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If any of the securities being registered on this form are offered on a delayed or continuous basis in reliance on Rule
415 under the Securities Act of 1933, other than securities offered in connection with a dividend reinvestment plan,
check the following box. ¨

It is proposed that this filing will become effective (check appropriate box):

¨ when declared effective pursuant to section 8(c).

CALCULATION OF REGISTRATION FEE UNDER THE SECURITIES ACT OF 1933
[Missing Graphic Reference]

Title of Securities Being Registered

Amount
Being

Registered
(1)

Proposed Maximum
Aggregate

Offering Price (2)
Amount of
Registration Fee

Common Stock ($0.001 par value) 1,772,329 $ 4,164,973 $ 296.96

 (1) Evidencing the exercise of non-transferable rights to subscribe for shares of common stock of the Registrant being
registered herewith.  Pursuant to Rule 457(g)(3) of the Securities Act of 1933, no separate registration fee is
required for the rights because the rights are being registered in the same registration statement as the common
stock of the Registrant underlying the rights.

(2)Calculated pursuant to Rule 457(c) based on the average of the high and low sales prices of our common stock as
reported on the New York Stock Exchange on •, 2010.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its
effective date until the Registrant shall file a further amendment which specifically states that this Registration
Statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of 1933 or until the
Registration Statement shall become effective on such date as the Securities and Exchange Commission, acting
pursuant to said Section 8(a), may determine.
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PRELIMINARY PROSPECTUS SUBJECT TO COMPLETION, November 1,
2010 

Up to 1,772,329 Shares of Common Stock
Issuable Upon Exercise of Non-Transferable Rights to

Subscribe for Such Shares

EQUUS TOTAL RETURN, INC.
________________________________________

The
information
in this
prospectus is
not complete
and may be
changed. We
may not sell
these
securities
until the
registration
statement
filed with the
Securities
and
Exchange
Commission
is effective.
This
prospectus is
not a rights
offering to
sell these
securities
and it is not
soliciting a
rights
offering to
buy these
securities in
any state
where the
rights
offering or
sale is not
permitted.
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Equus is a closed-end, non-diversified management investment company that has elected to be regulated as a business
development company (“BDC”) under the Investment Company Act of 1940 (the “1940 Act”).  We seek to generate
investment income and long-term capital gains by investing in the debt and equity securities of small and
middle-market capitalization that are typically privately owned.  We employ a total return investment strategy that
combines both growth and income investment.

We are issuing non-transferable rights to our stockholders of record as of the close of business on __________, 2010
entitling holders of these rights to subscribe for an aggregate of up to 1,772,329 shares of our common
stock.  Stockholders will receive one right for each outstanding share owned by them on the record date.  The rights
entitle the holders to purchase one new share of common stock for each five rights held.  We will not issue fractional
shares upon the exercise of less than five rights.  Stockholders of record who fully exercise their rights will be entitled
to subscribe, subject to certain limitations and subject to allotment, for additional shares represented by any
unexercised rights.

Our common stock is traded on the New York Stock Exchange, or the NYSE, under the symbol “EQS”.  While the
shares of common stock issuable from the exercise of rights will be transferable and listed on the NYSE, the rights
themselves are not transferable and will not be listed on the NYSE or any other exchange.  Any rights which remain
unsubscribed at the end of the offering period may be acquired by other stockholders who have exercised their
over-subscription privileges, subject to certain conditions.  See “The Rights Offering” for a complete discussion of the
terms of this rights offering.  The subscription price will be 90% of the average of the last reported sale prices of a
share of our common stock on the NYSE on the eighth (8th) day prior to the date on which the rights offering expires
(the "Pricing Date") and the eight preceding trading days.  

There are two deadlines in connection with the offering:

(1)  The rights offering will expire at 5:00 p.m., Eastern Standard Time, on __________, 2010, unless terminated or
extended as described in this prospectus; and

(2) any stockholder wishing to exercise over-subscription privileges must provide our subscription agent with a
completed subscription certificate by 5:00 p.m., Eastern Standard Time, on _________, 2010, the day after the Pricing
Date (“Notice Date”), unless terminated or extended as described in this prospectus.

  The rights offering will expire at 5:00 p.m., Eastern Standard Time, on __________, 2010, unless terminated or
extended as described in this prospectus. Any stockholder wishing to exercise over-subscription privileges must
provide our subscription agent with a completed subscription certificate by 5:00 p.m., Eastern Standard Time, on the
Notice Date.

The net asset value per share of our common stock at June 30, 2010 (the last date prior to the date of this prospectus
on which we determined net asset value) was $4.28.  On October 29, 2010, the last reported sale price of a share of
our common stock on the NYSE was $2.35.

Shares of closed-end investment companies, including BDCs, frequently trade at a discount from net asset
value.  Upon exercise of the rights, shares of our common stock will be issued at a price below the current net asset
value per share of such stock.  We believe that having the ability to issue our common stock below net asset value in
this rights offering will benefit all of our stockholders and may lead to a long-term increase in our net asset value.
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An investment in our common stock is subject to risks.  This rights offering will dilute the ownership interest and
voting power of stockholders.  In addition, the companies in which we invest are subject to special risks.  See “Risk
Factors“ on page 11 to read about factors you should consider before exercising any rights to subscribe for shares of
our common stock.

_______________________________________

Per Share Total(4)
Estimated subscription price(1) $             ___ $             ___
Estimated sales load (underwriting discounts and
commissions)(1)(2)

$          None $          None

Proceeds to us, before expenses(1)(3)(4) $             ___ $             ___
____________________
(1)Estimated on the basis of 90% of the market price per share at the close of trading on the Pricing Date (_________,

2010) and the eight preceding trading days.  See “The Rights Offering — The Subscription Price.”

(2)    This is not an underwritten offering and there will be no underwriting discounts or commissions.  The rights are
being offered directly by us without the services of an underwriter or dealer.

(3)Before the deduction of rights offering expenses incurred by us, estimated to be $378,000.

(4) Assumes all rights are exercised at the estimated subscription price.

Neither the Securities and Exchange Commission (“SEC”) nor any state securities commission has approved or
disapproved of these securities, or determined if this prospectus is truthful or complete.  Any representation to the
contrary is a criminal offense.

As a result of the terms of this rights offering, since the subscription price per share will be less than the net asset
value per share, this rights offering will result in an immediate decrease in our net asset value per share for all of our
stockholders, irrespective of whether stockholders exercise all or any portion of their rights.  See “Risk Factors—Risks
Related to this Offering—All shareholders will experience an immediate decrease in the net asset value of their shares
upon the closing of this rights offering” in this prospectus.  The dilutive effect of this decrease will disproportionately
affect nonexercising stockholders.  If the subscription price per share is substantially less than the current net asset
value per share, this decrease could be substantial.

If you have any questions or need further information about this rights offering, please call The Altman Group, Inc.,
our information agent for the rights offering, at 1-800-330-8705.  Banks and brokers should call (212) 400-2612.

EQUUS TOTAL RETURN, INC.
This prospectus contains information you should know before investing, including information about risks.  Please
read it before you invest and keep it for future reference.  You may obtain a copy of our annual, quarterly and current
periodic reports, proxy statements and other information with the SEC under the Securities Exchange Act of 1934, as
amended, or the Exchange Act, without charge, by writing us at our principal office, which is located at Eight
Greenway Plaza, Suite 930, Houston, Texas 77046 or by calling 1-888-358-7575.  In addition, you may obtain copies
of such information on the SEC’s web site (http://www.sec.gov).  You may inspect these reports, proxy statements, and
other information, as well as the registration statement and the related exhibits and schedules at the public reference
facilities of the SEC at room 1580, 100 F. Street, N.E., Washington, D.C. 20549.
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You should rely only on the information contained in this prospectus.  We 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 making a rights offering to sell these securities in any jurisdiction where the rights offering
or sale is not permitted.  You should assume that the information appearing in this prospectus is accurate only as of
the date on the front cover of this prospectus. Our business, financial condition, results of operations and prospects
may have changed since that date.
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FORWARD-LOOKING STATEMENTS AND PROJECTIONS

All statements contained in this prospectus that are not historical facts, including statements regarding anticipated
activity, are “forward-looking statements” within the meaning of the federal securities laws, involve a number of risks
and uncertainties and are based on our beliefs and assumptions and information currently available to us.  In some
cases, you can identify forward-looking statements by words such as “may,” “will,” “should,” “expect,” “objective,” “plan,” “intend,”
“anticipate,” “believe,” “management believes,” “estimate,” “predict,” “project,” “potential,” “forecast,” “continue,” “strategy,” or “position”
or the negative of such terms or other variations of them or by comparable terminology.  In particular, statements,
express or implied, concerning future actions, conditions or events, future operating results or the ability to generate
sales, income or cash flow are forward-looking statements.  These statements are not guarantees of future performance
and are subject to risks, uncertainties and other factors, some of which are beyond our control and difficult to predict
and could cause actual results to differ materially from those expressed or forecasted in the forward-looking
statements, including:

•  Investors will incur immediate dilution upon the closing of this rights offering;

•  Our common stock has continually traded, and is expected to continue to trade after this rights offering, at a
discount from net asset value;

•  Our common stock price may be volatile;

•  There is uncertainty regarding the value of our privately held investments since we value them on a good faith
estimate of their fair value;

•  We are dependent on management;

•  Our investment opportunities may be limited in order to maintain our status as a BDC;

•  Failure to maintain status as a BDC could reduce our operating flexibility;

•  We may fail to continue to qualify for our pass-through treatment as a regulated investment company, which could
have an adverse affect on stockholder return; and

•  The risks, uncertainties and other factors we identify in “Risk Factors” and elsewhere in this prospectus and in our
filings with the SEC.

We caution readers not to place undue reliance on any such forward-looking statements, which statements are made
pursuant to the Private Securities Litigation Reform Act of 1995 and, as such, speak only as of the date made.  We
undertake no obligation to publicly update or revise any forward-looking statements, whether as a result of new
information, future events, or otherwise, after the date of this prospectus.

ii
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PROSPECTUS SUMMARY

This summary highlights some of the information in this prospectus.  It is not complete and may not contain all of the
information that you may want to consider.  You should read carefully the more detailed information set forth under
“Risk Factors” and the other information included in this prospectus.  Except where the context suggests otherwise, the
terms “we,” “us,” “our,” “Equus” the “Company” and the “Fund” refer to Equus Total Return, Inc.  We refer in this prospectus to
our executive officers and other members of our management team, collectively, as “Management.”

Equus Total Return, Inc.

Equus is a BDC that provides financing solutions for middle market and small capitalization companies that are
typically privately held. We began operations in 1983 and have been a publicly traded closed-end fund since 1991.
Our investment objective is to seek the highest total return, consisting of capital appreciation and current income.

We attempt to maximize the return to our stockholders in the form of current investment income and long-term capital
gains by investing in the debt and equity securities of companies with a total enterprise value of between $15.0 million
and $75.0 million. We seek to invest primarily in companies seeking growth either through acquisition or organically,
leveraged buyouts, management buyouts and recapitalizations of existing businesses. Our income-producing
investments consist principally of debt securities including subordinate debt, debt convertible into common or
preferred stock, or debt combined with warrants and common and preferred stock.  We seek to achieve capital
appreciation by making investments in equity and equity-oriented securities issued generally by privately-owned
companies in transactions negotiated directly with such companies.

Equus is a closed-end management investment company that has elected to be treated as a BDC under the 1940 Act.
In order to remain a BDC, we must meet certain specified requirements for the Fund under the 1940 Act, including
investing at least 70% of the Fund’s assets in eligible portfolio companies and limiting the amount of leverage we
incur. The Fund is also a regulated investment company, (“RIC,”) under Subchapter M of the U.S. Internal Revenue
Code of 1986, or the Code. As such, we are not required to pay corporate-level income tax on the Fund’s investment
income. We intend to maintain the Fund’s RIC status, which requires that the Fund qualify annually as a RIC by
meeting certain specified requirements.

Our principal office is located at Eight Greenway Plaza, Suite 930, Houston, Texas, 77046, and our telephone number
is 1-888-358-7575. Our corporate website is located at www.equuscap.com.  Our website, however, does not
constitute a part of this prospectus.  We make available free of charge on our website our annual report on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K and all amendments to those reports as soon as
reasonably practicable after such material is electronically filed or furnished to the Securities and Exchange
Commission (“SEC”). Our shares are traded on The New York Stock Exchange under the ticker symbol “EQS”.

Our Investment Objective

Our investment objective is to maximize the total return to our stockholders in the form of current investment income
and long-term capital gains by investing in the debt and equity securities of small and middle market capitalization
companies that are generally not publicly traded at the time of our investment.  As we grow and develop the Fund, we
intend to include investments in progressively larger enterprises.
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Investment Strategy

Beginning in 2006, we implemented a revised investment strategy to attempt to strike a balance between the potential
for gain and the risk of loss.  With respect to capital appreciation, Equus is a “growth-at-reasonable-price” investor that
seeks to identify and acquire securities that meet our criteria for selling at reasonable prices.  We give priority to cash
producing investments wherein we invest principally in debt or preferred equity financing with the objective of
generating regular interest and dividend income back to the Fund.  Debt and preferred equity financing may also be
used to create long-term capital appreciation through the exercise and sale of warrants received in connection with the
financing.   Given market conditions over the past several years and the performance of our portfolio, our
Management and board of directors believe it prudent to continue to review alternatives to refine and further clarify
the current strategies.

Investment Criteria

Consistent with our investment objective and strategy, Management evaluates prospective investments based upon the
criteria set forth below. We may modify some or all of these criteria from time to time.

•Management Competency and Ownership. We seek to invest in companies with experienced management teams who
have demonstrated a track record of successful performance.  Further, we desire to invest in companies with
significant management ownership.  We believe that significant management ownership in small capitalization and
middle market companies provides appropriate incentives and an alignment of interests for management to maximize
shareholder value.  In addition, we will seek to design compensation and incentive arrangements that align the
interests of the portfolio company’s management with those of the Fund to enhance potential returns.

•Substantial Target Market. We desire to focus on companies whose products or services have favorable growth
potential and strong competitive positions in their respective markets.   These positions may be as leadership
positions within a given industry or market niche positions in which the product or service has a demonstrated
competitive advantage.  The market in which a potential portfolio company operates should either be sizeable or have
significant growth potential.

•History of Profitability and Favorable Growth Potential. We target companies that have demonstrated a history of
profitability or a reasonable expectation of a return to profitability in the near future.

•Ability to Provide Regular Cash Interest and Distributions. We look for companies with strong cash flow models
sufficient to provide regular and consistent interest and/or preferred dividend payments.

•Management Assistance and Substantial Equity.   Given the requirements of a BDC under the 1940 Act, we seek to
invest in companies that will permit substantial managerial assistance including representation on the board of
directors of the company.  With regard to equity investments, we desire to obtain a substantial investment position in
portfolio companies.  This position may be as a minority shareholder with certain contractual rights and powers, or as
a majority shareholder, and should otherwise allow us to have substantive input on the direction and strategies of the
portfolio company.

•Plausible Exit and Potential for Appreciation. Prior to investing in a portfolio company, we will seek to analyze
potential exit strategies and pursue those investments with such strategies as may be achievable.

2
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Opportunities

We believe that the market for investing in, and financing the growth of, small and middle-market
capitalization  companies is underserved relative to other financial markets.  We believe that companies in our target
size range, having enterprise values of between $15 million and $75 million, have access to fewer sources of capital
and increasing difficulty in financing their growth through traditional means.  We believe that present market
conditions and increasing concentration in the banking industry has led many of the surviving lenders and financiers
to focus on large capital markets transactions and lending facilities, with some banks and funds discontinuing lending
to smaller and even medium-sized companies.  This generally has reduced the financing options available to these
companies in recent years.  As a result, we believe that an investment strategy focused on providing financing for such
companies will, over time, provide above-average returns to our investors.

We believe that many participants in the private equity market do not provide adequate financing solutions for
companies in our target market.  Private equity firms and other BDCs have invested and, notwithstanding present
economic conditions, we expect will continue to invest, in middle-market companies and, to a lesser extent, smaller
companies.  We note that some private equity firms do not provide complete financing solutions to their investee
clients, focusing exclusively or primarily on equity investments.  When such firms do offer financing options across
the balance sheet of an investee company, they often seek to outsource the provision of senior and subordinated debt
to other entities, including BDCs such as Equus.  This provides us with an opportunity to participate in private equity
transactions in association with more established market participants.  Similarly, while many venture capital and
turn-around firms provide speculative equity capital for small and medium-sized companies, few market participants
appear to offer a full array of equity, preferred stock, senior and subordinated debt securities to these companies.  With
increased liquidity as a result of this rights offering, we believe that the Fund, either alone or in partnership with
institutions and established private equity firms, will supplement our equity investments with income-oriented debt
and hybrid securities specifically tailored to finance companies we target for investment.

Based on these factors, we believe that there is considerable opportunity for profitable investments in our target
market of small and middle-market capitalization companies and that, as a result of this rights offering, we will be
better positioned to serve this market.

Competitive Advantages

We believe that we have the following competitive advantages over other capital providers in small and
middle-market capitalization companies:

Broad, Varied Deal Sourcing

We target investments in a variety of industries and geographic locations.  Our Management and board of directors
have access to long-term relationships in the United States and internationally that have been developed with industry
participants, management teams and consultants.  Management will seek to identify potential investments through its
interaction with the general financial community, potential investment partners and industry participants with whom
they and certain of our board members have established relationships.  We also expect that our Management and
board of directors will generate investment leads from accountants, consultants, lawyers and management teams with
whom they have worked in the past.

