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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 it is not soliciting an offer to buy these securities in any state where the offer or sale is not

permitted.

Subject to Completion dated June 28, 2018

PROSPECTUS

Stellus Capital Investment Corporation

Common Stock
Preferred Stock

Subscription Rights
Debt Securities

Warrants
We may offer, from time to time in one or more offerings, up to $200,000,000 of our common stock, preferred stock,
subscription rights, debt securities or warrants to purchase common stock, preferred stock or debt securities, which we
refer to, collectively, as the �securities.� There is $102,383,451 of securities available for issuance under this prospectus
as a result of our issuance of $48,875,000 in aggregate principal amount of 5.75% notes in August 2017, $44,591,250
of shares of our common stock in April 2016 and $4,150,299 of shares of common stock through an at-the-market
sales program during 2017. Our securities may be offered at prices and on terms to be disclosed in one or more

supplements to this prospectus. You should read this prospectus and the applicable prospectus supplement carefully
before you invest in our securities.

Our securities may be offered directly to one or more purchasers through agents designated from time to time by us, or
to or through underwriters or dealers. The prospectus supplement relating to the offering will identify any agents or
underwriters involved in the sale of our securities, and will disclose any applicable purchase price, fee, commission or
discount arrangement between us and our agents or underwriters or among our underwriters or the basis upon which
such amount may be calculated. See �Plan of Distribution.� We may not sell any of our securities through agents,

underwriters or dealers without delivery of a prospectus supplement describing the method and terms of the offering
of such securities.

We are an externally managed, closed-end, non-diversified management investment company that has elected to be
regulated as a business development company under the Investment Company Act of 1940, as amended, or the 1940
Act. Our investment objective is to maximize the total return to our stockholders in the form of current income and
capital appreciation. The companies in which we invest are typically highly leveraged, and, in most cases, our
investments in such companies will not be rated by national rating agencies. If such investments were rated, we
believe that they would likely receive a rating below investment grade (i.e., below BBB or Baa), which are often

referred to as �junk.�
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On June 25, 2018, the last reported sale price of our common stock on the New York Stock Exchange was $13.22. We
are required to determine the net asset value per share of our common stock on a quarterly basis. On March 31, 2018,

our net asset value per share was $13.93.

Shares of closed-end investment companies, including business development companies, frequently trade at a
discount to their net asset value. If our shares trade at a discount to our net asset value, it will likely increase
the risk of loss for purchasers in this offering. We are not generally able to 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 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 if our stockholders approve such sale. At our 2017

annual meeting of stockholders, our stockholders voted to allow us to issue common stock at a price below net asset
value per share for the period ending on the earlier of the one-year anniversary of the date of the Company�s 2017

Annual Meeting of Stockholders and the date of the Company�s 2018 Annual Meeting of Stockholders. The proposal
approved by our stockholders did not specify a maximum discount below net asset value at which we are able to issue

our common stock, although the number of shares sold in each offering may not exceed 25% of our outstanding
common stock immediately prior to such sale. We are seeking similar approval at our 2018 Annual Meeting of

Stockholders, scheduled for June 28, 2018. We cannot issue shares of our common stock below net asset value unless
our board of directors determines that it would be in our and our stockholders� best interests to do so. Sales of common
stock at prices below net asset value per share dilute the interests of existing stockholders, have the effect of reducing
our net asset value per share and may reduce our market price per share. In addition, continuous sales of common
stock below net asset value may have a negative impact on total returns and could have a negative impact on the

market price of our shares of common stock. See �Sales of Common Stock Below Net Asset Value.�

Investing in our common stock involves a high degree of risk. Before buying any shares, you should read the
discussion of the material risks of investing in our common stock in �Risk Factors� beginning on page 17 of this

prospectus.

