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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 an offer
to sell these securities and is not soliciting an offer to buy these securities in any jurisdiction where the offer or sale is

not permitted.

SUBJECT TO COMPLETION, DATED JUNE 11, 2014
PRELIMINARY PROSPECTUS

Capitala Finance Corp.

$50,000,000
% Notes due 2021

We are an externally managed non-diversified closed-end management investment company that has elected to be
treated as a business development company ( BDC ) under the Investment Company Act of 1940 ( 1940 Act ). Our
investment objective is to generate both current income and capital appreciation through debt and equity investments.
Both directly and through our subsidiaries that are licensed under the Small Business Investment Company Act
( SBIC ), we offer customized financing to business owners, management teams and financial sponsors for change of
ownership transactions, recapitalizations, strategic acquisitions, business expansion and other growth initiatives. We
are managed by Capitala Investment Advisors, LLC, and Capitala Advisors Corp. provides the administrative services
necessary for us to operate. We are an emerging growth company within the meaning of the Jumpstart Our Business
Startups Act of 2012 (the JOBS Act ), and as such are subject to reduced public company reporting requirements.

We are offering $50,000,000 in aggregate principal amount of % notes due 2021, which we refer to as the Notes,
which equals a total of 2,000,000 Notes. The Notes will mature on June , 2021. We will pay interest on the Notes on
March , June , September and December of each year, beginning on September , 2014. We may redeem the
Notes in whole or in part at any time, or from time to time on or after June , 2017, at the redemption price of par,
plus accrued interest, as discussed under the caption Description of the Notes Optional Redemption. The Notes will
be issued in minimum denominations of $25 and integral multiples of $25 in excess thereof.

The Notes will be our direct unsecured obligations and rank pari passu, or equal, with all outstanding and future
unsecured unsubordinated indebtedness issued by Capitala Finance Corp. The Notes will be effectively subordinated
to our future secured indebtedness and structurally subordinated to all existing and future indebtedness and other
obligations of any of our subsidiaries, including the outstanding debentures of our two wholly owned SBIC
subsidiaries.

The Notes have been approved for listing on the New York Stock Exchange and we expect trading to commence
thereon within 30 days of the original issue date under the trading symbol CLA. We do not intend to have the Notes
rated by any rating agency and, as a result, the Notes may be subject to greater volatility than debt with an investment
grade rating. The Notes are expected to trade flat. This means that purchasers will not pay, and sellers will not receive,
any accrued and unpaid interest on the Notes that is not included in the trading price. Currently, there is no public
market for the Notes and there can be no assurance that one will develop.

$50,000,000 % Notes due 2021 4
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This prospectus contains important information about us that a prospective investor should know before investing in
the Notes. Please read this prospectus before investing and keep it for future reference. We file annual, quarterly and
current reports, proxy statements and other information about us with the Securities and Exchange Commission

( SEC ). This information is available free of charge by contacting us by mail at 4201 Congress St., Suite 360,
Charlotte, NC 28209, by telephone at (704) 376-5502 or on our website at http://www.capitalagroup.com. The SEC
also maintains a website at http://www.sec.gov that contains such information. Information contained on our website is
not incorporated by reference into this prospectus, and you should not consider that information to be part of this
prospectus.

An investment in our Notes is subject to risks and involves a heightened risk of total loss of investment. In
addition, the companies in which we invest are subject to special risks. For example, we invest in securities that
are rated below investment grade by rating agencies or that would be rated below investment grade if they
were rated. Below investment grade securities, which are often referred to as high yield or junk, have
predominantly speculative characteristics with respect to the issuer s capacity to pay interest and repay
principal. See Risk Factors beginning on page 19 to read about factors you should consider, including the risk
of leverage, before investing in our Notes.

Neither the 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.

Per Note Total

Public offering price $ $
Underwriting discount (sales load) $ $
Proceeds to us before expenses(!) $ $

(I)Before deducting expenses payable by us related to this offering, estimated at $327,562, or approximately $0.16
per Note.
The underwriters may also purchase up to an additional $  total aggregate principal amount of Notes offered hereby,
within 30 days of the date of this prospectus. If the underwriters exercise this option in full, the total public offering
price will be $ , the total underwriting discount (sales load) paid by us will be $ , and total proceeds, before
expenses, will be $

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

Delivery of the Notes in book-entry form only through The Depository Trust Company will be made on or about
,2014.

Underwriters

(Joint Book-Running Managers)

Keefe, Bruyette & Woods
Deutsche Bank Securities A Stifel BB&T Capital Markets
Company
(Lead Managers)
Janney Montgomery Scott Oppenheimer & Co. William Blair Wunderlich Securities

$50,000,000 % Notes due 2021 5
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(Co-Managers)
Ladenburg Thalmann & Co. J.J.B. Hilliard, W.L. Lyons, LL.C Sandler O Neill + Partners, L.P.
The date of this prospectus is ,2014.

$50,000,000 % Notes due 2021
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You should rely only on the information contained in this prospectus. We have not, and the underwriters have
not, authorized any other person to provide you with different information or to make representations as to
matters not stated in this prospectus. If anyone provides you with different or inconsistent information, you
should not rely on it. We are offering to sell, and seeking offers to buy, securities only in jurisdictions where

offers and sales are permitted. You should not assume that the information contained in this prospectus is
accurate as of any date other than the date on the front of this prospectus. We will amend or supplement this
prospectus in the event of any material change to the information contained herein during the prospectus
delivery period.
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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 and the documents to which we have referred.

Immediately prior to the pricing of Capitala Finance Corp. s initial public offering ( IPO ) on September 24, 2013,
we acquired, through a series of transactions (the Formation Transactions ), an investment portfolio (the Legacy
Portfolio ) from the following entities:

CapitalSouth Partners Fund I Limited Partnership ( Fundl );
CapitalSouth Partners Florida Sidecar Fund I, L.P. ( Florida Sidecar Fund );
CapitalSouth Partners Fund Il Limited Partnership ( Fund Il );
CapitalSouth Partners SBIC Fund I1l, L.P. ( Fund Il ); and
CapitalSouth Partners Fund IlIl, L.P. ( Fund IIl Parent Fund ).

After the Formation Transactions, the Legacy Portfolio consisted of: (1) approximately $326.3 million in investments,
(2) an aggregate of approximately $67.1 million in cash, interest receivable and other assets; and (3) liabilities of
approximately $202.2 million of SBA-guaranteed debt payable. We issued an aggregate of approximately 9.0 million
shares of our common stock to acquire the Legacy Portfolio. Fund Il, Fund IIl, and Florida Sidecar Fund and their
respective general partners became our wholly owned subsidiaries. Fund Il and Fund Il have elected to be treated as
BDCs under the 1940 Act.

Except where the context suggests otherwise:

we, us, our, Capitala Finance andthe Company refer to Capitala Finance Corp. and its subsidiaries,
Capitala Investment Advisors or investment adviser refer to Capitala Investment Advisors, LLC,
the administrator refers to Capitala Advisors Corp.,
the Legacy Funds refers collectively to Fund Il, Fund 11l and their respective general partners; and

the Legacy Investors refers to the investors that received shares of our common stock through the Formation
Transactions.
In this prospectus, we use the term smaller and lower middle-market to refer to companies generating between $10

million and $200 million in annual revenue and having at least $5 million in annual earnings before interest, taxes,

depreciation and amortization ( EBITDA ).

Unless otherwise noted, the information contained in this prospectus assumes that the underwriters overallotment
option is not exercised.

Capitala Finance Corp.

We are an externally managed non-diversified closed-end management investment company that has elected to be
treated as a BDC under the 1940 Act. We are managed by Capitala Investment Advisors, and Capitala Advisors Corp.
provides the administrative services necessary for us to operate. We were formed to continue and expand the business

of the Legacy Funds by making additional investments to the extent permitted by the SBA, as well as to make
investments in portfolio companies directly at the Capitala Finance level. We do not expect that the investments we
make through the Legacy Funds will be materially different from the investments we make at the Capitala Finance
level. We are an emerging growth company within the meaning of the JOBS Act, and as such are subject to reduced

Capitala Finance Corp. 9
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public company reporting requirements.

We invest primarily in traditional mezzanine, senior subordinated and unitranche debt, as well as senior and
second-lien loans and, to a lesser extent, equity securities issued by smaller and lower middle-market companies. We
target companies in a diverse range of industries with a focus on the business services,

Capitala Finance Corp. 10
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manufacturing, consumer and retail, energy and healthcare industries, in which we believe we have particular
expertise. These companies typically will have sufficient cash flow to cover debt service and, to a lesser extent,
tangible and intangible assets available as collateral and security against our loan. We believe this provides us with an
attractive risk-adjusted return profile, while protecting principal and increasing the likelihood of repayment.

Our Investment Strategy

Our investment objective is to generate both current income and capital appreciation through debt and equity
investments. We expect the companies in which we invest will generally have between $5 million and $30 million in
trailing twelve month EBITDA. We believe our focus on mezzanine and senior subordinated loans enables us to
receive higher interest rates and more substantial equity participation. We may also invest in first-lien, senior secured
positions in stretch senior secured loans, also referred to as unitranche loans, which combine characteristics of
traditional first-lien senior secured loans and subordinated loans, providing us with greater influence and security in
the primary collateral of a borrower and potentially mitigating loss of principal should a borrower default. In addition
to debt securities, we may acquire equity or detachable equity-related interests (including warrants) from a borrower.
Typically, the debt in which we invest is not initially rated by any rating agency; however, we believe that if such
investments were rated, they would be rated below investment grade. Below investment grade securities, which are
often referred to as high yield or junk, have predominantly speculative characteristics with respect to the issuer s
capacity to pay interest and repay principal. We intend to target investments that mature in four to six years from our
investment.

We typically will not limit our loan commitments to a percentage of a traditional borrowing base, although we attempt

to protect against risk of loss on our debt investments by structuring, underwriting and pricing loans based on
anticipated cash flows of our borrowers. Prior to the IPO, Fund I, Fund II and Fund III underwrote investments in
more than 78 smaller and lower middle-market companies totaling more than $475 million of invested capital since

2000, and we believe that a continuation of this strategy allows us to make structured investments with more attractive

pricing and greater opportunities for meaningful equity participation than traditional asset-based, senior secured loans.

Further, we believe that we benefit from our investment adviser s long-standing relationships with many private equity

fund sponsors, whose participation in portfolio companies, we believe, makes repayment from refinancing, asset sales
and/or sales of the borrowers themselves more likely than a strategy whereby we consider investments only in

founder-owned or non-sponsored borrowers.

Capitala Investment Advisors

We are managed by Capitala Investment Advisors, whose investment team members have significant and diverse
experience financing, advising, operating and investing in smaller and lower middle-market companies. Moreover, our
investment adviser s investment team has refined its investment strategy by sourcing, reviewing, acquiring and
monitoring 82 portfolio companies totaling more than $550 million of invested capital from 2000 through March 31,
2014. Capitala Investment Advisors investment team also manages CapitalSouth Partners SBIC Fund IV, L.P. ( Fund
IV ), a private investment limited partnership providing financing solutions to companies that generate between $5
million and $50 million in annual revenues and have between $1 million and $5 million in annual EBITDA. Fund IV
had its first closing in March 2013 and obtained SBA approval for its SBIC license in April 2013. In addition to Fund
IV, affiliates of Capitala Investment Advisors manage several affiliated funds. We will not co-invest in transactions
with other entities affiliated with Capitala Investment Advisors unless we obtain an exemptive order from the SEC or
do so in accordance with existing regulatory guidance. We do not expect to make co-investments, or otherwise
compete for investment opportunities, with Fund IV because its focus and investment strategy differ from our own.

Capitala Investment Advisors 11
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Our investment adviser is led by Joseph B. Alala, III, our chief executive officer, president, chairman of our Board of
Directors and the managing partner and chief investment officer of our investment adviser, Hunt Broyhill, a partner of
our investment adviser, Stephen A. Arnall, our chief financial officer, and John F. McGlinn, our chief operating
officer, secretary and treasurer, and a director of our investment adviser. Messrs. Alala, Broyhill and McGlinn serve as

our investment adviser s investment committee. They are

Capitala Investment Advisors 12
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assisted by Christopher B. Norton and Michael S. Marr, who both serve as directors of our investment adviser, as well
as thirteen other investment professionals. See Portfolio Management.

Our investment adviser s investment committee, as well as certain key investment team members that are involved in
screening and underwriting portfolio transactions, have worked together for more than ten years. These investment
professionals have an average of over 20 years of experience in various finance-related fields, including operations,
corporate finance, investment banking, business law and merchant banking, and have collectively developed a broad
network of contacts that can offer us investment opportunities. Much of our investment adviser s investment team has

worked together screening opportunities, underwriting new investments and managing a portfolio of investments in
smaller and lower middle-market companies through two recessions, a credit crunch, the dot-com boom and bust and
a historic, leverage-fueled asset valuation bubble.

Corporate History

Immediately prior to the IPO, through the Formation Transactions, we acquired all the equity interests in Fund 1II,
Fund III, Florida Sidecar Fund and each such fund s respective general partners, as well as certain assets from Fund I
and Fund III Parent Fund, which collectively constitute the Legacy Portfolio. At the time of the Formation
Transactions, the Legacy Portfolio consisted of: (1) approximately $326.3 million in investments; (2) an aggregate of
approximately $67.1 million in cash, interest receivable and other assets; and (3) liabilities of approximately $202.2
million of SBA-guaranteed debt payable. In connection with the Formation Transactions, we issued an aggregate of
approximately 9.0 million shares of our common stock to the investors in the Legacy Funds. We have two

SBIC-licensed subsidiaries that have elected to be treated as BDCs under the 1940 Act.

Set forth below is a diagram of our current organizational structure:

Capitala Finance also owns 100% of the general partners of each of Florida Sidecar Fund, Fund II and Fund III.

"These general partners do not hold any portfolio investments.
2.  Includes the investments acquired from Fund I and Fund III Parent through the Formation Transactions.
Our Portfolio

As of March 31, 2014, the investments in our portfolio were comprised of approximately $264.7 million in debt

investments and $126.5 million in equity investments and warrants across 43 portfolio companies. The debt

investments in our portfolio had a weighted average annualized yield of approximately 13.8% as of March 31, 2014,
which includes a cash component of approximately 13.0% and a payment-in-kind ( PIK ) interest component of

approximately 0.8%. PIK interest represents contractually deferred interest added to the loan balance that is generally

due at the end of the loan term and recorded as interest income on an accrual basis to the extent such amounts are

expected to be collected.

Corporate History
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As of March 31, 2014, the debt investments in our portfolio had a weighted average time to maturity of 3.1 years and
a yield to maturity of 15.7%. In addition, our debt investments have structural protections, including default penalties,
information rights, affirmative, negative and financial covenants, such as lien protection and prohibitions against
change of control and, as needed, intercreditor agreements to protect second lien positions.

The following charts summarize our portfolio mix of investments by security type, industry and region based on fair
value as of March 31, 2014.

Mix of Investments by Security Type

Mix of Investments by Security Type 14
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Mix of Investments by Industry
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Mix of Investments by Region

Recent Developments

On April 1, 2014, we received $8.0 million in principal prepayments on AAE Acquisition, LLC senior secured term
debt.

On April 28, 2014, we originated a $250 thousand line of credit in Market E s, LLC that has a contractual interest rate
of 10%.

On May 5, 2014, we originated a $1.0 million subordinated loan to Sparus Holdings, Inc that has a contractual interest
rate of 12% cash, 2% PIK.

On May 8, 2014, we originated a $3.8 million senior term loan and a $1.1 million delayed draw term loan in U.S.
Well Services, LLC that have contractual interest rates of Libor + 11.5%.

On May 8, 2014, our Board declared a quarterly dividend of $0.47 per share payable on June 26, 2014 to holders of
record as of June 9, 2014.

On June 10, 2014, we received an exemptive order from the SEC exempting us, Fund II and Fund III from certain
provisions of the 1940 Act (including an exemptive order granting relief from the asset coverage requirements for
certain indebtedness issued by Fund II and Fund III as SBICs) and from certain reporting requirements mandated by
the Securities Exchange Act of 1934, as amended (the Exchange Act ), with respect to Fund II and Fund III. We intend
to comply with the conditions of the order.

Recent Developments 16
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Market Opportunity

We believe that the current credit environment provides significant opportunities to achieve attractive risk-adjusted
returns on the types of cash flow-based loans to smaller and lower middle-market companies that we intend to make.
In particular, we believe that due to factors affecting lending institutions (including but not limited to consolidation,
capital constraints and regulatory changes) and the failure of non-bank financing vehicles during and immediately
following the 2008 2009 recession, demand for financing from smaller and lower middle-market companies exceeds,
and will continue to exceed, the investment capacity of lenders that have traditionally served this market. We review
investment opportunities throughout the United States. Based on our location and our investment adviser s 15-year
track record, we target our business development efforts in the Southeast, Southwest and Mid-Atlantic capital
markets, which are in some of the fastest growing regional economies in the country. According to the U.S. Bureau of
Economic Analysis, from 2002 to 2012, the Southeast, Southwest and Mid-Atlantic regions collectively had real gross
domestic product ( GDP ) growth and population growth of 18.0% and 10.8%, respectively, compared to U.S. real GDP
growth and U.S. population growth of 16.2% and 8.9%, respectively.

We believe that the following characteristics of the current credit markets combined with certain long-term trends
associated with lending to smaller and lower middle-market companies provide a strong market environment.

Strong Demand For Capital Coupled with Fewer Providers. We believe there has been a combination of growing
demand for capital and an underserved market for capital addressing smaller and lower middle-market borrowers. We
believe there is robust demand for both continued growth capital and refinancing capital as debt facilities become due
at a time when there is a significant lack of willing and qualified capital providers. We believe these market
conditions have been further exacerbated in the current environment due to:
Recent domestic and international regulatory changes, including Basel III and Federal Reserve regulations, have
resulted in the contraction of banks lending capacities and a related de-emphasis on product offerings to smaller and
lower middle-market companies;
the elimination of many specialized lenders from the market due to lack of capital as a result of various factors
including the shrinking of the securitization market or their own poor performance; and
the need for certain remaining capital providers to reduce lending activities due to reduced access to capital
and the overall deleveraging of the financial market.
More Conservative Deal Structures and Attractive Return Profiles. As a result of traditional lenders having been
hurt by loans underwritten prior to the 2008 2009 economic recession, borrowers have generally been required to
maintain more equity as a percentage of their total capitalization. With more conservative capital structures, middle
market companies have exhibited higher levels of cash flows available to service their debt. In addition, middle
market companies often are characterized by simpler capital structures than larger borrowers, which facilitates a
streamlined underwriting process.

Further, the withdrawal of many traditional senior lenders from the market, combined with reduced leverage levels
and a restoration of prudent loan conditions and covenant levels, allows for specialty finance companies making
unitranche and cash flow-based senior or subordinated loans to charge premium risk-adjusted pricing, while
subordinated only to a modest amount of senior asset-based debt (if not maintaining first lien senior secured positions
over the loan collateral provided by the borrowers).

Underserved Capital Markets. We believe that the Southeast, Southwest and Mid-Atlantic capital markets are
less-served than other larger, more mature capital markets (i.e., the Northeast, Midwest and West Coast). Likewise,
we believe that the impact of credit contraction as a result of lender consolidation, departure or refocusing will
continue to disproportionately impact the smaller and lower middle-market companies that the Legacy Funds have
supported since 2000.

Market Opportunity 17
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Our Competitive Advantages

We believe that we are well positioned to take advantage of investment opportunities in smaller and lower
middle-market companies due to the following competitive advantages:

Focus on Seasoned, Smaller and Lower Middle-Market Companies in Underserved Capital Markets. Most of our
capital is invested in companies that need growth capital, acquisition financing or funding to recapitalize or refinance
existing debt facilities. We generally seek to avoid investing in high-risk, early-stage enterprises that are only
beginning to develop their market share or build their management and operational infrastructure. We believe our
target portfolio companies are generally considered too small for, or remote from, large, competitive capital markets,
or in underserved industries or sectors. Further, we anticipate that some investments will require our industry-specific
knowledge and expertise. As a result, we believe we can negotiate loan terms that typically will possess better
risk-adjusted return profiles than loan terms to larger, more mainstream companies. While we will consider
investment opportunities from anywhere in the United States and we recognize the importance of geographic
diversification, we continue to focus on smaller, underserved capital markets. We are headquartered in Charlotte,
North Carolina, and have offices in Raleigh, North Carolina; Louisville, Kentucky; Fort Lauderdale, Florida, Atlanta,
Georgia and Washington, D.C. We have a historical track record with numerous investment firms and deal sources
across the Southeast, Southwest and Mid-Atlantic regions. We believe we are well positioned to continue to source
high quality investment opportunities throughout these regions.
Flexible, Customized Financing Solutions to Provide Attractive Risk-Adjusted Returns. Based on our prior
experience, we can offer our portfolio companies (and their financial sponsors) a variety of attractive bespoke
financing structures to meet their capital needs. We expect to continue to focus on mezzanine and senior subordinated
debt investments and senior, cash flow-based unitranche debt investments, coupled with equity interests, either in the
form of detachable penny warrants or equity co-investments made pari passu with financial sponsors. As of March
31, 2014, the weighted average annualized yield of our debt investments was approximately 13.8%, which includes a
cash component of approximately 13.0% and a PIK interest component of approximately 0.8%, and a yield to
maturity of 15.7%. Additional information regarding our portfolio is set forth under Portfolio Companies and
Management s Discussion and Analysis of Financial Condition and Results of Operations, as well as in the schedule of
investments and the related notes thereto included in this prospectus.
Disciplined Underwriting Policies and Rigorous Portfolio Management. We pursue rigorous due diligence of all
prospective investments regardless of whether a potential investment was sourced directly by our investment adviser
or we are invited to invest as part of a lending syndicate. Our investment adviser s investment team has developed an
extensive underwriting due diligence process, which includes a review of the operational, financial, legal and industry
performance and outlook for the prospective investment, including quantitative and qualitative stress tests, review of
industry data and analyst coverage and consultation with outside experts regarding the creditworthiness of the
borrower and the potential equity upside. These processes continue during the portfolio monitoring process, when our
investment adviser will conduct field examinations, review all compliance certificates and covenants and regularly
assess the financial and business conditions and prospects of portfolio companies.
Lower-Cost SBA-Guaranteed Debentures. As licensed SBICs, our wholly owned subsidiaries, Fund II and Fund III,
have issued fixed low-interest rate, long-term debentures that are guaranteed by the SBA, securitized, and ultimately
sold in the capital markets. We believe these lower-cost existing debentures and any additional SBA-guaranteed
debentures we may be permitted to issue in the future will allow us to increase our net interest income beyond the
level that would otherwise be attainable without such leverage or by utilizing traditional higher-cost leverage obtained
from conventional financial institutions.
Established Direct Origination Platform with Extensive Deal Sourcing Infrastructure. Our investment adviser s
investment team has reviewed, on average, over 800 investment opportunities
8
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per year since 2008. We anticipate that our principal source of investment opportunities will continue to be sell-side
intermediaries and private equity sponsors investing in the same types of smaller and lower middle-market companies
in which we seek to invest. We believe our investment adviser s track record, extensive experience in multiple
industries and investments with multiple private equity sponsors have strengthened our relationships with private
equity sponsors and will lead to new ones. Our investment adviser s investment team seeks to leverage its extensive
network of additional referral sources, including law firms, accounting firms, financial, operational and strategic
consultants and financial institutions, with whom we have previously completed investments. All these relationships
should continue to enable us to review a significant amount of high quality, direct (or non-brokered) deal flow, lead to
a stable, continuing source of high quality investment opportunities, and provide significant benefits to our
investments, such as more thorough due diligence, an additional primary layer of investment monitoring and
management and a backup source of additional equity funding.