Total Return Strategy

We believe that a balanced portfolio of equity and debt instruments will generate returns for investors that exceed
those attainable by a purely fixed income portfolio while eliminating much of the volatility and risk associated with a
fund invested only in debt or equity securities.  We believe that our total return investment strategy offers advantages
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Established Infrastructure

We benefit from the resources and expertise developed by our Management and board of directors from many years of
experience and across several business cycles.  Contrary to many recently formed investment funds, our Management
and board of directors have considerable experience and expertise in fund management and private equity
development, which we believe are essential to managing and governing a BDC.  We have developed and refined
processes for investigating and culling prospective investments, including a regimented due diligence process, and for
executing attractive investments.  We have also have developed techniques we believe to be effective by which to
monitor investments and, when appropriate, exit investments.  We believe that this established infrastructure affords
us a competitive advantage in our target market.

Experienced Management Team and Board of Directors

Our Management team is led by John A. Hardy, our Executive Chairman, who directs the implementation of our
investment strategy in conjunction with a committee of Management personnel who review, analyze and monitor
existing and potential investments by the Fund.  Mr. Hardy has extensive international experience dealing with
corporate finance, banking, mergers and acquisitions and multinational corporations.

Our board of directors consists of individuals with strong backgrounds in finance and investment management, law
and governance, execution capacity, and management expertise.  For example, Mr. Alessandro Benedetti, a recently
elected member of our board, is currently the CEO of SAE Capital Ltd., based in London, UK, which he founded in
January 2007. Prior to that, he was the CEO of SAE Capital SPA, based in Rome, Italy. Over the last 20 years Mr.
Benedetti has been involved in the structuring and financing of complex transactions, acting on behalf of companies
and governments in North America, Europe, Central Asia and the Middle East. In 2005, he structured and led the
acquisition of Wind Telecomunicazioni SpA, based in Italy, which had 16 million wireless subscribers, 1.6 million
fixed line customers and 28 million registered internet users. At that time the transaction was the largest leveraged
buyout in European history, in a deal valued at over 12 billion Euros.  Another of our recently elected directors is
Bertrand des Pallieres, who is the CEO of SPQR Capital, a London-based hedge fund. He previously served as Global
Head of Principal Finance and member of the Global Market Leadership Group of Deutsche Bank from 2005 to 2007.
From 1992 to 2005, he held various positions at JP Morgan including Global Head of Structured Credit, European
Head of Derivatives Structuring and Marketing and Co-head of sales for Europe Middle East and Africa.

__________________

Our principal office is located at Eight Greenway Plaza, Suite 930, Houston, Texas 77046, and our telephone number
is 1-888-358-7575.  Our corporate website is located at www.equuscap.com.  Information on our website, however, is
not incorporated into, or a part of, this prospectus.

4
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FEES AND EXPENSES

The following table is intended to assist prospective investors in understanding the costs and expenses that an investor
in a rights offering will bear directly or indirectly.  We caution you that some of the percentages indicated in the table
below are estimates and may vary.

Stockholder Transaction Expenses
Sales load (as a percentage of rights offering price)(1) None
Offering expenses borne by us(2) 1.00%
Dividend reinvestment and cash purchase plan fees(3) None
Annual Expenses (as a percentage of net assets attributable to
common stock)
Operating expenses(4) 7.56%
Interest payments on borrowed funds(5) 0.13%
Other expenses None

Total Annual Expenses 8.69%
____________________
(1)We are not engaging the services of an underwriter, dealer, or manager.  Therefore neither we nor our shareholders

will be paying any underwriting discounts or sales commissions.

(2)The percentage shown is based on the net assets of the Fund at June 30, 2010 and after giving effect to this
offer.  Amount reflects estimated rights offering expenses of approximately one percent (1.00%) of our net asset
value, or $378,000.

(3) We have no such plans.

(4)“Operating expenses” represent our estimated operating expenses for the year ending December 31, 2010 including
income tax expense (benefit) including excise tax, excluding interests and fees on indebtedness. We calculated the
estimate of such future annual expenses by annualizing our actual operating expenses, net of interest expense and
expenses related to our annual shareholder meeting and proxy contest, for the first six months of 2010.  This
percentage for the year ended December 31, 2009 was 5.3%, wherein we paid an investment adviser and
administrator for services provided during the first six months of 2009. See “Management’s Discussion and Analysis
and Results of Operations,” “Management,” and “Compensation of Executive Officers and Directors.” As of July 1,
2009, we have not had an investment adviser or an administrator and are internally managed by our executive
officers under the supervision of our Board of Directors. As a result, we do not pay investment advisory or
administration fees, but instead we directly pay the operating costs associated with employing investment
management professionals.

(5)We estimated our annual interest expense by annualizing our actual interest expense for the first six months of
2010.

EXAMPLE

The following example demonstrates the projected dollar amount of total cumulative expenses that would be incurred
over various periods with respect to a hypothetical investment in our common stock.  In calculating the following
expense amounts, we have assumed we would have no leverage and that our annual operating expenses would remain
at the levels set forth in the table above.
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1 year 3  years 5 years 10 years
You would pay the following cumulative expenses
on a $1,000 investment, assuming a 5% annual
return

$      91.26 $    262.63 $    420.15 $    760.50

While the example assumes, as required by the SEC, a 5% annual return, our performance will vary and may result in
a return greater or less than 5%.  This illustration assumes that we will not realize any capital gains computed net of
all realized capital losses and unrealized capital depreciation in any of the indicated time periods.  In addition, while
the example assumes reinvestment of all dividends and distributions, if any, at net asset value, participants in any
future dividend reinvestment plan will receive a number of shares of our common stock, determined by dividing the
total dollar amount of the dividend payable to a participant by the market price per share of our common stock at the
close of trading on the valuation date for the dividend.

5
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This example and the expenses in the table above should not be considered a representation of our future expenses,
and actual expenses (including the cost of debt, if any, and other expenses) may be greater or less than those shown.

SELECTED FINANCIAL DATA

The selected financial data below should be read in conjunction with our “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and the financial statements and notes thereto.  We derived the
following summary financial data as of and for the six months ended June 30, 2010 from our unaudited financial
statements and as of and for the years ended December 31, 2009, 2008, 2007, 2006 and 2005 from our financial
statements that have been audited by UHY LLP, an independent registered public accounting firm.

Six
Months    Ended

June 30,
(unaudited)

Year Ended December 31,

2010 2009 2008 2007 2006 2005

Income Statement and Balance
Sheet Data:

(in thousands, except for per share data)

Total investment income $1,678 $3,771 $3,181 $4,857 $6,016 $2,530
Net investment (loss) income (679) 195 (713) (523) (102) (3,134)
Net realized gain (loss) of
portfolio securities

(5)
(15,555) 924 5,264 19,012 1,237

Net change in unrealized
appreciation (depreciation) of
portfolio securities

(12,329)
(12,172) (19,873) 7,526 (4,751) 18,617

Net increase (decrease) in net
assets resulting from operations (13,013) (27,532) (19,662) 12,267 14,159 16,720
Dividends declared - 921 5,332 4,123 19,454 -
Total assets 57,076 81,007 124,063 134,730 125,866 143,984
Total net assets 37,888 50,901 78,435 103,216 93,236 92,602
Net cash (used in) provided by
operatingactivities 13,107 12,361 (32,138) (18,264) 59,930 (24,026)

Shares outstanding at end of
year

8,862 8,862 8,565 8,401 8,164 7,377

Weighted average shares
outstanding, basic

8,862 8,790 8,429 8,251 7,949 6,948

Per Share Data:
Net investment (loss) income $(0.07) $0.02 $(0.08) $(0.06) $(0.01) $(0.45)
Net realized gain (loss) of
portfolio securities

0.00
(1.77) 0.11 0.64 2.39 0.18

Net change in unrealized
appreciation (depreciation) of
portfolio securities (1.39) (1.38) (2.36) 0.91 (0.60) 2.68
Net increase (decrease) in net
amounts resulting from (3.13) (2.33) 1.49 1.78 2.41
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operations per share, basic and
diluted

(1.46)

Dividends declared 0 0.11 0.63 0.50 2.63 0
Net asset value (including
unrealized appreciation) 4.28 5.74 9.16 12.29 11.42 12.55
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SUMMARY OF THE OFFERING

Rights Being Offered by the Fund We are issuing to stockholders of record on                , 2010, the record
date, one non-transferable right for each share of common stock
outstanding.  Each five (5) rights will entitle the holder to acquire, at the
subscription price, one (1) share of our common stock as further described
in this prospectus.  We will not issue fractional shares upon the exercise of
less than five rights.

Subscription Price                                     The subscription price per share will be 90% of the average of the last
reported sale prices of a share of our common stock on the NYSE on the
eighth (8th) day prior to the expiration date of the rights offering (the
“Pricing Date”) and the eight preceding trading days.  Since the subscription
price will be determined on the Pricing Date, rights holders who decide to
acquire shares pursuant to the over-subscription privilege prior to the
Pricing Date will not know the purchase price of those shares when they
make their investment decision.

Subscription Period                                     The rights will be evidenced by a subscription certificate, but we will not
mail such certificates to stockholders whose record addresses are outside
the United States as described below.  There are two deadlines in
connection with the offering:

(1)  Subject to certain exceptions, rights may be exercised at any time
during the subscription period, which commences on           , 2010, the
record date, and ends at 5:00 p.m., Eastern Standard Time, on           , 2010,
the expiration date, unless the rights offering is terminated or the
expiration date is extended by us; and

(2)  any stockholder wishing to exercise over-subscription privileges must
provide our subscription agent with a completed subscription certificate by
5:00 p.m., Eastern Standard Time, on the day after the Pricing Date
(“Notice Date”) (___________, 2010), unless the rights offering is
terminated or the expiration date is extended by us.

Over-Subscription
Privilege                                     

Record date stockholders who fully exercise all rights issued to them are
entitled to subscribe for additional shares of our common stock that are not
subscribed for by other stockholders by providing, on or prior to the Notice
Date, payment for any additional shares or, in the case of registered
shareholders, an irrevocable guarantee of payment.  If sufficient shares of
our common stock are available, all record date stockholders’
over-subscription requests that are timely received will be honored in
full.  If these requests exceed the shares of our common stock available in
this rights offering, the available shares will be allocated pro rata among
the record date stockholders who over-subscribe based on the number of
rights originally issued to them by the Fund.

Restrictions on Foreign Stockholders
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We will not mail subscription certificates to stockholders whose record
addresses are outside the United States. Our subscription agent, American
Stock Transfer & Trust Co., LLC, will hold the rights to which
subscription certificates relate for foreign stockholders accounts until
instructions are received to exercise the rights. If no instructions are
received prior to the expiration date, which is         , 2010, the rights will
expire. Foreign stockholders holding shares through a U.S. broker-dealer
should contact the broker-dealer regarding this offer. See “The Offer —
Restrictions on Foreign Stockholders.”

Non-Transferability                                     Although the shares underlying the rights will, when the rights are
exercised, trade on the NYSE, the rights themselves will not be listed on
the NYSE or any other exchange, and you may not purchase or sell the
rights.  If you do not exercise your 
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rights exchange, and you may not purchase or sell the rights.  If you do not exercise your rights before the conclusion
of this offering, your rights will expire without value and may be taken up by other shareholders exercising
over-subscription privileges as described above.

NYSE Symbol for the Common
Stock

EQS.

Use of
Proceeds                                     

If all of the rights are exercised and shares of our common stock are
sold at the subscription price of $          , the net proceeds of the
rights offering are estimated to be approximately $           , after
deducting expenses related to this rights offering payable by us,
estimated at approximately $378,000.  We plan to use the net
proceeds of this rights offering for general corporate purposes,
which include investing in portfolio companies in accordance with
our investment objective and strategies and, pending such
investments, investing in cash equivalents, U.S. government
securities and other high-quality debt investments that mature in one
year or less from the date of investment.

We estimate that it will take approximately six months for us to
invest substantially all of the net proceeds of this rights
offering.  The actual timing of our investments will depend upon the
availability of attractive opportunities and market conditions;
however, we can offer no assurance that we will be able to achieve
this goal. See “Regulation as a Business Development
Company—Temporary Investments” for additional information about
temporary investments we may make while waiting to make
longer-term investments in pursuit of our investment objective.

How to
Subscribe                                     

If you are exercising only your primary subscription rights and not
participating in the exercise of any over-subscription privileges, you
must deliver a completed subscription certificate to the subscription
agent by the expiration date of the rights offering.

If your shares are registered in street name and held in your account
at your broker-dealer or other nominee and you are participating in
the exercise of over-subscription privileges, you (or your broker)
must deliver a completed subscription certificate and full payment
for all shares subscribed (including shares subscribed pursuant to the
exercise of over-subscription privileges) to the subscription agent on
or prior to the Notice Date.

If you hold your shares in registered form and are participating in
the exercise of over-subscription privileges, you must deliver one of
the following to the subscription agent on or prior to the Notice
Date:
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(i) a completed subscription certificate and full payment for all
shares subscribed (including shares subscribed pursuant to the
exercise of over-subscription privileges); or

(ii) a completed subscription certificate together with an irrevocable
undertaking to make payment for all shares subscribed (including
shares subscribed pursuant to the exercise of over-subscription
privileges) by the expiration date.  The undertaking is included on
the right-hand side of the back of the subscription certificate and
must be separately executed.

Registered shareholders who elect to provide an irrevocable
undertaking as described above will be liable for the full
subscription payment indicated on the subscription certificate.

Payment for
Shares                                     

See “The Rights Offering – Payment for Shares.”

8
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Subscription
Agent                                     

The subscription agent for this rights offering is American Stock
Transfer & Trust Co., LLC, 6201 15th Avenue, Reorg. Department,
3rd Floor, Brooklyn, New York 11219.  The telephone number for
American Stock Transfer & Trust Co., LLC is 1-877-248-6417.

Information
Agent                                     

The information agent for this rights offering is The Altman Group,
Inc.  You may contact The Altman Group toll-free with questions at
1-(800)-330-8705.  Broker-dealers and nominees may call (212)
400-2612.

Distribution
Arrangements                                     We are managing this offering internally and will not use an

underwriter, dealer or manager for this rights offering.  Further, we
will not solicit the exercise of rights and participation in the
over-subscription privilege by our stockholders.  The rights offering
is not contingent upon any number of rights being exercised.

Risk Factors                                     An investment in our common stock is subject to significant
risks.  The following is a summary of certain risks that you should
carefully consider before investing in our common stock.  For a
further discussion of these risk factors, please see “Risk Factors”
beginning on page 11.

Risks Related to Our Investments

•  Investments in small capitalization companies present certain risks that may not exist to the same degree as
investments in larger, more established companies and will cause such investments to be volatile and speculative.

•  There is uncertainty regarding the value of our privately held securities.

•  We depend upon our Management for our future investment success.

•  Management may not be able to implement our investment objective successfully.

•  We may not realize gains from our equity investments.

•  We may not be able to make additional investments in our portfolio companies from time to time, which may dilute
our interests in such companies.

•  We have invested in a limited number of portfolio companies.

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

•  We have limited public information regarding the companies in which we invest.

•  Our portfolio companies may be highly leveraged.
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•  Our business depends on external financing.

•  We may not be able to recommence our managed distribution policy and you might not receive dividends on your
shares.

•  We operate in a highly competitive market for investment opportunities.

•  Failure to deploy new capital may reduce our return on equity.

•  Our investments in foreign securities, if any, may involve significant risks in addition to the risks inherent in U.S.
investments.

•  An economic downturn could affect our operating results.

•  We may experience fluctuations in our quarterly results.

•  The due diligence process that we undertake in connection with our investments may not reveal all facts that may
be relevant in connection with an investment.

9
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Risks Relating to This Offering

•  Our shares of common stock have traded at a discount to net asset value since they were listed on the NYSE, and
we expect they will trade at a discount from net asset value immediately after this rights offering.

•  All shareholders will experience an immediate decrease in net asset value per share upon the closing of the rights
offering.

•  The market price of our common stock may fluctuate significantly.

•  We may allocate the net proceeds from this rights offering in ways with which you may not agree.

•  Our largest stockholders could increase their percentage ownership in our shares as a result of this rights offering,
which could further limit your ability to influence the outcome of key transactions, including a change of control.

Risks Relating to Our Business and Structure

•  Our ability to invest in private companies may be limited in certain circumstances.

•  Any failure on our part to maintain the Fund’s status as a BDC could reduce our operating flexibility.

•  We may not continue to qualify as a RIC under the Code.

•  Because we intend to distribute substantially all of our income and net realized capital gains to our stockholders, we
will need additional capital to finance our growth.

•  Our Board of Directors may change our investment objective, operating policies and strategies without prior notice
or stockholder approval.

Risks Related to Our Operation as a BDC

•  Our management team has limited experience managing a BDC.

•  Our ability to enter into transactions with our affiliates is restricted.

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

•  Changes in the laws or regulations governing our business, or changes in the interpretations thereof, and any failure
by us to comply with these laws or regulations, could negatively affect the profitability of our operations.

