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The terms “we,” “us,” “our,” “Company” and “Prosped Capital” refer to Prospect Capital Corporation;Prospect Management” or
the “Investment Adviser” refers to Prospect Capitddnagement, LLC; “Prospect Administration” or thAdministrator” refers to Prospect
Administration, LLC

Iltem 1. Business.

General

Prospect Capital is a financial services compaay phimarily lends to and invests in middle manbevately-held or thinly traded public
companies. Prospect Capital, a Maryland corporati@s organized on April 13, 2004 under the namespect Street Energy Corporation”
and we changed our name to “Prospect Energy Cdipotan June 23, 2004. On July 27, 2004, the Camgmmpleted its initial public
offering (“IPO”) and sold 7,000,000 shares of conmnstock at a price of $15.00 per share, less unmdtérgvdiscounts and commissions
totaling $1.05 per share. Since the IPO, the Compas had an exercise of an over-allotment optiith kespect to the IPO on August 27,
2004, a public offering on August 10, 2006 and sgbient exercise of an over-allotment option on At1@8, 2006, and a public offering on
December 13, 2006 and subsequent exercise of arabement option on January 11, 2007. We charmecame to “Prospect Capital
Corporation”in May 2007 and at the same time terminated oucyof investing at least 80% of our net assetsnargy companies. We ar
closedend investment company that has filed an electidvettreated as a business development company thedievestment Company A
of 1940 (the “1940 Act”). Our headquarters are tedaat 10 East 40th Street, 44th Floor, New YorK, 10016, and our telephone number is
(212) 448-0702. Our investment adviser is Pros@agital Management, LLC.

Our Investment Objective and Policies

Our investment objective is to generate both ctiirmome and long-term capital appreciation throdght and equity investments. We
focus on making investments in private and micrqualplic companies, and many of our investmentsraemergy companies. Prospect
Capital is a non-diversified company within the mieg of the 1940 Act.

We concentrate on making investments in comparaesb annual revenues of less than $500 million @articipate in transaction sizes
of less than $250 million in enterprise value , ethwve refer to as “target” or “middle market” comps. In most cases, these middle market
companies are privately held or have thinly tragebdlic securities at the time we invest in them.

We seek to maximize returns to our investors bylyéipg rigorous credit analysis and asset-basedimgnigzchniques to make and monitor
our investments. With respect to our investmentniergy companies, we do not invest directly in angrgy company exclusively involved
in (1) speculative oil and gas exploration, (2)cpative risks or (3) speculative trading in osgand/or other commodities. Some of the
energy companies that we do invest in are invoimesbme exploration or development activity. Whe structure of our investments varies,
we invest primarily in secured and unsecured seamdrsubordinated loans, generally referred to@szamine loans, which often include
equity interests such as warrants or options reckiv connection with these loans, and dividendrmagquity securities, such as common
and preferred stock and convertible securitiesagfet companies. Our investments primarily rangfevben approximately $5 million and 4
million each, although this investment size mayyvaoportionately as the size of our capital basanges.

While our primary focus is on seeking currieebme through investment in the debt and/or divépaying equity securities of privately
held or thinly traded public companies and longrteapital appreciation by acquiring accompanyingrargs, options or other equity
securities of such companies, we may invest u® 8f the portfolio in opportunistic investmentsoirder to seek enhanced returns for
stockholders. Such investments may include investsria the debt and equity instruments of publimpanies that are not thinly traded. We
expect that these public companies generally wiehdebt securities that are non-investment giafithin this 30% basket, we may also
invest in debt and equity securities of middle-neadompanies located outside of the United States.
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Our investments include other equity investmentshsas warrants, options to buy a minority intenest portfolio company, or
contractual payment rights or rights to receiveapprtional interest in the operating cash flownet income of such company. When
determined by the Investment Adviser to be in @astlnterest, we may acquire a controlling inteiest portfolio company. Any warrants we
receive with our debt securities may require onhoeninal cost to exercise, and thus, as a portfaimpany appreciates in value, we r



achieve additional investment return from this ggiriterest. We have structured, and will contibustructure, some warrants to include
provisions protecting our rights as a minority-net& or, if applicable, controlling-interest holdas well as puts, or rights to sell such
securities back to the company, upon the occurrefspecified events. In many cases, we obtairsteggion rights in connection with these
equity interests, which may include demand anddplgck” registration rights.

We plan to hold most of our investments to matusityepayment, but will sell our investments eaiifie liquidity event takes place, st
as the sale or recapitalization of a portfolio camyg or if we determine a sale of one or more afiovestments to be in our best interest.

We have qualified and elected to be treated foer@dncome tax purposes as a regulated investooempany (“RIC”) under Subchapter
M of the Internal Revenue Code of 1986, as amef(ithed'Code”). As a RIC, we generally do not havep#éy corporate-level federal income
taxes on any ordinary income or capital gains Waatlistribute to our stockholders as dividendsc@wotinue to qualify as a RIC, we must,
among other things, meet certain source-of-inconteagset diversification requirements (as desciitedol). In addition, to qualify for RIC
tax treatment we must distribute to our stockhadfar each taxable year, at least 90% of our ‘Stvent company taxable income,” which is
generally our ordinary income plus the excess ofrealized net short-term capital gains over oatized net long-term capital losses.

For a discussion of the risks inherent in our phidfinvestments, see “Risk Factors.”
Industry Sectors

We invest in a range of industries, and many ofiouestments have historically been in the enenglystry, though we may increase our
investment in non-energy sectors if we deem iteanbour best interest. The energy industry cossistompanies in the direct energy value
chain as well as companies that sell products andces to, or acquire products and services ftomdirect energy value chain. In this
report, we refer to all of these companies as ‘gneompanies” and assets in these companies agyjeassets.” The categories of energy
companies in this chain are described below. Trectenergy value chain broadly includes upstreasiniesses, midstream businesses and
downstream businesses:

e Upstream businesses find, develop and extract gmesgurces, including natural gas, crude oil aval,avhich are typically from
geological reservoirs found underground or offsharal agricultural products.

e Midstream businesses gather, process, refine, ataréransmit energy resources and their byprodon@gorm that is usable by
wholesale power generation, utility, petrochemigalustrial and gasoline customers.

e Downstream businesses include the power and aiggtsegment as well as businesses that procdsw,rmarket or distribute
hydrocarbons or other energy resources, such &snees ready natural gas, propane and gasolirendeuser customers.
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Ongoing Relationships with Portfolio Companies

Monitoring

Prospect Management monitors our portfolio compaaiean ongoing basis. Prospect Management witirmegto monitor the financial
trends of each portfolio company to determine ii§ imeeting its business plan and to assess themgie course of action for each compe

Prospect Management employs several methods aiairag and monitoring the performance and valueurfinvestments, which often
include, but are not limited to, the following:

e Assessment of success in adhering to the portfolipany’s business plan and compliance with covsnan

e Regular contact with portfolio company managemaeut, & appropriate, another financial or strategponsor, to discuss financial
position, requirements and accomplishments;

e Attendance at and participation in board meetiags,

e Review of monthly and quarterly financial statensesatd financial projections for portfolio companies

Valuation Process

In calculating the value of our total assets, waiednvestments for which market quotations arelifgavailable at such market
quotations. Debt and equity securities whose mankieés are not readily available are valued atvalue as determined in good faith by



Board of Directors. With respect to private equigcurities, each investment is valued using a nuwibealuation metrics, including
comparisons of financial ratios of the portfoliamganies that issued such private equity secutiig@eer companies that are public and the
discounted cash flow method. When an external esgett as a purchase transaction, public offerirgubsequent equity sale occurs, we will
use the pricing indicated by the external evemeinewing and determining our private equity vaioiat Because there is not a readily
available market value for most of the investmémisur portfolio, we value substantially all of goortfolio investments at fair value as
determined in good faith by our Board under a v@aapolicy and a consistently applied valuationgass. Due to the inherent uncertainty of
determining the fair value of investments that dolmave a readily available market value, thevalue of our investments may differ
significantly from the values that would have besed had a ready market existed for such invesanantl the differences could be mate

The following is a description of the steps we takeh quarter to determine the value of our paotféhvestments for which market
guotations are readily available are recorded irfinancial statements at such market quotatiorigh Yéspect to investments for which
market quotations are not readily available, ouaf8oof Directors undertakes a multi-step valuapioocess each quarter, as described below:

e an independent valuation firm engaged by our Bo&firectors determines preliminary valuations éach portfolio company based
on financial information received from the porttbiompanies and provides the Board with a recomegbréluation or a valuation
range for each portfolio company;

e each portfolio company is also valued by the inwestt professionals of our Investment Adviser;

e preliminary valuation conclusions are then documérmtnd discussed with our senior management;

e the Audit Committee of our Board of Directors revgethe preliminary valuations, and our Investmedvi8er and, as circumstances
require, our independent valuation firm respond suggblement the preliminary valuations to reflegt aomments provided by the
Audit Committee; and

e the Board of Directors discusses valuations andrdgéhes the fair value of each investment in outfplio in good faith based on the
input of our Investment Adviser, independent vaarafirm and Audit Committee.
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For a discussion of the risks inherent in deterngjrthe value of securities for which readily aviaidamarket values do not exist, see
“Risk Factors—Many of our portfolio investments aeeorded at fair value as determined in good fajtlour Board of Directors and, as a
result, there is uncertainty as to the value ofpmrtfolio investments.”

Managerial Assistanc

As a business development company, we offer, arst provide upon request, managerial assistancertaic of our portfolio
companies. This assistance could involve, amongrdktings, monitoring the operations of our poif@ompanies, participating in board and
management meetings, consulting with and advisifigeos of portfolio companies and providing otlmeganizational and financial guidance.
We may receive fees for these services. Such fegsmt always qualify as “good income” for purposéthe 90% income test that we must
meet each year to qualify as a registered investomnpany or “RIC.” Prospect Administration, LLCPfospect Administration™) provides
such managerial assistance on our behalf to pmrtfoinpanies and is compensated therefor when &veeguired to provide this assistance.

Business —Factors That May Affect Future Results

Factors that may affect future results include,dretnot limited to, general economic conditionsgliest rates, commodity prices,
financial market conditions, supply of and demamdpiarticular services or products, the markettfmsof individual companies, the level of
competition in regional and global markets, andeofhctors. As illustrated by recent convulsionshiea market for subprime loans, and
mortgage securities generally, the market for atysty is subject to volatility; the loans and weites purchased by Prospect Capital and
issued by Prospect Capital are no exception tdftimidamental investment truism, that prices wilctuate, although Prospect Capital lacks
any material exposure to the subprime and mortgaay&ets. Please see our discussion under “Risksiisabelow.

Our Investment Adviser

Prospect Management is a Delaware limited liabdityporation that is registered as an investmevisadunder the Investment Advisers
Act of 1940 (the “Advisers Act). The principal exgiwe offices of Prospect Management are 10 Eatt 8eet, 44th Floor, New York, NY
10016. We depend on the diligence, skill and ndtvedtbusiness contacts of the senior managememtrofnvestment Adviser. We also
depend, to a significant extent, on our Investrightiser’s investment professionals and the infoforaind deal flow generated by those
investment professionals in the course of theiegtment and portfolio management activities. Tlvestment Adviser’s senior management
team evaluates, negotiates, structures, closestar®and services our investments. Our future esedepends to a significant extent on the
continued service of the senior management tearticpiarly John F. Barry Il and M. Grier Eliasekhe departure of any of the sen



managers of our Investment Adviser could have @ristadverse effect on our ability to achieve iowestment objectives. In addition, we
can offer no assurance that Prospect Managemdrrewihin our Investment Adviser or that we will tiome to have access to its investment
professionals or its information and deal flow.

Investment Advisory Agreement

Terms

Prospect Capital has entered into an investmensagvand management agreement with Prospect Mamaggthe “Investment
Advisory Agreement”) under which the Investment #sgv, subject to the overall supervision of Pros@apital’s Board of Directors,
manages the day-to-day operations of, and prowdestment advisory services to, Prospect Capikatler the terms of the Investment
Advisory Agreement, our Investment Adviser: (i) el@ines the composition of our portfolio, the natand timing of the changes to our
portfolio and the manner of implementing such cleendii) identifies, evaluates and negotiates thectire of the investments we make
(including performing due diligence on our prospecportfolio companies); and (iii) closes and niors investments we make.
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Prospect Management's services under the InvestAtbnisory Agreement are not exclusive, and it eefto furnish similar services to
other entities so long as its services to us arémgaired. For providing these services the Investt Adviser receives a fee from Prospect
Capital, consisting of two components--a base mamagt fee and an incentive fee. The base managdeseistcalculated at an annual rate
of 2.00% on Prospect Capital’'s gross assets (ifrojuamounts borrowed). For services rendered uigeinvestment Advisory Agreement
during the period commencing from the closing afdpeect Capital’s initial public offering throughdaimcluding the first six months of
operations, the base management fee was payablalgnonarrears. For services currently renderedeurthe Investment Advisory
Agreement, the base management fee is payableegyan arrears. The base management fee is ctdcubmsed on the average value of
Prospect Capital’'s gross assets at the end ofvnenost recently completed calendar quarters (th&rgg of Prospect Capital’s initial public
offering was treated as a quarter end for thespgsas) and appropriately adjusted for any shavamges or repurchases during the current
calendar quarter. Base management fees for anglgadnth or quarter are appropriately pro ratdee Thvestment Adviser had previously
voluntarily agreed to waive 0.5% of the base mamaage fee if in the future the average amount ofgross assets for each of the two most
recently completed calendar quarters, appropriaejysted for any share issuances, repurchasdhartcansactions during such quarters,
exceeds $750,000,000, for that portion of the ayeemount of our gross assets that exceeds $7500000 he voluntary agreement by the
Investment Adviser for such waiver for each fisgaarter after December 31, 2007 has been termifgtéite Investment Adviser.

The incentive fee has two parts. The first pasg,ititome incentive fee, is calculated and payabéetgrly in arrears based on Prospect
Capital’s pre-incentive fee net investment incometlie immediately preceding calendar quarter.tRigrpurpose, pre-incentive fee net
investment income means interest income, dividandme and any other income (including any othes {ether than fees for providing
managerial assistance), such as commitment, otigmatructuring, diligence and consulting feed ather fees that Prospect Capital rece
from portfolio companies) accrued during the cadrglarter, minus Prospect Capital's operating Bsee for the quarter (including the base
management fee, expenses payable under the Adratiiat Agreement described below, and any intesegénse and dividends paid on any
issued and outstanding preferred stock, but exctuttie incentive fee). Pre-incentive fee net inwestt income includes, in the case of
investments with a deferred interest feature (aschriginal issue discount, debt instruments withnpent in kind interest and zero coupon
securities), accrued income that we have not y&tived in cash. Pre-incentive fee net investmestrite does not include any realized capital
gains, realized capital losses or unrealized clagitpreciation or depreciation. Pre-incentive feeinvestment income, expressed as a rate of
return on the value of Prospect Capital’s net assethe end of the immediately preceding caleqdarter, is compared to a “hurdle rate” of
1.75% per quarter (7.00% annualized). Previously lovestment Adviser had voluntarily agreed thatefach fiscal quarter from January 1,
2005 to March 31, 2007, the quarterly hurdle ra&s to be equal to the greater of (a) 1.75% and fl®rcentage equal to the sum of 25.0% of
the daily average of the “quoted treasury rate”gach month in the immediately preceding two qusius 0.50%. “Quoted treasury rate”
means the yield to maturity (calculated on a semisal bond equivalent basis) at the time of contpndor Five Year U.S. Treasury notes
with a constant maturity (as compiled and publisineitie most recent Federal Reserve Statisticad®el H). These calculations were to be
appropriately pro rated for any period of less tttaee months and adjusted for any share issuamgepurchases during the current quarter.
The voluntary agreement by the Investment Advikat the hurdle rate be fluctuating for each figpadrter after January 1, 2005 (as
discussed above) was terminated by the InvestméwisAr as of the June 30, 2007, quarter. The imest adviser had also voluntarily
agreed that, in the event it is paid an incentegdt a time when our common stock is tradingpatce below $15 per share for the
immediately preceding 30 days (as adjusted forkssptits, recapitalizations and other transactipiisyill cause the amount of such incentive
fee payment to be held in an escrow account by@epiendent third party, subject to applicable ratiphs. The Investment Adviser had
further agreed that this amount may not be dravanuyy the Investment Adviser or any affiliate oy ather third party until such time as the
price of our common stock achieves an average g@ldaing price of at least $15 per share. Thedtment Adviser also had voluntarily
agreed to cause 30% of any incentive fee thatpiaid and that is not otherwise held in escrowgtdanvested in shares of our common stock
through an independent trustee. Any sales of stotik svere to comply with any applicable six montiding period under Section 16(b) of
the Securities Act and all other restrictions corgd in any law or regulation, to the fullest extapplicable to any such sale. These two
voluntary agreements by the Investment Adviser lmen terminated by the Investment Adviser foiraéntive fees after December 31,
2007.



The net investment income used to calculate thisgfahe incentive fee is also included in the aimtoof the gross assets used to
calculate the 2.00% base management fee. Prosppitaldpays the Investment Adviser an income ingerfee with respect to Prospect
Capital’s pre-incentive fee net investment incomeach calendar quarter as follows:

e no incentive fee in any calendar quarter in whiobspect Capital’s pre-incentive fee net investniecdme does not exceed the hurdle
rate;

e 100.00% of Prospect Capital's pre-incentive feeimatstment income with respect to that portioswth pre-incentive fee net
investment income, if any, that exceeds the humtke but is less than 125.00% of the quarterly leurate in any calendar quarter
(8.75% annualized with a 7.00% annualized hurdie)rand

e 20.00% of the amount of Prospect Capital’s pre+itige fee net investment income, if any, that edeet25.00% of the quarterly
hurdle rate in any calendar quarter (8.75% annedhzith a 7.00% annualized hurdle rate).

These calculations are appropriately pro rate@dfgrperiod of less than three months and adjustearfy share issuances or repurchases
during the current quarter.

The second part of the incentive fee, the capaalgincentive fee, is determined and payablerngaas as of the end of each calendar
(or upon termination of the Investment Advisory Agment, as of the termination date), and equaB020of Prospect Capital’s realized
capital gains for the calendar year, if any, coragutet of all realized capital losses and unredlcapital depreciation at the end of such year.
In determining the capital gains incentive fee [ do the Investment Adviser, Prospect Capitatwates the aggregate realized capital
gains, aggregate realized capital losses and aafgregrealized capital depreciation, as applicatildy, respect to each of the investments in
its portfolio. For this purpose, aggregate realizapital gains, if any, equals the sum of the déffices between the net sales price of each
investment, when sold, and the original cost ohsngestment since inception. Aggregate realizgitablosses equal the sum of the amounts
by which the net sales price of each investmengnagdold, is less than the original cost of sucles#tment since inception. Aggregate
unrealized capital depreciation equals the surhefiifference, if negative, between the valuatibeaxh investment as of the applicable date
and the original cost of such investment. At the ehthe applicable period, the amount of capitahg that serves as the basis for Prospect
Capital’'s calculation of the capital gains inceatfee equals the aggregate realized capital gegssdggregate realized capital losses and less
aggregate unrealized capital depreciation witheesi its portfolio of investments. If this numbgipositive at the end of such period, then
the capital gains incentive fee for such perioggaal to 20.00% of such amount, less the aggregateint of any capital gains incentive fees
paid in respect of its portfolio in all prior peds.

Examples of Quarterly Incentive Fee Calculat
Example 1: Income Incentive Fee (*)
Alternative 1
Assumption:
Investment income (including interest, dividenagd, etc.) = 1.25%
Hurdle rate(1) = 1.75%
Base management fee(2) = 0.50%
Other expenses (legal, accounting, custodian,feaagent, etc.)(3) = 0.20%
Pre-incentive fee net investment income (investnmegadme - (base management fee + other expens@€sybéo
Pre-incentive net investment income does not exbeedle rate, therefore there is no income incenfiae.
Alternative 2

Assumption:



Investment income (including interest, dividend®d, etc.) = 2.70%

Hurdle rate(1) = 1.75%

Base management fee(2) = 0.50%

Other expenses (legal, accounting, custodian, feaagent, etc.)(3) = 0.20%

Pre-incentive fee net investment income (investnmadme - (base management fee + other expens@sjo

Pre-incentive net investment income exceeds huadiée therefore there is an income incentive fgalple by us to our Investment
Adviser.

Income incentive Fee = 100% x “Catch Up” + the tgeaf 0% AND (20% x (pre-incentive fee net investrhincome - 2.1875%)
= (100% x (2.00% — 1.75%)) + 0%
=100% x 0.25% + 0%
= 0.25%
Alternative 3
Assumption:
Investment income (including interest, dividenagd, etc.) = 3.00%
Hurdle rate(1) = 1.75%
Base management fee(2) = 0.50%
Other expenses (legal, accounting, custodian,feaagent, etc.)(3) = 0.20%
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Pre-incentive fee net investment income (investnmegdme - (base management fee + other expens@s3&o

Pre-incentive net investment income exceeds huadiée therefore there is an income incentive fealple by us to our Investment
Adviser.

Income incentive Fee = 100% x “Catch Up” + the tgeaf 0% AND (20% x (pre-incentive fee net investrhincome - 2.1875%)
= (100% x (2.1875% — 1.75%)) + the greater of 0%DAI0% x (2.30% — 2.1875%))
= (100% x 0.4375%) + (20% x 0.1125%)
=0.4375% + 0.0225%
=0.46%
(1) Represents 7% annualized hurdle rate.
(2) Represents 2% annualized base management fee.
(3) Excludes organizational and offering expenses.

(*) The hypothetical amount of f-incentive fee net investment income shown is basea percentage of total net ass



Example 2: Capital Gains Incentive Fee:
Alternative 1
Assumption:

e Year 1: $20 million investment made
e Year 2: Fair market value (“FMV”) of investment danined to be $22 million
e Year 3: FMV of investment determined to be $17 ionill

e Year 4: Investment sold for $21 million
The impact, if any, on the capital gains portionhaf incentive fee would be:

e Year 1: No impact

e Year 2: No impact

e Year 3: Reduce base amount on which the secon@pim incentive fee is calculated by $3 million

e Year 4: Increase base amount on which the secandfode incentive fee is calculated by the readigain of $1 million based on the

sale at $21 million plus that portion, if any, b&t$3 million unrealized loss in year 3 that wasdu® reduce the incentive fee paid in
year 3.
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Alternative 2
Assumption:

e Year 1: $20 million investment made

e Year 2: FMV of investment determined to be $17 ionill
e Year 3: FMV of investment determined to be $17 ionill
e Year 4: FMV of investment determined to be $21 ionill
e Year 5: FMV of investment determined to be $18 ionill

e Year 6: Investment sold for $15 million
The impact, if any, on the capital gains portionhaf incentive fee would be:

e Year 1: No impact

e Year 2: Reduce base amount on which the secon@pim incentive fee is calculated by $3 million

e Year 3: No impact

e Year 4: No impact

e Year 5: No impact

e Year 6: Reduce base amount on which the secon@pim incentive fee is calculated by $2 millidngpthe amount, if any, of the

unrealized capital depreciation from Year 2 thatmbt actually reduce the incentive fee that wailerwise have been payable to the
Investment Adviser in prior years

Alternative 3



Assumption:

e Year 1: $20 million investment made in company k¢estment A”), and $20 million investment madeampany B (“Investment
B’)

e Year 2: FMV of Investment A is determined to be $2illion, and Investment B is sold for $18 million

e Year 3: Investment A is sold for $23 million
The impact, if any, on the capital gains portionhaf incentive fee would be:

e Year 1: No impact

e Year 2: Reduce base amount on which the seconafptire incentive fee is calculated by $2 millioadlized capital loss on
Investment B)

e Year 3: Increase base amount on which the secanafthe incentive fee is calculated by $3 milligaalized capital gain on
Investment A)
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Alternative 4
Assumption:

e Year 1: $20 million investment made in company k¢estment A”), and $20 million investment madeampany B (“Investment
BH)

e Year 2: FMV of Investment A is determined to be $&illion, and FMV of Investment B is determinedie $17 million
e Year 3: FMV of Investment A is determined to be $dilion, and FMV of Investment B is determinedie $18 million
e Year 4: FMV of Investment A is determined to be $dilion, and FMV of Investment B is determinedie $21 million

e Year 5: Investment A is sold for $17 million, amyéstment B is sold for $23 million
The impact, if any, on the capital gains portioniha incentive fee would be:

e Year 1: No impact

e Year 2: Reduce base amount on which the seconaptm incentive fee is calculated by $3 milliam(ealized capital depreciation
on Investment B)

e Year 3: Reduce base amount on which the seconaptire incentive fee is calculated by $2 milliemfealized capital depreciation
on Investment A)

e Year 4: No impact

e Year 5: Increase base amount on which the secandfode incentive fee is calculated by $5 milligs® million of realized capital
gain on Investment B partially offset by $1 milliohrealized capital loss on Investment A) lessah®unt, if any, of the unrealized
capital depreciation on Investment A from Year 8 #re unrealized capital depreciation on InvestniBefiom Year 2 that did not
actually reduce the incentive fees that would atlies have been payable to the Investment Advisprior years.

Duration and Terminatiol

The Investment Advisory Agreement was originallpagved by our Board of Directors on June 23, 2Qtdhaas recently repproved b
the Board of Directors on June 18, 2007 for antaaithl one year term expiring June 22, 2008. Unlessinated earlier as described belo
will remain in effect from year to year thereafifespproved annually by our Board of Directors grthe affirmative vote of the holders of a
majority of our outstanding voting securities, undihg, in either case, approval by a majority of dinectors who are not interested persons.
The Investment Advisory Agreement will automatigalirminate in the event of its assignment. Thestment Advisory Agreement may be
terminated by either party without penalty upon matre than 60 days’ written notice to the othee SRisk factors—Risks relating to our
business and struct—We are dependent upon Prospect Manage's key management personnel for our future suc”



Indemnification

The Investment Advisory Agreement provideg,thbsent willful misfeasance, bad faith or grosgligence in the performance of its du
or by reason of the reckless disregard of its dudied obligations, Prospect Management and itsesffj managers, agents, employees,
controlling persons, members and any other persentiy affiliated with it are entitled to indenfigiation from Prospect Capital for any
damages, liabilities, costs and expenses (includingonable attorneys’ fees and amounts reasopalulyn settlement) arising from the
rendering of Prospect Management’s services umgeinvestment Advisory Agreement or otherwise agaestment adviser of Prospect
Capital.
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Administration Agreement

Prospect Capital has also entered into an Admitistr Agreement with Prospect Administration ungeich Prospect Administration,
among other things, provides (or arranges for togigion of) administrative services and facilitfes Prospect Capital. For providing these
services, Prospect Capital reimburses Prospect éidtration for Prospect Capital’s allocable portafroverhead incurred by Prospect
Administration in performing its obligations undee Administration Agreement, including rent and allocable portion of the costs of our
chief compliance officer and chief financial officend their respective staffs. Under this agreenpfenuispect Administration furnishes us with
office facilities, equipment and clerical, bookkeepand record keeping services at such faciliteespect Administration also performs, or
oversees the performance of, our required admatirgér services, which include, among other thitbgsng responsible for the financial
records that we are required to maintain and phegaeports to our stockholders and reports filéith whe SEC. In addition, Prospect
Administration assists us in determining and ptiitig our net asset value, overseeing the preparatid filing of our tax returns and the
printing and dissemination of reports to our stadlers, and generally oversees the payment ofxpereses and the performance of
administrative and professional services rendeyedtby others. Under the Administration AgreemBnbvspect Administration also provides
on our behalf managerial assistance to those piorfompanies to which we are required to providehsassistance. The Administration
Agreement may be terminated by either party withgartalty upon 60 days’ written notice to the otharty. Prospect Administration is a
wholly owned subsidiary of our Investment Adviser.

