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Forward-Looking Statements
All statements contained herein, other than historical facts, may constitute �forward-looking statements� within the
meaning of Section 27A of the Securities Act of 1933( the �Securities Act�), as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended (the �Exchange Act�). These statements may relate to, among other things,
future events or our future performance or financial condition. In some cases, you can identify forward-looking
statements by terminology such as �may,� �might,� �believe,� �will,� �provided,� �anticipate,� �future,� �could,� �growth,� �plan,� �intend,�
�expect,� �should,� �would,� �if,� �seek,� �possible,� �potential,� �likely� or the negative of such terms or comparable terminology.
These forward-looking statements involve known and unknown risks, uncertainties and other factors that may cause
our actual results, levels of activity, performance or achievements to be materially different from any future results,
levels of activity, performance or achievements expressed or implied by such forward-looking statements. Such factors
include, among others: (1) further adverse changes in the economy and the capital markets; (2) risks associated with
negotiation and consummation of pending and future transactions; (3) the loss of one or more of our executive
officers, in particular David Gladstone, Terry Lee Brubaker, or George Stelljes III; (4) changes in our business
strategy; (5) availability, terms and deployment of capital, including the ability to maintain and borrow under our
existing line of credit, arrange for long-term mortgages on our properties, secure one or more additional long-term
credit facilities, and to raise equity capital; (6) changes in our industry, interest rates, exchange rates or the general
economy; (7) the degree and nature of our competition; and (8) those factors described in the �Risk Factors� section of
this Form 10-K. We caution readers not to place undue reliance on any such forward-looking statements, which speak
only as of the date made. We undertake no obligation to publicly update or revise any forward-looking statements,
whether as a result of new information, future events or otherwise, after the date of this Form 10-K.
Item 1. Business
Overview
Gladstone Commercial Corporation (which we refer to as �we,� �us,� or the �Company,�) is a real estate investment trust, or
REIT, that was incorporated under the General Corporation Laws of the State of Maryland on February 14, 2003
primarily for the purpose of investing in and owning net leased industrial and commercial real property and selectively
making long-term industrial and commercial mortgage loans. Most of our portfolio of real estate we currently own is
leased to a wide cross section of tenants ranging from small businesses to large public companies, many of which are
corporations that do not have publicly rated debt. We have in the past entered into, and intend in the future to enter
into, purchase agreements for real estate having triple net leases with terms of approximately 10 to 15 years and built
in rental increases. Under a triple net lease, the tenant is required to pay all operating, maintenance and insurance costs
and real estate taxes with respect to the leased property. We currently own a total of 64 properties and hold one
mortgage loan.
We conduct substantially all of our activities, including the ownership of all of our properties, through Gladstone
Commercial Limited Partnership, a Delaware limited partnership that we refer to as our Operating Partnership. We
control our Operating Partnership through our ownership of GCLP Business Trust II, a Massachusetts business trust,
which is the general partner of our Operating Partnership, and of GCLP Business Trust I, a Massachusetts business
trust, which currently holds all of the limited partnership units of our Operating Partnership. We expect that our
Operating Partnership may issue limited partnership units from time to time in exchange for industrial and commercial
real property. Limited partners who hold limited partnership units in our Operating Partnership will be entitled to
redeem these units for cash or, at our election, shares of our common stock on a one-for-one basis at any time.
Our Operating Partnership is also the sole member of Gladstone Lending, LLC, which we refer to as Gladstone
Lending. Gladstone Lending is a Delaware limited liability company that was formed to hold all of our real estate
mortgage loans.
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Recent Developments
Financing Activities:
On November 4, 2009, we entered into an Open Market Sale Agreement, or the Open Market Sale Agreement, with
Jefferies & Company, Inc., or Jefferies, under which we may, from time to time, offer and sell shares of our common
stock with an aggregate sales price of up to $25.0 million through Jefferies, or to Jefferies, for resale. To date, we have
not sold any shares of our common stock under the Open Market Sale Agreement.
On November 19, 2009, we entered into a dealer manager agreement, or the Dealer Manager Agreement, with
Halcyon Capital Markets, LLC, or Halcyon, pursuant to which Halcyon will act as our dealer manager in connection
with a proposed continuous private offering of up to 3,333,333 shares of our newly designated senior common stock
at $15.00 per share. This offering is only being made to accredited investors. To date, we have not sold any shares of
senior common stock under the Dealer Manager Agreement.
On November 24, 2009, we, through our wholly-owned subsidiary Gladstone Commercial Limited Partnership,
exercised our option under our existing credit agreement with KeyBank National Association and certain other parties
to extend the term of our $50 million line of credit by one year, resulting in a new maturity date of December 29,
2010. The loan was originally set to expire on December 29, 2009. During the year ended December 31, 2009, we had
net borrowings under our line of credit of approximately $21.7 million, with $33.2 million outstanding at December
31, 2009. The proceeds from borrowings under the line of credit were used to pay off a $20.0 million unsecured
short-term loan with KeyBank and fund other capital improvements at certain of our properties.
Leasing Activities:
On May 19, 2009, we extended the lease with one of our tenants on our property located in Eatontown, New Jersey
for a period of 15 years, and the tenant has two options to extend the lease for additional periods of 5 years each. The
lease was originally set to expire in August 2011, and will now expire in April 2024. The lease provides for prescribed
rent escalations over the life of the lease, with annualized straight line rents of approximately $540,000.
On November 18, 2009, we extended the lease with one of our tenants in our property located in Akron, Ohio for a
period of five years. The lease was originally set to expire in February 2010, and will now expire in March 2015. The
lease provides for prescribed rent escalations over the life of the lease, with annualized straight line rents of
approximately $160,000.
Dispositions:
On July 17, 2009, we sold our property located in Norfolk, Virginia for $1.15 million, for a gain on the sale of
approximately $160,000. The proceeds from the sale were used to pay down our line of credit.
Our Investment Objectives and Our Strategy
Our principal investment objectives are to generate income from rental properties and, to a much lesser extent,
mortgage loans, which we use to fund our continuing operations and to pay out monthly cash distributions to our
stockholders. We intend to grow the distribution to stockholders over time, and to increase the value of our common
stock. Our primary strategy to achieve our investment objectives is to invest in and own a diversified portfolio of
leased industrial and commercial real estate that we believe will produce stable cash flow and increase in value. We
expect to sell some of our real estate assets from time to time when our external adviser, Gladstone Management
Corporation, which we refer to as our Adviser, determines that doing so would be advantageous to us and our
stockholders. We also expect to occasionally make mortgage loans secured by income-producing commercial or
industrial real estate, which loans may have some form of equity participation.
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Our strategy includes the use of leverage so that we may make more investments than would otherwise be possible in
order to maximize potential returns to stockholders. We are not limited with respect to the amount of leverage that we
may use for the acquisition of any specific property. We intend to use non-recourse mortgage financing that will allow
us to limit our loss exposure on any property to the amount of equity invested in such property. However, the market
for long-term mortgages, as we have traditionally accessed, continues to be frozen as the collateralized
mortgage-backed securities, or CMBS, market has virtually disappeared. With the closure of the CMBS market, many
banks are not lending on commercial real estate as they are no longer able to sell these loans to the CMBS market and
are not willing or able to keep these loans on their balance sheets. We are now seeing banks only willing to issue
medium-term mortgages, between two to five years, on substantially less favorable terms. As a result, we intend to
focus on using medium-term mortgages to finance our real estate until the market for long-term mortgages returns.
Investment Policies and Policies with Respect to Certain Activities
Types of Investments
Overview
We intend that substantially all of our investments will be generated from the ownership of income-producing real
property or, to a much lesser extent, mortgage loans secured by real property. We expect that the vast majority of our
investments will be structured as net leases, but if a net lease would have an adverse impact on a potential tenant, or
would otherwise be inappropriate for us, we may structure our investment as a mortgage loan. Investments are not
restricted as to geographical areas, but we expect that most of our investments in real estate will be made within the
continental United States. Some of our investments may also be made through joint ventures that would permit us to
own interests in large properties without restricting the diversity of our portfolio. Our stockholders are not afforded
the opportunity to evaluate the economic merits of our investments or the terms of any dispositions of properties. See
�Risk Factors�Our success depends on the performance of our Adviser and if our Adviser makes inadvisable investment
or management decisions, our operations could be materially adversely impacted.�
We anticipate that we will make substantially all of our investments through our Operating Partnership and Gladstone
Lending. Our Operating Partnership and Gladstone Lending may acquire interests in real property or mortgage loans
in exchange for the issuance of limited partnership units, for cash or through a combination of both. Units issued by
our Operating Partnership will be redeemable for cash or, at our election, shares of our common stock on a
one-for-one basis at any time. However, we may in the future also conduct some of our business and hold some of our
interests in real properties or mortgage loans through one or more wholly-owned subsidiaries, each classified as a
qualified REIT subsidiary, or QRS.
Property Acquisitions and Net Leasing
To date a majority of our properties have been purchased from owners that have leased their properties to
non-affiliated tenants, and while we have engaged in some transactions with tenants who have consummated
sale-leaseback transactions, this is not the dominant portion of our portfolio. We expect that some of our
sale-leaseback transactions will be in conjunction with acquisitions, recapitalizations or other corporate transactions
affecting our tenants. In these transactions, we may act as one of several sources of financing for these transactions by
purchasing one or more properties from the tenant and by net leasing it to the tenant or its successor in interest. For a
discussion of the risks associated with leasing property to leveraged tenants, see �Risk Factors�Highly leveraged tenants
or borrowers may be unable to pay rent or make mortgage payments, which could adversely affect our cash available
to make distributions to our stockholders.�
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In limited circumstances, we have granted tenants an option to purchase the leased property, and we anticipate
granting these options to select tenants in the future. In these cases, we generally seek to fix the option purchase price
at the greater of our purchase price for the property and the fair market value of the property at the time the option is
exercised.
Our portfolio consists primarily of single-tenant commercial and industrial real property, however, we also consider
multi-tenant commercial and industrial properties. We have not in the past and do not anticipate that in the future we
will invest in residential properties. Generally, we lease properties to tenants that our Adviser deems creditworthy
under leases that will be full recourse obligations of our tenants or their affiliates. In most cases, our leases will be
�triple net leases� that require the tenant to pay all the operating costs, costs of maintenance, insurance and real estate
taxes on the property. We seek to obtain lease terms of approximately 10 to 15 years with built-in rental increases.
Investments in Mortgage Loans
Although we expect such investments to be made sparingly, we may elect to structure our investment in a particular
property as a mortgage loan secured by the property in situations where a standard net lease transaction would have an
adverse tax impact on the seller of a property or would otherwise be inappropriate for us. We anticipate that most of
our lending transactions will be loans secured by industrial or commercial property. We have not in the past and do
not anticipate in the future we will invest in residential mortgages. Our Adviser will attempt to structure mortgage
loans in a manner that would provide us with current income substantially similar to that which we could expect to
receive had the investment been structured as a net lease transaction.
To the extent that we invest in mortgage loans, we will generally originate those loans. However, we may also
purchase mortgage loans from other lenders if such transactions are consistent with our investment objectives. Our
Adviser will service the mortgage loans in our portfolio by monitoring the collection of monthly principal and interest
payments on our behalf.
Underwriting Criteria, Due Diligence Process and Negotiating Lease Provisions
We consider underwriting the real estate and the tenant for the property (or the borrower in the case of a mortgage
loan) to be the most important aspects of making an investment. Evaluating the creditworthiness of the tenant or
borrower and its ability to generate sufficient cash flow to make payments to us pursuant to the lease or the mortgage
loan is the most important aspect of our underwriting procedures. In analyzing potential acquisitions of properties and
leases, our Adviser reviews all aspects of the potential transaction, including tenant and real estate fundamentals, to
determine whether potential acquisitions and leases can be structured to satisfy our acquisition criteria. The criteria
listed below provide general guideposts that our Adviser may consider when underwriting leases and mortgage loans:
� Credit Evaluation. Our Adviser evaluates each potential tenant for its creditworthiness, considering factors such