Experienced Management Team with Proven Track Record. We believe that our investment adviser s investment
team is one of the leading capital providers to smaller and lower middle-market companies in the Southeast,
Southwest and Mid-Atlantic regions. Since their respective formations in 1998, 2002 and 2007 until the closing of our
IPO on September 30, 2013, Fund I, Fund IT and Fund III had invested in excess of $46.9 million, $151.7 million and
$278.9 million in 79, 117, and 78 transactions, respectively. As of the closing of our IPO, approximately $9.1 million,
$9.6 million and $15.7 million of distributions and/or invested capital, as the case may be, had been paid to investors,
and at the time of the IPO, approximately $4.2 million, $26.2 million and $75 million of funded capital remained
outstanding in Fund I, Fund II and Fund III, respectively. Fund I, Fund II and Fund III were generally invested in the
same types of portfolio investments that we target. Our investment adviser s investment committee, as well as certain
key investment team members that are involved in screening and underwriting portfolio transactions, have worked
together for more than ten years, and have an average of over 20 years of experience in finance-related fields. These
five investment professionals have worked together screening opportunities, underwriting new investments in, and
managing a portfolio of, investments in smaller and lower middle-market companies through two recessions, a credit
crunch, the dot-com boom and bust and a historic, leverage-fueled asset valuation bubble. Moreover, the investment
team has refined its investment strategy through the sourcing, reviewing, executing and monitoring of 82 portfolio
companies totaling more than $550 million of invested capital through March 31, 2014. Each member brings a
complementary component to a team well-rounded in finance, accounting, operations, strategy, business law and
executive management.

Summary Risk Factors

The value of our assets, as well as the market price of our Notes, will fluctuate. Our investments may be risky, and
you may lose all or part of your investment in us. Investing in Capitala Finance involves other risks, including the
following:

We have a limited operating history as a BDC.
We depend upon Capitala Investment Advisors key personnel for our future success.

We operate in a highly competitive market for investment opportunities.
We are a non-diversified investment company within the meaning of the 1940 Act. As a result, our portfolio may lack
company diversification, which may subject us to a risk of significant loss if one or more of these companies defaults
on its obligations under any of its debt instruments.
Our portfolio may be concentrated in a limited number of industries, which may subject us to a risk of significant loss
if there is a downturn in a particular industry in which a number of our investments are concentrated.
Investing in smaller and lower middle-market companies involves a high degree of risk, and our financial results may
be affected adversely if one or more of our significant portfolio investments defaults on its loans or fails to perform as
we expect.
9
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The lack of liquidity in our investments may adversely affect our business.
An extended disruption in the capital markets and the credit markets could impair our ability to raise capital and
negatively affect our business.
As a BDC, the necessity of raising additional capital may expose us to risks, including the typical risks associated
with leverage.
We borrow money, which magnifies the potential for gain or loss on amounts invested and may increase the risk of
investing in us, and the calculation of our base management fee based upon our gross assets may have the effect of
encouraging our investment adviser to utilize leverage when it may not be advisable to do so.
To the extent we borrow money to finance our investments, changes in interest rates will affect our cost of capital and
net investment income.
There will be uncertainty as to the value of our portfolio investments.
We may experience fluctuations in our quarterly and annual results.

We will become subject to corporate-level U.S. federal income tax on all of our income if we are unable to qualify or
maintain our qualification as a regulated investment company, or RIC, under Subchapter M of the Internal Revenue
Code of 1986, as amended, which we refer to as the Code, which would have a material adverse effect on our
financial performance.
Our investment adviser is not obligated to reimburse us for any part of the incentive fee it receives from us that is
based on accrued income that we never receive.
Regulations governing our operation as a BDC affect our ability to raise additional capital and the way in which we
do so.
We are an emerging growth company under the JOBS Act, and we cannot be certain if the reduced disclosure
requirements applicable to emerging growth companies will make our securities less attractive to investors, and make
it more difficult to raise capital as and when we need it.
The Notes will be unsecured and therefore will be effectively subordinated to any secured indebtedness we may incur
in the future.

The Notes will be structurally subordinated to the indebtedness and other liabilities of our SBIC subsidiaries.

The indenture under which the Notes will be issued contains limited protection for holders of the Notes.
There is no existing trading market for the Notes and an active trading market for the Notes may not develop, which
could limit the market price of the Notes or your ability to sell them.
If we default on our obligations to pay other indebtedness that we may incur in the future, we may not be able to make
payments on the Notes.
See Risk Factors beginning on page 19, and the other information included in this prospectus, for additional
discussion of factors you should carefully consider before deciding to invest in the Notes.

Operating and Regulatory Structure

Capitala Finance is a Maryland corporation that is an externally managed, non-diversified closed-end management
investment company that has elected to be regulated as a BDC under the 1940 Act. Capitala Finance s wholly owned
SBIC subsidiaries, Fund II and Fund III, have also elected to be treated as BDCs under the 1940 Act. As a BDC, we

are required to meet regulatory tests, including the requirement to invest at least 70% of our gross assets in qualifying
assets. Qualifying assets generally include securities of private or thinly traded public U.S. companies and cash, cash
equivalents, U.S. government securities and high-quality debt investments that mature in one year or less. See

Regulation as a Business Development Company. In addition to our existing SBA-guaranteed debentures, we may, if

permitted by regulation, seek to issue

10
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additional SBA-guaranteed debentures as well as other forms of leverage and borrow funds to make investments. In
addition, we intend to elect to be treated for federal income tax purposes, and intend to qualify annually thereafter, as
a RIC under the Code. See Material U.S. Federal Income Tax Considerations.

We are an emerging growth company under the JOBS Act and we are subject to reduced public company reporting
requirements. Further, Section 107 of the JOBS Act also provides that an emerging growth company can take
advantage of the extended transition period provided in Section 7(a)(2)(B) of the Securities Act for complying with
new or revised accounting standards. In other words, an emerging growth company can delay the adoption of certain
accounting standards until those standards would otherwise apply to private companies. We have chosen to take
advantage of the extended transition period for complying with new or revised accounting standards.

Our investment activities are managed by Capitala Investment Advisors and supervised by our Board of Directors.
Capitala Investment Advisors is an investment adviser that is registered under the Investment Advisers Act of 1940, as
amended, or the Advisers Act. Under our investment advisory agreement, which we refer to as the Investment

Advisory Agreement, we have agreed to pay Capitala Investment Advisors an annual base management fee based on
our gross assets as well as an incentive fee based on our performance. See Investment Advisory Agreement. We have

also entered into an administration agreement, which we refer to as the Administration Agreement, under which we
have agreed to reimburse our administrator for our allocable portion of overhead and other expenses incurred by our
administrator in performing its obligations under the Administration Agreement, including furnishing us with office
facilities, equipment and clerical, bookkeeping and record keeping services at such facilities, as well as providing us

with other administrative services. See Administration Agreement.
Joseph B. Alala, III, our chief executive officer, president and chairman of our Board of Directors is the managing

member of Capitala Investment Advisors and is the chief executive officer, president and a director of our
administrator.

Our Corporate Information

Our executive offices are located at 4201 Congress Street, Suite 360, Charlotte, North Carolina 28209, our telephone
number is (704) 376-5502 and our website may be found at http://www.capitalagroup.com.

11
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TERMS OF THE NOTES AND THE OFFERING

This section outlines the specific legal and financial terms of the Notes. You should read this section together with the
more general description of the Notes under the heading Description of Our Notes before investing in the Notes.
Capitalized terms used in this prospectus and not otherwise defined shall have the meanings ascribed to them in the

indenture governing the Notes.

Issuer
Capitala Finance Corp.
Title of the securities
% Notes due 2021
Initial aggregate principal amount being offered
$50,000,000

Overallotment option

The underwriters may also purchase from us up to an additional $7,500,000 aggregate principal amount of Notes

solely to cover overallotments, if any, within 30 days of the date of this prospectus.
Initial public offering price

100% of the aggregate principal amount.

Principal payable at maturity

100% of the aggregate principal amount; the principal amount of each Note will be payable on its stated maturity

date at the office of the Trustee, Paying Agent, and Security Registrar for the Notes or at such other office in New

York City as we may designate.
Type of Note

Fixed-rate note

Listing

The Notes have been approved for listing on the New York Stock Exchange and we expect trading to commence

thereon within 30 days of the original issue date under the symbol CLA.
Interest Rate

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

Original issue date

,2014
Stated maturity date

,2021
Date interest starts accruing

,2014

Interest payment dates
Each March , June , September , and December commencing September , 2014. If an interest payment date
falls on a non-business day, the applicable interest payment will be made on the next business day and no additional
interest will accrue as a result of such delayed payment.

Interest periods
The initial interest period will be the period from and including June , 2014, to, but excluding, the initial interest
payment date, and the subsequent interest periods will be the periods from and including an interest payment date to,
but excluding, the next interest payment date or the stated maturity date, as the case may be.

Regular record dates for interest

Each March , June , September and December beginning September , 2014

TERMS OF THE NOTES AND THE OFFERING 26



Edgar Filing: Capitala Finance Corp. - Form N-2/A

Specified currency
U.S. dollars
Place of payment
New York City and/or such other places that may be specified in the indenture or a notice to holders.
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Ranking of Notes
The Notes will be our direct unsecured obligations and will rank:

pari passu, or equal, with our future unsecured indebtedness;

senior to any of our future indebtedness that expressly provides it is subordinated to the Notes;

effectively subordinated to all of our future secured indebtedness (including indebtedness that is initially unsecured
to which we subsequently grant security); and

structurally subordinated to all existing and future indebtedness and other obligations of any of our subsidiaries,
including without limitation, the indebtedness of our wholly owned SBIC subsidiaries.
In the event that one of our subsidiaries becomes insolvent, liquidates, reorganizes, dissolves or otherwise winds up,
its assets will be used first to satisfy the claims of its creditors. Consequently, any claim by us or our creditors,
including holders of our Notes, against any subsidiary will be structurally subordinated to all of the claims of the
creditors of such subsidiary. We cannot assure Notes holders that they will receive any payments required to be
made under the terms of the Notes.
The indenture does not contain any provisions that give you protection in the event we issue a large amount of debt
or we are acquired by another entity.

Denominations

We will issue the Notes in denominations of $25 and integral multiples of $25 in excess thereof.

Business Day
Each Monday, Tuesday, Wednesday, Thursday and Friday that is not a day on which banking institutions in New
York City are authorized or required by law or executive order to close.

Optional redemption
The Notes may be redeemed in whole or in part at any time or from time to time at our option on or after June ,
2017, upon not less than 30 days nor more than 60 days written notice by mail prior to the date fixed for redemption
thereof, at a redemption price of 100% of the outstanding principal amount thereof plus accrued and unpaid interest
payments otherwise payable for the then-current quarterly interest period accrued to but not including the date fixed
for redemption.
You may be prevented from exchanging or transferring the Notes when they are subject to redemption. In case any
Notes are to be redeemed in part only, the redemption notice will provide that, upon surrender of such Note, you will
receive, without a charge, a new Note or Notes of authorized denominations representing the principal amount of
your remaining unredeemed Notes.
Any exercise of our option to redeem the Notes will be done in compliance with the 1940 Act, to the extent
applicable.
If we redeem only some of the Notes, the Trustee will determine the method for selection of the particular Notes to
be redeemed, in accordance with the indenture governing the Notes, and in accordance with the rules of any national
securities exchange or

13
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quotation system on which the Notes are listed. Unless we default in payment of the redemption price, on and after
the date of redemption, interest will cease to accrue on the Notes called for redemption.
Sinking Fund
The Notes will not be subject to any sinking fund.
Repayment at option of Holders
Holders will not have the option to have the Notes repaid prior to the stated maturity date.
Defeasance
The Notes are subject to defeasance by us. Defeasance means that, by depositing with a trustee an amount of cash
and/or government securities sufficient to pay all principal and interest, if any, on the Notes when due and satisfying
any additional conditions required under the indenture and the Notes, we will be deemed to have been discharged
from our obligations under the Notes.
Covenant defeasance
The Notes are subject to covenant defeasance by us. In the event of a covenant defeasance, upon depositing such
funds and satisfying conditions similar to those for defeasance we would be released from certain covenants under
the indenture relating to the Notes. The consequences to the holders of the Notes would be that, while they would no
longer benefit from certain covenants under the indenture, and while the Notes could not be accelerated for any
reason, the holders of Notes nonetheless would be guaranteed to receive the principal and interest owed to them.
Form of Notes
The Notes will be represented by global securities that will be deposited and registered in the name of The
Depository Trust Company, or DTC, or its nominee. Except in limited circumstances, you will not receive
certificates for the Notes. Beneficial interests in the Notes will be represented through book-entry accounts of
financial institutions acting on behalf of beneficial owners as direct and indirect participants in DTC. Investors may
elect to hold interests in the Notes through either DTC, if they are a participant, or indirectly through organizations
that are participants in DTC.
Trustee, Paying Agent, and Security Registrar
U.S. Bank National Association
Other Covenants
In addition to any other covenants described in this prospectus, the following covenants shall apply to the Notes:

We agree that for the period of time during which the Notes are outstanding, we will not violate Section 18(a)(1)(A)
as modified by Section 61(a)(1) of the 1940 Act or any successor provisions, whether or not we continue to be
subject to such provisions of the 1940 Act, but giving effect, in either case, to any exemptive relief granted to us by
the SEC. Currently, these provisions generally prohibit us from incurring additional borrowings, including through
the issuance of additional debt securities, unless our asset coverage, as defined in the 1940 Act, equals at least 200%
after such borrowings. See Risk Factors Risks Relating to our Business and Structure Pending legislation may
allow us to incur additional leverage.

14
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We agree that for the period of time during which the Notes are outstanding, we will not violate Section 18(a)(1)(B)
as modified by Section 61(a)(1) of the 1940 Act or any successor provisions, giving effect to (i) any exemptive relief
granted to us by the SEC and (ii) no-action relief granted by the SEC to another BDC (or to the Company if it
determines to seek such similar no-action or other relief) permitting the BDC to declare any cash dividend or
distribution notwithstanding the prohibition contained in Section 18(a)(1)(B) as modified by Section 61(a)(1) of the
1940 Act in order to maintain the BDC's status as a regulated investment company under Subchapter M of the
Internal Revenue Code of 1986. These provisions generally prohibit us from declaring any cash dividend or
distribution upon any class of our capital stock, or purchasing any such capital stock if our asset coverage, as defined
in the 1940 Act, is below 200% at the time of the declaration of the dividend or distribution or the purchase and after
deducting the amount of such dividend, distribution or purchase.

If, at any time, we are not subject to the reporting requirements of Sections 13 or 15(d) of the Exchange Act to file
any periodic reports with the SEC, we agree to furnish to holders of the Notes and the Trustee, for the period of time
during which the Notes are outstanding, our audited annual consolidated financial statements, within 90 days of our
fiscal year end, and unaudited interim consolidated financial statements, within 45 days of our fiscal quarter end
(other than our fourth fiscal quarter). All such financial statements will be prepared, in all material respects, in
accordance with applicable U.S. GAAP.
Events of Default
You will have rights if an Event of Default occurs with respect to the Notes and is not cured.
The term Event of Default in respect of the Notes means any of the following:

We do not pay the principal of, or premium on, any Note within five days of its due date.

We do not pay interest on any Note when due, and such default is not cured within 30 days.

We remain in breach of any other covenant with respect to the Notes for 60 days after we receive a written notice of
default stating we are in breach. The notice must be sent by either the Trustee or holders of at least 25.0% of the
principal amount of the Notes.

We file for bankruptcy or certain other events of bankruptcy, insolvency or reorganization occur and in the case of
certain orders or decrees entered against us under any bankruptcy law, such order or decree remains undischarged or
unstayed for a period of 90 days.

15
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On the last business day of each of twenty-four consecutive calendar months, the Notes have an asset coverage, as
defined in the 1940 Act, of less than 100% after giving effect to any exemptive relief granted to us by the SEC.

Further Issuances
We have the ability to issue additional debt securities under the indenture with terms different from the Notes and,
without consent of the holders thereof, to reopen the Notes and issue additional Notes. If we issue additional debt
securities, these additional debt securities could have a lien or other security interest greater than that accorded to the
holders of the Notes, which are unsecured.

Global Clearance and Settlement Procedures
Interests in the Notes will trade in DTC s Same Day Funds Settlement System, and any permitted secondary market
trading activity in such Notes will, therefore, be required by DTC to be settled in immediately available funds. None
of the issuer, the Trustee or the paying agent will have any responsibility for the performance by DTC or its
participants or indirect participants of their respective obligations under the rules and procedures governing their
operations.

Use of Proceeds
We plan to use the net proceeds of this offering for new investments in portfolio companies in accordance with our
investment objective and strategies described in this prospectus and for general working capital purposes. We will
also pay operating expenses, including advisory and administrative fees and expenses, and may pay other expenses
such as due diligence expenses of potential new investments, from the net proceeds of this offering. We anticipate
that substantially all of the net proceeds of this offering will be used for the above purposes within three to nine
months from the consummation of this offering, depending on the availability of appropriate investment
opportunities consistent with our investment objective and market conditions. We expect that it may take more than
three months to invest all of the net proceeds of this offering, in part because investments in private companies often
require substantial research and due diligence. Pending such investments, we will invest the net proceeds primarily
in cash, cash equivalents, U.S. government securities and other high-quality temporary investments that mature in
one year or less from the date of investment. See Use of Proceeds.
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SELECTED CONSOLIDATED FINANCIAL AND OTHER
DATA

The following selected consolidated financial data of Capitala Finance as of and for the year ended December 31,
2013 is derived from our consolidated financial statements that have been audited by Ernst & Young LLP, our
independent registered public accounting firm. The selected financial data for the three months ended March 31, 2014
is derived from the unaudited consolidated financial statements and notes of Capitala Finance. In the opinion of
management, the selected financial data for the three months ended March 31, 2014 reflects all adjustments
(consisting only of normal recurring adjustments) that are necessary to present fairly the results for such interim
period. The selected financial data for the three months ended March 31, 2014, may not be indicative of the results
that may be expected for the year ending December 31, 2014 or for any other period. This financial data should be
read in conjunction with our consolidated financial statements and related notes thereto included elsewhere in this
prospectus and with Management s Discussion and Analysis of Financial Condition and Results of Operations which

follows (dollars in thousands except share and per share data):

For the three  For the year
months ended ended

March 31, December 31,
2014 20130

Statement of operations data:
Total investment income $12,374 $35,433
Total expenses net of management fee waiver 6,653 15,949
Net investment income 5,721 19,484
Net realized gain from investments 1,200 2,187
Net increase/decrease in unrealized appreciation on investments (5,723 ) 7,187
Net increase in net assets resulting from operations $1,218 $28,858
Per share data:
Net investment income $0.44 $1.50
Net increase in net assets resulting from operations $0.09 $2.22
Dividends declared $0.47 $0.47
Net asset value per share $20.33 $20.71
Balance sheet data:
Total assets $458,709 $476,428
Cash and cash equivalents 57,566 101,622
Total net assets $263,790 $268,670
Other data:
Total Return 0.82 (Y™ 188 %?@
Number of portfolio company investments at period end 43 41
Total portfolio investments for the period $41,100 $110,929
Investment repayments for the period $10,728 $52,755

€] For historical periods prior to December 31, 2013, we had no operations.

(2) Total Return is calculated assuming a purchase of common shares at the IPO offering price per share at September
25,2013 of $20.00 and a sale at the closing price on the last day of the period reported. Dividends and
distributions, if any, are assumed for purposes of this calculation to be reinvested at prices obtained under our
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dividend reinvestment plan. Total Return does not reflect brokerage commissions.
Total return is calculated assuming a purchase of common shares at the market value on the first day and a sale at
the current market value on the last day of the period reported. Dividends and distributions, if any, are assumed for
(3)purposes of this calculation to be reinvested at prices obtained under the Company s dividend reinvestment plan.
Total investment return does not reflect brokerage commissions. Total investment returns covering less than a full
year are not annualized.
17

SELECTED CONSOLIDATED FINANCIAL AND OTHER DATA 33



Edgar Filing: Capitala Finance Corp. - Form N-2/A

TABLE OF CONTENTS

SELECTED QUARTERLY FINANCIAL DATA

The following tables set forth certain quarterly financial information for each of the quarters for the fiscal years ended
December 31, 2013 and 2012 and for the quarter ended March 31, 2014. This information was derived from our
unaudited consolidated financial statements. Results for any quarter are not necessarily indicative of results for the
past fiscal year or for any future quarter.

