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Maryland 54-2040781
(State or other jurisdiction of (LLR.S. Employer
incorporation or organization) Identification No.)

1521 Westbranch Drive, Suite 100
McLean, Virginia 22102
(Address of principal executive offices) (Zip Code)
(703) 287-5800

(Registrant s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, $0.001 par value per share Nasdaq Global Select Market
6.00% Series 2024 Term Preferred Stock, $0.001 par Nasdaq Global Select Market

value per share
Nasdaq Global Select Market
6.125% Notes due 2023, $25.00 par value 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 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) has filed all reports required to be filed 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

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that the
registrant was required to submit such files). Yes No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405) is not
contained herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or information

statements incorporated by reference in Part III 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, a non-accelerated filer,
smaller reporting company, or an emerging growth company. See the definitions of large accelerated filer,  accelerated
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filer, smaller reporting company, and emerging growth company in Rule 12b-2 of the Exchange Act.

Large accelerated filer Accelerated filer
Non-accelerated filer Smaller reporting company

Emerging growth company

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12 b-2 of the Act). Yes No

The aggregate market value of the voting common stock held by non-affiliates of the Registrant on March 29, 2018,
based on the closing price on that date of $8.60 on the Nasdaq Global Select Market, was $217,196,999. For the
purposes of calculating this amount only, all directors and executive officers of the Registrant have been treated as
affiliates. There were 28,504,745 shares of the Registrant s common stock, $0.001 par value per share, outstanding as
of November 13, 2018.

Documents Incorporated by Reference. Portions of the Registrant s definitive proxy statement filed with the
Securities and Exchange Commission pursuant to Regulation 14A in connection with the Registrant s 2019 Annual
Meeting of Stockholders, which will be filed subsequent to the date hereof, are incorporated by reference into Part I11
of this Form 10-K. Such proxy statement will be filed with the Securities and Exchange Commission not later than
120 days following the end of the Registrant s fiscal year ended September 30, 2018.
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FORWARD-LOOKING STATEMENTS

All statements contained herein, other than historical facts, may constitute forward-looking statements. These
statements may relate to, among other things, our future operating results, our business prospects and the
prospects of our portfolio companies, actual and potential conflicts of interest with Gladstone Management
Corporation, our adviser, and its affiliates, the use of borrowed money to finance our investments, the
adequacy of our financing sources and working capital, and our ability to co-invest, among other factors. In
some cases, you can identify forward-looking statements by terminology such as estimate, may, might, believe
will, provided, anticipate, future, could, growth, plan, intend, expect, should, would, Iif]
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, but are not
limited to: (1) the recurrence of adverse events in the economy and the capital markets; (2) risks associated
with negotiation and consummation of pending and future transactions; (3) the loss of one or more of our
executive officers, in particular David Gladstone, Terry Lee Brubaker or Robert L. Marcotte; (4) changes in
our investment objectives and strategy; (5) availability, terms (including the possibility of interest rate
volatility) and deployment of capital; (6) changes in our industry, interest rates, exchange rates or the general
economy; (7) the degree and nature of our competition; (8) our ability to maintain our qualification as a
regulated investment company, or RIC, and as a business development company, or BDC; and (9) those factors
described in the Risk Factors section of this Annual Report on Form 10-K. We caution readers not to place
undue reliance on any such forward-looking statements. Actual results could differ materially from those
anticipated in our forward-looking statements and future results could differ materially from historical
performance. We have based forward-looking statements on information available to us on the date of this
Annual Report on Form 10-K. Except as required by the federal securities laws, 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 Annual Report on Form 10-K. Although we undertake no obligation to
revise or update any forward-looking statements, whether as a result of new information, future events or
otherwise, you are advised to consult any additional disclosures that we may make directly to you or through
reports that we have filed or in the future may file with the Securities and Exchange Commission, including
quarterly reports on Form 10-Q and current reports on Form 8-K.

In this Annual Report on Form 10-K, or Annual Report, the Company, we, us, and our referto Gladstone
Capital Corporation and its wholly-owned subsidiaries unless the context otherwise indicates. Dollar amounts are in
thousands unless otherwise indicated.

PART I

The information contained in this section should be read in conjunction with our accompanying Consolidated
Financial Statements and the notes thereto appearing elsewhere in this Annual Report on Form 10-K.

ITEM 1. BUSINESS
Overview

Organization
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Gladstone Capital Corporation was incorporated under the Maryland General Corporation Law on May 30, 2001 and
completed an initial public offering on August 24, 2001. We are an externally managed, closed-end, non-diversified
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 ), and is applying the guidance of the Financial
Accounting Standards Board (the FASB ) Accounting Standards Codification ( ASC ) Topic 946 Financial
Services-Investment Companies ( ASC 946 ). In addition, we have elected to be treated for tax purposes as a regulated
investment company ( RIC ) under the Internal Revenue Code of 1986, as amended (the Code ). We were established
for the purpose of investing in debt and equity securities of established private businesses operating in the United

States ( U.S. ).

Our shares of common stock and mandatorily redeemable preferred stock are traded on the Nasdaq Global Select

Market ( Nasdaq ) under the trading symbols GLAD and GLADN, respectively and our Notes due 2023 trade on
Nasdaq under the trading symbol GLADD.
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Investment Adviser and Administrator

We are externally managed by our affiliated investment adviser, Gladstone Management Corporation (the Adviser ),
pursuant to an investment advisory and management agreement (the Advisory Agreement ). Administrative services
are provided by our affiliate, Gladstone Administration, LLC (the Administrator ), pursuant to an administration
agreement (the Administration Agreement ). Each of the Adviser and Administrator are privately-held companies that
are indirectly owned and controlled by David Gladstone, our chairman and chief executive officer. Mr. Gladstone and
Terry Lee Brubaker, our vice chairman and chief operating officer, also serve on the board of directors of the Adviser,
the board of managers of the Administrator, and serve as executive officers of the Adviser and the Administrator. The
Administrator employs, among others, our chief financial officer and treasurer, chief valuation officer, chief

compliance officer, general counsel and secretary (who also serves as the president of the Administrator) and their
respective staffs. The Adviser and Administrator have extensive experience in our lines of business and also provide
investment advisory and administrative services, respectively, to our affiliates, including, but not limited to: Gladstone
Commercial Corporation ( Gladstone Commercial ), a publicly-traded real estate investment trust; Gladstone
Investment Corporation ( Gladstone Investment ), a publicly-traded BDC and RIC; and Gladstone Land Corporation, a
publicly-traded real estate investment trust ( Gladstone Land, with Gladstone Commercial, and Gladstone Investment,
collectively the Affiliated Public Funds ). In the future, the Adviser and Administrator may provide investment
advisory and administrative services, respectively, to other funds and companies, both public and private.

The Adviser was organized as a corporation under the laws of the State of Delaware on July 2, 2002, and is a U.S.
Securities and Exchange Commission (the SEC ) registered investment adviser under the Investment Advisers Act of
1940, as amended. The Administrator was organized as a limited liability company under the laws of the State of
Delaware on March 18, 2005. The Adviser and Administrator are headquartered in McLean, Virginia, a suburb of
Washington, D.C.

Investment Objectives and Strategy

Our investment objectives are to: (1) achieve and grow current income by investing in debt securities of established
lower middle market companies (which we generally define as companies with annual earnings before interest, taxes,
depreciation and amortization ( EBITDA ) of $3 million to $15 million) in the U.S. that we believe will provide stable
earnings and cash flow to pay expenses, make principal and interest payments on our outstanding indebtedness and
make distributions to stockholders that grow over time; and (2) provide our stockholders with long-term capital
appreciation in the value of our assets by investing in equity securities of established businesses that we believe can
grow over time to permit us to sell our equity investments for capital gains. To achieve our objectives, our primary
investment strategy is to invest in several categories of debt and equity securities, with each investment generally
ranging from $8 million to $30 million, although investment size may vary, depending upon our total assets or
available capital at the time of investment. We lend to borrowers that need funds for growth capital, to finance
acquisitions, or to recapitalize or refinance their existing debt facilities. We seek to avoid investing in high-risk,
early-stage enterprises. Our targeted portfolio companies are generally considered too small for the larger capital
marketplace. We intend for our investment portfolio to consist of approximately 90.0% debt investments and 10.0%
equity investments, at cost. As of September 30, 2018, our investment portfolio was made up of approximately 91.4%
debt investments and 8.6% equity investments, at cost.

We invest by ourselves or jointly with other funds and/or management of the portfolio company, depending on the

opportunity. If we are participating in an investment with one or more co-investors, our investment is likely to be
smaller than if we were investing alone.
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In July 2012, the SEC granted us an exemptive order (the Co-Investment Order ) that expands our ability to co-invest
with certain of our affiliates under certain circumstances and any future business development company or closed-end
management investment company that is advised (or sub-advised if it controls the fund) by the Adviser, or any
combination of the foregoing, subject to the conditions in the SEC s order.