The Administration Agreement provides that, abseahtul misfeasance, bad faith or negligence in gegformance of its duties or by
reason of the reckless disregard of its dutiesadnfigations, Prospect Administration and its offsemanagers, partners, agents, employees,
controlling persons, members and any other persentity affiliated with it are entitled to indenfigiation from Prospect Capital for any
damages, liabilities, costs and expenses (includiagonable attorneys’ fees and amounts reasopalulyn settlement) arising from the
rendering of Prospect Administration’s servicesaritie Administration Agreement or otherwise as iastrator for Prospect Capital.

Prospect Administration, pursuant to the apgkof our Board of Directors, has engaged Vassafdind Services LLC (“Vastardis”) to
serve as the sub-administrator of Prospect Capitaérform certain services required of Prospecghihistration. This engagement began in
May 2005 and ran on a month-to-month basis atateaf $25,000 annually, payable monthly. Understite-administration agreement,
Vastardis provides Prospect Capital with officalftes, equipment, clerical, bookkeeping and reckeeping services at such facilities.
Vastardis also conducts relations with custodideppsitories, transfer agents, dividend disburamnts, other stockholder servicing agents,
accountants, attorneys, underwriters, brokers aatkds, corporate fiduciaries, insurers, bankssaieth other persons in any such other
capacity deemed to be necessary or desirable. Mdastaovides reports to the Administrator andEhieectors of its performance of
obligations and furnishes advice and recommendsatidth respect to such other aspects of the busized affairs of Prospect Capital as it
shall determine to be desirable. Under the revisetrenewed sueministration agreement, Vastardis also providesservice of William E
Vastardis as the Chief Financial Officer (“CFO”)tbe Fund. This service was formerly provided atrdite of $225,000 annually, payable
monthly. In May 2006, the engagement was revisedranewed as an asset-based fee on a slidingstadiag at 0.20% on the first $250
million in gross assets and ending at 0.05% ongyagsets over $1 billion with a $400,000 annuaimuim, payable monthly . Vastardis does
not provide any advice or recommendation relatintné securities and other assets that ProspediaCsipould purchase, retain or sell or any
other investment advisory services to Prospectt@aMastardis is responsible for the financial atitker records that either Prospect Capital
(or the Administrator on behalf of Prospect Capitgrequired to maintain and prepares reportsackbolders, and reports and other
materials filed with the Securities and Exchangen@ission. In addition, Vastardis assists Prospegit@l in determining and publishing
Prospect Capital’s net asset value, overseeingréqaration and filing of Prospect Capital’s taturas, and the printing and dissemination of
reports to stockholders of Prospect Capital, amegly overseeing the payment of Prospect Capitalpenses and the performance of
administrative and professional services rendeyd®fdspect Capital by others.
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Under the sub-administration agreement, Vastamtisits officers, partners, agents, employees, oblimg persons, members, and any
other person or entity affiliated with Vastardisg aot liable to the Administrator or Prospect Galior any action taken or omitted to be
taken by Vastardis in connection with the perforogaf any of its duties or obligations or otherwaésesub-administrator for the
Administrator on behalf of Prospect Capital. Theeagnent also provides that, absent willful misfeasabad faith or negligence in t



performance of Vastardis’ duties or by reason efrétkless disregard of Vastardis’ duties and akibgs, Vastardis and its officers, partners,
agents, employees, controlling persons, membedsaay other person or entity affiliated with Vasliarare entitled to indemnification from
the Administrator and Prospect Capital. All damagjabilities, costs and expenses (including reabtmattorneys’ fees and amounts
reasonably paid in settlement) incurred in or lasom of any pending, threatened or completed adiat) investigation or other proceeding
(including an action or suit by or in the righttbE Administrator or Prospect Capital or the sdgurolders of Prospect Capital) arising out of
or otherwise based upon the performance of anyastardis’ duties or obligations under the agreeroentherwise as sub-administrator for
the Administrator on behalf of Prospect Capital.

Payment of Our Expenses

All investment professionals of the Investment Asviand its respective staff, when and to the éxegaged in providing investment
advisory and management services, and the compemsaid routine overhead expenses of such persafiaehble to such services, will be
provided and paid for by the Investment Adviser. Mgar all other costs and expenses of our opeg#ind transactions, including those
relating to: organization and offering; calculatimihour net asset value (including the cost andasps of any independent valuation firm);
expenses incurred by Prospect Management payatiiedgarties, including agents, consultants deeotadvisers (such as independent
valuation firms, accountants and legal counseljpamitoring our financial and legal affairs andwonitoring our investments and performing
due diligence on our prospective portfolio companieterest payable on debt, if any, and dividgadgable on preferred stock, if any,
incurred to finance our investments; offerings off debt, our preferred shares, our common stoclo#imel securities; investment advisory
fees; fees payable to third parties, including égjesonsultants or other advisors, relating t@ssociated with, evaluating and making
investments; transfer agent and custodial feesstragon fees; listing fees; taxes; independergaiors’ fees and expenses; costs of preparing
and filing reports or other documents with the Sities and Exchange Commission (the “SEC”); thexo$ any reports, proxy statements or
other notices to stockholders, including printimgts; our allocable portion of the fidelity bondtedtors and officers/errors and omissions
liability insurance, and any other insurance pransudirect costs and expenses of administratiahyding auditor and legal costs; and all
other expenses incurred by us, by our Investmentséd or by Prospect Administration in connectiathvadministering our business, suct
our allocable portion of overhead under the adrrizii®n agreement, including rent and our allocgdugion of the costs of our chief
compliance officer and chief financial officer atteir respective staffs under the sub-administnaéigreement, as further described below.

License Agreement

We entered into a license agreement with Prospeciaigement, pursuant to which Prospect Managemesgcgp grant us a
nonexclusive, royalty free license to use the ndPmespect Capital.” Under this agreement, we haxigtd to use the Prospect Capital name,
for so long as Prospect Management or one offili&as#s remains our Investment Adviser. Other thath respect to this limited license, we
have no legal right to the Prospect Capital nanhés license agreement will remain in effect fol@og as the Investment Advisory
Agreement with our Investment Adviser is in effect.
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Determination of Net Asset Value

The net asset value per share of our outstandimgstof common stock will be determined quarteylyividing the value of total assets
minus liabilities by the total number of sharesstanding.

In calculating the value of our total assets, wi weilue investments for which market quotations aradily available at such market
guotations. Short-term investments which matur@Oimays or less, such as U.S. Treasury bills, alteed at amortized cost, which
approximates market value. The amortized cost ndeithalves valuing a security at its cost on thted# purchase and thereafter assuming a
constant amortization to maturity of the differethetween the principal amount due at maturity avst.Short-term securities which mature
in more than 60 days are valued at current manketagions by an independent pricing service ohathean between the bid and ask prices
obtained from at least two brokers or dealersv@ilable, or otherwise by a principal market matea primary market dealer). Investment
money market mutual funds are valued at their sgg¢tavalue as of the close of business on the fegluation.

It is expected that most of the investments inGbenpany’s portfolio will not have readily availabtearket values. Debt and equity
securities whose market price is not readily atéélare valued at fair value, with the assistarfa@ndndependent valuation service, using a
valuation policy and a consistently applied valoiaprocess which is under the direction of our BazrDirectors. Due to the inherent
uncertainty of determining the fair value of invasnts that do not have a readily available mar&gte; the fair value of our investments n
differ significantly from the values that would lelkieen used had a ready market existed for suelstiments, and the differences could be
material. For a discussion of the risks inherertatermining the value of securities for which rigadvailable market values do not exist, see
“Risk Factors—Most of our portfolio investments aeeorded at fair value as determined in good fiaytlour Board of Directors and, as a
result, there is uncertainty as to the value ofpmrtfolio investments.”

The factors that may be taken into account inyfaidluing investments include, as relevant, thefplio company’s ability to make
payments, its estimated earnings and projecteduiiged cash flows, the nature and realizable vaflaay collateral, the financii



environment in which the portfolio company operatEsmparisons to securities of similar publiclydied companies and other relevant
factors. Due to the inherent uncertainty of detaing the fair value of investments that do not haveadily available market value, the fair
value of these investments may differ significarfitym the values that would have been used haddynmarket existed for such investments,
and any such differences could be material.

As part of the fair valuation process, the Audin@oittee reviews the preliminary evaluations prepdng the independent valuation firm
engaged by the Board of Directors, as well as mamagt’'s valuation recommendations. Managementtandhtiependent valuatidinm may
adjust their preliminary evaluations to reflect ¢oents provided by the Audit Committee. The Audin@uittee reviews the final valuation
report and management’s valuation recommendatiodsrakes a recommendation to the Board of Diredtased on its analysis of the
methodologies employed and the various weightsshaiild be accorded to each portion of the valna®well as factors that the
independent valuation firm and management may ae¢ Included in their evaluation processes. Thad@ofDirectors then evaluates the
Audit Committee recommendations and undertakemaasianalysis to determine the fair value of eexlestment in the portfolio in good
faith.

Determination of fair values involves subjectivegments and estimates. Accordingly, under currecwanting standards, the notes to
our financial statements will refer to the uncemtgiwith respect to the possible effect of suchuatibns, and any change in such valuations,
on our financial statements.

Dividend Reinvestment Plan

We have adopted a dividend reinvestment plan ttwatigees for reinvestment of our distributions omalé of our stockholders, unless a
stockholder elects to receive cash as providediabeks a result, when our Board of Directors authesi and we declare, a cash dividend,
our stockholders who have not “opted out” of owidnd reinvestment plan will have their cash divids automatically reinvested in
additional shares of our common stock, rather teariving the cash dividends.
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No action is required on the part of a registetediolder to have their cash dividend reinvesteshiares of our common stock. A
registered stockholder may elect to receive ameedividend in cash by notifying the plan admirastr and our transfer agent and registra
writing so that such notice is received by the @dministrator no later than the record date fordginds to stockholders. The plan
administrator sets up an account for shares aatjthreugh the plan for each stockholder who haslemted to receive dividends in cash and
hold such shares in non-certificated form. Uporuest by a stockholder participating in the plae, plan administrator will, instead of
crediting shares to the participant’s account,ass@ertificate registered in the participant’'s ador the number of whole shares of our
common stock and a check for any fractional sHaweh request by a stockholder must be receiveé thags prior to the dividend payable
date in order for that dividend to be paid in cdsbuch request is received less than three dagstp the dividend payable date, then the
dividends are reinvested and shares are repurcfaste stockholder’'s account; however, futurediwnds are paid out in cash on all
balances. Those stockholders whose shares aréaltbroker or other financial intermediary mayeige dividends in cash by notifying th
broker or other financial intermediary of theiralen.

We may use primarily newly issued shares to implerttee plan, whether our shares are trading aémijnm or at a discount to net asset
value. However, we reserve the right to purchaseeshin the open market in connection with our enntation of the plan. The number of
shares to be issued to a stockholder is deterntipefividing the total dollar amount of the dividepdyable to such stockholder by the ma
price per share of our common stock at the closegilar trading on The NASDAQ Stock Market on Wladuation date for such dividend. If
we use newly-issued shares to implement the phenvaluation date will not be earlier than the tiest that stockholders have the right to
elect to receive cash in lieu of shares. Marketeppier share on that date will be the closing gocsuch shares on The NASDAQ Stock
Market or, if no sale is reported for such daythataverage of their reported bid and asked prides.number of shares of our common stock
to be outstanding after giving effect to paymenthef dividend cannot be established until the vakreshare at which additional shares will
be issued has been determined and elections aftackholders have been tabulated.

There are no brokerage charges or other chargaedkholders who participate in the plan. The aldministrator’s fees under the plan
are paid by us. If a participant elects by writtenice to the plan administrator to have the pldmiaistrator sell part or all of the shares held
by the plan administrator in the participant’s agtoand remit the proceeds to the participantptha administrator is authorized to deduct a
$15 transaction fee plus a $0.10 per share brokeragmissions from the proceeds.

Stockholders who receive dividends in the formtotk are subject to the same federal, state arad fax consequences as are
stockholders who elect to receive their dividendsdsh. A stockholdes’basis for determining gain or loss upon the sh#ock received in
dividend from us will be equal to the total doléamount of the dividend payable to the stockholdey stock received in a dividend will have
a new holding period for tax purposes commencintherday following the day on which the sharescaeglited to the U.S. stockholder’s
account.

Participants may terminate their accounts undeplée by notifying the plan administrator via itelbsite at www.amstock.com or by



filling out the transaction request form locatedret bottom of their statement and sending it éoplan administrator at American Stock
Transfer & Trust Company, P.O. Box 922, Wall Stiggdtion, New York, NY 10269-0560 or by calling thlan administrator’s Interactive
Voice Response System at (888) 888-0313.

The plan may be terminated by us upon notice itingrimailed to each participant at least 30 dayar ppo any payable date for the
payment of any dividend by us. All correspondermecerning the plan should be directed to the ptamiaistrator by mail at American Sto
Transfer & Trust Company, 59 Maiden Lane, New Yk, 10007 or by telephone at (718) 921-8200.

Stockholders who purchased their shares throudioldrtheir shares in the name of a broker or firgnostitution should consult with a
representative of their broker or financial ingtiin with respect to their participation in our iignd reinvestment plan. Such holders of our
stock may not be identified as our registered stolders with the plan administrator and may nobmnttically have their cash dividend
reinvested in shares of our common stock admingstra
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Tax Considerations

Election to be Taxed as a R

As a business development company, we have quhbéifie elected to be treated as a RIC under Sulehdptf the Code. As a RIC, we
generally are not subject to corporate-level fedammme taxes on any ordinary income or capitahgthat we distribute to our stockholders
as dividends. To qualify as a RIC, we must, amahgrathings, meet certain source-of-income andtabgersification requirements (as
described below). In addition, to obtain RIC teeatiment, we must distribute to our stockholdenseéh taxable year, at least 90% of our
“investment company taxable income,” which is gefigrour ordinary income plus the excess of redliaet short-term capital gains over
realized net long-term capital losses (the “Anrizgtribution Requirement”).

Taxation as a RIC

Provided that we qualify as a RIC and satisfy tinméal Distribution Requirement, we will not be sedijto federal income tax on the
portion of our investment company taxable income raet capital gain (i.e., net long-term capitaihgain excess of net short-term capital
losses) we timely distribute to stockholders. Wk @ subject to U.S. federal income tax at thautagcorporate rates on any income or
capital gain not distributed (or deemed distriblitedour stockholders.

We will be subject to a 4% non-deductible federalige tax on certain undistributed income of RI@kas we distribute in a timely
manner an amount at least equal to the sum of8%) & our ordinary income for each calendar yeyr98% of our capital gain net income
for the one-year period ending October 31 in tlad¢redar year and (3) any income realized, but isttilbuted, in preceding years. We
currently intend to make sufficient distributiorech taxable year such that we will not be subdéederal income or excise taxes on our net
income.

In order to qualify as a RIC for federal income pxposes, we must, among other things:

e qualify to be treated as a business developmenpaoyunder the 1940 Act at all times during eashlite year;

e derive in each taxable year at least 90% of ousgiacome from dividends, interest, payments wapect to certain securities loans,
gains from the sale of stock or other securitiegitber income derived with respect to our busirgsavesting in such stock or
securities and net income derived from an intdreat“qualified publicly traded partnership” (asfided in the Code) (the “90%
Income Test”"); and

e diversify our holdings so that at the end of eaghrter of the taxable year: at least 50% of theevalf our assets consists of cash, cash
equivalents, U.S. Government securities, securitiegher RICs, and other securities if such ofemurities of any one issuer do not
represent more than 5% of the value of our asseatsce than 10% of the outstanding voting secuwitiethe issuer (which for these
purposes includes the equity securities of a “djedlipublicly traded partnership”); and

e diversify our holdings so that no more than 25%hefvalue of our assets is invested in the seegritither than U.S. Government
securities or securities of other RICs, (i) of asuer (i) of two or more issuers that are cotdhlas determined under applicable tax
rules, by us and that are engaged in the samendasir related trades or businesses or (iii) rd or more “qualified publicly traded
partnerships” (the “Diversification Tests”).
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To the extent that we invest in entities treategdasnerships for federal income tax purposes (dtien a “qualified publicly traded
partnership”), we generally must include the itevhgross income derived by the partnerships foppses of the 90% Income Test, and the
income that is derived from a partnership (othanth “qualified publicly traded partnership”) wilé treated as qualifying income for
purposes of the 90% Income Test only to the exttettsuch income is attributable to items of incarhthe partnership which would be
qualifying income if realized by us directly. Indidon, we generally must take into account ourpprtionate share of the assets held by
partnerships (other than a “qualified publicly gddpartnership”) in which we are a partner for psgs of the Diversification Tests.

In order to meet the 90% Income Test, we may dstabhe or more special purpose corporations td assets from which we do not
anticipate earning dividend, interest or other tyialg income under the 90% Income Test. Any sysbcsal purpose corporation would
generally be subject to U.S. federal income tas, @uld result in a reduced after-tax yield onpbetion of our assets held there.

We may be required to recognize taxable incoméraumstances in which we do not receive cash. kample, if we hold debt
obligations that are treated under applicable tdesras having original issue discount (such asidebyuments with payment-in-kind interest
or, in certain cases, increasing interest ratéssoied with warrants), we must include in incomehegear a portion of the original issue
discount that accrues over the life of the obligatiregardless of whether cash representing secmie is received by us in the same taxable
year. Because any original issue discount accrukkthevincluded in our investment company taxalleome for the year of accrual, we n
be required to make a distribution to our stockbddn order to satisfy the Annual Distribution REgment, even though we will not have
received any corresponding cash amount.

Gain or loss realized by us from warrants acquiineds as well as any loss attributable to the lapseich warrants generally will be
treated as capital gain or loss. Such gain ordeserally will be long-term or short-term, depemdom how long we held a particular warrant.

Although we do not presently expect to do so, veeaatthorized to borrow funds and to sell assetsder to satisfy distribution
requirements. However, under the 1940 Act, we atgarmitted to make distributions to our stockteotdwhile our debt obligations and
other senior securities are outstanding unlesgioeiasset coverage” tests are met. See “Regutatenior securities.” Moreover, our ability
to dispose of assets to meet our distribution reguénts may be limited by (1) the illiquid natufeoar portfolio and/or (2) other requireme
relating to our status as a RIC, including the Bsifecation Tests. If we dispose of assets in otdaneet the Annual Distribution Requirem
or the Excise Tax Avoidance Requirement, we mayarsaich dispositions at times that, from an investreandpoint, are not advantageous.

If we fail to satisfy the Annual Distribution Regement or otherwise fail to qualify as a RIC in dayable year, we will be subject to tax
in that year on all of our taxable income, regassllef whether we make any distributions to ourldtotders. In that case, all of such income
will be subject to corporate-level federal incorag, reducing the amount available to be distribtitedur stockholders. Se&dilure to Obtai
RIC Tax Treatment” below. In contrast, assumingauelify as a RIC, our corporate-level federal ineotax should be substantially reduced
or eliminated. See “Election to be taxed as a Rikve.

Certain of our investment practices may be sulifespecial and complex federal income tax provisittrat may, among other things, (i)
disallow, suspend or otherwise limit the allowan€eertain losses or deductions, (ii) convert lovaxed long-term capital gain into higher
taxed short-term capital gain or ordinary inconii@,onvert an ordinary loss or a deduction intoagital loss (the deductibility of which is
more limited), (iv) cause us to recognize incomgain without a corresponding receipt of casha@ersely affect the time as to when a
purchase or sale of stock or securities is deemeddur (vi) adversely alter the characterizatibnestain complex financial transactions, and
(vii) produce income that will not be qualifyingcome for purposes of the 90% Income Test. We walhitor our transactions and may make
certain tax elections in order to mitigate the effef these provisions.
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To the extent that we invest in equity securitieertities that are treated as partnerships foef@dncome tax purposes, the effect of
such investments for purposes of the 90% Incomedresthe Diversification Tests will depend on Wietthe partnership is a “qualified
publicly traded partnership” or not. If the partsi@p is a “qualified publicly traded partnershithe net income derived from such investm:
will be qualifying income for purposes of the 90Bcdme Test and will be “securities” for purposeshef Diversification Tests, as described
above. If the partnership, however, is not treated “qualified publicly traded partnership,” thtbe consequences of an investment in the
partnership will depend upon the amount and typiecime and assets of the partnership allocabls.tdhe income derived from such
investments may not be qualifying income for pugsosf the 90% Income Test and, therefore, coulémaly affect our qualification as a
RIC. We intend to monitor our investments in eq@igurities of entities that are treated as pashigs for federal income tax purposes to
prevent our disqualification as a RIC.

We may invest in preferred securities or other sées the federal income tax treatment of whichymat be clear or may be subject to
recharacterization by the IRS. To the extent thdr@atment of such securities or the income fraghssecurities differs from the expected
treatment, it could affect the timing or charaatBmcome recognized, requiring us to purchasesbrsecurities, or otherwise change our
portfolio, in order to comply with the tax rulespipable to RICs under the Coc



Failure to Obtain RIC Tax Treatme

If we were unable to obtain tax treatment as a RI€would be subject to tax on all of our taxableome at regular corporate rates. We
would not be able to deduct distributions to statithrs, nor would they be required to be made ribisions would generally be taxable to
our stockholders as ordinary dividend income elegfor the 15% maximum rate to the extent of ourent and accumulated earnings and
profits. Subject to certain limitations under thed€, corporate distributees would be eligible Far dividends-received deduction.
Distributions in excess of our current and accunealaarnings and profits would be treated firsa asturn of capital to the extent of the
stockholder’s tax basis, and any remaining distidms would be treated as a capital gain.

Regulation as a Business Development Company

General

We are a closed-end, nainsersified investment company that has filed atibn to be treated as a business developmentarpmmde
the 1940 Act and has elected to be treated as aiRi€r Subchapter M of the Code. The 1940 Act éosfarohibitions and restrictions
relating to transactions between business developomnpanies and their affiliates (including anyestment advisers or sub-advisers),
principal underwriters and affiliates of those léfes or underwriters and requires that a majaftthe directors be persons other than
“interested persons,” as that term is defined @840 Act. In addition, the 1940 Act provides thvatmay not change the nature of our
business so as to cease to be, or to withdrawlecti@n as, a business development company unggsswed by a majority of our outstand
voting securities.

We may invest up to 100% of our assets in secar#@guired directly from issuers in privately néajeid transactions. With respect to
such securities, we may, for the purpose of pukkale, be deemed an “underwritas’that term is defined in the Securities Act. Dtentior
is to not write (sell) or buy put or call optiorssrhanage risks associated with the publicly tragkirities of our portfolio companies, except
that we may enter into hedging transactions to meulae risks associated with interest rate and atlaeket fluctuations. However, we may
purchase or otherwise receive warrants to purctheeseommon stock of our portfolio companies in @gtion with acquisition financing or
other investment. Similarly, in connection withaquisition, we may acquire rights to require gmiers of acquired securities or their
affiliates to repurchase them under certain cirdamses. We also do not intend to acquire secuigigsed by any investment company that
exceed the limits imposed by the 1940 Act.
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Under these limits, we generally cannot acquireentban 3% of the voting stock of any registeree#tment company, invest more than 5%
of the value of our total assets in the securitfesne investment company or invest more than 10#%eovalue of our total assets in the
securities of more than one investment companyh Veéigard to that portion of our portfolio invesiadsecurities issued by investment
companies, it should be noted that such investmmaight subject our stockholders to additional exgesn None of these policies are
fundamental and may be changed without stockhaldproval.

Qualifying Assets

Under the 1940 Act, a business development compayynot acquire any asset other than assets ¢fplkdisted in Section 55(a) of the
1940 Act, which are referred to as qualifying assetless, at the time the acquisition is madeljfgjurey assets represent at least 70% of the
company’s total assets. The principal categorieguafifying assets relevant to our business aréale@ving:

(1) Securities purchased in transactions not involeing public offering from the issuer of such sedesitwhich issuer (subject to
certain limited exceptions) is an eligible portéoiompany, or from any person who is, or has beeimgl the preceding 13 months,
an affiliated person of an eligible portfolio conmyaor from any other person, subject to such ratemay be prescribed by the
SEC. An“eligible portfolio compan” is defined in the 1940 Act as any issuer wh

(@) is organized under the laws of, and has its praigitace of business in, the United States;

(b) is not an investment company (other than a smalhess investment company wholly owned by the lassimevelopment
company) or a company that would be an investmemipainy but for certain exclusions under the 1941) &ad

(c) satisfies any of the following:
1. does not have any class of securities with redpaghich a broker or dealer may extend margin ¢redi

2. is controlled by a business development comparaygoup of companies including a business developoampany
and the business development company has an tafilgerson who is a director of the eligible pditfcompany; ol



3. is asmall and solvent company having total agsfatet more than $4 million and capital and surgdtisot less than §
million.

(2) Securities of any eligible portfolio company whiele control.

(3) Securities purchased in a private transaction fadthS. issuer that is not an investment comparisoar an affiliated person of the
issuer, or in transactions incident thereto, ififgier is in bankruptcy and subject to reorgarnatr if the issuer, immediately
prior to the purchase of its securities was untblaeet its obligations as they came due withoueria assistance other than
conventional lending or financing agreeme

(4) Securities of an eligible portfolio company purathérom any person in a private transaction iféhiemo ready market for such
securities and we already own 60% of the outstandiquity of the eligible portfolio compan

(5) Securities received in exchange for or distribudadr with respect to securities described inlitdugh (4) above, or pursuant to
the exercise of warrants or rights relating to sseturities

(6) Cash, cash equivalents, U.S. government secuoitibgjh-quality debt securities maturing in oneryaaless from the time of
investment

In addition, a business development company muat haen organized and have its principal placeusiness in the United States and
must be operated for the purpose of making investsria the types of securities described in (1) 0fX3) above.
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Managerial Assistance to Portfolio Compan

In order to count portfolio securities as qualifyiassets for the purpose of the 70% test, the éssidevelopment company must either
control the issuer of the securities or must dffemake available to the issuer of the securititser than small and solvent companies
described above) significant managerial assistama®pt that, where the business development coymqmachases such securities in
conjunction with one or more other persons actiggether, one of the other persons in the groupmele available such managerial
assistance. Making available significant managasalstance means, among other things, any arreamyevhereby the business development
company, through its directors, officers or empksjeoffers to provide, and, if accepted, does swige, significant guidance and counsel
concerning the management, operations or busirgsstives and policies of a portfolio company.

Temporary Investments

Pending investment in other types of “qualifyingets,” as described above, our investments maystaisash, cash equivalents,
including money market funds, U.S. government sdearor high quality debt securities maturing imeoyear or less from the time of
investment, which we refer to, collectively, as parary investments, so that 70% of our assetsuabifging assets. Typically, we will invest
in U.S. treasury bills or in repurchase agreememtsjided that such agreements are fully collaizedl by cash or securities issued by the
government or its agencies. A repurchase agreemarites the purchase by an investor, such asfusspecified security and the
simultaneous agreement by the seller to repurdhas@n agreed upon future date and at a pricetwiBigreater than the purchase price by an
amount that reflects an agreed-upon interest Téere is no percentage restriction on the propomioour assets that may be invested in such
repurchase agreements. However, if more than 258amtotal assets constitute repurchase agreerfrenisa single counterparty, we would
not meet the Diversification Tests in order to yas a RIC for federal income tax purposes. Theesdo not intend to enter into repurchase
agreements with a single counterparty in excessigfimit. Our Investment Adviser will monitor theeditworthiness of the counterparties
with which we enter into repurchase agreement aetiens.

