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PROSPECTUS SUPPLEMENT
(To prospectus dated June 22, 2006)

$400,000,000
6.625% Notes due 2011

      We are offering $400,000,000 of 6.625% notes due 2011, which we refer to as the Notes. The Notes will mature
on July 15, 2011. We will pay interest on the Notes on January 15 and July 15 of each year. The first interest payment
on the Notes will be made on January 15, 2007. We may redeem the Notes in whole at any time or in part from time to
time at the redemption price discussed under the caption �Specific Terms of the Notes and the Offering � Optional
Redemption� in this prospectus supplement.
      The Notes will be our direct unsecured obligations and rank pari passu with all of our outstanding and future
unsecured indebtedness.
      Please read this prospectus supplement, and the accompanying prospectus, before investing, and keep it for future
reference. The prospectus supplement and the accompanying prospectus contain important information about us that a
prospective investor should know before investing in our Notes. We file annual, quarterly and current reports, proxy
statements and other information about us with the Securities and Exchange Commission. This information is
available free of charge by contacting us at 1919 Pennsylvania Avenue, NW, Washington, DC, 20006, or by telephone
at (202) 721-6100 or on our website at www.alliedcapital.com. The information on our website is not incorporated by
reference into this prospectus supplement and the accompanying prospectus. The SEC also maintains a website at
www.sec.gov that contains such information.

 See �Risk Factors� beginning on page 9 of the prospectus attached to this prospectus supplement to read
about risks relating to an investment in us or the Notes.

Per Note Total

Initial public offering price 99.990% $ 399,960,000
Underwriting discounts and commissions .600% $ 2,400,000
Proceeds, before expenses, to us(1) 99.390% $ 397,560,000

(1) Expenses payable by us are estimated to be approximately $870,000.
      The initial public offering price set forth above does not include accrued interest, if any. Interest on the Notes will
accrue from July 25, 2006 and must be paid by the purchaser if the Notes are delivered after July 25, 2006.
      Delivery of the notes in book-entry form only through The Depository Trust Company will be made on or about
July 25, 2006.

 THE NOTES ARE NOT DEPOSITS OR OTHER OBLIGATIONS OF A BANK AND ARE NOT
INSURED BY THE FEDERAL DEPOSIT INSURANCE CORPORATION OR ANY OTHER
GOVERNMENT AGENCY.

 Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or passed upon the adequacy of this prospectus supplement or the
accompanying prospectus. Any representation to the contrary is a criminal offense.

Joint Book-Running Managers

Merrill Lynch & Co. Banc of America Securities LLC

Co-Managers
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Citigroup JPMorgan
The date of this prospectus supplement is July 20, 2006.

Edgar Filing: ALLIED CAPITAL CORP - Form 497

3



 You should rely only on the information contained in this prospectus supplement and the accompanying
prospectus. We have not, and the underwriters have not, authorized any other person to provide you with
different information. If anyone provides you with different or inconsistent information, you should not rely on
it. We are not, and the underwriters are not, making an offer to sell these securities in any jurisdiction where
the offer or sale is not permitted. You should assume that the information appearing in this prospectus
supplement and the accompanying prospectus is accurate only as of their respective dates. Our business,
financial condition and results of operations may have changed since those dates. This prospectus supplement
supersedes the accompanying prospectus to the extent it contains information that is different from or
additional to the information in that prospectus.
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Index to Consolidated Financial Statements F-1

      In this prospectus supplement, unless otherwise indicated, �Allied Capital,� �Company,� �we,� �us� or �our� refer to Allied
Capital Corporation.
      Information contained in this prospectus supplement and the accompanying prospectus may contain
forward-looking statements, which can be identified by the use of forward-looking terminology such as �may,� �will,�
�expect,� �intend,� �anticipate,� �estimate,� or �continue� or the negative thereof or other variations thereon or comparable
terminology. The matters described in �Risk Factors� in the accompanying prospectus and certain other factors noted
throughout this prospectus supplement and the accompanying prospectus constitute cautionary statements identifying
important factors with respect to any such forward-looking statements, including certain risks and uncertainties, that
could cause actual results to differ materially from those in such forward-looking statements.

(i)
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SPECIFIC TERMS OF THE NOTES AND THE OFFERING
      This prospectus supplement sets forth certain terms of the Notes that we are offering pursuant to this prospectus
supplement and supplements the prospectus that is attached to the back of this prospectus supplement.
      This section outlines the specific legal and financial terms of the Notes that are more generally described in the
prospectus attached to this prospectus supplement under the heading �Description of Notes�. You should read this
section together with the more general description of the Notes in the prospectus before investing in the Notes.
Capitalized terms not defined in this prospectus supplement shall have the meanings ascribed to them in the
accompanying prospectus or in the indenture.

Issuer Allied Capital Corporation

Title of the securities 6.625% Notes due 2011

Initial aggregate principal
amount being offered

$400,000,000

Initial public offering price 99.99% of the aggregate principal amount

Net proceeds to us 99.39% of the aggregate principal amount

Principal payable at maturity 100% of the aggregate principal amount; the principal amount of each Note will be
payable on its stated maturity date at the office of the Paying Agent, Registrar and
Transfer Agent for the Notes or at such other office in The City of New York as we
may designate.

Type of Note Fixed Rate Note

Interest rate 6.625% per year

Day count basis 360-day year of twelve 30-day months

Original issue date July 25, 2006

Stated maturity date July 15, 2011

Date interest starts accruing July 25, 2006

Interest payment dates Every January 15 and July 15, commencing January 15, 2007. If an interest
payment date falls on a non-business day, the applicable interest payment will be
made on the next business day and no additional interest will accrue as a result of
such delayed payment.

Interest periods The initial interest period will be the period from and including July 25, 2006 to,
but excluding, the initial interest payment date, and the subsequent interest periods
will be the periods from and including an interest payment date to, but excluding,
the next interest payment date or the stated maturity date, as the case may be.

Regular record dates for interest Every January 1 and July 1, commencing January 1, 2007
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Specified currency U.S. Dollars

Place of payment New York City

Ranking of Notes The Notes will be our direct unsecured obligations and rank pari passu with our
other outstanding and future unsecured indebtedness. The Notes will be
subordinated to any secured indebtedness of ours as to assets securing such
indebtedness.

Denominations We will issue the Notes in denominations of $1,000 and integral multiples of
$1,000.

Business day Means each Monday, Tuesday, Wednesday, Thursday and Friday that is not a day
on which banking institutions in

S-1
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New York City are authorized or required by law or executive order to close.

Optional redemption The Notes may be redeemed in whole at any time or in part from time to time at our
option, at a redemption price equal to accrued and unpaid interest on the principal
amount being redeemed on the redemption date plus the greater of:

�                                                100% of the principal amount of the Notes to be
redeemed, and

�                                                the sum of the present values of the remaining
scheduled payments of principal and interest on the Notes to be redeemed (not
including any portion of such payments of interest accrued to the date of
redemption) discounted to the date of redemption on a semi-annual basis at the
Adjusted Treasury Rate, plus 25 basis points.

�Adjusted Treasury Rate� means, with respect to any date of redemption, the rate per
year equal to the semiannual equivalent yield to maturity or the interpolated yield to
maturity (on a date count basis) of the Comparable Treasury Issue, assuming a price
for the Comparable Treasury Issue (expressed as a percentage of its principal
amount) equal to the Comparable Treasury Price for that date of redemption.

�Comparable Treasury Issue� means the United States Treasury security selected by
the Quotation Agent as having a maturity or interpolated maturity comparable to the
remaining term of the Notes to be redeemed that would be used, at the time of
selection and under customary financial practice, in pricing new issues of corporate
debt securities of comparable maturity to the remaining term of the Notes.

�Comparable Treasury Price� means, with respect to any date of redemption, the
average of the Reference Treasury Dealer Quotations for that date of redemption,
after excluding the highest and lowest Reference Treasury Dealer Quotations, or if
the Trustee is provided fewer than three Reference Treasury Dealer Quotations, the
average of all Reference Treasury Dealer Quotations.

�Quotation Agent� means one Reference Treasury Dealer appointed by us.

�Reference Treasury Dealer� means each of Merrill Lynch, Pierce, Fenner & Smith
Incorporated and Banc of America Securities LLC and their respective successors
and any other primary treasury dealer we select. If any of the foregoing ceases to be
a primary U.S. Government securities dealer in New York City, we must substitute
another primary treasury dealer.

�Reference Treasury Dealer Quotations� means, with respect to each Reference
Treasury Dealer and any date of redemption, the average of the bid and asked prices
for the Comparable Treasury Issue (expressed in each case as a percentage of its
principal amount) quoted in writing to us and the trustee by the Reference Treasury
Dealer at 5:00 p.m., New York City time, on the third business day before the date
of redemption.
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Notice of any redemption will be mailed at least 20 days but not more than 50 days
before the date of redemption to each

S-2
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Holder of the Notes to be redeemed. If we redeem only some of the Notes, the
Trustee will determine the method for the selection of the particular Notes to be
redeemed, in accordance with the Investment Company Act of 1940, as amended,
and the rules and regulations promulgated thereunder, to the extent applicable.
Unless we default in payment of the redemption price, on and after the date of
redemption, interest will cease to accrue on the Notes called for redemption.

Any exercise of our option to redeem the Notes will be done in compliance with the
Investment Company Act of 1940, as amended, and the rules and regulations
promulgated thereunder, to the extent applicable.

Sinking fund The Notes will not be subject to any sinking fund.

Repayment at option of Holders Holders will not have the option to have the Notes repaid prior to the stated
maturity date.

Defeasance The Notes are subject to defeasance by us.

Covenant defeasance The Notes are subject to covenant defeasance by us.

Form of Notes The Notes will be represented by global securities that will be deposited and
registered in the name of The Depository Trust Company or its nominee. This
means that, except in limited circumstances, you will not receive certificates for the
Notes.

Paying Agent, Registrar and
Transfer Agent

The Bank of New York

CUSIP 01903Q AA 6

Other covenants In addition to the covenants described in the prospectus attached to this prospectus
supplement, the following covenants shall apply to the Notes:

�                                                We agree that for the period of time during which the
Notes are outstanding, we will not violate Section 18(a)(1)(A) as modified by
Section 61(a)(1) of the Investment Company Act of 1940, as amended, or any
successor provisions.

�                                                If, at any time, we are not subject to the reporting
requirements of Sections 13 or 15(d) of the Securities Exchange Act to file any
periodic reports with the SEC, we agree to furnish to you, for the period of time
during which the Notes are outstanding, our audited annual consolidated financial
statements, within 90 days of our fiscal year end, and unaudited interim
consolidated financial statements, within 45 days of our fiscal quarter end. All such
financial statements will be prepared, in all material respects, in accordance with
applicable generally accepted accounting principles.

Modifications to events of
default

The following event of default, as described in the prospectus attached to this
prospectus supplement:
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�                                                we fail to make any payment of principal when it is
due at the maturity of any security, and we do not cure this default within 5 days;

with respect to the Notes has been revised to read as follows:

�                                                we fail to make any payment of principal when it is
due on any Note at maturity.