as management experience, industry position and fundamentals, operating history and capital structure. A
prospective tenant that is deemed creditworthy does not necessarily mean that we will consider the tenant�s
property to be �investment grade.� Our Adviser seeks tenants that range from small businesses, many of which do
not have publicly rated debt, to large public companies. Our Adviser�s investment professionals have substantial
experience in locating and financing these types of companies. By leasing properties to these tenants, we believe
that we will generally be able to charge rent that is higher than the rent charged to tenants with unleveraged
balance sheets and recognized credit, thereby enhancing current return from these properties as compared with
properties leased to companies whose credit potential has already been recognized by the market. Furthermore, if
a tenant�s credit does improve, the value of our lease or investment will likely increase (if all other factors
affecting value remain unchanged). In
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evaluating a possible investment, we believe that the creditworthiness of a prospective tenant is normally a more
significant factor than the unleased value of the property itself. While our Adviser selects tenants it believes to be
creditworthy, tenants are not required to meet any minimum rating established by an independent credit rating
agency. Our Adviser�s standards for determining whether a particular tenant is creditworthy vary in accordance
with a variety of factors relating to specific prospective tenants. The creditworthiness of a tenant is determined on
a tenant by tenant and case by case basis. Therefore, general standards for creditworthiness cannot be applied.