This prospectus and the accompanying prospectus supplement contain important information you should know before
investing in our common stock. Please read this prospectus and the accompanying prospectus supplement before you
invest 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, or SEC. The SEC also maintains a website at

http://www.sec.gov that contains such information. This information is also available free of charge by contacting us at
4400 Post Oak Parkway, Suite 2200, Houston, TX 77027, Attention: Investor Relations, or by calling us collect at
(713) 292-5400 or on our website at www.stelluscapital.com (under the Public Investors section). 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 or the accompanying prospectus supplement.

The Securities and Exchange Commission has not approved or disapproved of these securities or determined if
this

prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

The date of this prospectus is            , 2018
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ABOUT THIS PROSPECTUS
This prospectus is part of a registration statement that we have filed with the SEC using the �shelf� registration process.
Under the shelf registration process, we may offer, from time to time, up to $200,000,000 of our securities on terms to
be determined at the time of the offering. This prospectus provides you with a general description of the securities that
we may offer. Each time we use this prospectus to offer securities, we will provide a prospectus supplement that will
contain specific information about the terms of that offering. The prospectus supplement may also add, update or
change information contained in this prospectus. Please carefully read this prospectus and any accompanying
prospectus supplement together with the additional information described under �Risk Factors� and �Available

Information� before you make an investment decision.

No dealer, salesperson or other person is authorized to give any information or to represent anything not contained in
this prospectus or any accompanying supplement to this prospectus. You must not rely on any unauthorized

information or representations not contained in this prospectus or any accompanying prospectus supplement as if we
had authorized it. This prospectus and any accompanying prospectus supplement do not constitute an offer to sell or a

solicitation of any offer to buy any security other than the registered securities to which they relate, nor do they
constitute an offer to sell or a solicitation of an offer to buy any securities in any jurisdiction to any person to whom it
is unlawful to make such an offer or solicitation in such jurisdiction. The information contained in this prospectus and
any accompanying prospectus supplement is accurate as of the dates on their covers. Our financial condition, results
of operations and prospects may have changed since that date. To the extent required by law, we will amend or

supplement the information contained in this prospectus and any accompanying prospectus supplement to reflect any
material changes to such information subsequent to the date of the prospectus and any accompanying prospectus

supplement and prior to the completion of any offering pursuant to the prospectus and any accompanying prospectus
supplement.

ii
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PROSPECTUS SUMMARY
This summary highlights some of the information in this prospectus. It is not complete and may not contain all of the
information that you may want to consider. You should read the more detailed information set forth under �Risk

Factors� and the other information included in this prospectus and any prospectus supplement carefully.

Except as otherwise indicated, the terms �we,� �us,� �our,� and the �Company� refer to Stellus Capital Investment
Corporation; and �Stellus Capital Management� refers to our investment adviser and administrator, Stellus Capital

Management, LLC.

Stellus Capital Investment Corporation

We are an externally managed, closed-end, non-diversified management investment company that has elected to be
regulated as a business development company, or �BDC�, under the Investment Company Act of 1940, or the �1940 Act.�
We originate and invest primarily in private middle-market companies (typically those with $5.0 million to $50.0
million of EBITDA (earnings before interest, taxes, depreciation and amortization)) through first lien, second lien,
unitranche and mezzanine debt financing, with corresponding equity co-investments. Unitranche debt is typically
structured as first lien loans with certain risk characteristics of mezzanine debt. Mezzanine debt includes senior

unsecured and subordinated loans.

Our investment activities are managed by our investment adviser, Stellus Capital Management, an investment
advisory firm led by Robert T. Ladd and its other senior investment professionals. We source investments primarily
through the extensive network of relationships that the senior investment professionals of Stellus Capital Management
have developed with financial sponsor firms, financial institutions, middle-market companies, management teams and
other professional intermediaries. The companies in which we invest are typically highly leveraged, and, in most

cases, our investments in such companies will not be rated by national rating agencies. If such investments were rated,
we believe that they would likely receive a rating which is often referred to as �junk.�

Our investment objective is to maximize the total return to our stockholders in the form of current income and capital
appreciation. We seek to achieve our investment objective by:

�
accessing the extensive origination channels that have been developed and established by the Stellus Capital
Management investment professionals that include long-standing relationships with private equity firms, commercial
banks, investment banks and other financial services firms;

�investing in what we believe to be companies with strong business fundamentals, generally within our coremiddle-market company focus;

�focusing on a variety of industry sectors, including business services, energy, general industrial, government services,healthcare, software and specialty finance;
� focusing primarily on directly originated transactions;

� applying the disciplined underwriting standards that the Stellus Capital Management investment
professionals have developed over their extensive investing careers; and

�capitalizing upon the experience and resources of the Stellus Capital Management investment team to monitor ourinvestments.
In addition, we received exemptive relief from the SEC to co-invest with investment funds managed by Stellus Capital
Management where doing so is consistent with our investment strategy as well as applicable law (including the terms
and conditions of the exemptive order issued by the SEC). Under the terms of the relief permitting us to co-invest with
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other funds managed by Stellus Capital Management, a �required majority� (as defined in Section 57(o) of the 1940
Act) of our independent directors must make certain conclusions in connection with a co-investment transaction,

including that (1) the terms of the proposed transaction, including the consideration to be paid, are reasonable and fair
to us and our stockholders and do not involve overreaching of us or our stockholders on the part of any person
concerned and (2) the transaction is consistent with the interests of our stockholders and is consistent with our

investment objectives and strategies. We intend to co-invest, subject to the conditions included in the exemptive order
we received from

1
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the SEC, with private credit funds managed by Stellus Capital Management that have an investment strategy that is
identical to our investment strategy. We believe that such co-investments may afford us additional investment

opportunities and an ability to achieve greater diversification.

As a BDC, we are required to comply with regulatory requirements, including limitations on our use of debt. We are
permitted to, and expect to continue to, finance our investments through borrowings.

Prior to March 23, 2018, Section 61(a) of the 1940 Act (which incorporates the requirements of Sections 18(a)(1) and
18(a)(2) of the 1940 Act) did not permit a BDC to issue senior securities unless, at the time of issuance, the BDC had
an asset coverage ratio of at least 200%, taking into account that issuance of senior securities (the �Asset Coverage

Ratio�). However, on March 23, 2018, the Small Business Credit Availability Act (the �SBCA�) was signed into law by
the President. The SBCA, among other things, permits BDCs to be subject to a minimum Asset Coverage Ratio of
150% (the �150% Asset Coverage�), if specific conditions are satisfied, when issuing senior securities. In other words,
prior to the enactment of the SBCA, a BDC could borrow $1 for investment purposes for every $1 of investor equity.

Now, for those BDCs that satisfy the Act�s approval and disclosure requirements, the BDC can borrow $2 for
investment purposes for every $1 of investor equity.

The SBCA provides that in order for a BDC whose common stock is traded on a national securities exchange to be
subject to 150% Asset Coverage, the BDC must either obtain: (i) approval of the required majority of its

non-interested directors who have no financial interest in the proposal, which would become effective one year after
the date of such approval (the �Board Effective Date�), or (ii) obtain stockholder approval (of more than 50% of the
votes cast for the proposal at a meeting in which quorum is present), which would become effective on the first day

after the date of such stockholder approval.

On April 4, 2018, our board of directors (the �Board�), including a majority of the non-interested directors who have no
financial interest in this proposal, deemed it in the best interests of the Company and its stockholders for the Company

to be subject to 150% Asset Coverage. Our Board believes that having the flexibility for the Company to incur
additional leverage in certain instances is in the best interests of stockholders. In connection with this determination,
our Board approved a resolution permitting the Company to be subject to 150% Asset Coverage, to be effective on the
Board Effective Date, or April 4, 2019. This approval will allow us to incur twice as much debt as we could have

without such approval after the 150% Asset Coverage becomes effective.