S-3
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USE OF PROCEEDS
      We estimate that our net proceeds from the sale of the $400,000,000 aggregate principal amount of Notes we are
offering will be approximately $396,690,000, assuming a public offering price of 99.99% of par and after deducting
the underwriting discounts and commissions and estimated offering expenses payable by us.
      We expect to use the net proceeds from this offering to reduce borrowings under our revolving line of credit, to
invest in debt or equity securities in primarily privately negotiated transactions, and for other general corporate
purposes. Amounts repaid under our revolving line of credit will remain available for future borrowings. At July 19,
2006, the interest rate on our revolving line of credit was approximately 6.3% and there was approximately
$101.3 million outstanding. This revolving line of credit expires on September 30, 2008. After giving effect to this
offering of Notes, our asset coverage ratio, as calculated in accordance with the Investment Company Act of 1940, as
amended, is estimated to be 272%.

S-4
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UNITED STATES FEDERAL INCOME TAX CONSEQUENCES
 The following discussion is a general summary of the material United States federal income tax considerations

(and, in the case of a non-U.S. holder (as defined below), the material United States federal estate tax consequences)
applicable to an investment in the Notes. This summary does not purport to be a complete description of the income
tax considerations applicable to such an investment. The discussion is based upon the Internal Revenue Code of 1986,
as amended (the �Code�), Treasury Regulations, and administrative and judicial interpretations, each as of the date
of this prospectus supplement and all of which are subject to change, potentially with retroactive effect. You should
consult your own tax advisor with respect to tax considerations that pertain to your purchase of our Notes.
      This discussion deals only with Notes held as capital assets within the meaning of Section 1221 of the Code and
does not purport to deal with persons in special tax situations, such as financial institutions, insurance companies,
controlled foreign corporations, foreign personal holding companies, passive foreign investment companies and
regulated investment companies (and shareholders of such corporations), dealers in securities or currencies, traders in
securities, former citizens of the United States, persons holding the Notes as a hedge against currency risks or as a
position in a �straddle,� �hedge,� �constructive sale transaction� or �conversion transaction� for tax purposes, entities that are
tax-exempt for United States federal income tax purposes, retirement plans, individual retirement accounts,
tax-deferred accounts, persons subject to the alternative minimum tax, pass-through entities (including partnerships
and entities and arrangements classified as partnerships for United States federal income tax purposes) and beneficial
owners of pass-through entities, or persons whose functional currency is not the U.S. dollar. It also does not deal with
beneficial owners of the Notes other than original purchasers of the Notes who acquire the Notes in this offering for a
price equal to their original issue price (as defined below). If you are considering purchasing the Notes, you should
consult your own tax advisor concerning the application of the United States federal tax laws to you in light of your
particular situation, as well as any consequences to you of purchasing, owning and disposing of the Notes under the
laws of any other taxing jurisdiction.
      For purposes of this discussion, the term �U.S. holder� means a beneficial owner of a Note that is, for United States
federal income tax purposes, (i) an individual citizen or resident of the United States, (ii) a corporation or other entity
treated as a corporation for United States federal income tax purposes, created or organized in or under the laws of the
United States or of any political subdivision thereof, (iii) a trust (a) subject to the control of one or more United States
persons and the primary supervision of a court in the United States, or (b) that has a valid election (under applicable
Treasury Regulations) to be treated as a United States person, or (iv) an estate the income of which is subject to
United States federal income taxation regardless of its source. The term �non-U.S. holder� means a beneficial owner of a
Note that is not a U.S. holder. An individual may, subject to exceptions, be deemed to be a resident alien, as opposed
to a non-resident alien, by, among other ways, being present in the United States (i) on at least 31 days in the calendar
year, and (ii) for an aggregate of at least 183 days during a three-year period ending in the current calendar year,
counting for such purposes all of the days present in the current year, one-third of the days present in the immediately
preceding year, and one-sixth of the days present in the second preceding year. Resident aliens are subject to United
States federal income tax as if they were United States citizens.
      If a partnership holds any Notes, the United States federal income tax treatment of a partner of the partnership
generally will depend upon the status of the partner and the activities of the partnership. Partners of partnerships
holding Notes should consult their own tax advisors.

S-5
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Taxation of Note Holders
      Under present law, we are of the opinion that the Notes will constitute indebtedness of us for United States federal
income tax purposes, which the below discussion assumes. We intend to treat all payments made with respect to the
Notes consistent with this characterization.
      Payments or accruals of interest on a Note generally will be taxable to a U.S. holder as ordinary interest income at
the time they are received (actually or constructively) or accrued, in accordance with the U.S. holder�s regular method
of tax accounting.
      Special tax rules apply to debt securities issued with significant amounts of original issue discount, or �OID.� For
United States federal income tax purposes, a debt security is considered to be issued for a significant amount of OID if
its �stated redemption price at maturity� exceeds its �issue price� by an amount that equals or exceeds 0.25% of the stated
redemption price at maturity multiplied by the number of complete years to its maturity. A debt security�s �stated
redemption price at maturity� is the sum of all payments on the debt security other than payments of �qualified stated
interest.� �Qualified stated interest� generally means stated interest that is unconditionally payable in cash or property
(other than debt instruments of the issuer) at least annually at a single fixed rate, provided that the rate appropriately
takes into account the length of intervals between payments, or at certain variable rates of interest or certain
combinations. The �issue price� of each debt security in an issuance of debt securities is the first price at which a
substantial amount of the debt securities in that issuance has been sold for cash, excluding sales to bond houses,
brokers, or similar persons or organizations acting in the capacity of underwriters, placement agents, or wholesalers.
      Although the issue price of the Notes will be less than their stated redemption price at maturity, the Notes will not
be considered to be issued with OID for United States income tax purposes because the amount of the discount is
considered to be de minimis under the foregoing rules.
      Upon the sale, exchange, redemption or retirement of a Note, a U.S. holder generally will recognize capital gain or
loss equal to the difference between the amount realized on the sale, exchange, redemption or retirement (excluding
amounts representing accrued and unpaid interest, which are treated as ordinary income) and the U.S. holder�s adjusted
tax basis in the Note. A U.S. holder�s adjusted tax basis in a Note generally will equal the U.S. holder�s initial
investment in the Note. Capital gain or loss generally will be long-term capital gain or loss if the Note was held for
more than one year. Generally, for U.S. holders who are individuals, long-term capital gains are subject to a maximum
tax rate of 15%, which maximum tax rate will increase to 20% for dispositions occurring during taxable years
beginning on or after January 1, 2011. The distinction between capital gain or loss and ordinary income or loss is also
important in other contexts; for example, for purposes of the limitations on a U.S. holder�s ability to offset capital
losses against ordinary income.

 Taxation of Non-U.S. Holders. A non-U.S. holder generally will not be subject to United States federal income or
withholding taxes on payments of principal or interest on a Note provided that (i) income on the Note is not
effectively connected with the conduct by the non-U.S. holder of a trade or business within the United States, (ii) the
non-U.S. holder is not a controlled foreign corporation related to the Company through stock ownership, (iii) in the
case of interest income, the recipient is not a bank receiving interest described in Section 881(c)(3)(A) of the Code,
(iv) the non-U.S. holder does not own (actually or constructively) 10% or more of the total combined voting power of
all classes of stock of the Company, and (v) the non-U.S. holder provides a statement on an Internal Revenue Service
(�IRS�) Form W-8BEN (or other applicable form) signed under penalties of perjury that includes its name and address
and certifies that it is not a United States person in compliance with applicable requirements, or satisfies documentary
evidence requirements for establishing that it is a non-U.S. holder.

S-6
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      A non-U.S. holder that is not exempt from tax under these rules generally will be subject to United States federal
income tax withholding at a rate of 30% unless (i) the income is effectively connected with the conduct of a
United States trade or business, in which case the interest will be subject to United States federal income tax on a net
income basis as applicable to U.S. holders generally (unless an applicable income tax treaty provides otherwise), or
(ii) an applicable income tax treaty provides for a lower rate of, or exemption from, withholding tax.
      In the case of a non-U.S. holder that is a corporation and that receives income that is effectively connected with
the conduct of a United States trade or business, such income may also be subject to a branch profits tax (which is
generally imposed on a foreign corporation on the actual or deemed repatriation from the United States of earnings
and profits attributable to a United States trade or business) at a 30% rate. The branch profits tax may not apply (or
may apply at a reduced rate) if the non-U.S. holder is a qualified resident of a country with which the United States
has an income tax treaty.
      To claim the benefit of an income tax treaty or to claim exemption from withholding because income is effectively
connected with a United States trade or business, the non-U.S. holder must timely provide the appropriate, properly
executed IRS forms. These forms may be required to be periodically updated. Also, a non-U.S. holder who is claiming
the benefits of a treaty may be required to obtain a United States taxpayer identification number and to provide certain
documentary evidence issued by foreign governmental authorities to prove residence in the foreign country.
      Generally, a non-U.S. holder will not be subject to United States federal income or withholding taxes on any
amount that constitutes capital gain upon the sale, exchange, redemption or retirement of a Note, provided the gain is
not effectively connected with the conduct of a trade or business in the United States by the non-U.S. holder. Certain
other exceptions may be applicable, and a non-U.S. holder should consult its tax advisor in this regard.
      A Note that is held by an individual who, at the time of death, is not a citizen or resident of the United States (as
specially defined for United States federal estate tax purposes) generally will not be subject to the United States
federal estate tax, unless, at the time of death, (i) such individual directly or indirectly, actually or constructively,
owns ten percent or more of the total combined voting power of all classes of our stock entitled to vote within the
meaning of Section 871(h)(3) of the Code and the Treasury Regulations thereunder or (ii) such individual�s interest in
the Notes is effectively connected with the individual�s conduct of a United States trade or business.

 Information Reporting and Backup Withholding. A U.S. holder (other than an �exempt recipient,� including a
corporation and certain other persons who, when required, demonstrate their exempt status) may be subject to backup
withholding at a rate of 28% (which rate will increase to 31% for taxable years beginning on or after January 1, 2011)
on, and to information reporting requirements with respect to, payments of principal or interest on, and to proceeds
from the sale, exchange, redemption or retirement of, the Notes. In general, if a non-corporate U.S. holder subject to
information reporting fails to furnish a correct taxpayer identification number or otherwise fails to comply with
applicable backup withholding requirements, backup withholding at the applicable rate may apply. Non-U.S. holders
generally are exempt from information reporting and backup withholding, provided, if necessary, that they
demonstrate their qualification for exemption.
      You should consult your tax advisor regarding the qualification for an exemption from backup withholding and
information reporting and the procedures for obtaining such an exemption, if applicable. Any amounts withheld under
the backup withholding rules from a payment to a beneficial owner generally would be allowed as a refund or a credit
against such beneficial owner�s United States federal income tax provided the required information is furnished to the
IRS.

 You should consult your own tax advisor with respect to the particular tax consequences to you of an
investment in our Notes, including the possible effect of any pending legislation or proposed regulations.