Senior Securities

We are permitted, under specified conditions, saésmultiple classes of indebtedness and one @fatsck senior to our common stock
if our asset coverage, as defined in the 1940i8¢tt least equal to 200% immediately after eadh sssuance. In addition, while any senior
securities remain outstanding, we must make prawssto prohibit any distribution to our stockhokler the repurchase of such securities or
shares unless we meet the applicable asset covertaggeat the time of the distribution or repurehaWVe may also borrow amounts up to 5%
of the value of our total assets for temporaryroeggency purposes without regard to asset coveFage discussion of the risks associated
with leverage, see “Risk Factors.”

Investment Concentratic



Our investment objective is to generate both ctiremome and longerm capital appreciation through debt and equitgstments. Man
of our investments are in the energy sector.

Compliance Policies and Procedures

We and our Investment Adviser have adopted andemehted written policies and procedures reasoradsdigned to prevent violation
of the federal securities laws, and are requira@¥tew these compliance policies and procedurasally for their adequacy and the
effectiveness of their implementation, and to desig a Chief Compliance Officer to be responsibteafiministering the policies and
procedures. William E. Vastardis serves as Chiehflmnce Officer for Prospect Capital.
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Proxy Voting Policies and Procedures

We have delegated our proxy voting responsibibtPtospect Management. The guidelines are revigsaddically by Prospect
Management and if required, our independent directnd, accordingly, are subject to change. Aisna@stment adviser registered under the
Advisers Act, Prospect Management has a fiduciaty tb act in the best interests of its clients.past of this duty, Prospect Management
recognizes that it must vote client securities tmeely manner free of conflicts of interest andhie best interests of its clients.

Stockholders may obtain information about how Pegsplanagement voted proxies on our behalf by ngalimritten request for proxy
voting information to: Compliance Officer, Prosp&apital Management, LLC, 10 East 40th Street, &lor, New York, NY 10016.

Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 imposes a varietggiilatory requirements on publicly-held companiesddition to our Chief
Executive and Chief Financial Officers’ requiredtifeeations as to the accuracy of our financigdagting, we are also required to disclose the
effectiveness of our disclosure controls and prooesias well as report on our assessment of eemaidtcontrols over financial reporting, the
latter of which must be audited by our independegistered public accounting firm.

The Sarbane®xley Act also requires us to continually review policies and procedures to ensure that we remaompliance with al
rules promulgated under the Act.

Available Information

We file with or submit to the SEC annual, quartenhd current periodic reports, proxy statementsahdr information meeting the
informational requirements of the Securities ExgfgmAct of 1934 (the “Exchange Act”). This infornatiis available free of charge by
contacting us at 10 East 40th Street, 44th floemwNork, NY 10016 or by telephone at toll-free (3888-0702. You may inspect and copy
these reports, proxy statements and other infoomadis well as the registration statement ande@lexhibits and schedules, at the Public
Reference Room of the SEC at 100 F Street NE, Wgsin, D.C. 20549. You may obtain information oe tperation of the Public
Reference Room by calling the SEC at (202) 551-8086 SEC maintains an Internet site that contapserts, proxy and information
statements and other information filed electromycay us with the SEC which are available on theC&Hnternet site at http://www.sec.gov.
Copies of these reports, proxy and informationestaints and other information may be obtained, afiging a duplicating fee, by electronic
request at the following E-mail address: public@sec.gov, or by writing the SEC’s Public RefereBeetion, Washington, D.C. 20549-
0102.

Iltem 1A. Risk Factors.

Investing in our securities involves a high degreask. You should carefully consider the risksdébed below, together with all of the
other information included in this report, beforuydecide whether to make an investment in ourrg@su The risks set out below are not
only risks we face. If any of the following risksaur, our business, financial condition and resafltsperations could be materially adversely
affected. In such case, our net asset value antatimg price of our common stock could declinethe value of our preferred stock, debt
securities or warrants may decline, and you mag &sor part of your investment.

Risks Relating To Our Business And Structure
We are dependent upon Prospect Management's keyagament personnel for our future success.

We depend on the diligence, skill and network dfibess contacts of the senior management of Prosfasmgement. We also depend,
to a significant extent, on our Investment Adv's access to the investment professionals and thieriation and deal flow generated by tr



investment professionals in the course of theiegtment and portfolio management activities. Thdosenanagement team evaluates,
negotiates, structures, closes, monitors and sEviar investments. Our success depends to aisagniextent on the continued service of
senior management team, particularly John F. Bérand M. Grier Eliasek. The departure of anylod senior managers of Prospect
Management could have a material adverse effeotombility to achieve our investment objectivealidition, we can offer no assurance
Prospect Management will remain our investmentsahar that we will continue to have access titestment professionals or its
information and deal flow.
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Our Investment Adviser and its senior management/bdimited experience managing a business develapngempany under the 1940
Act.

The 1940 Act imposes numerous constraints on teeatipns of business development companies. Fonjgbeg business development
companies are required to invest at least 70%edf thtal assets primarily in securities of privgteeld or thinly traded U.S. public
companies, cash, cash equivalents, U.S. governseentities and other high quality debt investméms mature in one year or less. Our
Investment Adviser’s and its senior managementi#tdid experience in managing a portfolio of assetier such constraints may hinder their
ability to take advantage of attractive investmapportunities and, as a result, achieve our investrabjective. In addition, our investment
strategies differ in some ways from those of otheestment funds that have been managed in thébgake investment professionals.

We are a relatively new company with limited openat history.

We were incorporated in April 2004 and have conegdighvestment operations since July 2004. We asgstto all of the business risks
and uncertainties associated with any new busietesprise, including the risk that we may not eehiour investment objective and that the
value of your investment in us could decline sutsditly or fall to zero. We completed our initialiplic offering on July 27, 2004. As of June
30, 2007, we continue to pursue our investmentegyaand 88.7% of our portfolio is invested in lelegm investments, with the remainder
invested in money market securities. Dividends #mapay prior to being fully invested may be substdly lower than the dividends that we
expect to pay when our portfolio is fully investéfdwe do not realize yields in excess of our exgeen we may incur operating losses and the
market price of our shares may decline.

Our financial condition and results of operationsillvdepend on our ability to manage our future grdtveffectively.

Prospect Management has been registered as atnmrdsadviser since March 31, 2004, and Prospegit@ldas been organized as a
closed-end investment company since April 13, 2@®3such, each entity is subject to the business iand uncertainties associated with any
young business enterprise, including the limitegezience in managing or operating a business dewalat company under the 1940 A
Our ability to achieve our investment objective eiegs on our ability to grow, which depends, in fum our Investment Adviser’s ability to
continue to identify, analyze, invest in and mondompanies that meet our investment criteria. Agaiéshing this result on a cost-effective
basis is largely a function of our Investment A@vis structuring of investments, its ability to pide competent, attentive and efficient
services to us and our access to financing on &aiglepterms. As we grow, we and Prospect Managenesd to continue to hire, train,
supervise and manage new employees. Failure togaana future growth effectively could have a miateadverse effect on our business,
financial condition and results of operations.

We operate in a highly competitive market for inte®nt opportunities.

A large number of entities compete with us to milleetypes of investments that we make in targetpeones. We compete with other
business development companies, public and privatés, commercial and investment banks and comaldieancing companies.
Additionally, because competition for investmenpogunities generally has increased among alteraativestment vehicles, such as hedge
funds, those entities have begun to invest in ategshave not traditionally invested in, includingestments in middle-market companies.
As a result of these new entrants, competitionirfeestment opportunities at middhearket companies has intensified and we expectitad
to continue.

23

Many of our existing and potential competitors smbstantially larger and have considerably grdatancial, technical and marketing
resources than we do. For example, some competitayshave a lower cost of funds and access to fignsiburces that are not available ta
In addition, some of our competitors may have highsk tolerances or different risk assessmentschvbould allow them to consider a wider
variety of investments and establish more relatigossthan we. Furthermore, many of our competiémesnot subject to the regulatory
restrictions that the 1940 Act imposes on us assinkss development company. We cannot assuréhgibthe competitive pressures we face
will not have a material adverse effect on our bess, financial condition and results of operatiéso, as a result of existing and increasing
competition, we may not be able to take advantdggtiactive investment opportunities from timditoe, and we can offer no assurance



we will be able to identify and make investmentst thre consistent with our investment objective.

We do not seek to compete primarily based on ttezést rates that we offer, and we believe thatesohour competitors make loans
with interest rates that are comparable to or Ialven the rates we offer. We may lose investmepbdpnities if we do not match our
competitors’ pricing, terms and structure. If wetahleour competitors’ pricing, terms and structuve, may experience decreased net interest
income and increased risk of credit loss.

Regulations governing our operation as a businegvelopment company affect our ability to raise, atieé way in which we raise
additional capital.

We may issue debt securities or preferred stockoamarrow money from banks or other financial itogtons, which we refer to
collectively as “senior securities,” up to the nraxim amount permitted by the 1940 Act. Under thevisions of the 1940 Act, we are
permitted, as a business development companyste isenior securities only in amounts such thateset coverage, as defined in the 1940
Act, equals at least 200% after each issuancenidrsgecurities. If the value of our assets deglimee may be unable to satisfy this test. If
happens, we may be required to sell a portion ofraeestments or sell additional shares of comnionksand, depending on the nature of our
leverage, to repay a portion of our indebtednesstime when such sales may be disadvantageoasddition, issuance of additional securi
could dilute the percentage ownership of our cursérckholders in us.

As a business development company regulated umdeisjpns of the 1940 Act, we are not generallyeablissue and sell our common
stock at a price below the current net asset yadueshare. We may, however, sell our common starclkarrants, options or rights to acquire
our common stock, at a price below the currentasset value of our common stock in a rights offgtmour stockholders or if (1) our Board
of Directors determines that such sale is in then@any’s and our stockholders’ best interests, (@)stockholders approve the sale of our
common stock at a price that is less than the nurret asset value (which our stockholders have donthe period through November 29,
2007), and (3) the price at which our common sisedk be issued and sold may not be less tharce pich, in the determination of our
Board of Directors, closely approximates the maviedtie of such securities (less any sales load).

In addition, we may securitize our loans to gereecatsh for funding new investments. To securitizm$, we may create a wholly owned
subsidiary and contribute a pool of loans to sudisgliary. This could include the sale of interéstthe loans by the subsidiary on a non-
recourse basis to purchasers who we would expdi tailling to accept a lower interest rate to ishvi@ investment grade loan pools. We
would retain a portion of the equity in the sedmeitl pool of loans. An inability to successfullycaétize our loan portfolio could limit our
ability to grow our business and fully execute business strategy, and could decrease our eariifirgs, Moreover, the successful
securitization of our loan portfolio might exposeta losses because the residual loans in whictlovet sell interests may tend to be those
that are riskier and more likely to generate losses
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If we fail to qualify as a RIC, we will have to pasprporate-level taxes on our income, and our income availalibr distribution would be
reduced.

To maintain our qualification as a RIC under thal€cand obtain RIC tax treatment, we must meeaicesburce of income, asset
diversification and annual distribution requirengerthe annual distribution requirement for a RIGasisfied if we distribute at least 90% of
our ordinary income and realized net short-termtabgains in excess of realized net lolegm capital losses, if any, to our stockholderan
annual basis. Because we expect to use debt fimgntihe future, we are subject to certain asse¢rage ratio requirements under the 1940
Act and financial covenants that could, under éertacumstances, restrict us from making distridws necessary to qualify for RIC tax
treatment. If we are unable to obtain cash fronelosources, we may fail to qualify for RIC tax treant and, thus, may be subject to
corporate-level income tax. To maintain our quedifion as a RIC, we must also meet certain asgetdification requirements at the end of
each calendar quarter. Failure to meet thesertestgesult in our having to dispose of certain stareents quickly in order to prevent the loss
of RIC status. Because most of our investmentsngpeivate companies, any such dispositions coeldnade at disadvantageous prices and
may result in substantial losses. If we fail toldyas a RIC for any reason or become subjecoiparate income tax, the resulting corporate
taxes could substantially reduce our net assetsaritount of income available for distribution, dine actual amount of our distributions. S
a failure would have a material adverse effect ®and our shares. For additional information reiggrdsset coverage ratio and RIC
requirements, see “Regulation—Senior securities‘&material U.S. federal income tax consideratiéns.

We may have difficulty paying our required distrikions if we recognize income before or without rédag cash representing such
income.

For federal income tax purposes, we include inime@ertain amounts that we have not yet receivedsh, such as original issue
discount, which may arise if we receive warrantsannection with the making of a loan or possiblpther circumstances, or payment-in-
kind interest, which represents contractual intemdsled to the loan balance and due at the erdtedban term. Such original issue discount,
which could be significant relative to our oveliallestment activities, or increases in loan balarasea result of payment-in-kind
arrangements, are included in our income beforeaweive any corresponding cash payments. We algdmeequired to include in incon



certain other amounts that we do not receive ih.cathile we focus primarily on investments thatlg#nerate a current cash return, our
investment portfolio may also include securitiegt itho not pay some or all of their return in peigazlirrent cash distributions.

The income incentive fee payable by us is compatetipaid on income that may include interest thatlieen accrued but not yet
received in cash. If a portfolio company defaultsadoan that is structured to provide accruedé@ste it is possible that accrued interest
previously used in the calculation of the incomeeimive fee will become uncollectible.

Since in some cases we may recognize taxable inbefioee or without receiving cash representing snchme, we may have difficulty
meeting the tax requirement to distribute at 18886 of our ordinary income and realized net shemtatcapital gains in excess of realized net
long-term capital losses, if any, to maintain R& treatment. Accordingly, we may have to sell safheur investments at times we would
not consider advantageous, raise additional debgoity capital or reduce new investment originaito meet these distribution
requirements. If we are not able to obtain casimfodher sources, we may fail to qualify for RICatmaent and thus become subject to
corporate-level income tax. See “Material U.S. fatlancome tax considerations—Taxation as a RIC.”

If we issue senior securities, including debt, yaill be exposed to additional risks, including thpical risks associated with leverag

e You will be exposed to increased risk of loss ifiweur debt to make investments. If we do incurtdalniecrease in the value of our
investments or in our revenues would have a grestgative impact on the value of our common stbek tif we did not use debt.

e Our ability to pay dividends would be restricteaifr asset coverage ratio were not at least 20@@ay amounts that we use to
service our indebtedness would not be availableifddends to our common stockholders.

e ltis likely that any debt we incur will be goverhby an indenture or other instrument containingeo@nts restricting our operating
flexibility.

e We and you will bear the cost of issuing and sémgiour senior securities.

e Any convertible or exchangeable securities thatssee in the future may have rights, preferencedspaivileges more favorable than
those of our common stock.
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Changes in interest rates may affect our cost opital and net investment income.

We expect that a significant portion of our debeistments will bear interest at fixed rates andviilae of these investments could be
negatively affected by increases in market intera@sts. In addition, an increase in interest ratesld make it more expensive to use debt to
finance our investments. As a result, a signifidaatease in market interest rates could both rede value of our portfolio investments and
increase our cost of capital, which would reducerat investment income.

We need to raise additional capital to grow becausemust distribute most of our income.

We need additional capital to fund growth in ourdgstments. A reduction in the availability of neapital could limit our ability to grow.
We must distribute at least 90% of our ordinaryime and realized net short-term capital gains aesx of realized net long-term capital
losses, if any, to our shareholders to maintainRI@ status. As a result, such earnings are natadl@ to fund investment originations. We
have sought additional capital by borrowing fromeficial institutions and may issue debt secur@resdditional equity securities. If we fail
obtain funds from such sources or from other sautedund our investments, it could limit our atyilio grow, which may have an adverse
effect on the value of our securities. In additias,a business development company, we are gegnexgllired to maintain a ratio of at least
200% of total assets to total borrowings, which mestrict our ability to borrow in certain circuraates.

Most of our portfolio investments are recorded aiirffvalue as determined in good faith by our Boaod Directors and, as a result, there
uncertainty as to the value of our portfolio invesents.

A large percentage of our portfolio investmentssisinof securities of privately held or thinly tetipublic companies. The fair value of
these securities is often not readily determinabite2 determination of fair value, and thus the ami@d unrealized losses we may incur in
yeatr, is to a degree subjective, and the Investiedwiser has a conflict of interest in making tretetmination. We value these securi
quarterly at fair value as determined in good faigtour Board of Directors based on input from mwestment Adviser, a third party
independent valuation firm and our audit commit@er Board of Directors utilizes the services ofiragiependent valuation firm to aid it in
determining the fair value of any securities. Tyyet of factors that may be considered in fair @gticing of our investments include the
nature and realizable value of any collateral pbefolio company’s ability to make payments argdgarnings, the markets in which the
portfolio company does business, comparison toiplybtaded companies, discounted cash flow andrathlevant factors. Because such
valuations, and particularly valuations of privagzurities and private companies, are inherentigxain, the valuations may fluctuate o



short periods of time and may be based on estimaktesdeterminations of fair value by our Boardafectors may differ materially from the
values that would have been used if a ready méoké¢hese securities existed. Our net asset valuklbe adversely affected if the
determinations regarding the fair value of our stugents were materially higher than the valueswhatiltimately realize upon the disposa
such securities.

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

We generally make investments in private compaiabstantially all of these securities are sulijigétgal and other restrictions on
resale or are otherwise less liquid than publicgdéd securities. The illiquidity of our investm&ntay make it difficult for us to sell such
investments if the need arises. In addition, ifase required to liquidate all or a portion of owrtfolio quickly, we may realize significantly
less than the value at which we have previouslgndsd our investments. In addition, we may faceothstrictions on our ability to liquidate
an investment in a portfolio company to the extbat we or our Investment Adviser has material pahlic information regarding such
portfolio company.
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We may experience fluctuations in our quarterly réts.

We could experience fluctuations in our quartepgm@ting results due to a number of factors, iralgithe interest or dividend rates
payable on the debt or equity securities we acqtlieedefault rate on debt securities, the levalwfexpenses, variations in and the timing of
the recognition of realized and unrealized gainlesses, the degree to which we encounter compefiti our markets, the seasonality of the
energy industry, weather patterns, changes in gr@iges and general economic conditions. As alre$these factors, results for any period
should not be relied upon as being indicative ofqyenance in future periods.

Potential conflicts of interest could impact our westment returns

Our executive officers and directors, and the etreewfficers of our Investment Adviser, Prospeamdgement, may serve as officers,
directors or principals of entities that operat¢hia same or related lines of business as we dbiovestment funds managed by our affilia
Accordingly, they may have obligations to investiorshose entities, the fulfillment of which mighot be in the best interests of us or our
stockholders. Nevertheless, it is possible that immestment opportunities that meet our investnofijeective may come to the attention of
of these entities in connection with another inwesit advisory client or program, and, if so, suppartunity might not be offered, or
otherwise made available, to us. However, as agstmvent adviser, Prospect Management has a figudlidigation to act in the best interests
of its clients, including us. To that end, if PrespManagement or its affiliates manage any additimvestment vehicles or client account
the future, Prospect Management will endeavorlazate investment opportunities in a fair and explé manner over time so as not to
discriminate unfairly against any client. If Prosp®anagement chooses to establish another investioned in the future, when the
investment professionals of Prospect Managementifgean investment, they will have to choose whithestment fund should make the
investment.

In the course of our investing activities, undex thvestment Advisory Agreement we pay base manageand incentive fees to
Prospect Management, and reimburse Prospect Maragéon certain expenses it incurs. As a resutheflnvestment Advisory Agreement,
there may be times when the management team gbp&rbsanagement has interests that differ frometadour stockholders, giving rise to
a conflict.

Prospect Management receives a quarterly inconemfive fee based, in part, on our pre-incentivenitenvestment income, if any, for
the immediately preceding calendar quarter. Thisrime incentive fee is subject to a fixed quartbdydle rate before providing an income
incentive fee return to the Investment Adviser tfi®@ extent we or Prospect Management are ablectt ieXluence over our portfolio
companies, the income incentive fee may providspot Management with an incentive to induce outf@a companies to accelerate or
defer interest or other obligations owed to us fmme calendar quarter to another. This fixed huralle was determined when then current
interest rates were relatively low on a historleasis. Thus, if interest rates rise, it would beeaasier for our investment income to exceed
the hurdle rate and, as a result, more likely thatinvestment Adviser will receive an income intbemfee than if interest rates on our
investments remained constant or decreased. Subjdwt receipt of any requisite shareholder apgraader the 1940 Act, our Board of
Directors may readjust the hurdle rate by amentliegnvestment Advisory Agreement.

The income incentive fee payable by Prospect Capitaomputed and paid on income that may includierest that has been accrued but
not yet received in cash. If a portfolio companyadés on a loan that has a deferred interest feaitis possible that interest accrued under
such loan that has previously been included irctiteulation of the income incentive fee will becoareollectible. If this happens, our
Investment Adviser is not required to reimburséausny such income incentive fee payments. If wendt have sufficient liquid assets to
this incentive fee or distributions to stockholdenssuch accrued income, we may be required tidide assets in order to do so. This fee
structure could give rise to a conflict of intermstour Investment Adviser to the extent that &nencourage the Investment Adviser to favor
debt financings that provide for deferred interegther than current cash payments of interestdttition, the amount of the Investment
Adviser's compensation under the incentive fee due, istaffiein part, by the amount of unrealized deprawiedccrued by the Compar
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We have entered into a royalty-free license agre¢éméh Prospect Management. Under this agreen®onspect Management agrees to
grant us a non-exclusive license to use the namasfiect Capital.” Under the license agreement, ane tthe right to use the “Prospect
Capital” name for so long as Prospect Managemeanerof its affiliates remains our Investment Agvidn addition, we rent office space
from Prospect Administration, an affiliate of PrespManagement, and pay Prospect Administratioratbacable portion of overhead and
other expenses incurred by Prospect Administratiggerforming its obligations as Administrator untlee administration agreement,
including rent and our allocable portion of thetsasf our chief financial officer and chief compiize officer and their respective staffs. This
may create conflicts of interest that our Boardo&ctors monitors.

Changes in laws or regulations governing our opdmats may adversely affect our business.

We and our portfolio companies are subject to @i by laws at the local, state and federal levEhese laws and regulations, as well
as their interpretation, may be changed from tiongénte. Accordingly, changes in these laws or rajoihs could have a material adverse
effect on our business. For additional informatiegarding the regulations we are subject to, segtiRtion.”

Risks Related To Our Investments

We may not realize gains or income from our invesimts.

We seek to generate both current income and capfakciation. However, the securities we inveshay not appreciate and, in fact,
may decline in value, and the issuers of debt #@Esiwe invest in may default on interest andfdng@pal payments. Accordingly, we may
not be able to realize gains from our investmearig, any gains that we do realize may not be saffidio offset any losses we experience.

Our portfolio is concentrated in a limited numbéportfolio companies in the energy industry, whathbject us to a risk of significant
loss if any of these companies defaults on itsgaltlons under any of the securities that we holid tie energy industry experiences a
downturn.

As of June 30, 2007, we had invested in 24 companiéhe energy industifincluding a net profits interest in Charlevoix Egye Trading
LLC) . A consequence of this lack of diversificatis that the aggregate returns we realize maygoéfisantly adversely affected if a small
number of such investments perform poorly or ifveed to write down the value of any one investmReayond our income tax
diversification requirements, we do not have figgidelines for diversification, and our investmeats concentrated in relatively few
portfolio companies. In addition, to date we hagaaentrated on making investments in the energysimg. While we expect to be less
focused on the energy industry in the future, wiicgrate that we will continue to have significdrdldings in the energy industry. As a result,
a downturn in the energy industry could materialliversely affect us.

The energy industry is subject to many risks.

We have a significant concentration in the enenglpstry. Our definition of energy, as used in thetext of the energy industry, is bro
and different sectors in the energy industry magudgect to variable risks and economic pressétes result, it is difficult to anticipate the
impact of changing economic and political condii@m our portfolio companies and, as a resultfioancial results. The revenues, income
(or losses) and valuations of energy companiedloatuate suddenly and dramatically due to any @nmore of the following factors:

e Commodity Pricing RiskWhile we generally do not invest in companieg #wept completely unhedged commaodity risk for an
unlimited time, energy companies in general areatly affected by energy commodity prices, sucthasmarket prices of crude ail,
natural gas and wholesale electricity, especialhtliose that own the underlying energy commodiityaddition, the volatility of
commodity prices can affect other energy compadhiesto the impact of prices on the volume of comitiegitransported, processed,
stored or distributed and on the cost of fuel fowpr generation companies. The volatility of comityogdrices can also affect energy
companies’ ability to access the capital marketigiit of market perception that their performancay be directly tied to commaodity
prices. Historically, energy commodity prices h&veen cyclical and exhibited significant volatiliglthough we generally prefer risk
controls, including appropriate commaodity and othetdges, by each of our portfolio companies, sohwmioportfolio companies may
not engage in hedging transactions to minimizer wsgdosure to commaodity price risk. For those congthat engage in such
hedging transactions, they remain subject to maigles, including market liquidity and counterpactgditworthiness.
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e Regulatory Risk The profitability of energy companies could beedely affected by changes in the regulatory emwnrent. The
businesses of energy companies are heavily regutgtéederal, state and local governments in dev@rays, such as the way in whi



energy assets are constructed, maintained andtegexad the prices energy companies may chargadorproducts and services.
Such regulation can change over time in scoper@edsity. For example, a particular pyeduct of an energy process may be dec
hazardous by a regulatory agency, which can undégglgcincrease production costs. Moreover, mane stad federal environmental
laws provide for civil penalties as well as regatgtremediation, thus adding to the potential ligban energy company may face. In
addition, the deregulation of energy markets aedutiresolved regulatory issues related to some pmaekets such as California
create uncertainty in the regulatory environmenuess and regulations may be adopted on a transitbasis. We cannot assure you
that the deregulation of energy markets will coméimnd if it continues, whether its impact on epegmpanies’ profitability will be
positive.

e Production Risk The profitability of energy companies may be matly impacted by the volume of crude oil, natugak or other
energy commodities available for transporting, pssing, storing, distributing or power generatidrsignificant decrease in the
production of natural gas, crude oil, coal or ottieergy commodities, due to the decline of productiom existing facilities, import
supply disruption, depressed commodity pricestipalievents, OPEC actions or otherwise, could cedevenue and operating
income or increase operating costs of energy comapamd, therefore, their ability to pay debt afidiénds. In recent months, OPEC
has announced changes in production quotas inmesgo changing market conditions, including neaord high and volatile oil
prices in the United States.

e Demand Risk A sustained decline in demand for crude oil, rltgas, refined petroleum products and electrioityld materially
affect revenues and cash flows of energy compaRasors that could lead to a decrease in marketdd include a recession or ot
adverse economic conditions, an increase in thé&eharice of the underlying commaodity, higher taxe®ther regulatory actions that
increase costs, or a shift in consumer demandufcit products.

e Depletion and Exploration RiskA portion of any one energy company’s assets mayeloécated to natural gas, crude oil and/or coal
reserves and other commodities that naturally degleer time. Depletion could have a material as@@mpact on such company’s
ability to maintain its revenue. Further, estimaiéenergy reserves may not be accurate and, éaexurate, reserves may not be f
utilized at reasonable costs. Exploration of eneegpurces, especially of oil and gas, is inheyargky and requires large amounts of
capital.

e Weather Risk Unseasonable extreme weather patterns could resignificant volatility in demand for energy@dpower. This
volatility may create fluctuations in earnings okegy companies.

e Operational Risk Energy companies are subject to various operatiisks, such as failed drilling or well developmhieunscheduled
outages, underestimated cost projections, unaat@ipoperation and maintenance expenses, failwetain the necessary permits to
operate and failure of third-party contractors gmample, energy producers and shippers) to perfioen contractual obligations. In
addition, energy companies employ a variety of rsedrincreasing cash flow, including increasindizdtion of existing facilities,
expanding operations through new construction, edipeg operations through acquisitions, or secuaidditional long-term contracts.
Thus, some energy companies may be subject toraatiet risk, acquisition risk or other risk factarising from their specific
business strategies.
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e Competition Risk The progress in deregulating energy markets resged more competition in the energy industrysToimpetition
is reflected in risks associated with marketing aelling energy in the evolving energy market amt@apetitor's development of a
lower-cost energy or power source, or of a lowest ooeans of operations, and other risks arisingi frompetition.

e Valuation Risk Since mid-2001, excess power generation capacdgrtain regions of the United States has casabdtantial
decreases in the market capitalization of manygneosmpanies. While such prices have recoveredrtesextent, we can offer no
assurance that such decreases in market capii@tizaill not recur, or that any future decreasesnergy company valuations will be
insubstantial or temporary in nature.

e Terrorism Risk Since the September 11th attacks, the Unite@$Stgavernment has issued public warnings indicaliagenergy
assets, specifically those related to pipelineastfiucture, production facilities and transmissiad distribution facilities, might be
specific targets of terrorist activity. The cont@lthreat of terrorism and related military activitill likely increase volatility for
prices of natural gas and oil and could affectrtfzeket for products and services of energy compaiieaddition, any future terrorist
attack or armed conflict in the United States seelhere may undermine economic conditions in thisedrstates in general.

e Financing Risk Some of our portfolio companies rely on the capitarkets to raise money to pay their existinggaiions. Their
ability to access the capital markets on attradéwvens or at all may be affected by any of thesrigksociated with energy companies

described above, by general economic and markelitiams or by other factors. This may in turn afféeir ability to satisfy their
obligations with us.