For the quarter ended

(Dollars in thousands, except per share data) I;/([)Tzh 31,
Total investment income $ 12,374
Net investment income $ 6,653
Net increase in net assets from operations $ 1,218
Net investment income per share $ 044
Net increase in net assets from operations per share $ 0.09
Net asset value per share at end of period $ 20.33

For the quarter ended

(Dollars in thousands, except per share data) December September - June 30, March 31,

31,2013 30,2013 2013 2013
Total investment income $12,145 $ 8,801 $8,216 $ 6,271
Net investment income $6,100 $ 5,437 $ 4,658 $ 3,289
Net increase in net assets from operations $6,797 $ 7,909 $11,583 $ 2,569
Net investment income per share() $0.47 $0.42 $0.36 $ 0.25
Net increase in net assets from operations per share(  $0.52  $ 0.61 $0.89 $ 0.20
Net asset value per share at end of period?) $20.71  $ 20.79 $20.58 $ 19.74

For the quarter ended

(Dollars in thousands, except per share data) December September - June 30, March 31,

31,2012 30,2012 2012 2012
Total investment income $7,004 $6,614 $5,713 $ 5,608
Net investment income $3,893 $3,270 $3,014 $ 2,747
Net increase in net assets from operations $18,6906 $ 10,778 $ 10,238 $ 9,858
Net investment income per share N/A N/A N/A N/A
Net increase in net assets from operations per share N/A N/A N/A N/A
Net asset value per share at end of period N/A N/A N/A N/A

(1) Per share amounts are presented as if the Formation Transactions had occurred on January 1, 2013.
N/A  Not Applicable
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RISK FACTORS

Investing in our Notes involves a number of significant risks. In addition to the other information contained in this
prospectus, you should consider carefully the following information before making an investment in our Notes. The
risks set out below are the principal risks with respect to an investment in the Company and the Notes, as well as
those factors generally associated with an investment company with investment objectives, investment policies, capital
structure or trading markets similar to ours. They may not be the only risks we face. Additional risks and uncertainties
not presently known to us or not presently deemed material by us might also impair our operations and performance.
If any of the following events occur, our business, financial condition and results of operations could be materially
and adversely affected. In such case, you may lose all or part of your investment.

Risks Relating to Our Business and Structure

We have a limited operating history as a BDC.

Capitala Finance was formed in February 2013 and has only operated as a BDC since September 2013. As a result, we
are subject to many of the business risks and uncertainties associated with recently formed businesses, including the
risk that we will not achieve our investment objective and that the value of your investment could decline
substantially. As a BDC, we are subject to the regulatory requirements of the SEC, in addition to the specific
regulatory requirements applicable to BDCs under the 1940 Act and RICs under the Code. Our management and that
of our investment adviser, Capitala Investment Advisors, did not have any prior experience operating under this
regulatory framework, and we may still incur substantial additional costs, and expend significant time or other
resources, to do so. From time to time, Capitala Investment Advisors may pursue investment opportunities, like equity
investments, in which it has more limited experience. We may also be unable to replicate the historical performance of
prior investment funds managed by our management team. In addition, we may be unable to generate sufficient
revenue from our operations to make or sustain distributions to our stockholders.

Our investment portfolio is recorded at fair value, with our Board of Directors
having final responsibility for overseeing, reviewing and approving, in good
faith, its estimate of fair value and, as a result, there may be uncertainty as to
the value of our portfolio investments.

Under the 1940 Act, we are required to carry our portfolio investments at market value or, if there is no readily
available market value, at fair value as determined by us, with our Board of Directors having final responsibility for
overseeing, reviewing and approving, in good faith, our estimate of fair value. Typically, there will not be a public
market for the securities of the privately held companies in which invest. As a result, we value these securities
quarterly at fair value based on input from management, a third-party independent valuation firm and our audit
committee, and with the oversight, review and approval of our Board of Directors.

The determination of fair value and consequently, the amount of unrealized gains and losses in our portfolio, are to a
certain degree, subjective and dependent on a valuation process approved by our Board of Directors. Certain factors
that may be considered in determining the fair value of our investments include external events, such as private
mergers, sales and acquisitions involving comparable companies. Because such valuations, and particularly valuations
of private securities and private companies, are inherently uncertain, they may fluctuate over short periods of time and
may be based on estimates. Our determinations of fair value may differ materially from the values that would have
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been used if a ready market for these securities existed. Due to this uncertainty, our fair value determinations may
cause our net asset value on a given date to materially understate or overstate the value that we may ultimately realize
on one or more of our investments. As a result, investors purchasing our common stock based on an overstated net
asset value would pay a higher price than the value of our investments might warrant. Conversely, investors selling
shares during a period in which the net asset value understates the value of our investments would receive a lower
price for their shares than the value of our investments might warrant. In addition, we may not be able to realize the
values on our investments needed to pay interest on the Notes.
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Our financial condition and results of operations depend on our ability to
effectively manage and deploy capital.

Our ability to achieve our investment objective depends on our ability to effectively manage and deploy capital, which
depends, in turn, on our investment adviser s ability to identify, evaluate and monitor, and our ability to finance and
invest in, companies that meet our investment criteria.

Accomplishing our investment objective on a cost-effective basis is largely a function of our investment adviser s

handling of the investment process, its ability to provide competent, attentive and efficient services and our access to
investments offering acceptable terms. In addition to monitoring the performance of our existing investments, our

investment adviser s investment team may also be called upon, from time to time, to provide managerial assistance to

some of our portfolio companies as well as other funds that they manage. These demands on their time may distract
them or slow our rate of investment. See also

There are significant potential conflicts of interest that could negatively
affect our investment returns.

Even if we are able to grow and build upon our investment operations, any failure to manage our growth effectively
could have a material adverse effect on our business, financial condition, results of operations and prospects. The
results of our operations depend on many factors, including the availability of opportunities for investment, readily
accessible short and long-term funding alternatives in the financial markets and economic conditions. Furthermore, if
we cannot successfully operate our business or implement our investment policies and strategies as described in this

prospectus, it could negatively impact our ability to make distributions.

We depend upon Capitala Investment Advisors key personnel for our future
success.

We depend on the diligence, skill and network of business contacts of Joseph B. Alala, III, Hunt Broyhill and John F.
McGlinn, who serve as the members of the investment committee of Capitala Investment Advisors and lead Capitala
Investment Advisors investment team. Our success depends on the continued service of these individuals and the other

senior investment professionals available to Capitala Investment Advisors. We cannot assure you that unforeseen
business, medical, personal or other circumstances would not lead Messrs. Alala, Broyhill or McGlinn or any other
such individual to terminate his relationship with us. Such a termination could have a material adverse effect on our
ability to achieve our investment objective as well as on our financial condition and results of operations. In addition,
we can offer no assurance that Capitala Investment Advisors will continue indefinitely as our investment adviser.

The members of Capitala Investment Advisors investment team are and may in the future become affiliated with
entities engaged in business activities similar to those intended to be conducted by us, and may have conflicts of
interest in allocating their time. Mr. Alala dedicates a significant portion of his time to the activities of Capitala
Finance; however, he may become engaged in other business activities that could divert his time and attention in the
future.

We operate in a highly competitive market for investment opportunities, which
could reduce returns and result in losses.

We compete for investments with other BDCs with similar investment strategies, private equity funds with similar
investment strategies, venture lending funds, finance companies with venture lending units and banks focused on
venture lending. Many of our competitors are substantially larger and have considerably greater financial, technical

Our financial condition and results of operations depend on our ability to effectively manage and deploy c8@ital.
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and marketing resources than we have. For example, some competitors may have a lower cost of capital and access to
funding sources that are not available to us. In addition, some of our competitors have higher risk tolerances or
different risk assessments than we have. These characteristics might allow our competitors to consider a wider variety
of investments, establish more relationships or offer better pricing and more flexible structuring than we are able to
offer. We may lose investment opportunities if we do not match our competitors pricing, terms or structure. If we are
forced to match our competitors pricing, terms or structure, we may not be able to achieve acceptable returns on our
investments or may bear substantial risk of capital loss. We believe a significant part of our competitive advantage
stems from the fact that the market for investments in smaller and lower middle-market companies is underserved by
traditional commercial banks and other financing sources. A significant increase in the number and/or the size of our
competitors in this target market could force us to accept less attractive investment terms. Furthermore, many
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of our competitors have greater experience operating under, or will not be subject to, the regulatory restrictions that
the 1940 Act impose on us as a BDC.

Any inability of our investment adviser to maintain or develop strong referral
relationships, or the failure of these relationships to generate investment
opportunities, could adversely affect our business.

We depend upon our investment adviser to maintain its relationships with venture capital and private equity firms,
placement agents, investment banks, management groups and other financial institutions, and we expect to rely to a
significant extent upon these relationships to provide us with potential investment opportunities. If our investment
adviser fails to maintain such relationships, or to develop new relationships with other sources of investment
opportunities, we will not be able to grow our investment portfolio. In addition, individuals with whom our investment
adviser has relationships are not obligated to provide us with investment opportunities, and we can offer no assurance
that these relationships will generate investment opportunities for us in the future.

Our success depends on the ability of Capitala Investment Advisors to attract
and retain qualified personnel in a competitive environment.

Our growth requires that Capitala Investment Advisors retain and attract new investment and administrative personnel
in a competitive market. Its ability to attract and retain personnel with the requisite credentials, experience and skills
depends on several factors including, but not limited to, its ability to offer competitive wages, benefits and
professional growth opportunities. Many of the entities with which it competes for experienced personnel, including
investment funds (such as private equity funds and mezzanine funds) and traditional financial services companies,
have greater resources than it will have.

There are significant potential conflicts of interest that could negatively affect
our investment returns.

The members of Capitala Investment Advisors investment team also monitor and service other affiliated investment
funds. In addition, our executive officers and directors, as well as the current and future members of our investment
adviser s investment team may serve as officers, directors or principals of other entities that operate in the same or a
related line of business as we do. Accordingly, they may have obligations to investors in those entities, the fulfillment
of which obligations may not be in the best interests of us or our stockholders. However, Capitala Investment
Advisors investment team does not intend to sponsor or manage another BDC with an investment strategy that is
substantially similar to our investment strategy.

In the course of our investing activities, we pay management and incentive fees to Capitala Investment Advisors and
reimburse Capitala Investment Advisors for certain expenses it incurs. As a result, investors in our common stock
investona gross basis and receive distributions on a net basis after expenses, resulting in a lower rate of return than an
investor might achieve through direct investments. Accordingly, there may be times when the management team of
Capitala Investment Advisors will have interests that differ from those of our stockholders, giving rise to a conflict.
Capitala Investment Advisors will not be reimbursed for any performance-related compensation for its employees. We
have entered into a royalty-free license agreement with our investment adviser, pursuant to which Capitala Investment
Advisors grants us a non-exclusive royalty-free license to use the name Capitala. Under the license agreement, we
have the right to use the Capitala name for so long as Capitala Investment Advisors or one of its affiliates remains our
investment adviser. In addition, we pay our administrator our allocable portion of overhead and other expenses

Any inability of our investment adviser to maintain or develop strong referral relationships, or the failure of3@ese rel:
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incurred by our administrator in performing its obligations under the Administration Agreement, including rent, the
fees and expenses associated with performing compliance functions, and our allocable portion of the compensation of
our chief financial officer and any administrative support staff. These arrangements create conflicts of interest that our
Board of Directors must monitor.

If our investment adviser forms other affiliates in the future, we may co-invest on a concurrent basis with such other
affiliates, subject to compliance with applicable regulations and regulatory guidance and our allocation procedures.

In the ordinary course of business, we may enter into transactions with portfolio companies that may be considered
related party transactions. In order to ensure that we do not engage in any prohibited transactions with any persons

affiliated with us, we have implemented certain written policies and procedures whereby our
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executive officers screen each of our transactions for any possible affiliations between the proposed portfolio
investment and us, companies controlled by us or our executive officers and directors. We will not enter into any
agreements unless and until we are satisfied that doing so will not raise concerns under the 1940 Act or, if such
concerns exist, we have taken appropriate actions to seek review and approval by our Board of Directors or exemptive
relief for such transaction. Our Board of Directors will review these procedures on an annual basis.

The investment committee and other investment professionals of Capitala
Investment Advisors may, from time to time, possess material non-public
information about or related to our portfolio companies, limiting our
investment discretion.

Members of our investment adviser s investment committee and other investment professionals of Capitala Investment
Advisors may serve as directors of, or in a similar capacity with, portfolio companies in which we invest. In the event
that material nonpublic information is obtained with respect to such companies, or we become subject to trading
restrictions under the internal trading policies of those companies or as a result of applicable law or regulations, we
could be prohibited for a period of time from purchasing or selling the securities of such companies, and this
prohibition may have an adverse effect on us.

The involvement of our interested directors in the valuation process may
create conflicts of interest.

We make many of our portfolio investments in the form of loans and securities that are not publicly traded and for
which no market-based price quotation is available. As a result, our Board of Directors determines the fair value of
these loans and securities in good faith as described above in the section titled Valuation of Investments in Note 2 to
the Consolidated Financial Statements. In connection with that determination, investment professionals from Capitala
Investment Advisors may provide our Board of Directors with valuations based upon the most recent portfolio
company financial statements available and projected financial results of each portfolio company. While the valuation
for certain portfolio investments is reviewed by an independent valuation firm quarterly, the ultimate determination of
fair value is made by our Board of Directors, including our interested directors, and not by such third-party valuation
firm. In addition, Messrs. Alala and Broyhill, interested members of our Board of Directors, have pecuniary interests
in Capitala Investment Advisors. The participation of Capitala Investment Advisors investment professionals in our
valuation process, and the pecuniary interests in Capitala Investment Advisors by Messrs. Alala and Broyhill, could
result in conflicts of interest as Capitala Investment Advisors management fee is based, in part, on the value of our
gross assets, and our incentive fees will be based, in part, on realized gains and realized and unrealized losses.

Because the Formation Transactions were consummated prior to the filing of

our election to be regulated as a BDC under the 1940 Act, the protections and

rights afforded to investors under the 1940 Act may not apply with respect to
such transactions.

We completed the Formation Transactions prior to the filing of our election to be regulated as a BDC under the 1940
Act. As a result, the protections and rights afforded to investors under the 1940 Act may not apply with respect to such
transactions. In particular, we are generally prohibited from purchasing securities or other assets from an affiliate
absent exemptive relief. As a result, the Formation Transactions and the parties from which we acquired our portfolio
would likely differ substantially to the extent we were subject to the requirements and restrictions of the 1940 Act at

The investment committee and other investment professionals of Capitala Investment Advisors may, fromdtime to til
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the time we completed the Formation Transactions.

The Investment Advisory Agreement with Capitala Investment Advisors and
the Administration Agreement with our administrator were not negotiated on
an arm s length basis and may not be as favorable to us as if they had been
negotiated with an unaffiliated third-party.

The Investment Advisory Agreement and the Administration Agreement were negotiated between related parties.
Consequently, their terms, including fees payable to Capitala Investment Advisors and our administrator, may not be
as favorable to us as if they had been negotiated with an unaffiliated third-party.
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Our incentive fee structure may induce Capitala Investment Advisors to
pursue speculative investments, and to use leverage when it may be unwise
to do so.

The incentive fee payable by us to Capitala Investment Advisors may create an incentive for Capitala Investment
Adpvisors to pursue investments on our behalf that are riskier or more speculative than would be the case in the
absence of such compensation arrangement. The incentive fee payable to our investment adviser is calculated based
on a percentage of our return on invested capital. This may encourage our investment adviser to use leverage to
increase the return on our investments. Under certain circumstances, the use of leverage may increase the likelihood of
default, which would impair the value of our common stock. In addition, our investment adviser receives the incentive
fee based, in part, upon net capital gains realized on our investments. Unlike that portion of the incentive fee based on
income, there is no hurdle rate applicable to the portion of the incentive fee based on net capital gains. As a result, the
investment adviser may have a tendency to invest more capital in investments that are likely to result in capital gains
as compared to income-producing securities. Such a practice could result in our investing in more speculative
securities than would otherwise be the case, which could result in higher investment losses, particularly during
economic downturns.

Although we do not anticipate doing so during at least our first 12 months of operations, we may invest, to the extent

permitted by law, in the securities and instruments of other investment companies, including private funds, and, to the
extent we so invest, will bear our ratable share of any such investment company s expenses, including management

and performance fees. We also remain obligated to pay management and incentive fees to our investment adviser with

respect to the assets invested in the securities and instruments of other investment companies. With respect to each of

these investments, each of our stockholders will bear his or her share of the management and our investment adviser s

incentive fee as well as indirectly bearing the management and performance fees and other expenses of any
investment companies in which we invest.

Capitala Investment Advisors liability is limited under the Investment Advisory
Agreement, and we have agreed to indemnify Capitala Investment Advisors
against certain liabilities, which may lead Capitala Investment Advisors to act
in a riskier manner on our behalf than it would when acting for its own
account.

Under the Investment Advisory Agreement, Capitala Investment Advisors has not assumed any responsibility to us
other than to render the services called for under that agreement. It is not responsible for any action of our Board of
Directors in following or declining to follow Capitala Investment Advisors advice or recommendations. Under the
Investment Advisory Agreement, Capitala Investment Advisors, its officers, members and personnel, and any person
controlling or controlled by Capitala Investment Advisors is not liable to us, any subsidiary of ours, our directors, our
stockholders or any subsidiary s stockholders or partners for acts or omissions performed in accordance with and
pursuant to the Investment Advisory Agreement, except those resulting from acts constituting gross negligence,
willful misfeasance, bad faith or reckless disregard of the duties that Capitala Investment Advisors owes to us under
the Investment Advisory Agreement. In addition, as part of the Investment Advisory Agreement, we have agreed to
indemnify Capitala Investment Advisors and each of its officers, directors, members, managers and employees from
and against any claims or liabilities, including reasonable legal fees and other expenses reasonably incurred, arising
out of or in connection with our business and operations or any action taken or omitted on our behalf pursuant to
authority granted by the Investment Advisory Agreement, except where attributable to gross negligence, willful
misfeasance, bad faith or reckless disregard of such person s duties under the Investment Advisory Agreement. These

The Investment Advisory Agreement with Capitala Investment Advisors andthe Administration Agreemen#®ith our :
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protections may lead Capitala Investment Advisors to act in a riskier manner when acting on our behalf than it would
when acting for its own account.

A general increase in interest rates will likely have the effect of making it
easier for our investment adviser to receive incentive fees, without
necessarily resulting in an increase in our net earnings.

Under the structure of our Investment Advisory Agreement with our investment adviser, any general increase in
interest rates will likely have the effect of making it easier for our investment adviser to meet the quarterly hurdle rate
for payment of income incentive fees under the Investment Advisory Agreement without any additional increase in
relative performance on the part of our investment adviser. In addition, in view of the catch-up provision applicable to
income incentive fees under the Investment Advisory Agreement, our
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investment adviser could potentially receive a significant portion of the increase in our investment income attributable
to such a general increase in interest rates. If that were to occur, our increase in net earnings, if any, would likely be
significantly smaller than the relative increase in our investment adviser s income incentive fee resulting from such a
general increase in interest rates.

PIK interest payments we receive will increase our assets under management
and, as a result, will increase the amount of base management fees and
incentive fees payable by us to Capitala Investment Advisors.

Certain of our debt investments contain provisions providing for the payment of contractual PIK interest. Because PIK
interest results in an increase in the size of the loan balance of the underlying loan, the receipt by us of PIK interest
will have the effect of increasing our assets under management. As a result, because the base management fee that we
pay to Capitala Investment Advisors is based on the value of our gross assets, the receipt by us of PIK interest will
result in an increase in the amount of the base management fee payable by us. In addition, any such increase in a loan
balance due to the receipt of PIK interest will cause such loan to accrue interest on the higher loan balance, which will
result in an increase in our pre-incentive fee net investment income and, as a result, an increase in incentive fees that
are payable by us to Capitala Investment Advisors.

Our investment adviser has the right to resign on 60 days notice, and we may
not be able to find a suitable replacement within such time, resulting in a
disruption in our operations that could adversely affect our financial
condition, business and results of operations.

Our investment adviser has the right, under the Investment Advisory Agreement, to resign at any time on 60 days
written notice, whether we have found a replacement or not. If our investment adviser resigns, we may not be able to
find a new investment adviser or hire internal management with similar expertise and ability to provide the same or
equivalent services on acceptable terms within 60 days, or at all. If we are unable to do so quickly, our operations are
likely to experience a disruption, our financial condition, business and results of operations as well as our ability to
pay distributions are likely to be adversely affected and the market price of our shares may decline. In addition, the
coordination of our internal management and investment activities is likely to suffer if we are unable to identify and
reach an agreement with a single institution or group of executives having the expertise possessed by our investment
adviser and its affiliates. Even if we are able to retain comparable management, whether internal or external, the
integration of such management and their lack of familiarity with our investment objective may result in additional

costs and time delays that may adversely affect our financial condition, business and results of operations.

Our investment adviser may not be able to achieve the same or similar returns
as those achieved by our investment adviser s investment team while they
were employed at prior positions.

Although in the past Mr. Alala and other members of our investment adviser s investment team have held senior
positions at a number of investment firms, including the Legacy Funds, their track record and achievements are not
necessarily indicative of future results that will be achieved by our investment adviser. We cannot assure you that we
will be able to achieve the results realized by prior vehicles managed by our investment adviser s investment team,

including the Legacy Funds.
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Any failure on our part to maintain our status as a BDC would reduce our
operating flexibility.

We have elected to be treated as a BDC under the 1940 Act. The 1940 Act imposes numerous constraints on the
operations of BDCs. For example, BDCs are required to invest at least 70% of their gross 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. 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. In addition, upon approval of a majority of our
stockholders, we may elect to withdraw our status as a BDC. If we decide to withdraw our election, or if we otherwise
fail to qualify, or maintain our qualification, as a BDC, we may be subject to the substantially greater regulation under
the 1940 Act as a closed-end investment company. Compliance with such regulations would significantly decrease our
operating flexibility and could significantly increase our costs of doing business.
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Regulations governing our operation as a BDC affect our ability to raise
additional capital and the way in which we do so. As a BDC, the necessity of
raising additional capital may expose us to risks, including the typical risks

associated with leverage.

We may issue debt securities or preferred stock and/or borrow money from banks or other financial institutions, which
we refer to collectively as senior securities, up to the maximum amount permitted by the 1940 Act. Under the
provisions of the 1940 Act, we are permitted, as a BDC, to issue senior securities in amounts such that our asset
coverage ratio, as defined in the 1940 Act, equals at least 200% of gross assets less all liabilities and indebtedness not
represented by senior securities, after each issuance of senior securities. If the value of our assets declines, we may be
unable to satisfy this test. If that happens, we may be required to sell a portion of our investments and, depending on
the nature of our leverage, repay a portion of our indebtedness at a time when such sales may be disadvantageous.
Also, any amounts that we use to service our indebtedness would not be available for distributions to our common
stockholders. Furthermore, as a result of issuing senior securities, we would also be exposed to typical risks associated
with leverage, including an increased risk of loss. As of March 31, 2014, we have approximately $192.2 million of
outstanding debentures guaranteed by the SBA. We expect to receive an exemptive order from the SEC in the near
future granting relief from the asset coverage requirements for certain indebtedness issued by Fund II and Fund III as
SBICs. If we issue preferred stock, the preferred stock would rank senior to common stock in our capital structure,
preferred stockholders would have separate voting rights on certain matters and might have other rights, preferences,
or privileges more favorable than those of our common stockholders, and the issuance of preferred stock could have
the effect of delaying, deferring or preventing a transaction or a change of control that might involve a premium price
for holders of our common stock or otherwise be in your best interest.