Important Dates To Remember
Record Date _________, 2010
Expiration Date for Over-Subscription Privilege (Notice Date) _________, 2010 *
Expiration Date for Rights Offering _________, 2010 *
Deadline for Subscription Certificates and Payment for Shares
(Over-Subscription)**

_________, 2010 *

Deadline for Subscription Certificates and Payment for Shares
(Basic Subscription)***

_________, 2010 *
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Final Payment of Shares _________, 2010 *
___________________

* Unless the rights offering is extended.

**A person exercising basic subscription rights must deliver a subscription certificate for shares prior to the expiration
date of the rights offering (unless the rights offering is extended).

***A person exercising over-subscription rights must deliver a subscription certificate for shares on or prior to the
Notice Date (unless the rights offering is extended).

10
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RISK FACTORS

An investment in our securities involves certain risks relating to our structure and investment objectives.  The risks
and uncertainties described below are not the only ones facing Equus.  You should carefully consider these risks,
together with all of the other information included in this prospectus, before you decide whether to exercise your
rights or otherwise make an investment in our common stock.  Additional risks and uncertainties not presently known
to us, or not presently deemed material by us, may also impair our operations and performance.  If any of the
following risks actually occur, our business, financial condition or results of operations could be materially adversely
affected.  If that happens, the trading price of our common stock could decline and you may lose all or part of your
investment.

Risks Related to Our Investments

Investments in small capitalization companies present certain risks that may not exist to the same degree as
investments in larger, more established companies and will cause such investments to be volatile and speculative.

We have invested and may continue to invest, in private, small and/or new companies that may be in their early stages
of development.  Investments in these types of companies involve a number of significant risks, including the
following:

•  They typically have shorter operating histories, narrower product lines and smaller market shares than public
companies, which tend to render them more vulnerable to competitors’ actions and market conditions as well as
general economic downturns;

•  They may have no earnings or experienced losses or may have limited financial resources and may be unable to
meet their obligations under their securities, which may be accompanied by a deterioration in the value of their
equity securities or any collateral or guarantees provided with respect to their debt;

•  They are more likely to depend on the management talents and efforts of a small group of persons and, as a result,
the death, disability, resignation or termination of one or more of those persons could have a material adverse effect
on their business and prospects and, in turn, on our investment;

•  They may have difficulty accessing the capital markets to meet future capital needs;

•  They generally have less predictable operating results, may from time to time be parties to litigation, may be
engaged in rapidly changing businesses with products subject to a substantial risk of obsolescence and may require
substantial additional capital to support their operations, finance expansion or maintain their competitive position;
and

•  Generally little public information exists regarding these companies, and investors in these companies generally
must rely on the ability of the equity sponsor to obtain adequate information for the purposes of evaluating potential
returns and making a fully informed investment decision.

There is uncertainty regarding the value of our privately held securities.

Our net asset value is based on the value we assign to our portfolio investments.  We determine the value of our
investments in securities for which market quotations are not available as of the end of each calendar quarter, unless
there is a significant event requiring a change in valuation in the interim.  Because of the inherent uncertainty of the
valuation of portfolio securities that do not have readily ascertainable market values, our fair value determination may
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differ materially from the value that would have been used had a ready market existed for the securities.  We
determine the fair value of investments for which no market quotations are available based upon a methodology that
we believe reaches a reasonable estimation of fair value.  However, we do not necessarily apply multiple valuation
metrics in reaching this determination and, in some cases, we do not obtain any third party valuations before reaching
this determination.  Our determinations of the fair value of our investments have a material impact on our net earnings
through the recording of unrealized appreciation or depreciation of investments
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as well as our assessment of interest income recognition.  Our net asset value could be affected materially if our
determinations of the fair value of our investments differ significantly from values based on a ready market for these
securities.

At June 30, 2010, none of the securities in which we have invested is publicly traded or has readily available market
quotations.  If, in the future, we make investments in companies whose securities are publicly traded and valued at
their quoted market price (less a discount to reflect the estimated effects of restrictions on the sale of such securities),
we will adjust our net asset value for changes in the value of any publicly held securities on a daily basis.

We depend upon Management for our future investment success.

We depend upon the diligence and skill of Management to select, structure, close and monitor our
investments.  Management is responsible for indentifying, structuring, evaluating, monitoring, and disposing of our
investments, and the services they collectively provide significantly impact our results of operations.  Our future
success will depend to a significant extent on the continued service and coordination of Management.  Our success
will depend on our ability to retain our existing Management and to recruit additional other highly qualified
individuals.  If we are unable to integrate new investment and management personnel, we may be unable to achieve
our desired investment results.

Management may not be able to implement our investment objective successfully.

Our current portfolio represents a shift from a regional focus and a record of investing in basic manufacturing and
service companies to an investment strategy focused in sectors that are driven by significant social and demographic
trends, such as an aging population, increased leisure time, the globalization of business and widespread concern
about the environment and increasingly scarce energy resources.  Given recent economic events and changes in our
board of directors and Management, we have revised our strategy to be more opportunistic, emphasizing investments
which generate regular cash income and distributions, with less regard for a particular industry sector.  In order to
implement our investment strategy, Management must analyze, conduct due diligence, invest in, monitor and sell
companies in industries in which many of them have not previously been involved.  Also, we expect that our
investment strategy will continue to require Management to investigate and monitor investments that are much more
broadly dispersed geographically.  In addition, Management is required to provide valuations for investments in a
broader range of securities, including debt securities, which may require expertise beyond that previously
required.  We cannot assure investors that the overall risk of their investment in the Fund will be reduced as a result of
our investment strategy.  In addition, following this rights offering, we may make additional investments in our
existing portfolio companies and, therefore, the level of risk with respect to certain investments may be higher than it
was prior to this rights offering.  If Management cannot achieve our investment objective successfully, the value of
your investment in our common stock could decline substantially.

We may not realize gains from our equity investments.

We frequently invest in the equity securities of our portfolio companies.  Also, when we make a loan, we generally
receive warrants to acquire stock issued by the borrower.  Ultimately, our goal is to sell these equity interests and
realize gains.  These equity interests may not appreciate and, in fact, may depreciate in value.  Several of our portfolio
companies have experienced net losses in recent years or have negative net worth as of their most recent available
balance sheet date.  And, at June 30, 2010, several of our portfolio investments had estimated fair values, based upon
our valuation methodologies, significantly below the initial cost of such investments.  At June 30, 2010, the cost basis
of our portfolio investments was $54.7 million and our estimated fair value was $27.1 million.  Also, the market value
of our equity investments may fall below our estimate of the fair value of such investments before we sell
them.  Given these factors, there is a risk that we will not realize gains upon the sale of those or other equity interests
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We may not be able to make additional investments in our portfolio companies from time to time, which may dilute
our interests in such companies.

After our initial investment in a portfolio company, we may be called upon from time to time to provide additional
funds to such company, or may have the opportunity to increase our investment in that company through the exercise
of a warrant to purchase common stock or through follow-on investments in the debt or equity of that company.  We
cannot assure you that we will make, or have sufficient funds to make, any such follow-on investments.  Any decision
by us not to make a follow-on investment or any inability on our part to make such an investment may have a negative
impact on a portfolio company in need of investment and may result in a missed opportunity for us to increase our
participation in a successful operation.  A decision not to make a follow-on investment may also dilute our equity
interest in, or reduce the expected yield on, our investment.

We have invested in a limited number of portfolio companies.

The Fund is classified as a “non-diversified” investment company under the 1940 Act, which means we are not limited
in the proportion of our assets that may be invested in the securities of a single issuer.  As a matter of policy, we
generally have not initially invested more than 15% of the value of our net assets in a single portfolio company.  In
view of the net asset value of the Fund as at June 30, 2010, however, we would expect that any new investments may
exceed this percentage for the intermediate future.  Moreover, follow-on investments, disproportionate increases or
decreases in the fair value of certain portfolio companies or sales of investments may result in more than 15% of our
net assets being invested in a single portfolio company at a particular time.

At June 30, 2010, we had investments in 13 companies.  Following the completion of this rights offering, we intend to
increase the number of investments and, possibly, the size of our average investment.  Even if the rights offering is
successful, however, we expect that we still will have relatively few investments.

A consequence of a limited number of investments is that changes in business or industry trends or in the financial
condition, results of operations or the market’s assessment of any single portfolio company will affect our net asset
value and the market price of our common stock to a greater extent than would be the case if we were a “diversified”
company holding a greater number of investments.

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

Our portfolio investments consist principally of securities that are subject to restrictions on sale because they are not
listed or publicly traded securities.  If any of these securities were to become publicly traded, our ability to sell them
may still be restricted because we acquired them from the issuer in “private placement” transactions or because we may
be deemed to be an affiliate of the issuer.  We will not be able to sell these securities publicly without the expense and
time required to register the securities under the Securities Act and applicable state securities laws, unless an
exemption from such registration requirements is available.  In addition, contractual or practical limitations may
restrict our ability to liquidate our securities in portfolio companies because those securities are privately held and we
may own a relatively large percentage of the issuer’s outstanding securities.  Sales also may be limited by market
conditions, which may be unfavorable for sales of securities of particular issuers or generally.  The illiquidity of our
investments may preclude or delay any disposition of such securities, which may make it difficult for us to obtain cash
equal to the value at which we record our investments if the need arises.

We have limited public information regarding the companies in which we invest.
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Our portfolio consists entirely of securities issued by privately held companies.  There is generally little or no publicly
available information about such companies, and we must rely on the diligence of Management to obtain the
information necessary for our decision to invest in them and in order to monitor them effectively.  We cannot assure
you that such diligence efforts will uncover all material information about such privately held businesses necessary to
make fully informed investment decisions.
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Our portfolio companies may be highly leveraged.

Investments in leveraged buyouts and in highly leveraged companies involve a high degree of business and financial
risk and can result in substantial losses.  A leveraged company’s income and net assets will tend to increase or decrease
at a greater rate than if borrowed money were not used.  The use of leverage by portfolio companies also magnifies the
increase or decrease in the value of our investment as compared to the overall change in the enterprise value of a
portfolio company.

Many of our portfolio companies have incurred substantial debt in relation to their equity capital.  Such indebtedness
generally has a term that will require that the balance of the loan be refinanced when it matures.  If a portfolio
company cannot generate adequate cash flow to meet the principal and interest payments on its debt or is not
successful in refinancing the debt upon its maturity, our investment could be reduced or eliminated through
foreclosure on the portfolio company’s assets or by the portfolio company’s reorganization or bankruptcy.

A substantial portion of the debt incurred by portfolio companies may bear interest at rates that fluctuate in
accordance with a stated interest rate index or the prime lending rate.  The cash flow of a portfolio company may not
be sufficient to meet increases in interest payments on its debt.  Accordingly, the profitability of our portfolio
companies, as well as the value of our investments in such companies, will depend significantly upon prevailing
interest rates.  In recent months the level of interest rates have increased, which will have an adverse effect on the
ability of our portfolio companies to service their floating rate debt and on their profits.

Leverage may impair the ability of our portfolio companies to finance their future operations and capital needs.  As a
result, the ability of our portfolio companies to respond to changing business and economic conditions and to business
opportunities may be limited.

Our business depends on external financing.

Our business requires a substantial amount of cash to operate.  We may borrow funds to pay contingencies or
expenses or to make investments, to maintain our pass-through tax status as a RIC under Subchapter M of the
Code.  We are permitted under the 1940 Act to borrow if, immediately after the borrowing, we have an asset coverage
ratio of at least 200%.  That is, we may borrow an amount equal to as much as 50% of the fair value of our total assets
(including investments made with borrowed funds).  The amount and nature of any such borrowings depend upon a
number of factors over which we have no control, including general economic conditions, conditions in the financial
markets and the impact of the financing on the tax treatment of our stockholders.  The use of leverage, even on a
short-term basis, could have the effect of magnifying increases or decreases in our net asset value.  While the “spread”
between the current yield on our investments and the cost of any loan would augment the return to our stockholders, if
the spread narrows (because of an increase in the cost of debt or insufficient income on our investments), distributions
to our stockholders could be adversely affected.  This may render us unable to meet our obligations to our lenders,
which might then require us to liquidate some or all of our investments.  There can be no assurance that we would
realize full value for our investments or recoup all of our capital if we needed to liquidate our portfolio investments.

Many financial institutions are unwilling to lend against a portfolio of illiquid, private securities.  The make-up of our
portfolio has made it more difficult for us to borrow at the level and on the terms that we desire.  Our borrowings have
historically consisted of a revolving line of credit, the proceeds of which we may use to provide liquidity for expenses
and contingencies and to make new or follow-on investments, and a line of credit, promissory note or margin account
used quarterly to enable us to achieve adequate diversification to maintain our pass-through tax status as a
RIC.  Currently, we are unable to draw upon our line of credit from Amegy Bank which may soon be
discontinued.  Although we believe the Fund’s liquidity is sufficient for our operating expenses for the next twelve
months, we could be wrong.  If we are wrong, we would have to obtain capital from other sources to pay Fund

Edgar Filing: EQUUS TOTAL RETURN, INC. - Form N-2

34



expenses, which could involve selling one or more of our portfolio holdings at an inopportune time and at a price that
may be less than would be received if such holding were sold in a more competitive and orderly manner.

The costs of borrowing money may exceed the income from the portfolio securities we purchase with the borrowed
money.  We will suffer a decline in net asset value if the investment performance of the additional securities
purchased with borrowed money fails to cover their cost to the Fund (including any interest paid on the
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money borrowed).  A decline in net asset value could affect our ability to make distributions on our common
stock.  Our failure to distribute a sufficient portion of our net investment income and net realized capital gains could
result in a loss of pass-through tax status or subject us to a 4% excise tax.  If the asset coverage for debt securities
issued by the Fund declines to less than 200% (as a result of market fluctuations or otherwise), we may be required to
sell a portion of our investments when it is disadvantageous to do so.  See “Management’s Discussion and Analysis of
Financial Condition and Results of Operations.”

We may not be able to recommence our managed distribution policy and you might not receive dividends on your
shares.

On March 24, 2009, we announced a suspension of our managed distribution policy and payment of quarterly
dividends for an indefinite period, following the distribution of the first quarter 2009 dividend paid on March 30,
2009.  As originally implemented, the policy provided for quarterly dividends at an annualized rate equal to 10% of
the Fund’s market value per share as at the end of the preceding calendar year.  In the first six months of 2010, we have
undergone certain changes in our board of directors and Management.  These changes and the rights offering have
been pursued, in part, with the objective of increasing the number of attractive investment opportunities to us and
revising our investment strategy to include more recurrent cash income producing investments, all of which could
ultimately result in the resumption of our managed distribution policy at some time in the future.  The implementation
of these revisions to our investment strategy and the recurrent generation of cash income from our investments,
however, cannot be guaranteed.  If we were unable to resume our managed distribution policy and were further unable
to profitably sell or otherwise dispose of our portfolio company investments, you might not receive dividends on your
shares.

We operate in a highly competitive market for investment opportunities.

We compete with a large number of private equity funds and mezzanine funds, investment banks and other equity and
non-equity based investment funds, investment entities, foreign investors and individuals and other sources of
financing, including traditional financial services companies such as commercial banks.  In recent years, the number
of investment vehicles seeking small capitalization investments has increased dramatically.  Many of our competitors
are substantially larger and have considerably greater financial resources than we do, and some may be subject to
different and frequently less stringent regulation.  As our portfolio size increases, we expect that some of our
investments will be larger.  We believe that we will face increased competition to participate in these larger
transactions.  These competitors may have a lower cost of funds and many have access to funding sources that are not
available to us.  In addition, some of our competitors may have higher risk tolerances or different risk assessments,
which could allow them to consider a wider variety of investments and establish more relationships and build their
market shares.  As a result of this competition, we may not be able to take advantage of attractive investment
opportunities from time to time.  We cannot assure you that the competitive pressures we face will not have a material
adverse effect on our business, financial condition and results of operations.

Failure to deploy new capital may reduce our return on equity.

If all of the rights are exercised after the completion of this rights offering, we will increase the amount of our
available cash on hand for investments.  If we then fail to invest our new capital in a timely and effective manner, our
return on equity will be negatively impacted, which could reduce the price of the shares of our common stock that you
own.  We believe we can identify and invest the net proceeds of this rights offering in approximately six months;
however, our ability to do so will depend, in part, on conditions outside of our control.  If we cannot find investment
opportunities consistent with our investment objective and market conditions, we will invest the proceeds of this rights
offering in temporary investments such as cash equivalents, U.S. Government securities or high-quality debt securities
maturing in one year or less from the time of investment.  This would result in income to the Fund that is lower than
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Our investments in foreign securities, if any, may involve significant risks in addition to the risks inherent in U.S.
investments.

Our investment strategy contemplates that a portion of our investments may be made in securities of foreign
companies.  Investing in foreign companies may expose us to additional risks not typically associated with investing
in U.S. companies. These risks may include fluctuations in foreign currency values, changes in exchange control
regulations, political and social instability, expropriation, imposition of foreign taxes, less liquid markets and less
available information than is generally the case in the United States, higher transaction costs, less government
supervision of exchanges, brokers and issuers, less developed bankruptcy laws, difficulty in enforcing contractual
obligations, lack of uniform accounting and auditing standards and greater price volatility.