� Leases with Increasing Rent. Our Adviser seeks to include a clause in each lease that provides for annual rent
escalations over the term of the lease. These increases will generally be fixed, however certain leases are tied to
increases in indices such as the consumer price index.

� Diversification. Our Adviser attempts to diversify our portfolio to avoid dependence on any one particular tenant,
facility type, geographic location or tenant industry. By diversifying our portfolio, our Adviser intends to reduce
the adverse effect on our portfolio of a single under-performing investment or a downturn in any particular
industry or geographic region. Total rental income consisted of the following tenant industry classifications as of
December 31, 2009 and December 31, 2008:

December 31, 2009 December 31, 2008
Percentage

of
Percentage

of

Industry Classification
Rental
Income

Rental
Income

Rental
Income

Rental
Income

Automobile $ 1,166,654 2.8% $ 1,166,654 2.9%
Beverage, Food & Tobacco 2,188,755 5.3% 2,079,113 5.3%
Buildings and Real Estate 2,025,668 4.9% 2,013,515 5.1%
Chemicals, Plastics & Rubber 3,173,514 7.6% 2,452,628 6.2%
Containers, Packaging & Glass 2,330,246 5.6% 2,288,909 5.8%
Diversified/Conglomerate Manufacturing 3,664,686 8.8% 3,165,747 8.0%
Diversified/Conglomerate Services 308,105 0.7% 308,105 0.8%
Electronics 6,164,789 14.9% 6,165,789 15.7%
Healthcare, Education & Childcare 6,145,415 14.8% 5,719,016 14.5%
Home & Office Furnishings 529,743 1.3% 529,743 1.3%
Insurance 722,866 1.7% 722,866 1.8%
Machinery 2,389,607 5.8% 2,241,752 5.7%
Oil & Gas 1,138,136 2.7% 1,152,443 2.9%
Personal & Non-Durable Consumer Products 1,354,721 3.3% 1,355,061 3.4%
Personal, Food & Miscellaneous Services 575,006 1.4% 575,006 1.5%
Printing & Publishing 2,189,033 5.3% 2,189,602 5.5%
Telecommunications 5,447,033 13.1% 5,446,338 13.6%

$ 41,513,977 100.0% $ 39,572,287 100.0%

� Property Valuation. The business prospects and the financial strength of the tenant are important aspects of the
evaluation of any sale and leaseback of property, or acquisition of property subject to a net lease, particularly a
property that is specifically suited to the needs of the tenant. We generally require quarterly unaudited and annual
audited financial statements of the tenant in order to continuously monitor the financial performance of the
property. We evaluate the financial capability of the tenant and its ability to perform per the terms of the lease.
We may also examine the available operating results of prospective investment properties to determine whether
or not projected rental levels are likely to be met. We then compute the value of the property based on historical
and projected operating results. In addition, each property that we propose to purchase will be appraised by an
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independent appraiser. These appraisals may take into consideration, among other things, the terms and
conditions of the particular lease transaction, the quality of the tenant�s credit and the conditions of the credit
markets at the time the lease transaction is negotiated. The appraised value may be greater than the construction
cost or the replacement cost of a property, and the actual sale price of a property, if we resell the property in the
future, may be greater or less than its appraised value. We generally limit our property acquisition cost or value to
between $3 million and $30 million

� Properties Important to Tenant Operations. Our Adviser generally seeks to acquire investment properties that are
essential or important to the ongoing operations of the prospective tenant. We believe that these investment
properties provide better protection in the event a tenant becomes bankrupt, since leases on properties essential or
important to the operations of a bankrupt tenant are typically less likely to be rejected in the bankruptcy or
otherwise terminated.

7
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� Lease Provisions that Enhance and Protect Value. When appropriate, our Adviser attempts to include provisions
in our leases that require our consent to specified tenant activity or require the tenant to satisfy specific operating
tests. These provisions may include, for example, operational or financial covenants of the tenant, as well as
indemnification of us by the tenant against environmental and other contingent liabilities. We believe that these
provisions serve to protect our investments from changes in the operating and financial characteristics of a tenant
that may impact its ability to satisfy its obligations to us or that could reduce the value of our properties. We
generally also seek covenants requiring tenants to receive our consent prior to any change in control of the tenant.