In addition, the Board also approved and recommended that stockholders vote �for� a proposal to authorize the
Company to be subject to 150% Asset Coverage at our 2018 Annual Meeting, scheduled for June 28, 2018. If our
stockholders approve this proposal, the reduced Asset Coverage Ratio would be effective the day after the 2018

Annual Meeting. Because we have received Board approval, if the proposal does not receive approval of the majority
of the votes cast at the meeting, we will be subject to the reduced Asset Coverage Ratio beginning on April 4, 2019.

The amount of leverage that we employ will depend on our assessment of market conditions and other factors at the
time of any proposed borrowing, such as the maturity, covenant package and rate structure of the proposed

borrowings, our ability to raise funds through the issuance of our securities and the risks of such borrowings within
the context of our investment outlook. Ultimately, we only intend to use leverage if the expected returns from

borrowing to make investments will exceed the cost of such borrowings. For more information about the expected
amount of and costs associated with our borrowings, see �Fees and Expenses� in this prospectus.

We have elected and qualified to be treated for federal income tax purposes as a regulated investment company, or
�RIC,� under Subchapter M of the Internal Revenue Code, or the Code. As a RIC, we generally will not have to pay

corporate-level federal income taxes on any net ordinary income or capital gains that we distribute to our stockholders
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SBIC License

Our wholly owned subsidiary holds a license to operate as a small business investment company, or SBIC. Our
wholly-owned SBIC subsidiary�s SBIC license allows it to obtain leverage by issuing SBA-guaranteed debentures up

to a maximum of $150 million under current SBIC regulations, subject to required capitalization of the SBIC
subsidiary and other requirements. The principal amount of SBA-guaranteed debentures is not required to be paid

prior to maturity but may be prepaid at any time without penalty. We believe that the SBA-guaranteed debentures are
an attractive source of debt capital.

We have received exemptive relief from the SEC to permit us to exclude the debt of our SBIC subsidiary guaranteed
by the SBA from the definition of senior securities in the asset coverage ratio we are required to maintain under the
1940 Act. This exemptive relief allows us increased flexibility under the asset coverage test by allowing us to borrow
up to $150.0 million more than we would otherwise be able to borrow absent the receipt of this exemptive relief based

on regulatory capital of $75.0 million at March 31, 2018.

Portfolio Composition

Our investments generally range in size from $5.0 million to $30.0 million, and we may also selectively invest in
larger positions. We generally expect that the size of our positions will increase in proportion to the size of our capital
base. Pending such investments, we may reduce our outstanding indebtedness or invest in cash, cash equivalents, U.S.
government securities and other high-quality debt investments with a maturity of one year or less. In the future, we

may adjust opportunistically the percentage of our assets held in various types of loans, our principal loan sources and
the industries to which we have greatest exposure, based on market conditions, the credit cycle, available financing

and our desired risk/return profile.

The following table provides a summary of our portfolio investments as of March 31, 2018:

As of
March 31,
2018
($ in
millions)

Number of investments 52
Fair value(a) $ 431.3
Cost $ 426.4
% of portfolio at fair value � first lien debt(c) 46.2 % 
% of portfolio at fair value � second lien debt 41.2 % 
% of portfolio at fair value � mezzanine debt 6.2 % 
% of portfolio at fair value � equity 6.4 % 
Weighted-average annual yield(b) 11.1 % 

(a)

As of March 31, 2018, $383.9 million of our debt investments at fair value were at floating interest rates, which
represented approximately 89% of our total portfolio of debt investments at fair value. As of March 31, 2018, $47.4
million of our debt investments at fair value were at fixed interest rates, which represented approximately 11% of
our total portfolio of debt investments at fair value.

(b)
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The weighted average yield on all of our debt investments as of March 31, 2018, was approximately 11.1%, of
which approximately 10.3% was current cash interest. The weighted average yield of our debt investments on
accrual is not the same as a return on investment for our stockholders but, rather, relates to a portion of our
investment portfolio and is calculated before the payment of all of our and our subsidiaries� fees and expenses. The
weighted average yield was computed using the effective interest rates for all of our debt investments, which
represents the interest rate on our debt investment restated as an interest rate payable annually in arrears and is
computed including cash and payment in kind, or PIK interest, as well as including accretion of original issue
discount. There can be no assurance that the weighted average yield will remain at their current level.
(c) Includes unitranche investments, which account for 16.1% of our investment portfolio at fair value.