S-7
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UNDERWRITING
      Subject to the terms and conditions set forth in an underwriting agreement, we have agreed to sell to each of the
underwriters named below, and each of the underwriters for whom Merrill Lynch, Pierce, Fenner & Smith
Incorporated and Banc of America Securities LLC, are acting as representatives, have severally agreed to purchase
from us, the aggregate principal amount of the Notes set forth below opposite their respective names.

Underwriters Principal Amount

Merrill Lynch, Pierce, Fenner & Smith
Incorporated $ 160,000,000
Banc of America Securities LLC 160,000,000
Citigroup Global Markets Inc. 40,000,000
J.P. Morgan Securities Inc. 40,000,000

             Total $ 400,000,000

      The underwriting agreement provides that the obligations of the underwriters to pay for and accept delivery of the
Notes is subject to certain conditions precedent. The underwriters are obligated to take and pay for the entire amount
of the Notes, if any of the Notes are purchased.
      We have agreed not to issue, sell, offer or contract to sell, grant an option for the sale of, or otherwise transfer or
dispose of, any registered debt securities or medium term debt securities for a period of 30 days after the date of this
prospectus supplement without first obtaining the written consent of the underwriters. This consent may be given at
any time without public notice.
      The underwriting agreement provides that we will indemnify the underwriters against certain liabilities, including
liabilities under the Securities Act of 1933, as amended, and will contribute to payments the underwriters may be
required to make in respect thereof.
      The Notes are new securities for which there currently is no market. We do not intend to list the Notes on any
securities exchange. We have been advised by the underwriters that they intend to make a market in the Notes as
permitted by applicable laws and regulations. The underwriters are not obligated, however, to make a market in the
Notes and any such market-making may be discontinued at any time at the sole discretion of the underwriters.
Accordingly, no assurance can be given as to the liquidity of, or development of a trading market for, the Notes.
      The underwriters propose to offer some of the Notes to the public at the public offering price set forth on the cover
page of this prospectus supplement and some of the Notes to certain other National Association of Securities Dealers,
Inc. (�NASD�) dealers at the public offering price less a concession of not in excess of .350% of the aggregate principal
amount of the Notes. The underwriters may allow, and the dealers may reallow, a discount not in excess of .250% of
the aggregate principal amount of the Notes. After the initial offering of the Notes to the public, the public offering
price and such concessions may be changed. No such change shall change the amount of proceeds to be received by us
as set forth on the cover page of this prospectus supplement.
      The expenses of the offering, other than underwriting discounts and commissions referred to above, are estimated
at approximately $870,000 and are payable entirely by us.
      Other than in the United States, no action has been taken by us or the underwriters that would permit a public
offering of the Notes offered by this prospectus supplement in any jurisdiction where action for that purpose is
required. The Notes offered by this prospectus supplement may not be offered or sold, directly or indirectly, nor may
this prospectus supplement or any other offering material or advertisements in connection with the offer and sale of
any such Notes be distributed or published in any jurisdiction, except under circumstances that will result in
compliance with the applicable rules and regulations of that jurisdiction. Persons into whose possession this
prospectus supplement comes are advised to inform themselves about and to observe any restriction relating to
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the offering and the distribution of this prospectus supplement. This prospectus supplement and the accompanying
prospectus do not constitute an offer to sell or a solicitation of an offer to buy the Notes offered by this prospectus
supplement and the accompanying prospectus in any jurisdiction in which such an offer or a solicitation is unlawful.
      In connection with the offering, the underwriters may purchase and sell Notes in the open market. These
transactions may include overallotment, covering transactions and stabilizing transactions. Overallotment involves
sales of securities in excess of the aggregate principal amount of securities to be purchased by the underwriters in the
offering, which creates a short position for the underwriters. Covering transactions involve purchases of the securities
in the open market after the distribution has been completed in order to cover short positions. Stabilizing transactions
consist of certain bids or purchases of securities made for the purpose of preventing or retarding a decline in the
market price of the securities while the offering is in progress.
      Any of these activities may cause the price of the Notes to be higher than the price that otherwise would exist in
the open market in the absence of such transactions. These transactions, if commenced, may be discontinued at any
time without any notice relating thereto.
      In the ordinary course of business, certain of the underwriters or their affiliates have engaged and may in the future
engage in various financing, commercial banking and investment banking transactions with, and provide financial
advisory services to, us and our affiliates, for which they have received or may receive customary fees and expenses.
Affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated and Banc of America Securities LLC, Citigroup
Global Markets Inc. and J.P. Morgan Securities Inc. are members of the lending syndicate for our unsecured revolving
line of credit and will receive proceeds of this offering by reason of the repayment of amounts outstanding thereunder.
Because more than 10% of the net proceeds of the offering may be received by members of the NASD participating in
the offering or their affiliates, the offering is being conducted in accordance with NASD conduct rule 2710(h).
      The principal business address of Merrill Lynch, Pierce, Fenner & Smith Incorporated is 4 World Financial
Center, 250 Vesey Street, New York, New York. The principal business address of Banc of America Securities LLC
is 9 West 57th Street, New York, New York.

LEGAL MATTERS
      The validity and enforceability of the Notes offered hereby will be passed upon for us by Sutherland Asbill &
Brennan LLP, Washington, D.C., and on behalf of the underwriters by Fried, Frank, Harris, Shriver & Jacobson LLP,
Washington, D.C.

S-9
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PROSPECTUS
$1,000,000,000
Debt Securities

We may offer, from time to time, up to an aggregate principal amount of $1,000,000,000 of one or more classes or
series of debt securities, including notes, debentures, medium-term notes, commercial paper, retail notes or similar
obligations evidencing indebtedness in one or more offerings.
The debt securities may be offered at prices and on terms to be described in one or more supplements to this
prospectus.
We are an internally managed closed-end, non-diversified management investment company that has elected to be
regulated as a business development company under the Investment Company Act of 1940.
Our investment objective is to achieve current income and capital gains. We seek to achieve our investment objective
by investing in primarily private middle market companies in a variety of industries. No assurances can be given that
we will continue to achieve our objective.
Please read this prospectus, the accompanying prospectus supplement, if any, and the pricing supplement, if any,
before investing in our debt securities and keep it for future reference. The prospectus contains and the accompanying
prospectus supplement, if any, and the pricing supplement, if any, will contain important information about us that a
prospective investor should know before investing in our debt securities. We file annual, quarterly and current reports,
proxy statements and other information with the Securities and Exchange Commission. This information is available
free of charge by contacting us at 1919 Pennsylvania Avenue, NW, Washington, DC, 20006 or by telephone at
(202) 721-6100 or on our website at www.alliedcapital.com. The SEC also maintains a website at www.sec.gov that
contains such information.

 You should review the information set forth under �Risk Factors� on page 9 of this prospectus before
investing in our debt securities.

 Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or passed upon the adequacy or accuracy of this prospectus. Any
representation to the contrary is a criminal offense.

 This prospectus may not be used to consummate sales of our debt securities unless accompanied by a
prospectus supplement and, if applicable, a pricing supplement.

June 22, 2006
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 We have not authorized any dealer, salesman or other person to give any information or to make any
representation other than those contained in this prospectus or any prospectus supplement, if any, or any
pricing supplement, if any, to this prospectus. You must not rely upon any information or representation not
contained in this prospectus or any such supplements as if we had authorized it. This prospectus and any such
supplements do not constitute an offer to sell or a solicitation of any offer to buy any security other than the
registered securities to which they relate, nor do they constitute an offer to sell or a solicitation of an offer to
buy any securities in any jurisdiction to any person to whom it is unlawful to make such an offer or solicitation
in such jurisdiction. The information contained in this prospectus and any such supplements is accurate as of
the dates on their covers; however, the prospectus and any supplements will be updated to reflect any material
changes.
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ABOUT THIS PROSPECTUS
      This prospectus is part of a registration statement that we have filed with the Securities and Exchange Commission
using the �shelf� registration process. Under the shelf registration process, which constitutes a delayed offering in
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reliance on Rule 415 under the Securities Act of 1933, as amended, we may offer, from time to time, up to
$1,000,000,000 in aggregate principal amount of debt securities on the terms to be determined at the time of the
offering. The debt securities may be offered at prices and on terms described in one or more supplements to this
prospectus. This prospectus provides you with a general description of the debt securities we may offer. Each time we
use this prospectus to offer debt securities, we will provide a prospectus supplement and, if applicable, a pricing
supplement that will contain specific information about the terms of that offering. Please carefully read this prospectus
and any such supplements together with the additional information described under �Where You Can Find Additional
Information� in the �Prospectus Summary� and �Risk Factors� sections before you make an investment decision.
      A prospectus supplement and, if applicable, a pricing supplement may also add to, update or change information
contained in this prospectus.

(i)
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PROSPECTUS SUMMARY
 The following summary contains basic information about this offering. It may not contain all the information that

is important to an investor. For a more complete understanding of this offering, we encourage you to read this entire
prospectus and the documents that are referred to in this prospectus, together with any accompanying supplements.

 In this prospectus or any accompanying supplement, unless otherwise indicated, �Allied Capital�, �we�, �us� or
�our� refer to Allied Capital Corporation and its subsidiaries.

BUSINESS (Page 71)
      We are a business development company and we are in the private equity business. We provide long-term debt
and equity capital to primarily private middle market companies in a variety of industries. We have participated in the
private equity business since we were founded in 1958 and have financed thousands of companies nationwide. Our
investment objective is to achieve current income and capital gains.
      We believe the private equity capital markets are important to the growth of small and middle market companies
because such companies often have difficulty accessing the public debt and equity capital markets. We use the term
middle market to include companies with annual revenues typically between $50 million and $500 million. We
believe that we are well positioned to be a source of capital for such companies.
      We primarily invest in the American entrepreneurial economy. Our private finance portfolio includes investments
in over 100 companies with aggregate annual revenue of over $12 billion and employ more than 90,000 people.
      We generally target companies in less cyclical industries in the middle market with, among other things, high
return on invested capital, management teams with meaningful equity ownership, well-constructed balance sheets, and
the ability to generate free cash flow. As a private equity investor, we spend significant time and effort identifying,
structuring, performing due diligence, monitoring, developing, valuing and ultimately exiting our investments.
      Our investment activity is primarily focused on making long-term investments in the debt and equity of primarily
private middle market companies. Debt investments may include senior loans, unitranche debt (a single debt
investment that is a blend of senior and subordinated debt), or subordinated debt (with or without equity features).
Equity investments may include a minority equity stake in connection with a debt investment or a substantial equity
stake in connection with a buyout transaction. In a buyout transaction, we generally invest in senior debt, subordinated
debt and equity (preferred and/or voting or non-voting common) where our equity ownership represents a significant
portion of the equity, but may or may not represent a controlling interest.
      Our investments in the debt and equity of primarily private middle market companies are generally long-term in
nature and are privately negotiated, and no readily available market exists for them. This makes our investments
highly illiquid and, as result, we cannot readily trade them. When we make an investment, we enter into a long-term
arrangement where our ultimate exit from that investment may be three to ten years in the future.