� Credit Enhancement. Our Adviser may also seek to enhance the likelihood of a tenant�s lease obligations being
satisfied through a cross-default with other tenant obligations, a letter of credit or a guaranty of lease obligations
from each tenant�s corporate parent. We believe that this type of credit enhancement, if obtained, provides us with
additional financial security.

Underwriting of the Real Estate and Due Diligence Process
In addition to underwriting the tenant or borrower, we also underwrite the real estate to be acquired or secured by one
of our mortgages. On our behalf, our Adviser performs a due diligence review with respect to each property, such as
evaluating the physical condition of a property, zoning and site requirements to ensure the property is in conformance
with all zoning regulations as well as an environmental site assessment, in an attempt to determine potential
environmental liabilities associated with a property prior to its acquisition, although there can be no assurance that
hazardous substances or wastes (as defined by present or future federal or state laws or regulations) will not be
discovered on the property after we acquire it. See �Risk Factors�Potential liability for environmental matters could
adversely affect our financial condition.�
Our Adviser also reviews the structural soundness of the improvements on the property and may engage a structural
engineer to review all aspects of the structures in order to determine the longevity of each building on the property.
This review normally also includes the components of each building, such as the roof, the electrical wiring, the
heating and air-conditioning system, the plumbing, parking lot and various other aspects such as compliance with state
and federal building codes.
Our Adviser also physically inspects the real estate and surrounding real estate as part of determining the value of the
real estate. All of our Adviser�s due diligence is aimed at arriving at a valuation of the real estate under the assumption
that it was not rented to the tenant we are considering. As part of this process, our Adviser may consider one or more
of the following items:
� The comparable value of similar real estate in the same general area of the prospective property. In

this regard, comparable property is hard to define since each piece of real estate has its own distinct
characteristics. But to the extent possible, comparable property in the area that has sold or is for
sale will be used to determine if the price being paid for the property is reasonable. The question of
comparable properties� sale prices is particularly relevant if a property might be sold by us at a later
date.

� The comparable real estate rental rates for similar properties in the same area of the prospective
property.

� Alternative property uses that may offer higher value.

� The cost of replacing the property if it were to be sold.

� The assessed value as determined by the local real estate taxing authority.
8
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In addition, our Adviser supplements its valuation with a real estate appraisal in connection with each investment that
we consider. When appropriate, our Adviser may engage experts to undertake some or all of the due diligence efforts
described above.
Additional Investment Considerations
Terms of Mortgage Loans
Some of the mortgage loans that we may make, purchase or otherwise acquire in the future, in addition to providing
for base interest at a fixed or variable rate, may allow us to participate in the economic benefits of any increase in the
value of the property securing repayment of the loan as though we were an equity owner of a portion of the property.
In addition, it is possible that participation may take other forms where our Adviser deems participation available or
otherwise appropriate, provided that such participation does not jeopardize our REIT tax status. The form and extent
of our participation, if any, will vary with each transaction depending on factors such as credit support provided by the
borrower, the interest rate on our mortgage loans and the anticipated and actual cash flow from the underlying real
property. Our mortgage loans may include first mortgage loans, leasehold mortgage loans or conventional mortgage
loans without equity enhancements. We have not in the past, nor do we intend in the future to make or invest in
sub-prime mortgage loans.
Except as described below, any mortgage loan in our portfolio will generally be secured by real property with a
demonstrable income-producing potential as well as a security interest in personal or mixed property connected with
the real property.
In the event that we make or invest in a mortgage loan, we will generally require a mortgagee�s title insurance policy
or commitment as to the lien priority of a mortgage or the condition of title in connection with each mortgage loan.
We also may obtain an independent appraisal for underlying real property, that our Adviser may consider when
determining whether or not to make or invest in a particular mortgage loan. In making mortgage loans that, when
combined with existing loans that are on a parity with or senior to our mortgage loan, exceed 85% of the appraised
value of any underlying real property, our Adviser considers additional underwriting criteria such as the net worth of
the borrower, the borrower�s credit rating, if any, the anticipated cash flow of the borrower, any additional collateral or
other credit enhancements provided by the borrower or its affiliates and other factors our Adviser deems appropriate.
Where we think it is appropriate we may make mortgage loans that are subordinated to a first mortgage on a property.
For example, if the property is subject to an economic development loan as a first mortgage at a particularly low
interest rate, we may make a second mortgage loan on the property. However, we will not make a second mortgage
loan on any property that we would not consider owning, subject to the existing senior financing, and leasing to the
tenant.
From time to time, we may purchase mortgage loans, including loans being sold at a discount, from banks and other
financial institutions if the subject property otherwise satisfies our underwriting criteria.
Other Investments
We may invest up to an aggregate of 10% of our net equity in unimproved or non-income-producing real property and
in �equity interests.� �Equity interests� are defined generally to mean stock, warrants or other rights to purchase the stock
of, or other equity interests in, a tenant of a property, an entity to which we lend money or a parent or controlling
person of a borrower or tenant, and we will not acquire equity interests in any entity other than in connection with a
lease or mortgage loan transaction. We anticipate that equity interests will not exceed 5% of our net equity in the
aggregate, and we will not make any such investment in equity interests if such investment would adversely affect our
qualification as a REIT for tax purposes. To the extent that we hold equity interests in tenants or borrowers, we
anticipate that they will generally be �restricted securities� as defined in Rule 144 under the Securities Act. Under this
rule, we may be prohibited from reselling the equity securities without limitation until we have fully paid for and held
any
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such securities for one year. The issuer of equity interests in which we invest may never register these interests under
the federal securities laws, since any decision of an issuer to register its securities may depend on any number of
factors, including the success of its operations.
We will generally invest in unimproved or non-income-producing property only when our Adviser believes that such
property will appreciate in value or will increase the value of an adjoining or neighboring property that we own.
We might use taxable REIT subsidiaries to acquire or hold property, including equity interests, that may not be
deemed to be REIT-qualified assets. Taxable REIT subsidiaries are taxed as ordinary corporations and any taxes paid
by such entity will reduce cash available to us for payment of distributions to our stockholders.
Temporary Investments
Our working capital and other reserves are invested in permitted temporary investments. Our Adviser evaluates the
relative risks and rates of return, our cash needs and other appropriate considerations when making short-term
investments on our behalf. The rates of return of permitted temporary investments may be less than or greater than
what would be obtainable from real estate investments.
If at any time the character of our investments would cause us to be deemed to be an �investment company� for
purposes of the Investment Company Act of 1940, which we refer to as the 1940 Act, we will take the necessary
action to ensure that we are not deemed to be an �investment company.� Our Adviser will continually review our
investment activity and the composition of our portfolio to ensure that we do not come within the application of the
1940 Act. If we were to be deemed an investment company under the 1940 Act, it would result in penalties and
substantial additional operating costs.
Qualified REIT Subsidiaries
While we intend to conduct substantially all of our activities through our Operating Partnership and Gladstone
Lending, we may also form one or more wholly-owned qualified REIT subsidiaries, or QRSs, to purchase properties.
These QRSs would be formed for the sole purpose of acquiring a specific property or properties located in one or
more states and would have organizational documents that are substantially similar in all relevant ways to our
organizational documents and comply with all applicable state securities laws and regulations.
Joint Ventures
In the future, we may also enter into joint ventures, partnerships and other mutual arrangements with real estate
developers, property owners and others for the purpose of obtaining an equity interest in a property in accordance with
our investment policies. Joint venture investments could permit us to own interests in large properties without unduly
restricting the diversity of our portfolio. We will not enter into a joint venture to make an investment that we would
not otherwise be permitted to make on our own. We expect that in any joint venture the cost of structuring joint
investments would be shared ratably by us and the other participating investors.
Use of Leverage
Non-recourse Financing
Our strategy is to use long-term mortgage borrowings as a financing mechanism in amounts that we believe will
maximize the return to our stockholders. As discussed above in Our Investment Objectives and Our Strategy,
long-term mortgages are currently unavailable to us, and we will focus on medium-term

