrator also provide investment advisory and administrative services to our affiliates, Gladstone Commercial
Corporation, a publicly traded real estate investment trust; Gladstone Investment Corporation, a publicly traded business development company;
and Gladstone Land Corporation, an agricultural real estate company owned by Mr. Gladstone. All of our directors and executive officers serve
as either directors or executive officers, or both, of Gladstone Commercial Corporation and Gladstone Investment Corporation. In the future, our
Adviser may provide investment advisory and administrative services to other funds, both public and private, of which it is the sponsor.

We have been externally managed by our Adviser pursuant to an investment advisory and management agreement since October 1, 2004.
Our Adviser was organized as a corporation under the laws of the State of Delaware on July 2, 2002, and is a registered investment adviser
under the Investment Advisers Act of 1940, as amended. Our Adviser is headquartered in McLean, Virginia, a suburb of Washington D.C., and
also has offices in New York, New Jersey, Pennsylvania, Illinois, Texas and Washington.

Investment Advisory and Management Agreement

On December 2, 2005, our stockholders approved a proposal to enter into an amended and restated investment advisory agreement (the
"Amended Advisory Agreement") with the Adviser and an administration agreement (the "Administration Agreement") between us and our
Administrator, both of which became effective on October 1, 2006. The Amended Advisory Agreement replaced the original advisory
agreement (the "Initial Advisory Agreement"), which terminated on September 30, 2006. We will continue to pay our direct expenses including,
but not limited to, directors' fees, legal and accounting fees, stockholder related expenses, and directors and officers insurance under the
Amended Advisory Agreement.

Pursuant to the Initial Advisory Agreement, we paid the Adviser an annual advisory fee of 1.25% of our total assets (as reduced by cash and
cash equivalents pledged to creditors), payable in quarterly computed increments of 0.3125%, and an annual administrative fee of 0.75% of our
total assets (as reduced by cash and cash equivalents pledged to creditors), payable in quarterly computed increments of 0.1875%, for a total
annual base management fee of 2%. This fee was then directly reduced by the amount of loan servicing fees paid to the Adviser and any other
fees received by the Adviser from our borrowers and potential borrowers.
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Under the Amended Advisory Agreement, we pay the Adviser an annual base management fee of 2% of our average gross assets, which is
defined as total assets less cash and cash equivalents pledged to creditors calculated as of the end of the two most recently completed fiscal
quarters and also consists of a two-part incentive fee.

The first part of the incentive fee is an income-based incentive fee which rewards the Adviser if our quarterly net investment income
(before giving effect to any incentive fee) exceeds 1.75% of our net assets (the "hurdle rate"). We will pay the Adviser an income incentive fee
with respect to our pre-incentive fee net investment income in each calendar quarter as follows:

no incentive fee in any calendar quarter in which our pre-incentive fee net investment income does not exceed the hurdle rate
(7% annualized);

100% of our pre-incentive fee net investment income with respect to that portion of such pre-incentive fee net investment
income, if any, that exceeds the hurdle rate but is less than 2.1875% in any calendar quarter (8.75% annualized); and

20% of the amount of our pre-incentive fee net investment income, if any, that exceeds 2.1875% in any calendar quarter
(8.75% annualized).

The second part of the incentive fee is a capital gains incentive fee that will be determined and payable in arrears as of the end of each fiscal
year (or upon termination of the Amended Advisory Agreement, as of the termination date), commencing on October 1, 2006, and will equal
20% of our realized capital gains as of the end of the fiscal year. In determining the capital gains incentive fee payable to the Adviser, we will
calculate the cumulative aggregate realized capital gains and cumulative aggregate realized capital losses since our inception, and the aggregate
unrealized capital depreciation as of the date of the calculation, as applicable, with respect to each of the investments in our portfolio.

The Adviser's board of directors has agreed to voluntarily waive 1.5% of the annual 2.0% base management fee to 0.5% for senior
syndicated loans for the three and nine months ended June 30, 2007.

In addition to the base management and incentive fees under the Amended Advisory Agreement, certain fees received by the Adviser from
our portfolio companies were credited against the investment advisory fee under the Initial Advisory Agreement, and will continue to be paid to
the Adviser and credited under the Amended Advisory Agreement.

The Adviser services our loan portfolio pursuant to a loan servicing agreement with Gladstone Business Loan, LLC ("Business Loan") in
return for a 1.5% annual fee, based on the monthly aggregate outstanding loan balance of the loans pledged under our credit facility. Effective in
April 2006, the Adviser's board of directors voted to reduce the portion of the 1.5% annual fee to 0.5% for senior syndicated loans. This fee
directly reduces the amount of fee payable under both the Initial and Amended Advisory Agreements.