1
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      The capital we provide is used by portfolio companies to fund buyouts, acquisitions, growth, recapitalizations,
note purchases, or other types of financings.
      Our investments are typically structured to provide recurring cash flow in the form of interest income to us as the
investor. In addition to earning interest income, we may structure our investments to generate income from
management, consulting, diligence, structuring, or other fees. We may also enhance our total return from capital gains
through equity features, such as nominal cost warrants, or by investing in equity investments.
      We provide managerial assistance to our portfolio companies, including management and consulting services
related to corporate finance, marketing, human resources, personnel and board member recruiting, business
operations, corporate governance, risk management and other general business matters.
      We have elected to be taxed as a regulated investment company under the Internal Revenue Code of 1986, as
amended, which we refer to as the Code. Our status as a regulated investment company generally eliminates a
corporate-level income tax on taxable income we timely distribute to our stockholders as dividends, if certain
requirements are met. See �Tax Status.� We determine our regular quarterly dividends considering our estimate of
annual taxable income available for distribution. Since 1963, our portfolio has generally provided sufficient ordinary
taxable income and net capital gains to sustain or grow our dividends over time.
      We are a Maryland corporation and a closed-end, non-diversified management investment company that has
elected to be regulated as a business development company under the Investment Company Act of 1940, which we
refer to as the �1940 Act.�
      As a business development company, we are required to meet certain regulatory tests, the most significant relating
to our investments and borrowings. A business development company is required to invest at least 70% of its assets in
eligible portfolio companies. A business development company must also maintain a coverage ratio of assets to senior
securities of at least 200%. See �Certain Government Regulations� and �Risk Factors.�
      Our executive offices are located at 1919 Pennsylvania Avenue, NW, Washington, DC, 20006 and our telephone
number is (202) 721-6100. In addition, we have regional offices in New York, Chicago and Los Angeles.
      Our Internet website address is www.alliedcapital.com. Information contained on our website is not incorporated
by reference into this prospectus and you should not consider information contained on our website to be part of this
prospectus.
      Our common stock is traded on the New York Stock Exchange under the symbol �ALD.�

DETERMINATION OF
NET ASSET VALUE (Page 94)

      Our portfolio investments are generally recorded at fair value as determined in good faith by our Board of
Directors in the absence of readily available public market values.
      Pursuant to the requirements of the 1940 Act, we value substantially all of our portfolio investments at fair value
as determined in good faith by the Board of Directors on a quarterly basis. Since there is typically no readily available
market value for the investments in our portfolio, our Board of Directors determines in good faith the fair value

2
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of these portfolio investments pursuant to our valuation policy and consistently applied valuation process.
      There is no single standard for determining fair value in good faith. As a result, determining fair value requires
that judgment be applied to the specific facts and circumstances of each portfolio investment while employing a
consistently applied valuation process for the types of investments we make. Unlike banks, we are not permitted to
provide a general reserve for anticipated loan losses. Instead we are required to specifically value each individual
investment and record unrealized depreciation for an investment that we believe has become impaired including where
collection of a loan or realization of an equity security is doubtful or when the enterprise value of the company does
not currently support the cost of our debt or equity investment. Enterprise value means the entire value of the
company to a potential buyer including the sum of the values of all debt and equity securities used to capitalize the
enterprise at a point in time. Conversely, we will record unrealized appreciation if we believe that the underlying
portfolio company has appreciated in value and/or our equity security has appreciated in value. Without a readily
available market value and because of the inherent uncertainty of valuation, the fair value of our investments
determined in good faith by the Board of Directors may differ significantly from the values that would have been used
had a ready market existed for the investments, and the differences could be material.
      We adjust the valuation of our portfolio quarterly to reflect the change in the value of each investment in our
portfolio. Any changes in value are recorded in our statement of operations as �net change in unrealized appreciation or
depreciation.�

PLAN OF DISTRIBUTION (Page 146)
      We may offer, from time to time, up to $1,000,000,000 aggregate principal amount of debt securities, including
notes, debentures, medium-term notes, commercial paper, retail notes or similar obligations evidencing indebtedness,
on terms to be determined at the time of the offering.
      Our debt securities may be offered at prices and on terms described in one or more supplements to this prospectus.
Our debt securities may be offered directly to one or more purchasers, through agents designated from time to time by
us, or to or through underwriters or dealers. The supplements to this prospectus relating to any offering of debt
securities will identify any agents or underwriters involved in the sale of our debt securities, and will set forth any
applicable purchase price, fee and commission or discount arrangement or the basis upon which such amount may be
calculated.
      We may not sell debt securities pursuant to this prospectus without delivering a prospectus supplement and, if
applicable, a pricing supplement describing the method and terms of the offering of such debt securities.

USE OF PROCEEDS (Page 19)
      We intend to use the net proceeds from selling debt securities for general corporate purposes, which includes
investing in debt or equity securities in primarily privately negotiated transactions, repayment of indebtedness,
acquisitions and other general corporate purposes.
      The supplements to this prospectus relating to any offering of debt securities will more fully identify the use of
proceeds from such offering.

3
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RISK FACTORS (Page 9)
      Investment in our debt securities involves a number of significant risks relating to our business and our investment
objective that you should consider before investing in our debt securities.
      Our portfolio of investments is generally illiquid. Our portfolio includes securities primarily issued by private
companies. These investments may involve a high degree of business and financial risk; they are illiquid, and may not
produce current returns or capital gains. If we were forced to immediately liquidate some or all of the investments in
the portfolio, the proceeds of such liquidation could be significantly less than the current value of such investments.
We may be required to liquidate some or all of our portfolio investments to meet our debt service obligations or in the
event we are required to fulfill our obligations under agreements pursuant to which we guarantee the repayment of
indebtedness by third parties.
      An economic slowdown may affect the ability of a portfolio company to engage in a liquidity event, which is a
transaction that involves the sale or recapitalization of all or part of a portfolio company. These conditions could lead
to financial losses in our portfolio and a decrease in our revenues, net income and assets. Numerous other factors may
affect a borrower�s ability to repay its loan, including the failure to meet its business plan, a downturn in its industry or
negative economic conditions.
      Our total investment in companies may be significant individually or in the aggregate. As a result, if a significant
investment in one or more companies fails to perform as expected, our financial results could be more negatively
affected and the magnitude of the loss could be more significant than if we had made smaller investments in more
companies.
      We may not borrow money unless we maintain asset coverage for indebtedness of at least 200%, which may affect
returns to shareholders. We borrow funds to make investments. As a result, we are exposed to the risks of leverage,
which may be considered a speculative investment technique. Borrowings, also known as leverage, magnify the
potential for gain and loss on amounts invested and therefore increase the risks associated with investing in our
securities.
      A large number of entities and individuals compete for the same kind of investment opportunities as we do.
Increased competition would make it more difficult for us to purchase or originate investments at attractive prices. As
a result of this competition, sometimes we may be precluded from making otherwise attractive investments.
      Our business of making private equity investments and positioning them for liquidity events also may be affected
by current and future market conditions.
      To maintain our status as a business development company, we must not acquire any assets other than �qualifying
assets� unless, at the time of and after giving effect to such acquisition, at least 70% of our total assets are qualifying
assets.
      We may not be able to pay dividends and failure to qualify as a regulated investment company for tax purposes
could have a material adverse effect on the income available for debt service and distributions to our shareholders,
which may have a material adverse effect on our total return to common shareholders, if any.
      Also, we are subject to certain risks associated with valuing our portfolio, changing interest rates, accessing
additional capital, fluctuating financial results, and operating in a regulated environment.

4
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      The market value of our debt securities may be volatile due to market factors that may be beyond our control.
RATIOS OF EARNINGS TO FIXED CHARGES (Page 17)

      Our ratio of earnings to fixed charges for the five years ended December 31, 2005, was 12.4, 4.3, 3.4, 4.2 and 4.0,
respectively, and was 5.4 for the three months ended March 31, 2006. For more information, see the section entitled
�Ratios of Earnings to Fixed Charges� in this prospectus.

SENIOR SECURITIES (Page 67)
      At March 31, 2006, we had $1.3 billion of outstanding indebtedness bearing a weighted average annual interest
cost of 6.5%. If our portfolio fails to produce adequate returns, we may be unable to make interest or principal
payments on our indebtedness when they are due, which could give rise to a default on and acceleration of our
indebtedness. In order for us to cover annual interest payments on indebtedness, we had to achieve annual returns on
our assets of at least 2.0% as of March 31, 2006, which returns were achieved.

5
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SELECTED CONDENSED CONSOLIDATED FINANCIAL DATA
      You should read the condensed consolidated financial information below with the Consolidated Financial
Statements and Notes thereto included herein. Financial information at and for the years ended December 31, 2005,
2004, 2003, and 2002, has been derived from our financial statements that were audited by KPMG LLP. Financial
information at and for the year ended December 31, 2001, has been derived from our financial statements that were
audited by Arthur Andersen LLP. For important information about Arthur Andersen LLP, see the section entitled
�Notice Regarding Arthur Andersen LLP.� Quarterly financial information is derived from unaudited financial data, but
in the opinion of management, reflects all adjustments (consisting only of normal recurring adjustments) which are
necessary to present fairly the results for such interim periods. Interim results at and for the three months ended
March 31, 2006, are not necessarily indicative of the results that may be expected for the year ending December 31,
2006. See �Management�s Discussion and Analysis of Financial Condition and Results of Operations� below for
more information.