10

Edgar Filing: GLADSTONE COMMERCIAL CORP - Form 10-K

13



mortgages until the market returns. Currently, all of our long-term mortgage borrowings are structured as
non-recourse to us, and we intend to structure any medium-term mortgages in the same manner, with limited
exceptions that would trigger recourse to us only upon the occurrence of certain fraud, misconduct, environmental or
bankruptcy events. The use of non-recourse financing allows us to limit our exposure to the amount of equity invested
in the properties pledged as collateral for our borrowings. Non-recourse financing generally restricts a lender�s claim
on the assets of the borrower and, as a result, the lender generally may look only to the property securing the debt for
satisfaction of the debt. We believe that this financing strategy, to the extent available, protects our other assets.
However, we can provide no assurance that non-recourse financing will be available on terms acceptable to us, or at
all, and there may be circumstances where lenders have recourse to our other assets. There is no limitation on the
amount we may borrow against any single investment property.
We believe that, by operating on a leveraged basis, we will have more funds available and, therefore, will make more
investments than would otherwise be possible if we operated on a non-leveraged basis. We believe that this creates a
more diversified portfolio and maximizes potential returns to our stockholders. We may refinance properties during
the term of a loan when we believe it is advantageous.
Recourse Financing
Borrowings under our $50.0 million short-term line of credit, which is secured by those properties pledged to the
borrowing base under the line of credit are considered recourse financing, which means that our lenders have a claim
against our assets. We intend to use our existing line of credit as a warehouse line of credit whereby we borrow on a
short-term basis until long-term financing can be arranged, however until we obtain replacement financing for our
existing line of credit, which matures in December 2010, we will use the line primarily for working capital.
Other Investment Policies
Working Capital Reserves
We may establish a working capital reserve, which we would anticipate to be sufficient to satisfy our liquidity
requirements. Our liquidity could be adversely affected by unanticipated costs, greater-than-anticipated operating
expenses or cash shortfalls in funding our distributions to stockholders. To the extent that the working capital reserve
is insufficient to satisfy our cash requirements, additional funds may be produced from cash generated from operations
or through short-term borrowings. In addition, subject to limitations described in this report, we may incur
indebtedness in connection with:
� the acquisition of any property;

� the refinancing of the debt upon any property; or

� the leveraging of any previously unleveraged property.
For additional information regarding our borrowing strategy, see �Investment Policies and Policies with Respect to
Certain Activities�Use of Leverage.�
Holding Period for and Sale of Investments; Reinvestment of Sale Proceeds
We intend to hold each property we acquire for an extended period. However, circumstances might arise which could
result in the early sale of some properties if, in the judgment of our Adviser, the sale of the property is in the best
interest of us and our stockholders.
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The determination of whether a particular property should be sold or otherwise disposed of will be made after
consideration of all relevant factors, including prevailing economic conditions, with a view to achieving maximum
capital appreciation. The selling price of a property which is subject to a net lease will be determined in large part by
the amount of rent payable under the lease, the remaining term of the lease, and the creditworthiness of the tenant. In
connection with our sales of properties, we may lend the purchaser all or a portion of the purchase price. In these
instances, our taxable income may exceed the cash received by us in connection with any such sale, which could cause
us to delay required distributions to our stockholders.
The terms of any sale will be dictated by custom in the area in which the property being sold is located and the
then-prevailing economic conditions. A decision to provide financing to any purchaser would be made only after an
investigation into and consideration of the same factors regarding the purchaser, such as creditworthiness and
likelihood of future financial stability, as are undertaken when we consider a net lease or mortgage loan transaction.
We may continually reinvest the proceeds of property sales in investments that either we or our Adviser believe will
satisfy our investment policies.
Investment Limitations
There are numerous limitations on the manner in which we may invest our funds, which unless otherwise noted
below, may be amended or waived by the Board of Directors at anytime. The Board of Directors has adopted a policy
that we will not:
� invest in real property owned by our Adviser, any of its affiliates or any business in which our Adviser or any

of its subsidiaries have invested except that we may lease property to existing and prospective portfolio
companies of current or future affiliates, such as Gladstone Capital Corporation, Gladstone Investment
Corporation and entities advised by our Adviser, so long as that entity does not control the portfolio company
and the transaction is approved by both companies� board of directors (this policy may not be changed without
the approval of our stockholders);