Our investments in prospective portfolio companiesay be risky and you could lose all or part of yomwestment.

Some of our portfolio companies have relativelyrslbo no operating histories. These companies aglerdll be subject to all of the



business risk and uncertainties associated witmamybusiness enterprise, including the risk thesé companies may not reach their
investment objective and the value of our investnirethem may decline substantially or fall to zero

In addition, investment in the middle market coriparthat we are targeting involves a number of ragignificant risks, including:

e these companies may have limited financial res@uacel may be unable to meet their obligations utidgr securities that we hold,
which may be accompanied by a deterioration inviliee of their securities or of any collateral wigspect to any securities and a
reduction in the likelihood of our realizing on agyarantees we may have obtained in connectionawitiinvestment;

e they may have shorter operating histories, narrqueduct lines and smaller market shares than ldrgginesses, which tend to ren
them more vulnerable to competitors’ actions andketaconditions, as well as general economic domstu

e because many of these companies are privatelydoetgpanies, public information is generally not éafzle about these companies.
a result, we will depend on the ability of our Istraent Adviser to obtain adequate information taleate these companies in making
investment decisions. If our Investment Adviseunsible to uncover all material information abowtsth companies, it may not make a
fully informed investment decision, and we may laseney on our investments;
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e they are more likely to depend on the manageméamittaand efforts of a small group of persons;dfae, the death, disability,
resignation or termination of one or more of thesesons could have a material adverse impact opantfiolio company and, in turn,
on us;

e they may have less predictable operating resulty, fnom time to time be parties to litigation, nag engaged in changing businesses
with products subject to a risk of obsolescenceraag require substantial additional capital to surpgheir operations, finance
expansion or maintain their competitive positianatidition, our executive officers, directors amal lmvestment Adviser could, in the
ordinary course of business, be named as defenutdlittgation arising from proposed investmentsram our investments in the
portfolio companies.

Economic recessions or downturns could impair ousrtfolio companies and harm our operating resuli

Our portfolio companies will generally be affectadthe conditions and overall strength of the matlpregional and local economies,
including interest rate fluctuations, changes imdhpital markets and changes in the prices of gnenary commodities and products. These
factors also impact the amount of residential, #tdal and commercial growth in the energy induségditionally, these factors could
adversely impact the customer base and customlectiohs of our portfolio companies.

As a result, many of our portfolio companies maysbsceptible to economic slowdowns or recessiodsraay be unable to repay our
loans or meet other obligations during these psridtierefore, our non-performing assets are likeincrease, and the value of our portfolio
is likely to decrease, during these periods. Advesonomic conditions also may decrease the véloellateral securing some of our loans
and the value of our equity investments. Econoroiwdowns or recessions could lead to financialdssa our portfolio and a decrease in
revenues, net income and assets. Unfavorable edomomditions also could increase our funding cdstst our access to the capital mark
or result in a decision by lenders not to exteratlitito us. These events could prevent us froneasing investments and harm our operating
results.

A portfolio company’s failure to satisfy financiat operating covenants imposed by us or other Isnttzuld lead to defaults and,
potentially, termination of its loans and foreclason its secured assets, which could trigger ede$sults under other agreements and
jeopardize a portfolio compa’s ability to meet its obligations under the debequity securities that we hold. We may incur egss to the
extent necessary to seek recovery upon default megotiate new terms, which may include the wabferertain financial covenants, with a
defaulting portfolio company. In addition, if onéaur portfolio companies were to go bankrupt, etreugh we may have structured our
interest as senior debt or preferred equity, deipgnah the facts and circumstances, including ttierd to which we actually provided
managerial assistance to that portfolio compargreruptcy court might recharacterize our debtouity holding and subordinate all or a
portion of our claim to those of other creditors.

Our portfolio companies may incur debt or issue efyusecurities that rank equally with, or senior tour investments in such companies.

We invest primarily in mezzanine debt and dividgraying equity securities issued by our portfolionpanies. Our portfolio companies
usually have, or may be permitted to incur, othedstdor issue other equity securities, that ranka#tg with, or senior to, the securities in
which we invest. By their terms, such instrumenés/mrovide that the holders are entitled to recpagment of dividends, interest or
principal on or before the dates on which we atéled to receive payments in respect of the séiesrin which we invest. Also, in the event
of insolvency, liquidation, dissolution, reorgartina or bankruptcy of a portfolio company, holdefsecurities ranking senior to our
investment in that portfolio company would typigatle entitled to receive payment in full before igeeive any distribution in respect of our
investment. After repaying the senior security eodd the portfolio company may not have any remginassets to use for repaying



obligation to us. In the case of securities ranldggally with securities in which we invest, we Wbhave to share on an equal basis any
distributions with other security holders in theeetof an insolvency, liquidation, dissolution, mganization or bankruptcy of the relevant
portfolio company. In addition, we may not be ipasition to control any portfolio company in whiale invest. As a result, we are subject to
the risk that a portfolio company in which we invegy make business decisions with which we disagrel the management of such
company, as representatives of the holders of do&mmon equity, may take risks or otherwise aetays that do not serve our interests as
debt or preferred equity investors.
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We may not be able to fully realize the value oéttollateral securing our debt investments.

Although a substantial amount of our debt investsiane protected by holding security interesthiedssets of the portfolio companies,
we may not be able to fully realize the value & tlollateral securing our investments due to onaare of the following factors:

e since our debt investments are primarily made énftim of mezzanine loans, our liens on the calitéf any, are subordinated to
those of the senior secured debt of the portfadimganies, if any. As a result, we may not be ablontrol remedies with respect to
the collateral;

o the collateral may not be valuable enough to satilifof the obligations under our secured loamtipalarly after giving effect to the
repayment of secured debt of the portfolio compiay ranks senior to our loan;

e bankruptcy laws may limit our ability to realizelwa from the collateral and may delay the real@afrocess;
e our rights in the collateral may be adversely a#ddy the failure to perfect security interestthia collateral;

e how effectively the collateral would be liquidatedd the value received could be impaired or impédxjetthe need to obtain regulatory
and contractual consents; and

e by its nature, some or all of the collateral maylliguid and may have no readily ascertainablekatwalue. The liquidity and value
the collateral could be impaired as a result ohglirag economic conditions, competition, and otlaetdrs, including the availability
suitable buyers.

Our incentive fee could induce Prospect Manageméminake speculative investments.

The incentive fee payable by us to Prospect Managémay create an incentive for our Investment 8elvio make investments on our
behalf that are more speculative or involve mask than would be the case in the absence of sunp&asation arrangement. The way in
which the incentive fee payable is determined (dated as a percentage of the return on investgitaiamay encourage the Investment
Adviser to use leverage to increase the returnusrninvestments. The use of leverage would incrédasdékelihood of default, which would
disfavor holders of our common stock. Similarlychese the Investment Adviser will receive an ineenfiee based, in part, upon net capital
gains realized on our investments, the Investmelvisgier may invest more than would otherwise be @mate in companies whose securi
are likely to yield capital gains, as comparedimime producing securities. Such a practice cagdlt in our investing in more speculative
securities than would otherwise be the case, weneid result in higher investment losses, partitylduring economic downturns.

The incentive fee payable by us to Prospect Manageaiso could create an incentive for our Investrdgviser to invest on our behalf
in instruments, such as zero coupon bonds, tha haleferred interest feature. Under these invedtnee would accrue interest income ¢
the life of the investment but would not receivgpants in cash on the investment until the endheftérm. Our net investment income used
to calculate the income incentive fee, howeveluihes accrued interest. For example, accrued sttaf@ny, on our investments in zero
coupon bonds will be included in the calculatioroaf incentive fee, even though we will not receavsy cash interest payments in respect of
payment on the bond until its maturity date. Traupprtion of this incentive fee would be basedrmoime that we may not have yet received
in cash.
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Our investments in foreign securities may involvigrsificant risks in addition to the risks inherenin U.S. investments.

Our investment strategy contemplates potentialdtmaents in securities of foreign companies. Inwesiin foreign companies may expe
us to additional risks not typically associatedhwitvesting in U.S. companies. These risks inclcitinges in exchange control regulations,
political and social instability, expropriation, jposition of foreign taxes, less liquid markets &g available information than is generally
the case in the United States, higher transactistscless government supervision of exchangekels@nd issuers, less develoj



bankruptcy laws, difficulty in enforcing contractwbligations, lack of uniform accounting and airdjtstandards and greater price volatility.

Although currently most of our investments are, agdexpect that most of our investments will bes.Wollar-denominated, our
investments that are denominated in a foreign aagrevill be subject to the risk that the value gfaaticular currency will change in relation
to one or more other currencies. Among the fadteasmay affect currency values are trade balarthedevel of short-term interest rates,
differences in relative values of similar assetdifferent currencies, long-term opportunities iforestment and capital appreciation, and
political developments.

We may employ hedging techniques to minimize thieskes, but we can offer no assurance that suckegies will be effective. If we
engage in hedging transactions, we may exposeloeeass® risks associated with such transactionsmg utilize instruments such as
forward contracts, currency options and interetgt savaps, caps, collars and floors to seek to haggmst fluctuations in the relative values
of our portfolio positions from changes in curremxchange rates and market interest rates. Hedgiagst a decline in the values of our
portfolio positions does not eliminate the posgipibf fluctuations in the values of such positiamrgprevent losses if the values of such
positions decline. However, such hedging can estabther positions designed to gain from thoseesdavelopments, thereby offsetting the
decline in the value of such portfolio positionscB hedging transaction may also limit the oppatyuior gain if the values of the portfolio
positions should increase. Moreover, it may nopagsible to hedge against an exchange rate oegtteate fluctuation that is so generally
anticipated that we are not able to enter intodghmey transaction at an acceptable price.

The success of our hedging transactions dependaraability to correctly predict movements, curriescand interest rates. Therefore,
while we may enter into such transactions to seekduce currency exchange rate and interestisk® unanticipated changes in currency
exchange rates or interest rates may result ingpaserall investment performance than if we hademgaged in any such hedging
transactions. The degree of correlation betweearepriovements of the instruments used in a hedgiategy and price movements in the
portfolio positions being hedged may vary. Moreg¥er a variety of reasons, we may not seek tobdistaa perfect correlation between such
hedging instruments and the portfolio holdings bdiedged. Any such imperfect correlation may préeusrfrom achieving the intended
hedge and expose us to risk of loss. In additiomaly not be possible to hedge fully or perfectjgiast currency fluctuations affecting the
value of securities denominated in non-U.S. culiesnc

Risks Relating To Our Securities

There is a risk that you may not receive divideratshat our dividends may not grow over time.

We have made and intend to continue to make digioibs on a quarterly basis to our stockholdersobasssets legally available for
distribution. We cannot assure you that we williagha investment results or maintain a tax stataswlill allow or require any specified level
of cash distributions or year-to-year increasesash distributions. In addition, due to the asegetage test applicable to us as a business
development company, we may be limited in our gbit make distributions. See “Distributions.”
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Provisions of the Maryland General Corporation Land of our charter and bylaws could deter takeatéempts and have an adve
impact on the price of our common stock.

The Maryland General Corporation Law and our chantel bylaws contain provisions that may have ffeceof discouraging, delaying
or making more difficult a change in control anéyenting the removal of incumbent directors. Wecaneered by the Maryland Business
Combination Act (the “Business Combination Act”)the extent such statute is not superseded bycaydi requirements of the 1940 Act.
However, our Board of Directors has adopted a utgol exempting any business combination betweemdsany other person from the
Business Combination Act, subject to prior apprafauch business combination by our Board, incigdi majority of our directors who are
not interested persons as defined in the 1940IAaddition, the Maryland Control Share Acquisitidat (the “Control Share Act”) provides
that control shares of a Maryland corporation a@glin a control share acquisition have no votights except to the extent approved by a
vote of two-thirds of the votes entitled to be aasthe matter. Our bylaws contain a provision exiémg from the Control Share Act any and
all acquisitions by any person of our shares dafksttf the applicable Board resolution is repealedur Board does not otherwise approve a
business combination, the Business CombinatioreAdtthe Control Share Act (if we amend our bylasvbéd subject to that Act) may
discourage others from trying to acquire controliefand increase the difficulty of consummating afigr.

Additionally, under our charter, our Board of Direxs is divided into three classes serving stagherens; our Board of Directors may,
without stockholder action, authorize the issuarfcghares of stock in one or more classes or sénielsiding preferred stock; and our Board
of Directors may, without stockholder action, amend charter to increase the number of sharesoksif any class or series that we have
authority to issue. The existence of these promisiamong others, may have a negative impact opribe of our common stock and may
discourage third party bids for ownership of oun@pany. These provisions may prevent any premiurimglmfered to you for shares of our
common stock.

Investing in our securities may involve a high degof risk.



The investments we make in accordance with oursiimrent objective may result in a higher amounig¥f than alternative investment
options and volatility or loss of principal. Ouvestments in portfolio companies may be speculatia aggressive, and therefore, an
investment in our shares may not be suitable forezme with low risk tolerance.

The market price of our securities may fluctuagmsicantly.

The market price and liquidity of the market for g@ecurities may be significantly affected by nuowsrfactors, some of which are
beyond our control and may not be directly relatedur operating performance. These factors include

e significant volatility in the market price and tiad volume of securities of business developmentmamies or other companies in the
energy industry, which are not necessarily relébetthe operating performance of these companies;

e changes in regulatory policies or tax guidelinestipularly with respect to RICs or business depaient companies;
e loss of RIC status;

e changes in earnings or variations in operatingltgsu

e changes in the value of our portfolio of investnsent

e any shortfall in revenue or net income or any iaseein losses from levels expected by investosgaurities analysts;
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e departure of one or more of Prospect Managemeag/krsonnel;
e operating performance of companies comparable;to us

e changes in prevailing interest rates;

e litigation matters;

e general economic trends and other external fachons;

e loss of a major funding source.

We may allocate the net proceeds from any offarivgays with which you may not agree.

We will have significant flexibility in investinghie net proceeds of any offering of our securitgs.may use the net proceeds from the
offering in ways with which you may not agree or ftvestments other than those contemplated dfrtteeof the offering, unless such chai
in the use of proceeds is subject to stockholdmrptoval or prohibited by law.

Sales of substantial amounts of our securitiehégublic market may have an adverse effect omtr&et price of our securities.

As of September 27, 2007, we have 20,021,138 slba@ammon stock outstanding. Sales of substaatiadunts of our securities or the
availability of such securities for sale could achety affect the prevailing market price for ouceties. If this occurs and continues it could
impair our ability to raise additional capital tiigh the sale of securities should we desire toodo s

Item 1B. Unresolved Staff Comments.

Not applicable
Item 2. Properties.

We do not own any real estate or other physicgbgmies materially important to our operation. ©ffices are located at 10 East 40th
Street, New York, New York 10016, where we occupy affice space pursuant to our Administration Agnent with Prospect
Administration. Our office facilities, which areafed with our Investment Adviser and Administratamsist of more than three thousand
square feet and include 18 rooms and associatethoarareas that are used for offices and conferiewddies. We believe that our office
facilities, which also include the use of more ti&hcomputers and two computer servers, are seitaill adequate for our busine



Item 3. Legal Proceedings.

The Company is a defendant in a legal action ayieunt of its activities. While predicting the ouiee of litigation is inherently very
difficult, and the ultimate resolution, range ofspible loss and possible impact on operating resaltinot be reliably estimated, management
believes, based upon its understanding of the faudshe advice of legal counsel, that it has dtoresus defense for this action. We continue
to defend this action vigorously, and believe tieablution of this action will not have a mategadidverse effect on the Company’s financial
position.

On December 6, 2004, Dallas Gas Partners (“DGE#ed Prospect Capital with a complaint filed Naber 30, 2004 in the U.S. Distr
for the Southern District of Texas, Galveston Diis DGP alleges that DGP was defrauded and theepect Capital breached its fiduciary
duty to DGP and tortiously interfered with DGP’snt@ct to purchase Gas Solutions, Ltd. (a subsidiour portfolio company, GSHI) in
connection with Prospect Capital’s alleged agreanme8eptember 2004 to loan DGP funds with whichFDi@tended to buy Gas Solutions,
Ltd. for approximately $26,000. The complaint seeef not limited to $100,000. We believe thae BGP complaint is frivolous and
without merit, and intend to defend the matter wiysly. On November 30, 2005, U.S. Magistrate Juliden R. Froeschner of the U.S.
District Court for the Southern District of Tex&alveston Division, issued a recommendation thattiurt grant Prospect Capital's Motion
for Summary Judgment dismissing all claims by DOR.February 21, 2006, U.S. District Judge Samuaeailti§éthe U.S. District Court for
the Southern District of Texas, Galveston Divisiesued an order granting Prospect Capital's MdiiorSummary Judgment dismissing all
claims by Dallas Gas Partners, L.P., against Pob<papital Corporation. DGP has appealed this dgtis

We are involved in various investigations, claims éegal proceedings that arise in the ordinarys®wof our business. These matters
may relate to intellectual property, employmer, tagulation, contract or other matters. The natsoh of such of these matters as may arise
will be subject to various uncertainties and, efesnich claims are without merit, could resultlve texpenditure of significant financial and
managerial resources.

Item 4. Submission of Matters to a Vote of Securitydolders.
No matters were submitted to a vote of securitgéid during the fourth quarter of the fiscal yazdtedd June 30, 2007.
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PART Il

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Edty Securities.

Our common stock is quoted on the NASDAQ Stock Matknder the symbol “PSEC.” The following tablessetrth, for the periods
indicated, our net asset value per share of constamk and the high and low closing prices per sboeir common stock as reported on the
NASDAQ Stock Market. Our common stock historically hasié@at prices both above and below its net aséat v@here can be no
assurance, however, that such premium or discasrdpplicable, to net asset value will be mainthine

Premium Premium
Net Asset (Discount) of (Discount) of
High Sal Low Sal
Year Ended Value Per Prlige toaNeest Prﬁ:\g toal\(la:t
June 30, 2006 Share® High Low Asset Value Asset Value
First quarter $ 14.6(C $ 13.6( $ 11.0¢ (6.8%) (24.2%)
Second quarter $ 14.6¢ $ 15.9¢ $ 12.8¢ 5.2% (12.€%)
Third quarter $ 14.81 $ 16.64 $ 15.0C 12.2% 1.2%
Fourth quarter $ 15.31 $ 17.07 $ 15.8¢ 11.£% 3.4%
Year Ended
June 30, 2007
First quarter $ 14.8¢ $ 16.71 $ 15.3( 12.9% 2.3%
Second quarter $ 15.2¢ $ 18.97 $ 15.1C 24.5% (0.€%)
Third quarter $ 15.1¢ $ 17.6¢ $ 16.4C 16.5% 8.C%
Fourth quarter $ 15.0¢ $ 18.6¢ $ 16.91 24.2% 12.&%

(1) Net asset value per share is determined dsedast day in the relevant quarter and therefag not reflect the net asset value per sha
the date of the high or low sales price. The ns¢tagalues shown are based on outstanding shattes extd of each perio



On September 27, 2007, the last reported sales pfiour common stock was $16.87 per share. Asugfuat 31, 2007, we had

approximately 41 stockholders of record, and wedmutoximately 18,500 beneficial owners whose share held in the names of brokers,
dealers and clearing agencies.

Dividends

We intend to continue to distribute quarterly desids to our stockholders. Our quarterly dividerfdsny, will be determined by our
Board of Directors.

We have elected to be taxed as a RIC under Sulmhlelpsf the Internal Revenue Code of 1986. To naéinour RIC status, we must
distribute at least 90% of our ordinary income egalized net short-term capital gains in excesgalized net long-term capital losses, if any,
out of the assets legally available for distribntitn order to avoid certain excise taxes impose®RILCs, we currently intend to distribute
during each calendar year an amount at least ¢gjtia¢ sum of (1) 98% of our ordinary income fag ttalendar year, (2) 98% of our capital
gains in excess of capital losses for the pear period ending on October 31st and (3) anynargliincome and net capital gains for precet
years that were not distributed during such ydaraddition, although we currently intend to distrie realized net capital gaini.e., net
long-term capital gains in excess of short-termteafosses), if any, at least annually, out of #ssets legally available for such distributions,
we may in the future decide to retain such capigéhs for investment.

The following table reflects the dividends per shtmat we have declared on our common stock to date
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Declaration Date Ex-Date Record Date Pay Date Rate
11/11/2004 12/8/2004 12/10/2004 12/30/2004 0.10000
2/9/2005 3/9/2005 3/11/2005 3/31/2005 0.12500
4/21/2005 6/8/2005 6/10/2005 6/30/2005 0.15000
9/15/2005 9/20/2005 9/22/2005 9/29/2005 0.20000
12/12/2005 12/20/2005 12/22/2005 12/29/2005 0.28000
3/15/2006 3/22/2006 3/24/2006 3/31/2006 0.30000
6/14/2006 6/21/2006 6/23/2006 6/30/2006 0.34000
7/31/2006 9/20/2006 9/22/2006 9/29/2006 0.38000
12/15/2006 12/27/2006 12/29/2006 1/5/2007 0.38500
3/14/2007 3/21/2007 3/23/2007 3/30/2007 0.38750
6/14/2007 6/20/2007 6/22/2007 6/29/2007 0.39000
9/6/2007 9/17/2007 9/19/2007 9/28/2007 0.39250

Dividend Reinvestment

We maintain an “opt out” dividend reinvestment @agh purchase plan for our registered stockhol@lkrder the plan, if shares of our
common stock are registered in your name, dividevidde automatically reinvested in additional ef&of common stock unless you “opt
out” of the plan. Stockholders are advised to ctingith their brokers or financial institutions, appropriate, with respect to the
administration of their dividends and related instions.

Assuming that we maintain our status as a regulategstment company under Subchapter M of the Cedantend to make

distributions to our stockholders on a quarterlgib@f substantially all of our net operating in@riVe may also make distributions of net
realized capital gains, as appropriate.

Tax characteristics of all dividends will be regattto stockholders, as appropriate, on Form 1099ddter the end of the year. The
Board of Directors of Prospect Capital presenttgnds to declare and pay quarterly dividends orc¢imemon stock. Prospect Capital 's

ability to pay dividends could be affected by fatinusiness performance, liquidity, capital neelisfraative investment opportunities and |
covenants.

During the three months ended June 30, 2007, wedsa total of 69,834 shares of common stock uodedividend reinvestment plan.
The following table reflects the history of shaiesued under the dividend reinvestment plan:

Aggregate Offering

Date Shares Issued Price (in 000s)

% of Dividend



March 31, 2006 6,841 $ 11C 5.2%

June 30, 2006 7,93: 13C 5.4%
September 29, 2006 80,81¢ 1,27: 26.2%
December 29, 2006 108,04 1,851 25.5%
March 30, 2007 93,84: 1,59 20.8%
June 30, 2007 69,83« 1,19( 15.2%

2007 Tax Information

For its tax year ended August 31, 2007 the Fundydates 15%, or the maximum amount allowable,flividend distributions as
qualified dividend income. The actual amount ofldiea dividend income for the calendar year widl beported on Form 1099-DIV. Please
consult your tax advisor regarding tax treatment.

Stock Performance Graph

This graph compares the return on our common stditkthat of the Standard & Poar500 Stock Index and the NASDAQ Financial
Index, for the period July 27, 2004 (inception ob$pect Capital) through June 30, 2007. The graphraes that, on July 27, 2004, a person
invested $100 in each of our common stock, the S&®Index, and the NASDAQ Financial 100 Index. §h@ph measures total shareholder
return, which takes into account both changesdoksprice and dividends. It assumes that dividgradg are invested in like securities.
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Item 6. Selected Financial Data.

The following selected financial data is deriveahfraudited financial statements . The financiahddtould be read in conjunction with
our financial statements and related notes themetio‘'Management’s Discussion and Analysis of Firgr€ondition and Results of
Operations” included below in this report. The figear ended June 30, 2004 predated our initialipoffering, and therefore provides no
meaningful information.

(all figures in thousands except per share and athi)

For the Year For the Year For the Year
Ended June Ended June Ended June
30, 2007 30, 2006 30, 2005



Total investment income $ 40,68: $ 16,86¢ $ 8,09:

Total expenses (17,550 (8,317 (5,682)
Net investment incom 23,13 8,55¢ 2,411
Net increase in net assets resulting from opera 16,72¢ 12,89¢ 8,751
Per Share Data :

Net increase in net assets resulting from opersa® 1.0€ 1.8: 1.24
Distributions declared per share (1.59) (1.12) (0.3¢)
Balance Sheet Data:

Total assets 376,50: 138,48l 103,90¢
Total liabilities 76,45¢ 30,21( 942
Net asset 300,04¢ 108,27! 102,96’
Amount drawn on credit facility — 28,50( —
Other Data:

Number of portfolio companies at period ¢ 24 15 6
(1) Per share data is based on average weighteessioa the period 15,724,09 7,056,841 7,055,101

(2) Includes a net profits interest in CharlevoneEgy Trading LLC (“Charlevoix”), remaining aftevdn was paid

Item 7. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations(All figures in this item are in
thousands except per share and other data)

This annual report on Form 10-K contains forwarokiog statements that involve risks and uncertasntas well as assumptions that, if
they never materialize or prove incorrect, couldseathe results of Prospect Capital Corporatiatiffer materially from those expressed or
implied by such forward-looking statements. Alltstaents other than statements of historical faxstatements that could be deemed
forward-looking statements, including any projecti®f revenue, expenses, earnings or losses frematigns or investments, or other
financial items; any statements of the plans, egjias and objectives of management for future djpgis any statements of expectation or
belief; and any statements of assumptions undeylgny of the foregoing. The risks, uncertaintied assumptions referred to above include
risks that are described in “Business—Factors Mat Affect Future Results” and elsewhere in thisomt and that are otherwise described
from time to time in our Securities and Exchangen@ussion, or the “SEC,” reports filed after thipoet.
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The forward-looking statements included in thisarpepresent our estimates as of the date oféjiart. We specifically disclaim any
obligation to update these forward-looking statetmé@mthe future.