Administration Agreement

Under the Administration Agreement, we pay separately for administrative services. The Administration Agreement provides for payments
equal to our allocable portion of the Administrator's overhead expenses in performing its obligations under the Administration Agreement
including, but not limited to, rent for employees of the Administrator, and our allocable portion of the salaries and benefits expenses of our chief
financial officer, controller, chief compliance officer, treasurer and their respective staffs. Our allocable portion of expenses is derived by
multiplying our Administrator's total expenses by the percentage of
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our average total assets (the total assets at the beginning and end of each quarter) in comparison to the average total assets of all companies
managed by our Adviser.

Off-Balance Sheet Arrangements

We do not have any significant off-balance sheet arrangements as defined in Item 303(a)(4)(ii) of Securities and Exchange Commission
("SEC") Regulation S-K as of June 30, 2007.

Recent Accounting Pronouncements

In May 2005, the Financial Accounting Standards Board ("FASB") issued Statement of Financial Accounting Standards ("SFAS") No. 154,

"Accounting Changes and Error Corrections," a replacement of APB Opinion No. 20, "Accounting Changes,"” and SFAS No. 3, "Reporting
Accounting Changes in Interim Financial Statements" and changes the requirements for the accounting for and reporting of a change in
accounting principle. SFAS No. 154 applies to all voluntary changes in accounting principle and also applies to changes required by an
accounting pronouncement in the unusual instance that the pronouncement does not include specific transition provisions. SFAS No. 154
requires retrospective application to prior periods' financial statements of changes in accounting principle. SFAS No. 154 is effective for
accounting changes and corrections of errors made in fiscal years beginning after December 15, 2005. We adopted the provisions of SFAS
No. 154, as applicable, on October 1, 2006.

In February 2006, the FASB issued SFAS No. 155, "Accounting for Certain Hybrid Financial Instruments, an amendment of FASB
statements No. 133 and 140" ("SFAS No. 155"). SFAS No. 155 allows financial instruments that have embedded derivatives to be accounted for
as a whole (eliminating the need to bifurcate the derivative from its host) as long as the entire instrument is valued on a fair value basis. The
statement also resolves and clarifies other specific SFAS No. 133 and SFAS No. 140 related issues. SFAS No. 155 is effective for all financial
instruments acquired or issued after the beginning of an entity's first fiscal year that begins after September 15, 2006. We adopted SFAS No. 155
on October 1, 2006 and have not realized a material impact of the financial statements since all investments are valued on a fair value basis.

In June 2006, the FASB issued FASB Interpretation No. 48, "Accounting for Uncertainty in Income Taxes an interpretation of FASB
Statement No. 109," which clarifies the accounting for uncertainty in income taxes recognized in an enterprise's financial statements in
accordance with SFAS No. 109, "Accounting for Income Taxes." This Statement shall be effective as of the beginning of an entity's first fiscal
year that begins after December 15, 2006. We will adopt this Interpretation effective October 1, 2007, and are currently evaluating the impact of
this pronouncement on the consolidated financial statements.

In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements" ("SFAS No. 157"). SFAS No. 157 defines fair value,
establishes a framework for measuring fair value in accordance with GAAP, and expands disclosures about fair value measurements. SFAS
No. 157 applies broadly to securities and other types of assets and liabilities. SFAS No. 157 is effective for financial statements issued for fiscal
years beginning after November 15, 2007 and interim periods within that fiscal year. We will be required to adopt SFAS No. 157 on October 1,
2008 and are currently evaluating the impact of this pronouncement on the consolidated financial statements.

In September 2006, the SEC issued Staff Accounting Bulletin No. 108 ("SAB 108"). SAB 108 addresses how the effects of prior year
uncorrected misstatements should be
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considered when quantifying misstatements in current year financial statements and requires registrants to consider the effect of all carry over
and reversing effects of prior year misstatements when quantifying errors in current year financial statements. SAB 108 does not change the

SEC's previous guidance in SAB No. 99, "Materiality,” on evaluating the materiality of misstatements. A registrant applying the new guidance
for the first time that identifies material errors in existence at the beginning of the first fiscal year ending after November 15, 2006, may correct
those errors through a one-time cumulative effect adjustment to beginning-of-year retained earnings. The cumulative effect alternative is
available only if the application of the new guidance results in a conclusion that a material error exists as of the beginning of the first fiscal year
ending after November 15, 2006, and those misstatements were determined to be immaterial based on a proper application of the registrant's
previous method for quantifying misstatements. The adoption of SAB 108 did not have an impact on the consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159, "The Fair Value Option for Financial Assets and Financial Liabilities Including an
Amendment of FASB Statement No. 115," which is effective for fiscal years beginning after November 15, 2007. This pronouncement permits an
entity to choose to measure many financial instruments and certain other items at fair value at specified election dates. Subsequent unrealized
gains and losses on items for which the fair value option has been elected will be reported in earnings. We are currently evaluating the potential
impact of this pronouncement on the consolidated financial statements.