� invest in commodities or commodity futures contracts, with this limitation not being applicable to futures
contracts when used solely for the purpose of hedging in connection with our ordinary business of investing in
properties and making mortgage loans;

� invest in contracts for the sale of real estate unless the contract is appropriately recorded in the chain of title;

� invest in any individual property with a cost in excess of 20% of our total assets at the time of investment;

� make investments in unimproved property or indebtedness secured by a deed of trust or mortgage loans on
unimproved property in excess of 10% of our total assets. �Unimproved real property� is property which has the
following three characteristics:
� the property was not acquired for the purpose of producing rental or other operating income;

� no development or construction is in process on the property; and

� no development or construction on the property is planned in good faith to commence on the property
within one year of acquisition;

� issue equity securities on a deferred payment basis or other similar arrangement;

� issue debt securities in the absence of adequate cash flow to cover debt service;
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� issue �redeemable securities� as defined in Section 2(a)(32) of the 1940 Act;

� grant warrants or options to purchase shares of our stock to our Adviser or its affiliates;

� engage in trading, as compared with investment activities, or engage in the business of underwriting, or the
agency distribution of, securities issued by other persons;

� acquire securities in any company holding investments or engaging in activities prohibited in the foregoing
clauses; or

� make or invest in mortgage loans that are subordinate to any mortgage or equity interest of any of our affiliates.
Conflict of Interest Policy
We have adopted policies to reduce potential conflicts of interest. In addition, our directors are subject to certain
provisions of Maryland law that are designed to minimize conflicts. However, we cannot assure you that these policies
or provisions of law will reduce or eliminate the influence of these conflicts.
Under our current conflict of interest policy, without the approval of a majority of our disinterested directors, we will
not:
� acquire from or sell to any of our officers, directors or employees, or any entity in which any of our officers,

directors or employees has an interest of more than 5%, any assets or other property;

� borrow from any of our directors, officers or employees, or any entity, other than Gladstone Land Corporation
or Gladstone Management Corporation, our Adviser, in which any of our officers, directors or employees has
an interest of more than 5%. or

� engage in any other transaction with any of our directors, officers or employees, or any entity in which any of
our directors, officers or employees has an interest of more than 5% (except that our Adviser may lease office
space in a building that we own, provided that the rental rate under the lease is determined by our independent
directors to be at a fair market rate).

Our policy also prohibits us from purchasing any real property owned by or co-investing with our Adviser, any of its
affiliates or any business in which our Adviser or any of its subsidiaries have invested, except that we may lease
property to existing and prospective portfolio companies of current or future affiliates, such as Gladstone Capital
Corporation or Gladstone Investment Corporation and other entities advised by our Adviser, so long as that entity
does not control the portfolio company and the transaction is approved by both companies� board of directors. If we
decide to change this policy on co-investments with our Adviser or its affiliates, we will seek our stockholders�
approval.
Future Revisions in Policies and Strategies
Our independent directors periodically review our investment policies to evaluate whether they are in the best interest
of us and our stockholders. Our investment procedures, objectives and policies may vary as new investment
techniques are developed or as regulatory requirements change, and except as otherwise provided in our bylaws or
articles of incorporation, may be altered by a majority of our directors (including a majority of our independent
directors) without the approval of our stockholders, to the extent that our board of directors determines that such
modification is in the best interest of our stockholders. Among other factors, developments in the market which affect
the policies and strategies described in this report or which change our assessment of the market may cause our board
of directors to revise our investment policies and strategies.
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Our Adviser and Administrator
Our business is managed by our Adviser. The officers, directors and employees of our Adviser have significant
experience in making investments in and lending to businesses of all sizes, including investing in real estate and
making mortgage loans. We have entered into an advisory agreement with our Adviser under which our Adviser is
responsible for managing our assets and liabilities, for operating our business on a day-to-day basis and for
identifying, evaluating, negotiating and consummating investment transactions consistent with our investment policies
as determined by our Board of Directors from time to time. Gladstone Administration LLC, or our Administrator,
employs our chief financial officer, chief compliance officer, internal counsel, treasurer and their respective staffs.
David Gladstone, our chairman and chief executive officer, is also the chairman, chief executive officer and the
controlling stockholder of our Adviser. Terry Lee Brubaker, our vice chairman, secretary and chief operating officer
and a member of our board of directors, also serves in the same capacities for our Adviser. George Stelljes III, our
president and chief investment officer and a member of our board of directors, also serves in the same capacities for
our Adviser.
Our Adviser maintains an investment committee that approves each of our investments. This investment committee is
comprised of Messrs. Gladstone, Brubaker and Stelljes. We believe that our Adviser�s investment committee review
process gives us a unique competitive advantage over other REITs because of the substantial experience and
perspective that the members possess in evaluating the blend of corporate credit, real estate and lease terms that
combine to provide an acceptable risk for our investments.
Our Adviser�s board of directors has empowered its investment committee to authorize and approve our investments,
subject to the terms of the advisory agreement. Before we acquire any property, the transaction is reviewed by our
Adviser�s investment committee to ensure that, in its view, the proposed transaction satisfies our investment criteria
and is within our investment policies. Approval by our Adviser�s investment committee is generally the final step in
the property acquisition approval process, although the separate approval of our board of directors is required in
certain circumstances described below. For further detail on this process, please see �Underwriting Criteria, Due
Diligence Process and Negotiating Lease Provisions.�
Our Adviser is headquartered in McLean, Virginia, a suburb of Washington D.C., and also has offices in New York,
New Jersey, Illinois, Texas and Georgia.
Investment Advisory and Administration Agreements
Many of the services performed by our Adviser and Administrator in managing our day-to-day activities are
summarized below. This summary is provided to illustrate the material functions which our Adviser and
Administrator perform for us pursuant to the terms of the advisory and administration agreements, respectively, but it
is not intended to include all of the services which may be provided to us by third parties.
Investment Advisory Agreement
On January 1, 2007, we entered into an amended and restated investment advisory agreement with our Adviser, which
we refer to as the Advisory Agreement, and an administration agreement with our Administrator, which we refer to as
the Administration Agreement.
Under the terms of the Advisory Agreement, we are responsible for all expenses incurred for our direct benefit.
Examples of these expenses include legal, accounting, interest on short-term debt and mortgages, tax preparation,
directors and officers insurance, stock transfer services, stockholder related fees, consulting and related fees. All of
these charges are incurred directly by us rather than by our Adviser for our benefit. Accordingly, we did not make any
reimbursements to our Adviser for these amounts.
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In addition, we are also responsible for all fees charged by third parties that are directly related to our business, which
may include real estate brokerage fees, mortgage placement fees, lease-up fees and transaction structuring fees
(although we may be able to pass some or all of such fees on to our tenants and borrowers). In the event that any of
these expenses are incurred on our behalf by our Adviser, we are required to reimburse our Adviser on a
dollar-for-dollar basis for all such amounts. During the years ended December 31, 2009, 2008 and 2007, none of these
expenses were incurred by our Adviser or by us directly. The actual amount of such fees that we incur in the future
will depend largely upon the aggregate costs of the properties we acquire, the aggregate amount of mortgage loans we
make, and the extent to which we are able to shift the burden of such fees to our tenants and borrowers. Accordingly,
the amount of these fees that we will pay in the future is not determinable at this time. We do not presently expect that
our Adviser will incur any of these fees on our behalf.
Management Services and Fees under the Advisory Agreement
The Advisory Agreement provides for an annual base management fee equal to 2.0% of our total stockholders� equity,
less the recorded value of any preferred stock, and an incentive fee based on funds from operations, or FFO. Our
Adviser does not charge acquisition or disposition fees when we acquire or dispose of properties as is common in
other REITs. Furthermore, there are no fees charged when our Adviser secures long or short term credit or arranges
mortgage loans on our properties.
For purposes of calculating the incentive fee, FFO includes any realized capital gains and capital losses, less any
distributions paid on preferred stock, but FFO does not include any unrealized capital gains or losses. The incentive
fee would reward our Adviser if our quarterly FFO, before giving effect to any incentive fee, or pre-incentive fee FFO,
exceeds 1.75%, or the hurdle rate, of total stockholders� equity, less the recorded value of any preferred stock. We pay
our Adviser an incentive fee with respect to our pre-incentive fee FFO in each calendar quarter as follows:
� no incentive fee in any calendar quarter in which our pre-incentive fee FFO does not exceed the hurdle rate of