We use words such as “anticipates,” “believes, peots,” “future,” “intends” and similar expressiaiesidentify forward-looking
statements. Our actual results could differ maltgrieom those projected in the forward-lookingtstaments for any reason, including the
factors set forth in “Risk Factors” in this repdife caution you that forward-looking statementth@d type are subject to uncertainties and
risks, many of which cannot be predicted or quaatif

The following analysis of our financial conditiondaresults of operations should be read in conjiomctvith our financial statements and the
related notes thereto contained elsewhere in tois1+10-K.

Overview

Prospect Capital is a publicly traded mezzaniebt and private equity firm that provides itremnt capital to micro to middle market
companies. We invest primarily in senior and sulmaidd debt and equity of companies in need oftabfair acquisitions, divestitures,
growth, development, project financing and recdigiaéion. We work with the management teams orrfial sponsors to seek investments
with historical cash flows, asset collateral orttacted proforma cash flows.

The total portfolio value of our investmentas $328,222 and $133,969 as of June 30, 2007wen@d3D, 2006, respectively. During the
fiscal year 2007, our net cost of investments iaseel by $202,604, or 164%, as we invested in 10imesstments, while two of our
investments repaid their loans during the y



For the fiscal year ended June 30, 2007netassets increased by $191,778 (or 177%). Thegehia net assets is as a result of an
increase of $202,592 of proceeds from the issuahnew shares of our stock and $16,728 from netajmas, offset by $27,542 in dividend
distributions to our shareholders. Out of the $28,/fom net operations, our investment income actamlifor $23,131 and realized gain on
investments of $1,949 reduced by $8,352 in unredlgepreciation of investments. The decrease igalined value was mainly associated
with write-downs in our investments in Advantagéfi@id Group, Ltd. (“Advantage”), ESA Environment&pecialists, Inc. (‘ESA”), Genesis
Coal Corporation (“Genesis”), Unity Virginia Holdis LLC (“Unity”), Whymore Coal Company, Inc. (“Whyre”) and Worcester Energy
Company, Inc. (“WECQ"). However, there were sigrafiit write-ups in our investments in Gas Solutidogdings, Inc. (“GSHI”) and NRG
Manufacturing, Inc. (“NRG").

We seek to be a long-term investdth our investment companies. As of June 30, 20@¥continue to pursue our investment strategy
109.4% of our net assets are invested in long-tevestments.

Our disciplined approach of investment hémasdd us to invest primarily in industries relatedhe industrial/energy economy. However,
we continue to strategically focus our disciplirsgproach in other sectors of the economy to difyecsir portfolio holdings. This is further
evidenced by the change of our corporate name. $6the companies in which we invest have relagiwsort or no operating histories.
These companies are and will be subject to athefausiness risk and uncertainties associatedamigmew business enterprise, including the
risk that these companies may not reach their tmwersts objective or the value of our investmenthem may decline substantially or fall to
zero.

After a robust global debt market during ¢aglier part of 2007, beginning in June 2007, sigfnstrain emerged as fears of increasing
defaults in the subprime mortgage lending markesed a broader loss of investor confidence beyloadtbprime mortgage lending market
and into the corporate leveraged loan and highlydebt markets. Collateralized Loan Obligationsl{@3") and hedge funds, in particular,
have been a driving force in the excess liquidigt existed in the debt capital markets. The Idéssvestor confidence in many of these hic
leveraged investment vehicles has significantlyst@mned the market for new CLO issuance.

Consequently, since June, there has been a saymtifieduction in liquidity in the corporate debpital markets and several transaction
the high yield and leveraged loan markets haventgcbeen cancelled, postponed, or restructured.eitra supply and meaningfully less
demand has shifted the dynamics between buyersddieds and caused several hundred billion dotthcorporate loans and bridge loan
commitments to remain on the balance sheets afidinhinstitutions and remain undistributed. Weidogd that, as of today, this reduction in
liquidity remains technically driven and has causedeased market volatility in the secondary mioéexisting leveraged loans and high
yield bonds, driving many leveraged loan and bomdket quotes to below the primary market offer @ridgthout regard to underlyir
fundamental performance of many of these issérs.valuation of securities held within our portfoio has not been adversely affected |
these events because we have not participated ireteyndicated loan market to date to any meaningfudxtent. If we were to enter into
these markets, we would be able to lend moneygitehirates of interest and would be able to puel@mns at greater discounts than prior to
the occurrence of these events, in turn these swst could increase our cost of financing.

The preparation of financial statements in confeymiith generally accepted accounting principlethi@ United States or, “GAAP,”
requires management to make estimates and assas it affect the reported amounts of assetsiabitities at the date of the financial
statements and the reported amounts of income>grehses during the reported period. Changes irdbromic environment, financial
markets and any other parameters used in detemgih@se estimates could cause actual resultsfeyr.dif
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The following are significant accounting policiesnsistently applied by Prospect Capital:

We believe that the estimates, assumptions andrjadts involved in the accounting policies describelbw have the greatest potential
impact on our financial statements. So we congluese to be our critical accounting policies aray/thre consistently applied by us:

Investments

a) Security transactions are recorded on a tradebdetis.

b) Valuation:

1) Investments for which market quotations are reaalifgilable are valued at such market quotations.

2)  Short-term investments which mature in 60 day®ss,Isuch as United States Treasury Bills, areedadiiamortized cost, which
approximates market value. The amortized cost nteithlves valuing a security at its cost on theeds purchase and thereafter
assuming a constant amortization to maturity ofdifterence between the principal amount due atnitgtand cost. Short-term
securities which mature in more than 60 days algedsat current market quotations by an indepenplacing service or at the
mean between the bid and ask prices obtained ftdeast two brokers or dealers (if available, drevtvise by a principal market



3)

4)

maker or a primary market dealer). Investmentsamey market mutual funds are valued at their negtagalue as of the close of
business on the day of valuatic

It is expected that most of the investments inGbenpany’s portfolio will not have readily availabtearket values. Debt and
equity securities whose market prices are not headailable are valued at fair value, with theistssice of an independent
valuation service, using a documented valuatioicp@nd a consistently applied valuation procesewts under the direction of
our Board of Directors

The factors that may be taken into account inyfaidluing investments include, as relevant, thefptio company’s ability to
make payments, its estimated earnings and projelisedunted cash flows, the nature and realizakligevof any collateral, the
sensitivity of the investments to fluctuationsmteirest rates, the financial environment in whiwd portfolio company operates,
comparisons to securities of similar publicly trd@®mpanies and other relevant factors. Due tantherent uncertainty of
determining the fair value of investments that dohmve a readily available market value, thevalue of these investments may
differ significantly from the values that would lelieen used had a ready market existed for suelstments, and any such
differences could be materi

The Financial Accounting Standards Board (“FASBdsecently issued a new pronouncement addressimngafue
measurements, Statement of Financial Accountingdatals Number 157, “Fair Value Measurements” (“FA&S3”). This
statement defines fair value, establishes a framefo measuring fair value and expands disclosabesut fair value
measurements. FAS 157 is not expected to have erialaffect on the financial statemer

Realized gains or losses on the sale of investnagatsalculated using the specific identificatioethod.

Interest income adjusted for amortization of premiand accretion of discount is recorded on an attrasis. Origination, closing
and/or commitment fees associated with investmargsrtfolio companies are accreted into interesbme over the respective terms
the applicable loans. Upon the prepayment of a twadebt security, any prepayment penalties andhoniézed loan origination, closing
and commitment fees are recorded as interest inc

Dividend income is recorded on the-dividend date

Structuring fees and similar fees are recognizédasne as earned, usually when paid. Structueeg,fexcess deal deposits, net pr
interests and overriding royalty interest are ideld in other income

In determining the fair value of our portfolio irstenents at June 30, 2007, the Audit Committee me§umust 22, 2007, and considered

valuations from the independent valuation firm &edn management having an aggregate range of $306;2$330,876.

Our portfolio had an annualized current yield ofl2% and 17.0 % across all our long-term debt amgiceequity investments as of June

30, 2007 and June 30, 2006, respectively. Thislyraludes interest from all of our long-term intreents as well as dividends from GSHI.
We expect the current yield to decline over timevasncrease the size of the portfolio. Monetizatid other equity positions that we hold is
not included in this yield calculation. In eachoofr portfolio companies, we hold equity positiors)ging from minority interests to majority
stakes, which we expect over time to contributeuninvestment returns. Many of these equity posgiinclude features such as contractual
minimum internal rates of returns, preferred dsittions, flip structures and other features expktieggenerate additional investment returns,
as well as contractual protections and prefereaeesjunior equity, in addition to the yield andtsaty offered by our cash flow and
collateral debt protections. Set forth below aneesal views of our investment portfolio, classifieg type of investment, geographic
diversification and energy sector diversificatiardane 30, 2007 and June 30, 2006, respectively:

40
6/30/07 6/30/06
Fair Value Fair Value
Type of Investment (000s) % of Portfolio (000s) % of Portfolio

Cash and Cash Equivalents $ 41,76( 11.5% $ 1,60¢ 1.2%
Senior Secured Debt 202,24 54.7% 92,15: 68.(%
Subordinated Secured Debt 78,90¢ 21.2% 21,15¢ 15.€%
Common Stock 43,517 11.€% 17,61( 13.(%
Preferred Stock 10€ 0.C% 1,507 1.1%
Warrants 3,451 0.9% 1,54¢ 1.1%

Total Portfolio $ 369,98: 100.(% $ 135,57 100.(%




6/30/07 6/30/06
Fair Value Fair Value
Geographic Exposure (000s) % of Portfolio (000s) % of Portfolio
Midwest U.S. 36,94 10.(% 28,03( 20.7%
Northeast U.S 44,55¢ 12.(% 16,48¢ 12.1%
Southeast U.S. 70,54t 19.1% 19,84¢ 14.€%
Southwest U.S. 157,09° 42.5% 47,41¢ 35.(%
Canada 19,08( 5.1% 22,18¢ 16.4%
Cash and Cash Equivalents 41,76( 11.2% 1,60¢ 1.2%
Total Portfolio 369,98: 100.(% 135,57 100.(%
6/30/07 6/30/06
Fair Value Fair Value
Energy Sector (000s) % of Portfolio (000s) % of Portfolio
Biofuels/Ethanol 8,00( 2.1% 8,00( 5.¢%
Biomass Power 25,047 6.8% 16,48¢ 12.2%
Construction Services 15,30¢ 4.1% 19,24: 14.2%
Contracting 5,00(C 1.3% —
Financial Services 25,00( 6.8% —
Gas Gathering and Processing 44,50( 12.(% 33,10( 24.%
Manufacturing 41,37¢ 11.2% — —
Metal Services 5,82¢ 1.6% — —
Mining and Coal Production 18,49¢ 5.C% 15,87¢ 11.7%
Natural Gas Marketin — — 5,42; 4.C%
Oil and Gas Production 110,24 29.8% 20,66 15.2%
Production Services 22,87( 6.2% 15,18: 11.2%
Shipping 6,55: 1.8% — —
Cash and Cash Equivalents 41,76( 11.3% 1,60¢ 1.2%
Total Portfolio 369,98 100.(% 135,57° 100.(%

Results of Operations

Investment Activity

We completed our 13th quarter, which was our 1@lhgiuarter since completion of our initial pubbéfering on July 27, 2004, with

approximately 109.4 % of our net assets or aboR8R22 invested in 24 long-term portfolio investisefincluding a net profits interest
remaining in Charlevoix) and 13.9 % of our net &sgevested in money market funds. The remainir®gg3®) of our net assets represents
liabilities in excess of other assets.
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Long-Term Portfolio Investments

During the quarter ended June 30, 2007, we compfate new investments and follow on investmentexisting portfolio companies,
totaling approximately $130,409. Additionally, aam& 6, 2007, Charlevoix completely paid its loathvein additional prepayment penalty of
$352 for the loan. The Company will maintain a pretfits interest in Charlevoix. Including the prgpgent premium, the Company realized a
21% internal rate of return on this investmentyespnting 1.2 times cash on cash.

On April 11, 2007, Prospect Capital provided $1R,3a8quisition and growth financing to ESA, a condtiion, engineering and
environmental services firm located in CharlottertN Carolina. The investment was in the form afisesecured notes and warrants. There
were additional fundings in May of 2007.

On June 4, 2007, Prospect Capital provided $10gré@th financing to KerFex Energy Corp., an independent energy companggsu
in the development and production of crude oil aatliral gas hydrocarbons in East Texas. The invagtmas in the form of senior secul



notes, as well as net profits interests and oviegitbyalty interests.

On June 26, 2007, Prospect Capital closed on adcsion that provided $19,511 for the acquisitibR¢/ Industries, Inc., a diversified
engineering and manufacturing company located indydrook, Pennsylvania. The investment was irfah@ of senior secured notes,
common shares and warrants. The investment wagdfuod June 28, 2007.

On June 29, 2007, Prospect Capital closed on adction that provided $45,000 growth financing ®NHOIl & Gas, LLC, an oil and
gas production and development company locatediltaf) Texas. The investment was in the form ofesecured notes, as well as a net
profits interest. The investment was funded on 3ul007.

On June 29, 2007, Prospect Capital closed on adction that provided $25,000 debt financing toiBeg Management Corp, a
consumer finance installment loan company locate@reenville, South Carolina. The investment wathéform of subordinated secured
notes. The investment was funded on July 12, 2007.

Since inception, here is a quarter-by-quarter surymfthe investment activity.

Quarter-End

June 30, 2007
March 31, 2007
December 31, 2006
September 30, 2006
June 30, 2006
March 31, 2006
December 31, 2005
September 30, 2005
June 30, 2005
March 31, 2005
December 31, 2004
September 30, 2004

Acquisitions ()

$ 130,345
19,701
62,679
24,677
42,783
15,732
25,342
17,544

7,332
23,771
30,371

Dispositions(?

$ 9,857
7,731
17,796
2,781
5,752

901

3,523

(1) Includes new deals, additional fundings, refiriags and PIK interest
(2) Includes scheduled principal payments, prepaysnand refinancings

We classify our investments by level of control. defined in the 1940 Act, control investments &i@se where there is the ability or
power to exercise a controlling influence over tienagement or policies of a company. Control iegaly deemed to exist when a company
or individual owns more than 25% or more of theingsecurities of an investee company. Affiliataddstments and affiliated companies are
defined by a lesser degree of influence and armédddo exist through ownership of 5% or more ofdbestanding voting securities of anof

person.
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As of June 30, 2007, we held a controlling intenregtdvantage, GSHI, Genesis, NRG, R-V Industries,, Whymore and WECOAs of
June 30, 2007, we held an affiliated interest ip@lpchian Energy Holdings LLC and Iron Horse Coiledbing, Inc.

Level of Control

Control
Affiliate

Non-Control/Non-Affiliate
Cash and Cash Equivalents

Total Portfolio

6/30/07

6/30/06

Fair Value Fair Value
(000s) % of Portfolio (000s) % of Portfolio
$ 139,29: 37.¢% 49,58¢ 36.6%
14,62¢ 4.C% 25,32¢ 18.7%
174,30! 47.1% 59,05¢ 43.5%
41,76( 11.5% 1,60¢ 1.2%
$ 369,98 100.(% 135,57 100.(%




Coal prices have remained soft in Central Appakacdhie to mild weather, rail delays and utility intery builds. Accordingly, marginal
spot prices for coal have fallen, at times, bel@srating costs for many of the coal producers at thgion, including Whymore, Genesis and
Unity. However, Whymore and Genesis are sellind ooder a utility contract at above current spotkaaprices. These developments have
continued the risks associated with these invessramd the risks of loss of capital. However, austing and revenue enhancing efforts have
intensified, which, together with recent warmer thea and market production cuts, may improve therg situation. We are looking at
opportunities to take advantage of the currentefeged pricing environment through acquisitionsabdifable prices.

With respect to Unity, discussions have been undgtetween Prospect Capital, the second lien hdldersenior lender Texas Capital,
whose exposure has been reduced to $1,350, anglidgirding liquidating the last remaining saleghigperty in the collateral package
which consists of land, coal inventory, and theisefarea. According to Unity, the sale could yigido $195. Prospect Capital believes that
Unity principals would then have to pay off the séning debt to Texas Capital, making Prospect @afiie senior most secured lender.

As of the date of this report, loans we have madeSA and Advantage are under enhanced scrutimubgenior management team due
to existing or potential payment and/or covenaffiualés under the contracts governing these investsn&SA recently defaulted under our
contract governing our investment in ESA, prompiiisgo commence foreclosure actions with respecettain ESA assets in respect of
which we have a priority lien. In response to ottians, ESA filed voluntarily for reorganizationdsr the bankruptcy code. We have a
senior-secured, first-lien debt position with ctélal in the form of receivables, real estate, oHssets, personal guaranties and the stock of
ESA's subsidiary company, The Healing Staff. Oamldo ESA represents approximately 3.9% of ourendrasset base. At its August 22,
2007 meeting referenced above, our Board of Dirsateduced the fair value of our investment in E&Af June 30, 2007 from $13,800 to
$5,000, negatively impacting our NAV per share By44.

Advantage provides construction services to thamsstry, primarily in Alberta, which has expered a significant slowdown in gas
related construction activity. At March 31, 200dr investment in Advantage was carried at approteitga$17,100. We have a senior-
secured, first-lien debt position with collaterahsisting of substantially all of Advantage’s assétdvantage has experienced a business
slowdown and liquidity problems, and the Investm&dtiser believes Advantage could continue to elgmee payment and covenant
defaults. In addition, we may be required to prewdditional capital to Advantage to permit it tmtinue to operate until its liquidity
improves and its business prospects are realizedin@estment in Advantage represents approxima&&9o of our current asset base. At its
August 22, 2007 meeting referenced above, our BoBRdrectors reduced the fair value of our invesithin Advantage as of June 30, 2007
from $17,100 to $9,900, negatively impacting our\Nper share by $0.36.
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Investment Income

We generate revenue in the form of interest incoméhe debt securities that we own, dividend incamany common or preferred st
that we own, and amortized loan origination feeshanstructuring of new deals. Our investments) the form of debt securities, will
typically have a term of one to ten years and bearest at a fixed or floating rate. To the extachievable, we will seek to collateralize our
investments by obtaining security interests inpantfolio companies’ assets. We also may acquirgonity or majority equity interests in our
portfolio companies, which may pay cash or in-kitidddends on a recurring or otherwise negotiatesishdn addition, we may generate
revenue in other forms including prepayment peesléind possibly consulting fees. Any such feesrgégein connection with our
investments are recognized as earned.

Investment income, which consists of interest inepimcluding accretion of loan origination fees gmepayment penalty fees, dividend
income and other income, including net profitsiest, overriding royalties interest and structuriegs, was $40,681, $16,869 and $8,093 for
the years ended June 30, 2007, June 30, 2006 ard0u 2005, respectively.

Operating Expenses

Our primary operating expenses consist of investradwisory fees (base and incentive fees), craditify costs, legal and professional
fees and other operating and overhead-related sgpeiihese expenses include our allocable portiowashead under the Administration
Agreement with Prospect Administration under whitbhspect Administration provides administrativevgms and facilities for Prospect
Capital. Our investment advisory fees compensaténwestment Adviser for its work in identifyingy&uating, negotiating, closing and
monitoring our investments. We bear all other casis expenses of our operations and transacticasciordance with our Administration
Agreement with Prospect Administration.

Operating expenses were $17,550, $8,311 and $5682e years ended June 30, 2007, June 30, 2aD8ware 30, 2005, respectively.
These expenses consisted of investment advisora@meéhistrative services fees, credit facility epgtrofessional fees, insurance expenses,
directors’ fees and other general and adminisiatixpenses. The base investment advisory fees8betd5s, $2,082 and $1,808 for the years
ended June 30, 2007, June 30, 2006 and June 3B, r2&@pectively. $5,781, $1,786 and $0 income iticerfees were earned for the years
ended June 30, 2007, June 30, 2006 and June 3B, rZ&8Pectively. No capital gains incentive fee yetsbeen incurred pursuant to the
Investment Advisory Agreemer



During the years ended June 30, 2007, June 30, 20d8une 30, 2005, the Company incurred $1,908 $6d $0, respectively of
expenses related to its credit facilities. Theddi®#low describes the components of the credittiacosts.

Year Year Year
Ended Ended Ended
June 30, June 30, June 30,
Item 2007 2006 2005
Interest
expense $ 357 $ 422 $ —
Amortization
of deferred
financing costs 1,26¢ 220 —
Commitment
fees 282 — —
Total $ 1,907 $ 642 $ _
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Net Investment Income, Net Realized Gains, Net Unadized Appreciation and Net Increase in Net AssefResulting from Operations

Prospect Capital's net investment income was $23,$8,558 and $2,411 for the years ended June080, June 30, 2006 and June 30,
2005, respectively. Net investment income represtm difference between investment income andatipgrexpenses and is directly
impacted by the items described above. Net reatizéus (losses) were $1,949, $303 and ($2) foyé¢lees ended June 30, 2007, June 30,
2006 and June 30, 2005, respectively. Net unrehbppreciation (depreciation) was ($8,352), $4&3% $6,342 for the years ended June 30,
2007, June 30, 2006 and June 30, 2005, respectNetyincrease in net assets resulting from opsEratiepresents the sum of the returns
generated from net investment income, realizedsggirsses) and the change in unrealized appreti@&preciation).

Financial Condition, Liquidity and Capital Resources

Our cash flows used in operating activitetaled ($143,890), ($29,919) and ($84,729) forythars ended June 30, 2007, June 30, 2006
and June 30, 2005, respectively. Financing aawifirovided cash flows of $143,890, $20,332 and3i%4for the years ended June 30, 2007,
June 30, 2006 and June 30, 2005, respectivelydBins paid and declared were $21,634, $7,663 abd&for the years ended June 30,
2007, June 30, 2006 and June 30, 2005, respectively

Our primary use of funds will be investments intfmio companies and cash distributions to holddrsur common stock. In the future,
we may continue to fund a portion of our investrsghtough borrowings from banks, issuances of sesgiourities or secondary offerings.
We may also securitize a portion of our investméntsezzanine or senior secured loans or othetsag3ar objective is to put in place such
borrowings in order to expand our portfolio. At &80, 2007, we had a $200,000 Senior Secured Ragdbredit Facility on which no
amounts were outstanding. On September 6, 200Registration Statement on Form N-2 was declarigtdfe by the SEC. Under the
Registration Statement, we may issue up to $5000000r equity securities over the next three years

Borrowings

The Company had none and $28,500 in borrowingsreg 30, 2007 and June 30, 2006, respectively. dlfanfing table shows the
facility amounts and outstanding borrowings at J8@e2007 and June 30, 2006:

June 30, 2007 June 30, 2006
Facility Amount Facility Amount
Amount Outstanding Amount Outstanding
Senior Secured Revolving Credit $ 200,000 $ — % 30,000 $ 28,500
Facility
45

Off-Balance Sheet Arrangement:



At June 30, 2007, we did not have any off-balafmesliabilities or other contractual obligatiohattare reasonably likely to have a
current or future material effect on our finana@ahdition, other than the investment advisory amthagement agreement and the
administration agreement.

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk.

We are subject to financial market risksjuding changes in interest rates, equity price aisd some of the loans in our portfolio may
have floating rates. We may hedge against inteagstfluctuations by using standard hedging ins&mit® such as futures, options and forward
contracts subject to the requirements of the 190 While hedging activities may insulate us agaatverse changes in interest rates, they
may also limit our ability to participate in thertedits of higher interest rates with respect to pantfolio of investments. During the twelve
months ended June 30, 2007, we did not engagetlglinediedging activities. As of June 30, 2007, epgmately 38.9% of the investments at
fair value in our portfolio were at fixed rates vehapproximately 48.4% have variable rates andah®ainder of 12.7% is non-interest
bearing. Additionally, 61.1% of the interest-begrloans have scheduled principal payments priondturity, while 38.9% are scheduled to
pay at maturity. In addition, the Company’s crddldility is variable rate debt.

Item 8. Financial Statements and Supplementary Data
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Report of Independent Registered Public Accountingrirm

Board of Directors and Stockholders
Prospect Capital Corporation
New York, New York

We have audited the accompanying consolidatednstaits of assets and liabilities of Prospect Cag@itaporation, including the
consolidated schedule of investments as of Jun2@IY, and 2006, and the related consolidated statsnof operations , changes in net
assets, and cash flows for each of the three yedig period ended June 30, 2007, and the finbhighlights for each of the periods
presented. These financial statements and finahigihlights are the responsibility of the Companyianagement. Our responsibility is to
express an opinion on these financial statementdiaancial highlights based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindmgcial statements and financial
highlights are free of material misstatem. An audit also includes examining, on a test basiglence supporting the amounts i



disclosures in the financial statements, assessagccounting principles used and significannesttes made by management, as well as

evaluating the overall financial statement pred@raWe believe that our audits provide a reastmbhsis for our opinion.

In our opinion, the consolidated financial statetaend financial highlights referred to above pn¢sairly, in all material respects, the

financial position of Prospect Capital CorporatarJune 30, 2007 and 2006, and the results op#@sations and its cash flows for each of the

three years in the period ended June 30, 2@@d the financial highlights for each of the pesigiesented in conformity with accounting

principles generally accepted in the United Stafesmerica.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the
effectiveness of Prospect Capital Corporation’srimal control over financial reporting as of Jufe 2007, based on criteria established in
Internal Control- Integrated Frameworlssued by the Committee of Sponsoring Organizatidrise Treadway Commission (COSO) and

report dated September 27, 2007 expressed an ufirepliapinion thereon.

/s/ BDO Seidman, LLP

BDO Seidman, LLP
New York, New York
September 27, 2007
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Prospect Capital Corporation
Consolidated Statements of Assets and Liabilities
(in 000s, except shares and per share data)

Assets
Investments at fair value (cost of $326,197 and3¥23, respectively, Note &

Control investments (cost of $124,664 and $39,7&&hectively)
Affiliate investments (cost of $14,821 and $25,32%pectively)
Non-control/Non-affiliate investments (cost of $1BE2 and $58,505,
respectively)
Total investments at fair value
Investments in money market fun
Receivables for
Interest
Dividends
Loan principal
Securities sold
Structuring fees
Other
Due from Prospect Administration (Note
Due from Prospect Management (Note

Prepaid expenst
Deferred financing cos

Deferred offering cost
Total Assets
Liabilities
Credit facility payable
Payable for securities purchas
Due to Prospect Administration (Note

June 30, 2007

June 30, 2006 (1

139,29 $ 49,58¢
14,62¢ 25,32¢
174,30! 59,05¢
328,22: 133,96¢
41,76( 1,60¢
2,13¢ 1,63¢
262 13

— 38¢

— 36¢
1,62¢ —
271 —

— 28

— 5

471 77
1,751 35¢
i 32
376,50: 138,48(
— 28,50(
70,00( —
33C —



Due to Prospect Management (Note 4,50¢ 74E
Accrued expense 1,31z 843
Other liabilities 304 122
Total Liabilities 76,45¢ 30,21(

Net Assets $ 300,04¢ $  108,27(
Components of Net Asset
Common stock, par value $0.001 per share (100,00G6d 100,000,0C

common shares authorized, respectively; 19,94%0657,069,873 issued and

outstanding, respectively) $ 20 % 7
Paic-in capital in excess of pi 299,84! 97,26¢
Undistributed (distributions in excess of) net istveent incom: (4,092) 31¢
Accumulated realized gains on investme 2,25( 301
Unrealized appreciation on investme 2,02¢ 10,37:
Net Assets $ 300,045 $ 108,27(
Net Asset Value Per Share $ 15.0¢ $ 15.31

See notes to consolidated financial statements.