Three Months
Ended March 31, Year Ended December 31,

(in thousands, 2006 2005 2005 2004 2003 2002 2001
except per share data)

(unaudited)
Operating Data:
Interest and related
portfolio income:
Interest and dividends $ 88,881 $ 84,945 $317,153 $319,642 $290,719 $264,042 $240,464
Loan prepayment
premiums 5,286 1,677 6,250 5,502 8,172 2,776 2,504
Fees and other income 16,844 8,297 50,749 41,946 30,338 43,110 46,142

Total interest and
related
portfolio income 111,011 94,919 374,152 367,090 329,229 309,928 289,110

Expenses:
Interest 24,300 20,225 76,798 75,650 77,233 70,443 65,104
Employee 21,428 15,456 78,300 53,739 36,945 33,126 29,656
Stock options 3,606 � � � � � �
Administrative 11,519 20,754 70,267 34,686 22,387 21,504 15,299

Total operating
expenses 60,853 56,435 225,365 164,075 136,565 125,073 110,059

Net investment income
before income taxes 50,158 38,484 148,787 203,015 192,664 184,855 179,051
Income tax expense
(benefit), including
excise tax 8,858 (268) 11,561 2,057 (2,466) 930 (412)

Net investment income 41,300 38,752 137,226 200,958 195,130 183,925 179,463
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Net realized and
unrealized gains (losses):
Net realized gains 432,835 10,285 273,496 117,240 75,347 44,937 661
Net change in unrealized
appreciation or
depreciation (374,548) 70,584 462,092 (68,712) (78,466) (571) 20,603

Total net gains (losses) 58,287 80,869 735,588 48,528 (3,119) 44,366 21,264

Net increase in net assets
resulting from operations $ 99,587 $119,621 $872,814 $249,486 $192,011 $228,291 $200,727

Per Share:
Diluted earnings per
common share $ 0.70 $ 0.88 $ 6.36 $ 1.88 $ 1.62 $ 2.20 $ 2.16
Dividends per common
share(1) $ 0.59 $ 0.57 $ 2.33 $ 2.30 $ 2.28 $ 2.23 $ 2.01
Weighted average
common shares
outstanding � diluted 141,738 135,579 137,274 132,458 118,351 103,574 93,003
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At March 31, At December 31,

(in thousands, 2006 2005 2004 2003 2002 2001
except per share data)
Balance Sheet Data:
Portfolio at value $3,691,002 $3,606,355 $3,013,411 $2,584,599 $2,488,167 $2,329,590
Total assets 4,121,225 4,025,880 3,260,998 3,019,870 2,794,319 2,460,713
Total debt outstanding(2) 1,274,245 1,284,790 1,176,568 954,200 998,450 1,020,806
Preferred stock issued to
Small Business
Administration(2) � � � 6,000 7,000 7,000
Shareholders� equity 2,729,813 2,620,546 1,979,778 1,914,577 1,546,071 1,352,123
Shareholders� equity per
common share (net asset
value)(3) $ 19.50 $ 19.17 $ 14.87 $ 14.94 $ 14.22 $ 13.57
Common shares
outstanding at end of year 139,984 136,697 133,099 128,118 108,698 99,607
Asset coverage ratio(4) 317% 309% 280% 322% 270% 245%
Debt to equity ratio 0.47 0.49 0.59 0.50 0.65 0.75

Three
Months
Ended

March 31, Year Ended December 31,

2006 2005 2004 2003 2002 2001

Other Data:
Investments funded $797,851 $1,675,773 $1,524,523 $931,450 $506,376 $680,329
Principal collections related
to investment repayments
or sales 340,410 1,503,388 909,189 788,328 356,641 204,441
Realized gains 436,486 343,061 267,702 94,305 95,562 10,107
Realized losses (3,651) (69,565) (150,462) (18,958) (50,625) (9,446)

2006 2005 2004

(in thousands, Qtr 1 Qtr 4 Qtr 3 Qtr 2 Qtr 1 Qtr 4 Qtr 3 Qtr 2 Qtr 1
except per share data)
Quarterly Data
(unaudited):
Total interest and
related portfolio income $111,011 $ 98,169 $ 94,857 $ 86,207 $ 94,919 $100,962 $96,863 $87,500 $81,765
Net investment income 41,300 37,073 46,134 15,267 38,752 54,678 52,745 48,990 44,545
Net increase in net
assets resulting from

99,587 328,140 113,168 311,885 119,621 47,837 85,999 95,342 20,308
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operations
Diluted earnings per
common share $ 0.70 $ 2.36 $ 0.82 $ 2.29 $ 0.88 $ 0.35 $ 0.66 $ 0.73 $ 0.15
Dividends declared per
common share (5) 0.59 0.61 0.58 0.57 0.57 0.59 0.57 0.57 0.57
Net asset value per
common share(3) 19.50 19.17 17.37 17.01 15.22 14.87 14.90 14.77 14.60

(1) Dividends are based on taxable income, which differs from income for financial reporting purposes.

(2) See �Senior Securities� for more information regarding our level of indebtedness.
(3) We determine net asset value per common share as of the last day of the period presented. The net asset values

shown are based on outstanding shares at the end of each period presented.
(4) As a business development company, we are generally required to maintain a minimum ratio of 200% of total

assets to total borrowings.
(5) Dividends declared per common share for the fourth quarter of 2004 included the regular quarterly dividend of

$0.57 per common share and an extra dividend of $0.02 per common share. Dividends declared per common share
for the fourth quarter of 2005 included the regular quarterly dividend of $0.58 per common share and an extra
dividend of $0.03 per common share.
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WHERE YOU CAN FIND
ADDITIONAL INFORMATION

      We have filed with the SEC a registration statement on Form N-2 together with all amendments and related
exhibits under the Securities Act of 1933. The registration statement contains additional information about us and the
debt securities being offered by this prospectus.
      We file annual, quarterly and current reports, proxy statements and other information with the Securities and
Exchange Commission under the Securities Exchange Act of 1934. You can inspect any materials we file with the
Securities and Exchange Commission, without charge, at the Securities and Exchange Commission�s Public Reference
Room at 100 F Street, N.E., Washington, D.C. 20549. Please call the Securities and Exchange Commission at
1-800-SEC-0330 for further information on the Public Reference Room. The Securities and Exchange Commission
maintains a web site that contains reports, proxy statements and other information regarding registrants, including us,
that file such information electronically with the Securities and Exchange Commission. The address of the Securities
and Exchange Commission�s web site is www.sec.gov. Information contained on the Securities and Exchange
Commission�s web site about us is not incorporated into this prospectus and you should not consider information
contained on the Securities and Exchange Commission�s web site to be part of this prospectus.
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RISK FACTORS
 Investing in Allied Capital involves a number of significant risks relating to our business and investment objective.

As a result, there can be no assurance that we will achieve our investment objective.
 Our portfolio of investments is illiquid. We generally acquire our investments directly from the issuer in

privately negotiated transactions. The majority of the investments in our portfolio are subject to certain restrictions on
resale or otherwise have no established trading market. We typically exit our investments when the portfolio company
has a liquidity event such as a sale, recapitalization, or initial public offering of the company. The illiquidity of our
investments may adversely affect our ability to dispose of debt and equity securities at times when we may need to or
when it may be otherwise advantageous for us to liquidate such investments. In addition, if we were forced to
immediately liquidate some or all of the investments in the portfolio, the proceeds of such liquidation could be
significantly less than the current value of such investments.

 Investing in private companies involves a high degree of risk. Our portfolio primarily consists of long-term
loans to and investments in middle market private companies. Investments in private businesses involve a high degree
of business and financial risk, which can result in substantial losses for us in those investments and accordingly should
be considered speculative. There is generally no publicly available information about the companies in which we
invest, and we rely significantly on the diligence of our employees and agents to obtain information in connection
with our investment decisions. If we are unable to identify all material information about these companies, among
other factors, we may fail to receive the expected return on our investment or lose some or all of the money invested
in these companies. In addition, these businesses may have shorter operating histories, narrower product lines, smaller
market shares and less experienced management than their competition and may be more vulnerable to customer
preferences, market conditions, loss of key personnel, or economic downturns, which may adversely affect the return
on, or the recovery of, our investment in such businesses. As an investor, we are subject to the risk that a portfolio
company may make a business decision that does not serve our interest, which could decrease the value of our
investment. Deterioration in a portfolio company�s financial condition and prospects may be accompanied by
deterioration in any collateral for the loan.

 Substantially all of our portfolio investments are recorded at fair value as determined in good faith by our
Board of Directors and, as a result, there is uncertainty regarding the value of our portfolio investments. At
March 31, 2006, portfolio investments recorded at fair value were 90% of our total assets. Pursuant to the
requirements of the 1940 Act, we value substantially all of our investments at fair value as determined in good faith by
our Board of Directors on a quarterly basis. Since there is typically no readily available market value for the
investments in our portfolio, our Board of Directors determines in good faith the fair value of these investments
pursuant to a valuation policy and a consistently applied valuation process.
      There is no single standard for determining fair value in good faith. As a result, determining fair value requires
that judgment be applied to the specific facts and circumstances of each portfolio investment while employing a
consistently applied valuation process for the types of investments we make. Unlike banks, we are not permitted to
provide a general reserve for anticipated loan losses; we are instead required by the 1940 Act to specifically value
each individual investment on a quarterly basis and record unrealized depreciation for an investment that we believe
has become impaired, including
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where collection of a loan or realization of an equity security is doubtful, or when the enterprise value of the portfolio
company does not currently support the cost of our debt or equity investment. Enterprise value means the entire value
of the company to a potential buyer, including the sum of the values of debt and equity securities used to capitalize the
enterprise at a point in time. We will record unrealized appreciation if we believe that the underlying portfolio
company has appreciated in value and/or our equity security has appreciated in value. Without a readily available
market value and because of the inherent uncertainty of valuation, the fair value of our investments determined in
good faith by the Board of Directors may differ significantly from the values that would have been used had a ready
market existed for the investments, and the differences could be material. Our net asset value could be affected if our
determination of the fair value of our investments is materially different than the value that we ultimately realize.
      We adjust quarterly the valuation of our portfolio to reflect the Board of Directors� determination of the fair value
of each investment in our portfolio. Any changes in fair value are recorded in our statement of operations as net
change in unrealized appreciation or depreciation.

 Economic recessions or downturns could impair our portfolio companies and harm our operating results.
Many of the companies in which we have made or will make investments may be susceptible to economic slowdowns
or recessions. An economic slowdown may affect the ability of a company to repay our loans or engage in a liquidity
event such as a sale, recapitalization, or initial public offering. Our nonperforming assets are likely to increase and the
value of our portfolio is likely to decrease during these periods. Adverse economic conditions also may decrease the
value of collateral securing some of our loans. These conditions could lead to financial losses in our portfolio and a
decrease in our revenues, net income, and assets.
      Our business of making private equity investments and positioning them for liquidity events also may be affected
by current and future market conditions. The absence of an active senior lending environment or a slowdown in
middle market merger and acquisition activity may slow the amount of private equity investment activity generally.
As a result, the pace of our investment activity may slow. In addition, significant changes in the capital markets could
have an effect on the valuations of private companies and on the potential for liquidity events involving such
companies. This could affect the timing of exit events in our portfolio and could negatively affect the amount of gains
or losses upon exit.

 Our borrowers may default on their payments, which may have a negative effect on our financial
performance. We primarily make long-term unsecured, subordinated loans and invest in equity securities, which may
involve a higher degree of repayment risk. We primarily invest in companies that may have limited financial
resources, may be highly leveraged and may be unable to obtain financing from traditional sources. Numerous factors
may affect a borrower�s ability to repay its loan, including the failure to meet its business plan, a downturn in its
industry, or negative economic conditions. A portfolio company�s failure to satisfy financial or operating covenants
imposed by us or other lenders could lead to defaults and, potentially, termination of its loans or foreclosure on its
secured assets, which could trigger cross defaults under other agreements and jeopardize our portfolio company�s
ability to meet its obligations under the loans or debt securities that we hold. In addition, our portfolio companies may
have, or may be permitted to incur, other debt that ranks senior to or equally with our securities. This means that
payments on such senior-ranking securities may have to be made before we receive any payments on our loans or debt
securities. Deterioration in a borrower�s financial condition and prospects
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may be accompanied by deterioration in any related collateral and may have a negative effect on our financial results.
 Our private finance investments may not produce current returns or capital gains. Our private finance

investments are typically structured as unsecured debt securities with a relatively high fixed rate of interest and with
equity features such as conversion rights, warrants, or options, or as buyouts of companies where we invest in debt
and equity securities. As a result, our private finance investments are generally structured to generate interest income
from the time they are made and may also produce a realized gain from an accompanying equity feature. We cannot
be sure that our portfolio will generate a current return or capital gains.