We generally may not issue and sell our common stock at a price below net asset value per share. We may, however,
sell our common stock, or warrants, options or rights to acquire our common stock, at a price below the then-current
net asset value per share of our common stock if our Board of Directors determines that such sale is in our best
interests and in the best interests of our stockholders, and our stockholders approve such sale. 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). If we
raise additional funds by issuing more common stock or senior securities convertible into, or exchangeable for, our
common stock, then the percentage ownership of our stockholders at that time will decrease, and you may experience
dilution.

We borrow money, which magnifies the potential for gain or loss on amounts
invested and may increase the risk of investing in us, and the calculation of
our base management fee, which is based upon our gross assets, may have
the effect of encouraging our investment adviser to utilize leverage when it

may not be advisable to do so.

The use of leverage magnifies the potential for gain or loss on amounts invested and, therefore, increases the risks
associated with investing in our securities. In addition to the existing SBA-guaranteed debentures and the Notes
offered hereby, we may borrow from and issue senior debt securities to banks, insurance companies and other lenders
in the future. Holders of these senior securities will have fixed dollar claims on our assets that are superior to the
claims of our common stockholders, and we would expect such lenders to seek recovery against our assets in the event
of a default. If the value of our assets decreases, leverage would cause net asset value to decline more sharply than it

Regulations governing our operation as a BDC affect our ability to raise additional capital and the way in wfich we «
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otherwise would have had we not been leveraged. Similarly, any decrease in our income would cause net income to
decline more sharply than it would have had we not borrowed. Leverage is generally considered a speculative
investment technique. Our ability to service any debt that we incur will depend largely on our financial performance
and will be subject to prevailing economic conditions and competitive pressures. Moreover, as the management fee
payable to our investment adviser will be payable based on our gross assets, including those assets acquired through
the use of leverage, our investment adviser will have a financial incentive to incur leverage that may not be consistent
with our stockholders interests. In addition, our common stockholders will bear the burden of any increase in our
expenses as a result of leverage, including any increase in the management fee payable to our investment adviser.
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It is also likely that any credit facility into which we may enter would impose financial and operating covenants that
restrict our business activities, including limitations that could hinder our ability to finance additional loans and
investments or to make the distributions required to maintain our status as a RIC under the Code.

lllustration. The following table illustrates the effect of leverage on returns from an investment in our common stock
assuming various annual returns, net of expenses. The calculations in the table below are hypothetical and actual
returns may be higher or lower than those appearing below.

Assumed Return on Our PortfolioD
(net of expenses)

(10.0)0% (5.00% 0.0% 5.0% 10.0%
Corresponding net return to common stockholder 203)% (116)% 29)% 58% 145%

Assumes $458.7 million in total assets, $192.2 million in debt outstanding and $263.8 million in net assets as of
(1)March 31, 2014. Assumes an average cost of funds of 3.99% which includes the stated interest rate and the SBA
annual charge. Actual interest payments may be different.

To the extent we borrow money to finance our investments, changes in
interest rates will affect our cost of capital and net investment income.

To the extent we borrow money to finance our investments, our net investment income will depend, in part, upon the
difference between the rate at which we borrow funds and the rate at which we invest those funds. As a result, we can
offer no assurance that a significant change in market interest rates will not have a material adverse effect on our net
investment income in the event we borrow money to finance our investments. In periods of rising interest rates, our
cost of funds would increase, which could reduce our net investment income. We expect that our long-term fixed-rate
investments will be financed primarily with equity and long-term debt. We may use interest rate risk management
techniques in an effort to limit our exposure to interest rate fluctuations. Such techniques may include various interest
rate hedging activities to the extent permitted by the 1940 Act. Our investment adviser does not have significant
experience with utilizing these techniques and did not implement these techniques to any significant extent with our
portfolio. If we do not implement these techniques properly, we could experience losses on our hedging positions,
which could be material.

A disruption in the capital markets and the credit markets could impair our
ability to raise capital and negatively affect our business.

As a BDC, we have to maintain our ability to raise additional capital for investment purposes. Without sufficient
access to the capital markets or credit markets, we may be forced to curtail our business operations or we may not be
able to pursue new business opportunities.

Since the middle of 2007, the capital markets and the credit markets have experienced periods of extreme volatility
and disruption and, accordingly, there has been and may continue to be uncertainty in the financial markets in general.
Continuing U.S. debt ceiling and budget deficit concerns, including automatic spending cuts stemming from
sequestration, together with deteriorating sovereign debt conditions in Europe, have increased the possibility of
additional credit-rating downgrades and economic slowdowns, or a recession in the United States. The impact of this

or any further downgrades to the U.S. government s sovereign credit rating or its perceived creditworthiness could
adversely affect the U.S. and global financial markets and economic conditions. These developments, along with the

To the extent we borrow money to finance our investments, changes in interest rates will affect our cost o#i8apital a
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European sovereign debt crisis, could cause interest rates and borrowing costs to rise, which may negatively impact
our ability to access the debt markets on favorable terms. Continued adverse economic conditions could have a
material adverse effect on our business, financial condition and results of operations. Any further disruptive conditions
in the financial industry and the impact of new legislation in response to those conditions could restrict our business
operations and could adversely impact our results of operations and financial condition.

If the fair value of our assets declines substantially, we may fail to maintain the asset coverage ratios imposed upon us
by the 1940 Act. Any such failure would affect our ability to issue senior securities,
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including borrowings, and pay dividends, which could materially impair our business operations. Our liquidity could

be impaired further by an inability to access the capital markets or to consummate new borrowing facilities to provide

capital for normal operations, including new originations. In recent years, reflecting concern about the stability of the
financial markets, many lenders and institutional investors have reduced or ceased providing funding to borrowers.

We have fully drawn on our SBA-guaranteed debentures and, absent changes to legislation or regulation, may not
make borrowings in excess of their aggregate $192.2 million of SBA-guaranteed debentures outstanding as of March
31, 2014. If we are unable to secure additional debt financing on commercially reasonable terms, our liquidity could
be reduced significantly. If we are unable to repay amounts outstanding under the Notes offered hereby or under any
debt facilities we may obtain and are declared in default or are unable to renew or refinance these facilities, we may

not be able to operate our business in the normal course. These situations may arise due to circumstances that we may
be unable to control, such as lack of access to the credit markets, a severe decline in the value of the U.S. dollar,
another economic downturn or an operational problem that affects third parties or us, and could materially damage our
business.

You should also be aware that a rise in the general level of interest rates can be expected to lead to higher interest rates
applicable to our debt investments. Accordingly, an increase in interest rates would make it easier for us to meet or
exceed the incentive fee hurdle rate and may result in a substantial increase of the amount of incentive fees payable to
our investment adviser with respect to our pre-incentive fee net investment income.

We may experience fluctuations in our quarterly and annual results.

We may experience fluctuations in our quarterly and annual operating results due to a number of factors, including our
ability or inability to make investments in companies that meet our investment criteria, any sales, dispositions or
liquidity events of our portfolio companies, the interest rate payable on the debt securities we acquire, the level of
portfolio dividend and fee income, the level of our expenses, 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 and general economic
conditions. Given that the portfolio is concentrated, distributions, dispositions or liquidity events affecting a portfolio
company in which we own a significant position may adversely affect our net asset value and results of operations. As
a result of these factors, results for any period should not be relied upon as being indicative of performance in future
periods.

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

Our Board of Directors has the authority to modify or waive our investment objective, operating policies, investment
criteria and strategies without prior notice and without stockholder approval. We cannot predict the effect any changes
to our current operating policies, investment criteria and strategies would have on our business, net asset value,
operating results and value of our stock. However, the effects might be adverse, which could negatively impact our
ability to make distributions and cause you to lose all or part of your investment.

We will be subject to corporate-level U.S. federal income tax if we are unable
to qualify or maintain our qualification as a RIC under the Code.

We may experience fluctuations in our quarterly and annual results. 51
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Although we intend to elect to be treated as a RIC beginning with our taxable year ended August 31, 2014, no
assurance can be given that we will be able to qualify for and maintain our qualification as a RIC under the Code. To
obtain and maintain our qualification as a RIC under the Code, we must meet the following source-of-asset
diversification, and distribution requirements.

The income source requirement will be satisfied if we obtain at least 90% of our income for each year from dividends,
interest, gains from the sale of stock or securities or similar sources. The asset diversification requirement will be
satisfied if we meet certain asset diversification requirements at the end of each quarter of our taxable year. Failure to
meet those requirements may result in our having to dispose of certain investments quickly in order to prevent the loss
of our qualification as a RIC under the Code. Because most of our investments will be in private companies, and
therefore will be relatively illiquid, any such dispositions could be made at disadvantageous prices and could result in
substantial losses.
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The annual distribution requirement for a RIC will be satisfied if we distribute to our stockholders on an annual basis
at least 90% of our net ordinary income and net short-term capital gains in excess of our net long-term capital losses,
if any. Because we may use debt financing, we are subject to certain asset coverage ratio requirements under the 1940
Act, as well as future financial covenants under loan and credit agreements that could, under certain circumstances,
restrict us from making distributions necessary to satisfy the distribution requirement. If we are unable to obtain cash
from other sources, we could fail to qualify as a RIC under the Code.

If we fail to qualify as a RIC under the Code for any reason and remain or become subject to corporate-level U.S.
federal income tax on all of our income, the resulting corporate taxes could substantially reduce our net assets, the
amount of income available for distribution or reinvestment and the amount of our distributions.

We may not be able to pay our stockholders distributions, our distributions
may not grow over time and a portion of our distributions may be a return of
capital.

We intend to pay distributions to our stockholders out of assets legally available for distribution. We cannot assure
you that we will achieve investment results that will allow us to make a specified level of cash distributions or
year-to-year increases in cash distributions. Our ability to pay distributions might be adversely affected by, among
other things, the impact of one or more of the risk factors described herein. In addition, the inability to satisfy the asset
coverage test applicable to us as a BDC can limit our ability to pay distributions. All distributions will be paid at the
discretion of our Board of Directors and will depend on our earnings, our financial condition, maintenance of our RIC
status, compliance with applicable BDC regulations and such other factors as our Board of Directors may deem
relevant from time to time. We cannot assure you that we will pay distributions to our stockholders in the future. In
the event we liquidate or dispose of a significant equity position in our portfolio, we may distribute a special dividend
relating to the realized capital gains from such investment in order to minimize to the greatest extent possible our U.S.
federal income or excise tax liability.

When we make distributions, we will be required to determine the extent to which such distributions are paid out of
current or accumulated earnings and profits. Distributions in excess of current and accumulated earnings and profits
will be treated as a non-taxable return of capital, which is a return of a portion of a shareholder s original investment in
our common stock, to the extent of an investor s basis in our stock and, assuming that an investor holds our stock as a
capital asset, thereafter as a capital gain. Generally, a non-taxable return of capital will reduce an investor s basis in our
stock for U.S. federal income tax purposes, which will result in higher tax liability when the stock is sold.

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

For U.S. federal income tax purposes, we include in our taxable income certain amounts that we have not yet received

in cash, such as PIK interest or original issue discount, which may arise if we receive warrants in connection with the

origination of a loan or possibly in other circumstances. Such original issue discount or increases in loan balances as a

result of contractual PIK arrangements are included in our taxable income before we receive any corresponding cash

payments. We also may be required to include in our taxable income certain other amounts that we will not receive in
cash.

Since, in certain cases, we may recognize taxable income before or without receiving corresponding cash payments,
we may have difficulty meeting the annual distribution requirement necessary to maintain our qualification as a RIC

We may not be able to pay our stockholders distributions, our distributions may not grow over time and a p8rtion of
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under the Code. Accordingly, to satisfy our RIC distribution requirements, we may have to sell some of our
investments at times and/or at prices we would not consider advantageous, raise additional debt or equity capital or
forgo new investment opportunities. If we are not able to obtain cash from other sources, we may fail to qualify as a
RIC and thus become subject to corporate-level U.S. Federal income tax, please see Material U.S. Federal Income Tax
Considerations Taxation as a Regulated Investment Company.
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Our investment adviser is not obligated to reimburse us for any part of the
incentive fee it receives that is based on accrued income that we never
receive.

Part of the incentive fee payable by us to our investment adviser that relates to our net investment income is computed
and paid on income that may include interest that has been accrued but not yet received in cash, such as market
discount, debt instruments with PIK interest, preferred stock with PIK dividends and zero coupon securities. If a
portfolio company defaults on a loan that is structured to provide accrued interest, it is possible that accrued interest
previously used in the calculation of the incentive fee will become uncollectible. Our investment adviser will not be
under any obligation to reimburse us for any part of the incentive fee it received that was based on accrued income
that we never receive as a result of a default by an entity on the obligation that resulted in the accrual of such income.

We may in the future choose to pay dividends in our own stock, in which case
our stockholders may be required to pay tax in excess of the cash you
receive.

We may distribute taxable dividends that are payable in part in our stock. In accordance with certain applicable
Treasury regulations and private letter rulings issued by the Internal Revenue Service ( IRS ), a RIC may treat a
distribution of its own stock as fulfilling the RIC distribution requirements if each stockholder may elect to receive his
or her entire distribution in either cash or stock of the RIC, subject to a limitation that the aggregate amount of cash to
be distributed to all stockholders must be at least 20% of the aggregate declared distribution. If too many stockholders
elect to receive cash, each stockholder electing to receive cash must receive a pro rata amount of cash (with the
balance of the distribution paid in stock). In no event will any stockholder, electing to receive cash, receive less than
20% of his or her entire distribution in cash. If these and certain other requirements are met, for U.S. federal income
tax purposes, the amount of the dividend paid in stock will be equal to the amount of cash that could have been
received instead of stock. Taxable stockholders receiving such dividends (whether received in cash, our stock, or
combination thereof) will be required to include the full amount of the dividend as ordinary income (or as long-term
capital gain to the extent such distribution is properly reported as a capital gain dividend) to the extent of our current
and accumulated earnings and profits for U.S. federal income tax purposes. As a result, a U.S. stockholder may be
required to pay tax with respect to such dividends in excess of any cash received. If a U.S. stockholder sells the stock
it receives as a dividend in order to pay this tax, the sales proceeds may be less than the amount included in income
with respect to the dividend, depending on the market price of our stock at the time of the sale. Furthermore, with
respect to non-U.S. stockholders, we may be required to withhold U.S. tax with respect to such dividends, including in
respect of all or a portion of such dividend that is payable in stock. In addition, if a significant number of our
stockholders determine to sell shares of our stock in order to pay taxes owed on dividends, it may put downward
pressure on the trading price of our stock.

If we fail to maintain an effective system of internal control over financial
reporting, we may not be able to accurately report our financial results or
prevent fraud. As a result, stockholders and noteholders could lose
confidence in our financial and other public reporting, which would harm our
business.

Effective internal controls over financial reporting are necessary for us to provide reliable financial reports and,
together with adequate disclosure controls and procedures, are designed to prevent fraud. Any failure to implement

Our investment adviser is not obligated to reimburse us for any part of the incentive fee it receives that is based on
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required new or improved controls, or difficulties encountered in their implementation could cause us to fail to meet
our reporting obligations. In addition, any testing by us conducted in connection with Section 404 of the

Sarbanes-Oxley Act of 2002 (the Sarbanes-Oxley Act ), or the subsequent testing by our independent registered public
accounting firm (when undertaken, as noted below), may reveal deficiencies in our internal controls over financial
reporting that are deemed to be material weaknesses or that may require prospective or retroactive changes to our

consolidated financial statements or identify other areas for further attention or improvement. Inferior internal controls

could also cause investors to lose confidence in our reported financial information, which could have a negative effect

on our business.

We are required to disclose changes made in our internal control and procedures on a quarterly basis and our
management is required to assess the effectiveness of these controls annually. However, for as long as we are an
emerging growth company under the JOBS Act, our independent registered public accounting firm will not be
required to attest to the effectiveness of our internal control over financial reporting pursuant to Section 404 of the
Sarbanes-Oxley Act. We could be an emerging growth company for up to five years. An
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independent assessment of the effectiveness of our internal controls could detect problems that our management s
assessment might not. Undetected material weaknesses in our internal controls could lead to financial statement
restatements and require us to incur the expense of remediation. As a public company, may incur significant additional
expenses in the near term, which may negatively impact our financial performance and our ability to make

distributions to our stockholders. This process also will result in a diversion of management s time and attention. We
cannot be certain as to the timing of completion of any evaluation, testing and remediation actions or the impact of the
same on our operations, and we may not be able to ensure that the process is effective or that our internal controls over
financial reporting are or will be effective in a timely manner. In the event that we are unable to maintain or achieve
compliance with Section 404 of the Sarbanes-Oxley Act and related rules, the market price of our common stock may
be adversely affected.

Pending legislation may allow us to incur additional leverage.

Under the 1940 Act, a BDC generally will not be permitted to incur indebtedness unless immediately after such
borrowing the BDC has an asset coverage for total borrowings of at least 200% (i.e., the amount of debt may not
exceed 50% of the value of total assets). Legislation introduced in the U.S. House of Representatives in 2012, if
passed, would modify this section of the 1940 Act and increase the amount of debt that BDCs may incur by modifying
the percentage from 200% to 150%. In addition, recent legislation introduced in the U.S. Senate would modify SBA
regulations in a manner that may permit us to incur additional SBA guaranteed-indebtness. As a result, we may be
able to incur additional indebtedness in the future, and therefore your risk of an investment in us may increase.

Changes in laws or regulations governing our operations may adversely affect
our business or cause us to alter our business strategy.

We and our portfolio companies will be subject to applicable local, state and federal laws and regulations. New
legislation may be enacted or new interpretations, rulings or regulations could be adopted, including those governing
the types of investments we are permitted to make, any of which could harm us and our stockholders, potentially with
retroactive effect. Additionally, any changes to the laws and regulations governing our operations relating to permitted
investments may cause us to alter our investment strategy in order to avail ourselves of new or different opportunities.

Such changes could result in material differences to the strategies and plans set forth herein and may result in our
investment focus shifting from the areas of expertise of our investment adviser s investment team to other types of
investments in which the investment team may have less expertise or little or no experience. Thus, any such changes,
if they occur, could have a material adverse effect on our results of operations and the value of your investment. In
addition, any change to the SBA s current Debenture SBIC program could have a significant impact on our ability to
obtain lower-cost financing and, therefore, our competitive advantage over other finance companies.

Over the last several years, there has been an increase in regulatory attention to the extension of credit outside of the
traditional banking sector, raising the possibility that some portion of the non-bank financial sector will be subject to
new regulation. While it cannot be known at this time whether these regulations will be implemented or what form
they will take, increased regulation of non-bank credit extension could negatively impact our operations, cash flows or
financial condition, impose additional costs on us, intensify the regulatory supervision of us or otherwise adversely
affect our business.

Two of our wholly owned subsidiaries are licensed by the U.S. Small Business
Administration, and as a result, we are subject to SBA regulations.

Pending legislation may allow us to incur additional leverage. 57
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Fund II and Fund III, which became our wholly owned subsidiaries after the completion of the Formation
Transactions, are licensed to act as SBICs and are regulated by the SBA. As of March 31, 2014, Fund II and Fund III
portfolio companies accounted for most of our aggregate portfolio. The SBIC licenses allow our SBIC subsidiaries to
borrow funds by issuing SBA-guaranteed debentures, subject to the issuance of a capital commitment by the SBA and

other customary procedures. The SBA regulations require, among other things, that a licensed SBIC be examined
periodically and audited by an independent auditor to determine the SBIC s compliance with the relevant SBA
regulations.

Under current SBA regulations, a licensed SBIC may provide capital to those entities that have a tangible net worth
not exceeding $18.0 million and an average annual net income after U.S. federal income taxes not
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exceeding $6.0 million for the two most recent fiscal years. In addition, a licensed SBIC must devote 25.0% of its
investment activity to those entities that have a tangible net worth not exceeding $6.0 million and an average annual
net income after U.S. federal income taxes not exceeding $2.0 million for the two most recent fiscal years. The SBA
regulations also provide alternative size standard criteria to determine eligibility, which depend on the industry in
which the business is engaged and are based on factors such as the number of employees and gross sales. The SBA
regulations permit licensed SBICs to make long term loans to small businesses, invest in the equity securities of such
businesses and provide them with consulting and advisory services. The SBA also places certain limitations on the
financing terms of investments by SBICs in portfolio companies and prohibits SBICs from providing funds for certain
purposes or to businesses in a few prohibited industries. Compliance with SBA requirements may cause a Legacy
Fund to forego attractive investment opportunities that are not permitted under SBA regulations.

The SBA also prohibits, without prior SBA approval, a change of control of an SBIC or transfers that would result in
any person (or a group of persons acting in concert) owning 10.0% or more of a class of capital stock of a licensed
SBIC. If Fund II or Fund III fails to comply with applicable SBA regulations, the SBA could, depending on the
severity of the violation, limit or prohibit such Fund s use of debentures, declare outstanding debentures immediately
due and payable, and/or limit such Fund from making new investments. Such actions by the SBA would, in turn,
negatively affect us because Fund II and Fund III are our wholly owned subsidiaries. Each of Fund II and Fund III was
in compliance with the terms of the SBA s leverage requirements as of March 31, 2014 as a result of having sufficient
capital as defined under the SBA regulations. See Regulation as a Business Development Company Small Business
Investment Company Regulations.

Our wholly owned SBIC subsidiaries may be unable to make distributions to
us that will enable us to meet or maintain RIC status, which could result in the
imposition of a corporate-level tax.

In order for us to continue to qualify for as a RIC under the Code and to minimize corporate-level U.S. federal income
taxes, we will be required to distribute substantially all of our net ordinary income and net capital gain income,

including income from certain of our subsidiaries, which includes the income from our SBIC subsidiaries. We will be

partially dependent on our SBIC subsidiaries for cash distributions to enable us to meet the RIC distribution

requirements. Our SBIC subsidiaries may be limited by the Small Business Investment Act of 1958, and SBA

regulations governing SBICs, from making certain distributions to us that may be necessary to maintain our status as a

RIC. We may have to request a waiver of the SBA s restrictions for our SBIC subsidiaries to make certain distributions

to maintain our RIC status. We cannot assure you that the SBA will grant such waiver and if our SBIC subsidiaries are

unable to obtain a waiver, compliance with the SBA regulations may result in loss of RIC status and a consequent
imposition of a corporate-level U.S. federal income tax on all of our income.