(1) Certain amounts have been reclassified to eonfo the current period's presentation.
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Prospect Capital Corporation
Consolidated Statements of Operations
(in 000s, except shares and per share data)

Year Ended

June 30, 2007 June 30, 2006Y

June 30, 20051

Investment Income
Interest income:
Control investments (Net of foreign withholding @$178, $ - and

$ -, respectively) $ 1327 % 4,83 $ 2,704
Affiliate investments (Net of foreign withholdingx of $237, $ -
and $ -, respectively) 3,48¢ 612 —
Non-control/Non-affiliate investments 13,32( 7,351 1,00¢
Cash equivalents — 461 94¢
Total interest income 30,08 13,26¢ 4,65¢
Dividend income:
Control investments 3,40( 3,09¢ 3,151
Non-control/Non-affiliate investments — 28¢ 242
Money market funds 2,75:% 218 42
Total dividend income 6,15% 3,601 3,43%

Other incomé?
Control investments 227 —
Affiliate investments 3 —
Non-control/Non-affiliate investments 4,214 —



Total other income 4,44 — —
Total Investment Income 40,68’ 16,86¢ 8,09:

Operating Expenses
Investment advisory fee

Base management fee (Note 5) 5,44¢ 2,082 1,80¢
Income incentive fee (Note 5) 5,781 1,78¢€ —
Total investment advisory fees 11,22¢ 3,86¢ 1,80¢
Interest expense and credit facility costs 1,90: 642 —
Chief Compliance Officer and Sub-administratiorsfee 54¢ 32t 86
Legal fees 1,36t 1,83t 2,57¢
Valuation services 39t 19z 42
Sarbanes-Oxley compliance expenses 101 12C —
Other professional fees 507 36& 23C
Insurance expense 291 365 32¢
Directors' fees 23C 22C 22C
Organizational costs — — 25
Other general and administrative expenses 98¢ 37¢ 371
Total Operating Expenses 17,55( 8,311 5,682

Net Investment Income 23,13! 8,55¢ 2,411

Net realized gain (loss) on investme 1,94¢ 308 2
Net change in unrealized appreciation (depreciationnvestment (8,352) 4,03¢ 6,34z
Net Increase in Net Assets Resulting from Operatian $ 16,726 $ 1289 $  8,75]

&

Earnings per common share (see Note 6) : 1.0e $ 18: $ 1.24

See notes to consolidated financial statements.

(1) Certain amounts have been reclassified to eonfo the current period's presentation.
(2) Includes Structuring Fee Income of $2,574, Rieffits Interests of $26 , Deal Deposit Income @8& Prepayment Penalty on closing Net
Profits Interest of $961 and Overriding Royaltyelrsts of $195 .
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Prospect Capital Corporation
Consolidated Statements of Changes in Net Assets
(in 000s, except share data)

Year Ended
June 30, 2007 June 30, 20061 June 30, 20081
Increase in Net Assets from Operations:
Net investment incom $ 23,13: $ 8,55¢ $ 2,411
Net realized gain (loss) on investme 1,94¢ 308 2
Net change in unrealized appreciation (depreciationnvestment (8,352 4,03¢ 6,342
Net Increase in Net Assets Resulting from Operaticn 16,72¢ 12,89¢ 8,751

Dividends to Shareholders: (27,547 (7,909 (2,646




Capital Share Transactions:

Net proceeds from shares s 197,55: — 98,42/
Less offering costs of public share offerings (867) 70 (1,469)
Reinvestment of dividends 5,90¢ 241 —

Net Increase in Net Assets Resulting from Capitalf&re

Transactions 202,59: 311 96,96

Total Increase in Net Assets: 191,77¢ 5,30¢ 103,06t
Net assets at beginning of peri 108,27( 102,96 (99)

Net Assets at End of Period $ 300,04t $ 108,27 $ 102,96
Capital Share Activity:
Shares sold 12,526,65 — 7,055,001
Shares issued through reinvestment of dividends 352,54 14,77 —
Net increase in capital share activ 12,879,19 14,77 7,055,001
Shares outstanding at beginning of period 7,069,87. 7,055,10! 10C

Shares Outstanding at End of Period 19,949,06 7,069,87. 7,055,101
See notes to consolidated financial statements.
(1) Certain amounts have been reclassified to eonfo the current period's presentation.
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Prospect Capital Corporation
Consolidated Statements of Cash Flows
(in 000s, except share data)
Year Ended

June 30, 2007

June 30, 20061

June 30, 2005Y)

Cash Flows from Operating Activities:
Net increase in net assets resulting from opera $ 16,72¢
Adjustments to reconcile net increase in net asgsstdting
from operations to net cash used in operating itiesv
Net change in unrealized appreciation (depreciaton

investments 8,352
Net realized gain (loss) on investments (1,949
Accretion of original issue discount on investments (1,809
Amortization of deferred financing costs 1,26¢
Change in operating assets and liabilities:
Purchases of investments (167,259
Sales of investments 38,40"
Net investments in money market fur (40,157
Net investments in other sh-term instruments —
Increase in interest receivable (500)

Increase in dividends receivable (250

$ 12,89¢

(4,035)
(309)
(910)

22¢

(83,629
9,95¢
(20
37,22¢
(1,446

$

8,751

(6,347)
2
(72)

(80,699
32,08:
(1,589)

(37,250

(206)



Decrease (increase) in loan principal receivable 38t (385) —
Decrease (increase) in receivable for securitiss so 36¢ (369 —
Increase in other receivable (1,89¢) — —
Decrease (increase) in due from Gas Solutions Hgdilnc. — 201 (209
Decrease (increase) in due from Prospect Admitiistra 28 (28) —
Decrease (increase) in due from Prospect Management 5 (5) —
Increase in prepaid expenses (3949 (28) (49
Decrease (increase) in deferred offering costs 32 (32 —
Increase (decrease) in due to Prospect Administrati 33C — (23
Increase in due to Prospect Management 3,76: 66€ —
Increase in accrued expenses 46¢ 25 81¢
Increase in other current liabilities 182 75 47

Net Cash Used In Operating Activities (143,890 (29,919 (84,729
Cash Flows from Financing Activities:
Borrowings (payments) under credit facility (28,500 28,50( —
Net proceeds from issuance of common s 197,55: — 98,42«
Increase in deferred financing costs (2,660 (575 —
Offering costs from issuance of common stock (867) 70 (1,469)
Dividends declared and paid (21,639 (7,669 (2,646

Net Cash Provided By Financing Activities 143,89( 20,33: 94,31t
Net Increase (Decrease) in Cash — (9,587) 9,58¢
Cash, beginning of period — 9,58 1

Cash, End of Period $ = $ = 9,581
Cash Paid For Interest $ 63¢ $ — —
Non-Cash Financing Activity:
Shares issued in connection with dividend reinvestrplan $  5,90¢ $ 241 —
See notes to consolidated financial statements.
(1) Certain amounts have been reclassified to eonfo the current period's presentation.
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Prospect Capital Corporation
Consolidated Schedule of Investments
June 30, 2007
(in 000s except share amounts)
% of
Par Value/ Fair Net
Portfolio Investments (1) Locale/Industry Shares Cost Value (2) Assets
Control Investments (25.00% or greater of voting cotrol)
Advantage Qilfield Group Ltd. (23) Alberta, Canad;
Construction
Services
Common shares, Class A (3) 3 3 22 % — 0.C%
Senior secured note, 15.00%
due 5/30/2009 $ 17,321 16,93( 9,88( 3.3%



Total 17,15( 9,88( 3.2%
Gas Solutions Holdings, Inc. (4) Texas/Gas
Gathering and
Processing
Common shares 10C 4,87¢ 26,10( 8.7%
Subordinated secured note, 18.00%
due 12/22/2011 (23) $ 18,40( 18,40( 18,40( 6.1%
Total 23,27¢ 44 ,50( 14.6%
Genesis Coal Corp. Kentucky/
Mining and Coe
Production
Common shares 63 23 1 0.C%
Warrants, preferred shares, expiring
2/9/2016 1,00C 33 1 0.C%
Senior secured note, 16.40% (5)
due 12/31/2010 $ 14,53: 14,40¢ 11,42:¢ 3.8%
Total 14,46 11,42¢ 3.8%
NRG Manufacturing, Inc Texas/
Manufacturing
Common shares 80C 2,31¢ 11,78¢ 3.€%
Senior secured note, 16.50% (6)
due 8/31/2013 (23) $ 10,08( 10,08( 10,08( 3.4%
Total 12,39¢ 21,86¢ 7.2%
R-V Industries, Inc. Pennsylvania/
Manufacturing
Common shares 545,10° 4,98t 4,98t 1.€%
Warrants, common shares, expiring
6/30/2017 200,00( 1,682 1,68 0.6%
See notes to consolidated financial statements.
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Prospect Capital Corporation
Consolidated Schedule of Investments
June 30, 2007
(in 000s except share amounts)
% of
Par Value/ Fair Net
Portfolio Investments (1) Locale/Industry Shares Cost Value (2) Assets
Senior secured note, 15.00%
due 6/30/2017 (23) $ 1452 $ 12,84 $ 12,84 4.%
Total 19,51 19,51 6.5%




Whymore Coal Company, Inc. (7) Kentucky/
Mining and Coe
Productior
Equity ownership Various 111 1 0.C%
Senior secured note, 16.42% (8)
due 12/31/2010 11,02: 11,02: 7,06: 2.4%
Total 11,13 7,06 2.4%
Worcester Energy Company, Inc. (9) Maine/Biomas:
Power
Equity ownership Various 137 1 0.C%
Senior secured note, 12.50%
due 12/31/2012 26,77 26,59¢ 25,04¢ 8.3%
Total 26,73 25,047 8.3%
Total Control Investments 124,66 139,29: 46.4%
Affiliate Investments (5.00% to 24.99% of voting catrol)
Appalachian Energy Holdings LLC (10)23) West Virginia/
Constructior
Services
Series A preferred shares 20C 104 104 0.C%
Warrants, expiring 2/14/2016 6,06¢ 34¢ 152 0.1%
Senior secured note, 14.00%,
plus 3.00% PIK due 1/31/2011 5,35¢ 5,16¢ 5,16¢ 1.7%
Total 5,621 5,42¢ 1.8%
Iron Horse Coiled Tubing, Inc.(23) Alberta, Canad:
Productior
services
Common shares 93 26¢ 26¢& 0.1%
Senior secured note, 15.00%
due 4/19/2009 9,25( 8,93 8,93: 3.C%
Total 9,20( 9,20( 3.1%
See notes to consolidated financial statements.
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Prospect Capital Corporation
Consolidated Schedule of Investments
June 30, 2007
(in 000s except share amounts)
% of
Par Value/ Fair Net
Portfolio Investments (1) Locale/Industry Shares Cost Value (2) Assets
Total Affiliate Investments 1482 $ 14,62 4.%%




Non-Control/Non-Affiliate Investments (less than 90% of voting control)

Arctic Acquisition Corp. (11) (23) Texas/
Production
services

Warrants, common shares, expiring
7/19/2012

Warrants, Series A redeemable
preferred shares, expiring 7/19/2012

Senior secured note, 13.00%

due 7/19/2009 $
Total
C&J Cladding LLC (23) Texas/Metal
Services
Warrants, common shares, expiring
3/30/2014
Senior secured note, 14.00% (12)
due 3/31/2012 $
Total
Central lllinois Energy, LLC (23) Illinois/
Biofuels/
Ethanol
Senior secured note, 15.35% (13)
due 3/31/2014 $
Conquest Cherokee, LLC (14)23) Tennessee/O
and Gas
Production
Senior secured note, 13.00% (15)
due 5/5/2009 $
ESA Environmental Specialist, Inc(23) North Carolina

Contracting
Warrants, common shares, expiring
4/11/2017
Senior secured note, 14.00% (16)
due 4/11/2011 $

Senior secured note, 14.00% (16)
due 6/7/2008 $

See notes to consolidated financial statements.
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596,25:

1,05¢

13,30

51C

6,00(

8,00(

10,20(

1,05¢

12,20(

1,57¢

507 507 0.%
507 507 0.2%
12,65¢ 12,65¢ 4.2%
13,67( 13,67( 4.€%
58C 58C 0.2%
5,24¢ 5,24¢ 1.7%
5,82¢ 5,82¢ 1.8%
8,00( 8,00( 2.7%
10,04¢ 10,04¢ 3.2%
1 — 0.C%
12,20( 4,42¢ 1.5%
1,57¢ 57z 0.2%

Prospect Capital Corporation

Consolidated Schedule of Investments

June 30, 2007

(in 000s except share amounts)

% of



Par Value/ Fair Net
Portfolio Investments (1) Locale/Industry Shares Cost Value (2) Assets
Total 13,77 5,00 1.%
Evolution Petroleum Corp. (17) Texas/Qil anc
Gas Productio
Common shares, unregistered 139,92t 20 37¢ 0.1%
H&M Oil & Gas, LLC (18) (23) Texas/Oil anc
Gas Productio
Senior secured note, 13.00% (19)
due 6/30/2010 $ 45,00 45,00( 45,00( 15.(%
Jettco Marine Services LLC (18)23) Louisiana/
Shipping
Subordinated secured note, 12.00% (20),
plus 4.0% PIK due 12/31/2011 $ 6,671 6,55: 6,55 2.2%
Ken-Tex Energy Corp. (14)(23) Texas/Oil anc
Gas Productio
Senior secured note, 13.00%
due 6/4/2010 $ 10,75( 10,75( 10,75( 3.6%
Miller Petroleum, Inc. Tennessee/O
and Gas
Production
Warrants, common shares, expiring
5/4/2010 to 6/30/2012 1,206,85! 15C 22 0.C%
Regional Management Corp(23) South Carolin:
Financial
Services
Subordinated secured note, 12.00%,
plus 2.0% PIK due 6/29/2012 $ 25,00( 25,00( 25,00( 8.3%
Stryker Energy, LLC (21) Ohio/Oil and
Gas Productio
Subordinated revolving credit facility,
12.43% (22) due 11/30/2011 $ 29,50( 28,94 28,94: 9.7%
TLOGH, L.P. (21) Texas/Oil anc
Gas Productio
Senior secured note, 13.00%,
Due 10/23/2009 $ 15,29: 15,10¢ 15,10¢ 5.C%

See notes to consolidated financial statements.
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June 30, 2007

Prospect Capital Corporation
Consolidated Schedule of Investments

(in 000s except share amounts)



% of
Par Value/ Fair Net

Portfolio Investments (1) Locale/Industry Shares Cost Value (2) Assets
Unity Virginia Holdings, LLC Virginia/ Mining
and Coal
Production
Subordinated secured note, 15.00%,
plus 15.00% PIK due 1/31/2009 $ 358 § 3,871 $ 10 0.C%
Total Non-Control/Non-Affiliate Investments 186,71: 174,30! 58.%
Total Portfolio Investments 326,19° 328,22. 109.4%

Money Market Funds
Fidelity Institutional Money Market Func-

Government Portfolio (Class I) 38,227,11 38,22 38,22 12.7%
First American Funds, In- Prime

Obligations Fund (Class A) (23) 289,00( 28¢ 28¢ 0.1%
First American Funds, In- Prime

Obligations Fund (Class Y) 3,243,73. 3,24 3,244 1.1%
Total Money Market Funds 41,76( 41,76( 13.€%
Total Investments $ 367,95 $ 369,98. 123.2%

See notes to consolidated financial statements.

(1) The securities in which Prospect Capital hassted were acquired in transactions that were pk&om registration under the Securities
Act of 1933, as amended, or the “Securities Ach&3e securities may be resold only in transactivatsare exempt from registration under
the Securities Act.

(2) Fair value is determined by or under the dicgcof the Board of Directors of Prospect Capitdbie 2).

(3) Prospect Capital has the right to purchasesh@des of Class A common shares at a purchaseghi$de00 per share in the event of a
default under the credit agreement.

(4) Gas Solutions Holdings, Inc. is a wholly-ownedestment of Prospect Capital.

(5) Interest rate is the greater of 15.0% or 6-MdrBOR plus 11.0%; rate reflected is as of Jung28®7.

(6) Interest rate is the greater of 16.5% or 12-MdrBOR plus 11.0%; rate reflected is as of JuBg2D07.

(7) There are several entities involved in the Whggrninvestment. The senior secured debt is with @3phstruction, Inc. (“C&A”), which
owns the equipment. E&L Construction, Inc. (“E&LBases the equipment from C&A, employs the workisrésted as the operator with the
Commonwealth of Kentucky, mines the coal, recere@gnues and pays all operating expenses. Whynmmak@»mpany, Inc. (“Whymore”)
applies for and holds permits on behalf of E&L. Wigre and E&L are guarantors under the C&A credieament with Prospect Capital.
Prospect Capital owns 10,000 shares of common stibCl&A (100% ownership), 10,000 shares of commtoiels of E&L (100% ownership
and 4,900 shares of common stock of Whymore (49%eoship). Prospect Capital owns 4,285 Series A ediile preferred shares in each
of C&A, E&L and Whymore. Additionally, Prospect gl retains an option to purchase the remainirp ®f Whymore. As of June 30,
2007, the Board of Directors of Prospect Capitakased a fair value of $1 for all of these equityitions.

(8) Interest rate is the greater of 15.0% or 5-Yé&rTreasury Note plus 11.5%; rate reflected igfakine 30, 2007.

(9) There are several entities involved in the Véster Energy Company, Inc. investment. Prospecit&apvns 100 shares of common stock
in Worcester Energy Holdings, Inc. (“WEHI”) represiag 100%. WEHI, in turn, owns 51 membership ¢iedies in Biochips LLC, which
represents 51% ownership.
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Prospect Capital also owns 282 shares of commahk §idNorcester Energy Co., Inc. (“WECO"), whictpresents 51% ownership. Prospect
Capital also owns 1,665 shares of common stockancéster Energy Partners, Inc. (“WEPI”), which esgmts 51% ownership. Prospect
Capital also owns 1,000 of series A convertibldgred shares in WEPI. WECO, WEPI and Biochips L4r€ joint borrowers on the term
note issued by Prospect Capital. WEPI owns thepegeit and operates the biomass generation fadibchips LLC currently has no
material operations. As of June 30, 2007, the Bo&mirectors of Prospect Capital assessed a &direvof $1 for all of these equity positions.
(10) There are several entities involved in the @&pphian Energy Holding“ Appalachian Ener¢”) investment. Prospect Capital owns



shares of Class A common stock of AEH InvestmenpCEAEH"), 200 shares of Series A preferred sto€lAEH and 6,065 warrants,
expiring 2/14/2016 to purchase Class A common stbbk senior secured note is with C & S Operatih@ land East Cumberland L.L.C.,
both operating companies owned by Appalachian Bndaddings LLC. AEH owns Appalachian Energy.

(11) The Portfolio Investment does business as @oRBgessure Control.

(12) Interest rate is the greater of 14.0% or 1xtMd_IBOR plus 7.5%; rate reflected is as of JuBezZD07.

(13) Interest rate is LIBOR plus 10.0%; rate reféekcis as of June 30, 2007.

(14) Prospect Capital has an overriding royaltgriest and net profits interest in the Portfoliodstment.

(15) Interest rate is the greater of 13.0% or 11d IBOR plus 7.5%; rate reflected is as of JuBe2D07.

(16) Interest rate is the greater of 14.0% or 1-MdriBOR plus 8.5%; rate reflected is as of JungZID7.

(17) Formerly known as Natural Gas Systems, Inc.

(18) Prospect Capital has a net profits interegtiénPortfolio Investment.

(19) Interest rate is the greater of 13.0% or 11xtMd_IBOR plus 7.5%; rate reflected is as of JuBezZD07.

(20) Interest rate is the greater of 13.0% or 3-MdrBOR plus 6.11%; rate reflected is as of JuBgzZD07.

(21) Prospect Capital has an overriding royaltgriest in Portfolio Investment.

(22) Interest rate is the greater of 12.0% or 11d IBOR plus 7.0%; rate reflected is as of JuBeZD07.

(23) Security, or portion thereof, is held as deital for the credit facility with Rabobank Nederth(see Note 9). At June 30, 2007, the value
of these investment was $195,966, which repre&n89% of net assets.
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Prospect Energy Corporation
Schedule of Investments
June 30, 2006
(in 000s except share amounts)

% of

Par Value/ Fair Net
Portfolio Investments (1) Locale/Industry Shares Cost Value (2) Assets
Control Investments (25.00% or greater of voting cotrol)
Gas Solutions Holdings, Inc. (3) Texas/Gas
Gathering and
Processing
Common shares 10C $ 4878 % 14,70 13.%
Subordinated secured note, 18.00%
due 12/22/2011 $ 18,40 18,40 18,40( 17.(%
Total 23,27" 33,10( 30.€%
Worcester Energy Company, Inc. (4) Maine/Biomas:
Power
Equity ownership Various — 1 0.CH
Senior secured note, 12.50%
due 12/31/2012 $ 20,33¢ 16,48 16,48« 15.2%
Total 16,48 16,48¢ 15.2%
Total Control Investments 39,75¢ 49,58¢ 45.&%
Affiliate Investments (5.00% to 24.99% of voting catrol)
Advantage Qilfield Group Ltd. Alberta, Canad;
Construction
Services
Common shares, Class A 30 173 178 0.2%

Senior secured note, 15.00%



due 5/30/2009 (5) $ 16,50( 15,92¢ 15,92¢ 14.7%
Total 16,09¢ 16,09¢ 14.<%
Appalachian Energy Holdings LLC (6) West Virginia/
Construction
Services
Series A preferred shares 20C 35 35 0.C%
Warrants, expiring 2/14/2016 6,06¢ 34¢ 34¢ 0.2%
Senior secured note, 14.00%, 3.00%
PIK due 1/31/2011 $ 3,00(¢ 2,76( 2,76( 2.5%
Total 3,14: 3,14z 2.8%
Iron Horse Coiled Tubing, Inc. Alberta, Canad;
Production
services
See notes to consolidated financial statements.
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Prospect Energy Corporation
Schedule of Investments
June 30, 2006
(in 000s except share amounts)
% of
Par Value/ Fair Net
Portfolio Investments (1) Locale/Industry Shares Cost Value (2) Assets
Common shares 93 26¢ 26¢ 0.2%
Senior secured note, 15.00%
due 4/19/2009 $ 6,25 5,81¢ 5,81¢ 5.4%
Total 6,081 6,087 5.6%
Total Affiliate Investments 25,32 25,32 23.%
Non-Control/Non-Affiliate Investments (less than 90% of voting control)
Arctic Acquisition Corp. Texas/
Production
services
Warrants, common shares, expiring
7/19/2012 596,25: 507 507 0.5%
Warrants, Series A redeemable
preferred shares, expiring 7/19/2012 1,05¢ 507 507 0.5%
Senior secured note, 13.00%
due 7/19/2009 $ 9,09¢ 8,08 8,08: 7.5%
Total 9,09¢ 9,09¢ 8.5%
Central lllinois Energy, LLC Illinois/

Biofuels/



Senior secured note, 15.50% (7)

Ethanol

due 3/31/2014 $ 8,00( 8,00( 8,00( 7.4%
Charlevoix Energy Trading, LLC Michigan/
Natural Gas
Marketing
Senior secured note, 12.50%
due 3/31/2011 $ 5,50( 5,42: 5,422 5.C%
Conguest Cherokee, LLC Tennessee/Oi
and Gas
Production
Senior secured note, 13.24% (8)
due 5/5/2009 $ 3,50( 3,43¢ 3,43¢ 3.2%
Genesis Coal Corp. Kentucky/
Mining and Coe
Production
See notes to consolidated financial statements.
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Prospect Energy Corporation
Schedule of Investments
June 30, 2006
(in 000s except share amounts)
% of
Par Value/ Fair Net
Portfolio Investments (1) Locale/Industry Shares Cost Value (2) Assets
Warrants, preferred shares, expiring
2/9/2016 1,00C 33 33 0.%
Senior secured note, 15.89% (9)
due 12/31/2010 $ 6,92 6,73 6,73 6.2%
Total 6,767 6,761 6.2%
Miller Petroleum, Inc. Tennessee/Oi
and Gas
Production
Warrants, expiring 5/4/2010 through
6/30/2011 842,52’ 15C 15C 0.1%
Natural Gas Systems, Ir Texas/Oil and
Gas Productiol
Common shares, registered 732,52¢ 164 2,12¢ 2.C%
Common shares, unregistered 139,92¢ 20 34E 0.2%
Total 184 2,46¢ 2.3%

Stryker Energy Il, LLC (10)

Ohio/QOil and




Gas Productiol

Preferred stock 35C 1,47( 1,47( 1.4%
Senior secured note, 13.32%
due 4/8/2010 $ 13,33( 13,13¢ 13,13¢ 12.1%
Total 14,60¢ 14,60¢ 13.5%
Unity Virginia Holdings, LLC Virginia/ Mining
and Coal
Production
Subordinated secured note, 15.00%,
15.00% PIK due 1/31/2009 $ 3,58( 3,52¢ 2,754 2.5%
Whymore Coal Company, Inc. (11) Kentucky/
Mining and Coe
Production
Preferred shares, convertible, Series A 428 $ — 1 0.C%
Senior secured note, 16.59% (12)
due 12/31/2010 $ 7,42% 7,314 6,354 5.9%
Total 7,314 6,35¢ 5.9%
Total Non-Control/Non-Affiliate Investments 58,50¢ 59,05t 54.6%
See notes to consolidated financial statements.
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Prospect Energy Corporation
Schedule of Investments
June 30, 2006
(in 000s except share amounts)
% of
Par Value/ Fair Net
Portfolio Investments (1) Locale/Industry Shares Cost Value (2) Assets
Total Portfolio Investments 123,59 133,96 123.1%
Money Market Fund
First American Funds, In- Prime
Obligations Fund (Class Y) 1,607,89: $ 1,606 $ 1,60¢ 1.%
Total Investments $ 125,20: $ 135,57 125.2%

See notes to consolidated financial statements.

(1) The securities in which Prospect Capital hassted were acquired in transactions that were pkéom registration under the Securities
Act of 1933, as amended, or the “Securities Ach&de securities may be resold only in transactivaisare exempt from registration under

the Securities Act.

(2) Fair value is determined by or under the diogcof the Board of Directors of Prospect Capitdbie 2).

(3) Gas Solutions Holdings Inc. is a wholly ownadédstment of Prospect Capital.