In general, our investments in debt securities have a term of no more than seven years, accrue interest at variable rates
(based on the one month London Interbank Offered Rate ( LIBOR )) and, to a lesser extent, at fixed rates. We seek debt
instruments that pay interest monthly or, at a minimum, quarterly, and which may include a yield enhancement, such
as a success fee or deferred interest provision and may include interest only with all principal and any accrued but
unpaid interest due at maturity. Generally, success fees accrue at a set rate and are contractually due upon a change of
control of the business. Some debt securities have deferred interest whereby some portion of the interest payment is
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 ( PIK ) interest. Typically, our equity investments take the form of preferred or
common stock, limited liability company interests, or warrants or options to purchase the foregoing. Often, these
equity investments occur in connection with our original investment, recapitalizing a business, or refinancing existing
debt.
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Since our initial public offering in 2001 and through September 30, 2018, we have invested in over 226 different
companies, while making 188 consecutive monthly or quarterly cash distributions to common stockholders. We
expect that our investment portfolio will primarily include the following three categories of investments in private
companies operating in the U.S.:

First Lien Secured Debt Securities: We seek to invest a portion of our assets in first lien secured debt
securities also known as senior loans, senior term loans, lines of credit and senior notes. Using its assets as
collateral, the borrower typically uses first lien debt to cover a substantial portion of the funding needs of the
business. These debt securities usually take the form of first priority liens on all, or substantially all, of the
assets of the business. First lien debt securities may include investments sourced from the syndicated loan
market.

Second Lien Secured Debt Securities: We seek to invest a portion of our assets in second lien secured debt
securities, also known as subordinated loans, subordinated notes and mezzanine loans. These second lien
secured debt securities rank junior to the borrowers first lien secured debt securities and may be secured by
second priority liens on all or a portion of the assets of the business. Additionally, we may receive other
yield enhancements in addition to or in lieu of success fees such as warrants to buy common and preferred
stock or limited liability interests in connection with these second lien secured debt securities. Second lien
debt securities may include investments sourced from the syndicated loan market.

Preferred and Common Equity/Equivalents: In some cases we will purchase equity securities which consist
of preferred and common equity or limited liability company interests, or warrants or options to acquire such
securities, and are in combination with our debt investment in a business. Additionally, we may receive
equity investments derived from restructurings on some of our existing debt investments. In some cases, we
will own a significant portion of the equity and in other cases we may have voting control of the businesses
in which we invest.
Pursuant to the 1940 Act, we must maintain at least 70.0% of our total assets in qualifying assets, which generally
include each of the investment types listed above. Therefore, the 1940 Act permits us to invest up to 30.0% of our
assets in other non-qualifying assets. See Regulation as a BDC Qualifying Assets for a discussion of the types of
qualifying assets in which we are permitted to invest pursuant to Section 55(a) of the 1940 Act.

Because the majority of the loans in our portfolio consist of term debt in private companies that 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. Investors should assume that these loans would be rated below
what is today considered investment grade quality. Investments rated below investment grade are often referred to as
high yield securities or junk bonds and may be considered higher risk, as compared to investment-grade debt
instruments. In addition, many of the debt securities we hold typically do not amortize prior to maturity.

Investment Policies
We seek to achieve a high level of current income and capital gains through investments in debt securities and
preferred and common stock that we generally acquire in connection with buyouts and other recapitalizations. The

following investment policies, along with these investment objectives, may not be changed without the approval of
our board of directors (the Board of Directors ):
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We will at all times conduct our business so as to retain our status as a BDC. In order to retain that status, we
must operate for the purpose of investing in certain categories of qualifying assets. In addition, we may not
acquire any assets (other than non-investment assets necessary and appropriate to our operations as a BDC or
qualifying assets) if, after giving effect to such acquisition, the value of our qualifying assets is less than
70.0% of the value of our total assets. We anticipate that the securities we seek to acquire will generally be
qualifying assets.
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We will at all times endeavor to conduct our business so as to retain our status as a RIC under the Code. To

do so, we must meet income source, asset diversification and annual distribution requirements. We may

issue senior securities, such as debt or preferred stock, to the extent permitted by the 1940 Act for the

purpose of making investments, to fund share repurchases, or for temporary emergency or other purposes.
With the exception of our policy to conduct our business as a BDC, these policies are not fundamental and may be
changed without stockholder approval.

Investment Concentrations

As of September 30, 2018, our investment portfolio consisted of investments in 50 companies located in 24 states
across 18 different industries with an aggregate fair value of $390.0 million. Our five largest investments at fair value
as of September 30, 2018, totaled $122.8 million, or 31.5% of our total investment portfolio.

The following table outlines our investments by security type at September 30, 2018 and 2017:

September 30, 2018 September 30, 2017
Cost Fair Value Cost Fair Value
Secured first lien debt $ 206,523 48.3% $199,625 51.2% $ 198,942 48.4% $173,896 49.4%
Secured second lien debt 180,274 42.2 156,373 40.1 168,247 40.9 155,249 44.1

Unsecured debt 3,708 0.9 3,655 0.9 3,324 0.8 3,324 0.9
Total debt investments 390,505 91.4 359,653 92.2 370,513 90.1 332,469 94.4
Preferred equity 12,920 3.0 7,749 2.0 18,794 4.5 6,561 1.9
Common

equity/equivalents 24,042 5.6 22,644 5.8 22,128 54 13,343 3.7
Total equity investments 36,962 8.6 30,393 7.8 40,922 9.9 19,904 5.6
Total Investments $427,467 100.0% $390,046 100.0% $411,435 100.0% $352,373 100.0%

Our investments at fair value consisted of the following industry classifications at September 30, 2018 and 2017:

September 30, 2018 September 30, 2017
Percentage Percentage

Fair of Total Fair of Total
Industry Classification Value Investments Value Investments
Diversified/Conglomerate Service $ 79,066 20.3% $ 80,723 22.9%
Healthcare, education and childcare 53,916 13.8 46,288 13.1
Oil and gas 50,172 12.9 34,712 9.9
Telecommunications 47,794 12.3 31,350 8.9
Diversified/Conglomerate Manufacturing 43,421 11.1 40,843 11.6
Diversified natural resources, precious metals
and minerals 23,040 5.9 18,949 5.4
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Automobile

Cargo Transportation

Beverage, food and tobacco

Machinery

Home and Office Furnishings, Housewares and
Durable Consumer Products

Textiles and leather

Hotels, Motels, Inns, and Gaming

Personal and non-durable consumer products
Buildings and real estate

Printing and publishing

Leisure, Amusement, Motion Pictures,
Entertainment

Other, < 2.0%

Total Investments
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18,209
15,164
13,727
11,058

10,125
6,556
6,337
4,892
2,455
1,998

2,116

$ 390,046

4.7
3.9
3.5
2.8

2.6
1.7
1.6
1.3
0.6
0.5

0.5

100.0%

20,082
13,081
14,103

5,114

10,100
4,879
7,136
7,035
3,004
3,628

9,225
2,121

$352,373

5.7
3.7
4.0
1.4

29
1.4
2.0
2.0
0.9
1.0

2.6
0.6

100.0%
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Our investments at fair value were included in the following U.S. geographic regions and Canada at September 30,
2018 and 2017:

September 30, 2018 September 30, 2017
Percentage Percentage
of Total of Total
Location Fair Value Investments Fair Value Investments
South $168,917 43.3% $150,727 42.8%
West 114,286 29.3 116,302 33.0
Midwest 61,733 15.8 58,915 16.7
Northeast 37,589 9.7 26,429 7.5
Canada 7,521 1.9
Total Investments $ 390,046 100.0% $352,373 100.0%

The geographic composition is determined by the location of the headquarters for each of our portfolio companies. A
portfolio company may have a number of other business locations in other geographic locations.

Investment Process
Overview of Investment and Approval Process

To originate investments, the Adviser s investment professionals use an extensive referral network comprised
primarily of private equity sponsors, leveraged buyout funds, investment bankers, attorneys, accountants, commercial
bankers, and business brokers. The Adviser s investment professionals review information received from these and
other sources in search of potential financing opportunities. If a potential opportunity matches our investment
objectives, the investment professionals will seek an initial screening of the opportunity with our president, Robert L.
Marcotte, to authorize the submission of an indication of interest ( IOI ) to the prospective portfolio company. If the
prospective portfolio company passes this initial screening and the IOl is accepted by the prospective company, the
investment professionals will seek approval to issue a letter of intent ( LOI ) to the prospective company from the
Adviser s investment committee, which is composed of Messers. Gladstone, Brubaker and Marcotte. If this LOI is
issued, then the Adviser and Gladstone Securities, LLC ( Gladstone Securities ) (collectively, the Due Diligence Team )
will conduct a due diligence investigation and create a detailed profile summarizing the prospective portfolio

company s historical financial statements, industry, competitive position and management team, analyzing its
conformity to our general investment criteria. The investment professionals then present this profile to the Adviser s
investment committee, which must approve each investment. Further, each investment is available for review by the
members of our Board of Directors, a majority of whom are not interested persons, as defined in Section 2(a)(19) of
the 1940 Act.

Prospective Portfolio Company Characteristics
We have identified certain characteristics that we believe are important in identifying and investing in prospective

portfolio companies. The criteria listed below provide general guidelines for our investment decisions, although not all
of these criteria may be met by each portfolio company.

Table of Contents 13



Edgar Filing: GLADSTONE CAPITAL CORP - Form 10-K

Growth-and-Income Orientation and Positive Cash Flow. Our investment philosophy places a premium on
fundamental analysis from an investor s perspective and has a distinct growth-and-income orientation. In
seeking income, we typically invest in companies that generate growing sales and cash flow to provide some
assurance that they will be able to service their debt and deleverage over time. We do not expect to invest in
start-up companies or companies with what we believe to be cyclical industries or speculative business
plans.

Experienced Management. We typically require that the businesses in which we invest have experienced
management teams. We also require the businesses to have proper incentives in place to induce management
teams to succeed and act in concert with our interests as an investor, including having significant equity or
other interests in the financial performance of their respective companies.