 Our financial results could be negatively affected if a significant portfolio investment fails to perform as
expected. Our total investment in companies may be significant individually or in the aggregate. As a result, if a
significant investment in one or more companies fails to perform as expected, our financial results could be more
negatively affected and the magnitude of the loss could be more significant than if we had made smaller investments
in more companies. At March 31, 2006, our largest investment at value was in Business Loan Express, LLC (BLX)
and represented 7.9% of our total assets and 5.5% of our total interest and related portfolio income for the three
months ended March 31, 2006. BLX is a lender under the Small Business Administration 7(a) Guaranteed Loan
Program. Our financial results could be negatively affected if government funding for, or regulations related to, this
program change.

 We borrow money, which magnifies the potential for gain or loss on amounts invested and may increase the
risk of investing in us. Borrowings, also known as leverage, magnify the potential for gain or loss on amounts
invested and, therefore, increase the risks associated with investing in our securities. The debt securities we may issue
pursuant to this prospectus, the prospectus supplement, and the applicable pricing supplement, if any, are a form of
such borrowings. We borrow from and issue senior debt securities to banks, insurance companies, and other lenders or
investors. Holders of these senior securities have fixed dollar claims on our consolidated assets that are superior to the
claims of our common shareholders. If the value of our consolidated assets increases, then leveraging would cause the
net asset value attributable to our common stock to increase more sharply than it would have had we not leveraged.
Conversely, if the value of our consolidated assets decreases, leveraging would cause net asset value to decline more
sharply than it otherwise would have had we not leveraged. Similarly, any increase in our consolidated income in
excess of consolidated interest payable on the borrowed funds would cause our net income to increase more than it
would without the leverage, while any decrease in our consolidated income would cause net income to decline more
sharply than it would have had we not borrowed. Such a decline could negatively affect our ability to make common
stock dividend payments. Leverage is generally considered a speculative investment technique. We and, indirectly,
our shareholders will bear the cost associated with our leverage activity. Our revolving line of credit, notes payable
and debentures contain financial and operating covenants that could restrict our business activities, including our
ability to declare dividends if we default under certain provisions.
      At March 31, 2006, we had $1.3 billion of outstanding indebtedness bearing a weighted average annual interest
cost of 6.5%. If our portfolio of investments fails to produce adequate returns, we may be unable to make interest or
principal payments on our indebtedness when they are due. In order for us to cover annual interest payments on
indebtedness, we had to achieve annual returns on our assets of at least 2.0% as of March 31, 2006, which returns
were achieved.
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 Illustration. The following table illustrates the effect of leverage on returns from an investment in our common
stock assuming various annual returns, net of expenses. The calculations in the table below are hypothetical and actual
returns may be higher or lower than those appearing below. The calculation assumes (i) $4,121.2 million in total
assets, (ii) an average cost of funds of 6.5%, (iii) $1,274.2 million in debt outstanding and (iv) $2,729.8 million of
shareholders� equity.

Assumed Return on Our Portfolio
(net of expenses)

-20% -10% -5% 0% 5% 10% 20%

Corresponding return
to shareholder -33.23% -18.13% -10.58% -3.03% 4.51% 12.06% 27.16%

 We may not borrow money unless we maintain asset coverage for indebtedness of at least 200%, which may
affect returns to shareholders. We must maintain asset coverage for total borrowings of at least 200%. Our ability to
achieve our investment objective may depend in part on our continued ability to maintain a leveraged capital structure
by borrowing from banks, insurance companies or other lenders or investors on favorable terms. There can be no
assurance that we will be able to maintain such leverage. If asset coverage declines to less than 200%, we may be
required to sell a portion of our investments when it is disadvantageous to do so. As of March 31, 2006, our asset
coverage for senior indebtedness was 317%.

 Changes in interest rates may affect our cost of capital and net investment income. Because we borrow
money to make investments, our net investment income is dependent upon the difference between the rate at which we
borrow funds and the rate at which we invest these funds. As a result, there can be no assurance that a significant
change in market interest rates will not have a material adverse effect on our net investment income. In periods of
rising interest rates, our cost of funds would increase, which would reduce our net investment income. We use a
combination of long-term and short-term borrowings and equity capital to finance our investing activities. We utilize
our revolving line of credit as a means to bridge to long-term financing. Our long-term fixed-rate investments are
financed primarily with long-term fixed-rate debt and equity. We may use interest rate risk management techniques in
an effort to limit our exposure to interest rate fluctuations. Such techniques may include various interest rate hedging
activities to the extent permitted by the 1940 Act. We have analyzed the potential impact of changes in interest rates
on interest income net of interest expense.
      Assuming that the balance sheet as of March 31, 2006, were to remain constant and no actions were taken to alter
the existing interest rate sensitivity, a hypothetical immediate 1% change in interest rates would have affected net
income by approximately 1% over a one year horizon. Although management believes that this measure is indicative
of our sensitivity to interest rate changes, it does not adjust for potential changes in credit quality, size and
composition of the assets on the balance sheet and other business developments that could affect net increase in net
assets resulting from operations, or net income. Accordingly, no assurances can be given that actual results would not
differ materially from the potential outcome simulated by this estimate.

 We will continue to need additional capital to grow because we must distribute our income. We will continue
to need capital to fund growth in our investments. Historically, we have borrowed from financial institutions and have
issued equity securities to grow our
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portfolio. A reduction in the availability of new debt or equity capital could limit our ability to grow. We must
distribute at least 90% of our taxable ordinary income, which excludes realized net long-term capital gains, to our
shareholders to maintain our eligibility for the tax benefits available to regulated investment companies. As a result,
such earnings will not be available to fund investment originations. In addition, as a business development company,
we are generally required to maintain a ratio of at least 200% of total assets to total borrowings, which may restrict
our ability to borrow in certain circumstances. We expect to continue to borrow from financial institutions or other
investors and issue additional debt and equity securities. If we fail to obtain funds from such sources or from other
sources to fund our investments, it could limit our ability to grow, which could have a material adverse effect on the
value of our debt securities or common stock.

 Loss of regulated investment company tax treatment would substantially reduce net assets and income
available for debt service and dividends. We have operated so as to qualify as a regulated investment company
under Subchapter M of the Code. If we meet source of income, asset diversification, and distribution requirements, we
will not be subject to corporate level income taxation on income we timely distribute to our stockholders as dividends.
We would cease to qualify for such tax treatment if we were unable to comply with these requirements. In addition,
we may have difficulty meeting the requirement to make distributions to our shareholders because in certain cases we
may recognize income before or without receiving cash representing such income. If we fail to qualify as a regulated
investment company, we will have to pay corporate-level taxes on all of our income whether or not we distribute it,
which would substantially reduce the amount of income available for debt service and distributions to our
stockholders. Even if we qualify as a regulated investment company, we generally will be subject to a corporate-level
income tax on the income we do not distribute. If we do not distribute at least 98% of our annual taxable income in the
year earned, we generally will be required to pay an excise tax on amounts carried over and distributed to shareholders
in the next year equal to 4% of the amount by which 98% of our annual taxable income exceeds the distributions from
such income for the current year.

 There is a risk that our common stockholders may not receive dividends or distributions. We intend to make
distributions on a quarterly basis to our stockholders. We may not be able to achieve operating results that will allow
us to make distributions at a specific level or to increase the amount of these distributions from time to time. In
addition, due to the asset coverage test applicable to us as a business development company, we may be limited in our
ability to make distributions. Also, certain of our credit facilities limit our ability to declare dividends if we default
under certain provisions. If we do not distribute a certain percentage of our income annually, we will suffer adverse
tax consequences, including possible loss of the tax benefits available to us as a regulated investment company. In
addition, in accordance with U.S. generally accepted accounting principles and tax regulations, we include in income
certain amounts that we have not yet received in cash, such as contractual payment-in-kind interest, which represents
contractual interest added to the loan balance that becomes due at the end of the loan term, or the accrual of original
issue discount. The increases in loan balances as a result of contractual payment-in-kind arrangements are included in
income in advance of receiving cash payment and are separately included in the change in accrued or reinvested
interest and dividends in our consolidated statement of cash flows. Since we may recognize income before or without
receiving cash representing such income, we may have difficulty meeting
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the requirement to distribute at least 90% of our investment company taxable income to obtain tax benefits as a
regulated investment company.

 We operate in a competitive market for investment opportunities. We compete for investments with a large
number of private equity funds and mezzanine funds, other business development companies, investment banks, other
equity and non-equity based investment funds, and other sources of financing, including specialty finance companies
and traditional financial services companies such as commercial banks. Some of our competitors may have greater
resources than we do. Increased competition would make it more difficult for us to purchase or originate investments
at attractive prices. As a result of this competition, sometimes we may be precluded from making otherwise attractive
investments.

 Our business depends on our key personnel. We depend on the continued services of our executive officers and
other key management personnel. If we were to lose any of these officers or other management personnel, such a loss
could result in inefficiencies in our operations and lost business opportunities, which could have a negative effect on
our business.

 Changes in the law or regulations that govern us could have a material impact on us or our operations. We
are regulated by the SEC and the Small Business Administration. In addition, changes in the laws or regulations that
govern business development companies, regulated investment companies, real estate investment trusts, and small
business investment companies may significantly affect our business. Any change in the law or regulations that
govern our business could have a material impact on us or our operations. Laws and regulations may be changed from
time to time, and the interpretations of the relevant laws and regulations also are subject to change, which may have a
material effect on our operations.

 Our ability to invest in private companies may be limited in certain circumstances. If we are to maintain our
status as a business development company, we must not acquire any assets other than �qualifying assets� unless, at the
time of and after giving effect to such acquisition, at least 70% of our total assets are qualifying assets. If we acquire
debt or equity securities from an issuer that has outstanding marginable securities at the time we make an investment,
these acquired assets cannot be treated as qualifying assets. This result is dictated by the definition of �eligible portfolio
company� under the 1940 Act, which in part looks to whether a company has outstanding marginable securities.
      Amendments promulgated in 1998 by the Federal Reserve expanded the definition of a marginable security under
the Federal Reserve�s margin rules to include any non-equity security. Thus, any debt securities issued by any entity
are marginable securities under the Federal Reserve�s current margin rules. As a result, the staff of the SEC has raised
the question as to whether a private company that has outstanding debt securities would qualify as an �eligible portfolio
company� under the 1940 Act.
      Until the question raised by the staff of the SEC pertaining to the Federal Reserve�s 1998 change to its margin rules
has been addressed by legislative, administrative or judicial action, we intend to treat as qualifying assets only those
debt and equity securities that are issued by a private company that has no marginable securities outstanding at the
time we purchase such securities or those that otherwise qualify as an �eligible portfolio company� under the 1940 Act.
      In November 2004, the SEC issued proposed rules to correct the unintended consequence of the Federal Reserve�s
1998 margin rule amendments of apparently limiting
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the investment opportunities of business development companies. In general, the SEC�s proposed rules would define
an eligible portfolio company as any company that does not have securities listed on a national securities exchange or
association. We currently do not believe that these proposed rules will have a material adverse effect on our
operations.