(4) There are several entities involved in the Véster investment. Prospect Capital owns 100 sldirasmmon stock in Worcester Ener



Holdings, Inc. (“WEHI") representing 100%. WEH], farn, owns 51 membership certificates in Biochip€, which represents 51%
ownership. Prospect Capital also owns 282 sharesramon stock in Worcester Energy Co., Inc. (“WEE®hich represents 51%
ownership. Prospect Capital also owns 1,665 stidresmmon stock in Worcester Energy Partners, (IW/EPI”), which represents 51%
ownership. Prospect Capital also owns 1,000 oésekiconvertible preferred shares in WEPI. WECO,RN&nd Biochips LLC are joint
borrowers on the term note issued by Prospect @lagfEP| owns the equipment and operates the bisgaseration facility. Biochips LLC
currently has no material operations.

(5) Prospect Capital has the right to purchasesh@des of Class A common shares at a purchaseghi$de00 per share in the event of a
default under the credit agreement.

(6) There are several entities involved in the Applaian Energy Holdings (“Appalachian Energy”) istrment. Prospect Capital owns 100
shares of Class A common stock of AEH InvestmenpCEAEH"), 200 shares of Series A preferred sto¢lAEH and 6,065 warrants,
expiring 2/14/2016 to purchase Class A common stbhbk senior secured note is with C & S Operatih@ land East Cumberland L.L.C.,
both operating companies owned by Appalachian Bndaddings LLC. AEH owns Appalachian Energy.

(7) Interest rate is LIBOR plus 10.0%; rate reféetis as of June 30, 2006.

(8) Interest rate is the greater of 13.0% or 12-MdriBOR plus 7.5%; rate reflected is as of JungZID6.

(9) Interest rate is the greater of 15.0% or 6-MdrBOR plus 11.0%; rate reflected is as of Jung2806.

(10) Prospect Capital owns 100 shares of commark $toPEH Stryker, Inc. (“PEH Stryker*jyhich represents 100%. PEH Stryker holds
non-voting Class A preferred units in Stryker EneligLLC (“Stryker 11”), which represents a 35%tarest. Stryker Il is the borrower on the
term note issued by Prospect Capital. Prospect&aso holds one warrant expiring 4/18/2025 fati-dilution purposes.

(11) There are several entities involved in the Wibye investment. The senior secured debt is wit@nstruction, Inc. (“C&A”"), which
owns the equipment. E&L Construction, Inc. (“E&LBases the equipment from C&A, employs the workisrbsted as the operator with the
Commonwealth of Kentucky, mines the coal, recere@gnues and pays all opertaing expenses. Whynmmak@»mpany, Inc. (“Whymore”)
applies for and holds permits on behalf of E&L. Winre and E&L are guarantors under the C&A credieament with Prospect Capital.
Prospect Capital owns 4,285 Series A convertibdégored shares in each of C&A, E&L and Whymore.

(12) Interest rate is the greater of 15.0% or 5sX¢a Treasury Note plus 11.5%; rate reflected isfakine 30, 2006.
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PROSPECT CAPITAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2007
(in thousands except share and per share amounks

Note 1. Organization

Prospect Capital Corporation (“Prospect Capitalthar “Company”), formerly known as Prospect Ene@gyporation, a Maryland
corporation, was organized on April 13, 2004 anal ¢dosed-end investment company that has filegleation to be treated as a business
development company under the Investment Compahwp940 (the “1940 Act”). On July 27, 2004, ther@pany completed its initial
public offering (“IPO”) and sold 7,000,000 sharé£oemmon stock at a price of $15.00 per share,ues&rwriting discounts and
commissions totaling $1.05 per share. Since the tROCompany has had an exercise of an over-alatwption with respect to the IPO on
August 27, 2004, a public offering on August 100@0and subsequent exercise of an alletment option on August 28, 2006. On Decer
13, 2006, the Company priced a public offering 08,000 shares of common stock at $17.70 per staaseng $106,200 in gross proceeds
as well as an additional 810,000 shares of comrtamk @it $17.315 per share raising $14,025 in goosseeds in the exercise of an over-
allotment option on January 11, 2007. On May 18,726he Company formed a wholly-owned subsidiargspect Capital Funding, LLC, a
Delaware corporation, for the purpose of holdingaia of the Company’s portfolio of loan investm&mthich are used as collateral for its
credit facility.

Note 2. Significant Accounting Policies

The preparation of financial statements in conféymiith accounting principles generally acceptethia United States of America
(“GAAP”) requires management to make estimatesamstimptions that affect the reported amounts etassd liabilities at the date of the
financial statements and the reported amountsooihie and expenses during the reported period. @sanghe economic environment,
financial markets, creditworthiness of our porifatiompanies and any other parameters used in dateghthese estimates could cause actual
results to differ.

The statements include portfolio investments atvaiue of $328,222 and $133,969 at June 30, 2667ane 30, 2006, respectively. At
June 30, 2007 and June 30, 2006, 109.4% and 1288§ectively, of the Company’s net assets reptedgrortfolio investments whose fair
values have been determined by the Board of Diredtogood faith in the absence of readily avagabhrket values. Because of the inherent
uncertainty of valuation, the Board of Directorgtefrmined values may differ significantly from treues that would have been used had a
ready market existed for the investments, and iffierences could be material.

Interim financial statements , which are not awdjitere prepared in accordance with GAAP for intdiimancial information and pursuant
to the requirements for reporting on Forn-Q and Article 6 or 10 of Regulatior-X, as appropriate



The following are significant accounting policiesnsistently applied by Prospect Capital:
Investments
a) Security transactions are recorded on a -date basis
b) Valuation:
1) Investments for which market quotations are reaailgilable are valued at such market quotations.

2) Short-term investments that mature in 60 daysss, lsuch as United States Treasury Bills, are dadti@amortized cost, which
approximates market value. The amortized cost ndeithelves valuing a security at its cost on theedd purchase and
thereafter assuming a constant amortization to rntyawf the difference between the principal amodué at maturity and cost.
Shortterm securities that mature in more than 60 dagvalued at current market quotations by an indé@etpricing servic
or at the mean between the bid and ask pricesraatdiom at least two brokers or dealers (if aldéaor otherwise by a
principal market maker or a primary market dealenestments in money market mutual funds are vhaidgheir net asset
value as of the close of business on the day ofatiain.
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3) Itis expected that most of the investments inGbenpany’s portfolio will not have readily availabtearket values. Debt and
equity securities whose market prices are not heatfailable are valued at fair value, with theistssice of an independent
valuation service, using a documented valuatioicpalnd a consistently applied valuation proceas ithunder the direction
our Board of Directors. The factors that may betakto account in fairly valuing investments irady as relevant, the
portfolio company’s ability to make payments, issimated earnings and projected discounted casls{lthe nature and
realizable value of any collateral, the sensitiafythe investments to fluctuations in interesesathe financial environment in
which the portfolio company operates, comparisongecurities of similar publicly traded companied ather relevant facto
Due to the inherent uncertainty of determiningfiievalue of investments that do not have a rgaaiiailable market value,
the fair value of these investments may differ Sigantly from the values that would have been usad a ready market
existed for such investments, and any such diffe¥rerrould be materie

4)  The Financial Accounting Standards Board (“FASB4shmecently issued a new pronouncement addressingafue
measurements, Statement of Financial Accountingdatals Number 157, “Fair Value Measurements” (“FI&3”). This
statement defines fair value, establishes a frame®o measuring fair value and expands disclosabesit fair value
measurements. FAS 157 becomes effective for fisgamis beginning after November 15, 2007 and isrpécted to have a
material effect on the financial statemeiTherefore, its first applicability to the Companiilwe on July 1, 200¢

c) Realized gains or losses on the sale of investnzgatsalculated using the specific identificatioathod.

d) Interest income, adjusted for amortization of prgmiand accretion of discount, is recorded on anuatbasis. Origination, closing
and/or commitment fees associated with investmiantsrtfolio companies are accreted into interasbime over the respective
terms of the applicable loans. Upon the prepayrokatloan or debt security, any prepayment persadtied unamortized loan
origination, closing and commitment fees are reedrds interest incom

e) Dividend income is recorded on the-dividend date

f)  Structuring fees and similar fees are recognizddasmne as earned, usually when paid. Structueeg,fexcess deal deposits, net
profits interests and overriding royalty interest mcluded in other incom

g) Loans are placed on non-accrual status when pehoipinterest payments are past due 90 days og orawvhen there is reasonable
doubt that principal or interest will be collectédtcrued interest is generally reversed when a isgtaced on non-accrual status.
Interest payments received on non-accrual loansbmagcognized as income or applied to princippkdeing upon management’s
judgment. No- accrual loans are restored to accrual status whetdue principal and interest is paid and inagament’s
judgment, are likely to remain current. As of J@@e 2007, less than 0.1% of the Com[’s net assets are in r-accrual status

Federal and State Income Tax:

Prospect Capital has elected to be treated asudated investment company and intends to contiaw®inply with the requirements of
the Internal Revenue Code of 1986 (the “Code”)/iapble to regulated investment companies. We egaired to distribute at least 90% of
our investment company taxable income and intertistoibute (or retain through a deemed distritnijtiall of our investment company
taxable income and net capital gain to stockholdbesefore, we have made no provision for incoaxes. The character of income and gains
that we will distribute is determined in accordamgth income tax regulations that may differ frorA&P. Book and tax basis differenc



relating to stockholder dividends and distributiamsl other permanent book and tax differenceseatagsified to paid-in capital.
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If the Company does not distribute (or is not degnochave distributed) at least 98% of its annashble income in the year earned, the
Company will generally be required to pay an extdseequal to 4% of the amount by which 98% of@wenpany’s annual taxable income
exceeds the distributions from such taxable inctonéhe year. To the extent that the Company detersthat its estimated current year
annual taxable income will be in excess of estichatarent year dividend distributions from suchetabe income, the Company accrues e»
taxes, if any, on estimated excess taxable incanaxable income is earned using an annual efieetieise tax rate. The annual effective
excise tax rate is determined by dividing the eated annual excise tax by the estimated annuabl@axacome.

The Company adopted Financial Accounting &daths Board Interpretation No. 48 (“FIN 48”), Aaanting for Uncertainty in Income
Taxes. FIN 48 provides guidance for how uncertaingositions should be recognized, measured, piesesnd disclosed in the financial
statements. FIN 48 requires the evaluation of @sitjpns taken or expected to be taken in the eoofpreparing the Company’s tax returns
to determine whether the tax positions are “makel-than-not” of being sustained by the applicable tax authofligx positions not deem:
to meet the more-likely-than-not threshold are rded as a tax benefit or expense in the current yabption of FIN 48 was applied to all
open tax years as of the effective date. The adloti FIN No. 48 did not have an effect on theamstet value, financial condition or result
operations of the Company as there was no liabfdityunrecognized tax benefits and no change td#dugnning net asset value of the
Company. As of and during the period ended Jun@@@7, the Company did not have a liability for amyecognized tax benefits.
Management’s determinations regarding FIN 48 maguigect to review and adjustment at a later dased upon factors including, but not
limited to, an on-going analysis of tax laws, regigns and interpretations thereof.

Dividends and Distributions

Dividends and distributions to common stockholdeesrecorded on the ex-dividend date. The amalanyi, to be paid as a dividend is
approved by the Board of Directors each quarterisgénerally based upon management’s estimataradarnings for the quarter. Net
realized capital gains, if any, are distributeteast annually.

Consolidation:

As an investment company, Prospect Capital onlgalishates subsidiaries that are also investmenpanies. At June 30, 2007, the
financial statements include the accounts of Pretgpapital and its wholly-owned subsidiary, Prosfgeapital Funding, LLC. All
intercompany balances and transactions have baeimaled in consolidation.

Financing Costs

The Company records origination expenses relatéd twedit facility as deferred financing costbiese expenses are deferred and
amortized as part of interest expense using tlaggbtrline method over the stated life of the fiagil

The Company records registration expenses relateldif filings as prepaid assets. These expemsesst principally of SEC
registration, legal and accounting fees incurreduph June 30, 2007 that are related to the sitialf$ that will be charged to capital upon
receipt of the capital or charged to expense ifoontpleted. There were no such expenses at Jur29a6,

Guarantees and Indemnification Agreements:

The Company follows FASB Interpretation Number 4Byarantor's”’Accounting and Disclosure Requirements for Guaesticluding
Indirect Guarantees of Indebtedness of OthersIN'45"). FIN 45 elaborates on the disclosure regmients of a guarantor in its interim and
annual financial statements about its obligatiomden certain guarantees that it has issued. Itratpaires a guarantor to recognize, at the
inception of a guarantee, for those guaranteesatieatovered by FIN 45, the fair value of the dditign undertaken in issuing certain
guarantees. FIN 45 did not have a material effadhe financial statements. Refer to Note 3 fothfeir discussion of guarantees and
indemnification agreements.

Per Share Informatior

Basic earnings per common share are calculated tistnweighted average number of common sharetaadiag for the period
presented.
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Note 3. Portfolio Investments

At June 30, 2007, 109.4% of our net assets or &BgB,222 was invested in 24 long-term portfolieeistments (including net profits
interest in Charlevoix Energy Trading LLC) and 28.8f our net assets was invested in money marketstuThe remainder (23.3%) of our
net assets represented liabilities in excess @rathsets. At June 30, 2006, 123.7% of our netsass@bout $133,969 was invested in 15
long-term portfolio investments and 1.59% of our assets was invested in money market funds. Thairgler (25.2%) of our net assets
represented liabilities in excess of other as$atsspect Capital is a non-diversified company withie meaning of the 1940 Act. We classify
our investments by level of control. As definedhe 1940 Act, control investments are those whegeetis the ability or power to exercise a
controlling influence over the management or pelaf a company. Control is generally deemed tstewien a company or individual owns
more than 25% or more of the voting securitiesrofrwestee company. Affiliated investments andiatéd companies are defined by a lesser
degree of influence and are deemed to exist througtership of 5% or more of the outstanding voBegurities of another person. The
Company owns a controlling interest in Advantaghi€d Group, Ltd. (“AOG"), Gas Solutions HoldingBjc. (‘GSHI"), Genesis Coal Corp.
(“Genesis”), NRG Manufacturing, Inc. (“NRG”"), R-Wdlustries, Inc. (R-V), Whymore Coal Company (“Whyw®i) and Worcester Energy
Company, Inc. (“WECQ?"). The Company also owns diliatied interest in Appalachian Energy Holdings,@ (“AEH") and Iron Horse
Coiled Tubing, Inc. (“Iron Horse”). The Company hasother controlled or affiliated investments.

GSHI has indemnified Prospect Capital against aggllaction arising from its investment in Gas 8ohs, LP. Prospect Capital has
incurred approximately $1,797 in fees associated wiegal action through June 30, 2007, and G3idIreimbursed Prospect Capital the
entire amount. Of the $1,797 reimbursement, $1981%nd $676 reflected as Dividend income, Corgdodintities on the accompanying
consolidated statement of operations for the yeaded June 30, 2007, June 30, 2006 and June 3B, r2@pectively,

Debt placements and interests in non-voting eqéturities with an original cost basis of approxeha$237,255 were acquired during
yearended June 30, 2007. Debt repayments and salesiity eecurities with an original cost basis of mpgmately $36,459 were disposed
during the year ended June 30, 2007 .

From time to time, the Company provides guaranfeeportfolio companies for payments to counterigartusually as an alternative to
investing additional capital. Currently, guaranteses outstanding only for three portfolio compartdategorized as Control Investments, w!
are not deemed by management to be material indillidor in the aggregate.

Note 4. Organizational and Offering Expenses

A portion of the net proceeds of our initial pubdffering on July 27, 2004 and the subsequent éeaf the over-allotment option on
August 27, 2004 was used for organizational anerioff) expenses of approximately $125 and $1,388pactively. Organizational expenses
were expensed as incurred. Offering expenses virarged against paid-in capital in excess of pdrofganizational and offering expenses
were borne by Prospect Capital.

A portion of the net proceeds of our August 13,@88condary offering and the subsequent exercideeajver-allotment option on
August 28, 2006 was used for offering expenseppfaximately $594. A portion of the net proceedsaf December 13, 2006 secondary
offering and the subsequent exercise of the ovetraént option in January 11, 2007 was used fagrof§ expenses of approximately $273 .
Offering expenses were charged against paid-irtalapiexcess of par. All offering expenses wermbkdyy Prospect Capital.

Note 5. Related Party Agreements and Transactions

Investment Advisory Agreeme

Prospect Capital has entered into an investmensagvand management agreement with Prospect Mamaggthe “Investment
Advisory Agreement”) under which the Investment v, subject to the overall supervision of Pros@apital’s Board of Directors,
manages the day-to-day operations of, and prowidestment advisory services to, Prospect Capitatler the terms of the Investment
Advisory Agreement, our Investment Adviser: (i) el@ines the composition of our portfolio, the natand timing of the changes to our
portfolio and the manner of implementing such clesndii) identifies, evaluates and negotiates thectire of the investments we make
(including performing due diligence on our prospecportfolio companies); and (iii) closes and ntors investments we make.
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Prospect Management’s services under the timesg Advisory Agreement are not exclusive, ansd ftee to furnish similar services to
other entities so long as its services to us arémgaired. For providing these services the Investt Adviser receives a fee from Prospect
Capital, consisting of two components--a base mamagt fee and an incentive fee. The base managdegeistcalculated at an annual rate
of 2.00% on Prospect Cap’s gross assets (including amounts borrowed). Foices rendered under the Investment Advisory Agrexs



during the period commencing from the closing afdpeect Capital’s initial public offering throughdaimcluding the first six months of
operations, the base management fee was payablllgnonarrears. For services currently renderedeurthe Investment Advisory
Agreement, the base management fee is payableegyan arrears. The base management fee is ctdcubmsed on the average value of
Prospect Capital’'s gross assets at the end ofvivenost recently completed calendar quarters (th&rgg of Prospect Capital’s initial public
offering was treated as a quarter end for thespgsas) and appropriately adjusted for any shavames or repurchases during the current
calendar quarter. The Investment Adviser had preshjovoluntarily agreed to waive 0.5% of the basmagement fee if in the future the
average amount of our gross assets for each dfvthenost recently completed calendar quarters,@pjately adjusted for any share
issuances, repurchases or other transactions dsurfgquarters, exceeds $750,000,000, for thaibpaof the average amount of our gross
assets that exceeds $750,000,000. The voluntaggagmt by the Investment Adviser for such waiveefch fiscal quarter after December
31, 2007 has been terminated by the Investments&kdvBase management fees for any partial mongluanter are appropriately pro rated.
The total base management fees earned by andopRid$pect Management during the years ended Iyr#37, June 30, 2006 and June
2005 were $5,445, $2,082 and $1,808, respectively.

The incentive fee has two parts. The first,ghe income incentive fee, is calculated and pbeyguarterly in arrears based on Prospect
Capital’s pre-incentive fee net investment incowretlie immediately preceding calendar quarter.tRisrpurpose, pre-incentive fee net
investment income means interest income, dividandme and any other income (including any othes {ether than fees for providing
managerial assistance), such as commitment, otigmastructuring, diligence and consulting feed ather fees that Prospect Capital rece
from portfolio companies) accrued during the cadrglarter, minus Prospect Capital’'s operating Bsee for the quarter (including the base
management fee, expenses payable under the Adratiiat Agreement described below, and any intesegénse and dividends paid on any
issued and outstanding preferred stock, but exctuttie incentive fee). Pre-incentive fee net inwestt income includes, in the case of
investments with a deferred interest feature (aschriginal issue discount, debt instruments withnpent in kind interest and zero coupon
securities), accrued income that we have not yetived in cash. Pre-incentive fee net investmesurire does not include any realized capital
gains, realized capital losses or unrealized clagitpreciation or depreciation. Pre-incentive feeinvestment income, expressed as a rate of
return on the value of Prospect Capital’s net assethe end of the immediately preceding calegdarter, is compared to a “hurdle rate” of
1.75% per quarter (7.00% annualized). Previously lovestment Adviser had voluntarily agreed thatefach fiscal quarter from January 1,
2005 to March 31, 2007, the quarterly hurdle ra&s to be equal to the greater of (a) 1.75% and fl®rcentage equal to the sum of 25.0% of
the daily average of the “quoted treasury rate”gach month in the immediately preceding two qusius 0.50%. “Quoted treasury rate”
means the yield to maturity (calculated on a semisal bond equivalent basis) at the time of contpandor Five Year U.S. Treasury notes
with a constant maturity (as compiled and publisinetie most recent Federal Reserve Statisticadd®el H). These calculations were to be
appropriately pro rated for any period of less tttaee months and adjusted for any share issuamgepurchases during the current quarter.
The voluntary agreement by the Investment Advikat the hurdle rate be fluctuating for each figspadrter after January 1, 2005 (as
discussed above) was terminated by the InvestméwisAr as of the June 30, 2007, quarter. The imest adviser had also voluntarily
agreed that, in the event it is paid an incentegdt a time when our common stock is tradingmatce below $15 per share for the
immediately preceding 30 days (as adjusted forkssptits, recapitalizations and other transactipiisyill cause the amount of such incentive
fee payment to be held in an escrow account by@epiendent third party, subject to applicable ratiphs. The Investment Adviser had
further agreed that this amount may not be drawanuyy the Investment Adviser or any affiliate oy arther third party until such time as the
price of our common stock achieves an average g@ldaing price of at least $15 per share. Thedtment Adviser also had voluntarily
agreed to cause 30% of any incentive fee thatpiaid and that is not otherwise held in escrowgdanvested in shares of our common stock
through an independent trustee. Any sales of stotik svere to comply with any applicable six montiding period under Section 16(b) of
the Securities Act and all other restrictions corgd in any law or regulation, to the fullest extapplicable to any such sale. These two
voluntary agreements by the Investment Adviser lman terminated by the Investment Adviser foiraéntive fees after December 31,
2007.
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The net investment income used to calculasepiért of the incentive fee is also included ia #mount of the gross assets used to calculate
the 2.00% base management fee. Prospect Capitskipaynvestment Adviser an income incentive feth wespect to Prospect Capital’s pre-
incentive fee net investment income in each caleqdarter as follows:

e no incentive fee in any calendar quarter in whiobspect Capital’s pre-incentive fee net investniecdme does not exceed the hurdle
rate;

e 100.00% of Prospect Capital's pre-incentive feeimatstment income with respect to that portioswth pre-incentive fee net
investment income, if any, that exceeds the humtke but is less than 125.00% of the quarterly lewate in any calendar quarter
(8.75% annualized assuming a 7.00% annualized &uati); and

e 20.00% of the amount of Prospect Capital’s pre+itige fee net investment income, if any, that edse®25.00% of the quarterly
hurdle rate in any calendar quarter (8.75% annedlassuming a 7.00% annualized hurdle rate).

These calculations are appropriately pro régedny period of less than three months and #elju®r any share issuances or repurchases
during the current quarter.

The second part of the incentive fee, thetahpains incentive fee, is determined and payebéerears as of the end of each calendar year
(or upon termination of the Investment Advisory Agment, as of the termination date), and equaB020of Prospect Capi’s realizec



capital gains for the calendar year, if any, coragutet of all realized capital losses and unredlcapital depreciation at the end of such year.
In determining the capital gains incentive fee fidgdo the Investment Adviser, Prospect Capitaduates the aggregate realized capital
gains, aggregate realized capital losses and aggregrealized capital depreciation, as applicatild, respect to each of the investments in
its portfolio. For this purpose, aggregate realigagital gains, if any, equals the sum of the défifices between the net sales price of each
investment, when sold, and the original cost ohsngestment since inception. Aggregate realizgutablosses equal the sum of the amounts
by which the net sales price of each investmengnagdold, is less than the original cost of suclestment since inception. Aggregate
unrealized capital depreciation equals the surhefiifference, if negative, between the valuatibeazh investment as of the applicable date
and the original cost of such investment. At thé ehthe applicable period, the amount of capitahg that serves as the basis for Prospect
Capital’'s calculation of the capital gains inceatiee equals the aggregate realized capital gagssdggregate realized capital losses and less
aggregate unrealized capital depreciation withees its portfolio of investments. If this numbgipositive at the end of such period, then
the capital gains incentive fee for such perioélgaal to 20.00% of such amount, less the aggregateint of any capital gains incentive fees
paid in respect of its portfolio in all prior peds.

$5,781, $1,786 and $0 income incentive feagwarned for the years ended June 30, 2007, Iyg936 and June 30, 2005, respectively.
No capital gains incentive fees were earned wemgeedaor years ended June 30, 2007, June 30, Z2a@D6ume 30, 200!
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Administration Agreemel

Prospect Capital has also entered into an Ahination Agreement with Prospect AdministratibhC (“Prospect Administration”) under
which Prospect Administration, among other thimgsyides (or arranges for the provision of) adnimaiive services and facilities for
Prospect Capital. For providing these servicesspaot Capital reimburses Prospect AdministratiorPfospect Capital’s allocable portion of
overhead incurred by Prospect Administration irfqrening its obligations under the Administration rkgment, including rent and our
allocable portion of the costs of our chief comptia officer and chief financial officer and thedspective staffs. Under this agreement,
Prospect Administration furnishes us with officeiliéies, equipment and clerical, bookkeeping aacbrd keeping services at such facilities.
Prospect Administration also performs, or overdhegerformance of, our required administrativerises, which include, among other
things, being responsible for the financial recdidg we are required to maintain and preparingmsgo our stockholders and reports filed
with the SEC. In addition, Prospect Administratassists us in determining and publishing our nettaglue, overseeing the preparation and
filing of our tax returns and the printing and éissnation of reports to our stockholders, and gaheoversees the payment of our expenses
and the performance of administrative and profesdiservices rendered to us by others. Under thmiidtration Agreement, Prospect
Administration also provides on our behalf managessistance to those portfolio companies to whietare required to provide such
assistance. The Administration Agreement may bmiteated by either party without penalty upon 60dayritten notice to the other party.
Prospect Administration is a wholly owned subsigliaf our Investment Adviser.

The Administration Agreement provides thateatt willful misfeasance, bad faith or negligent¢hie performance of its duties or by
reason of the reckless disregard of its dutiesadnidations, Prospect Administration and its offsemanagers, partners, agents, employees,
controlling persons, members and any other persentity affiliated with it are entitled to indenfigiation from Prospect Capital for any
damages, liabilities, costs and expenses (includingonable attorneys’ fees and amounts reasopalalyn settlement) arising from the
rendering of Prospect Administration’s serviceserttie Administration Agreement or otherwise as iadstrator for Prospect Capital.

Prospect Administration, pursuant to the apakof our Board of Directors, has engaged Vassakdind Services LLC (“Vastardis”) to
serve as the sub-administrator of Prospect Capitaérform certain services required of Prospeahihistration. This engagement began in
May 2005 and ran on a month-to-month basis atdteeaf $25 annually, payable monthly. Under the adiministration agreement, Vastardis
provides Prospect Capital with office facilitiegugpment, clerical, bookkeeping and record keegienyices at such facilities. Vastardis also
conducts relations with custodians, depositoriasisfer agents, dividend disbursing agents, otieekBolder servicing agents, accountants,
attorneys, underwriters, brokers and dealers, catpdiduciaries, insurers, banks and such othesops in any such other capacity deemed to
be necessary or desirable. Vastardis provides tefmthe Administrator and the Directors of itsfpemance of obligations and furnishes
advice and recommendations with respect to suddr aspects of the business and affairs of Prospaguital as it shall determine to be
desirable. Under the revised and renewed sub-asiration agreement, Vastardis also provides thacgeof William E. Vastardis as the
Chief Financial Officer (“CFQ”) of the Fund. Thisiwice was formerly provided at the rate of $226ually, payable monthly. In May 2006,
the engagement was revised and renewed as arbassetfee with a $400 annual minimum, payable niypritastardis does not provide any
advice or recommendation relating to the securéies other assets that Prospect Capital shouldasec retain or sell or any other investr
advisory services to Prospect Capital. Vastardissponsible for the financial and other recoradd dither Prospect Capital (or the
Administrator on behalf of Prospect Capital) isuiegd to maintain and prepares reports to stockdre|cand reports and other materials filed
with the Securities and Exchange Commission. Intiaad Vastardis assists Prospect Capital in deiteing and publishing Prospect Capital’s
net asset value, overseeing the preparation dang 6f Prospect Capital’s tax returns, and thetprgnand dissemination of reports to
stockholders of Prospect Capital, and generallysmaing the payment of Prospect Capital’s expemséshe performance of administrative
and professional services rendered to Prospectalapiothers.