Strong Competitive Position in an Industry. We seek to invest in businesses that have developed strong
market positions within their respective markets and that we believe are well-positioned to capitalize on
growth opportunities. We seek businesses that demonstrate significant competitive advantages versus their
competitors, which we believe will help to protect their market positions and profitability.
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Enterprise Collateral Value. The projected enterprise valuation of the business, based on market based
comparable cash flow multiples, is an important factor in our investment analysis in determining the
collateral coverage of our debt securities.

Extensive Due Diligence

The Due Diligence Team conducts what we believe are extensive due diligence investigations of our prospective
portfolio companies and investment opportunities. The due diligence investigation may begin with a review of
publicly available information followed by in depth business analysis, including, but not limited to, any of the
following:

a review of the prospective portfolio company s historical and projected financial information, including a
quality of earnings analysis;

detailed review of the track record of the private equity firm or ownership group acquiring or controlling any
prospective borrower;

visits to the prospective portfolio company s business site(s);

interviews with the prospective portfolio company s management, employees, customers, and vendors;

review of loan documents and material contracts;

background checks and a management capabilities assessment on the prospective portfolio company s
management team and controlling shareholders; and

research on the prospective portfolio company s products, services or particular industry and its competitive
position therein.
Upon completion of a due diligence investigation and a decision to proceed with an investment, the Adviser s
investment professionals who have primary responsibility for the investment present the investment opportunity to the
Adviser s investment committee. The investment committee then determines whether to pursue the potential
investment. Prior to the closing of an investment, additional due diligence may be conducted on our behalf by
attorneys, independent accountants, and other outside advisers, as appropriate.

We also rely on the long-term relationships that the Adviser s investment professionals have with leveraged buyout
funds, investment bankers, commercial bankers, private equity sponsors, attorneys, accountants, and business brokers.
In addition, the extensive direct experiences of our executive officers and managing directors in the operations of
lower middle market companies and providing debt and equity capital to lower middle market companies plays a
significant role in our investment evaluation and assessment of risk.

Investment Structure
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Once the Adviser has determined that an investment meets our standards and investment criteria, the Adviser works
with the management of that company, the private equity firm or ownership group controlling any prospective
borrower, and other capital providers to structure the transaction in a way that we believe will provide us with the
greatest opportunity to maximize our return on the investment, while providing appropriate incentives to the
shareholders and management of the company. As discussed above, the capital classes through which we typically
structure a deal include first lien secured debt, second lien secured debt, and preferred and common equity or
equivalents. Through its risk management process, the Adviser seeks to limit the downside risk of our investments by:

seeking collateral or superior positions in the portfolio company s capital structure where possible;

negotiating covenants in connection with our investments that afford our portfolio companies as much
flexibility as possible in managing their businesses, consistent with preserving our capital;

securing board observation rights at the portfolio company;

incorporating call protection into the investment structure where possible; and
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making investments with an expected total return (including both interest and potential equity appreciation)
that it believes compensates us for the credit risk of the investment.
We expect to hold most of our debt investments until maturity or repayment, but may sell our investments (including
our equity investments) earlier if a liquidity event takes place, such as the sale or recapitalization of a portfolio
company. Occasionally, we may sell some or all of our investment interests in a portfolio company to a third party in a
privately negotiated transaction to manage our credit or sector exposures or to enhance our portfolio yield.

Competitive Advantages

A large number of entities compete with us and make the types of investments that we seek to make in lower middle
market privately-owned businesses. Such competitors include other BDCs, non-equity based investment funds, and
other financing sources, including traditional financial services companies such as commercial banks. Many of our
competitors are substantially larger than we are and have considerably greater funding sources or are able to access
capital more cost effectively. In addition, certain of our competitors may have higher risk tolerances or different risk
assessments, which could allow them to consider a wider variety of investments, serve a broader customer base, and
establish a greater market share. Furthermore, many of these competitors are not subject to the regulatory restrictions
that the 1940 Act imposes on us as a BDC or the regulatory requirements we must comply with as a publicly traded
company. However, we believe that we have the following competitive advantages over other providers of financing
to lower middle market companies.

Management Expertise

Our Adviser has a separate investment committee for the Company and each of the Affiliated Public Funds. The
Adviser s investment committee for the Company is comprised of Messrs. Gladstone, Brubaker and Marcotte, each of
whom have a wealth of experience in our area of operation. Mr. Gladstone and Mr. Brubaker also serve on the

Adviser s investment committee for the other Affiliated Public Funds. Mr. Gladstone and Mr. Marcotte both have over
25 years of experience in investing in middle market companies and with operating in the BDC marketplace in
general. Mr. Brubaker has over 25 years of experience in acquisitions and operations of companies. Messrs. Gladstone
and Brubaker also have principal management responsibility for the Adviser as its executive officers. These three
individuals dedicate a significant portion of their time to managing our investment portfolio. Our senior management
has extensive experience providing capital to lower middle market companies and Messrs. Gladstone and Brubaker
have worked together at the Gladstone Companies for more than 15 years. In addition, we have access to the resources
and expertise of the Adviser s investment professionals and support staff who possess a broad range of transactional,
financial, managerial, and investment skills. See the additional discussion regarding management of portfolio
companies by our Adviser below under  Ongoing Management of Investments and Portfolio Company Relationships.

Increased Access to Investment Opportunities Developed Through Extensive Research Capability and Network of
Contacts

The Adviser seeks to identify potential investments through active origination and due diligence and through its
dialogue with numerous private equity firms and other members of the financial community with whom the Adviser s
investment professionals have long-term relationships. We believe that the Adviser s investment professionals have
developed a broad network of contacts within the investment, commercial banking, private equity and investment
management communities, and that their reputation, experience and focus on investing in lower middle market
companies enables us to source and identify well-positioned prospective portfolio companies that provide attractive
investment opportunities. Additionally, the Adviser expects to generate information from its professionals network of
accountants, consultants, lawyers and management teams of portfolio companies and other contacts to support the
Adviser s investment activities.
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Disciplined, Value and Income-Oriented Investment Philosophy with a Focus on Preservation of Capital

In making its investment decisions, the Adviser focuses on the risk and reward profile of each prospective portfolio
company, seeking to minimize the risk of capital loss without foregoing the potential for capital appreciation. We
expect the Adviser to use the same investment philosophy that its professionals use in the management of the other

Gladstone Companies and to commit resources to manage downside exposure. The Adviser s approach seeks to reduce
our risk in investments by using some or all of the following approaches:

focusing on companies with sustainable market positions and cash flow;

investing in businesses with experienced and established management teams;
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engaging in extensive due diligence from the perspective of a long-term investor;

investing in businesses backed by successful private equity sponsors or owner operators; and

adopting flexible transaction structures by drawing on the experience of the investment professionals of the
Adviser and its affiliates.
Longer Investment Horizon

Unlike private equity funds that are typically organized as finite-life partnerships, we are not subject to standard
periodic capital return requirements. The partnership agreements of most private equity funds typically provide that
these funds may only invest investors capital once and must return all capital and realized gains to investors within a
finite time period, often seven to ten years. These provisions often force private equity funds to seek returns on their
investments by causing their portfolio companies to pursue mergers, public equity offerings, or other liquidity events
more quickly than might otherwise be optimal or desirable, potentially resulting in a lower overall return to investors
and/or an adverse impact on their portfolio companies. In contrast, we are an exchange-traded corporation of perpetual
duration. We believe that our flexibility to make investments with a long-term view and without the capital return
requirements of traditional private investment vehicles provides us with the opportunity to achieve greater long-term
returns on invested capital.

Flexible Transaction Structuring

We believe our management team s broad expertise and years of combined experience enables the Adviser to identify,
assess, and structure investments successfully across all levels of a company s capital structure and manage potential
risk and return at all stages of the economic cycle. We are not subject to many of the regulatory limitations that govern
traditional lending institutions, such as banks. As a result, we are flexible in selecting and structuring investments,
adjusting investment criteria and transaction structures and, in some cases, the types of securities in which we invest.
We believe that this approach enables the Adviser to craft a financing structure which best fits the investment and
growth profile of the underlying business and yields attractive investment opportunities that will continue to generate
current income and capital gain potential throughout the economic cycle, including during turbulent periods in the
capital markets.

Ongoing Management of Investments and Portfolio Company Relationships

The Adviser s investment professionals actively oversee each investment by continuously evaluating the portfolio
company s performance and typically working collaboratively with the portfolio company s management to identify
and incorporate best resources and practices that help us achieve our projected investment performance.