Our business is subject to increasingly complex corporate governance, public
disclosure and accounting requirements that are costly and could adversely
affect our business and financial results.

As a publicly traded company, we incur legal, accounting and other expenses, including costs associated with the
periodic reporting requirements applicable to a company whose securities are registered under the Exchange Act, as
well as additional corporate governance requirements, including requirements under the Sarbanes-Oxley Act, and
other rules implemented by the SEC. Also, we are subject to changing rules and regulations of federal and state
government as well as the stock exchange on which our common stock is listed. These entities, including the Public
Company Accounting Oversight Board, the SEC and the NASDAQ Global Select Market, have issued a significant

Our wholly owned SBIC subsidiaries may be unable to make distributions to us that will enable us to meeb6r maint:
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number of new and increasingly complex requirements and regulations over the last several years and continue to
develop additional regulations and requirements in response to laws enacted by Congress. For example, on July 21,
2010, the Dodd-Frank Wall Street Reform and Protection Act, or the Dodd-Frank Act, was enacted. There are
significant corporate governance and executive compensation-related provisions in the Dodd-Frank Act that require
the SEC to adopt additional rules and regulations in these areas such as say on pay and proxy access. Our efforts to
comply with these requirements may result in an increase in expenses and a diversion of management s time from
other business activities.

Although passage of the Dodd-Frank Act has resulted in extensive rulemaking and regulatory changes that affect us
and the financial industry as a whole, many of its provisions remain subject to extended
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implementation periods and delayed effective dates and will require extensive rulemaking by regulatory authorities.
While the full impact of the Dodd-Frank Act on us and our portfolio companies may not be known for an extended
period of time, the Dodd-Frank Act, including future rules implementing its provisions and the interpretation of those
rules, along with other legislative and regulatory proposals directed at the financial services industry or affecting
taxation that are proposed or pending in the U.S. Congress, may negatively impact the operations, cash flows or
financial condition of us or our portfolio companies, impose additional costs on us or our portfolio companies,
intensify the regulatory supervision of us or our portfolio companies or otherwise adversely affect our business or the
business of our portfolio companies.

We received an exemptive order from the SEC exempting us from certain
provisions of the 1940 Act and the Exchange Act.

On June 10, 2014, we received an exemptive order from the SEC exempting us, Fund II and Fund III from certain
provisions of the 1940 Act (including an exemptive order granting relief from the asset coverage requirements for
certain indebtedness issued by Fund II and Fund III as SBICs) and from certain reporting requirements mandated by
the Exchange Act with respect to Fund II and Fund III. We intend to comply with the conditions of the order. As a
result, we will generally be permitted to incur a greater amount of leverage relative to our total assets and net asset
value.

We are highly dependent on information systems and systems failures could
significantly disrupt our business, which may, in turn, negatively affect the
market price of our common stock and our ability to make distributions to our
stockholders.

Our business is highly dependent on the communications and information systems of Capitala Investment Advisors.
Certain of these systems are provided to Capitala Investment Advisors by third-party service providers. Any failure or
interruption of such systems, including as a result of the termination of an agreement with any such third-party service
provider, could cause delays or other problems in our activities. This, in turn, could have a material adverse effect on

our operating results.

Terrorist attacks, acts of war or natural disasters may affect the market for our
common stock, impact the businesses in which we invest and harm our
business, operating results and financial condition.

Terrorist acts, acts of war or natural disasters may disrupt our operations, as well as the operations of the businesses in
which we invest. Such acts have created, and continue to create, economic and political uncertainties and have
contributed to global economic instability. Future terrorist activities, military or security operations, or natural

disasters could further weaken the domestic/global economies and create additional uncertainties, which may
negatively impact the businesses in which we invest directly or indirectly and, in turn, could have a material adverse
impact on our business, operating results and financial condition. Losses from terrorist attacks and natural disasters
are generally uninsurable.

We received an exemptive order from the SEC exempting us from certain provisions of the 1940 Act and 61e Excha
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A failure or the perceived risk of a failure to raise the statutory debt limit of the
United States could have a material adverse effect on our business, financial
condition and results of operations.

In the future, the United States federal government may not be able to meet its debt payments unless the federal debt
ceiling is raised. If legislation increasing the debt ceiling is not enacted, as needed, and the debt ceiling is reached, the
federal government may stop or delay making payments on its obligations. A failure by Congress to raise the debt
limit would increase the risk of default by the United States on its obligations, as well as the risk of other economic
dislocations.

If the U.S. government fails to complete its budget process or to provide for a continuing resolution before the
expiration of the current continuing resolution, a federal government shutdown may result. Such a failure or the
perceived risk of such a failure, consequently, could have a material adverse effect on the financial markets and

economic conditions in the United States and throughout the world. It could also limit our ability and the ability of our
portfolio companies to obtain financing, and it could have a material adverse effect on the valuation of our portfolio
companies. Consequently, the continued uncertainty in the general economic environment, including the October
2013 government shutdown, as well in specific economies of several individual geographic markets in which our
portfolio companies operate, could adversely affect our business, financial condition and results of operations.
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To the extent original issue discount and PIK interest constitute a portion of
our income, we will be exposed to typical risks associated with such income
being required to be included in taxable and accounting income prior to
receipt of cash representing such income.

Our investments may include original issue discount, or original issue discount ( OID ), instruments and contractual
PIK, interest, which represents contractual interest added to a loan balance and due at the end of such loan s term. To
the extent OID or PIK interest constitute a portion of our income, we are exposed to typical risks associated with such
income being required to be included in taxable and accounting income prior to receipt of cash, including the
following:

OID instruments may have higher yields, which reflect the payment deferral and credit risk associated with these
instruments;
OID accruals may create uncertainty about the source of our distributions to stockholders;
OID and PIK instruments may have unreliable valuations because their continuing accruals require continuing
judgments about the collectability of the deferred payments and the value of the collateral; and
OID and PIK instruments may represent a higher credit risk than coupon loans.

If we cannot obtain additional capital because of either regulatory or market
price constraints, we could be forced to curtail or cease our new lending and
investment activities, our net asset value could decrease and our level of
distributions and liquidity could be affected adversely.

Our ability to secure additional financing and satisfy our financial obligations under indebtedness outstanding from
time to time will depend upon our future operating performance, which is subject to the prevailing general economic
and credit market conditions, including interest rate levels and the availability of credit generally, and financial,
business and other factors, many of which are beyond our control. The prolonged continuation or worsening of current
economic and capital market conditions could have a material adverse effect on our ability to secure financing on
favorable terms, if at all.

If we are unable to obtain additional debt capital, then our equity investors will not benefit from the potential for
increased returns on equity resulting from leverage to the extent that our investment strategy is successful and we may
be limited in our ability to make new commitments or fundings to our portfolio companies.

Uncertainty about the financial stability of the United States and of several
countries in the European Union (EU) could have a significant adverse effect
on our business, results of operations and financial condition.

Due to federal budget deficit concerns, S&P downgraded the federal government s credit rating from AAA to AA+ for
the first time in history on August 5, 2011. Further, Moody s and Fitch have warned that they may downgrade the
federal government s credit rating. Further downgrades or warnings by S&P or other rating agencies, and the
government s credit and deficit concerns in general, could cause interest rates and borrowing costs to rise, which may
negatively impact both the perception of credit risk associated with our debt portfolio and our ability to access the debt
markets on favorable terms. In addition, a decreased credit rating could create broader financial turmoil and
uncertainty, which may weigh heavily on our financial performance and the value of our common stock.

To the extent original issue discount and PIK interest constitute a portion of our income, we will be expos&3to typic
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In 2010, a financial crisis emerged in Europe, triggered by high budget deficits and rising direct and contingent
sovereign debt in Greece, Ireland, Italy, Portugal and Spain, which created concerns about the ability of these nations
to continue to service their sovereign debt obligations. Risks and ongoing concerns resulting from the debt crisis in
Europe could have a detrimental impact on the global economic recovery, sovereign and non-sovereign debt in these
countries and the financial condition of European financial institutions. Market and economic disruptions have
affected, and may continue to affect, consumer confidence levels and spending, personal bankruptcy rates, levels of
incurrence and default on consumer debt and home prices, among other factors. We cannot assure you that the market
disruptions in Europe, including the increased cost of funding for certain governments and financial institutions, will
not spread, and we cannot
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assure you that future assistance packages will be available, or if available, sufficient to stabilize the affected countries
and markets in Europe or elsewhere. To the extent uncertainty regarding any economic recovery in Europe continues
to negatively impact consumer confidence and consumer credit factors, our business and results of operations could be
significantly and adversely affected.

On December 18, 2013, the U.S. Federal Reserve announced that it would scale back its bond-buying program, or
quantitative easing, which is designed to stimulate the economy and expand the Federal Reserve s holdings of
long-term securities until key economic indicators, such as the unemployment rate, show signs of improvement. The
Federal Reserve signaled it would reduce its purchases of long-term Treasury bonds and would scale back on its
purchases of mortgage-backed securities. It is unclear what effect, if any, the incremental reduction in the rate of the
Federal Reserve s monthly purchases will have on the value of our investments. However, it is possible that absent
continued quantitative easing by the Federal Reserve, these developments, along with the European sovereign debt
crisis, could cause interest rates and borrowing costs to rise, which may negatively impact our ability to access the
debt markets on favorable terms.

We are an emerging growth company under the JOBS Act, and we cannot be
certain if the reduced disclosure requirements applicable to emerging growth
companies will make our securities less attractive to investors.

We are and we will remain an emerging growth company as defined in the JOBS Act until the earlier of (a) the last

day of the fiscal year (i) following the fifth anniversary of the completion of this offering, (ii) in which we have total
annual gross revenue of at least $1.0 billion, or (iii) in which we are deemed to be a large accelerated filer, which

means the market value of our common stock that is held by non-affiliates exceeds $700 million as of the end of the
previous second fiscal quarter, and (b) the date on which we have issued more than $1.0 billion in non-convertible

debt during the prior three-year period. For so long as we remain an emerging growth company we may take
advantage of certain exemptions from various reporting requirements that are applicable to other public companies
that are not emerging growth companies including, but not limited to, not being required to comply with the auditor
attestation requirements of Section 404 of the Sarbanes-Oxley Act. We cannot predict if investors will find our
securities less attractive because we will rely on some or all of these exemptions. If some investors find our securities
less attractive as a result, there may be a less active and more volatile trading market for our securities.

In addition, Section 107 of the JOBS Act also provides that an emerging growth company may take advantage of the
extended transition period provided in Section 7(a)(2)(B) of the Securities Act for complying with new or revised
accounting standards. In other words, an emerging growth company can delay the adoption of certain accounting

standards until those standards would otherwise apply to private companies. We have chosen to take advantage of the

extended transition period for complying with new or revised accounting standards, which may make it more difficult
for investors and securities analysts to evaluate us since our financial statements may not be comparable to companies
that comply with public company effective dates and may result in less investor confidence.

Our Board of Directors is authorized to reclassify any unissued shares of
common stock into one or more classes of preferred stock, which could
convey special rights and privileges to its owners.

Under Maryland General Corporation Law and our charter, our Board of Directors is authorized to classify and
reclassify any authorized but unissued shares of stock into one or more classes of stock, including preferred stock.
Prior to issuance of shares of each class or series, our Board of Directors will be required by Maryland law and our

We are an emerging growth company under the JOBS Act, and we cannot be certain if the reduced disgfosure re
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charter to set the terms, preferences, conversion or other rights, voting powers, restrictions, limitations as to dividends

or other distributions, qualifications and terms or conditions of redemption for each class or series. Thus, our Board of

Directors could authorize the issuance of shares of preferred stock with terms and conditions that could have the effect
of delaying, deferring or preventing a transaction or a change in control that might involve a premium price for

holders of our common stock or otherwise be in their best interest. The cost of any such reclassification would be

borne by our common stockholders. Certain matters under the 1940 Act require the separate vote of the holders of any
issued and outstanding preferred stock. For example, holders of preferred stock would vote separately from the

holders of common stock on a proposal to cease operations as a BDC. In addition, the 1940 Act provides that holders

of preferred stock are entitled to vote separately from holders of common stock to elect two preferred stock
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directors. We currently have no plans to issue preferred stock. The issuance of preferred shares convertible into shares
of common stock may also reduce the net income and net asset value per share of our common stock upon conversion,
provided, that we will only be permitted to issue such convertible preferred stock to the extent we comply with the
requirements of Section 61 of the 1940 Act, including obtaining common stockholder approval. These effects, among
others, could have an adverse effect on your investment in our common stock.

Provisions of the Maryland General Corporation Law and of our charter and
bylaws could deter takeover attempts and have an adverse impact on the
price of our common stock.

The Maryland General Corporation Law and our charter and bylaws contain provisions that may discourage, delay or
make more difficult a change in control of Capitala Finance or the removal of our directors. We are subject to the
Maryland Business Combination Act, subject to any applicable requirements of the 1940 Act. Our Board of Directors
has adopted a resolution exempting from the Business Combination Act any business combination between us and any
other person, subject to prior approval of such business combination by our board, including approval by a majority of
our independent directors. If the resolution exempting business combinations is repealed or our board does not
approve a business combination, the Business Combination Act may discourage third parties from trying to acquire
control of us and increase the difficulty of consummating such an offer. Our bylaws exempt from the Maryland
Control Share Acquisition Act acquisitions of our stock by any person. If we amend our bylaws to repeal the
exemption from the Control Share Acquisition Act, the Control Share Acquisition Act also may make it more difficult
for a third-party to obtain control of us and increase the difficulty of consummating such a transaction. It is the
position of the staff of the SEC s Division of Investment Management that if a BDC fails to opt-out of the Maryland

Control Share Acquisition Act, it acts in a manner inconsistent with Section 18(i) of the 1940 Act.

We have also adopted measures that may make it difficult for a third-party to obtain control of us, including
provisions of our charter classifying our Board of Directors in three classes serving staggered three-year terms, and
authorizing our Board of Directors to classify or reclassify shares of our stock in one or more classes or series, to
cause the issuance of additional shares of our stock, to amend our charter without stockholder approval and to increase
or decrease the number of shares of stock that we have authority to issue. These provisions, as well as other provisions
of our charter and bylaws, may delay, defer or prevent a transaction or a change in control that might otherwise be in
the best interests of our stockholders.

The foregoing provisions are expected to discourage certain coercive takeover practices and inadequate takeover bids

and to encourage persons seeking to acquire control of us to negotiate first with our Board of Directors. However,

these provisions may deprive a shareholder of the opportunity to sell such shareholder s shares at a premium to a

potential acquirer. We believe that the benefits of these provisions outweigh the potential disadvantages of
discouraging any such acquisition proposals because, among other things, the negotiation of such proposals may
improve their terms. Our Board of Directors has considered both the positive and negative effects of the foregoing
provisions and determined that they are in the best interest of our shareholders. See Description of Our Capital
Stock Certain Provisions of the Maryland General Corporation Law and Our Charter and Bylaws.

Risks Related to Our Investments

Provisions of the Maryland General Corporation Law and of our charter and bylaws could deter takeover &fempts ¢
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Our investments are very risky and highly speculative.

We invest primarily in senior secured term loans, mezzanine debt and select equity investments issued by leveraged
companies.

Senior Secured Loans. There is a risk that the collateral securing our loans may decrease in value over time, may be
difficult to sell in a timely manner, may be difficult to appraise and may fluctuate in value based upon the success of
the business and market conditions, including as a result of the inability of the portfolio company to raise additional
capital, and, in some circumstances, our lien could be subordinated to claims of other creditors. In addition,
deterioration in a portfolio company s financial condition and prospects, including its inability to raise additional
capital, may be accompanied by deterioration in the value of the collateral for
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the loan. Consequently, the fact that a loan is secured does not guarantee that we will receive principal and interest
payments according to the loan s terms, or at all, or that we will be able to collect on the loan should we be forced to
enforce our remedies.

Mezzanine Loans. Our mezzanine debt investments are generally subordinated to senior loans and may be unsecured.
As such, other creditors may rank senior to us in the event of an insolvency, which could likely in many cases result in
a substantial or complete loss on such investment in the case of such insolvency. This may result in an above average
amount of risk and loss of principal.

Equity Investments. When we invest in senior secured loans or mezzanine loans, we may acquire equity securities as
well. In addition, we may invest directly in the equity securities of portfolio companies. The equity interests we
receive may not appreciate in value and, in fact, may decline in value. Accordingly, we may not be able to realize
gains from our equity interests, and any gains that we do realize on the disposition of any equity interests may not be
sufficient to offset any other losses we experience. The portfolio currently has several significant equity positions.
Distributions, dispositions, or liquidity events of these investments may affect our results of operations and cause us to
have to pay a special dividend relating to the realized gains from such investment in order to minimize to the greatest
extent possible our federal income or excise tax liability.

In addition, investing in smaller and lower middle-market companies involves a number of significant risks, including:

these companies may have limited financial resources and may be unable to meet their obligations under their debt
securities that we hold, which may be accompanied by a deterioration in the value of any collateral and a reduction in
the likelihood of us realizing any guarantees we may have obtained in connection with our investment;

they typically have shorter operating histories, narrower product lines and smaller market shares than larger
businesses, which tend to render them more vulnerable to competitors actions and market conditions, as well as
general economic downturns;

they are more likely to depend on the management talents and efforts of a small group of persons; therefore, the death,
disability, resignation or termination of one or more of these persons could have a material adverse impact on our
portfolio company and, in turn, on us;

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;

they may have difficulty accessing the capital markets to meet future capital needs, which may limit their ability to
grow or to repay their outstanding indebtedness upon maturity; and

our executive officers, directors and our investment adviser may, in the ordinary course of business, be named as
defendants in litigation arising from our investments in the portfolio companies.

An investment strategy focused primarily on smaller privately held companies
involves a high degree of risk and presents certain challenges, including the
lack of available information about these companies, a dependence on the
talents and efforts of only a few key portfolio company personnel and a
greater vulnerability to economic downturns.

Our portfolio consists primarily of debt and equity investments in smaller privately owned venture capital-backed
companies. Investing in venture capital-backed companies involves a number of significant risks. Typically, the debt
in which we will invest is not initially rated by any rating agency; however, we believe that if such investments were
rated, they would be rated below investment grade. Below investment grade securities, which are often referred to as

An investment strategy focused primarily on smaller privately held companies involves a high degree of ri§® and pre
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high yield or junk, have predominantly speculative characteristics with respect to the issuer s capacity to pay interest
and repay principal. Compared to larger publicly owned companies, these venture capital-backed companies may be
in a weaker financial position and experience wider variations in their operating results, which may make them more
vulnerable to economic downturns. Typically, these companies need more capital to compete; however, their access to
capital is
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limited and their cost of capital is often higher than that of their competitors. Our portfolio companies often face
intense competition from larger companies with greater financial, technical and marketing resources and their success
typically depends on the managerial talents and efforts of an individual or a small group of persons. Therefore, any
loss of its key employees could affect a portfolio company s ability to compete effectively and harm its financial
condition. Further, some of these companies conduct business in regulated industries that are susceptible to regulatory
changes. These factors could impair the cash flow of our portfolio companies and result in other events, such as
bankruptcy. These events could limit a portfolio company s ability to repay its obligations to us, which may have an
adverse effect on the return on, or the recovery of, our investment in these businesses. Deterioration in a borrower s
financial condition and prospects may be accompanied by deterioration in the value of the loan s collateral.

Generally, little public information exists about these companies, and we are required to rely on the ability of our
investment adviser s investment team to obtain adequate information to evaluate the potential returns from investing in
these companies. If we are unable to uncover all material information about these companies, we may not make a fully
informed investment decision, and we may lose money on our investments. Also, privately held companies frequently

have less diverse product lines and smaller market presence than larger competitors. These factors could adversely
affect our investment returns as compared to companies investing primarily in the securities of public companies.

Many of our loans are not fully amortizing and if a borrower cannot repay or
refinance such loans at maturity, our results will suffer.

Most of the loans in which we invest are not structured to fully amortize during their lifetime. Accordingly, a
significant portion of the principal amount of such a loan may be due at maturity. As of March 31, 2014, each debt
instrument in our portfolio, on a fair value basis, will not fully amortize prior to maturity. In order to create liquidity to
pay the final principal payment, borrowers typically must raise additional capital. If they are unable to raise sufficient
funds to repay us or we have not elected to enter into a new loan agreement providing for an extended maturity, the

loan will go into default, which will require us to foreclose on the borrower s assets, even if the loan was otherwise
performing prior to maturity. This will deprive Capitala Finance from immediately obtaining full recovery on the loan
and prevent or delay the reinvestment of the loan proceeds in other, more profitable investments.

Our investments in leveraged portfolio companies may be risky, and you
could lose all or part of your investment.

Investment in leveraged companies involves a number of significant risks. Leveraged companies in which we invest
may have limited financial resources and may be unable to meet their obligations under their loans and debt securities
that we hold. Such developments may be accompanied by a deterioration in the value of any collateral and a reduction

in the likelihood of our realizing any guarantees that we may have obtained in connection with our investment.

Smaller leveraged companies also may have less predictable operating results and may require substantial additional

capital to support their operations, finance their expansion or maintain their competitive position.

Our portfolio companies may incur debt that ranks equally with, or senior to,
our investments in such companies.

Our portfolio companies may have, or may be permitted to incur, other debt that ranks equally with, or in some cases
senior to, the debt in which we invest. By their terms, such debt instruments may entitle the holders to receive
payment of interest or principal on or before the dates on which we are entitled to receive payments with respect to the
debt instruments in which we invest. Also, in the event of insolvency, liquidation, dissolution, reorganization or

Many of our loans are not fully amortizing and if a borrower cannot repay or refinance such loans at matuity, our re
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bankruptcy of a portfolio company, holders of debt instruments ranking senior to our investment in that portfolio
company would typically be entitled to receive payment in full before we receive any distribution. After repaying such
senior creditors, such portfolio company may not have sufficient remaining assets to repay its obligation to us. In the
case of debt ranking equally with debt instruments in which we invest, we would have to share on an equal basis any
distributions with other creditors holding such debt in the event of an insolvency, liquidation, dissolution,
reorganization or bankruptcy of the relevant portfolio company.
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Second priority liens on collateral securing loans that we make to our
portfolio companies may be subject to control by senior creditors with first
priority liens. If there is a default, the value of the collateral may not be
sufficient to repay in full both the first priority creditors and us.