3
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Leverage

Credit Facility.   We have entered into a senior secured revolving credit agreement, dated as of October 10, 2017, with
ZB, N.A., dba Amegy Bank and various other leaders (the �Credit Facility�). The Credit Facility provides for

borrowings up to a maximum of $140.0 million on a committed basis with an accordion feature that allows the
Company to increase the aggregate commitments up to 195.0 million, subject to new or existing lenders agreeing to
participate in the increase and other customary conditions. Borrowings under the Credit Facility bear interest, subject
to our election, on a per annum basis equal to (i) LIBOR plus 2.50% with no LIBOR floor or (ii) 1.50% plus an

alternate base rate based on the highest of the Prime Rate, Federal Funds Rate plus 0.5% or one month LIBOR plus
1.0%. We pay unused commitment fees of 0.50% per annum on the unused lender commitments. Interest is payable
quarterly in arrears. Any amounts borrowed under the Credit Facility will mature, and all accrued and unpaid interest
thereunder will be due and payable, on October 1, 2021. Our obligations to the lenders are secured by a first priority
security interest in its portfolio of securities and cash not held at the SBIC subsidiary, but excluding short term
investments. As of March 31, 2018, we had approximately $118.3 million outstanding under the Credit Facility.

5.75% Notes.  On August 21, 2017, we issued $42.5 million in aggregate principal amount of 5.75% fixed-rate notes
due 2022 (the �2022 Notes�) and issued an additional $6.4 million in aggregate principal amount of the 2022 Notes
pursuant to a full exercise of the underwriters� overallotment option. The 2022 Notes will mature on September 15,
2022, and may be redeemed in whole or in part at any time or from time to time at the Company�s option on or after
September 15, 2019 at a redemption price equal to 100% of the outstanding principal, plus accrued and unpaid

interest. As of March 31, 2018, we had $48.9 million of 2022 Notes outstanding.

SBA-guaranteed Debentures.  Due to the SBIC subsidiary�s status as a licensed SBIC, we have the ability to issue
debentures guaranteed by the SBA at favorable interest rates. As of March 31, 2018, the SBIC subsidiary had $90.0

million of SBA-guaranteed debentures outstanding.

Stellus Capital Management

Stellus Capital Management manages our investment activities and is responsible for analyzing investment
opportunities, conducting research and performing due diligence on potential investments, negotiating and structuring
our investments, originating prospective investments and monitoring our investments and portfolio companies on an

ongoing basis.

The senior investment professionals of Stellus Capital Management have an average of over 28 years of investing,
corporate finance, restructuring, consulting and accounting experience and have worked together at several
companies. The Stellus Capital Management investment professionals have a wide range of experience in

middle-market investing, including originating, structuring and managing loans and debt securities through market
cycles. The Stellus Capital Management investment professionals continue to provide investment sub-advisory
services to D. E. Shaw & Co., L.P. and its associated investment funds (the �D. E. Shaw group�) with respect to an
approximately $90.0 million investment portfolio (as of March 31, 2018) in middle-market companies pursuant to

sub-advisory arrangements.

In addition to serving as our investment adviser and the sub-advisor to the D. E. Shaw group as noted above, Stellus
Capital Management currently manages a private credit fund that has an investment strategy that is identical to our
investment strategy and energy private equity funds. We received exemptive relief from the SEC to co-invest with

investment funds managed by Stellus Capital Management (other than the D. E. Shaw group funds) where doing so is
consistent with our investment strategy as well as applicable law (including the terms and conditions of the exemptive
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order issued by the SEC). We believe that such co-investments may afford us additional investment opportunities and
an ability to achieve greater diversification. We will not co-invest with the energy private equity funds, as the energy
private equity funds focus on predominantly equity-related investments, and we focus on predominantly credit-related

investments.