Although most of our investments are denominated in U.S. dollars, any investments that are denominated in a foreign
currency are subject to the risk that the value of a particular currency may change in relation to one or more other
currencies. Among the factors that may affect currency values are trade balances, the level of short-term interest rates,
differences in relative values of similar assets in different currencies, long-term opportunities for investment and
capital appreciation and political developments.  We may employ hedging techniques to minimize these risks, but we
can offer no assurance that we will, in fact, hedge currency risk or that, if we do, such strategies will be effective.

An economic downturn could affect our operating results.

An economic downturn may adversely affect companies having an enterprise value varying from $15 to $75 million,
which are our primary market for investments.  During periods of adverse economic conditions such as presently
exists generally in the United States, these companies often experience decreased revenues, financial losses, difficulty
in obtaining access to financing and increased funding costs.  During such periods, these companies also may have
difficulty expanding their businesses and operations and may be unable to meet their debt service obligations or other
expenses as they become due.  Any of the foregoing developments could cause the value of our investments in these
companies to decline.  In addition, during periods of adverse economic conditions, we may have difficulty accessing
financial markets, which could make it more difficult or impossible for us to obtain funding for additional
investments.  Any of these events could have a material adverse effect on our business, financial condition and results
of operations.

We may experience fluctuations in our quarterly results.

We may experience fluctuations in our quarterly operating results due to a number of factors, including variations in,
and the timing of, the recognition of realized and unrealized gains or losses, the degree to which we encounter
competition in our markets, the ability to find and close suitable investments and general economic conditions.  The
volatility of our results is exacerbated by our relatively small number of investments.  As a result of these factors, you
should not rely on our results for any period as being indicative of performance in future periods.

The due diligence process that we undertake in connection with our investments may not reveal all facts that may be
relevant in connection with an investment.

Before making our investments, we conduct due diligence that we deem reasonable and appropriate based on the facts
and circumstances applicable to each investment.  The objective of the due diligence process is to identify attractive
investment opportunities based on the facts and circumstances surrounding an investment and to prepare a framework
that may be used from the date of an acquisition to drive operational achievement and value creation.  When
conducting due diligence, we evaluate a number of important business, financial, tax, accounting, environmental and
legal issues in determining whether or not to proceed with an investment.  Our due diligence review with respect to a
potential portfolio company typically includes, but is not limited to, a review of historical and prospective financial
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vendors, a review of business plans and an analysis of the consistency of operations with those plans, and other
research relating to the company, management, industry, markets, products and services, and competitors.  Outside
consultants, legal advisers, accountants and investment banks are expected to be involved in the due diligence process
in varying degrees depending on the type of investment.  Nevertheless, when conducting due diligence and making an
assessment regarding an investment, we are required to rely on resources available to
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us, including information provided by the portfolio company and, in some circumstances, third party
investigations.  The due diligence process may at times be subjective, including with respect to newly organized
companies for which only limited information is available.  Accordingly, we cannot assure you that the due diligence
investigation that we will carry out with respect to any investment opportunity will reveal or highlight all relevant
facts that may be necessary or helpful in evaluating such investment opportunity.  We also cannot assure you that such
an investigation will result in an investment being successful.

Risks Relating To This Offering

All shareholders will experience an immediate decrease in the net asset value of their shares upon the closing of the
rights offering.

We expect the subscription price for the rights to be less than our net asset value per share, so our stockholders will
experience an immediate decrease in the aggregate net asset value of their shares as a result of the rights offering,
irrespective of whether stockholders exercise all or any portion of their rights.  We cannot determine the amount of
any decrease in net asset value because we do not know at this time what the net asset value per share will be on the
expiration date of the rights offering or what proportion of the shares will be purchased as a result of the rights
offering; however, the decrease in net asset value per share could be significant.

The following example indicates how a rights offering to increase the size of the Fund by issuing rights to subscribe
for one-fifth of the number of shares outstanding would affect the net asset value of the common stock.  This example
does not include any effects or influence on the share price due to investment performance, dividend policy, greater
trading volume or the other qualitative aspects of the Fund’s shares.  These are intended to be indicative calculations
and are not projections of future results of the Fund.

Current shares outstanding 8,861,646
Net asset value at 6/30/10* $37.9 million
Net asset value per share $4.28
Market price at 9/30/10 $2.38
Prevailing discount to net asset value 43.5%

Number of new shares issued 1,772,329

Net proceeds after issuance costs $_________
million

Net asset value after issuance $_________
million

Shares outstanding after issuance 10,633,975
Net asset value per share after
issuance

$______

Decrease in net asset value per share _____%

* the most recently reported net asset value of the Fund.

Registered shareholders who provide an irrevocable undertaking to exercise over-subscription privileges will be liable
to the Fund if payment is not made by the expiration of the rights offering.

Registered shareholders who elect to exercise over-subscription privileges must provide to the subscription agent, on
or before the Notice Date (____________, 2010) , either (i) a completed subscription certificate and full payment for
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all shares subscribed (including shares subscribed pursuant to the exercise of over-subscription privileges); or (ii) a
completed subscription certificate together with an irrevocable undertaking to make payment for all shares subscribed
(including shares subscribed pursuant to over-subscription privileges) by the expiration of the rights offering.

 Regardless of the method elected above, full payment for all shares so subscribed must be received by the
subscription agent by the expiration date.  The irrevocable undertaking is a legally binding commitment and the
failure by a shareholder to make the full subscription payment by the expiration date following the submission of an
irrevocable undertaking will result in liability to the Fund for such payment, which could include costs of collection
and reasonable attorney’s fees.
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Our shares of common stock have traded at a discount to net asset value since they were listed on the NYSE, and we
expect they will trade at a discount from net asset value immediately after this rights offering.

Shares of closed-end investment companies frequently trade at a discount from net asset value, and our shares of
common stock have traded at a discount to net asset value since they were listed on the NYSE.  If our common stock
continues to trade below its net asset value, with limited exceptions such as this rights offering, we generally will not
be able to issue additional shares of our common stock at the market price without first obtaining the approval for
such issuance from our stockholders and our independent directors.  This characteristic of shares of a closed-end fund,
such as a BDC, is a risk separate and distinct from the risk that our net asset value will decrease.

The market price of our common stock may fluctuate significantly.

The market price and marketability of shares of our common stock may be affected significantly by numerous factors,
including many over which we have no control and which may not be directly related to us.  These factors include the
following:

•  Our relatively small number of outstanding shares and the lack of liquidity that follows from this small float;

•  Price and volume fluctuations in the stock market from time to time, which often are unrelated to the operating
performance of particular companies;

•  Significant volatility in the market price and trading volume of securities of BDCs, which is not necessarily related
to operating performance;

•  Changes in regulatory policies or tax guidelines, particularly with respect to BDCs;

•  Changes in earnings or variations in operating results;

•  Any shortfall in revenue or net income or any increase in losses from expected levels;

•  Announcements of new or follow-on investments in portfolio companies;

•  The sale or proposed sale of a portfolio investment; and

•  General economic trends and other external factors.

If the trading price of our common stock falls significantly following completion of this rights offering, this may cause
some of our shareholders to sell our shares, which would further adversely affect the trading market for, and liquidity
of, our common stock.  If we seek to raise capital through future equity financings, this volatility may adversely affect
our ability to raise such equity capital.

We may allocate the net proceeds from this rights offering in ways with which you may not agree.

We have significant flexibility in investing the net proceeds of this rights offering and may use the net proceeds from
this rights offering in ways with which you may not agree or for purposes other than those contemplated at the time of
the rights offering.

Our largest stockholders could increase their percentage ownership in our shares as a result of this rights offering,
which could further limit your ability to influence the outcome of key transactions, including a change of control.
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As of the date of this prospectus, our two largest stockholders collectively beneficially own 17.94% of the outstanding
shares of our common stock and may choose to exercise their subscription rights from this offering and may further
choose to exercise over-subscription privileges in the event that some of our shareholders determine not to exercise
their rights hereunder.  If, in the unlikely event that no other shareholders exercised their rights and all
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such rights were acquired by our two largest stockholders pursuant to the exercise of over-subscription privileges, they
could collectively increase their beneficial ownership percentage in our common stock to over 31%.  This
concentration of ownership may have the effect of delaying, preventing or deterring a change of control of the Fund,
deprive our stockholders of an opportunity to receive a premium for their common stock as part of a sale of the Fund
or may ultimately affect the market price of our common stock.

Risks Related to Our Business and Structure

Our ability to invest in private companies may be limited in certain circumstances.

If we are to maintain our status as a BDC, 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.  A principal
category of qualifying assets relevant to our business is securities purchased in transactions not involving any public
offer from issuers that are eligible portfolio companies under the 1940 Act.  Investments in companies organized
outside of the United States or having a principal place of business outside of the United States are not eligible
portfolio companies.

Any failure on our part to maintain the Fund’s status as a BDC could reduce our operating flexibility.

If we do not maintain the Fund’s status as a BDC, we might be regulated as a closed-end investment company under
the 1940 Act, which would subject us to substantially more regulatory restrictions under the 1940 Act.  This could
impose tighter limitations on Equus in terms of the use of leverage and transactions with affiliated entities.  Such
developments could correspondingly decrease our operating flexibility.

We may not continue to qualify as a RIC under the Code.

To remain entitled to the tax benefits accorded to RICs under the Code, we must meet certain income source, asset
diversification and annual distribution requirements.  To qualify as a RIC, we must derive each taxable year at least
90% of our gross income from dividends, interest, payments with respect to certain securities loans, gains from the
sale of stock or other securities or foreign currencies, or other income derived with respect to our business of investing
in such stock or securities or currencies and net income from interests in certain “qualified” publicly traded
partnerships.  The annual distribution requirement for a RIC is satisfied if we distribute at least 90% of our ordinary
net taxable income and realized net short-term capital gains in excess of realized net long-term capital losses, if any, to
our stockholders on an annual basis. As discussed above in “Our business is dependent on external financing,” we
historically have borrowed funds necessary to make qualifying investments to satisfy the Subchapter M diversification
requirements.  If we fail to satisfy such diversification requirements and cease to qualify for conduit tax treatment, we
will be subject to income tax on our income and gains and will not be permitted to deduct distributions paid to
stockholders. In addition, our distributions will be taxable as dividends to the extent paid from earnings and profits.
We may also cease to qualify as a RIC, or be subject to income tax and/or a 4% excise tax, if we fail to distribute a
sufficient portion of our net investment income and net realized capital gains.  The loss of our RIC qualification would
have a material adverse effect on the total return, if any, obtainable from an investment in our common stock.

Because we intend to distribute substantially all of our income and net realized capital gains to our stockholders, we
will need additional capital to finance our growth.

In order to qualify as a RIC, to avoid payment of excise taxes and to minimize or avoid payment of income taxes, we
intend to distribute to our stockholders substantially all of our net ordinary income and realized net capital gains
except for certain net long-term capital gains (which we may retain, pay applicable income taxes with respect thereto,
and elect to treat as deemed distributions to our stockholders). As a BDC, we are generally required to meet a
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coverage ratio of total assets to total senior securities, which includes all of our borrowings and any preferred stock we
may issue in the future, of at least 200%. This requirement limits the amount that we may borrow. Because we will
continue to need capital to grow our loan and investment portfolio, this limitation may prevent us from incurring debt
and require us to issue additional equity at a time when it may be disadvantageous to do so. We cannot assure you that
debt and equity financing will be available to us on favorable terms, or at all, and debt financings may be restricted by
the terms of any of our outstanding borrowings. In addition, as a BDC, except for
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limited situations such as this offering, we are generally not permitted to issue equity securities priced below net asset
value without stockholder approval. If additional funds are not available to us, we could be forced to curtail or cease
new lending and investment activities, and our net asset value could decline.

Our Board of Directors may change our investment objective, operating policies and strategies without prior notice or
stockholder approval.

Our Board of Directors has the authority to modify or waive certain of our operating policies and strategies without
prior notice (except as required by the 1940 Act) and without stockholder approval. However, absent stockholder
approval, we may not change the nature of our business so as to cease to be, or withdraw our election as, a BDC. We
cannot predict the effect any changes to our current operating policies and strategies would have on our business,
operating results and value of our stock. Nevertheless, any such effects may adversely affect our business and impact
our ability to make distributions.

Risks Related to Our Operation as a BDC

Our management team has limited experience managing a BDC.

The 1940 Act imposes numerous constraints on the operations of BDCs. For example, BDCs are required to invest at
least 70% of their total assets in specified types of securities, primarily in private companies or thinly traded U.S.
public companies, cash, cash equivalents, U.S. government securities and other high quality debt investments that
mature in one year or less. See “Regulation as a Business Development Company.” Our management team’s limited
experience in managing a portfolio of assets under such constraints may hinder our ability to take advantage of
attractive investment opportunities and, as a result, achieve our investment objective. Furthermore, any failure to
comply with the requirements imposed on BDCs by the 1940 Act could cause the SEC to bring an enforcement action
against us and/or expose us to claims of private litigants. If we do not remain a BDC, we might be regulated as a
closed-end investment management company under the 1940 Act, which would further decrease our operating
flexibility and may prevent us from operating our business as described in this prospectus. See “Regulation as a
Business Development Company.”

Furthermore, our management team’s limited experience in managing a BDC that qualifies as a RIC, which is subject
to operating limitations under the Code, may hinder our ability to invest in certain assets that might otherwise be part
of our investment strategy, thus reducing the return on your investment. For a description of the requirements to
maintain RIC pass-through tax treatment, please see “Certain U.S. Federal Income Tax Considerations.”

Our ability to enter into transactions with our affiliates is restricted.

We are prohibited under the 1940 Act from participating in certain transactions with certain of our affiliates without
the prior approval of our independent directors and, in some cases, the SEC. Any person that owns, directly or
indirectly, 5% or more of our outstanding voting securities is our affiliate for purposes of the 1940 Act, and we
generally are prohibited from buying or selling any security from or to such affiliate, absent the prior approval of our
independent directors. The 1940 Act also prohibits certain “joint” transactions with certain of our affiliates, which could
include investments in the same portfolio company (whether at the same or different times), without prior approval of
our independent directors and, in some cases, the SEC. If a person acquires more than 25% of our voting securities,
we are prohibited from buying or selling any security from or to such person or certain of that person’s affiliates, or
entering into prohibited joint transactions with such persons, absent the prior approval of the SEC. Similar restrictions
limit our ability to transact business with our officers or directors or their affiliates.

Regulations governing our operation as a BDC affect our ability to, and the way in which we, raise additional capital.
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Our business requires a substantial amount of additional capital. We may acquire additional capital from the issuance
of senior securities or other indebtedness, the issuance of additional shares of our common stock or from securitization
transactions. However, we may not be able to raise additional capital in the future on favorable terms or at all. We
may issue debt securities or preferred securities, which we refer to collectively as “senior
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securities,” and we may borrow money from banks or other financial institutions, up to the maximum amount permitted
by the 1940 Act. The 1940 Act permits us to issue senior securities or incur indebtedness only in amounts such that
our asset coverage, as defined in the 1940 Act, equals at least 200% after such issuance or incurrence. Our ability to
pay dividends or issue additional senior securities would be restricted if our asset coverage ratio were not at least
200%. If the value of our assets declines, we may be unable to satisfy this test. If that happens, we may be required to
liquidate a portion of our investments and repay a portion of our indebtedness at a time when such sales may be
disadvantageous.

•  Senior Securities.  As a result of issuing senior securities, we would also be exposed to typical risks associated with
leverage, including an increased risk of loss. If we issue preferred securities they would rank “senior” to common
stock in our capital structure. Preferred stockholders would have separate voting rights and may have rights,
preferences or privileges more favorable than that of our common stockholders. Furthermore, the issuance of
preferred securities could have the effect of delaying, deferring or preventing a transaction or a change of control
that might involve a premium price for our common stockholders or otherwise be in your best interest.

•  Additional Common Stock.  Our board of directors may decide to issue common stock to finance our operations
rather than issuing debt or other senior securities. As a BDC, we are generally not able to issue our common stock
at a price below net asset value without first obtaining required approvals from our stockholders and our
independent directors. In any such case, the price at which our securities are to be issued and sold may not be less
than a price, that in the determination of our board of directors, closely approximates the market value of such
securities (less any commission or discount). We may also make rights offerings to our stockholders at prices per
share less than the net asset value per share, subject to the 1940 Act. If we raise additional funds by issuing more
common stock or senior securities convertible into, or exchangeable for, our common stock, the percentage
ownership of our stockholders at that time would decrease, and you may experience dilution.

Changes in the laws or regulations governing our business, or changes in the interpretations thereof, and any failure by
us to comply with these laws or regulations, could negatively affect the profitability of our operations.

Changes in the laws or regulations or the interpretations of the laws and regulations that govern BDCs, RICs or
non-depository commercial lenders, could significantly affect our operations and our cost of doing business. We are
subject to federal, state and local laws and regulations and are subject to judicial and administrative decisions that
affect our operations, including our loan originations, maximum interest rates, fees and other charges, disclosures to
portfolio companies, the terms of secured transactions, collection and foreclosure procedures and other trade practices.
If these laws, regulations or decisions change, or if we expand our business into jurisdictions that have adopted more
stringent requirements than those in which we currently conduct business, we may have to incur significant expenses
in order to comply or we might have to restrict our operations. In addition, if we do not comply with applicable laws,
regulations and decisions, we may lose licenses needed for the conduct of our business and be subject to civil fines
and criminal penalties, any of which could have a material adverse effect upon our business, results of operations or
financial condition.