Certain loans that we make are secured by a second priority security interest in the same collateral pledged by a
portfolio company to secure senior debt owed by the portfolio company to commercial banks or other traditional
lenders. Often the senior lender has procured covenants from the portfolio company prohibiting the incurrence of
additional secured debt without the senior lender s consent. Prior to and as a condition of permitting the portfolio
company to borrow money from us secured by the same collateral pledged to the senior lender, the senior lender may
require assurances that it will control the disposition of any collateral in the event of bankruptcy or other default. In
many such cases, the senior lender requires us to enter into an intercreditor agreement prior to permitting the portfolio
company to borrow from us. Typically the intercreditor agreements we are requested to execute expressly subordinate
our debt instruments to those held by the senior lender and further provide that the senior lender shall control: (i) the
commencement of foreclosure or other proceedings to liquidate and collect on the collateral; (ii) the nature, timing and
conduct of foreclosure or other collection proceedings; (iii) the amendment of any collateral document; (iv) the release
of the security interests in respect of any collateral; and (v) the waiver of defaults under any security agreement.
Because of the control we may cede to senior lenders under intercreditor agreements we may enter, we may be unable
to realize the proceeds of any collateral securing some of our loans.

If we make subordinated investments, the obligors or the porifolio companies
may not generate sufficient cash flow to service their debt obligations to us.

We have made, and may make, subordinated investments that rank below other obligations of the obligor in right of
payment. Subordinated investments are subject to greater risk of default than senior obligations as a result of adverse
changes in the financial condition of the obligor or economic conditions in general. If we make a subordinated
investment in a portfolio company, the portfolio company may be highly leveraged, and its relatively high
debt-to-equity ratio may create increased risks that its operations might not generate sufficient cash flow to service all

of its debt obligations.

The disposition of our investments may result in contingent liabilities.

Substantially all of our investments involve loans and private securities. In connection with the disposition of an
investment in loans and private securities, we may be required to make representations about the business and
financial affairs of the portfolio company typical of those made in connection with the sale of a business. We may also
be required to indemnify the purchasers of such investment to the extent that any such representations turn out to be
inaccurate or with respect to potential liabilities. These arrangements may result in contingent liabilities that
ultimately result in funding obligations that we must satisfy through our return of distributions previously made to us.

There may be circumstances where our debt investments could be
subordinated to claims of other creditors or we could be subject to lender
liability claims.

Even though we may have structured most of our investments as secured loans, if one of our portfolio companies were
to go bankrupt, depending on the facts and circumstances, and based upon principles of equitable subordination as

Second priority liens on collateral securing loans that we make to our portfolio companies may be subject8 control
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defined by existing case law, a bankruptcy court could subordinate all or a portion of our claim to that of other
creditors and transfer any lien securing such subordinated claim to the bankruptcy estate. The principles of equitable
subordination defined by case law have generally indicated that a claim may be subordinated only if its holder is
guilty of misconduct or where the senior loan is re-characterized as an equity investment and the senior lender has
actually provided significant managerial assistance to the bankrupt debtor. We may also be subject to lender liability
claims for actions taken by us with respect to a borrower s business or instances where we exercise control over the
borrower. It is possible that we could become subject to a lender s liability claim, including as a result of actions taken
in rendering significant managerial assistance or actions to compel and collect payments from the borrower outside
the ordinary course of business. Such risk of equitable subordination may be potentially heightened with respect to
various portfolio investments that we may be deemed to control. See also ~ Because we expect that we will not hold
controlling equity interests in most of our portfolio companies, we may not be in a position to exercise
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control over our portfolio companies or to prevent decisions by management of our portfolio companies that could
decrease the value of our investments.

Economic recessions could impair our portfolio companies and harm our
operating results.

Certain of our portfolio companies may be susceptible to an economic downturn and may be unable to repay our loans
during this period. Therefore, assets may become non-performing and the value of our portfolio may decrease during
this period. The adverse economic conditions also may decrease the value of collateral securing some of our loans and
the value of our equity investments. A recession could lead to financial losses in our portfolio and a decrease in our
revenues, net income and the value of our assets.

Adverse economic conditions also may decrease the value of collateral securing some of our loans and the value of
our equity investments at fair value. Unfavorable economic conditions also could increase our funding costs, limit our
access to the capital markets or result in a decision by lenders not to extend credit to us. These events could prevent us

from increasing investments and harm our operating results.

A portfolio company s failure to satisfy financial or operating covenants imposed by us or other lenders could lead to
defaults and, potentially, acceleration of the time when the loans are due and foreclosure on its secured assets, which
could trigger cross-defaults under other agreements and jeopardize the portfolio company s ability to meet its
obligations under the debt that we hold. We may incur additional expenses to the extent necessary to seek recovery
upon default or to negotiate new terms with a defaulting portfolio company. In addition, if one of our portfolio
companies were to go bankrupt, depending on the facts and circumstances, including the extent to which we actually
provided significant managerial assistance to that portfolio company, a bankruptcy court might re-characterize our
debt holdings and subordinate all or a portion of our claim to that of other creditors.

These portfolio companies may face intense competition, including competition from companies with greater financial
resources, more extensive research and development, manufacturing, marketing and service capabilities and greater
number of qualified and experienced managerial and technical personnel. They may need additional financing which
they are unable to secure and which we are unable or unwilling to provide, or they may be subject to adverse
developments unrelated to the technologies they acquire.

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

We generally invest in companies whose securities are not publicly traded, and whose securities will be subject to
legal and other restrictions on resale or will otherwise be less liquid than publicly traded securities. There is no
established trading market for the securities in which we invest. The illiquidity of these investments may make it
difficult for us to sell these investments when desired. In addition, if we are required to liquidate all or a portion of our
portfolio quickly, we may realize significantly less than the value at which we had previously recorded these
investments. As a result, we do not expect to achieve liquidity in our investments in the near-term. Further, we may
face other restrictions on our ability to liquidate an investment in a portfolio company to the extent that we have
material non-public information regarding such portfolio company.

Our failure to make follow-on investments in our portfolio companies could
impair the value of our portfolio.

Economic recessions could impair our portfolio companies and harm our operating results. 75
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Following an initial investment in a portfolio company, we may make additional investments in that portfolio
company as follow-on investments, in order to: (i) increase or maintain in whole or in part our equity ownership
percentage; (ii) exercise warrants, options or convertible securities that were acquired in the original or a subsequent
financing; or (iii) attempt to preserve or enhance the value of our investment. We may elect not to make follow-on
investments or otherwise lack sufficient funds to make those investments. We will have the discretion to make any
follow-on investments, subject to the availability of capital resources. The failure to make follow-on investments may,
in some circumstances, jeopardize the continued viability of a portfolio company and our initial investment, or may
result in a missed opportunity for us to increase our participation in a successful operation. Even if we have sufficient
capital to make a desired follow-on investment, we may elect not to make a follow-on investment because we do not
want to increase our concentration of risk, we prefer other opportunities, we are subject to BDC requirements that
would prevent
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such follow-on investments, or the follow- on investment would affect our qualification as a RIC under the Code. For
example, we may be prohibited under the 1940 Act from making follow-on investments in our portfolio companies
that we may be deemed to control or in which affiliates of investment adviser are also invested.

Our ability to enter into new transactions with our affiliates, and to restructure
or exit our investments in portfolio companies that we are deemed to control
under the 1940 Act, will be restricted by the 1940 Act, which may limit the
scope of investment opportunities available to us.

We are prohibited under the 1940 Act from participating in certain transactions with 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 will be our affiliate for purposes of the 1940 Act and we are generally
prohibited from buying or selling any security from or to such affiliate without the prior approval of our independent

directors. The 1940 Act also prohibits certain joint transactions with certain of our affiliates, which could include
concurrent investments in the same company, without prior approval of our independent directors and, in some cases,
the SEC. We are prohibited from buying or selling any security from or to any person that controls us or who owns
more than 25% of our voting securities or certain of that person s affiliates, or entering into prohibited joint
transactions with such persons, absent the prior approval of the SEC. As a result of these restrictions, we may be
prohibited from buying or selling any security (other than any security of which we are the issuer) from or to any
company that is advised or managed by our investment adviser or its affiliates without the prior approval of the SEC,
which may limit the scope of investment opportunities that would otherwise be available to us.

In the future, we may co-invest with investment funds, accounts and vehicles managed by our investment adviser or
its affiliates when doing so is consistent with our investment strategy as well as applicable law and SEC staff
interpretations. We generally will only be permitted to co-invest with such investment funds, accounts and vehicles
where the only term that is negotiated is price. However, we and our investment adviser may in the future file an
exemptive application with the SEC to permit greater flexibility to negotiate the terms of co-investments with
investment funds, accounts and investment vehicles managed by our investment adviser or its affiliates in a manner
consistent with our investment objective, positions, policies, strategies and restrictions as well as regulatory
requirements and other pertinent factors. If we file this exemptive application, there can be no assurance that we will
receive exemptive relief from the SEC to permit us to co-invest with investment funds, accounts and investment
vehicles managed by our investment adviser or its affiliates where terms other than price are negotiated.

In addition, within our portfolio there are investments that may be deemed to be controlled investment under the 1940

Act. To the extent that our investments in such portfolio companies need to be restructured or that we choose to exit
these investments in the future, our ability to do so may be limited if such restructuring or exit also involves the

affiliates of our investment adviser because such a transaction could be considered a joint transaction prohibited by the
1940 Act in the absence of our receipt of relief from the SEC in connection with such transaction. For example, if an
affiliate of our investment adviser were required to approve a restructuring of an investment in the portfolio and the

affiliate of our investment adviser was deemed to be our affiliate, such a restructuring transaction may constitute a
prohibited joint transaction under the 1940 Act.

Our portfolio may lack diversification among portfolio companies, which may
subject us to a risk of significant loss if one or more of these companies
defaults on its obligations under any of its debt instruments.

Our ability to enter into new transactions with our affiliates, and to restructure or exit our investments in pafffolio cor
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Our portfolio may be concentrated in a limited number of portfolio companies. Beyond the asset diversification
requirements associated with our qualification as a RIC under the Code, we do not have fixed guidelines for
diversification, and our investments may be concentrated in relatively few companies. As our portfolio is less
diversified than the portfolios of some larger funds, we are more susceptible to failure if a single loan fails. The
disposition or liquidity of a significant investment may also adversely impact our net asset value and our results of
operations. Similarly, the aggregate returns we realize may be significantly adversely affected if a small number of
investments perform poorly or if we need to write down the value of any one investment.
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We are a non-diversified investment company within the meaning of the 1940
Act, and therefore we are not limited with respect to the proportion of our
assets that may be invested in securities of a single issuer.

We are classified as a non-diversified investment company within the meaning of the 1940 Act, which means that we

are not limited by the 1940 Act with respect to the proportion of our assets that we may invest in securities of a single

issuer. Beyond the asset diversification requirements associated with our qualification as a RIC under the Code, we do
not have fixed guidelines for diversification. To the extent that we assume large positions in the securities of a small

number of issuers or our investments are concentrated in relatively few industries, our net asset value may fluctuate to
a greater extent than that of a diversified investment company as a result of changes in the financial condition or the
market s assessment of the issuer. We may also be more susceptible to any single economic or regulatory occurrence

than a diversified investment company.

Our portfolio may be concentrated in a limited number of industries, which
may subject us to a risk of significant loss if there is a downturn in a particular
industry in which a number of our investments are concentrated.

Our portfolio may be concentrated in a limited number of industries. A downturn in any particular industry in which
we are invested could significantly impact the aggregate returns we realize. If an industry in which we have significant
investments suffers from adverse business or economic conditions, as these industries have to varying degrees, a
material portion of our investment portfolio could be affected adversely, which, in turn, could adversely affect our
financial position and results of operations.

Because we will not hold controlling equity interests in most of our portfolio
companies, we may not be in a position to exercise control over our portfolio
companies or to prevent decisions by management of our portfolio companies
that could decrease the value of our investments.

We currently hold controlling equity positions in seven portfolio companies. Although we may do so in the future, we
expect that we will not hold controlling equity positions in most of our portfolio companies. If we do not hold a
controlling equity position in a portfolio company, we are subject to the risk that the portfolio company may make
business decisions with which we disagree, and that the management and/or stockholders of the portfolio company
may take risks or otherwise act in ways that are adverse to our interests. Due to the lack of liquidity of the debt and
equity investments that we typically hold in our portfolio companies, we may not be able to dispose of our
investments in the event we disagree with the actions of a portfolio company and may therefore suffer a decrease in
the value of our investments.

Defaults by our portfolio companies will harm our operating results.

A portfolio company s failure to satisfy financial or operating covenants imposed by us or other lenders could lead to
defaults and, potentially, termination of its loans and foreclosure on its secured assets, which could trigger
cross-defaults under other agreements and jeopardize our portfolio company s ability to meet its obligations under the
debt securities that we hold. We may incur expenses to the extent necessary to seek recovery upon default or to
negotiate new terms with a defaulting portfolio company. Any extension or restructuring of our loans could adversely
affect our cash flows. In addition, if one of our portfolio companies were to go bankrupt, even though we may have

We are a non-diversified investment company within the meaning of the 1940 Act, and therefore we are nd®limited
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structured our interest as senior debt, depending on the facts and circumstances, including the extent to which we
actually provided managerial assistance to that portfolio company, a bankruptcy court might recharacterize our debt
holding and subordinate all or a portion of our claim to that of other creditors. If any of these occur, it could materially
and adversely affect our operating results and cash flows.

If our portfolio companies are unable to protect their proprietary,
technological and other intellectual property rights, our business and
prospects could be harmed, and if portfolio companies are required to devote
significant resources to protecting their intellectual property rights, the value
of our investment could be reduced.

Our future success and competitive position will depend in part upon the ability of our portfolio companies to obtain,
maintain and protect proprietary technology used in their products and services. The intellectual property held by our
portfolio companies often represents a substantial portion of the collateral
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securing our investments and/or constitutes a significant portion of the portfolio companies value that may be
available in a downside scenario to repay our loans. Our portfolio companies will rely, in part, on patent, trade secret
and trademark law to protect that technology, but competitors may misappropriate their intellectual property, and
disputes as to ownership of intellectual property may arise. Portfolio companies may, from time to time, be required to
institute litigation to enforce their patents, copyrights or other intellectual property rights, protect their trade secrets,
determine the validity and scope of the proprietary rights of others or defend against claims of infringement. Such
litigation could result in substantial costs and diversion of resources. Similarly, if a portfolio company is found to
infringe or misappropriate a third-party s patent or other proprietary rights, it could be required to pay damages to the
third-party, alter its products or processes, obtain a license from the third-party and/or cease activities utilizing the
proprietary rights, including making or selling products utilizing the proprietary rights. Any of the foregoing events
could negatively affect both the portfolio company s ability to service our debt investment and the value of any related
debt and equity securities that we own, as well as any collateral securing our investment.

Any unrealized losses we experience on our loan portfolio may be an
indication of future realized losses, which could reduce our income available
for distribution.

As a BDC, we are required to carry our investments at market value or, if no market value is ascertainable, at the fair
value as determined in good faith by our Board of Directors. Decreases in the market values or fair values of our
investments will be recorded as unrealized depreciation. Any unrealized losses in our loan portfolio could be an

indication of a portfolio company s inability to meet its repayment obligations to us with respect to the affected loans.

This could result in realized losses in the future and ultimately in reductions of our income available for distribution in

future periods.

Prepayments of our debt investments by our portfolio companies could
adversely impact our results of operations and reduce our return on equity.

We are subject to the risk that the investments we make in our portfolio companies may be repaid prior to maturity.

When this occurs, we will generally reinvest these proceeds in temporary investments or repay any revolving credit

facility, depending on expected future investment in new portfolio companies. Temporary investments will typically

have substantially lower yields than the debt being prepaid and we could experience significant delays in reinvesting

these amounts. Any future investment in a new portfolio company may also be at lower yields than the debt that was
repaid. As a result, our results of operations could be materially adversely affected if one or more of our portfolio
companies elect to prepay amounts owed to us. Additionally, prepayments could negatively impact our return on

equity, which could result in a decline in the market price of our common stock.

We may not realize gains from our equity investments.

Certain investments that we may make include warrants or other equity securities. Investments in equity securities
involve a number of significant risks, including the risk of further dilution as a result of additional issuances, inability
to access additional capital and failure to pay current distributions. Investments in preferred securities involve special

risks, such as the risk of deferred distributions, credit risk, illiquidity and limited voting rights. In addition, we may
from time to time make non-control, equity investments in portfolio companies. Our goal is ultimately to realize gains

upon our disposition of such equity interests. However, the equity interests we receive may not appreciate in value
and, in fact, may decline in value. Accordingly, we may not be able to realize gains from our equity interests, and any
gains that we do realize on the disposition of any equity interests may not be sufficient to offset any other losses we

If our portfolio companies are unable to protect their proprietary,technological and other intellectual prope8y rights,
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experience. We also may be unable to realize any value if a portfolio company does not have a liquidity event, such as
a sale of the business, recapitalization or public offering, which would allow us to sell the underlying equity interests.
We will often seek puts or similar rights to give us the right to sell our equity securities back to the portfolio company
issuer. We may be unable to exercise these put rights for the consideration provided in our investment documents if
the issuer is in financial distress.

We may expose ourselves to risks if we engage in hedging transactions.

If we engage in hedging transactions, we may expose ourselves to risks associated with such transactions. We may
utilize instruments such as forward contracts, currency options and interest rate swaps, caps, collars
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and floors to seek to hedge against fluctuations in the relative values of our portfolio positions from changes in
currency exchange rates and market interest rates. Hedging against a decline in the values of our portfolio positions
does not eliminate the possibility of fluctuations in the values of such positions or prevent losses if the values of such
positions decline. However, such hedging can establish other positions designed to gain from those same
developments, thereby offsetting the decline in the value of such portfolio positions. Such hedging transactions may
also limit the opportunity for gain if the values of the underlying portfolio positions increase. It may not be possible to
hedge against an exchange rate or interest rate fluctuation that is so generally anticipated that we are not able to enter
into a hedging transaction at an acceptable price. Moreover, for a variety of reasons, we may not seek to establish a
perfect correlation between such hedging instruments and the portfolio holdings being hedged. Any such imperfect
correlation may prevent us from achieving the intended hedge and expose us to risk of loss. In addition, it may not be
possible to hedge fully or perfectly against currency fluctuations affecting the value of securities denominated in
non-U.S. currencies because the value of those securities is likely to fluctuate as a result of factors not related to
currency fluctuations.

The health and performance of our portfolio companies could be adversely
affected by political and economic conditions in the countries in which they
conduct business.

Some of the products of our portfolio companies are developed, manufactured, assembled, tested or marketed outside
the United States. Any conflict or uncertainty in these countries, including due to natural disasters, public health
concerns, political unrest or safety concerns, could harm their business, financial condition and results of operations.
In addition, if the government of any country in which their products are developed, manufactured or sold sets
technical or regulatory standards for products developed or manufactured in or imported into their country that are not
widely shared, it may lead some of their customers to suspend imports of their products into that country, require
manufacturers or developers in that country to manufacture or develop products with different technical or regulatory
standards and disrupt cross-border manufacturing, marketing or business relationships which, in each case, could harm
their businesses.

Our equity ownership in a portfolio company may represent a control
investment. Our ability to exit a control investment in a timely manner could
result in a realized loss on the investment.

If we obtain a control investment in a portfolio company our ability to divest ourselves from a debt or equity
investment could be restricted due to illiquidity in a private stock, limited trading volume on a public company s stock,
inside information on a company s performance, insider blackout periods, or other factors that could prohibit us from
disposing of the investment as we would if it were not a control investment. Additionally, we may choose not to take
certain actions to protect a debt investment in a control investment portfolio company. As a result, we could
experience a decrease in the value of our portfolio company holdings and potentially incur a realized loss on the
investment.

If the assets securing the loans that we make decrease in value, then we may
lack sufficient collateral to cover losses.

To attempt to mitigate credit risks, we will typically take a security interest in the available assets of our portfolio
companies. There is no assurance that we will obtain or properly perfect our liens.

We may expose ourselves to risks if we engage in hedging transactions. 83
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There is a risk that the collateral securing our loans may decrease in value over time, may be difficult to sell in a
timely manner, may be difficult to appraise and may fluctuate in value based upon the success of the business and
market conditions, including as a result of the inability of a portfolio company to raise additional capital. In some

circumstances, our lien could be subordinated to claims of other creditors. Consequently, the fact that a loan is secured
does not guarantee that we will receive principal and interest payments according to the loan s terms, or that we will be
able to collect on the loan should we be forced to enforce our remedies.

In addition, because we may invest in technology-related companies, a substantial portion of the assets securing our
investment may be in the form of intellectual property, if any, inventory and equipment and, to a lesser extent, cash
and accounts receivable. Intellectual property, if any, that is securing our loan could lose value if, among other things,
the company s rights to the intellectual property are challenged or if the company s license to the intellectual property is
revoked or expires, the technology fails to achieve its intended results or a new technology makes the intellectual
property functionally obsolete. Inventory may not
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be adequate to secure our loan if our valuation of the inventory at the time that we made the loan was not accurate or if
there is a reduction in the demand for the inventory.

Similarly, any equipment securing our loan may not provide us with the anticipated security if there are changes in
technology or advances in new equipment that render the particular equipment obsolete or of limited value, or if the
company fails to adequately maintain or repair the equipment. Any one or more of the preceding factors could
materially impair our ability to recover principal in a foreclosure.

The effect of global climate change may impact the operations of our portfolio
companies.

There may be evidence of global climate change. Climate change creates physical and financial risk and some of our
portfolio companies may be adversely affected by climate change. For example, the needs of customers of energy
companies vary with weather conditions, primarily temperature and humidity. To the extent weather conditions are
affected by climate change, energy use could increase or decrease depending on the duration and magnitude of any
changes. Increases in the cost of energy could adversely affect the cost of operations of our portfolio companies if the
use of energy products or services is material to their business. A decrease in energy use due to weather changes may
affect some of our portfolio companies financial condition, through decreased revenues. Extreme weather conditions
in general require more system backup, adding to costs, and can contribute to increased system stresses, including
service interruptions. Energy companies could also be affected by the potential for lawsuits against or taxes or other
regulatory costs imposed on greenhouse gas emitters, based on links drawn between greenhouse gas emissions and
climate change.

We may choose to waive or defer enforcement of covenants in the debt
securities held in our portfolio, which may cause us to lose all or part of our
investment in these companies.