Under the sub-administration agreement, Vdi&tand its officers, partners, agents, employemsrolling persons, members, and any
other person or entity affiliated with Vastardise aot liable to the Administrator or Prospect Gafor any action taken or omitted to be
taken by Vastardis in connection with the perforosaaf any of its duties or obligations or otherwasesu-administrator for th



Administrator on behalf of Prospect Capital. Theeggnent also provides that, absent willful misfeasabad faith or negligence in the
performance of Vastardis’ duties or by reason efrétkless disregard of Vastardis’ duties and akibgs, Vastardis and its officers, partners,
agents, employees, controlling persons, membedsaay other person or entity affiliated with Vasliarare entitled to indemnification from
the Administrator and Prospect Capital. All damagjasbilities, costs and expenses (including reabtmattorneys’ fees and amounts
reasonably paid in settlement) incurred in or lasom of any pending, threatened or completed adiat) investigation or other proceeding
(including an action or suit by or in the righttbE Administrator or Prospect Capital or the sdgurolders of Prospect Capital) arising out of
or otherwise based upon the performance of anyastardis’ duties or obligations under the agreernentherwise as sub-administrator for
the Administrator on behalf of Prospect Capital.
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Managerial Assistanc

As a business development company, we offef naust provide upon request, managerial assistanmertain of our portfolio companies.
This assistance could involve, among other thimgmitoring the operations of our portfolio companiparticipating in board and
management meetings, consulting with and advisifigeos of portfolio companies and providing otlmeganizational and financial guidance.
We have received $452 in managerial assistandbdéoyear ended June 30, 2007, compared to $192imagerial assistance for the year
ended June 30, 2006, and $77 in managerial assistanthe year ended June 30, 2005 . These fegsaad to the Administrator.

Note 6. Earnings Per Share

The following information sets forth the computatiof basic and diluted per share net increasetiaseets resulting from operations for the
years ended June 30, 2007, 2006 and 2005, resplgc

For the Years Ended

2007 2006 2005
Numerator for increase in net assets per sl $ 16,728 $ 12,896 $ 8,751
Denominator for basic and diluted weighted averstgees: 15,724,095 7,056,846 7,055,100
Basic and diluted net increase in net assets @e shsulting from
operations: $ 1.06 $ 1.83 $ 1.24
Note 7 . Financial Highlights
Year
Year
Ended Year Year Jlirr:d%cé
Jun. 30, Ended Ended U
2007 Jun. 30,2006 Jun. 30,2000  2004®
Per Share Data(l) :
Net asset value at beginning of per $ 15.31 $ 14.5¢ $ (0.0)) $ —
Costs related to the initial public offeril — 0.01 (0.21) —]
Costs related to the secondary public offering (0.06) — — —
Share issuances related to dividend reinvestment — — — —
Net investment incom 1.44 1.21 0.34 —
Realized gair 0.14 0.04 — —
Net unrealized appreciation (depreciati (0.51) 0.5¢ 0.9C —
Net increase in net assets as a result of pukfiezing 0.2€ — 13.9¢ —
Dividends declared and paid (1.54) (1.12) (0.3€) —
Net asset value at end of peri $ 15.0¢ $ 1531 $ 145¢ $ —
Per share market value at end of period $ 17.47 $  16.9¢ $ 12.6C $ —]
Total return based on market vaﬁ?& 12.65% 44.9(% (13.4€%) —
Total return based on net asset va{ﬁ}e 7.62% 12.7¢% 7.4% =
Shares outstanding at end of per 19,949,06 7,069,87. 7,055,101 —
Average weighted shares outstanding for pe 15,724,09 7,056,841 7,055,101 —

Ratio / Supplemental Data:



Net assets at end of period (in thousai $ 300,04¢ $ 108,27( $ 102,96 $ —
Annualized ratio of operating expenses to averajassets 7.36% 8.1<% 5.52% —

Annualized ratio of net operating income to averageassets 9.71% 7.9(% 8.5(% —

(1) Financial highlights are based on weighted aveshgees except dividends declared and paid .

(2) Total return based on market value is based onfthage in market price per share between the opamid ending market prices per
share in each period and assumes that dividendsiakested in accordance with Prospect Capitalisiend reinvestment plan. Total
return based on net asset value is based upomémge in net asset value per share between théngpmmd ending net asset values per
share in each period and assumes that dividendsiakested in accordance with Prospect Capitalislend reinvestment plan. The
total returns are not annualize

(3) Financial Highlights as of June 30, 2004 are carsid not applicable as the initial offering of coomstock did not occur as of this
date.
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Note 8 . Litigation

The Company is a defendant in a legal actiteing out of its activities. While predicting tleeitcome of litigation is inherently very
difficult, and the ultimate resolution, range ofspible loss and possible impact on operating resaltinot be reliably estimated, management
believes, based upon its understanding of the faudshe advice of legal counsel, that it has dtoresus defense for this action. We continue
to defend this action vigorously, and believe tieablution of this action will not have a mategadidverse effect on the Company’s financial
position.

On December 6, 2004, Dallas Gas Partners (“p&fved Prospect Capital with a complaint filedwdmber 30, 2004 in the U.S. District
for the Southern District of Texas, Galveston Dimis DGP alleges that DGP was defrauded and thosplect Capital breached its fiduciary
duty to DGP and tortiously interfered with DGP’swtract to purchase Gas Solutions, Ltd. (a subsididour portfolio company, GSHI) in
connection with Prospect Capital’s alleged agreanme8eptember 2004 to loan DGP funds with whichFDi@tended to buy Gas Solutions,
Ltd. for approximately $26,000. The complaint seeef not limited to $100,000. We believe thae BGP complaint is frivolous and
without merit, and intend to defend the matter vagsly. On November 30, 2005, U.S. Magistrate Jultde R. Froeschner of the U.S.
District Court for the Southern District of Tex#&&alveston Division, issued a recommendation thatthurt grant Prospect Capital’s Motion
for Summary Judgment dismissing all claims by DOR.February 21, 2006, U.S. District Judge Samuaeailtl§éthe U.S. District Court for
the Southern District of Texas, Galveston Divisissued an order granting Prospect Capital’s MdlmsrSummary Judgment dismissing all
claims by Dallas Gas Partners, L.P., against Pov<papital Corporation. DGP has appealed this dgtis

We are involved in various investigationsjmisa and legal proceedings that arise in the orglinatrse of our business. These matters may
relate to intellectual property, employment, taegulation, contract or other matters. The resotutibthese matters as they arise will be
subject to various uncertainties and, even if stlaims are without merit, could result in the exgigure of significant financial and
managerial resources.

Note 9 . Revolving Credit Agreements

On February 21, 2006, Prospect Capital enteteca $20,000 senior secured revolving credififg{the “Previous Credit Facility”) with
Bank of Montreal as administrative agent and HaMisbitt Corp. as sole lead arranger and sole hawker. The Previous Credit Facility
supplemented the Company’s equity capital and pex/funding for additional portfolio investmentdl &mounts borrowed under the
Previous Credit Facility would have matured, angeatrued and unpaid interest thereunder would baea due and payable within six
months of the date of the borrowing. The Previoted@ Facility had a termination date of August 2@06. On May 11, 2006, the Previous
Credit Facility was increased to $30,000.

On July 26, 2006, we closed a $50,000 revgleiredit facility (the “Facility”) with HSH NordbdnAG as administrative agent and sole
lead arranger, replacing the $30,000 Previous Cretiility. This Facility was used, together withr@quity capital, to make additional long-
term investments. Interest on borrowings undeiRduglity is charged, at our option, at either (IBOR plus the applicable spread, ranging
from 200 to 250 basis points (the refinanced fgcbieing at 250 basis points over LIBOR), or (iigtgreater of the lender prime rate or the
federal funds effective rate plus 50 to 100 basistg. The applicable spread decreases as oulydipse increases.

On June 6, 2007, Prospect Capital closed$208,000 three-year revolving credit facility wiRabobank Nederland as administrative
agent and sole lead arranger (the Rabobank Facilihe Rabobank facility refinanced the $50,000ilEgevith HSH Nordbank AG. Interest
on the Rabobank Facility is charged at LIBOR pl25§ basis points. Additionally, Rabobank charge® ®asis points on the unused portion
of the facility. At June 30, 2007, the investmeséd as collateral had an aggregate market val§i#9¥,966, which represents 65.3% of net
assets.

As of June 30, 2007, we had no amounts draawndn the Rabobank Facilit



Note 10 . Subsequent Events

On July 31, 2007, Prospect Capital provides,$20 growth financing to Wind River Resources @oation and Wind River |
Corporation, a privately held oil and gas produttinsiness based in Salt Lake City, Utah. The imvest was in the form of senior secured
notes along with a net profits interest.

On August 1, 2007, ESA Environmental Spedislisic. ("ESA"), filed voluntarily for reorganizah under the bankruptcy code, in
response to a foreclosure action by Prospect Gafita Prospect Capital learned that unauthorcaeh distributions to management recently
had been made by the controlling shareholder arfd. ®ospect Capital has a senior-secured, firstd&bt position with collateral in the
form of receivables, real estate, other assetsppaf guarantees, and the stock of ESA's profitstibsidiary company The Healing Staff.

On August 7, 2007, Prospect Capital provide@®®0 growth and recapitalization financing to D&wn, Inc., a deepwater drilling
services and manufacturing provider based in HoyStexas. The investment was in the form of sesémured notes plus warrants.

On August 16, 2007, Arctic Acquisition Corgb& Cougar Pressure Control) repaid its unamortzaa in full to Prospect Capital.
Prospect Capital received a $400 prepayment preragimell. Prospect Capital continues to hold wasran this investment.
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On August 28 Prospect Capital provided $9,200 growth and reatipétion financing to Diamondback Operating, LRz production
company based in Tulsa, Oklahoma. The investmestinvithe form of senior secured notes plus a radttprinterest.

Note 11 . Selected Quarterly Financial Data (unautgd) (in thousands except per share amounts)

Net Investment Income Net Realized and Unrealized Net Increase (Decrease) in
Investment Income (Loss) Gains (Losses) Net Assets from Operations

Quarter Ended Total Per Share* Total Per Share* Total Per Share* Total Per Share*
September 30, 20C  $ 266 $ 0.0t $ (439) $ (0.09 $ — $ — $ (439) $ (0.06)
December 31, 2004 2,94¢ 0.4z 1,22¢ 0.17 2 — 1,22¢ 0.17
March 31, 200! 2,20z 0.31 444 0.0€ 414 0.0¢€ 85€ 0.1z
June 30, 200 2,67¢ 0.3¢ 1,17¢ 0.17 5,92¢ 0.84 7,101 1.01
September 30, 200 3,10¢ 0.44 1,41t 0.2C 58 0.01 1,47: 0.21
December 31, 200! 3,93t 0.5€ 2,04( 0.2¢ 48€ 0.07 2,52¢ 0.3€
March 31, 200¢ 4,02¢ 0.57 2,12¢ 0.3C 82¢ 0.1Z 2,95¢ 0.4z
June 30, 2006 5,79¢ 0.8z 2,971 0.4z 2,96: 0.4z 5,94( 0.84
September 30, 200 6,43 0.6% 3,274 0.32 69C 0.07 3,964 0.4C
December 31, 200 8,171 0.6C 4,497 0.3 (1,557) (0.11) 2,94( 0.2z
March 31, 200° 12,06¢ 0.61 7,01t 0.3€ (2,039 (0.10) 4,97¢ 0.2
June 30, 2007 14,00¢ 0.7¢C 8,34¢ 0.4z (3,507) (0.1¢) 4,84¢ 0.24

* Per share amounts are calculated using weightethge shares during period.

Item 9. Changes in and Disagreements With Accountasion Accounting and Financial Disclosure.
None

Item 9A. Controls and Procedures.

As of June 30, 2007, we evaluated the effeatdss of the design and operation of our disclosomérols and procedures (as defined in
Rule 13a15(e) of the 1934 Act). Based on that evaluatiom,moanagement, including the Chief Executive Offimed Chief Financial Office
concluded that our disclosure controls and proesiuere effective and provided reasonable assuthateformation required to be
disclosed in our periodic SEC filings is recordpdhcessed, summarized and reported within the pieniods specified in the SEC’s rules and
forms, and that such information is accumulated @mmunicated to our management, including our {Executive Officer and Chie



Financial Officer, as appropriate, to allow timelgcisions regarding required disclosure. Howewveevaluating the disclosure controls and
procedures, management recognized that any comimdigprocedures, no matter how well designed aedadgd can provide only reasonable
assurance of achieving the desired control objestisnd management necessarily was required tg ippidgment in evaluating the cost-
benefit relationship of such possible controls pratedures.

Report of Management on Internal Control Over FiciahReporting

Management is responsible for establishingraaihtaining adequate internal control over finahogéporting, and for performing an
assessment of the effectiveness of internal cootret financial reporting as of June 30, 2007.
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Internal control over financial reporting ipeocess designed to provide reasonable assuregarling the reliability of financial reporting
and the preparation of financial statements foemel purposes in accordance with generally acdeqateounting principles. The Company’s
internal control over financial reporting includb®se policies and procedures that (i) pertairsse® of the Company; (ii) provide reasonable
assurance that transactions are recorded as ngctsparmit preparation of financial statementadcordance with generally accepted
accounting principles, and that receipts and exiperes$ of the Company are being made only in aaoed with authorizations of
management and directors of the Company; andpfiiiyide reasonable assurance regarding preventitimely detection of unauthorized
acquisition, use, or disposition of the Companyseds that could have a material effect on thenéiiad statements.

Management performed an assessment of thetigéfieess of the Company’s internal control oveaficial reporting as of June 30, 2007
based upon criteria in Internal Control—Integrafedmework issued by the Committee of Sponsoringa@imgtions of the Treadway
Commission (“COSQO”). Based on our assessment, nesmaigt determined that the Company'’s internal cootrer financial reporting was
effective as of June 30, 2007 based on the criterimternal Control—Integrated Framework issueCi®SO. There were no material
changes to the Company’s internal controls ovexrfaial reporting during the year ended June 307200

BDO Seidman, LLP, the independent registergaip accounting firm that audited our consolidafiedncial statements included in this
report, has also audited the effectiveness ofmermal control over financial reporting as statetheir report included herein.

Report of Independent Registered Public Accourfing

Board of Directors and Shareholders
Prospect Capital Corporation
New York, New York

We have audited Prospect Capital Corporasianternal control over financial reporting as ohd 30, 2007, based on criteria establishi
Internal Control — Integrated Framework issuediey@ommittee of Sponsoring Organizations of thedway Commission (the COSO
criteria). Prospect Capital Corporation’s managenseresponsible for maintaining effective internahtrol over financial reporting and for
its assessment of the effectiveness of internarabaver financial reporting, included in the angmanying “ltem 9A, Report of Management
on Internal Control Over Financial Reporting”. @asponsibility is to express an opinion on the canys internal control over financial
reporting based on our audit.

We conducted our audit in accordance withsthaedards of the Public Company Accounting Ovetdigtard (United States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethetigianternal control over financial
reporting was maintained in all material respe@is: audit included obtaining an understanding térimal control over financial reporting,
assessing the risk that a material weakness eaististesting and evaluating the design and operafiiectiveness of internal control based on
the assessed risk. Our audit also included perfagreuch other procedures as we considered necesghg/circumstances. We believe that
our audit provides a reasonable basis for our opini

A company’s internal control over financiapogting is a process designed to provide reasoraslerance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company'’s internal control over fircéal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainky reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financakestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and @jge reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companygsats that could have a material effect on thenfiizd statements.
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Because of its inherent limitations, interoahtrol over financial reporting may not prevendetect misstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdeqaate because of changes in conditions,
or that the degree of compliance with the policieprocedures may deteriorate.

In our opinion, Prospect Capital Corporatioaimeained, in all material respects, effective ing control over financial reporting as of
June 30, 2007, based on the COSO criteria.

We also have audited, in accordance with téiedards of the Public Company Accounting Oversigdrd (United States), the
consolidated statements of assets and liabilifiéraspect Capital Corporation as of June 30, 20472006, and the related consolidated
statements of operations , changes in net assetsash flows for each of the three years in thimgeended June 30, 2007 and our report
dated, September 27, 2007 expressed an unquajfiaébn thereon.

/s/ BDO Seidman, LLP

BDO Seidman, LLP

New York, New York
September 27, 2007

Item 9B. Other Information
None
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PART IlI

We will file a definitive Proxy Statement four 2007 Annual Meeting of Stockholders (the “260@xy Statement”) with the SEC,
pursuant to Regulation 14A, not later than 120 ddier the end of our fiscal year. Accordingly,te@r information required by Part Il has
been omitted under General Instruction G93) to Fbd. Only those sections of the 2007 Proxy Statertieattspecifically address the ite
set forth herein are incorporated by reference.

Item 10. Directors, Executive Officers and Corpora¢ Governance.
The information required by Item 10 is herdtgorporated by reference from our 2007 Proxy $tatd.
Code of Ethics

We and Prospect Management have each adoptetkaof ethics pursuant to Rule 17j-1 under th#01&ct that establishes procedures for
personal investments and restricts certain persaualrities transactions. Personnel subject to eadé may invest in securities for their
personal investment accounts, including securitiassmay be purchased or held by us, so long dsisuestments are made in accordance
with the code’s requirements. For information omvho obtain a copy of each code of ethics, see flalbie Information” in Part I, Item 1 of
this report.

Item 11. Executive Compensation.
The information required by Item 11 is herdtgorporated by reference from our 2007 Proxy $tatd.

Item 12. Security Ownership of Certain Beneficial @Qvners and Management and Related Stockholder Matter.
The information required by Item 12 is herdigorporated by reference from our 2007 Proxy $tatd.

Item 13. Certain Relationships and Related Transa@ns, and Director Independence.
The information required by Item 13 is herdtgorporated by reference from our 2007 Proxy Statd.

Item 14. Principal Accounting Fees and Service:



The information required by Item 14 is herdtgorporated by reference from our 2007 Proxy $tatd.
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PART IV
Item 15. Exhibits, Financial Statement Schedules.
Exhibits

The following exhibits are filed as part of thigoet or hereby incorporated by reference to exéipieviously filed with the SEC (according
to the number assigned to them in Iltem 601 of Regui S-K):

3.1 Articles of Incorporation (1).

3.2 Amended and Restated Bylaws (2).

4.1 Form of Share Certificate (2).

10.1 Investment Advisory Agreement between RegistradtRmspect Capital Management, LLC (2).

10.2 Custodian Agreement (3).

10.3 Administration Agreement between Registrant angpeot Administration, LLC (2).

10.4 Transfer Agency and Service Agreement (3).

10.5 Dividend Reinvestment Plan (2).

10.6 License Agreement between Registrant and Prospzgutal Management, LLC (2).

11 Computation of Per Share Earnings (included imiites to the financial statements contained inrdpsrt).

12 Computation of Ratios (included in the notes tofthancial statements contained in this report).

14 Code of Conduct (4)

16 Letter regarding change in certifying accountait (5

21+ Subsidiaries of the Registrant

22.1 Proxy Statement (6).

31.1* Certification of Chief Executive Officer pursuantRule 13-14(a) of the Securities Exchange Act of 1934, asratad.
31.2* Certification of Chief Financial Officer pursuant Rule 13a-14(a) of the Securities Exchange Adi9#¥4, as amended.
32.1% Certification of Chief Executive Officer pursuant$ection 906 of The Sarba-Oxley Act of 2002 (18 U.S.C. 135(
32.2% Certification of Chief Financial Officer pursuamnt $ection 906 of The Sarbanes-Oxley Act of 200218.C. 1350).

* Filed herewith.

76



(1) Incorporated by reference to the RegistranggiBration Statement on Form N-2 (File No. 3335821), filed on April 16, 2004.
(2) Incorporated by reference to Pre-Effective Adraent No. 2 to the Registrant’s Registration Statenon Form N-2 (File No. 333-
114522), filed on July 6, 2004.

(3) Incorporated by reference to Pre-Effective Adraent No. 3 to the Registrant’s Registration Statenon Form N-2 (File No. 333-
114522), filed on July 23, 2004.

(4) Incorporated by reference from the Registraftem 10-K filed on September 28, 2006.

(5) Incorporated by reference to the form 8-K/Al¢Mlo. 814-00659), filed on January 21, 2005.

(6) Incorporated by reference from the RegistraBtaxy Statement filed on October 19, 2006.

SIGNATURE

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized on September 27, 2007.

PROSPECT CAPITAL CORPORATION
By:

/sl John F. Barry lll

John F. Barry llI
Chief Executive Officer and Chairman of the Board
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Exhibit 21. Subsidiaries of the Registrant

The following is a list of all subsidiaries of tRegistrant, the state under which they are incatgdrand the names under which such
subsidiaries do business.

Name of subsidiar Name(s) under whic State of incorporation
subsidiary does business
Prospect Capital Funding, LLC Prospect Capital Funding, LLC Delaware




CERTIFICATION OF CHIEF EXECUTIVE OFFICER
EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO RULE 13a-14(a)/15d-14(a)

I, John F. Barry lll, Chief Executive Officer andh@rman of the Board of Prospect Capital Corporateertify that:
1. | have reviewed this annual report on Form 16fRrospect Capital Corporation;

2. Based on my knowledge, this report does notaiomny untrue statement of a material fact or dmn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant's other certifying officer anaré¢ responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))imtednal control over financial reporting (as definin Exchange Act Rules 13a 15(f) and
15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and proceduresused such disclosure controls and proceduies designed under our
supervision, to ensure that material informatidatieg to the registrant is made known to us byegtwithin those entities,
particularly during the period in which this rep@rteing preparec

(b) Designed such internal control over financial réipg; or caused such internal control over finaheporting to be designed under
our supervision, to provide reasonable assuramga@ding the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principl

(c) Evaluated the effectiveness of the registrantslassire controls and procedures and presentedsimeport our conclusions about 1
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;
and

(d) Disclosed in this report any change in the registsanternal control over financial reporting tle&tcurred during the registrant's m
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, tlegyistrant's internal control over the
financial reporting; an

5. The registrant's other certifying officer andhlve disclosed, based on our most recent evaluatimernal control over financial reporting,
to the registrant's auditors and the Audit Comnaiti€the registrant's Board of Directors (or pessparforming the equivalent functions):

(@) All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refiwaincial information; an

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant's
internal control over financial reportin

Dated this 27th Day of September, 2007

/sl John F. Barry lll

John F. Barry llI
Chief Executive Officer




CERTIFICATION OF CHIEF FINANCIAL OFFICER
EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO RULE 13a-14(a)/15d-14(a)

I, William E. Vastardis, Chief Financial Officer dreasurer of Prospect Capital Corporation, gettiat:
1. | have reviewed this annual report on Form 16fRrospect Capital Corporation;

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dmn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant's other certifying officer anar¢ responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))imtednal control over financial reporting (as definin Exchange Act Rules 13a 15(f) and
15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and proceduresused such disclosure controls and proceduies designed under our
supervision, to ensure that material informatidatieg to the registrant is made known to us byegtwithin those entities,
particularly during the period in which this rep@rteing preparec

(b) Designed such internal control over financial réipg; or caused such internal control over finaheporting to be designed under
our supervision, to provide reasonable assuramga@ding the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principl

(c) Evaluated the effectiveness of the registrantslassire controls and procedures and presentedsimeport our conclusions about 1
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;
and

(d) Disclosed in this report any change in the registsanternal control over financial reporting tle&tcurred during the registrant's m
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, tlegyistrant's internal control over the
financial reporting; an

5. The registrant's other certifying officer anthlve disclosed, based on our most recent evaluatioernal control over financial reporting,
to the registrant's auditors and the Audit Comnaiti€the registrant's Board of Directors (or pessparforming the equivalent functions):

(@) All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refiwaincial information; an

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant's
internal control over financial reportin

Dated this 27th Day of September, 2007

/s/ William E. Vastardis

William E. Vastardis
Chief Financial Officer




CERTIFICATION OF CHIEF EXECUTIVE OFFICER
EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT SECTION 906 OF THE SARBANES-OXLEY ACT ObB@2, 18 U.S.C. 1350

In connection with the annual report on Form 10eKthe period ended June 30, 2007 (the “ReportBrospect Capital Corporation (the
“Registrant”), as filed with the Securities and Guission on the date hereof, |, John F. Barry Hg €hief Executive Officer of the
Registrant, hereby certify, to the best of my krenige, that:

1. The Report fully complies with the requirementsSeftction 13(a) or 15(d) of the Securities Exchangeof 1934, as amended; and

2. The information contained in the Report fairly gmets, in all material respects, the financial cbadiand results of operations of the
Registrant

/sl John F. Barry Il

Name: John F. Barry |
Date: September 27, 2007

A signed original of this written statement reqdit®y Section 906, or other document authenticatiegnowledging, or otherwise adopting
the signature that appears in typed form withingleetronic version of this written statement reediby Section 906, has been provided to
Prospect Capital Corporation and will be retaingdPbospect Capital Corporation and furnished toSeeurities and Exchange Commission
or its staff upon request.

The foregoing certification is being furnished $pl® accompany the Report pursuant to 18 U.S.CL350, and is not being filed for
purposes of Section 18 of the Securities Excharggef1934, as amended, and are not to be incagmbtay reference into any filing of the
Registrant, whether made before or after the datedf, regardless of any general incorporationdane in such filing.




CERTIFICATION OF CHIEF FINANCIAL OFFICER
EXHIBIT 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT SECTION 906 OF THE SARBANES-OXLEY ACT ObB@2, 18 U.S.C. 1350

In connection with the annual report on Form 10eKthe period ended June 30, 2007 (the “ReportBrospect Capital Corporation (the
“Registrant”), as filed with the Securities and Bange Commission on the date hereof, I, Willianvéstardis, the Chief Financial Officer of
the Registrant, hereby certify, to the best of mgwledge, that:

1. The Report fully complies with the requirementsSeftction 13(a) or 15(d) of the Securities Exchangeof 1934, as amended; and

2. The information contained in the Report fairly gmets, in all material respects, the financial cbadiand results of operations of the
Registrant

/s/ William E. Vastardis

Name: William E. Vastardi
Date: September 27, 2007

A signed original of this written statement reqdit®y Section 906, or other document authenticatiegnowledging, or otherwise adopting
the signature that appears in typed form withingleetronic version of this written statement reediby Section 906, has been provided to
Prospect Capital Corporation and will be retaingdPbospect Capital Corporation and furnished toSeeurities and Exchange Commission
or its staff upon request.

The foregoing certification is being furnished $pl® accompany the Report pursuant to 18 U.S.CL350, and is not being filed for
purposes of Section 18 of the Securities Excharggef1934, as amended, and are not to be incagmbtay reference into any filing of the
Registrant, whether made before or after the datedf, regardless of any general incorporationdage in such