21

Edgar Filing: EQUUS TOTAL RETURN, INC. - Form N-2

48



Table of Contents

THE RIGHTS OFFERING

Purpose Of The Offer

Our board of directors has determined that this rights offering is in the best interest of the Fund and our
stockholders.  The rights offering gives our existing stockholders the right to purchase additional shares at a price
below the then current market price of our shares.  The rights offering will increase the amount of equity capital
available to us for making additional investments.

In determining that this rights offering was in the best interests of our shareholders, the board considered, among other
things, the following factors:

•  The subscription price relative to the market price and to our net asset value per share;

•  The increased equity capital to be available to us upon completion of the rights offering for making additional
investments consistent with our investment objective;

•  The dilution to non-exercising stockholders;

•  The terms and expenses of a self-directed rights offering relative to a dealer managed rights offering or other
alternatives for raising capital;

•  The size of the rights offering in relation to the number of shares outstanding;

•  The market price of our common stock, both before and after the announcement of this rights offering;

•  The general condition of the securities markets; and

•  Any impact on operating expenses associated with an increase in capital.

We cannot give any assurance as to the amount of dilution that a stockholder will experience or that this rights
offering will be successful.

The purpose of setting the determination of the subscription price on the Pricing Date, which is eight days prior to the
expiration of this rights offering, is to provide certainty as to the subscription price and attract the maximum
participation of stockholders in the rights offering, with minimum dilution to nonparticipating stockholders.

In addition to the factors described above, the board considered using a fixed pricing versus variable pricing
mechanism, the benefits and drawbacks of conducting a non-transferable versus a transferable rights offering, the
effect on the Fund if this rights offering is not fully subscribed and the costs and expenses that will be avoided by
managing the rights offering internally versus retaining a dealer or manager.

Possible Benefits to Our Stockholders

We believe that this rights offering is in the best interests of the Fund and our stockholders.  Among the reasons for
our belief is the following:

Greater Investment Opportunities
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With more assets, we believe that we may have better access to the capital markets to take advantage of attractive
investment opportunities.  An increase in the capital not only will give us more capital to invest, but also may improve
qualitatively the range of investments available to us, which would be beneficial to our stockholders.  For example,
more investment capital should afford us an opportunity to invest in a broader range of securities and
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opportunities to invest in larger and more mature portfolio companies.  A larger pool of capital may also allow us to
participate in investments at a higher and more meaningful level.  Some investment firms limit the opportunity to
co-invest with them based on a minimum investment size.  In order to avail ourselves of the full range of private
investment opportunities with such investors, we would like to increase the scale of our initial investments, and we
believe the proposed increase in our capitalization will facilitate such an increase without imprudently concentrating
our investments.

We believe that greater deal flow, which may be achieved with more capital, will enable us to be a more significant
participant in the private equity market and to compete more effectively for the attractive, co-investment
opportunities, including co-investment opportunities with other funds and private equity investment vehicles having
greater resources.

Resumption of Managed Distribution Policy

On March 24, 2009, we announced a suspension of our managed distribution policy and payment of quarterly
dividends for an indefinite period, following the distribution of the first quarter 2009 dividend paid on March 30,
2009.  As originally implemented, the policy provided for quarterly dividends at an annualized rate equal to 10% of
the Fund’s market value per share as at the end of the preceding calendar year.  In the first six months of 2010, we have
undergone certain changes in our board of directors and Management.  These changes and the rights offering have
been pursued, in part, with the objective of increasing the number of attractive investment opportunities to us and
revising our investment strategy to include more cash income producing investments, all of which could ultimately
result in the resumption of our managed distribution policy at some time in the future.  A consistent stream of earnings
derived from a larger and more diversified portfolio, together with an increase in the proportion of our investments in
debt securities paying cash interests, could provide us with a larger, more predictable cash flow, which in time could
support a sustainable dividend.

Reduced Discount

We believe that a larger and more diverse investment portfolio and a regular quarterly dividend, if any, could result in
a share price for the Fund that is closer to its net asset value.

Reduced Expenses Per Share

A rights offering that increases our total assets also may reduce our expenses per share due to the spreading of fixed
expenses over a larger asset base.  We must bear certain fixed expenses, such as governance and certain compliance
costs, that do not generally vary based on the size of the Fund.  On a per share basis, however, these fixed expenses
should be reduced on a relative basis when supported by a larger asset base.

Liquidity

If we issue additional shares, our market capitalization and the number of our publicly traded shares of common stock
will increase, which may afford all holders of our common stock greater liquidity.  With approximately 8.9 million
shares currently outstanding, there is limited daily trading volume in our shares.  We believe that this low trading
volume subjects our shares to significant price volatility.  A larger number of shares outstanding also may help absorb
the effect of purchases or sales of common stock with less volatility in price.

Discounted Subscription Price
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The rights offering provides an opportunity for our existing stockholders to purchase additional shares potentially at a
price below the current market price without incurring significant transaction costs.

We have no current plans to make additional rights offerings.  However, we may, in the future, choose to make
additional rights offerings if our board of directors determines that a rights offering would be in the best interests of
the Fund and our stockholders.  Any such future rights offerings, if effected, will be made in accordance with the
then-applicable requirements of the Investment Company Act of 1940 and the Securities Act of 1933.
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We cannot give any assurance that the Fund or our stockholders will achieve any of the foregoing objectives or
benefits through this offer.

Terms of the Offer

        We are issuing to our stockholders, as of the record date, non-transferable rights to subscribe for an aggregate of
up to 1,772,329 shares.  Each stockholder is being issued one right for every share of common stock held by them on
the record date.  Each five (5) rights entitles the stockholder to acquire one (1) share at the subscription price.  We will
not issue fractional shares upon the exercise of less than five rights.  The exercise of rights, exclusive of
over-subscription privileges as described below, is referred to herein as the “primary subscription.”  For primary
subscriptions, the rights will be evidenced by subscription certificates which will be mailed to stockholders, except as
discussed below under “ — Foreign Stockholders.”

The rights are not transferable.  You may not purchase or sell them.  The rights will not trade on the NYSE or any
other exchange.  The shares to be issued upon the exercise of the rights, however, will trade on the NYSE under the
symbol “EQS.”  If you do not exercise your rights before the conclusion of this offer, your rights will expire without
value and shall thereafter be subject to over-subscription privileges of other stockholders as described below.

For purposes of determining the number of shares a stockholder may acquire pursuant to the rights offering,
broker-dealers, trust companies, banks or others whose shares are held “of record” by Cede & Co. (“Cede”) or by any
other depository or nominee will be deemed to be the holders of the rights that are issued to Cede or the other
depository or nominee on their behalf.

There is no minimum number of rights that must be exercised in order for the rights offering to close.

Over-Subscription Privilege

Shares not subscribed for by rights holders will be offered, by means of the over-subscription privilege, to record date
stockholders who have fully exercised the rights issued to them and who wish to acquire more than the number of
shares they are entitled to purchase pursuant to the primary subscription.  Stockholders should indicate, on the
subscription certificate that they submit with respect to the exercise of the rights issued to them, how many additional
shares they are willing to acquire pursuant to the over-subscription privilege.  Stockholders who wish to subscribe for
additional shares should note the following:

•  Street Name Stockholders.  Stockholders whose shares are registered in street name and are held in their account at
their broker-dealer or other nominee and who are participating in the exercise of over-subscription privileges must
deliver a completed subscription certificate and full payment for all shares subscribed (including shares subscribed
pursuant to the exercise of over-subscription privileges) to the subscription agent on or before the Notice Date.

•  Registered Stockholders.  Stockholders who hold their shares in registered form and are participating in the exercise
of over-subscription privileges must deliver one of the following to the subscription agent on or before the Notice
Date:

(i)  a completed subscription certificate together with an irrevocable undertaking to make payment for all shares
subscribed (including shares subscribed pursuant to the exercise of over-subscription privileges); or
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separately executed.
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Registered shareholders who elect to provide an irrevocable undertaking as described above will be liable for the full
subscription payment as indicated on the subscription certificate.

If sufficient additional shares remain, all stockholders’ over-subscription requests which have been timely received will
be honored in full.  If stockholder requests for shares pursuant to the over-subscription privilege exceed the additional
shares available, the available additional shares will be allocated pro rata among stockholders who oversubscribe
based on the number of rights originally issued to such stockholders.  The percentage of remaining shares each
over-subscribing stockholder may acquire will be rounded down to result in the delivery of whole shares.  The
allocation process may involve a series of allocations to ensure that the total number of shares available for
over-subscriptions is distributed on a pro-rata basis.

Banks, brokers, trustees and other nominee holders of rights will be required to certify to the subscription agent,
before any over-subscription privilege may be exercised with respect to any particular beneficial owner, as to the
aggregate number of rights exercised pursuant to the primary subscription and the number of shares subscribed for
pursuant to the over-subscription privilege by such beneficial owner and that such beneficial owner’s primary
subscription was exercised in full.  Nominee holder over-subscription certificates and beneficial owner listing
certification forms will be distributed to banks, brokers, trustees and other nominee holders with the subscription
certificates.

We will not offer or sell in connection with the rights offering any shares that are not subscribed for pursuant to the
primary subscription or the over-subscription privilege.

The Subscription Price

The subscription price for the shares to be issued pursuant to the rights offering will be 90% of the average of the last
reported sale prices of a share on the NYSE on the Pricing Date and the preceding eight trading days.  For example, if
the average of the last reported sale prices of a share on the NYSE on the Pricing Date and the preceding eight trading
days were $2.35, the subscription price would be $2.12 per share (90% of market price).  Since the expiration date
will be           , 2010 (unless we extend the subscription period), rights holders exercising their over-subscription
privileges prior to the Pricing Date will not know the subscription price at the time of exercise and will be required
initially to pay for both the shares subscribed for pursuant to the primary subscription and, if eligible, any additional
shares subscribed for pursuant to the over-subscription privilege at the estimated subscription price of $2.12 per
share.  See “— Payment for Shares” below.  Rights holders who exercise their rights will have no right to rescind a
purchase after receipt of their completed subscription certificates together with payment for shares by the subscription
agent.  Notwithstanding the foregoing, we may cancel this rights offering prior to the expiration date, even after the
rights have been distributed and subscriptions have been received.

Expiration Of The Offering

The rights offering will expire at 5:00 p.m., Eastern Standard Time, on                , 2010, unless extended by us.  The
rights will expire on the expiration date of the rights offering and thereafter may not be exercised.  Any extension of
the rights offering will be followed as promptly as practicable by announcement thereof, and in no event later than
9:00 a.m., Eastern Standard Time, on the next business day following the previously scheduled expiration
date.  Without limiting the manner in which we may choose to make such announcement, we will not, unless
otherwise required by law, have any obligation to publish, advertise or otherwise communicate any such
announcement other than by issuing a press release or such other means of announcement as we deem appropriate.

     Any stockholder wishing to exercise over-subscription privileges must provide our subscription agent with a
completed subscription certificate by 5:00 p.m., Eastern Standard Time, on the Notice Date (_________, 2010), unless
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Termination Of The Offering

We may terminate the rights offering at any time and for any reason prior to the expiration date.  If we terminate the
rights offering, we will issue a press release announcing such termination and will direct the
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subscription agent to return, without interest, all subscription proceeds received to such shareholders who had elected
to purchase shares.

Information Agent

The Altman Group, Inc. serves as our information agent in connection with this rights offering.  Any questions or
requests for assistance concerning the method of subscribing for shares or for additional copies of this prospectus or
subscription certificates or notices may be directed to the information agent at its telephone number, street address,
and email address listed below:

THE ALTMAN GROUP, INC.
1200 Wall Street West, 3rd Floor

Lyndhurst, NJ 07071
Toll Free: (800) 330-8705

Banks and Brokers call: (212) 400-2610
info@altmangroup.com

Stockholders may also contact their brokers or nominees for information with respect to the rights offering.  The
information agent will receive a fee estimated to be $7,500, plus reimbursement for its out-of-pocket expenses related
to the rights offering.

Subscription Agent

The subscription agent is American Stock Transfer & Trust Co., LLC.  The subscription agent will receive for its
administrative, processing, invoicing and other services a fee estimated to be approximately $                , plus
reimbursement for all out-of-pocket expenses related to the rights offering.

Completed subscription certificates must be sent together with proper payment of the subscription price for all shares
subscribed for in the primary subscription and the over-subscription privilege to the subscription agent within the
prescribed time period by one of the methods described below.  See “— Payment for Shares” below.

Subscription certificate delivery method Address/number

By First Class Mail, Express Mail or Overnight Courier

 American Stock Transfer & Trust Co., LLC
Operations Center
Attn: Reorganization Department
6201 15th Avenue
3rd Floor
Brooklyn, NY 11219

By Hand to New York Delivery Window

American Stock Transfer & Trust Co., LLC
Operations Center
Attn: Reorganization Department
6201 15th Avenue
3rd Floor
Brooklyn, NY 11219

Delivery to an address other than one of the addresses listed above will not constitute valid delivery.
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Methods For Exercising Rights

Rights are evidenced by subscription certificates that, except as described below under “– Foreign Stockholders,” will be
mailed to record date stockholders or, if a record date stockholder’s shares are held by Cede or any other depository or
nominee on their behalf, to Cede or such depository or nominee.  Rights may be exercised by completing and signing
the subscription certificate that accompanies this prospectus and mailing it in the envelope provided, or otherwise
delivering the completed and signed subscription certificate to the subscription agent, together with payment in full for
the shares at the subscription price by the expiration date of the rights offering.

For those stockholders exercising their basic subscription rights only, completed subscription certificates and related
payments must be received by the subscription agent prior to 5:00 p.m., Eastern Standard Time, on or before the
expiration date, at the offices of the subscription agent at the address set forth above.  Fractional shares will not be
issued upon the exercise of rights.

For those stockholders exercising over-subscription privileges, completed subscription certificates must be received
by the subscription agent prior to 5:00 p.m., Eastern Standard Time, on or before the Notice Date, at the offices of the
subscription agent at the address set forth above.  Full payment for all shares subscribed must be received by the
subscription agent prior to 5:00 p.m., Eastern Standard Time, on or before the expiration date, at the offices of the
subscription agent at the address set forth above.

Record Date Stockholders Whose Shares Are Held By A Nominee

Record date stockholders whose shares are held by a nominee, such as a bank, broker or trustee, must contact that
nominee to exercise their rights.  In that case, the nominee will complete the subscription certificate on behalf of the
record date stockholder and arrange for proper payment by one of the methods set forth under “— Payment for Shares”
below.

Nominees

Nominees, such as brokers, trustees or depositories for securities, who hold shares for the account of others should
notify the respective beneficial owners of the shares as soon as possible to ascertain the beneficial owners’ intentions
and to obtain instructions with respect to the rights.  If the beneficial owner so instructs, the nominee should complete
the subscription certificate and submit it to the subscription agent with the proper payment as described under “–
Payment for Shares” below.

All questions as to the validity, form, eligibility (including times of receipt and matters pertaining to beneficial
ownership) and the acceptance of subscription forms and the subscription price will be determined by us, which
determinations will be final and binding.  No alternative, conditional or contingent subscriptions will be accepted.  We
reserve the right to reject any or all subscriptions not properly submitted or the acceptance of which would, in the
opinion of our counsel, be unlawful.

Foreign Stockholders

Subscription certificates will not be mailed to foreign stockholders.  Foreign stockholders will receive written notice
of this rights offering.  The subscription agent will hold the rights to which those subscription certificates relate for
these stockholders’ accounts until instructions are received to exercise the rights, subject to applicable law.  If no
instructions have been received by 5:00 p.m., Eastern Standard Time, on _______________, 2010, three business days
prior to the expiration date (or, if the subscription period is extended, on or before three business days prior to the
extended expiration date), we will consider such rights as having not been exercised and shall be subject to other
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Payment For Shares

Subscribers for Primary Subscription Rights Only.  Exercising rights holders must send the subscription certificate
together with payment for the shares acquired in the primary subscription to the subscription agent based on the
estimated subscription price of $2.12 per share (90% of $2.35, the last reported sale price of a share on the NYSE on
October 29, 2010).  To be accepted, the payment, together with a properly completed and executed subscription
certificate, must be received by the subscription agent at one of the subscription agent’s offices set forth above, prior to
5:00 p.m., Eastern Standard Time, on the expiration date.

Subscribers for Over-Subscription Rights.  Stockholders who wish to subscribe for shares in addition to the primary
subscription must comply with the requirements described under “Over-Subscription Privilege” above.

All payments by an exercising rights holder must be in U.S. dollars by money order or check drawn on a bank or
branch located in the United States and payable to “Equus Total Return – Rights Offering”.  The subscription agent will
deposit all funds received by it prior to the final payment date into a segregated interest-bearing account (which
interest will accrue to the benefit of the Fund) pending pro-ration and distribution of the shares. The subscription agent
will not accept wire transfers.