We structure the debt investments in our portfolio companies to include business and financial covenants placing
affirmative and negative obligations on the operation of the company s business and its financial condition. However,
from time to time we may elect to waive breaches of these covenants, including our right to payment, or waive or
defer enforcement of remedies, such as acceleration of obligations or foreclosure on collateral, depending upon the
financial condition and prospects of the particular portfolio company. These actions may reduce the likelihood of our
receiving the full amount of future payments of interest or principal and be accompanied by a deterioration in the
value of the underlying collateral as many of these companies may have limited financial resources, may be unable to
meet future obligations and may go bankrupt. This could negatively impact our ability to pay dividends, could
adversely affect our results of operation and financial condition and cause the loss of all or part of your investment.

Risks Relating to the Notes

The Notes will be unsecured and therefore will be effectively subordinated to
any secured indebtedness we may incur in the future.

The Notes will not be secured by any of our assets or any of the assets of our subsidiaries. As a result, the Notes are
effectively subordinated to any secured indebtedness we or our subsidiaries may incur in the future (or any
indebtedness that is initially unsecured to which we subsequently grant security). In any liquidation, dissolution,

The effect of global climate change may impact the operations of our portfolio companies. 85
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bankruptcy or other similar proceeding, the holders of any of our future secured indebtedness and the future secured
indebtedness of our subsidiaries may assert rights against the assets pledged to secure that indebtedness in order to
receive full payment of their indebtedness before the assets may be used to pay other creditors, including the holders
of the Notes.

The Notes will be structurally subordinated to the indebtedness and other
liabilities of our subsidiaries.

The Notes are obligations exclusively of Capitala Finance Corp. and not of any of our subsidiaries. None of our
subsidiaries is a guarantor of the Notes and the Notes are not required to be guaranteed by any subsidiaries we may
acquire or create in the future. Currently, and without giving effect to this offering, substantially all of the
indebtedness required to be consolidated on our balance sheet is held through our SBIC subsidiaries. For example, as
of March 31, 2014, our subsidiaries had approximately $192.2 million of outstanding debentures guaranteed by the
SBA. Any assets of our subsidiaries will not be directly available to satisfy the claims of our creditors, including
holders of the Notes.
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Except to the extent we are a creditor with recognized claims against our subsidiaries, all claims of creditors
(including trade creditors) and holders of preferred stock, if any, of our subsidiaries will have priority over our equity
interests in such subsidiaries (and therefore the claims of our creditors, including holders of the Notes) with respect to

the assets of such subsidiaries. Even if we are recognized as a creditor of one or more of our subsidiaries, our claims
would still be effectively subordinated to any security interests in the assets of any such subsidiary and to any
indebtedness or other liabilities of any such subsidiary senior to our claims. Consequently, the Notes will be
structurally subordinated to all indebtedness and other liabilities (including trade payables) of any of our subsidiaries
and any subsidiaries that we may in the future acquire or establish as financing vehicles or otherwise including the
outstanding SBA-guaranteed debentures of Fund II and Fund III.

The indenture under which the Notes will be issued will contain limited
protection for holders of the Notes.

The indenture under which the Notes will be issued offers limited protection to holders of the Notes. The terms of the
indenture and the Notes do not restrict our or any of our subsidiaries ability to engage in, or otherwise be a party to, a
variety of corporate transactions, circumstances or events that could have a material adverse impact on your
investment in the Notes. In particular, the terms of the indenture and the Notes will not place any restrictions on our or
our subsidiaries ability to:

issue securities or otherwise incur additional indebtedness or other obligations, including (1) any indebtedness or
other obligations that would be equal in right of payment to the Notes, (2) any indebtedness or other obligations that
would be secured and therefore rank effectively senior in right of payment to the Notes, (3) indebtedness of ours that
is guaranteed by one or more of our subsidiaries and which therefore is structurally senior to the Notes and (4)
securities, indebtedness or obligations issued or incurred by our subsidiaries that would be senior to our equity
interests in our subsidiaries and therefore rank structurally senior to the Notes with respect to the assets of our
subsidiaries, in each case other than an incurrence of indebtedness or other obligation that would cause a violation of
Section 18(a)(1)(A) as modified by Section 61(a)(1) of the 1940 Act or any successor provisions, whether or not we
continue to be subject to such provisions of the 1940 Act, but giving effect, in either case, to any exemptive relief
granted to us by the SEC (currently, these provisions generally prohibit us from making additional borrowings,
including through the issuance of additional debt or the sale of additional debt securities, unless our asset coverage, as
defined in the 1940 Act, equals at least 200% after such borrowings);
pay dividends on, or purchase or redeem or make any payments in respect of, capital stock or other securities ranking
junior in right of payment to the Notes, including subordinated indebtedness, in each case other than dividends,
purchases, redemptions or payments that would cause a violation of Section 18(a)(1)(B) as modified by Section
61(a)(1) of the 1940 Act or any successor provisions giving effect to (i) any exemptive relief granted to us by the SEC
and (ii) no-action relief granted by the SEC to another BDC (or to the Company if it determines to seek such similar
no-action or other relief) permitting the BDC to declare any cash dividend or distribution notwithstanding the
prohibition contained in Section 18(a)(1)(B) as modified by Section 61(a)(1) of the 1940 Act in order to maintain the
BDC's status as a regulated investment company under Subchapter M of the Internal Revenue Code of 1986 (these
provisions generally prohibit us from declaring any cash dividend or distribution upon any class of our capital stock,
or purchasing any such capital stock if our asset coverage, as defined in the 1940 Act, is below 200% at the time of
the declaration of the dividend or distribution or the purchase and after deducting the amount of such dividend,
distribution or purchase);
sell assets (other than certain limited restrictions on our ability to consolidate, merge or sell all or substantially all of
our assets);
enter into transactions with affiliates;
create liens (including liens on the shares of our subsidiaries) or enter into sale and leaseback transactions;

The Notes will be structurally subordinated to the indebtedness and otherliabilities of our subsidiaries. 87
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make investments; or
create restrictions on the payment of dividends or other amounts to us from our subsidiaries.
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In addition, the indenture will not require us to offer to purchase the Notes in connection with a change of control or
any other event.

Furthermore, the terms of the indenture and the Notes do not protect holders of the Notes in the event that we
experience changes (including significant adverse changes) in our financial condition, results of operations or credit
ratings, as they do not require that we or our subsidiaries adhere to any financial tests or ratios or specified levels of

net worth, revenues, income, cash flow or liquidity.

Our ability to recapitalize, incur additional debt and take a number of other actions that are not limited by the terms of
the Notes may have important consequences for you as a holder of the Notes, including making it more difficult for us
to satisfy our obligations with respect to the Notes or negatively affecting the trading value of the Notes.

Other debt we issue or incur in the future could contain more protections for its holders than the indenture and the
Notes, including additional covenants and events of default. The issuance or incurrence of any such debt with
incremental protections could affect the market for and trading levels and prices of the Notes.

There is no existing trading market for the Notes and an active trading market
for the Notes may not develop, which could limit your ability to sell the Notes
or affect the market price of the Notes.

The Notes will be a new issue of debt securities for which there initially will not be a trading market. The Notes have

been approved for listing on the New York Stock Exchange and we expect trading to commence thereon within 30
days of the original issue date under the symbol CLA. Moreover, we cannot provide any assurances that an active
trading market will develop for the Notes or that you will be able to sell your Notes. If the Notes are traded after their
initial issuance, they may trade at a discount from their initial offering price depending on prevailing interest rates, the
market for similar securities, our credit ratings, if any, general economic conditions, our financial condition,
performance and prospects and other factors. The underwriters have advised us that they may make a market in the
Notes, but they are not obligated to do so. The underwriters may discontinue any market-making in the Notes at any
time at their sole discretion. Accordingly, we cannot assure you that a liquid trading market will develop for the

Notes, that you will be able to sell your Notes at a particular time or that the price you receive when you sell will be
favorable. To the extent an active trading market does not develop, the liquidity and trading price for the Notes may

be harmed. Accordingly, you may be required to bear the financial risk of an investment in the Notes for an indefinite

period of time.

If we default on our obligations to pay other indebtedness that we may incur
in the future, we may not be able to make payments on the Notes.

In the future, we may enter into agreements to incur additional indebtedness, including a secured credit facility. A
default under such agreements to which we may be a party that is not waived by the required lenders or holders, and
the remedies sought by the holders of such indebtedness could prohibit us from paying principal, premium, if any, and
interest on the Notes and substantially decrease the market value of the Notes. If we are unable to generate sufficient
cash flow and are otherwise unable to obtain funds necessary to meet required payments of principal, premium, if any,
and interest on such future additional indebtedness, or if we otherwise fail to comply with the various covenants,
including financial and operating covenants, in the instruments governing such future additional indebtedness, we
could be in default under the terms of the agreements governing such indebtedness. In the event of such default, the
holders of such indebtedness could elect to declare all the funds borrowed thereunder to be due and payable, together

There is no existing trading market for the Notes and an active trading market for the Notes may not deve8®, whick



Edgar Filing: Capitala Finance Corp. - Form N-2/A

with accrued and unpaid interest, the lenders of other debt we may incur in the future could elect to terminate their
commitments, cease making further loans and institute foreclosure proceedings against our assets, and we could be
forced into bankruptcy or liquidation. If we are unable to repay debt, lenders having secured obligations could proceed
against the collateral securing the debt. Because any future credit facilities will likely have customary cross-default
provisions, if the indebtedness under any future credit facility is accelerated, we may be unable to repay or finance the
amounts due.
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We may choose to redeem the Notes when prevailing interest rates are
relatively low.

On or after June , 2017, we may choose to redeem the Notes from time to time, especially when prevailing interests
rates are lower than the interest rate on the Notes. If prevailing rates are lower at the time of redemption, you would
not be able to reinvest the redemption proceeds in a comparable security at an effective interest rate as high as the
interest rate on the Notes being redeemed. Our redemption right also may adversely impact your ability to sell the
Notes as the optional redemption date or period approaches.
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CAUTIONARY STATEMENT REGARDING
FORWARD-LOOKING STATEMENTS AND
PROJECTIONS

This prospectus contains forward-looking statements that involve substantial risks and uncertainties. These
forward-looking statements are not historical facts, but rather are based on current expectations, estimates and
projections about Capitala Finance, our current and prospective portfolio investments, our industry, our beliefs, and
our assumptions. Words such as anticipates, expects, intends, plans, will, may, continue, believes, s
would, could, should, targets, projects, and variations of these words and similar expressions are intended to id
forward-looking statements. The forward-looking statements contained in this prospectus involve risks and
uncertainties, including statements as to:

our future operating results;
our business prospects and the prospects of our portfolio companies;
the impact of investments that we expect to make;
our contractual arrangements and relationships with third parties;
the dependence of our future success on the general economy and its impact on the industries in which we invest;
the ability of our portfolio companies to achieve their objectives;
our expected financings and investments;
our ability to obtain exemptive relief from the SEC to co-invest and to engage in joint restructuring transactions or
joint follow-on investments;
the adequacy of our cash resources and working capital; and
the timing of cash flows, if any, from the operations of our portfolio companies.
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 without limitation:

an economic downturn could impair our portfolio companies ability to continue to operate or repay their borrowings,
which could lead to the loss of some or all of our investments in such portfolio companies;
a contraction of available credit and/or an inability to access the equity markets could impair our lending and
investment activities;
interest rate volatility could adversely affect our results, particularly if we use leverage as part of our investment
strategy; and
the risks, uncertainties and other factors we identify in Risk Factors and elsewhere in this prospectus and in our filings
with the SEC.
Although we believe that the assumptions on which these forward-looking statements are based are reasonable, any of
those assumptions could prove to be inaccurate, and as a result, the forward-looking statements based on those
assumptions also could be inaccurate. Important assumptions include our ability to originate new loans and
investments, certain margins and levels of profitability and the availability of additional capital. In light of these and
other uncertainties, the inclusion of a projection or forward-looking statement in this prospectus should not be
regarded as a representation by us that our plans and objectives will be achieved. These risks and uncertainties include
those described or identified in Risk Factors and elsewhere in this prospectus. You should not place undue reliance on
these forward-looking statements, which apply only as of the date of this prospectus. However, we will update this
prospectus to reflect any material changes to the information contained herein. The forward-looking statements in this
prospectus are excluded from the safe harbor protection provided by Section 27A of the Securities Act and Section
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USE OF PROCEEDS

We estimate that the net proceeds we will receive from the sale of the Notes in this offering will be approximately
$47.9 million (or approximately $55.2 million if the underwriters fully exercise their overallotment option), after
deducting the estimated underwriting discounts and commissions of $1.75 million (or approximately $2.0 million if
the underwriters fully exercise their overallotment option) payable by us and estimated offering expenses of
approximately $327,562 payable by us.

We plan to use the net proceeds of this offering for new investments in portfolio companies in accordance with our
investment objective and strategies described in this prospectus and for general working capital purposes. We will also
pay operating expenses, including advisory and administrative fees and expenses, and may pay other expenses such as

due diligence expenses of potential new investments, from the net proceeds of this offering. We anticipate that
substantially all of the net proceeds of this offering will be used for the above purposes within three to nine months
from the consummation of this offering, depending on the availability of appropriate investment opportunities
consistent with our investment objective and market conditions. We cannot assure you we will achieve our targeted
investment pace. We expect that it may take more than three months to invest all of the net proceeds of this offering,
in part because investments in private companies often require substantial research and due diligence.

Pending such investments, we will invest the net proceeds primarily in cash, cash equivalents, U.S. government
securities and other high-quality temporary investments that mature in one year or less from the date of investment.
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.
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CAPITALIZATION

The following table sets forth:

the actual capitalization of Capitala Finance Corp. at March 31, 2014; and
the as adjusted capitalization of Capitala Finance Corp. to reflect the sale of $50,000,000 aggregate principal amount
of Notes in this offering at an assumed public offering price of 100% of par, after deducting the underwriting
discounts and commissions of approximately $1,750,000 and estimated offering expenses of $327,562 payable by us.
This table should be read in conjunction with Use of Proceeds and our Management s Discussion and Analysis of
Financial Condition and Results of Operations and consolidated financial statements and notes thereto included in this

prospectus.
As of March 31, 2014
As

Actual ) giusted

(in thousands)
Assets:
Cash and cash equivalents $57,566 $105,488
Investments at fair value $391,181 $391,181
Interest and dividend receivable $4,680 $4,680
Other assets $5,282  $5,282
Total assets $458,709 $506,631
Liabilities:
SBA-guaranteed debentures payable $192,200 $192,200

% Notes due 2021 $50,000

Other liabilities $2,719  $2,719
Total Liabilities $194,919 $244,919

Stockholders equity:
Common stock, par value $0.01 per share; 100,000,000 shares authorized,

12,974,420 shares issued and outstanding, actual and as adjusted $130 $130
Capital in excess of par value $263,660 $263,660
Total stockholders equity $263,790 $263,790
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RATIOS OF EARNINGS TO FIXED CHARGES

The following table contains our ratio of earnings to fixed charges for the periods indicated, computed as set forth
below. You should read these ratios of earnings to fixed charges in connection with our consolidated financial
statements, including the notes to those statements, included in this prospectus.

For The For The Year For The Year For The Year

Three Months

Ended March Ended Ended Ended

3? COMAN " December 31, December 31, December 31,

2014 2013 2012 20
Earnings to Fixed Charges(!) 1.55 4.44 7.31 5.63

Earnings include net realized and unrealized gains or losses. Net realized and unrealized gains or losses can vary
substantially from period to period.
For purposes of computing the ratios of earnings to fixed charges, earnings represent net increase in net assets
resulting from operations plus (or minus) income tax expense (benefit) including excise tax expense plus fixed
charges. Fixed charges include interest and amortization of debt issuance costs.

ey
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MANAGEMENT S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion should be read in conjunction with our consolidated financial statements and related notes
and other financial information appearing elsewhere in this prospectus. In addition to historical information, the
following discussion and other parts of this prospectus contain forward-looking information that involves risks and
uncertainties. Our actual results could differ materially from those anticipated by such forward-looking information
due to the factors discussed under Risk Factors and Cautionary Statement Regarding Forward-Looking
Statements and Projections appearing elsewhere herein.

Overview

We are a Maryland corporation that has elected to be regulated as a BDC under the 1940 Act. We are an emerging
growth company within the meaning of the JOBS Act, and as such, are subject to reduced public company reporting
requirements. Our investment objective is to generate both current income and capital appreciation through debt and

equity investments. We are managed by Capitala Investment Advisors, and Capitala Advisors Corp. provides the
administrative services necessary for us to operate.

We provide capital to smaller and lower middle-market companies in the United States, with a non-exclusive
emphasis on the Southeast, Southwest and Mid-Atlantic regions. We invest primarily in companies with a history of
earnings growth and positive cash flow, proven management teams, products or services with competitive advantages
and industry-appropriate margins. We primarily invest in companies with between $5 million and $30 million in
trailing twelve month earnings before EBITDA.

We invest in mezzanine and senior subordinated debt investments that are secured by subordinated liens on all of our
borrowers assets and, to a lesser extent, in senior, cash flow-based unitranche securities. Most of our debt investments
are coupled with equity interests, whether in the form of detachable penny warrants or equity co-investments made
pari passu with our borrowers financial sponsors.

As a BDC, we are required to comply with certain regulatory requirements. For instance, we generally have to invest
at least 70% of our total assets in qualifying assets, including securities of private or thinly traded public U.S.
companies, cash, cash equivalents, U.S. government securities and high-quality debt investments that mature in one
year or less. In addition, we are only allowed to borrow money such that our asset coverage, as defined in the 1940
Act, equals at least 200% after such borrowing, with certain limited exceptions. We expect to receive an exemptive
order from the SEC in the near future granting relief from the asset coverage requirements for certain indebtedness
issued by Fund II and Fund III as SBICs. To maintain our RIC status for U.S. federal income tax purposes, we must
meet specified source-of-income and asset diversification requirements. To maintain our RIC tax treatment under
Subchapter M of the Code, we must distribute at least 90% of our net ordinary income and realized net short-term
capital gains in excess of realized net long-term capital losses, if any, for the taxable year.

Corporate History
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We commenced operations on May 24, 2013 and completed our initial public offering ( IPO ) on September 30, 2013.
We were formed for the purpose of (i) acquiring, through a series of transactions, an investment portfolio from the

following entities: CapitalSouth Partners Fund I Limited Partnership ( Fund I ); CapitalSouth Partners Fund II Limited
Partnership ( Fund II ); CapitalSouth Partners Fund III, L.P. ( Fund III Parent ); CapitalSouth Partners SBIC Fund III,

L.P. ( Fund IIT ) and CapitalSouth Partners Florida Sidecar Fund I, L.P. ( Florida Sidecar and, collectively with Fund I,

Fund II, Fund III and Fund III Parent, the Legacy Funds ); (ii) raising capital in the IPO and (iii) continuing and
expanding the business of the Legacy Funds by making additional debt and equity investments in smaller and lower
middle market companies.

On September 24, 2013, we acquired 100% of the limited partnership interests in Fund II, Fund III and Florida
Sidecar and each of their respective general partners, as well as certain assets from Fund I and Fund III Parent, in
exchange for an aggregate of 8,974,420 shares of our common stock. Fund II, Fund III and Florida Sidecar became
our wholly owned subsidiaries. Fund II and Fund III retained their SBIC licenses, continue to hold their existing
investments and continue to make new investments and have elected to be regulated as BDCs. The IPO consisted of
the sale of 4,000,000 shares of our common stock at a price of
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$20.00 per share resulting in net proceeds to us of $74.25 million, after deducting underwriting fees and commissions
totaling $4.0 million and offering expenses totaling $1.75 million. The other costs of the IPO were borne by the
limited partners of the Legacy Funds. As of March 31, 2014, we had 12,974,420 shares of common stock outstanding.

At the time of the Formation Transactions, our portfolio consisted of: (i) approximately $326.3 million in investments;
(ii) an aggregate of approximately $67.1 million in cash, interest receivable and other assets; and (iii) liabilities of
approximately $202.2 million of SBA-guaranteed debt payable.

Basis of Presentation

The accompanying consolidated financial statements have been prepared on the accrual basis of accounting in
conformity with U.S. generally accepted accounting principles ( U.S. GAAP ). Our consolidated financial statements
include our accounts and of our wholly owned subsidiaries as described in the Formation Transactions presented in
Note 1 to our consolidated financial statements as of March 31, 2014. The transactions related to Fund II, Fund III,

and the Florida Sidecar constitute an exchange of shares between entities under common control and will be
accounted for in accordance with ASC 805, Business Combinations. As such, the results of our operations and cash

flows for the three months ended March 31, 2013, have been presented on a combined basis in order to provide
comparative information with respect to prior periods. The Formation Transactions also included an asset acquisition
of certain assets in Fund I and Fund III Parent. In accordance with ASC 805, Business Combinations, the assets
acquired were recorded at fair value at the date of acquisition, September 24, 2013.

Our financial position as of March 31, 2014 is presented on a consolidated basis. The effects of all intercompany
transactions between us and our subsidiaries (Fund II, Fund III, and the Florida Sidecar) have been eliminated in
consolidation. All financial data and information included in these financial statements have been presented on the
basis described above. In the opinion of management, the financial statements reflect all adjustments that are
necessary for the fair presentation of financial results as of and for the periods presented.

Revenues

We generate revenue primarily from the periodic cash interest we will collect on our debt investments. In addition,
most of our debt investments offer the opportunity to participate in a borrower s equity performance through warrant
participation, direct equity ownership or otherwise, which we expect to result in revenue in the form of dividends
and/or capital gains. Further, we may generate revenue in the form of commitment, origination, structuring or
diligence fees, monitoring fees, fees for providing managerial assistance and possibly consulting fees and
performance-based fees. These fees will be recognized as they are earned.