Stellus Capital Management is headquartered in Houston, Texas, and also maintains offices in the Washington, D.C.
area and Charlotte, North Carolina.

4

Edgar Filing: Stellus Capital Investment Corp - Form POS 8C

Stellus Capital Management 15



TABLE OF CONTENTS

Market Opportunity

We originate and invest primarily in private middle-market companies through first lien, second lien, unitranche and
mezzanine debt financing, with a corresponding equity co-investment. We believe the environment for investing in

middle-market companies is attractive for several reasons, including:

Robust Demand for Debt Capital.  We believe that private equity firms have significant committed but uncalled
capital, a large portion of which is still available for investment in the United States. We expect the large amount of
uninvested capital commitments will drive buyout activity over the next several years, which should, in turn, create
lending opportunities for us. In addition to increased buyout activity, a high volume of senior secured and high yield
debt was originated in the calendar years 2011 through 2013 and will come due in the near term and, accordingly, we

believe that new financing opportunities will increase as many companies seek to refinance this indebtedness.

Reduced Availability of Capital for Middle-Market Companies.  We believe there are fewer providers of, and less
capital available for financing to middle-market companies, as compared to the time period prior to the economic

downturn that began in December 2007. We believe that, as a result of that downturn, many financing providers have
chosen to focus on large, liquid corporate loans and managing capital markets transactions rather than lending to

middle-market businesses. In addition, we believe regulatory changes, including the adoption of the Dodd-Frank Act
and the introduction of the international capital and liquidity requirements under the Basel III Accords, or �Basel III,�
have caused banks to curtail their lending to middle-market-companies. As a result, we believe that less competition

will facilitate higher quality deal flow and allow for greater selectivity throughout the investment process.

Attractive Deal Pricing and Structures.  We believe that the pricing of middle-market debt investments is higher, and
the terms of such investments are more conservative, compared to larger liquid, public debt financings, due to the

more limited universe of lenders as well as the highly negotiated nature of these financings. These transactions tend to
offer stronger covenant packages, higher interest rates, lower leverage levels and better call protection compared to
larger financings. In addition, middle-market loans typically offer other investor protections such as default penalties,

lien protection, change of control provisions and information rights for lenders.

Specialized Lending Requirements.  Lending to middle-market companies requires in-depth diligence, credit
expertise, restructuring experience and active portfolio management. We believe that several factors render many U.S.
financial institutions ill-suited to lend to middle-market companies. For example, based on the experience of Stellus
Capital Management�s investment professionals, lending to middle-market companies in the United States (a) is

generally more labor intensive than lending to larger companies due to the smaller size of each investment and the
fragmented nature of the information available with respect to such companies, (b) requires specialized due diligence
and underwriting capabilities, and (c) may also require more extensive ongoing monitoring by the lender. We believe
that, through Stellus Capital Management, we have the experience and expertise to meet these specialized lending

requirements.

Competitive Strengths

We believe that the following competitive strengths will allow us to achieve positive returns for our investors:

Experienced Investment Team.  Through our investment adviser, Stellus Capital Management, we have access to the
experience and expertise of the Stellus Capital Management investment professionals, including its senior investment
professionals who have an average of over 28 years of investing, corporate finance, restructuring, consulting and

accounting experience and have worked together at several companies. The Stellus Capital Management investment
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professionals have a wide range of experience in middle-market investing, including originating, structuring and
managing loans and debt securities through market cycles. We believe the members of Stellus Capital Management�s
investment professionals are proven and experienced, with extensive capabilities in leveraged credit investing, having

participated in these markets for the predominant portion of their careers. We believe that the experience and
demonstrated ability of the Stellus Capital Management investment team to complete transactions enhances the

quantity and quality of investment opportunities available to us.
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Established, Rigorous Investment and Monitoring Process.  The Stellus Capital Management investment
professionals have developed an extensive review and credit analysis process. Each investment that is reviewed by

Stellus Capital Management is brought through a structured, multi-stage approval process. In addition, Stellus Capital
Management takes an active approach in monitoring all investments, including reviews of financial performance on at

least a quarterly basis and regular discussions with management. Stellus Capital Management�s investment and
monitoring process and the depth and experience of its investment professionals should allow it to conduct the type of

due diligence and monitoring that enables it to identify and evaluate risks and opportunities.