THE METHOD OF DELIVERY OF SUBSCRIPTION CERTIFICATES AND PAYMENT OF THE
SUBSCRIPTION PRICE TO US WILL BE AT THE ELECTION AND RISK OF THE EXERCISING RIGHTS
HOLDERS, BUT IF SENT BY MAIL IT IS RECOMMENDED THAT SUCH CERTIFICATES AND PAYMENTS
BE SENT BY REGISTERED MAIL, PROPERLY INSURED, WITH RETURN RECEIPT REQUESTED, AND
THAT A SUFFICIENT NUMBER OF DAYS BE ALLOWED TO ENSURE DELIVERY TO THE SUBSCRIPTION
AGENT AND CLEARANCE OF PAYMENT PRIOR TO 5:00 P.M., EASTERN STANDARD TIME, ON THE
RELEVANT DATE(S).  BECAUSE UNCERTIFIED PERSONAL CHECKS MAY TAKE AT LEAST FIVE
BUSINESS DAYS TO CLEAR, YOU ARE STRONGLY URGED TO PAY, OR ARRANGE FOR PAYMENT, BY
MEANS OF CERTIFIED OR CASHIER’S CHECK OR MONEY ORDER.  WIRE TRANSFERS WILL NOT BE
ACCEPTED.

On a date within eight business days following the expiration date, the subscription agent will send to each exercising
rights holder (or, if shares are held by Cede or any other depository or nominee, to Cede or such other depository or
nominee) a confirmation showing (1) the number of shares purchased pursuant to the primary subscription; (2) the
number of shares, if any, acquired pursuant to the over-subscription privilege; (3) the per share and total purchase
price for the shares; and (4) any additional amount payable to us by the exercising rights holder or any excess to be
refunded by us to the exercising rights holder, in each case based on the subscription price as determined on the
expiration date.  If any exercising rights holder, if eligible, exercises his right to acquire shares pursuant to the
over-subscription privilege within the time periods specified under “Over-Subscription Privilege” above, any excess
payment which would otherwise be refunded to him will be applied by us toward payment for shares acquired
pursuant to the exercise of the over-subscription privilege.  Any additional payment required from an exercising rights
holder must be received by the subscription agent within ten business days after the confirmation date.  Any excess
payment to be refunded by us to an exercising rights holder will be mailed by the subscription agent to the rights
holder as promptly as practicable.

Issuance of the shares purchased is subject to collection of checks and actual payment.  If an exercising rights holder
who subscribes for shares pursuant to the primary subscription or over-subscription privilege does not make payment
of any amounts due by the relevant date, the subscription agent reserves the right to take any or all of the following
actions: (1) consider any rights not fully paid for as unsubscribed and therefore subject to other stockholders who have
elected to exercise over-subscription privileges; (2) apply any payment actually received by it from the exercising
rights holder toward the purchase of the greatest whole number of shares which could be acquired by such exercising
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All questions concerning the timeliness, validity, form and eligibility of any exercise of rights will be determined by
us, whose determinations will be final and binding.  We, in our sole discretion, may waive any defect or irregularity,
or permit a defect or irregularity to be corrected within such time as we may determine, or reject the purported
exercise of any right.

Subscriptions will not be deemed to have been received or accepted until all irregularities have been waived or cured
within such time as we determine in our sole discretion.  The subscription agent will not be under any duty to give
notification of any defect or irregularity in connection with the submission of subscription certificates or incur any
liability for failure to give such notification.

EXERCISING RIGHTS HOLDERS WILL HAVE NO RIGHT TO RESCIND THEIR SUBSCRIPTION AFTER
RECEIPT OF THEIR PAYMENT FOR SHARES BY THE SUBSCRIPTION AGENT, EXCEPT AS PROVIDED
BELOW UNDER “– NOTICE OF NAV DECLINE.”

Notice of NAV Decline

As required by the SEC’s registration form, we will suspend the rights offering until we amend this prospectus if,
subsequent to the effective date of this prospectus, our net asset value declines more than 10% from our net asset
value as of that date.  Accordingly, the expiration date would be extended and we would notify record date
stockholders of the decline and permit exercising rights holders to cancel their exercise of rights.

Delivery of Stock Certificates

Stockholders whose shares are held of record by Cede or by any other depository or nominee on their behalf or their
broker-dealers’ behalf will have any shares that they acquire credited to the account of Cede or the other depository or
nominee.  With respect to all other stockholders, stock certificates for all shares acquired will be mailed after payment
for all the shares subscribed for has cleared, which may take up to 15 days from the date of receipt of the payment.

Federal Income Tax Consequences of the Offering

For federal income tax purposes, neither the receipt nor the exercise of the rights by record date stockholders will
result in taxable income to such stockholders, and no loss will be realized if the rights expire without exercise.

A record date stockholder’s basis in a right will be zero unless either (1) the fair market value of the right on the date of
distribution is 15% or more of the fair market value of the shares with respect to which the right was distributed or (2)
the record date stockholder elects, in his or her federal income tax return for the taxable year in which the right is
received, to allocate part of the basis of the shares to the right.  If either of clauses (1) and (2) is applicable, then if the
right is exercised, the record date stockholder will allocate his or her basis in the shares with respect to which the right
was distributed between the shares and the right in proportion to the fair market values of each on the date of
distribution.  We will not, however, make any determination regarding the fair market value of the rights issued in this
offering.

The holding period of a right received by a record date stockholder includes the holding period of the shares with
regard to which the right is issued.  If the right is exercised, the holding period of the shares acquired begins on the
date the right is exercised.

A record date stockholder’s tax basis for purposes of determining gain or loss upon the sale of a share acquired upon
the exercise of the rights will be equal to the sum of the record date stockholder’s basis in the rights, if any, and the
subscription price per share.  A record date stockholder’s gain or loss recognized upon a sale of a share acquired upon
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This is a general summary of the material federal income tax consequences of the rights offering under the provisions
of the Code and Treasury regulations in effect as of the date of the prospectus that are generally applicable to record
date stockholders who are U.S. persons within the meaning of the Code, and does not address any foreign, state or
local tax consequences.  The Code and Treasury regulations are subject to change or differing interpretations by
legislative or administrative action, which may be retroactive.  Exercising rights holders should consult their tax
advisors regarding specific questions as to foreign, federal, state or local taxes.

Retirement Plan Considerations

In the case of any stockholder which is a tax-qualified retirement plan or an individual retirement account, or IRA, the
employer or IRA owner should be aware that additional contributions of cash to the plan or IRA (other than a rollover
contribution or trustee-to-trustee transfer from another plan or IRA), which is made to provide the plan or IRA with
sufficient funds to exercise rights, could result in a nondeductible or excess contribution and lead to the imposition of
an excise tax.  Further, in the case of a tax-qualified defined contribution plan, the additional
contribution could cause the contribution and allocation limits of Section 415 of the Code to be exceeded, adversely
affecting the tax-qualified status of the plan.

Employers and IRA owners should also be aware that, if a tax-qualified retirement plan or IRA borrows in order to
finance the exercise of rights received as a stockholder, the plan or IRA may become subject to the tax on unrelated
business taxable income under Section 511 of the Code.  Further, if any portion of an IRA is pledged or used as
security for a loan, such portion may be treated as distributed and taxable to the IRA owner.

ERISA contains fiduciary responsibility requirements, and ERISA and the Code contain prohibited transaction rules,
which may impact the exercise or sale of rights received by a retirement plan or IRA as a stockholder.  Due to the
complexity of these rules and the penalties for noncompliance, employers and IRA owners should consult with their
counsel and other advisers regarding the consequences of the exercise or sale of rights by retirement plans and IRAs
under ERISA and the Code.

Certain Effects Of This Offering

Our largest shareholders may, either individually or collectively, increase their beneficial ownership percentage in the
Fund from this rights offering because some of our shareholders may not exercise their rights and such rights will be
subject to over-subscription privileges elected by other shareholders, which may include one or more of our largest
shareholders.  If, in the unlikely event that no other shareholders exercised their rights and all such rights were
acquired by one or both of our two largest shareholders pursuant to the exercise of over-subscription privileges, their
collective ownership could exceed 31% of our common stock.
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PLAN OF DISTRIBUTION

On or about                    , 2010, we will distribute the rights, subscription forms, and copies of this prospectus to
individuals who owned shares of common stock on                    , 2010, the record date without the services of an
underwriter or selling agent. These rights are not transferable and will not be traded on the NYSE or any other
exchange.  The shares to be issued upon the exercise of the rights, however, will trade on the NYSE under the symbol
“EQS.” If you wish to exercise your rights and purchase shares of Equus common stock, you should complete the
subscription form and return it with payment for the shares, to American Stock Transfer & Trust Co., LLC the
subscription agent, at the applicable address set forth on page 26.

Please see the discussion in the section of this prospectus entitled "The Rights Offering" for additional information
about the rights offering. If you have any questions, you should contact the information agent, The Altman Group, Inc.
toll free, at (800) 330-8705 for calls within the U.S., Canada, and Puerto Rico or collect at (201) 806-7300 for calls
outside the U.S., Canada or Puerto Rico.  Banks and brokers should call (212) 400-2612.

We are not aware of any existing agreements between any shareholder, broker, dealer, underwriter, finder or agent
relating to the sale or distribution of the common stock underlying the rights.

USE OF PROCEEDS

If shares of our common stock are sold at the subscription price of $_________, the net proceeds of the rights offering
are estimated to be approximately $__________, after deducting expenses related to this rights offering payable by us
estimated at approximately $378,000.  We plan to use the net proceeds of this rights offering for general corporate
purposes, which include investing in portfolio companies in accordance with our investment objective and strategies,
and, pending such investments, we will invest the net proceeds in cash equivalents, U.S. government securities and
other high-quality debt investments that mature in one year or less from the date of investment.

We estimate that it will take six months for us to invest substantially all of the net proceeds of this rights offering,
depending on the availability of attractive opportunities and market conditions.  However, we can offer no assurance
that we will be able to achieve this goal. See “Regulation as a Business Development Company – Temporary
Investments” for additional information about temporary investments we may make while waiting to make longer-term
investments in pursuit of our investment objective.  See “Risk Factors – Risks Related to Our Investments – Failure to
deploy new capital may reduce our return on equity.”
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PRICE RANGE OF COMMON STOCK AND DISTRIBUTIONS

Our common stock is listed on the NYSE under the symbol “EQS”.  We had approximately 4,309 stockholders at
September 30, 2010, 859 of whom were registered holders.  Registered holders do not include those stockholders
whose stock has been issued in street name.  At June 30, 2010, our net asset value was $4.28 per share of our common
stock.

The following table reflects the high and low closing sales prices per share of our common stock as reported on the
NYSE, the net asset value and the discount to net asset value and the dividends declared by us during the first three
quarters of 2010 and for each fiscal quarter for the three years ending December 31, 2009, 2008 and 2007:

Ratio Ratio Cash

Price Range
of High
Sales

of Low
Sales Distributions

NAV(1) High Low
Price to
NAV (%)

Price to
NAV (%) Per Share (2)

Fiscal 2010
Third quarter(3) $2.58 $2.11 –
Second quarter $4.28 $3.23 $2.57 75.47% 60.75% –
First quarter $5.66 $3.50 $2.66 61.84% 47.00% –
Fiscal 2009
Fourth quarter $5.74 $3.81 $3.04 66.38% 52.96% –
Third quarter $7.41 $3.40 $2.79 45.88% 37.65% –
Second quarter $8.24 $3.44 $2.10 41.75% 25.49% –
First quarter $8.96 $4.90 $2.85 54.69% 31.81% $0.108
Fiscal 2008
Fourth quarter $9.16 $6.30 $3.90 68.78% 42.58% $0.158
Third quarter $11.41 $7.34 $6.02 64.33% 52.76% $0.158
Second quarter $12.00 $7.32 $6.75 61.00% 56.25% $0.158
First quarter $12.20 $7.13 $5.71 58.44% 46.80% $0.158
Fiscal 2007
Fourth quarter $12.29 $7.72 $5.93 62.82% 48.25% $0.125
Third quarter $10.54 $8.85 $7.00 83.97% 66.41% $0.125
Second quarter $11.15 $9.30 $8.49 83.41% 76.14% $0.125
First quarter $11.21 $8.81 $8.29 78.59% 73.95% $0.125

____________________
(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) Represents the cash distribution declared in the specified quarter.

(3)As of the date of this prospectus, we had not yet determined our net asset value as of the end of the third quarter of
2010.

The last reported price for our common stock on October 29, 2010 was $2.35 per share.
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Shares of BDCs may trade at a market price that is less than the value of the net assets attributable to those
shares.  The possibility that our shares of common stock will trade at a discount from net asset value or at
unsustainable premiums over the long term are separate and distinct from the risk that our net asset value will
decrease.  Our shares have traded at a discount to net asset value since they began trading on the NYSE.
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Distributions

On March 24, 2009, we announced a suspension of our managed distribution policy and payment of quarterly
dividends for an indefinite period, following the distribution of the first quarter 2009 dividend paid on March 30,
2009.  As originally implemented, the policy provided for quarterly dividends at an annualized rate equal to 10% of
the Fund’s market value per share as at the end of the preceding calendar year.  In the first six months of 2010, we have
undergone certain changes in our board of directors and Management.  These changes and the rights offering have
been pursued, in part, with the objective of increasing the number of attractive investment opportunities to us and
revising our investment strategy to include more cash income producing investments, all of which could ultimately
result in the resumption of our managed distribution policy at some time in the future.  A consistent stream of earnings
derived from a larger and more diversified portfolio, together with an increase in the proportion of our investments in
debt securities paying cash interests, could provide us with a larger, more predictable cash flow, which in time could
support a sustainable dividend.  We will continue to pay out net investment income and/or realized capital gains, if
any, on an annual basis as required under the 1940 Act.

Our future quarterly dividends, if any, will be determined by our board of directors. As a result of our revised
investment strategy, we expect to increase the proportion of our investments in participating preferred equity and debt
securities and to generate more ordinary income in the form of interest on loans and preferred dividends.  We believe
this investment strategy may enable us, over time, to resume regular dividend payments to our shareholders.  See
“Certain U.S. Federal Income Tax Considerations.”

In order to maintain our qualification as a RIC under the Code, we must distribute at least 90% of (1) our ordinary
taxable income plus (2) the excess of our realized net short-term capital gains over our realized net long-term
losses.   We will be subject to federal income tax at regular corporate rates on any such amounts that are not
distributed. We currently intend to distribute amounts necessary to maintain our RIC qualification to our
stockholders.  To avoid certain excise taxes imposed on RICs, we are generally required to distribute during each
calendar year an amount at least equal to the sum of (1) 98% of our ordinary taxable income for the calendar year, (2)
98% of our net capital gains for the one-year period ending on December 31 of the calendar year and (3) any ordinary
income and net capital gains for preceding years that were not distributed during such years.  If this requirement is not
met, we will be required to pay a nondeductible excise tax equal to 4% of the amount by which 98% of the current
year’s taxable income exceeds the distribution for the year.  The taxable income on which an excise tax is paid is
generally carried forward and distributed to stockholders in the next tax year.  Depending on the level of taxable
income earned in a tax year, we may choose to carry forward taxable income in excess of current year distributions
into the next tax year and pay a 4% excess tax on such income, as required.  As of June 30, 2010, our excise tax
liability was $0.

We cannot assure you that we will achieve results that will permit the payment of any cash distributions and, if we
incur indebtedness or issue senior securities, we will be prohibited from making distributions if doing so causes us to
fail to maintain the asset coverage ratios stipulated by the 1940 Act or if distributions are limited by the terms of any
of our borrowings.

Notwithstanding the current suspension of our managed distribution policy and payment of quarterly distributions, we
intend to distribute at least 90% of our ordinary taxable income and net short-term capital gains, if any, to our
stockholders annually in order to maintain our qualification as a RIC.
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The following table reflects the cash and in-kind distributions, including dividends and returns of capital, if any, per
share that we have declared on our common stock since January 1, 2007.  As noted in the table below, we have made
no such distributions since the suspension of our managed distribution policy in March 2009:

Date Declared Record Date Payment Date
Amount per

Share
February 16, 2007 February 26, 2007 March 30, 2007 $0.125
April 11, 2007 May 21, 2007 June 25, 2007 0.125
August 10, 2007 August 21, 2007 September 24, 2007 0.125
November 9, 2007 November 19, 2007 December 17, 2007 0.125
February 19, 2008 February 29, 2008 March 31, 2008 0.158
May 9, 2008 May 27, 2008 June 30, 2008 0.158
August 7, 2008 August 25, 2008 September 29, 2008 0.158
November 10, 2008 November 17, 2008 December 22, 2008 0.158
February 27, 2009 March 9, 2009 March 30, 2009 0.1075

$1.2395

Our ability to make distributions will be limited by the asset coverage requirements under the 1940 Act.  For a more
detailed discussion, see “Regulation As a Business Development Company.”
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

Equus is a BDC that provides financing solutions for privately held middle market and small capitalization companies.
We began operations in 1983 and have been a publicly traded closed-end fund since 1991. Our investment objective is
to seek the highest total return, consisting of capital appreciation and current income.

In June 2005, we retained Moore Clayton Capital Advisors, Inc. (“MCCA”) as our registered investment adviser to
manage our portfolio and provide access to investment opportunities.  Our investment advisory agreement with
MCCA terminated on June 30, 2009 and we have since internalized the management of the Fund. We now directly
employ our management team and incur the costs and expenses associated with Fund operations. There is no outside
investment advisory organization providing services to us under a fee-based advisory agreement, or an administrative
organization charging us for services rendered.  We expect that, because of management internalization, certain
expenses of the Fund will not increase commensurate with an increase in the size of the Fund and, therefore, we can
achieve efficiencies in our cost structure if we are able to grow the Fund.