Monitoring

The Adviser s investment professionals monitor the financial performance, trends, and changing risks of each portfolio
company on an ongoing basis to determine if each company is performing within expectations and to guide the
portfolio company s management in taking the appropriate courses of action. The Adviser employs various methods of
evaluating and monitoring the performance of our investments in portfolio companies, which can include the
following:
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monthly analysis of financial and operating performance;

assessment of the portfolio company s performance against its business plan and our investment expectations;

attendance at and/or participation in the portfolio company s board of directors or management meetings;

assessment of portfolio company management, sponsor, governance, and strategic direction;

assessment of the portfolio company s industry and competitive environment; and

review and assessment of the portfolio company s operating outlook and financial projections.
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Relationship Management

The Adviser s investment professionals interact with various parties involved with a portfolio company, or investment,
by actively engaging with internal and external constituents, including:

management;

boards of directors;

private equity sponsors;

capital partners; and

advisers and consultants.
Managerial Assistance and Services

As a BDC, we make available significant managerial assistance, as defined in the 1940 Act, to our portfolio
companies and provide other services (other than such managerial assistance) to such portfolio companies. Neither
we, nor the Adviser, currently receive fees in connection with the managerial assistance we make available. At times,
the Adviser may also provide other services to our portfolio companies under certain agreements and may receive fees
for services other than managerial assistance. Such services may include, but are not limited to: (i) assistance
obtaining, sourcing or structuring credit facilities, long term loans or additional equity from unaffiliated third parties;
(i1) negotiating important contractual financial relationships; (iii) consulting services regarding restructuring of the
portfolio company and financial modeling as it relates to raising additional debt and equity capital from unaffiliated
third parties; and (iv) taking a primary role in interviewing, vetting and negotiating employment contracts with
candidates in connection with adding and retaining key portfolio company management team members. The Adviser
non-contractually, unconditionally, and irrevocably credits 100% of these fees against the base management fee that
we would otherwise be required to pay to the Adviser as discussed below in  Transactions with Related Parties
Investment Advisory and Management Agreement Base Management Fee. However, pursuant to the terms of the
Advisory Agreement, a small percentage of certain of such fees is retained by the Adviser in the form of
reimbursement, at cost, for tasks completed by personnel of the Adviser, primarily for the valuation of portfolio
companies.

Gladstone Securities also provides other services (such as investment banking and due diligence services) to certain of
our portfolio companies; see  Transactions with Related Parties  Other Transactions below.

Valuation Process
The following is a general description of the investment valuation policy (the Policy ) (which has been approved by
our Board of Directors) that the professionals of the Adviser and Administrator, with oversight and direction from our

chief valuation officer, an employee of the Administrator who reports directly to our Board of Directors (collectively,
the Valuation Team ), use each quarter to determine the value of our investment portfolio. In accordance with the 1940
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Act, our Board of Directors has the ultimate responsibility for reviewing and approving, in good faith, the fair value of
our investments based on the Policy. The Adviser values our investments in accordance with the requirements of the
1940 Act and accounting principles generally accepted in the U.S. ( GAAP ). There is no single standard for
determining fair value (especially for privately-held businesses), as fair value depends upon the specific facts and
circumstances of each individual investment. Each quarter, our Board of Directors reviews the Policy to determine if
changes thereto are advisable and assesses whether the Valuation Team has applied the Policy consistently. With
respect to the valuation of our investment portfolio, the Valuation Team performs the following steps each quarter:

Each investment is initially assessed by the Valuation Team using the Policy, which may include:

obtaining fair value quotes or utilizing input from third party valuation firms; and

using techniques, such as total enterprise value, yield analysis, market quotes and other factors,
including but not limited to: the nature and realizable value of the collateral, including external
parties guaranties; any relevant offers or letters of intent to acquire the portfolio company; and the
markets in which the portfolio company operates.

10
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Preliminary valuation conclusions are then discussed amongst the Valuation Team and with
our management and documented for review by our Board of Directors. Written valuation
recommendations and supporting material are sent to the Board of Directors in advance of the
quarterly meetings.

The Valuation Committee of the Board of Directors (comprised entirely of independent directors) meets to
review this documentation and discusses the information provided by our Valuation Team, and determines
whether the Valuation Team has followed the Policy, determines whether the Valuation Team s
recommended fair value is reasonable in light of the Policy and reviews other facts and circumstances. Then,
the Valuation Committee and chief valuation officer present the Valuation Committee s findings to the entire
Board of Directors, so that the full Board of Directors may review and approve, with a vote, to accept or
reject the fair value recommendations in accordance with the Policy.
Fair value measurements of our investments may involve subjective judgment and estimates. Due to the inherent
uncertainty of determining these fair values, the fair value of our investments may fluctuate, from period to period.
Our valuation policies, procedures and processes are more fully described in Note 2 Summary of Significant
Accounting Policies in our accompanying Notes to Consolidated Financial Statements included elsewhere in this
Annual Report on Form 10-K.

Transactions with Related Parties
Investment Advisory and Management Agreement

In 2006, we entered into the Advisory Agreement, which was subsequently amended in October 2015, as approved
unanimously by our Board of Directors, including the unanimous approval of our independent directors, to reduce the
base management fee payable to the Adviser effective July 1, 2015, as discussed further below. In accordance with the
Advisory Agreement, we pay the Adviser fees as compensation for its services, consisting of a base management fee
and an incentive fee. On July 10, 2018, our Board of Directors, including a majority of the directors who are not
parties to the agreement or interested person of any such party, unanimously approved the annual renewal of the
Advisory Agreement with the Adviser through August 31, 2019. Mr. Gladstone, our chairman and chief executive
officer, controls the Adviser. The Board of Directors considered the following factors as the basis for its decision to
renew the Advisory Agreement: (1) the nature, extent and quality of services provided by the Adviser to our
shareholders; (2) the investment performance of the Company and the Adviser; (3) the costs of the services to be
provided and profits to be realized by the Adviser and its affiliates from the relationship with the Company; (4) the
extent to which economies of scale will be realized as the Company and the Affiliated Public Funds grow and whether
the fee level under the Advisory Agreement reflects the economies of scale for the Company s investors; (5) the fee
structure of the advisory and administrative agreements of comparable funds; (6) indirect profits to the Adviser
created through the Company; and (7) in light of the foregoing considerations, the overall fairness of the advisory fee
paid under the Advisory Agreement.

Based on the information reviewed and the considerations detailed above, our Board of Directors, including all of the
directors who are not interested persons as that term is defined in the 1940 Act, concluded that the investment
advisory fee rates and terms are fair and reasonable in relation to the services provided and approved the Advisory

Agreement, as being in the best interests of our stockholders.

Base Management Fee
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The base management fee is payable quarterly to the Adviser pursuant to our Advisory Agreement and is assessed at
an annual rate of 1.75%, computed on the basis of the value of our average total assets at the end of the two most
recently-completed quarters (inclusive of the current quarter), which are total assets, including investments made with
proceeds of borrowings, less any uninvested cash or cash equivalents resulting from borrowings and adjusted
appropriately for any share issuances or repurchases during the period. Prior to July 1, 2015, the annual rate was 2.0%.
Our Board of Directors may (as it has for the years ended September 30, 2018, 2017 and 2016) accept an
unconditional and irrevocable credit from the Adviser to reduce the annual 1.75% (or prior to July 1, 2015, 2.0%) base
management fee on syndicated loan participations to 0.5%, to the extent that proceeds resulting from borrowings were
used to purchase such syndicated loan participations.

Additionally, pursuant to the requirements of the 1940 Act, the Adviser makes available significant managerial
assistance to our portfolio companies. The Adviser may also provide other services to our portfolio companies under
certain agreements and may receive fees for services other than managerial assistance. The Adviser non-contractually,
unconditionally, and irrevocably credits 100% of these fees against the base management fee that we would otherwise
be required to pay to the Adviser; however, pursuant to the terms of the Advisory Agreement, a small percentage of
certain of such fees is retained by the Adviser in the form of reimbursement, at cost, for tasks completed by personnel
of the Adviser, primarily for the

11
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valuation of portfolio companies. Loan servicing fees that are payable to the Adviser pursuant to our Fifth Amended
and Restated Credit Agreement, with KeyBank National Association ( KeyBank ), as administrative agent, lead
arranger and a lender, as amended (our Credit Facility ), are also 100% credited against the base management fee as
discussed below,  Loan Servicing Fee Pursuant to Credit Agreement .

Incentive Fee

The incentive fee consists of two parts: an income-based incentive fee and a capital gains-based incentive fee. The
income-based incentive fee rewards the Adviser if our quarterly net investment income (before giving effect to any
incentive fee) exceeds 1.75% of our net assets, which we define as total assets less indebtedness and before taking into
account any incentive fees payable or contractually due but not payable during the period, at the end of the

immediately preceding calendar quarter, adjusted appropriately for any share issuances or repurchases during the

period (the hurdle rate ). The income-based incentive fee with respect to our pre-incentive fee net investment income is
generally payable quarterly to the Adviser and is computed as follows:

no incentive fee in any calendar quarter in which our pre-incentive fee net investment income does not
exceed the hurdle rate (7.0% annualized);

100.0% 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% of our net assets,
adjusted appropriately for any share issuances or repurchases during the period, in any calendar quarter
(8.75% annualized); and

20.0% of the amount of our pre-incentive fee net investment income, if any, that exceeds 2.1875% of our net
assets, adjusted appropriately for any share issuances or repurchases during the period, in any calendar
quarter (8.75% annualized).