 Results may fluctuate and may not be indicative of future performance. Our operating results may fluctuate
and, therefore, you should not rely on current or historical period results to be indicative of our performance in future
reporting periods. Factors that could cause operating results to fluctuate include, but are not limited to, variations in
the investment origination volume and fee income earned, variation in timing of prepayments, variations in and the
timing of the recognition of net realized gains or losses and changes in unrealized appreciation or depreciation, the
level of our expenses, the degree to which we encounter competition in our markets, and general economic conditions.

 Our common stock price may be volatile. The trading price of our common stock may fluctuate substantially.
The price of the common stock may be higher or lower than the price paid by stockholders, depending on many
factors, some of which are beyond our control and may not be directly related to our operating performance. These
factors include, but are not limited to, the following:

� price and volume fluctuations in the overall stock market from time to time;

� significant volatility in the market price and trading volume of securities of business development companies or
other financial services companies;

� volatility resulting from trading in derivative securities related to our common stock including puts, calls,
long-term equity anticipation securities, or LEAPs, or short trading positions;

� changes in laws or regulatory policies or tax guidelines with respect to business development companies or
regulated investment companies;

� actual or anticipated changes in our earnings or fluctuations in our operating results or changes in the
expectations of securities analysts;

� general economic conditions and trends;

� loss of a major funding source; or

� departures of key personnel.
 The trading market or market value of our publicly issued debt securities may be volatile. Upon issuance,

our publicly issued debt securities will not have an established trading market. We cannot assure you that a trading
market for our publicly issued debt securities will ever develop or be maintained if developed. In addition to our
creditworthiness, many factors may materially adversely affect the trading market for, and market value of, our
publicly issued debt securities. These factors include, but are not limited to, the following:

� the time remaining to the maturity of these debt securities;

� the outstanding principal amount of debt securities with terms identical to these debt securities;

� the supply of debt securities trading in the secondary market, if any;

� the redemption or repayment features, if any, of these debt securities;
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� the level, direction and volatility of market interest rates generally; and

� market rates of interest higher or lower than rates borne by the debt securities.
You should also be aware that there may be a limited number of buyers when you decide to sell your debt securities.
This too may materially adversely affect the market value of the debt securities or the trading market for the debt
securities.

 Terms relating to redemption may materially adversely affect your return on the debt securities. If your
debt securities are redeemable at our option, we may choose to redeem your debt securities at times when prevailing
interest rates are lower than the interest rate paid on your debt securities. In addition, if your debt securities are subject
to mandatory redemption, we may be required to redeem your debt securities also at times when prevailing interest
rates are lower than the interest rate paid on your debt securities. In this circumstance, you may not be able to reinvest
the redemption proceeds in a comparable security at an effective interest rate as high as your debt securities being
redeemed.

 Our credit ratings may not reflect all risks of an investment in the debt securities. Our credit ratings are an
assessment of our ability to pay our obligations. Consequently, real or anticipated changes in our credit ratings will
generally affect the market value of the publicly issued debt securities. Our credit ratings, however, may not reflect the
potential impact of risks related to market conditions generally or other factors discussed above on the market value of
or trading market for the publicly issued debt securities.
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RATIOS OF EARNINGS TO FIXED CHARGES
      For the three months ended March 31, 2006, and the five years ended December 31, 2005, the ratios of earnings to
fixed charges of the Company, computed as set forth below, were as follows:

Three Months
Ended March

31, Year Ended December 31,

2006(1) 2005 2004 2003 2002 2001

Earnings to Fixed Charges* 5.4 12.4 4.3 3.4 4.2 4.0

      For purposes of computing the ratios of earnings to fixed charges, earnings represent net increase in net assets
resulting from operations plus (or minus) income tax expense (benefit) plus excise tax expense plus fixed charges.
Fixed charges include interest expense, a portion of rent expense and preferred stock dividend expense. We have
assumed that one-third of the annual rent expense represents fixed charges.

* Earnings include the net change in unrealized appreciation or depreciation. Net change in unrealized appreciation
or depreciation can vary substantially from year to year. Excluding the net change in unrealized appreciation or
depreciation, the earnings to fixed charges ratio would be 20.6 for the three months ended March 31, 2006(1), and
6.4, 5.2, 4.4, 4.2 and 3.7 for the five years ended December 31, 2005, respectively.

(1) The results for the three months ended March 31, 2006, are not necessarily indicative of the operating results to be
expected for the full year.
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Disclosure Regarding Forward-Looking Statements
      Information contained or incorporated by reference in this prospectus and any prospectus supplement and pricing
supplement, if any, accompanying this prospectus contains �forward-looking statements.� These statements include the
plans and objectives of management for future operations and financial objectives and can be identified by the use of
forward-looking terminology such as �may,� �will,� �expect,� �intend,� �anticipate,� �estimate� or �continue� or the negative thereof
or other variations thereon or comparable terminology. These forward-looking statements are subject to the inherent
uncertainties in predicting future results and conditions. Certain factors that could cause actual results and conditions
to differ materially from those projected in these forward-looking statements are set forth above in the �Risk Factors�
section. Other factors that could cause actual results to differ materially include:

� changes in the economy and general economic conditions;

� risks associated with possible disruption in our operations due to terrorism;

� future changes in laws or regulations and conditions in our operating areas; and

� other risks and uncertainties as may be detailed from time to time in our public announcements and SEC filings.
      The matters described in �Risk Factors� and certain other factors noted throughout this prospectus and any
prospectus supplement and pricing supplement, if any, accompanying this prospectus and in any exhibits to the
registration statement of which this prospectus is a part, constitute cautionary statements identifying important factors
with respect to any such forward-looking statements, including certain risks and uncertainties, that could cause actual
results to differ materially from those in such forward-looking statements.
      Although we believe that the assumptions on which these forward-looking statements are based are reasonable,
any of those assumptions could prove to be inaccurate, and as a result, the forward-looking statements based on those
assumptions also could be incorrect. Important assumptions include our ability to originate new investments, maintain
certain margins and levels of profitability, access the capital markets for debt and equity capital, the ability to meet
regulatory requirements and the ability to maintain certain debt to asset ratios. In light of these and other uncertainties,
the inclusion of a projection or forward-looking statement in this prospectus and any prospectus supplement and
pricing supplement, if any, accompanying this prospectus should not be regarded as a representation by us that our
plans and objectives will be achieved. You should not place undue reliance on these forward-looking statements,
which apply only as of the date of this prospectus and the date on the cover of any such supplements.
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USE OF PROCEEDS
      We intend to use the net proceeds from selling debt securities for general corporate purposes, which may include
investing in debt or equity securities in primarily privately negotiated transactions, repayment of indebtedness,
acquisitions and other general corporate purposes. Because our primary business is to provide long-term debt and
equity capital to primarily middle-market companies, we are continuously identifying, reviewing and, to the extent
consistent with our investment objective, funding new investments. As a result, we typically raise equity capital or
issue debt as we deem appropriate to fund such new investments.
      We anticipate that substantially all of the net proceeds of any offering of debt securities will be used as described
above or in any prospectus supplement and pricing supplement, if any, accompanying this prospectus. Pending
investment, we intend to invest the net proceeds of any offering of debt securities in time deposits, income-producing
securities with maturities of three months or less that are issued or guaranteed by the federal government or an agency
of the federal government, high quality debt securities maturing in one year or less from the time of investment or
other qualifying investments. Our ability to achieve our investment objective may be limited to the extent that the net
proceeds of any offering of debt securities, pending full investment, are held in lower-yielding time deposits and other
short-term instruments.
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PRICE RANGE OF COMMON STOCK AND DISTRIBUTIONS
      Our common stock is traded on the New York Stock Exchange under the symbol �ALD.� The following table lists
the high and low closing sales prices for our common stock, the closing sales price as a percentage of net asset value
(NAV) and quarterly dividends per share. On June 20, 2006, the last reported closing sale price of our common stock
was $29.41 per share.

Closing Sales Premium Premium
Price of High of Low

Sales Price Sales Price Declared
NAV(1) High Low to NAV(2) to NAV(2) Dividends

Year ending December 31, 2004
First Quarter $14.60 $30.85 $27.15 211% 186% $0.57
Second Quarter $14.77 $30.25 $23.06 205% 156% $0.57
Third Quarter $14.90 $25.80 $22.22 173% 149% $0.57
Fourth Quarter $14.87 $28.47 $24.46 191% 164% $0.57
Extra Dividend $0.02

Year ended December 31, 2005
First Quarter $15.22 $27.84 $24.89 183% 164% $0.57
Second Quarter $17.01 $29.29 $25.83 172% 152% $0.57
Third Quarter $17.37 $29.17 $26.92 168% 155% $0.58
Fourth Quarter $19.17 $30.80 $26.11 161% 136% $0.58
Extra Dividend $0.03

Year ended December 31, 2006
First Quarter $19.50 $30.68 $28.51 157% 146% $0.59
Second Quarter (through
June 20, 2006) * $31.32 $29.36 * * $0.60

(1) Net asset value per share is determined as of the last day in the relevant quarter and therefore may not reflect the
net asset value per share on the date of the high and low sales prices. The net asset values shown are based on
outstanding shares at the end of each period.