Expenses

Our primary operating expenses include the payment of investment advisory fees to our investment adviser, our
allocable portion of overhead and other expenses incurred by our administrator in performing its obligations under the
Administration Agreement and other operating expenses as detailed below. Our investment advisory fee compensates
our investment adviser for its work in identifying, evaluating, negotiating, closing, monitoring and servicing our
investments. We bear all other expenses of our operations and transactions, including (without limitation):

the cost of our organization;
the cost of calculating our net asset value, including the cost of any third-party valuation services;
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the cost of effecting sales and repurchases of our shares and other securities;
interest payable on debt, if any, to finance our investments;
fees payable to third parties relating to, or associated with, making investments, including fees and expenses
associated with performing due diligence reviews of prospective investments and advisory fees;
transfer agent and custodial fees;
fees and expenses associated with marketing efforts;
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costs associated with our reporting and compliance obligations under the 1940 Act, the Exchange Act, other
applicable federal and state securities laws and ongoing stock exchange listing fees;
federal, state and local taxes;
independent directors fees and expenses;
brokerage commissions;

costs of proxy statements, stockholders reports and other communications with stockholders;
fidelity bond, directors and officers liability insurance, errors and omissions liability insurance and other insurance
premiums;

direct costs and expenses of administration, including printing, mailing, telephone and staff;

fees and expenses associated with independent audits and outside legal costs; and

all other expenses incurred by either our administrator or us in connection with administering our business, including
payments under the Administration Agreement that will be based upon our allocable portion of overhead and other
expenses incurred by our administrator in performing its obligations under the Administration Agreement such as
rent, the fees and expenses associated with performing compliance functions, and our allocable portion of any costs of
compensation and related expenses of our chief compliance officer and our chief financial officer and any
administrative support staff.

Critical Accounting Policies and Use of Estimates

In the preparation of our consolidated financial statements and related disclosures, we have adopted various
accounting policies that govern the application of U.S. GAAP. Our significant accounting policies are described in
Note 2 to our consolidated financial statements as of March 31, 2014. While all of these policies are important to
understanding our consolidated financial statements, certain accounting policies and estimates are considered critical
due to their impact on the reported amounts of assets and liabilities at the date of the consolidated financial statements
and the reported amounts of revenues and expenses for the periods covered by such financial statements. We have
identified investment valuation, revenue recognition, and income taxes as our most critical accounting estimates. We
continuously evaluate our estimates, including those related to the matters described below. Because of the nature of
the judgment and assumptions we make, actual results could materially differ from those estimates under different
assumptions or conditions. A discussion of our critical accounting policies follows.

Valuation of Investments

We apply fair value accounting to all of its financial instruments in accordance with the 1940 Act and ASC Topic
820 Fair Value Measurements and Disclosures. ASC 820 defines fair value, establishes a framework used to measure
fair value and requires disclosures for fair value measurements. In accordance with ASC 820, we have categorized our
financial instruments carried at fair value, based on the priority of the valuation technique, into a three-level fair value

hierarchy as discussed in Note 3 to our consolidated financial statements as of March 31, 2014.

In determining fair value, our board of directors (the Board ) uses various valuation approaches, and engages a
third-party independent valuation firm, which provides positive assurance on the investments they review. In
accordance with U.S. GAAP, a fair value hierarchy for inputs is used in measuring fair value that maximizes the use
of observable inputs and minimizes the use of unobservable inputs by requiring that the most observable inputs be
used when available.

Observable inputs are those that market participants would use in pricing the asset or liability based on market data
obtained from sources independent of the Board. Unobservable inputs reflect the Boards assumptions about the inputs
market participants would use in pricing the asset or liability developed based upon the best information available in
the circumstances. The fair value hierarchy is categorized into three levels based on the inputs as follows:
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Level 1 Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that we have
the ability to access. Valuation adjustments and block discounts are not applied to Level 1 securities. Since valuations
are based on quoted prices that are readily and regularly available in an active market, valuation of these securities
does not entail a significant degree of judgment.

Level 2 Valuations based on quoted prices in markets that are not active or for which all significant inputs are
observable, either directly or indirectly.

Level 3 Valuations based on inputs that are unobservable and significant to the overall fair value measurement.

The availability of valuation techniques and observable inputs can vary from security to security and is affected by a
wide variety of factors including, the type of security, whether the security is new and not yet established in the
marketplace, and other characteristics particular to the transaction. To the extent that valuation is based on models or
inputs that are less observable or unobservable in the market, the determination of fair value requires more judgment.
Those estimated values do not necessarily represent the amounts that may be ultimately realized due to the occurrence
of future circumstances that cannot be reasonably determined. Because of the inherent uncertainty of valuation, those
estimated values may be materially higher or lower than the values that would have been used had a market for the
securities existed. Accordingly, the degree of judgment exercised by us in determining fair value is greatest for
securities categorized in Level 3. In certain cases, the inputs used to measure fair value may fall into different levels of
the fair value hierarchy. In such cases, for disclosure purposes, the level in the fair value hierarchy within which the
fair value measurement in its entirety falls, is determined based on the lowest level input that is significant to the fair
value measurement.

Fair value is a market-based measure considered from the perspective of a market participant rather than an
entity-specific measure. Therefore, even when market assumptions are not readily available, our own assumptions are
set to reflect those that market participants would use in pricing the asset or liability at the measurement date. We use

prices and inputs that are current as of the measurement date, including periods of market dislocation. In periods of
market dislocation, the observability of prices and inputs may be reduced for many securities. This condition could
cause a security to be reclassified to a lower level within the fair value hierarchy.

Valuation Techniques
Senior and Subordinated Secured Loans

Our portfolio primarily consists of private debt instruments ( Level 3 debt ). We consider our Level 3 debt to be
performing loans if the borrower is not in default, the borrower is remitting payments in a timely manner, the loan is
in covenant compliance or is otherwise not deemed to be impaired. In determining the fair value of the performing
Level 3 debt, our Board considers fluctuations in current interest rates, the trends in yields of debt instruments with
similar credit ratings (if applicable), the financial condition of the borrower, economic conditions and other relevant
factors, both qualitative and quantitative. In the event that a Level 3 debt instrument is not performing, as defined
above, the Board will evaluate the value of the collateral utilizing the same framework described above for a
performing loan to determine the value of the Level 3 debt instrument.

This evaluation will be updated no less than quarterly for Level 3 debt instruments that are not performing, and more
frequently for time periods where there are significant changes in the collateral or significant changes in the perceived
performance of the underlying portfolio company. The collateral value will be analyzed on an ongoing basis using
internal metrics, appraisals, third-party valuation agents and other data as may be acquired and analyzed by our
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management and Board.
Equity Investments in Private Companies

Our Board determines the fair value of our investments in private companies by incorporating valuations that consider
the evaluation of financing and sale transactions with third-parties, expected cash flows and market-based
information, including comparable transactions, and performance multiples, among other factors, and may use
third-party valuation agents. Such non-public investments are included in Level 3 of the fair value hierarchy.
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Our Board will ascribe value to warrants based on fair value holdings that can include discounted cash flow analyses,
option pricing models, comparable analyses and other techniques as deemed appropriate. Such warrants are included
in Level 3 of the fair value hierarchy to the extent issued by non-public companies.

Revenue Recognition
Our revenue recognition policies are as follows:

Interest Income and Paid-in Kind Interest: Interest income is recorded on the accrual basis to the extent that such
amounts are expected to be collected. We have loans in the portfolio that contain a payment-in-kind ( PIK ) provision.
The PIK interest, which represents contractually deferred interest added to the loan balance that is generally due at
maturity, is recorded on the accrual basis to the extent that such amounts are expected to be collected. PIK interest is
not accrued if we do not expect the issuer to be able to pay all principal and interest when due.

Non-accrual income: Generally, when interest and/or principal payments on a loan become materially past due, or if
we otherwise do not expect the borrower to be able to service its debt and other obligations, we will place the loan on
non-accrual status, and will generally cease recognizing interest income and PIK on that loan for financial reporting
purposes. Interest payments received on non-accrual loans may be recognized as income or applied to principal

depending upon management s judgment. We write off any previously accrued and uncollected interest when it is
determined that interest is no longer considered collectible. We may elect to cease accruing PIK and continue accruing
interest income in cases where a loan is currently paying interest income but, in management s judgment, there is a
reasonable likelihood of principal loss on the loan. Non-accrual loans are returned to accrual status when the
borrower s financial condition improves such that management believes current interest and principal payments are
expected to be collected.

Gains and Losses on investment sales and paydowns: Realized gains and losses on investments are recognized using
the specific identification method.

Dividend Income and Paid-in-kind Dividends: Dividend income is recognized on the date dividends are declared. We
hold preferred equity investments in the portfolio that contain a payment-in-kind dividend ( PIK dividends ) provision.
PIK dividends, which represent contractually deferred dividends added to the equity balance, are recorded on the
accrual basis to the extent that such amounts are expected to be collected. We will typically cease accrual of PIK
dividends when the fair value of the equity investment is less than the cost basis of the investment or when it is
otherwise determined by management that collection of PIK dividends are unlikely to be collected. If management
determines that a decline in fair value is temporary in nature and the PIK dividends are more likely than not to be
collected, management may elect to continue accruing PIK dividends.

Other Income: Origination, amendment, closing and/or commitment fees associated with investments in portfolio
companies are recognized as income when the investment transaction closes. Prepayment penalties received by us for
debt instruments repaid prior to maturity date are recorded as income upon receipt.

Income Taxes

Prior to the Formation Transaction, the Legacy Funds were treated as partnerships for U.S. federal, state and local
income tax purposes and, therefore, no provision has been made for the periods covered in the accompanying
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consolidated financial statements for federal, state or local income taxes. In accordance with the partnership tax law
requirements, each partner would include their respective components of the Legacy Funds taxable profits or losses,
as shown on their Schedule K-1s in their respective tax or information returns. The Legacy Funds are disregarded
entities for tax purposes prior to and post the Formation Transaction.

We intend to elect to be treated for federal income tax purposes, and intend to qualify annually thereafter, as a RIC
under Subchapter M of the Code and, among other things, intend to make the requisite distributions to our
stockholders that will relieve us from federal income taxes. Therefore, no provision has been recorded for federal
income taxes.
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In order to qualify as a RIC, among other requirements, we are required to timely distribute to our stockholders at
least 90.0% of its investment company taxable income, as defined by the Code, for each fiscal tax year. We will be
subject to a nondeductible U.S. federal excise tax of 4.0% on undistributed income if we do not distribute at least
98.0% of its ordinary income in any calendar year and 98.2% of its capital gain net income for each one-year period
ending on October 31.

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 dividend distributions into the next tax year and pay a 4.0% excise tax on such income, as
required. To the extent that we determine that our estimated current year annual taxable income will be in excess of
estimated current year dividend distributions for excise tax purposes, we accrue excise tax, if any, on estimated excess
taxable income as taxable income is earned.

In accordance with certain applicable treasury regulations and private letter rulings issued by the Internal Revenue
Service, a RIC may treat a distribution of its own stock as fulfilling its RIC distribution requirements if each
stockholder may elect to receive his or her entire distribution in either cash or stock of the RIC subject to a limitation
on the aggregate amount of cash to be distributed to all stockholders, which limitation must be at least 20.0% of the
aggregate declared distribution. If too many stockholders elect to receive cash, each stockholder electing to receive
cash will receive a pro rata amount of cash (with the balance of the distribution paid in stock). In no event will any
stockholder, electing to receive cash, receive less than 20.0% of his or her entire distribution in cash. If these and
certain other requirements are met, for U.S federal income tax purposes, the amount of the dividend paid in stock will
be equal to the amount of cash that could have been received instead of stock.

ASC 740, Income Taxes, provides guidance for how uncertain tax positions should be recognized, measured,
presented and disclosed in our consolidated financial statements. ASC 740 requires the evaluation of tax positions
taken or expected to be taken in the course of preparing our tax returns to determine whether the tax positions are

more-likely-than-not of being sustained by the applicable tax authority. Tax positions deemed to meet a
more-likely-than-not threshold would be recorded as a tax benefit or expense in the current period. We recognize
interest and penalties, if any, related to unrecognized tax benefits as income tax expense in the consolidated statements
of operations. As of March 31, 2014 and December 31, 2013, there were no uncertain tax positions.

We are required to determine whether our tax position is more likely-than-not to be sustained upon examination by the
applicable taxing authority, including resolution of any related appeals or litigation processes, based on the technical
merits of the position. The tax benefit to be recognized is measured as the largest amount of benefit that is greater than
fifty percent likely of being realized upon ultimate settlement. De-recognition of a tax benefit previously recognized
could result in us recording a tax liability that could have a negative impact on our net assets.

U.S. GAAP provides guidance on thresholds, measurement, de-recognition, classification, interest and penalties,
accounting in interim periods, disclosure, and transition that is intended to provide better financial statement
comparability among different entities.

We have concluded that it was not necessary to record a liability for any such tax positions as of March 31, 2014 and
December 31, 2013. However, our conclusions regarding this policy may be subject to review and adjustment at a
later date based on factors including, but not limited to, ongoing analyses of, and changes to, tax laws, regulations and
interpretations thereof.

Our activities from commencement of operations remain subject to examination by U.S. federal, state, and local tax
authorities. No interest expense or penalties have been assessed for the three month periods ended March 31, 2014 and
March 31, 2013. If we were required to recognize interest and penalties, if any, related to unrecognized tax benefits,
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this would be recognized as income tax expense in the consolidated statement of operations.

Portfolio and Investment Activity

As of March 31, 2014, our portfolio consisted of investments in 43 portfolio companies with a fair value of
approximately $391.2 million.
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During the three months ended March 31, 2014, we made approximately $41.1 million of investments in new or
existing portfolio companies and had approximately $10.7 million in exits and repayments resulting in net investments
of approximately $30.4 million for the period. During the three months ended March 31, 2013, we made
approximately $21.1 million of investments in new or existing portfolio companies and had approximately $13.0
million in exits and repayments resulting in net investments of approximately $8.1 million for the period.

As of March 31, 2014, our average portfolio company investment at amortized cost and fair value was approximately
$7.8 million and $9.1 million, respectively, and our largest portfolio company investment at amortized cost and fair
value was approximately $25.4 million and $25.4 million, respectively. As of March 31, 2014, we had approximately
$57.6 million of cash and cash equivalents. As of December 31, 2013, our average portfolio company investment and
our largest portfolio company investment at amortized cost and fair value was approximately $7.3 million and $8.9
million, and $25.3 million and $25.3 million, respectively. As of December 31, 2013, we had $101.6 million of cash
and cash equivalents

The following table summarizes the amortized cost and the fair value of investments and cash and cash equivalents as
of March 31, 2014 (dollars in thousands):

Amortized
Investments Cost Investments Fair Value
at Amortized Percentage of at Fair Value Percentage of
Cost Total Total Portfolio
Portfolio
Senior Secured Debt $ 136,581 349 9% $ 134,508 30.0 %
Subordinated Debt 133,060 341 % 130,181 29.0 %
Equity and Warrants 63,843 163 % 126,492 28.2 %
Cash and Cash Equivalents 57,566 147 % 57,566 12.8 %
Total $ 391,050 1000 % $ 448,747 1000 %

The following table summarizes the amortized cost and the fair value of investments and cash and cash equivalents as
of December 31, 2013 (dollars in thousands):

Amortized
Investments Cost Investments Fair Value
at Amortized Percentage of at Fair Value Percentage of
Cost Total Total Portfolio
Portfolio
Senior Secured Debt $ 103,457 257 % $ 102,071 21.9 %
Subordinated Debt 136,638 339 % 133,710 28.7 %
Equity and Warrants 61,204 152 % 128,938 27.6 %
Cash and Cash Equivalents 101,622 252 % 101,622 21.8 %
Total $ 402,921 1000 % $ 466,341 1000 %

As of March 31, 2014, our income-bearing investment portfolio, which represented nearly 68% of our total portfolio,
had a weighted average yield of approximately 13.8%, all bearing a fixed rate of interest. As of December 31, 2013,
our income-bearing investment portfolio, which represented nearly 65% of our total portfolio, had a weighted average
yield of approximately 13.7%, all bearing a fixed rate of interest.
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The following table shows the portfolio composition by industry grouping at fair value (dollars in thousands):

March 31, 2014 December 31, 2013
Investments Percentage  Investments
. . Percentage of

at Fair of Total at Fair Total Portfolio

Value Portfolio Value
Oil & Gas Services $25,430 6.5 % $257321 7.0 %
Transportation 24,651 6.3 % 6,000 1.6 %
QSR Franchisee 24,135 6.2 % 24,787 6.8 %
Sales & Marketing Services 22,809 5.8 % 22,753 6.3 %
Professional Employer Organization 22,082 5.6 % 22,677 6.2 %
Industrial Equipment Rental 21,333 5.5 % 22,500 6.2 %
Printing Services 18,618 4.8 % 16,448 4.5 %
Footwear Retail 15,327 3.9 % 14,807 4.1 %
Oil & Gas Engineering and Consulting Services 15,000 3.8 % 15,000 4.1 %
Personal Product Manufacturer 13,707 3.5 % 14,073 3.9 %
QSR Franchisor 13,270 3.4 % 14,622 4.0 %
Specialty Clothing 12,461 3.2 % 12,724 35 %
Retail Display & Security Services 11,965 3.1 % 10,823 3.0 %
Medical Device Distributor 11,372 2.9 % 11,121 3.0 %
Culinary Products 10,536 2.7 % 10,302 2.8 %
Aerospace Parts Manufacturer 9,934 2.5 % 10,064 2.8 %
Fuel Transportation Services 9,643 2.5 % 10,274 2.8 %
Textile Equipment Manufacturer 9,609 2.5 % 9,031 2.5 %
Dental Practice Management 9,002 2.3 % 9,273 2.6 %
Financial Services 8,300 2.1 % 0.0 %
Energy Services 8,064 2.1 % 8,783 2.4 %
Conglomerate 7,081 1.8 % 7,630 2.1 %
Computer Supply Retail 6,651 1.7 % 6,673 1.8 %
Western Wear Retail 6,288 1.6 % 4,774 1.3 %
Produce Distribution 5,900 1.5 % 6,631 1.8 %
Replacement Window Manufacturer 5,528 1.4 % 6,284 1.7 %
Advertising & Marketing Services 5,257 1.3 % 4911 1.3 %
Environmental Services Products 5,253 1.3 % 5,185 1.4 %
Data Processing & Digital Marketing 5,061 1.3 % 5,061 1.4 %
Automotive Chemicals & Lubricants 4,184 1.1 % 3,886 1.1 %
Metal Recycler 3,950 1.0 % 3,950 1.1 %
Petroleum Equipment Supplier 3,624 0.9 % 3,624 1.0 %
Industrial Manufacturing 3,451 0.9 % 3,440 0.9 %
Specialty Defense Contractor 2,780 0.7 % 2,799 0.8 %
Building Supplies 2,609 0.7 % 2,509 0.7 %
Quick Lube Services 1,866 0.5 % 1,604 0.4 %
Industrial Boiler Manufacturer 1,736 0.4 % 1,536 0.4 %
Online Travel Sales & Marketing 1,638 0.4 % 1,638 0.4 %
In-Home Healthcare Services 642 0.2 % 748 0.2 %
IT Hosting Services 434 0.1 % 453 0.1 %
Total $ 391,181 1000 % $364,719 1000 %
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With the exception of an $8.3 million investment in an internationally headquartered company, all investments made
by us as of March 31, 2014 and December 31, 2013 were made in portfolio companies located in the United States.
The geographic composition is determined by the location of the corporate
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headquarters of the portfolio company, which may not be indicative of the primary source of the portfolio company s
business. The following table shows the portfolio composition by geographic region at fair value at March 31, 2014

South

West
Northeast
Midwest
International
Total

and December 31, 2013 (dollars in thousands):

At March 31, 2014 At December 31, 2013
Investments Percentage of Investments
. . Percentage of
at Fair Total at Fair Total Portfolio
Value Portfolio Value
$ 251,920 644 % $ 254,143 69.7 %
87,298 223 % 66,637 18.3 %
23,133 59 % 23,436 6.4 %
20,530 53 % 20,503 5.6 %
8,300 2.1 % 0.0 %

$ 391,181 1000 %  $ 364,719 1000 %

The investment adviser regularly assesses the risk profile of each of our investments and rates each of them based on
the following categories, which we refer to as the investment adviser s investment credit rating:

Credit
Rating
1

2

Definition

Investments that are performing above expectations.

Investments that are performing within expectations, with risks that are neutral or
favorable compared to risks at the time of origination. All new loans are rated 2 .
Investments that are performing below expectations and that require closer monitoring,
but where no loss of interest, dividend or principal is expected. Companies rated 3 may
be out of compliance with financial covenants, however, loan payments are generally
not past due.

Investments that are performing below expectations and for which risk has increased
materially since origination.

Some loss of interest or dividend is expected but no loss of principal.

In addition to the borrower being generally out of compliance with debt covenants, loan
payments may be past due (but generally not more than 180 days past due).
Investments that are performing substantially below expectations and whose risks have
increased substantially since origination.

Most or all of the debt covenants are out of compliance and payments are substantially
delinquent.

Some loss of principal is expected.

The following table shows the distribution of our investments on the 1 to 5 investment performance rating scale at fair

value as of March 31, 2014 (dollars in thousands):

Percentage of
Investments

Investment Performance Rating . Total
at Fair Value
Investments
1 $ 189,803 48.5 %
125,367 320 %
3 68,687 176 %
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4 7,324
5
Total $ 391,181
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The following table shows the distribution of our investments on the 1 to 5 investment performance rating scale at fair
value as of December 31, 2013 (dollars in thousands):

Percentage of
. Investments
Investment Performance Rating at Fair Value Total
Investments

1 $ 183,194 502 %
2 129,721 35.5 %
3 44,680 12.3 %
4 7,124 2.0 %
5

Total $ 364,719 1000 %

As of March 31, 2014, we had four portfolio investments on non-accrual status with a total principal amount of $10.1
million, amortized cost of $8.5 million and a fair value of $5.6 million, which represented 2.6%, 2.2% and 1.4% of the
investment portfolio, respectively. As of December 31, 2013, we had four portfolio investments on non-accrual status
with a total principal amount of $12.1 million, amortized cost of $10.3 million and a fair value of $6.5 million
representing 3.3%, 2.8% and 1.8% of the investment portfolio, respectively.

Results of Operations

Operating results for the three and nine months ended March 31, 2014 and March 31, 2013 are as follows (dollars in

thousands):
For the three months ended March
31,
2014 2013
Total investment income $ 12,374 $ 6,271
Total expenses, net 6,653 2,982
Net investment income 5,721 3,289
Net realized gains 1,220
Net decrease in unrealized appreciation (5,723 ) (721 )
Net increase in net assets resulting from operations $ 1,218 $ 2,568

Investment income

The composition of our investment income for the three months ended March 31, 2014 and March 31, 2013 was as
follows (dollars in thousands):

For the three months ended

March 31,

2014 2013
Interest and fee income $ 8,013 $ 5,303
Dividend income 3,762 75
Payment-in-kind interest and dividend income 591 294
Interest from cash and cash equivalents 8 28
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Total investment income $
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