As a BDC, we are required to comply with certain regulatory requirements. For instance, we generally have to invest
at least 70% of the Fund’s total assets in “qualifying assets,” including securities of private U.S. companies, cash, cash
equivalents, U.S. government securities and short-term high-quality debt investments. Equus is a RIC under
Subchapter M of the Code. To qualify as a RIC, we must meet certain source of income and asset diversification
requirements. If we comply with the provisions of Subchapter M, the Fund generally does not have to pay
corporate-level income taxes on any income that distributed to our stockholders.

Investment Income.  We generate investment income from interest payable on the debt securities that the Fund holds,
dividends received on equity interests in our portfolio companies and capital gains, if any, realized upon sales of
equity and, to a lesser extent, debt securities in the investment portfolio. Our equity investments may include shares of
common and preferred stock, membership interests in limited liability companies and warrants to purchase additional
equity interests. These equity securities may or may not pay dividends, and the exercise prices of warrants that we
acquire in connection with debt investments, if any, vary by investment. Our debt investments in portfolio companies
may be in the form of senior or subordinated loans and may be unsecured or have a first or second lien on some or all
of the assets of the borrower. Our loans typically have a term of three to seven years and bear interest at fixed or
floating rates. Interest on these debt securities is generally payable either quarterly or semiannually. Some promissory
notes held by the Fund provide that a portfolio company may elect to pay interest in cash or provide that discount
interest may accrete in the form of original issue discount or payment-in-kind (PIK) over the life of the notes by
adding unpaid interest amounts to the principal balance. Amortization of principal on our debt investments is
generally deferred for several years from the date of initial investment. The principal amount of these debt securities
and any accrued but unpaid interest generally will become due at maturity. We also earn interest income at market
rates on investments in short-term marketable securities. From time to time, we generate income from time to time in
the form of commitment, origination and structuring fees in connection with our investments. We recognize all such
fees when earned.

Expenses.  Currently, our primary operating expenses consist of professional fees, compensation expense, and general
and administrative fees.  Prior to the internalization described above, our primary operating expenses consisted of
investment advisory and management fees payable to MCCA for its work in identifying, evaluating, negotiating,
closing and monitoring investments. MCCA provided us with the services of its investment professionals and our
former administrator, Equus Capital Administration Company, Inc. (“ECAC”) provided us the services of its
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administrative staff as well as its investment professionals. MCCA also provided and paid for the management
services necessary to run the Fund’s business. Under the Advisory Agreement between MCCA and the Fund, MCCA
received a management fee equal to an annual rate of 2% of our net assets, which was paid quarterly in arrears. Under
the Advisory Agreement, we also agreed to pay an incentive fee to MCCA based on both realized investment income
and net realized capital gains less unrealized capital depreciation. This incentive fee was equal to (a) 20% of the
excess, if any, of our net investment income for each quarter that exceeded a quarterly hurdle rate equal to 2% (8%
annualized) of our net assets, and (b) 20% of our net realized capital gain less unrealized capital depreciation. The
incentive fee calculated in clause (b) was paid on an annual basis. ECAC provided administrative
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services to us for which we paid ECAC an administrative fee. Under the administration agreement we entered into
with ECAC on June 30, 2005, we reimbursed the ECAC for its costs and expenses in performing its obligations and
providing personnel and facilities up to a maximum of $450,000 per year.  Pursuant to the internalization described
above, our administration agreement with ECAC expired on June 30, 2009.  Consequently, all services previously
provided to us by ECAC are now performed internally by our employees or from time to time by other third parties.

Operating Activities.  We use cash to make new investments and follow-on investments in our existing portfolio
companies. We record these investments at cost on the applicable trade date. Realized gains or losses are computed
using the specific identification method. On an ongoing basis, we carry our investments in our financial statements at
fair value, as determined by our board of directors. See “—Significant Accounting Policies – Valuation” below. As of June
30, 2010, we had invested 100% of our net assets in securities of portfolio companies that constituted qualifying
investments under the 1940 Act. At that time, we had invested 15.6% by value in shares of common stock, 13.6% in
membership interests in limited liability companies, 0.3% in preferred stock, 0.3% in options and warrants, and 41.8%
in various debt instruments. Also, as of June 30, 2010, we had invested the proceeds of borrowings on margin (as
discussed below under “—Financing Activities”) in short-term, highly liquid investments, consisting primarily of U.S.
Treasury Bills, interest-bearing bank accounts and certificates of deposit, that are, in our opinion, appropriate for the
preservation of the principal amount of such instruments.

Under certain circumstances, we make follow-on investments in some of our portfolio companies. As of June 30,
2010, we had no follow-on investment commitments.  If we are called upon to make follow-on investments in our
portfolio companies and we do not have sufficient funds to make such follow-on investments, the portfolio company
in need of the investment may be negatively impacted.  Also, the Fund’s equity interest and the estimated fair value of
the portfolio company could be reduced.

Financing Activities.  From time to time, we use leverage to finance a portion of our investments. We then repay such
debt from the sale of portfolio securities. Under the 1940 Act, we have the ability to borrow funds and issue debt
securities or preferred stock which are referred to as senior securities, subject to certain restrictions including an
overall limitation on the amount of outstanding debt, or leverage, relative to equity of 1:1. Because of the nature and
size of our portfolio investments, we periodically borrow funds to make qualifying investments in order to maintain
the Fund’s qualification as a RIC. During 2009 and 2010, we borrowed funds by accessing a margin account with a
securities brokerage firm and paid such borrowings back in full. We invest the proceeds of these margin loans in
high-quality securities such as U.S. Treasury securities until they are repaid. We refer to these high-quality
investments as “restricted assets” because they are not generally available for investment in portfolio companies under
the terms of borrowing. If, in the future, we cannot borrow funds to make such qualifying investments at the end of
any future quarter, we may not qualify as a RIC and would become subject to corporate-level income tax on our net
investment income and realized capital gains, if any. In addition, our distributions to stockholders would be taxable as
ordinary dividends to the extent paid from earnings and profits. See “Federal Income Tax Considerations.”

Distributions.  On March 24, 2009, we announced that we had suspended our managed distribution policy and
payment of quarterly distributions for an indefinite period, following the distribution of the first quarter dividend to be
paid on March 30, 2009. As originally implemented, the policy provided for quarterly dividends at an annualized rate
equal to 10% of the Fund’s market value per share as at the end of the preceding calendar year. We will continue to pay
out net investment income and/or realized capital gains, if any, on an annual basis as required under the 1940 Act.

Possible Share Repurchase. As a closed-end BDC, our shares of common stock are not redeemable at the option of
stockholders, and our shares currently trade at a discount to their net asset value. Our board of directors has
determined that it would be in the best interests of our stockholders to reduce or eliminate this market value discount.
Accordingly, we have been authorized to, and may from time to time, repurchase shares of our outstanding common
stock (including by means of tender offers or privately negotiated transactions) in an effort to reduce or eliminate this
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repurchases, nor do we anticipate taking such action in 2010.
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Significant Accounting Policies

Valuation of Investments

The valuation of our portfolio companies is the most significant area of judgment impacting our financial statements.
We carry portfolio investments on our financial statements at fair value, with any net change in unrealized
appreciation or depreciation included in the determination of net assets. We perform valuations of portfolio securities
in accordance with accounting principles generally accepted in the United States of America, or U.S. GAAP, and the
financial reporting policies of the SEC. The applicable methods prescribed by such principles and policies are
described below:

Publicly traded portfolio securities. We value investments in companies whose securities are publicly traded at their
quoted market prices at the close of business on the valuation date, less a discount to reflect the estimated effects of
restrictions on the sale of such securities, which we refer to as the valuation discount, if applicable. As of June 30,
2010, we had no investments in publicly traded securities. As of June 30, 2009, one of our portfolio securities, Metic
Group plc, was publicly listed on the Alternative Investment Market of the London Stock Exchange. To the extent we
hold publicly traded securities, we will adjust our net asset value for changes in the value of such securities on a daily
basis.

Privately held portfolio securities. We determine the fair value of investments for which no market exists on the basis
of procedures established in good faith by our board of directors and based on input from Management and our Audit
Committee of the board of directors. As a general principle, the “fair value” of an investment is the amount that we
might reasonably expect to receive upon the investment’s current sale in an orderly manner. Appraisal valuations are
necessarily subjective, and the estimated values arrived at by our board of directors may differ materially from
amounts actually received upon the disposition of specific portfolio securities.

Generally, cost is the primary factor we use to determine fair value until significant developments affecting a portfolio
company (such as results of operations or changes in general market conditions) provide a basis for an appraisal
valuation. Thereafter, we carry portfolio investments at appraised values as determined quarterly by management,
subject to the approval of our board of directors. We typically base our valuations upon a multiple of each portfolio
company’s income and/or cash flow, an assessment of the company’s current and future financial prospects and various
other factors and assumptions. In the case of unsuccessful operations, this appraisal may be based upon estimated
liquidation value.

We typically appraise our common equity investments in each portfolio company at a multiple of the free cash flow
generated by such company in its most recent fiscal year, less adjustments for outstanding funded indebtedness and
other senior securities such as preferred stock. In some cases, we consider projections of current year free cash flow in
its appraisals, and may also consider an adjustment to the estimate of free cash flow for non-recurring items. We also
apply multiples based on the portfolio company management’s experience and recent transactions in the private
company marketplace.  We caution, however, that these assessments are necessarily subjective in nature.

From time to time, we may elect to use third-party transactions in a portfolio company’s securities as the basis for our
valuation of such company, although this is not our typical approach to valuation. This method of valuation is referred
to as the private market method. When an external event, such as a purchase transaction, public rights offering or
subsequent equity sale occurs, we apply the pricing indicated by such external event to corroborate our private equity
valuation. We generally uses the private market method only with respect to completed transactions or firm offers
made by sophisticated, independent investors.
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Most of our portfolio companies use leverage, which has the effect of magnifying our return or loss on investments.
For example, if our estimate of a portfolio company results in a total enterprise value of $10.0 million and has $7.5
million in funded indebtedness, we value our equity at $2.5 million. If this estimate then increases or
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decreases by 20%, to $12.0 million or $8.0 million, respectively, the value of the equity will increase or decrease by
80%, to $4.5 or $0.5 million, as the case may be. This disproportionate increase or decrease in equity value relative to
total asset value adds a level of volatility to our equity-oriented portfolio securities.

From time to time, some of our portfolio companies default in respect of covenants in their loan agreements. When we
have a reasonable belief that a portfolio company will be able to restructure its loan agreement to waive or eliminate
such default or defaults, we continue to value our portfolio company’s securities as a going concern. If a portfolio
company cannot generate adequate cash flow to meet the principal and interest payments on its debt or is not
successful in refinancing its debt at maturity, the value of our investment could be reduced or eliminated through
foreclosure on such portfolio company’s assets or through reorganization or bankruptcy. Under such circumstances, we
adjust the value of our investment in the portfolio company accordingly.

 We generally hold investments in debt securities to maturity. Accordingly, we determine the fair value of debt
securities on the basis of the terms of the debt securities and the financial condition of the issuer. We value certificates
of deposit at their face value, plus interest accrued to the date of valuation. On a daily basis, we adjust net asset value
for changes in the value of publicly held securities, if any, and for material changes in the value of investments in
securities issued by private companies. We report these amounts to Lipper Analytical Services, Inc. Weekly, and our
daily net asset values appear in various publications, including Barron’s and The Wall Street Journal.

Federal Income Taxes

We intend to comply with the requirements of the Code necessary for the Fund to qualify as a RIC. So long as we
comply with these requirements, the Fund generally will not be subject to corporate-level federal income taxes on
otherwise taxable income (including net realized capital gains) distributed to stockholders. Therefore, we did not
record a provision for federal income taxes in our financial statements. As of December 31, 2009, we had a capital
loss carry forward of $15.6 million which may be used to offset future capital gains. We may borrow money from
time to time to maintain the Fund’s status as a RIC under the Code. See “—Overview – Financing Activities” above.

Interest Income Recognition

We record interest income, adjusted for amortization of premium and accretion of discount, on an accrual basis to the
extent that we expect to collect such amounts. We stop accruing interest on investments when we determine that
interest is no longer collectible. If we receive any cash after determining that interest is no longer collectible, we treat
such cash as payment on the principal balance until the entire principal balance has been repaid, before we recognizes
any additional interest income. We accrete or amortize discounts and premiums on securities purchased over the life
of the respective security using the effective yield method. The amortized cost of investments represents the original
cost adjusted for the accretion of discount and/or amortization of premium on debt securities.

Payment in Kind Interest

We have loans in our portfolio that may pay PIK interest. We add PIK interest, if any, computed at the contractual rate
specified in each loan agreement, to the principal balance of the loan and recorded as interest income. To maintain the
Fund’s status as a RIC, we must pay out to our stockholders this non-cash source of income in the form of dividends
even if we have not yet collected any cash in respect of such investments.

Recent Accounting Pronouncements

Effective January 1, 2010, we adopted changes issued by the Financial Accounting Standards Board (FASB) to add
new requirements for disclosures about significant transfers into and out of Levels 1 and 2 and separate disclosures
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existing fair value disclosures about the level of disaggregation and about inputs and valuation techniques used to
measure fair value. The adoption of this standard had no impact on our financial position and results of operations.
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In January 2010, the FASB issued changes to disclosure requirements for fair value measurements. Specifically, the
changes require a reporting entity to disclose, in the reconciliation of fair value measurements using significant
unobservable inputs (Level 3), separate information about purchases, sales, issuances, and settlements (that is, on a
gross basis rather than as one net number). These changes become effective for the Fund beginning January 1, 2011.
Other than the additional disclosure requirements, we do not anticipate that the adoption of this standard will have a
material effect on our financial position and results of operations.

Current Market Conditions

During 2009, the state of the economy in the U.S. remained in a recession and deteriorated throughout the year until
the fourth quarter.  Consumer confidence deteriorated and unemployment indices increased.  Banks and other
financial service companies continue to experience difficulties as bank lending experience its largest single year
decline since the World War II era. Loan delinquency rates were at 26 year highs and bank failures increased and the
threat of continued failures remains as concerns regarding commercial real estate have weighed on the financial
industry.  Stock market returns were stronger as the S&P 500 improved approximately 23% during the year despite
reaching a 12 year low in the first quarter.   Merger and acquisition activity was at its lowest level since 2004.  In the
first half of 2010, certain systemic indicators showed modest increases but have not resulted in any tangible
improvements in the short-term prospects for the U.S. economy.

To the extent that recessionary conditions continue or worsen, the financial results of small and middle-market
companies, like those in which we invest, will continue to experience deterioration, which ultimately could lead to
difficulty in meeting debt service requirements and an increase in defaults.  Many of these companies have
experienced difficult operating environments and access to capital has been limited. 

Consistent with other companies in the financial services sector, our performance has been adversely affected.
Between December 31, 2008 and June 30, 2010 our net asset value declined from $9.16 per share to $4.28 per share. 
This further impacted the closing price of our common stock, as it declined approximately 25.6% during 2009 and a
further 25.6% during the first nine months of 2010 and, as of September 30, 2010,  is trading at a 44% discount to our
most recently announced net asset value as of June 30, 2010.

 During 2009 and 2010, we executed certain initiatives to enhance liquidity, achieve a lower operational cost structure,
provide more assistance to portfolio companies and enhance communication with shareholders.  Specifically, we
changed the composition of our Board of Directors and Management, terminated certain of our follow-on investments,
internalized the management of the Fund, suspended our managed distribution policy and modified our investment
strategy to pursue shorter term liquidation opportunities.  We believe these actions continue to be necessary to protect
capital and liquidity during this turbulent economic period in order to preserve and enhance shareholder value.  We
also expect that, because of management internalization, certain expenses of the Fund will not increase commensurate
with an increase in the size of the Fund and, therefore, we can achieve efficiencies in our cost structure if we are able
to grow the Fund. 

Liquidity and Capital Resources

We generate cash primarily from maturies, sales of securities and borrowings, as well as capital gains realized upon
the sale of portfolio investments. We use cash primarily to make additional investments, either in new companies or as
follow-on investments in the existing portfolio companies and to pay the dividends to our stockholders.

We are currently evaluating the impact of current market conditions on our portfolio company valuations and their
ability to provide current income.  Although we have followed valuation techniques in a consistent manner; we are
cognizant of current market conditions that might affect future valuations of portfolio securities.
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Effective February 15, 2010, we modified and extended our revolving line of credit agreement (the “Credit Facility”)
with Amegy Bank of Texas. The Credit Facility was reduced to $5.0 million from $7.5 million and the maturity was
extended to July 2011. The Credit Facility is intended to enable us to make follow-on investments, when necessary.
We can borrow up to $5.0 million under the Credit Facility, subject to a borrowing base equal to
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20% of the value of the Fund’s eligible portfolio assets. The Credit Facility bears a floating interest rate of the higher
of (a) the Federal Funds Rate plus  1/2 of 1% and (b) the rate of interest in effect for such day as publicly announced
from time to time by Lender as its “prime rate”. The Credit Facility is secured by substantially all of the Fund’s portfolio
assets and securities. It contains certain restrictive covenants, including, but not limited to, a requirement that the
Fund’s net asset value not fall below $40 million. At June 30, 2010, the Fund’s net asset value was $37.9 million.
Accordingly, we are not eligible to draw upon the line of credit.  We expect that the Credit Facility will not be
available to us for the intermediate future and may be canceled.  Moreover, we may have to re-apply to Amegy Bank
to reinstitute the Credit Facility in the future.  To date, we have not borrowed any amounts under the Credit Facility.