Critical Accounting Policies

The preparation of financial statements and related disclosures in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the reported consolidated amounts of assets and liabilities, and
disclosure of contingent assets and liabilities at the date of the financial statements, and revenues and expenses during the period reported.
Actual results could differ materially from those estimates. Our accounting policies are more fully described in the "Notes to Consolidated
Financial Statements" contained elsewhere in this prospectus supplement. We have identified our investment valuation process as our most
critical accounting policy.

Investment Valuation

The most significant estimate inherent in the preparation of our consolidated financial statements is the valuation of investments and the
related amounts of unrealized appreciation and depreciation of investments recorded.

General Valuation Policy: Using procedures established by our Board of Directors, we value our investment portfolio each quarter. We
carry our investments at fair value, as determined in good faith by or under the direction of our Board of Directors. Securities that are publicly
traded, if any, are valued at the closing price of the exchange or securities market on which they are listed on the valuation date. Securities that
are not traded on a public exchange or securities market, but for which a limited market exists and that have been rated by a nationally
recognized statistical rating organizations, ("NRSRO"), (such as certain participations in syndicated loans) are valued at the indicative bid price
offered by the respective originating syndication agent's desk on or near the valuation date.

Debt and equity securities that are not publicly traded, for which a limited market does not exist, or for which a limited market exists but
that have not been rated by a NRSRO (or
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for which we have various degrees of trading restrictions) are valued at fair value as determined in good faith by or under the direction of our
Board of Directors. In making the good faith determination of the value of these securities, we start with the cost basis of the security, which

includes the amortized OID and PIK interest, if any. We then apply the methods set out below in "Valuation Methods.” Members of our
Adpviser's portfolio management team prepare the valuations of our investments in portfolio companies using the most recent portfolio company
financial statements and forecasts. These individuals also consult with portfolio company senior management and ownership to obtain further
updates on the portfolio company's performance, including information such as industry trends, new product development, and other operational
issues. Due to the uncertainty inherent in the valuation process, such estimates of fair value may differ significantly from the values that would
have been obtained had a ready market for the securities existed, and the differences could be material. Additionally, changes in the market
environment and other events that may occur over the life of the investments may cause the gains or losses ultimately realized on these
investments to be different than the valuations currently assigned. There is no single standard for determining fair value in good faith, as fair
value depends upon circumstances of each individual case. In general, fair value is the amount that we might reasonably expect to receive upon
the current sale of the security.

At June 30, 2007, we engaged Standard & Poor's Securities Evaluations, Inc. ("SPSE") to submit opinions of value for most of our loan
securities. We request that SPSE also evaluate and assign values to success fees (conditional interest included in some loan securities) when we
determine that the probability of receiving a success fee on a given loan is above 6-8%, a threshold of significance. We may also submit paid in
kind ("PIK") interest to SPSE for valuation when it is determined the PIK interest is likely to be received. SPSE will only evaluate the debt
portion of our investments for which we specifically request evaluation, and may decline to make requested evaluations for any reason at its sole
discretion. We also add any amortized original issue discount ("OID") interest to the fair value, unless adverse factors lead to a determination of

a lesser valuation. Upon completing our collection of data with respect to the investments (including the information described under "Credit

Information," the risk ratings of the loans described under "Loan Grading and Risk Rating" and the factors described under "Valuation
Methods"), this valuation data is forwarded along to SPSE for review and analysis. SPSE makes its independent assessment of the data that we
have assembled and assesses its independent data to form an opinion as to what they consider to be the market values for the securities. With
regard to its work, SPSE has issued the following paragraph:

SPSE provides evaluated price opinions which are reflective of what SPSE believes the bid side of the market would be for each loan
after careful review and analysis of descriptive, market and credit information. Each price reflects SPSE's best judgment based upon
careful examination of a variety of market factors. Because of fluctuation in the market and in other factors beyond its control, SPSE
cannot guarantee these evaluations. The evaluations reflect the market prices, or estimates thereof, on the date specified. The prices are
based on comparable market prices for similar securities. Market information has been obtained from reputable secondary market
sources. Although these sources are considered reliable, SPSE cannot guarantee their accuracy.

SPSE opinions of value are submitted to our Board of Directors along with our Adviser's supplemental assessment and recommendation
regarding valuation of each of these investments. Our Adviser generally accepts the opinion of value given by SPSE, however, in certain limited
circumstances, such as when our Adviser may learn new information regarding an investment between the time of submission to SPSE and the
date of the Board
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