Quarterly Incentive Fee Based on Net Investment Income

Pre-incentive fee net investment income

(expressed as a percentage of the value of net assets)

Percentage of pre-incentive fee net investment income
allocated to income-related portion of incentive fee

The second part of the incentive fee is a capital gains-based incentive fee that will be determined and payable in
arrears as of the end of each fiscal year (or upon termination of the Advisory Agreement, as of the termination date)
and equals 20.0% of our realized capital gains, less any realized capital losses and unrealized depreciation, as of the
end of the fiscal year. In determining the capital gains-based incentive fee payable to the Adviser, we calculate the
cumulative aggregate realized capital gains and cumulative aggregate realized capital losses since our inception, and
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the entire portfolio s aggregate unrealized capital depreciation, if any and excluding any unrealized capital
appreciation, as of the date of the calculation. For this purpose, cumulative aggregate realized capital gains, if any,
equals the sum of the differences between the net sales price of each investment, when sold, and the original cost of
such investment since inception. Cumulative aggregate realized capital losses equals the sum of the amounts by which
the net sales price of each investment, when sold, is less than the original cost of such investment since inception. The
entire portfolio s aggregate unrealized capital depreciation, if any, equals the sum of the difference, between the
valuation of each investment as of the applicable calculation date and the original cost of such investment. At the end
of the applicable fiscal year, the amount of capital gains that serves as the basis for our calculation of the capital
gains-based incentive fee equals the cumulative aggregate realized capital gains less cumulative aggregate realized
capital losses, less the entire portfolio s aggregate unrealized capital depreciation, if any. If this number is positive at
the end of such fiscal year, then the capital gains-based incentive fee for such year equals 20.0% of such amount, less
the aggregate amount of any capital gains-based incentive fees paid in respect of our portfolio in all prior years. No
capital gains-based incentive fee has been recorded or paid from our inception through September 30, 2018, as
cumulative unrealized capital depreciation has exceeded cumulative realized capital gains net of cumulative realized
capital losses.

12
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Additionally, in accordance with GAAP, a capital gains-based incentive fee accrual is calculated using the aggregate
cumulative realized capital gains and losses and aggregate unrealized capital depreciation included in the calculation
of the capital gains-based incentive fee plus the aggregate unrealized capital appreciation. If such amount is positive at
the end of a period, then GAAP requires us to record a capital gains-based incentive fee equal to 20.0% of such
amount, less the aggregate amount of actual capital gains-based incentive fees paid in all prior years. If such amount is
negative, then there is no accrual for such period. GAAP requires that the capital gains-based incentive fee accrual
consider the cumulative aggregate unrealized capital appreciation in the calculation, as a capital gains-based incentive
fee would be payable if such unrealized capital appreciation were realized. There can be no assurance that such
unrealized capital appreciation will be realized in the future. No GAAP accrual for a capital gains-based incentive fee
has been recorded or paid from our inception through September 30, 2018.

Our Board of Directors accepted non-contractual, unconditional and irrevocable credits from the Adviser to reduce the
income-based incentive fee to the extent net investment income did not cover 100.0% of distributions to common
stockholders for the years ended September 30, 2018, 2017, and 2016, which credits totaled $1.7 million, $2.3 million,
and $1.4 million, respectively.

Loan Servicing Fee Pursuant to Credit Agreement

The Adviser also services the loans held by our wholly-owned subsidiary, Gladstone Business Loan, LL.C ( Business
Loan ) (the borrower under our Credit Facility), in return for which the Adviser receives a 1.5% annual fee payable
monthly based on the monthly aggregate outstanding balance of loans pledged under our Credit Facility. Since
Business Loan is a consolidated subsidiary of ours, and the total base management fee paid to the Adviser pursuant to
the Advisory Agreement cannot exceed 1.75% of total assets (as reduced by cash and cash equivalents pledged to
creditors and adjusted appropriately for any share issuances or repurchases during the period) during any given
calendar year, we treat payment of the loan servicing fee pursuant to our line of credit as a pre-payment of the base
management fee under the Advisory Agreement. Accordingly, these loan servicing fees are 100% non-contractually,
unconditionally, and irrevocably credited back to us by the Adviser.

Administration Agreement

We pay the Administrator pursuant to the Administration Agreement for our allocable portion of the Administrator s
expenses incurred while performing services to us, which are primarily rent and salaries and benefits expenses of the
Administrator s employees, including our chief financial officer and treasurer, chief compliance officer, chief valuation
officer and general counsel and secretary (who also serves as the Administrator s president), and their respective staffs.

Our allocable portion of the Administrator s expenses are generally derived by multiplying the Administrator s total
expenses by the approximate percentage of time during the current quarter the Administrator s employees performed
services for us in relation to their time spent performing services for all companies serviced by the Administrator. On
July 10, 2018, our Board of Directors, including a majority of the directors who are not parties to the Advisory
Agreement or interested persons of such party, approved the annual renewal of the Administration Agreement through
August 31, 2019.

Other Transactions
Mr. Gladstone also serves on the board of managers of our affiliate, Gladstone Securities, a privately-held
broker-dealer registered with the Financial Industry Regulatory Authority and insured by the Securities Investor

Protection Corporation. Gladstone Securities is 100% indirectly owned and controlled by Mr. Gladstone and has
provided other services, such as investment banking and due diligence services, to certain of our portfolio companies,
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for which Gladstone Securities receives a fee. Any such fees paid by portfolio companies to Gladstone Securities do
not impact the fees we pay to the Adviser or the non-contractual, unconditional, and irrevocable credits against the
base management fee or incentive fee. For additional information refer to Note 4  Related Party Transactions of our
accompanying Notes to Consolidated Financial Statements.
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Material U.S. Federal Income Tax Considerations
RIC Status

To qualify for treatment as a RIC under Subchapter M of the Code, we must generally distribute to our stockholders,
for each taxable year, at least 90.0% of our investment company taxable income, which is our ordinary income plus
the excess of our net short-term capital gains over net long-term capital losses. We refer to this as the annual
distribution requirement . We must also meet several additional requirements, including:

Business Development Company status. At all times during the taxable year, we must maintain our status as
a BDC.

Income source requirements. At least 90.0% of our gross income for each taxable year must be from
dividends, interest, payments with respect to securities, loans, gains from sales or other dispositions of
securities or other income derived with respect to our business of investing in securities, and net income
derived from an interest in a qualified publicly traded partnership.

Asset diversification requirements. As of the close of each quarter of our taxable year: (1) at least 50.0% of
the value of our assets must consist of cash, cash items, U.S. government securities, the securities of other
regulated investment companies and other securities to the extent that (a) we do not hold more than 10.0% of
the outstanding voting securities of an issuer of such other securities, and (b) such other securities of any one
issuer do not represent more than 5.0% of our total assets; and (2) no more than 25.0% of the value of our
total assets may be invested in the securities of one issuer (other than U.S. government securities or the
securities of other regulated investment companies), or of two or more issuers that are controlled by us and
are engaged in the same or similar or related trades or businesses or in the securities of one or more qualified
publicly traded partnerships.

Failure to Qualify as a RIC

If we are unable to qualify for treatment as a RIC, we will be subject to tax on all of our taxable income at regular
corporate rates. We would not be able to deduct distributions to stockholders, nor would we be required to make such
distributions. Distributions would be taxable to our stockholders as dividend income to the extent of our current and
accumulated earnings and profits. Subject to certain limitations under the Code, corporate distributees would be
eligible for the dividends received deduction. Distributions in excess of our current and accumulated earnings and
profits would be treated first as a return of capital to the extent of the stockholder s adjusted tax basis, and then as a
gain realized from the sale or exchange of property. If we fail to meet the RIC requirements for more than two
consecutive years and then seek to requalify as a RIC, we generally would be subject to corporate-level federal
income tax on any unrealized appreciation with respect to our assets to the extent that any such unrealized
appreciation is recognized during a specified period up to five years.

Qualification as a RIC
If we qualify as a RIC and distribute to stockholders each year in a timely manner at least 90.0% of our investment
company taxable income, we will not be subject to federal income tax on the portion of our taxable income and gains

we distribute to stockholders. We would, however, be subject to a 4.0% nondeductible federal excise tax if we do not
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distribute, actually or on a deemed basis, an amount at least equal to the sum of (1) 98.0% of our ordinary income for

the calendar year, (2) 98.2% of our capital gains in excess of capital losses for the one-year period ending on

October 31 of the calendar year and (3) any ordinary income and capital gains in excess of capital losses for preceding
years that were not distributed during such years. For the years ended December 31, 2017, 2016 and 2015, we did not

incur any excise taxes.

The federal excise tax would apply only to the amount by which the required distributions exceed the amount of
income we distribute, actually or on a deemed basis, to stockholders. We will be subject to regular corporate income
tax, currently a flat rate of 21.0%, on any undistributed income, including both ordinary income and capital gains.

If we acquire debt obligations that (i) were originally issued at a discount, (ii) bear interest at rates that are not either
fixed rates or certain qualified variable rates, or (iii) are not unconditionally payable at least annually over the life of

the obligation, we will be required to include in taxable income each year a portion of the original issue discount

( OID ) that accrues over the life of the obligation. Additionally, PIK interest, which is computed at the contractual rate
specified in a loan agreement and is added to the principal balance of a loan, is also a non cash source of income that

we are required to include in taxable income each year. Both OID and PIK income will be included in our investment
company taxable income even though we

14
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receive no cash corresponding to such amounts. As a result, we may be required to make additional distributions
corresponding to such OID and PIK amounts in order to satisfy the annual distribution requirement and to continue to
qualify as a RIC or to avoid the imposition of federal income and excise taxes. In this event, we may be required to
sell investments or other assets to meet the RIC distribution requirements. For the year ended September 30, 2018, we
recorded $0.2 million of OID income and the unamortized balance of OID investments (which are primarily all
syndicated loans) as of September 30, 2018 totaled $0.4 million. As of September 30, 2018, we had five investments
which had a PIK interest component and we recorded PIK interest income of $3.8 million during the year ended
September 30, 2018.