Demonstrated Ability to Structure Investments Creatively.  Stellus Capital Management has the expertise and ability
to structure investments across all levels of a company�s capital structure. Furthermore, we believe that current market

conditions will allow us to structure attractively priced debt investments and may allow us to incorporate other
return-enhancing mechanisms such as commitment fees, original issue discounts, early redemption premiums,

payment-in-kind, or �PIK,� interest or some form of equity securities.

Resources of Stellus Capital Management Platform.  We have access to the resources and capabilities of Stellus
Capital Management, which has 17 investment professionals, including Robert T. Ladd, Dean D�Angelo, Joshua T.

Davis and Todd A. Overbergen, who are supported by six managing directors, two principals, two vice presidents and
three analysts. These individuals have developed long-term relationships with middle-market companies, management
teams, financial sponsors, lending institutions and deal intermediaries by providing flexible financing throughout the

capital structure. We believe that these relationships provide us with a competitive advantage in identifying
investment opportunities in our target market. We also expect to benefit from Stellus Capital Management�s due
diligence, credit analysis, origination and transaction execution experience and capabilities, including the support
provided with respect to those functions by Mr. Huskinson, who serves as our chief financial officer and chief

compliance officer, and his staff of eight finance and operations professionals.

Risk Factors

An investment in our securities is subject to risks. The following is a summary of the principal risks that you should
carefully consider before investing in our securities. In addition, see �Risk Factors� beginning on page 17 of this

prospectus to read about factors you should consider before deciding to invest in our securities.

�
We are dependent upon key personnel of Stellus Capital Management for our future success. If Stellus Capital
Management were to lose any of its key personnel, our ability to achieve our investment objective could be
significantly harmed.

�
Our business model depends to a significant extent upon strong referral relationships. Any inability of Stellus Capital
Management to maintain or develop these relationships, or the failure of these relationships to generate investment
opportunities, could adversely affect our business.

�Our financial condition, results of operations and cash flows will depend on our ability to manage our businesseffectively.
� There are significant potential conflicts of interest that could negatively affect our investment returns.

�The incentive fee structure we have with Stellus Capital Management may create incentives that are not fully alignedwith the interests of our stockholders.

�We will be subject to corporate-level income tax and may default under our revolving credit facility with various
lenders (the �Credit Facility�) if we are unable to maintain our qualification as a RIC under Subchapter M of the Code.

�
Regulations governing our operation as a BDC affect our ability to and the way in which we raise additional capital
and, as a BDC, the necessity of raising additional capital may expose us to risks, including the typical risks associated
with leverage.
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�Because we finance our investments with borrowed money, the potential for gain or loss on amounts invested in us ismagnified and may increase the risk of investing in us.
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�Because we use debt to finance our investments, changes in interest rates will affect our cost of capital and netinvestment income.
� Adverse developments in the credit markets may impair our ability to borrow money.

�Most of our portfolio investments are recorded at fair value as determined in good faith by our board of directors and,as a result, there may be uncertainty as to the value of our portfolio investments.

�Our ability to enter into transactions with our affiliates will be restricted, which may limit the scope of investmentsavailable to us.
� The involvement of our interested directors in the valuation process may create conflicts of interest.

� There are conflicts related to other arrangements with Stellus Capital Management.
�If we fail to maintain our status as a BDC, our business and operating flexibility could be significantly reduced.

�
Because we have received Board approval, and have submitted a proposal to a stockholder vote at our 2018 Annual
Meeting, we will be subject to 150% Asset Coverage beginning on April 4, 2019 or following our 2018 Annual
Meeting if we receive stockholder approval. This app
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