1.75% (7% annualized);

� 100% of the amount of the pre-incentive fee FFO that exceeds the hurdle rate, but is less than 2.1875% in any
calendar quarter (8.75% annualized); and

� 20% of the amount of our pre-incentive fee FFO that exceeds 2.1875% in any calendar quarter (8.75%
annualized).

Quarterly Incentive Fee Based on FFO
Pre-incentive fee FFO

(expressed as a percentage of total common stockholders� equity)
Percentage of pre-incentive fee FFO allocated to incentive fee

The incentive fee may be reduced because of our line of credit covenant which limits distributions to our stockholders
to 95% of FFO.
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Administration Agreement
Under the Administration Agreement, we pay separately for our allocable portion of our Administrator�s overhead
expenses in performing its obligations including, but not limited to, rent for employees of our Administrator, and our
allocable portion of the salaries and benefits expenses of our chief financial officer, chief compliance officer, internal
counsel, treasurer and their respective staffs. Our allocable portion of expenses is derived by multiplying our
Administrator�s total expenses by the percentage of our total assets at the beginning of each quarter in comparison to
the total assets of all companies managed by our Adviser under similar agreements.
Adviser Duties and Authority under the Advisory Agreement
Under the terms of the advisory agreement, our Adviser is required to use its best efforts to present to us investment
opportunities consistent with our investment policies and objectives as adopted by our board of directors. In
performing its duties, our Adviser, either directly or indirectly by engaging an affiliate:
� finds, evaluates, and enters into contracts to purchase real estate and make mortgage loans on our behalf in

compliance with our investment procedures, objectives and policies, subject to approval of our board of
directors, where required;

� provides advice to us and acts on our behalf with respect to the negotiation, acquisition, financing, refinancing,
holding, leasing and disposition of real estate investments;

� takes the actions and obtains the services necessary to effect the negotiation, acquisition, financing,
refinancing, holding, leasing and disposition of real estate investments; and

� provides day-to-day management of our business activities and other administrative services for us as
requested by our board of directors.

Our board of directors has authorized our Adviser to make investments in any property on our behalf without the prior
approval of our board if the following conditions are satisfied:
� our Adviser has obtained an independent appraisal for the property indicating that the total cost of the property

does not exceed its appraised value; and

� our Adviser has concluded that the property, in conjunction with our other investments and proposed
investments, is reasonably expected to fulfill our investment objectives and policies as established by our board
of directors then in effect.