Regulation as a BDC

We are a closed-end, non-diversified management investment company that has elected to be regulated as a BDC

under Section 54 of the 1940 Act. As such, we are subject to regulation under the 1940 Act. The 1940 Act contains

prohibitions and restrictions relating to transactions between BDCs and their affiliates, principal underwriters and

affiliates of those affiliates or underwriters and requires that a majority of the directors be persons other than interested

persons, as defined in the 1940 Act. In addition, the 1940 Act provides that we may not change the nature of our

business so as to cease to be, or to withdraw our election as, a BDC unless approved by a majority of our outstanding
voting securities, as defined in the 1940 Act.

We intend to conduct our business so as to retain our status as a BDC. A BDC may use capital provided by public
stockholders and from other sources to invest in long-term private investments in businesses. A BDC provides
stockholders the ability to retain the liquidity of a publicly traded stock while sharing in the possible benefits, if any,
of investing in primarily privately owned companies. In general, a BDC must have been organized and have its
principal place of business in the U.S. and must be operated for the purpose of making investments in qualifying
assets, as described in Sections 55(a)(1) through (a)(3) of the 1940 Act.

Qualifying Assets

Under the 1940 Act, a BDC may not acquire any asset other than assets of the type listed in Section 55(a) of the 1940
Act, which are referred to as qualifying assets, unless, at the time the acquisition is made, qualifying assets, other than
certain interests in furniture, equipment, real estate, or leasehold improvements ( operating assets ) represent at least
70.0% of total assets, exclusive of operating assets. The types of qualifying assets in which we may invest under the
1940 Act include, but are not limited to, the following:

(1) Securities purchased in transactions not involving any public offering from the issuer of such securities,
which issuer is an eligible portfolio company. An eligible portfolio company is generally defined in the 1940
Act as any issuer which:

(a) is organized under the laws of, and has its principal place of business in, any State or States in the
UsS,;

(b) isnot an investment company (other than a small business investment company wholly owned by the
BDC or otherwise excluded from the definition of investment company); and

Table of Contents 31



Edgar Filing: GLADSTONE CAPITAL CORP - Form 10-K

(c) satisfies one of the following:

(i) it does not have any class of securities with respect to which a broker or dealer may extend margin
credit;

(ii) itis controlled by the BDC and for which an affiliate of the BDC serves as a director;

(iii) it has total assets of not more than $4.0 million and capital and surplus of not less than $2 million;

(iv) it does not have any class of securities listed on a national securities exchange; or

(v) ithas aclass of securities listed on a national securities exchange, with an aggregate market value
of outstanding voting and non-voting equity of less than $250.0 million.

(2) Securities received in exchange for or distributed on or with respect to securities described in (1) above, or
pursuant to the exercise of options, warrants or rights relating to such securities.

(3) Cash, cash items, government securities or high quality debt securities maturing in one year or less from the
time of investment.
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Asset Coverage

Pursuant to Section 61(a)(2) of the 1940 Act, we are permitted, under specified conditions, to issue multiple classes of

senior securities representing indebtedness. However, pursuant to Section 18(c) of the 1940 Act, we are permitted to
issue only one class of senior securities that is stock. In either case, we may only issue such senior securities if such
class of senior securities, after such issuance, has an asset coverage, as defined in Section 18(h) of the 1940 Act, of at
least 200% (as the law applies to the Company currently) or 150% (as the law will apply to the Company effective
April 10, 2019; refer to Management s Discussion and Analysis of Financial Condition and Results of Operations
Overview Regulatory Compliance for a discussion of changes to the asset coverage requirements pursuant to the
Small Business Credit Availability Act ( SBCAA )).

In addition, our ability to pay dividends or distributions (other than dividends payable in our stock) to holders of any
class of our capital stock would be restricted if our senior securities representing indebtedness fail to have an asset
coverage of at least 200% (measured at the time of declaration of such distribution and accounting for such
distribution). The 1940 Act does not apply this limitation to privately arranged debt that is not intended to be publicly
distributed, unless this limitation is specifically negotiated by the lender. In addition, our ability to pay dividends or
distributions (other than dividends payable in our common stock) to our common stockholders would also be
restricted if our senior securities that are stock fail to have an asset coverage of at least 200% (measured at the time of
declaration of such distribution and accounting for such distribution). If the value of our assets declines, we might be
unable to satisfy these asset coverage requirements. To satisfy the 200% asset coverage requirement in the event that
we are seeking to pay a distribution, we might either have to (i) liquidate a portion of our loan portfolio to repay a
portion of our indebtedness or (ii) issue common stock. This may occur at a time when a sale of a portfolio asset may
be disadvantageous, or when we have limited access to capital markets on agreeable terms. In addition, any amounts
that we use to service our indebtedness or for offering expenses will not be available for distributions to our
stockholders. If we are unable to regain the requisite asset coverage through these methods, we may be forced to
suspend the payment of such dividends or distributions.

Significant Managerial Assistance

Generally, a BDC must make available significant managerial assistance to issuers of certain of its portfolio securities
that the BDC counts as qualifying assets for the 70.0% test described above. Making available significant managerial
assistance means, among other things, any arrangement whereby the BDC, through its directors, officers or
employees, offers to provide, and, if accepted, does so provide, significant guidance and counsel concerning the
management, operations or business objectives and policies of a portfolio company. Significant managerial assistance
also includes the exercise of a controlling influence over the management and policies of the portfolio company.
However, with respect to certain, but not all such securities, where the BDC purchases such securities in conjunction
with one or more other persons acting together, one of the other persons in the group may make available such
managerial assistance, or the BDC may exercise such control jointly.

Code of Ethics

We, and all of the Gladstone companies, have adopted a code of ethics and business conduct applicable to all of the
officers, directors and employees of such companies that complies with the guidelines set forth in Item 406 of
Regulation S-K of the Securities Act of 1933 (the Securities Act ) and Rule 17j-1 of the 1940 Act. As required by the
1940 Act, this code establishes procedures for personal investments, restricts certain transactions by such personnel
and requires the reporting of certain transactions and holdings by such personnel. This code of ethics and business
conduct is publicly available on our website under Corporate Governance at www.GladstoneCapital.com. We intend
to provide any required disclosure of any amendments to or waivers of the provisions of this code by posting
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information regarding any such amendment or waiver to our website or in a Current Report on Form 8-K.

Compliance Policies and Procedures

We and the Adviser have adopted and implemented written policies and procedures reasonably designed to prevent
violation of the federal securities laws, and our Board of Directors is required to review these compliance policies and
procedures annually to assess their adequacy and the effectiveness of their implementation. We have designated a
chief compliance officer, John Dellafiora, Jr., who also serves as chief compliance officer for all of the Gladstone
companies.

Staffing

We do not currently have any employees and do not expect to have any employees in the foreseeable future.
Currently, services necessary for our business are provided by individuals who are employees of the Adviser and the
Administrator pursuant to the terms of the Advisory Agreement and the Administration Agreement, respectively. No
employee of the Adviser or the Administrator will dedicate all of his or her time to us. However, we expect that 25 to
30 full time employees of the Adviser and the Administrator will spend substantial time on our matters during the
remainder of calendar year 2018 and all of calendar year 2019. As of November 14, 2018, the Adviser and the
Administrator collectively had 67 full-time employees. A breakdown of these employees is summarized by functional
area in the table below:
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Number of Individuals Functional Area
12 Executive management
Accounting, administration, compliance, human resources, legal
20 and treasury
35 Investment management, portfolio management and due diligence

Available Information

Copies of our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and
amendments, if any, to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange
Act of 1934, as amended (the Exchange Act ) are available free of charge through our website at
www.GladstoneCapital.com as soon as reasonably practicable after such materials are electronically filed with or
furnished to the SEC. Information on our website should not be considered part of this Annual Report on Form 10-K.
A request for any of these reports may also be submitted to us by sending a written request addressed to Investor
Relations, Gladstone Capital Corporation, 1521 Westbranch Drive, Suite 100, McLean, VA 22102, or by calling our
toll-free investor relations line at 1-866-366-5745. The SEC also maintains a website that contains reports, proxy and
information statements, and other information regarding issuers that file electronically with the SEC at www.sec.gov.
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ITEM 1A.RISK FACTORS

You should carefully consider these risk factors, together with all of the other information included in this Annual
Report on Form 10-K and the other reports and documents filed or furnished by us with the SEC. The risks set out
below are not the only risks we face. Additional risks and uncertainties not presently known to us, or not presently
deemed material by us, may also impair our operations and performance. If any of the following events occur, our
business, financial condition, results of operations and cash flows could be materially and adversely affected. In such
case, our net asset value and the trading price of our securities could decline, and you may lose all or part of your
investment. The risk factors described below are the principal risk factors associated with an investment in our
securities as well as those factors generally associated with an investment company with investment objectives,
investment policies, capital structure or trading markets similar to ours.

Risks Related to the Economy

Market conditions could negatively impact our business, results of operations, cash flows and financial condition.

The market in which we operate is affected by a number of factors that are largely beyond our control but can
nonetheless have a potentially significant, negative impact on us. These factors include, among other things:

changes in interest rates and credit spreads;

the availability of credit, including the price, terms and conditions under which it can be obtained;

the quality, pricing and availability of suitable investments and credit losses with respect to our investments;

the ability to obtain accurate market-based valuations;

loan values relative to the value of the underlying assets;

default rates on the loans underlying our investments and the amount of related losses;

prepayment rates, delinquency rates and legislative / regulatory changes with respect to our investments and
loans, and the timing and amount of servicer advances;

competition;

the actual and perceived state of the economy and public capital markets generally;
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the impact of potential changes to the tax code; and

the attractiveness of other types of investments relative to investments in lower middle market companies
generally.
Changes in these factors are difficult to predict, and a change in one factor can affect other factors resulting in adverse
effects to our financial condition.