Notwithstanding the present unavailability of the Credit Facility, we believe that our operating cash flow and cash on
hand will be sufficient to meet operating requirements and to finance routine capital expenditures through the next
twelve months.

Six Months Ended June 30, 2010

As of June 30, 2010, we had total assets of $57.1 million, of which $27.1 million were invested in portfolio
investments and $4.7 million were invested in temporary cash investments. Among our portfolio investments, $15.8
million (at fair value) or 41.8% of net asset value were in the form of notes receivable from portfolio companies as of
June 30, 2010. During the six months ended June 30, 2010, we also had investment activity of $0.5 million in several
follow-on investments, including $0.3 million in the form of accrued interest and dividends received in the form of
paid-in-kind (PIK).

As of June 30, 2010, we also had $19.2 million of restricted cash and temporary investments, including primarily the
proceeds of a quarter-end margin loan that we incurred to maintain the diversification requirements applicable to a
RIC. Of this amount, $19.0 million was invested in U.S. Treasury bills and $0.2 million represented a required 1%
brokerage margin deposit. These securities were held by a securities brokerage firm and pledged along with other
assets to secure repayment of the margin loan. The U.S. Treasury bills were sold on July 1, 2010 and we subsequently
repaid this margin.

Operating Activities. We provided $13.1 million in cash for operating activities during the first six months of 2010. In
the first six months of 2010, we made investments in portfolio companies of $0.2 million and paid fees to our
advisers, directors, banks and suppliers of $1.1 million, while realizing a loss of $0.005 million from the disposition of
portfolio securities.

Financing Activities. We used $11.0 million in cash from financing activities for the first six months of 2010. We
declared no dividends in the first six months of 2010.

Year Ended December 31, 2009

As of December 31, 2009, we had total assets of $50.9 million, of which $42.4 million were invested in portfolio
investments and $5.5 million were invested in temporary cash investments. Among our portfolio investments, $25.7
million (at fair value) or 50.5% of net asset value were in the form of notes receivable from portfolio companies as of
December 31, 2009. We recorded no interest income, nor did we receive any cash for notes issued by Riptide
Entertainment, LLC and Nickent Golf, Inc., having an aggregate value of $3.2 million.

As of December 31, 2009, we also had $30.3 million of restricted cash and temporary investments, including
primarily the proceeds of a quarter-end margin loan that we incurred to maintain the diversification requirements
applicable to a RIC. Of this amount, $30.0 million was invested in U.S. Treasury bills and $0.3 million represented a
required 1% brokerage margin deposit. These securities were held by a securities brokerage firm and pledged along
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with other assets to secure repayment of the margin loan. The U.S. Treasury bills were sold on January 4, 2010 and we
subsequently repaid this margin.

Operating Activities. We provided $12.4 million in cash for operating activities in 2009. In 2009, we made
investments in portfolio companies of $1.2 million and paid fees to our advisers, directors, banks and suppliers of $4.1
million, while realizing a loss of $15.6 million from the disposition of portfolio securities.
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Financing Activities. We used $15.0 million in cash from financing activities for 2009. We declared one cash
dividend in 2009 totaling $0.9 million ($0.1075 per share). We also issued 296,528 additional shares of our common
stock at an effective price of $3.10 per share and paid $2,000 in cash for fractional shares. We determined that the
2009 dividend payment should be classified as a 100% qualifying dividend, with 21.2% allocated ordinary income
and 78.8%  allocated to return of capital as of December 31, 2009.

Year Ended December 31, 2008

As of December 31, 2008, we had total assets of $124.1 million, of which $68.7 million were invested in portfolio
investments and $8.6 million were invested in temporary cash investments. Among our portfolio investments, $26.2
(at fair value) million were in the form of notes receivable from portfolio companies as of December 31, 2008.  We
recorded no interest income and did not receive any cash for notes issued by Riptide Entertainment, LLC and
HealthSPAC, LLC., having an aggregate value of $7.9 million.

As of December 31, 2008, we also had $45.4 million of restricted cash and temporary investments, including
primarily the proceeds of a quarter-end margin loan that we incurred to maintain the diversification requirements
applicable to a RIC. Of this amount, $45.0 million was invested in U.S. Treasury bills and $0.3 million represented a
required 1% brokerage margin deposit. These securities were held by a securities brokerage firm and pledged along
with other assets to secure repayment of the margin loan. We sold U.S. Treasury bills on January 2, 2008 and we
subsequently repaid this margin.

Operating Activities. We used $32.1 million in cash for operating activities in 2008. In 2008, we made investments in
portfolio companies of $19.1 million and paid fees to our advisers, directors, banks and suppliers of $3.9 million,
while realizing $0.9 million from the disposition of portfolio securities.

Financing Activities. We provided $9.9 million in cash from financing activities for 2008. We declared four dividends
in 2008 totaling $5.3 million ($0.58 per share). We paid $2.1 million in cash and issued 587,899 additional shares of
stock. We determined that the 2008 dividend payments should be classified as a 100% qualifying dividend, with 39%
allocated to capital gain and 61% allocated to return of capital as of December 31, 2008.

Results of Operations

Investment Income and Expense

Three and Six Months Ended June 30, 2010 as compared to Three and Six Months Ended June 30, 2009

Net investment loss after all expenses was $0.7 and $0.4 million for the six months ended June 30, 2010 and June 30,
2009, respectively and $0.6 and $0.3 million for the three months ended June 30, 2010 and June 30, 2009,
respectively. The increase in net investment loss generated at June 30, 2010 compared to June 30, 2009 is due
primarily to the increase in professional fees along with mailing and printing expenses associated with a proxy
contest we encountered in the second quarter in connection with our annual shareholder meeting.  These increases
were partially offset by the increase in total investment income for the six months ended June 30, 2010 as compared to
the six months ended June 30, 2009.

Total income from portfolio securities was remained relatively unchanged for the six months ended June 30, 2010 and
June 30, 2009 respectively and the three months ended June 30, 2010 and June 30, 2009, respectively.

Our former investment adviser received management fee compensation at an annual rate of 2% of the net assets of the
Fund paid quarterly in arrears. Such fees amounted to $0.7 million for the six months ended June 30, 2010 and $0.4
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million for the three months ended June 30, 2010. The Fund also reimbursed Equus Capital Administration Company,
Inc. (“ECAC”), our former administrator, for the costs and expenses incurred in performing its obligations and providing
personnel and facilities under its administration agreement with the Fund, provided that such reimbursements did not
exceed $450,000 per year. ECAC received $0.2 million for the six months ended June 30, 2010 and $0.1 million for
the three months ended June 30, 2010.  Our agreement with ECAC terminated on June 30, 2009 and the Fund
assumed these administrative obligations directly beginning July 1, 2009.
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Professional fees increased to $1.2 million for the six months ended June 30, 2010 from $0.6 million for the six
months ended June 30, 2009 and to $0.8 million for the three months ended June 30, 2009 from $0.3 million for the
three months ended June 30, 2009.   These increases were due to the increase in legal fees ($0.4 million) and
solicitation costs ($0.2 million) associated with the proxy contest described above.

Compensation expenses were $0.5 million for the six months ended June 30, 2010 and $0.2 million for the three
months ended June 30, 2010, respectively. General and administrative fees were $0.1 million for the six months ended
June 30, 2010 and $0.05 million for the three months ended June 30, 2010.  Prior to July 1, 2009 and the
internalization of our management on that date, the Fund did not have any compensation and general and
administrative fees.

Year Ended December 31, 2009 as compared to Year Ended December 31, 2008

Income from portfolio securities was $3.7 million and $2.6 million in 2009 and 2008, respectively. The increase in
total investment income from 2008 to 2009 was due to increase in interest bearing investments 2009, which generated
$1.1 million in interest income in 2009. Interest received in kind, or PIK, totaled $1.1 million in 2009 compared to
$0.3 million in 2008.

Interest from temporary cash investments was $0.05 million in 2009 and $0.6 million in 2008. Temporary cash
investments (excluding the margin account) decreased from $8.6 million to $5.5 million in 2009 as compared to the
prior year.

MCCA received management fee compensation at an annual rate of 2% of our net assets paid quarterly in arrears.
Such fees amounted to $0.7 million and $1.9 million in 2009 and 2008 respectively as the contract was terminated on
June 30, 2009.  We reimbursed ECAC for the costs and expenses incurred in performing its obligations and providing
personnel and facilities under the Administrative Agreement, provided that such reimbursements did not exceed
$450,000 per year. Administrative fees were $0.2 million and $0.5 million in 2009 and 2008 respectively.  No
incentive fees were paid in 2009 or 2008.

Professional fees were $1.2 million and $0.8 million in 2009 and 2008.  This increase is largely a result of an SEC
inquiry during 2009.

Compensation expenses were $0.5 million in 2009. General and administrative fees were $0.1 million in 2009.  As a
result of internalization, the Fund assumed these obligations directly beginning on July 1, 2009.

Fund management, administrative fees, and internalization costs totaled $1.5 million in 2009 and $2.4 million in 2008,
resulting in an estimated cost savings of $0.9 million as a result of internalization.

As a result of the factors described above, net investment income after expenses was $0.2 million for 2009 as
compared to a net investment loss of ($0.7) million for 2008.

Year Ended December 31, 2008 as compared to Year Ended December 31, 2007

Total income from portfolio securities was $2.6 million and $3.1 million in 2008 and 2007, respectively. The decrease
in total investment income from 2007 to 2008 was largely due to cessation of interest payments from Creekstone
Florida Holdings, LLC., which generated $0.6 million in interest income in 2007, along with a decrease in interest due
to the recapitalization of Sovereign Business Forms in 2008. Interest received in kind, or PIK, totaled $0.3 million in
2008 compared to $0.7 million in 2007.
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Interest from temporary cash investments was $0.6 million in 2008 and $1.7 million in 2007. Temporary cash
investments (excluding the margin account) decreased from $30.9 million in 2007 to $8.6 million in 2008.

MCCA received management fee compensation at an annual rate of 2% of our net assets, paid quarterly in arrears.
Such fees amounted to $1.9 million and $1.7 million in 2008 and 2007, respectively, as we maintained stable average
net assets over the period. We had no incentive fee expense in 2008. Our estimated expenses for incentive fees for
2007 were $0.9 million, due to the capital gains generated by the sale of Drilltec Corporation, Cedar Lodge Holdings,
Inc. and final escrow payments from the 2006 sales of Champion Windows and Alenco
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Window Holdings, LLC. Director fees and expenses remained unchanged at $0.4 million in 2008 as compared to
2007.

Offering costs of $0.6 million were expensed in 2007 as we abandoned the shareholders’ proposal authorizing us to
offer and sell, or to issue rights to acquire shares of our common stock at a price below the net asset value of such
stock.

    As a result of the factors described above, net investment loss after expenses was ($0.7 million) for 2008 as
compared to ($0.5 million) for 2007.

Summary of Portfolio Investment Activity

Six Months Ended June 30, 2010

During the six months ended June 30, 2010, we received payment in full for the Trulite promissory note, in the
amount of $2.6 million, which included interest income of $0.3 million, and received a distribution from Equus Media
Development Company of $1.0 million. During the six months ended June 30, 2010, we also had investment activity
of $0.5 million in several follow-on investments, including $0.3 million in the form of accrued interest and dividends
received in the form of paid-in-kind (PIK). The following table includes significant investment activity during the six
months ended June 30, 2010 (in thousands)(unaudited):

New Investments Existing Investments 
Total Portfolio Company Cash PIK Follow-on PIK 

Trulite, Inc. $— $— $200 $— $200
1848 Capital Partners, LLC — — — 144 144
London Bridge Entertainment Partners Ltd — — — 109 109
Big Apple Entertainment Partners, LLC — — — 80 80

$— $— $200 $333 $533

Six Months Ended June 30, 2009

During the six months ended June 30, 2009, we made follow-on investments of $1.2 million in several portfolio
companies, including $0.5 million in the form of interest and dividends paid-in-kind or original issue
discount/premium amortization.

The following table includes significant new and follow-on investments during the six months ended June 30, 2009
(in thousands) (unaudited):

New Investments Existing Investments
TotalPortfolio Company Cash PIK Follow-on PIK

Nickent Golf, Inc. — — 370 — 370
Riptide Entertainment, LLC. — — 350 — 350
1848 Capital Partners, LLC. — — — 312 312
Big Apple Entertainment Partners, LLC. — — — 76 76
London Bridge Entertainment Partners Ltd — — — 101 101

$— $— $720 $489 $1,209
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Year Ended December 31, 2009

During the year ended December 31, 2009, we had investment activity of $2.3 million in seven portfolio companies,
including $1.1 million in the form of accrued interest and dividends received in the form of additional portfolio
securities (PIK).

The following table includes significant investment activity during the year ended December 31, 2009 (in thousands):

New Investments Existing Investments
TotalPortfolio Company Cash PIK Follow-on PIK

Nickent Golf, Inc.. $ — $ — $ 370 $ — $ 370
Riptide Entertainment, LLC. — — 450 — 450
1848 Capital Partners, LLC — — — 453 453
Trulite, Inc.. — — 300 307 607
London Bridge Entertainment
Partners Ltd. — — — 208 208
Big Apple Entertainment Partners,
LLC — — — 153 153
HealthSPAC, LLC — — 50 — 50

$ — $ — $ 1,170 $ 1,121 $ 2,291

On November 5, 2009, we invested an additional $0.3 million in Trulite, Inc., a renewable energy company, in the
form of a 18% promissory note that matured on January 26, 2010.

On March 25, 2009, we invested an additional $0.4 million as a follow-on investment in Riptide Entertainment, LLC
in the form of an 8% promissory note. On November 19, 2009, we made a follow-on investment in Riptide
Entertainment, LLC of $0.1 million for an 8% promissory note maturing in 2014. The majority of these follow-on
investments were expected to fund the Ripley’s Believe It or Not Museum franchise located in London, UK.

On February 2, 2009, we made a follow-on investment of $0.3 million in Nickent Golf, Inc. in the form of a 13%
promissory note. We invested an additional $0.1 million in 2009, in the form of a receivership certificate.

Year Ended December 31, 2008

During year ended December 31, 2008, we had investment activity totaling $8.1 million in four new portfolio
companies.  We also made follow-on investments of $11.1 million in four portfolio companies and received $0.2
million in the form of accrued interest and dividends received in the form of additional portfolio securities (PIK).

The following table includes significant new and follow-on investments during the year ended December 31, 2008 (in
thousands):

New Investments Existing Investments
TotalPortfolio Company Cash PIK Follow-on PIK

Infinia Corporation $— $— $5,000 $— $5,000
Riptide Entertainment, LLC — — 4,725 — 4,725
1848 Capital Partners LLC 3,000 135 — — 3,135
London Bridge Entertainment Partners Ltd 2,500 — — — 2,500
Trulite, Inc. 1,500 — — — 1,500
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Nickent Golf, Inc. — — 1,180 184 1,364
Metic Group plc 1,000 — — — 1,000
HealthSpac, LLC — — 208 — 208
Various others — — — 7 7

$8,000 $135 $11,113 $191 $19,439
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On February 11, 2008, we made a follow-on investment of $5.0 million in Infinia Corporation in the form of 160,720
Class B preferred shares.

On January 8, 2008, we invested an additional $1.6 million as a follow-on investment in Riptide Entertainment, LLC
in the form of an 8% promissory note. On May 12, 2008, we made a follow-on investment in Riptide Entertainment,
LLC of $3.0 million for an 8% promissory note. These investments were expected to fund the Ripley’s Believe It or
Not Museum franchise located in London, UK. Additional follow-on investments include 8% promissory notes for
$0.1 million on October 25, 2008, all maturing in 2013.

On January 17, 2008, we invested $3.0 million in 1848 Capital Partners, LLC, an entertainment company in the form
of an 18% promissory note.

On August 19, 2008, we invested $2.5 million in London Bridge Entertainment Partners LLC, an entertainment
company in the form of an 18% promissory note.

On July 30, 2008, we invested $1.5 million in Trulite, Inc., a renewable energy company, in the form of a 15%
promissory note.

On February 26, 2008, we made a follow-on investment of $1.0 million in Nickent Golf, Inc. in the form of preferred
stock. We invested an additional $0.2 million in 2008, in the form of a 13% promissory note, maturing in 2009.

On August 4, 2008, we invested $1.0 million in Metic Group plc, in the form of a convertible note. On December 27,
2008, Metic was listed on the AIM, and our note was converted to 1,830,660 ordinary shares.

Year Ended December 31, 2007

During the year ended December 31, 2007, we invested $21.2 million in five new portfolio companies and made
follow-on investments of $6.4 million in seven portfolio companies.  We received $0.7 million in the form of accrued
interest and dividends received in the form of additional portfolio securities (PIK), accretion of original issue discount
on promissory notes (OID) and amortization of original issue premiums on promissory notes.

The following table includes significant new and follow-on investments during the year ended December 31, 2007 (in
thousands):

New Investments Existing Investments
TotalPortfolio Company Cash Noncash Cash PIK/OID

Nickent Golf, Inc $10,000 $66 $— $—
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