The actual terms and conditions of transactions involving investments in properties and mortgage loans are
determined in the sole discretion of our Adviser, subject at all times to compliance with the foregoing requirements.
Some types of transactions, however, require the prior approval of our board of directors, including a majority of our
independent directors, including the following:
� loans not secured or otherwise supported by real property;

� any acquisition or mortgage loan which at the time of investment would have a cost exceeding 20% of our total
assets;

� transactions that involve conflicts of interest with our Adviser (other than reimbursement of expenses in
accordance with the Advisory Agreement); and

� the lease of assets to our Adviser, its affiliates or any of our officers or directors.
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Our Adviser and Administrator also engage in other business ventures and, as a result, their resources are not
dedicated exclusively to our business. For example, our Adviser and Administrator also serve as the external adviser
to Gladstone Capital Corporation and Gladstone Investment Corporation, both publicly traded business development
companies affiliated with us, and Gladstone Land Corporation, a private agricultural real estate company. However,
under the Advisory Agreement, our Adviser is required to devote sufficient resources to the administration of our
affairs to discharge its obligations under the agreement. The Advisory Agreement is not assignable or transferable by
either us or our Adviser without the consent of the other party, except that our Adviser may assign the Advisory
Agreement to an affiliate for whom our Adviser agrees to guarantee its obligations to us. Either we or our Adviser
may assign or transfer the Advisory Agreement to a successor entity.
Employees
We do not currently have any employees and do not expect to have any employees in the foreseeable future.
Currently, services necessary for our business are provided by individuals who are employees of our Adviser and our
Administrator pursuant to the terms of the Advisory Agreement and the Administration Agreement, respectively. Each
of our executive officers is an employee or officer, or both, of our Adviser or our Administrator. No employee of our
Adviser or our Administrator will dedicate all of his or her time to us. However, we expect that 15-20 full time
employees of our Adviser or our Administrator will spend substantial time on our matters during calendar year 2010.
To the extent that we acquire more investments, we anticipate that the number of employees of our Adviser and our
Administrator who devote time to our matters will increase.
As of December 31, 2009, our Adviser and our Administrator collectively had 51 full-time employees. A breakdown
of these employees is summarized by functional area in the table below:

Number of
Individuals Functional Area
11 Executive Management

32 Investment Management, Portfolio Management and Due Diligence

8 Administration, Accounting, Compliance, Human Resources, Legal and Treasury
Competition
We compete with a number of other real estate companies and traditional mortgage lenders, many of whom have
greater marketing and financial resources than we do. Principal factors of competition in our primary business of
investing in and owning leased industrial and commercial real property are the quality of properties, leasing terms,
attractiveness and convenience of location. Additionally, our ability to compete depends upon, among other factors,
trends of the national and local economies, investment alternatives, financial condition and operating results of current
and prospective tenants and borrowers, availability and cost of capital, taxes and governmental regulations.
Available Information
Copies of our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and
amendments, if any, to those reports filed pursuant to Section 13(a) or 15(d) of the Exchange Act are available free of
charge through our website at www.GladstoneCommercial.com and on the Security and Exchange Commission�s
website at www.sec.gov. A request for any of these reports may also be submitted to us by writing: Investor Relations,
Gladstone Commercial Corporation, 1521 Westbranch Drive, Suite 200, McLean, VA 22102, or by calling our
toll-free investor relations line at 1-866-366-5745.
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Item 1A. Risk Factors
An investment in our securities involves a number of significant risks and other factors relating to our structure and
investment objectives. As a result, we cannot assure you that we will achieve our investment objectives. You should
consider carefully the following information before making an investment in our securities.
Risk related to the economy
The current state of the economy and the capital markets increases the possibility of adverse effects on our financial
position, results of operations and common stock price. Continued adversity in the capital markets could impact our
ability to raise capital and limit our ability to make new investments.
The United States remains in a recession, and, as a result, conditions within the global credit markets and the U.S. real
estate credit markets in particular continue to experience dislocation and stress. While we are seeing signs of
economic improvement and stabilization in the equity markets, the debt markets are still challenging, and we do not
know if adverse conditions will again intensify, nor are we able to gauge the full extent to which the disruptions will
affect us. The stress to the global credit markets has resulted in an extreme tightening of liquidity and while the United
States government has implemented plans designed to ease the credit markets, the credit markets remain very
constricted for commercial real estate. Continued weak economic and credit conditions could adversely impact the
financial condition of one or more of our tenants or our borrower and, therefore, could make a tenant or borrower
bankruptcy, and payment default on the related lease or loan, more likely. As of December 31, 2009, all of our tenants
and borrower were paying as agreed, however, there is no guarantee this will continue. The recession generally, and
the disruptions in the capital markets in particular, have decreased liquidity and increased our cost of equity capital
which has impacted our ability to raise capital and in turn greatly reduced our ability to make new investments as we
did not acquire any properties during 2009. The longer these conditions persist, the greater the probability that these
factors will have an adverse effect on our liquidity, financial condition, results of operations, ability to pay
distributions to stockholders and the price of our common stock.
Risks related to our financing
Our line of credit contains various covenants which, if not complied with, could accelerate our repayment obligations,
thereby materially and adversely affecting our liquidity, financial condition, results of operations and ability to pay
distributions to stockholders.
The agreement governing our line of credit requires us to comply with certain financial and operational covenants.
These covenants require us to, among other things, maintain certain financial ratios, including fixed charge coverage,
debt service coverage and a minimum net worth. We are also required to limit our distributions to stockholders to 95%
of our FFO, and continued compliance with this covenant may require us to limit our distributions to stockholders. As
of December 31, 2009, we were in compliance with these covenants. However, our continued compliance with these
covenants depends on many factors, and could be impacted by current economic conditions, and thus there are no
assurances that we will continue to comply with these covenants. In addition, our lender has the option to obtain
updated appraisals for the properties pledged to the line of credit as borrowing base collateral if the lender believes
there has been a material adverse change to the value of any of the pledged properties. If the aggregate value of the
updated appraisals is lower than the current aggregate value of appraisals, it would lower the amount of our borrowing
base and reduce the amount we could borrow under the line of credit with that borrowing base. If the line is fully
drawn, and the value of the borrowing base is reduced because of a lower aggregate updated appraisal value, we
would be required to repay a portion of the outstanding line. Failure to comply with these covenants would result in a
default which, if we were unable to obtain a waiver from the lenders, could accelerate our repayment obligations
under the line of credit and thereby have a material adverse impact on our liquidity,
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