The illiquidity of our investments may make it difficult for us to sell such investments if required. As a result, we may
realize significantly less than the value at which we have recorded our investments.

Given the volatility and dislocation that the capital markets have historically experienced, many BDCs have faced,
and may in the future face, a challenging environment in which to raise capital. We may in the future have difficulty
accessing debt and equity capital, and a severe disruption in the global financial markets or deterioration in credit and
financing conditions could have a material adverse effect on our business, financial condition and results of
operations. In addition, significant changes in the capital markets have had, and may in the future have, a negative
effect on the valuations of our investments and on the potential for liquidity events involving our investments. An
inability to raise capital, and any required sale of our investments for liquidity purposes, could have a material adverse
impact on our business, financial condition or results of operations.
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Market interest rates may have an effect on the value of our common stock.

One of the factors that will influence the price of our common stock will be the distribution yield on our common
stock (as a percentage of the price of our common stock) relative to market interest rates. An increase in market
interest rates, which are currently at low levels relative to historical rates, may lead prospective purchasers of our
common stock to expect a higher distribution yield. In addition, higher interest rates would likely increase our
borrowing costs and potentially decrease funds available for distribution. As a result, higher market interest rates
could cause the market price of our common stock to decrease.

Rising interest rates may negatively impact our investments and have an adverse effect on our business, financial
condition, results of operations, and cash flows.

In recent years, the Fed has incrementally raised the target range for the federal funds rate, with additional increases
expected to come over the next year. As interest rates increase, generally, the cost of borrowing increases, affecting
our ability to make new investments on favorable terms or at all. More generally, interest rate fluctuations and
changes in credit spreads on floating rate loans may have a negative impact on our investments and investment
opportunities and, accordingly, may have a material adverse effect on our rate of return on invested capital, our net
investment income, our net asset value and the market price of our securities. A substantial portion of our debt
investments have variable interest rates that reset periodically and are generally based on LIBOR, so an increase in
interest rates from the current interest rate may make it more difficult for our portfolio companies to service their
obligations under the debt investments that we hold. To the extent that interest rates increase, this may negatively
impact the operating performance of our portfolio companies due to increasing debt service obligations and, therefore,
may affect our results of operations. In addition, to the extent that an increase in interest rates makes it difficult or
impossible to make payments on outstanding indebtedness to us or other financial sponsors or refinance debt that is
maturing in the near term, some of our portfolio companies may be unable to repay such debt at maturity and may be
forced to sell assets, undergo a recapitalization or seek bankruptcy protection. There can be no guaranty the Fed will
raise rates at the gradual pace they originally proposed, nor can there be any assurance that the Fed will make sound
decisions as to when to raise rates. The increase in interest rates could have a negative effect on our investments,
which could negatively impact our operating results, financial condition, and cash flows.

We may experience fluctuations in our quarterly and annual results based on the impact of inflation in the U.S.

The majority of our portfolio companies are in industries that are directly impacted by inflation, such as consumer
goods and services and manufacturing. Our portfolio companies may not be able to pass on to customers increases in
their costs of operations which could greatly affect their operating results, impacting their ability to repay our loans. In
addition, any projected future decreases in our portfolio companies operating results due to inflation could adversely
impact the fair value of those investments. Any decreases in the fair value of our investments could result in future
unrealized losses and therefore reduce our net assets resulting from operations.

Volatility of oil and natural gas prices could impair certain of our portfolio companies operations and ability to
satisfy obligations to their respective lenders and investors, including us, which could negatively impact our financial
condition.

Our portfolio includes a concentration of companies related to the oil and gas industry with the fair value of these
investments representing approximately $50.2 million, or 12.9% of our total portfolio at fair value as of September 30,
2018. These businesses provide services to oil and gas companies and are indirectly impacted by the prices of, and
demand for, oil and natural gas, which have recently experienced volatility, including significant decline in prices, and
such volatility could continue or increase in the future. A substantial or extended decline in oil and natural gas demand
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or prices may adversely affect the business, financial condition, cash flows, liquidity or results of operations of these
portfolio companies and might impair their ability to meet capital expenditure obligations and financial commitments.
A prolonged or continued decline in oil prices could therefore have a material adverse effect on our business, financial
condition and results of operations.

Risks Related to Our Investments

We operate in a highly competitive market for investment opportunities.

There has been increased competitive pressure in the BDC and investment company marketplace for first and second
lien secured debt, resulting in lower yields for increasingly riskier investments. A large number of entities compete
with us and make the types of investments that we seek to make in lower middle market companies. We compete with

public and private buyout funds, commercial and investment banks, commercial financing companies, and, to the
extent that they provide an
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alternative form of financing, hedge funds. Many of our competitors are substantially larger and have considerably
greater financial, technical and marketing resources than we do. For example, some competitors may have a lower
cost of funds and access to funding sources that are not available to us. In addition, some of our competitors may have
higher risk tolerances or different risk assessments, which would allow them to consider a wider variety of
investments and establish more relationships than us. Furthermore, many of our competitors are not subject to the
regulatory restrictions that the 1940 Act imposes on us as a BDC. The competitive pressures we face could have a
material adverse effect on our business, financial condition and results of operations. Also, as a result of this
competition, we may not be able to take advantage of attractive investment opportunities from time to time and we
can offer no assurance that we will be able to identify and make investments that are consistent with our investment
objective. We do not seek to compete based on the interest rates we offer, and we believe that some of our competitors
may make loans with interest rates that will be comparable to or lower than the rates we offer. We may lose
investment opportunities if we do not match our competitors pricing, terms, and structure. However, if we match our
competitors pricing, terms, and structure, we may experience decreased net interest income and increased risk of
credit loss.

Our investments in lower middle market companies are extremely risky and could cause you to lose all or a part of
your investment.

Investments in lower middle market companies are subject to a number of significant risks including the following:

Lower middle market companies are likely to have greater exposure to economic downturns than larger
businesses. Our portfolio companies may have fewer resources than larger businesses, and thus any
economic downturns or recessions are more likely to have a material adverse effect on them. If one of our
portfolio companies is adversely impacted by a recession, its ability to repay our loan or engage in a liquidity
event, such as a sale, recapitalization or initial public offering would be diminished.

Lower middle market companies may have limited financial resources and may not be able to repay the
loans we make to them. Our strategy includes providing financing to portfolio companies that typically do
not have readily available access to financing. While we believe that this provides an attractive opportunity
for us to generate profits, this may make it difficult for the portfolio companies to repay their loans to us
upon maturity. A borrower s ability to repay its loan may be adversely affected by numerous factors,
including the failure to meet its business plan, a downturn in its industry, or negative economic conditions.
Deterioration in a borrower s financial condition and prospects usually will be accompanied by deterioration
in the value of any collateral and a reduction in the likelihood of us realizing on any guaranties we may have
obtained from the borrower s management. As of September 30, 2018, loans to one portfolio company were
on non-accrual status with an aggregate debt cost basis of approximately $26.9 million, or 6.9% of the cost
basis of all debt investments in our portfolio. While we are working with the portfolio company to improve
their profitability and cash flows, there can be no assurance that our efforts will prove successful. Although
we will sometimes seek to be the senior, secured lender to a borrower, in some of our loans we expect to be
subordinated to a senior lender, and our interest in any collateral would, accordingly, likely be subordinate to
another lender s security interest.

Lower middle market companies typically have narrower product lines and smaller market shares than large
businesses. Because our target portfolio companies are lower middle market businesses, they will tend to be
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more vulnerable to competitors actions and market conditions, as well as general economic downturns. In
addition, our portfolio companies may face intense competition, including competition from companies with
greater financial resources, more extensive development, manufacturing, marketing, and other capabilities
and a larger number of qualified managerial, and technical personnel.

There is generally little or no publicly available information about these businesses. Because we seek to
invest in privately owned businesses, there is generally little or no publicly available operating and financial
information about our potential portfolio companies. As a result, we rely on our officers, the Adviser and its
employees, Gladstone Securities and certain consultants to perform due diligence investigations of these
portfolio companies, their operations, and their prospects. We may not learn all of the material information
we need to know regarding these businesses through our investigations to make a well-informed investment
decision.
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Lower middle market companies generally have less predictable operating results. We expect that our
portfolio companies may have significant variations in their operating results, may from time to time be
exposed to litigation, may be engaged in rapidly changing businesses with products subject to a substantial
risk of obsolescence, may require substantial additional capital to support their operations, to finance
expansion or to maintain their competitive position, may otherwise have a weak financial position, or may be
adversely affected by changes in the business cycle. Our portfolio companies may not meet net income, cash
flow, and other coverage tests typically imposed by their senior lenders. A borrower s failure to satisfy
financial or operating covenants imposed by senior lenders could lead to defaults and, potentially,
foreclosure on its senior credit facility, which could additionally trigger cross-defaults in other agreements. If
this were to occur, it is possible that the borrower s ability to repay any of our loans would be jeopardized.

Lower middle market companies are more likely to be dependent on one or two persons. Typically, the
success of a lower middle market business also depends on the management talents and efforts of one or two
persons or a small group of persons. The death, disability, or resignation of one or more of these persons
could have a material adverse impact on our borrower and, in turn, on us.

Lower middle market companies may have limited operating histories. While we intend to target stable
companies with proven track records, we may make loans to new companies that meet our other investment
criteria. Portfolio companies with limited operating histories will be exposed to all of the operating risks that
new businesses face and may be particularly susceptible to, among other risks, market downturns,
competitive pressures and the departure of key executive officers.