(2) Calculated as the respective high or low closing sales price divided by NAV.
* Not determinable at the time of filing.
     Our common stock continues to trade in excess of net asset value. There can be no assurance, however, that our
shares will continue to trade at a premium to our net asset value.
      We intend to pay quarterly dividends to shareholders of our common stock. The amount of our quarterly dividends
is determined by our Board of Directors. Our Board of Directors has established a dividend policy to review the
dividend rate quarterly, and may adjust the quarterly dividend rate throughout the year. See �Management�s Discussion
and Analysis of Financial Condition and Results of Operations � Debt and Equity Capital� and �Tax Status.� There can be
no assurance that we will achieve investment results or maintain a tax status that will permit any particular level of
dividend payment. Certain of our credit facilities limit our ability to declare dividends if we default under certain
provisions.
      We maintain an �opt in� dividend reinvestment plan for our common shareholders. As a result, if our Board of
Directors declares a dividend, then our shareholders will receive cash dividends, unless they specifically �opt in� to the
dividend reinvestment plan to reinvest their dividends and receive additional shares of common stock. See �Dividend
Reinvestment Plan.�
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MANAGEMENT�S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

 The information contained in this section should be read in conjunction with our Consolidated Financial
Statements and the Notes thereto. In addition, this prospectus contains certain forward-looking statements. These
statements include the plans and objectives of management for future operations and financial objectives and can be
identified by the use of forward-looking terminology such as �may,� �will,� �expect,� �intend,� �anticipate,�
�estimate,� or �continue� or the negative thereof or other variations thereon or comparable terminology. These
forward-looking statements are subject to the inherent uncertainties in predicting future results and conditions.
Certain factors that could cause actual results and conditions to differ materially from those projected in these
forward-looking statements are set forth above in the �Risk Factors� section. Other factors that could cause actual
results to differ materially include:

� changes in the economy and general economic conditions;

� risks associated with possible disruption in our operations due to terrorism;

� future changes in laws or regulations and conditions in our operating areas; and

� other risks and uncertainties as may be detailed from time to time in our public announcements and SEC filings.
 Financial or other information presented for private finance portfolio companies has been obtained from the

portfolio companies, and this financial information presented may represent unaudited, projected or pro forma
financial information, and therefore may not be indicative of actual results. In addition, the private equity industry
uses financial measures such as EBITDA or EBITDAM (Earnings Before Interest, Taxes, Depreciation, Amortization
and, in some instances, Management fees) in order to assess a portfolio company�s financial performance and to value
a portfolio company. EBITDA and EBITDAM are not intended to represent cash flow from operations as defined by
U.S. generally accepted accounting principles and such information should not be considered as an alternative to net
income, cash flow from operations or any other measure of performance prescribed by U.S. generally accepted
accounting principles.
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OVERVIEW
      As a business development company, we are in the private equity business. Specifically, we provide long-term
debt and equity investment capital to companies in a variety of industries. Our lending and investment activity has
generally been focused on private finance and commercial real estate finance, which included primarily the investment
in non-investment grade commercial mortgage-backed securities, which we refer to as CMBS, and collateralized debt
obligation bonds and preferred shares, which we refer to as CDOs.
      On May 3, 2005, we completed the sale of our portfolio of CMBS and real estate related CDO investments. Upon
the completion of this transaction, our lending and investment activity has been focused primarily on private finance
investments. Our private finance activity principally involves providing financing to middle market U.S. companies
through privately negotiated long-term debt and equity investment capital. Our financing is generally used to fund
growth, acquisitions, buyouts, recapitalizations, note purchases, bridge financings, and other types of financings. We
generally invest in private companies though, from time to time, we may invest in companies that are public but lack
access to additional public capital. Our investment objective is to achieve current income and capital gains.
      Our portfolio composition at March 31, 2006 and 2005, and December 31, 2005, 2004, and 2003, was as follows:

March 31, December 31,

2006 2005 2005 2004 2003

Private finance 96% 74% 96% 76% 74%
Commercial real estate finance 4% 26% 4% 24% 26%

      Our earnings depend primarily on the level of interest and dividend income, fee and other income, and net realized
and unrealized gains or losses on our investment portfolio after deducting interest expense on borrowed capital,
operating expenses and income taxes including excise tax. Interest income results from the stated interest rate earned
on a loan or debt security and the amortization of loan origination fees and discounts. The level of interest income is
directly related to the balance of the interest-bearing investment portfolio outstanding during the period multiplied by
the weighted average yield. Our ability to generate interest income is dependent on economic, regulatory, and
competitive factors that influence new investment activity, interest rates on the types of loans we make, the level of
repayments in the portfolio, the amount of loans and debt securities for which interest is not accruing and our ability to
secure debt and equity capital for our investment activities.
      Because we are a regulated investment company for tax purposes, we intend to distribute substantially all of our
annual taxable income as dividends to our shareholders. See �Other Matters� below.
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PORTFOLIO AND INVESTMENT ACTIVITY
      The total portfolio at value, investment activity, and the yield on interest-bearing investments at and for the three
months ended March 31, 2006 and 2005, and at and for the years ended December 31, 2005, 2004, and 2003, were as
follows:

At and for the
Three Months At and for the

Ended March 31, Year Ended December 31,

2006 2005 2005 2004 2003
($ in millions)
Portfolio at value $3,691.0 $3,195.0 $3,606.4 $3,013.4 $2,584.6
Investments funded(1) $ 797.9 $ 265.6 $1,675.8 $1,524.5 $ 931.5
Change in accrued or reinvested interest
and dividends (2) $ (2.1) $ 10.5 $ 6.6 $ 52.2 $ 45.0
Principal collections related to investment
repayments or sales $ 340.4 $ 158.3 $1,503.4 $ 909.2 $ 788.3
Yield on interest-bearing investments(3) 12.3% 13.6% 12.8% 14.0% 14.7%

(1) Investments funded for the three months ended March 31, 2006, included a $150 million subordinated debt
investment in Advantage Sales & Marketing, Inc. received in conjunction with the sale of Advantage as discussed
below.

(2) Includes a change in accrued or reinvested interest of $1.1 million for the three months ended March 31, 2006,
related to our investments in money market securities.

(3) The weighted average yield on interest-bearing investments is computed as the (a) annual stated interest plus the
annual amortization of loan origination fees, original issue discount, and market discount on accruing
interest-bearing investments less the annual amortization of loan origination costs, divided by (b) total
interest-bearing investments at value. The weighted average yield is computed as of the balance sheet date.

Private Finance
      The private finance portfolio at value, investment activity, and the yield on loans and debt securities at and for the
three months ended March 31, 2006 and 2005, and at and for the years ended December 31, 2005, 2004, and 2003,
were as follows:

At and for the
Three Months Ended At and for the

March 31, Year Ended December 31,

2006 2005 2005 2004 2003

Value Yield(2) Value Yield(2) Value Yield(2) Value Yield(2) Value Yield(2)
($ in millions)
Portfolio at
value:
Loans and
debt
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securities:
Senior loans $ 420.1 9.3% $ 253.5 8.6% $ 239.8 9.5% $ 234.6 8.5% $ 165.5 9.2%
Unitranche
debt 362.7 11.1% 44.2 14.8% 294.2 11.4% 43.9 14.8% 24.9 15.6%
Subordinated
debt 1,747.2 13.6% 1,258.7 14.9% 1,560.9 13.8% 1,324.4 14.9% 1,024.5 16.0%

Total loans
and debt
securities $2,530.0 12.5% $1,556.4 13.8% $2,094.9 13.0% $1,602.9 13.9% $1,214.9 15.0%

Equity
securities 1,031.6 822.1 1,384.4 699.2 687.8

Total portfolio $3,561.6 $2,378.5 $3,479.3 $2,302.1 $1,902.7

Investments
funded(1) $ 795.9 $ 168.2 $1,462.3 $1,140.8 $ 498.0
Change in
accrued or
reinvested
interest and
dividends $ (4.2) $ 7.9 $ 24.6 $ 45.6 $ 41.8
Principal
collections
related to
investment
repayments or
sales $ 336.6 $ 151.2 $ 703.9 $ 551.9 $ 318.6

(1) Investments funded for the three months ended March 31, 2006, included a $150 million subordinated debt
investment in Advantage Sales & Marketing, Inc. received in conjunction with the sale of Advantage as discussed
below.

(2) The weighted average yield on loans and debt securities is computed as the (a) annual stated interest plus the
annual amortization of loan origination fees, original issue discount, and market discount on accruing loans and
debt securities less the annual amortization of loan origination costs, divided by (b) total loans and debt securities
at value. The weighted average yield is computed as of the balance sheet date.
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     Our investment activity is focused on making long-term investments in the debt and equity of primarily private
middle market companies. Debt investments may include senior loans, unitranche debt (a single debt investment that
is a blend of senior and subordinated debt), or subordinated debt (with or without equity features). The junior debt that
we invest in that is lower in repayment priority than senior debt is also known as mezzanine debt. Equity investments
may include a minority equity stake in connection with a debt investment or a substantial equity stake in connection
with a buyout transaction. In a buyout transaction, we generally invest in senior and/or subordinated debt and equity
(preferred and/or voting or non-voting common) where our equity ownership represents a significant portion of the
equity, but may or may not represent a controlling interest.
      In addition, we may fund most or all of the debt and equity capital upon the closing of certain buyout transactions,
which may include investments in lower-yielding senior debt. Subsequent to the closing, the portfolio company may
refinance all or a portion of the lower-yielding senior debt, which would reduce our investment. Senior loans at
March 31, 2006, included approximately $200 million of senior loans that are in various stages of being refinanced.
Repayments include repayments of senior debt funded by us that was subsequently refinanced or repaid by the
portfolio companies.
      We intend to take a balanced approach to private equity investing that emphasizes a complementary mix of debt
investments and buyout investments. The combination of these two types of investments provides current interest and
related portfolio income and the potential for future capital gains. Recently, we believe many junior debt financing
opportunities in the market have become less attractive from a risk/return perspective. To address the current market,
our strategy is to focus on buyout and recapitalization transactions where we can manage risk through the structure
and terms of our debt and equity investments and where we can potentially realize more attractive total returns from
both current interest and fee income and future capital gains. We are also focusing our debt investing on smaller
middle market companies where we can provide both senior and subordinated debt or unitranche debt, where our
current yield may be lower than traditional subordinated debt. We believe that providing both senior and subordinated
debt or unitranche debt provides greater protection in the capital structures of our portfolio companies.

 Investments Funded. Investments funded and the weighted average yield on investments funded at and for the
three months ended March 31, 2006, and at and for the years ended December 31, 2005, 2004, and 2003, consisted of
the following:

For the Three Months Ended March 31, 2006

Debt Investments Buyout Investments Total

Weighted Weighted Weighted
Average Average Average

Amount Yield(1) Amount Yield(1) Amount Yield(1)
($ in millions)
Loans and debt securities:
Senior loans $ 85.0 9.1% $117.8 8.9% $202.8 9.0%
Unitranche debt(2) 75.0 10.6% � � 75.0 10.6%
Subordinated debt(3) 279.3 12.5% 145.4 13.9% 424.7 13.0%

Total loans and debt
securities 439.3 11.5% 263.2 11.6% 702.5 11.6%

Equity 24.6 68.8 93.4

Total $463.9 $332.0 $795.9
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2005 Investments Funded

Debt Investments Buyout Investments Total

Weighted Weighted Weighted
Average Average Average

Amount Yield(1) Amount Yield(1) Amount Yield(1)
($ in millions)
Loans and debt securities:
Senior loans(4) $ 76.8 10.0% $250.2 6.4% $ 327.0 7.2%
Unitranche debt(2) 259.5 10.5% � � 259.5 10.5%
Subordinated debt 296.9 12.3% 330.9 12.5% 627.8 12.4%

Total loans and debt securities 633.2 11.3% 581.1 9.9% 1,214.3 10.6%
Equity 82.5 165.5 248.0

Total $715.7 $746.6 $1,462.3

2004 Investments Funded

Debt Investments Buyout Investments Total

Weighted Weighted Weighted
Average Average Average

Amount Yield(1) Amount Yield(1) Amount Yield(1)
($ in millions)
Loans and debt securities:
Senior loans $ 25.1 9.1% $140.8 7.2% $165.9 7.5%
Unitranche debt(2) 18.9 13.0% � � 18.9 13.0%
Subordinated debt 396.4 13.4% 320.1 15.5% 716.5 14.4%

Total loans and debt securities 440.4 13.2% 460.9 13.0% 901.3 13.1%
Equity

Edgar Filing: ALLIED CAPITAL CORP - Form 497

51