Debt securities of lower middle market companies typically are not rated by a credit rating agency.

Typically a lower middle market private business 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. Investors should assume that these loans would be at rates below what is today considered

investment grade quality. Investments rated below investment grade are often referred to as high yield

securities or junk bonds and may be considered high risk as compared to investment-grade debt instruments.
Because the loans we make and equity securities we receive when we make loans are not publicly traded, there is
uncertainty regarding the value of our privately held securities that could adversely affect our determination of our
net asset value ( NAV ).

Our portfolio investments are, and we expect will continue to be, in the form of securities that are not publicly traded.
The fair value of securities and other investments that are not publicly traded may not be readily determinable. Our
Board of Directors has ultimate responsibility for reviewing and approving, in good faith, the fair value of our
investments, based on the Policy. Our Board of Directors reviews valuation recommendations that are provided by the
Valuation Team. In valuing our investment portfolio, several techniques are used, including, a total enterprise value
approach, a yield analysis, market quotes, and independent third party assessments. Currently, ICE Data Pricing and
Reference Data, LLC (formerly Standard & Poor s Securities Evaluation, Inc.) provides estimates of fair value on our
proprietary debt investments and we use another independent valuation firm to provide valuation inputs for our
significant equity investments, including earnings multiple ranges, as well as other information. In addition to these
techniques, other factors are considered when determining fair value of our investments, including but limited to: the
nature and realizable value of the collateral, including external parties guaranties; any relevant offers or letters of
intent to acquire the portfolio company; and the markets in which the portfolio company operates. If applicable, new
and follow-on proprietary debt and equity investments made during the current three month reporting period ended
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September 30, 2018 are generally valued at original cost basis. For additional information on our valuation policies,
procedures and processes, refer to Note 2 Summary of Significant Accounting Policies in our accompanying Notes to
Consolidated Financial Statements included elsewhere in this Annual Report on Form 10-K.

Fair value measurements of our investments may involve subjective judgments and estimates and due to the inherent
uncertainty of determining these fair values, the fair value of our investments may fluctuate from period to period.
Additionally, changes in the market environment and other events that may occur over the life of the investment may
cause the gains or losses ultimately realized on these investments to be different than the valuations currently
assigned. Further, such investments are generally subject to legal and other restrictions on resale or otherwise are less
liquid than publicly traded securities. If we were required to liquidate a portfolio investment in a forced or liquidation
sale, we could realize significantly less than the value at which it is recorded.

Our NAV would be adversely affected if the fair value of our investments that are approved by our Board of Directors
are higher than the values that we ultimately realize upon the disposal of such securities.
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Our most recent NAV was calculated on September 30, 2018 and our NAV when calculated effective December 31,
2018 and thereafter may be higher or lower.

As of September 30, 2018, our NAV per share was $8.32, which was based on the fair value of our investments that
were reviewed and approved by the Valuation Committee and Board of Directors in connection with financial
statements that were audited by our independent registered public accounting firm. NAV per share as of December 31,
2018 may be higher or lower than $8.32 based on potential changes in valuations, our issuance of shares of common
stock under our at-the-market program subsequent to September 30, 2018, or dividends paid and earnings for the
quarter then ended. Our Board of Directors determines the fair value of our portfolio investments on a quarterly basis
and if our December 31, 2018 fair value is less than the September 30, 2018 fair value, we will record an unrealized
loss on our investment portfolio. If the fair value is greater, we will record an unrealized gain on our investment
portfolio. Upon publication of our next quarterly NAV per share determination (generally in our next Quarterly Report
on Form 10-Q), the market price of our common stock may fluctuate materially.

The valuation process for certain of our portfolio holdings creates a conflict of interest.

A substantial portion of our portfolio investments are made in the form of securities that are not publicly traded. As a
result, our Board of Directors determines the fair value of these securities in good faith pursuant to the Policy. In
connection with that determination, the Valuation Team prepares portfolio company valuations based upon the most
recent portfolio company financial statements available and projected financial results of each portfolio company. The
participation of the Adviser s investment professionals in our valuation process, and the pecuniary interest in the
Adviser by Mr. Gladstone, may result in a conflict of interest as the management fees that we pay the Adviser are
based on our gross assets less uninvested cash or cash equivalents from borrowings, and adjusted appropriately for
any share issuances or repurchases during the period.

The lack of liquidity of our privately held investments may adversely affect our business.

We will generally make investments in private companies whose securities are not traded in any public market.
Substantially all of the investments we presently hold and the investments we expect to acquire in the future are, and
will be, subject to legal and other restrictions on resale and will otherwise be less liquid than publicly traded securities.
The illiquidity of our investments may make it difficult for us to quickly obtain cash equal to the value at which we
record our investments if the need arises. This could cause us to miss important investment opportunities. In addition,
if we are required to liquidate all or a portion of our portfolio quickly, we may record substantial realized losses upon
liquidation. We may also face other restrictions on our ability to liquidate an investment in a portfolio company to the
extent that we, the Adviser, or our respective officers, employees or affiliates have material non-public information
regarding such portfolio company.

Due to the uncertainty inherent in valuing these securities, the Valuation Team s determinations of fair value may
differ materially from the values that could be obtained if a ready market for these securities existed. Our NAV could
be materially affected if the Valuation Team s determinations regarding the fair value of our investments that are
ultimately approved by our Board of Directors are materially different from the values that we ultimately realize upon
our disposal of such securities. Additional discussion regarding risks associated with determinations made by the
Adviser is found in the risk factor The valuation process for certain of our portfolio holdings creates a conflict of
interest.

When we are a debt or minority equity investor in a portfolio company, which we expect will generally be the case, we
may not be in a position to control the entity, and its management may make decisions that could decrease the value

of our investment.
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We anticipate that most of our investments will continue to be either debt or minority equity investments in our
portfolio companies. Therefore, we are and will remain subject to the risk that a portfolio company may make
business decisions with which we disagree, and the shareholders and management of such company may take risks or
otherwise act in ways that do not serve our best interests. As a result, a portfolio company may make decisions that
could decrease the value of our portfolio holdings.

In addition, we will generally not be in a position to control any portfolio company by investing in its debt securities.
This is particularly true when we invest in syndicated loans, which are loans made by a larger group of investors
whose investment objectives may not be completely aligned with ours. As of September 30, 2018, syndicated loans
made up approximately 9.6% of our portfolio at cost, or $41.0 million. We therefore are subject to the risk that other
lenders in these investments may make decisions that could decrease the value of our portfolio holdings.
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The interest rates of some of our term loans to our portfolio companies are priced using a spread over LIBOR, which
may be phased out in the future.

LIBOR is the basic rate of interest used in lending between banks on the London interbank market and is widely used
as a reference for setting the interest rate on loans globally. In general, our investments in debt securities have a term
of five to seven years, accrue interest at variable rates based on LIBOR and, to a lesser extent, at fixed rates. As of
September 30, 2018, based on the total principal balance of debt outstanding, our portfolio consisted of approximately
90.6% of loans at variable rates with floors and approximately 9.4% at fixed rates.

On July 27, 2017, the United Kingdom s Financial Conduct Authority, which regulates LIBOR, announced that it
intends to phase out LIBOR by the end of 2021. It is unclear if at that time whether or not LIBOR will cease to exist
or if new methods of calculating LIBOR will be established such that it continues to exist after 2021. The Fed, in
conjunction with the Alternative Reference Rates Committee, a steering committee comprised of large U.S. financial
institutions, announced replacement of U.S. dollar LIBOR with a new index calculated by short-term repurchase
agreements, backed by U.S. Treasury securities called the Secured Overnight Financing Rate ( SOFR ). The first
publication of SOFR was released in April 2018. Whether or not SOFR attains market traction as a LIBOR
replacement tool remains in question and the future of LIBOR at this time is uncertain. If LIBOR ceases to exist, we
may need to renegotiate the loan documents with our portfolio companies that utilize LIBOR as a factor in
determining the interest rate to replace LIBOR with the new standard that is established.

We generally will not be involved in the day-to-day operations and decision making of our portfolio companies.

We generally are not, and do not expect to be, involved in the day-to-day operations and decision making of our
portfolio companies, even though we may have board observation rights and our debt agreements may contain certain
restrictive covenants. As a result, we are subject to the risk that a portfolio company in which we invest may make
business decisions with which we disagree and the management of such company, as representatives of the holders of
their common stock, may take risks or otherwise act in ways that do not serve our interests of maximizing our
investment value.

We typically invest in transactions involving acquisitions, buyouts and recapitalizations of companies, which will
subject us to the risks associated with change in control transactions.

Our strategy, in part, includes making debt and minority equity investments in companies in connection with
acquisitions, buyouts and recapitalizations, which subjects us to the risks associated with change in control
transactions. Change in control transactions often present a number of uncertainties. Companies undergoing change in
control transactions often face challenges retaining key employees and maintaining relationships with customers and
suppliers. While we hope to avoid many of these difficulties by participating in transactions where the management
team is retained and by conducting thorough due diligence in advance of our decision to invest, if our portfolio
companies experience one or more of these problems, we may not realize the value that we expect in connection with
our investments, which would likely harm our operating results and financial condition.

Our portfolio companies may incur debt that ranks equally with, or senior to, our investments in such companies
and/or we could be subject to lender liability claims.

We invest primarily in debt securities issued by our portfolio companies. In some cases portfolio companies will be
p