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of 1933, as amended, other than securities offered in connection with a dividend reinvestment plan, check the following box. o

It is proposed that this filing will become effective (check appropriate box) o when declared effective pursuant to Section 8(c).

CALCULATION OF REGISTRATION FEE UNDER THE SECURITIES ACT OF 1933
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Being Registered

Amount Being
Registered

Proposed Maximum
Aggregate Offering Price (1) (2)

Amount of Registration
Fee

Shares of Common Stock, $0.001 par value per
share $ 50,000,000 $ 50,000,000 $ 6,440(3)
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(1) Estimated solely for the purpose of calculating the registration fee, pursuant to Rule 457(o) under the Securities Act of 1933.

(2) Includes the shares that may be offered to the Underwriters pursuant to an option to cover over-allotments.

(3) Previously paid.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date until the
Registrant shall file a further amendment which specifically states that this Registration Statement shall thereafter become effective in
accordance with Section 8(a) of the Securities Act of 1933, as amended, or until this Registration Statement shall become effective on
such date as the Securities and Exchange Commission, acting pursuant to said Section 8(a), may determine.
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The information in this preliminary 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
preliminary prospectus is not an offer to sell nor does it seek an offer to buy these securities in any jurisdiction
where the offer or sale is not permitted.

Subject to completion, dated October 1, 2014

PROSPECTUS

2,000,000 Shares
Common Stock

$ per share

Investment Company. StoneCastle Financial Corp. ("we," "us" or "our") is a non-diversified, closed-end management
investment company under the Investment Company Act of 1940, as amended (the "Investment Company Act"). We
have elected to be treated, and intend to comply with the requirements to qualify annually, as a regulated investment
company ("RIC") under Subchapter M of the Internal Revenue Code of 1986, as amended (the "Code"). We are
managed by StoneCastle Asset Management LLC (the "Advisor"), a subsidiary of Stone Castle Partners, LLC
("StoneCastle Partners"), a leading asset management firm that invests in community banks and related financial
assets throughout the United States. StoneCastle Partners and its subsidiaries managed over $6 billion of assets
focused on community banks, including approximately $1.7 billion of capital invested in more than 220 banking
institutions and over $4.6 billion of institutional cash in over 500 banks as of June 30, 2014.

Investment Objectives. Our primary investment objective is to provide stockholders with current income, and to a
lesser extent capital appreciation. There can be no assurance that we will achieve our investment objectives.

Investment Strategy. We attempt to achieve our investment objectives through investments in preferred equity,
subordinated debt, convertible securities and, to a lesser extent, common equity primarily in the U.S. community bank
sector. See "Community Banking Sector Focus." We may also invest in similar securities of larger U.S. domiciled
banks and companies that provide goods and/or services to banking companies. Together with banks, we refer to these
types of companies as banking-related and intend, under normal circumstances, to invest at least 80% of the value of
our net assets plus the amount of any borrowings for investment purposes in such businesses.

We expect to keep our portfolio of securities and investments focused on the bank sector, with an emphasis on
community banks. We expect to continue to direct investments to numerous issuers differentiated by asset sizes,
business models and geographies. In addition, we may indirectly invest in securities issued by banks through
structured securities and credit derivatives. We expect that these indirect investments would provide exposure to and
focus on the same types of investments that we make in community banking companies and accordingly would
complement our overall strategy and enhance the diversity of our holdings. With the proceeds of this equity offering
and future equity offerings, we will seek to extend our existing portfolio. We may also incur leverage to the extent
permitted by the Investment Company Act. See "Leverage."

Our common stock has traded at a premium to its net asset value ("NAV"). We cannot predict whether our common
stock will trade at a premium or discount to NAV in the future. The provisions of the Investment Company Act
generally require that the public offering price of common shares (less any underwriting commissions and discounts)
must equal or exceed the NAV per share of a company's common stock (calculated within 48 hours of pricing). Our
issuance of common stock may have an adverse effect on prices for our common stock in the secondary market by
increasing the number of common shares available, which may put downward pressure on the market price for our
common stock. Shares of closed-end management investment companies frequently trade at prices lower than

Edgar Filing: StoneCastle Financial Corp. - Form N-2/A

4



their NAV (often referred to as a "discount"), which may increase investor risk of loss. The risk of loss due to
this discount may be greater for investors expecting to sell their shares in a relatively short period after completion of
this or any future offering of our common stock.

Investing in our common stock involves risks. See "Risk Factors" beginning on page 55 of this prospectus.

Per Share Total(1)
Public Offering Price $ $
Sales Load(2) $ $
Estimated offering expenses $ $
Proceeds, after expenses, to us $ $
(footnotes on following page)

The Underwriters expect to deliver the common stock to purchasers on or about , 2014.

Keefe, Bruyette & Woods Baird Oppenheimer & Co.
A Stifel Company

The date of this prospectus is , 2014.
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(1)  The Underwriters named in this prospectus have the option to purchase up to 300,000 additional shares of
common stock at the public offering price, less the sales load, within 45 days from the date of this prospectus to cover
over-allotments, if any. If the over-allotment option is exercised in full, the total public offering price, sales load and
proceeds, after expenses, to us will be , and respectively.

(2)  The sales load, which is a one-time fee, represents the underwriting discounts and commissions for the common
stock sold in this offering. We refer you to "Underwriting" on page 101 for additional information regarding total
underwriter compensation.

Neither the Securities and Exchange Commission 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.

Exchange Listing. Our common stock is listed on the NASDAQ Global Select Market under the symbol "BANX".

Leverage. We currently incur leverage and expect to continue to do so to the extent permitted by the Investment
Company Act. As a result, we currently limit (i) leverage from debt securities to one-third of our total assets,
including the proceeds of such borrowings, at the time such borrowings are calculated and (ii) the total aggregate
liquidation value and outstanding principal amount of any preferred stock and debt securities to 50% or less of the
amount of our total assets (including the proceeds of debt securities and preferred stock) less liabilities and
indebtedness not represented by our debt securities and preferred stock, each in accordance with the requirements of
the Investment Company Act. We currently operate with recourse leverage and may operate with non-recourse
collateralized financings, private or public offerings of debt, warehouse facilities, secured and unsecured bank credit
facilities, reverse repurchase agreements and other borrowings. We may also issue preferred stock.

Leverage is a speculative technique that may adversely affect our earnings or book value. If the return on assets
acquired with borrowed funds or other leveraged proceeds does not exceed the cost of the leverage and our cost of
operations, then the incurrence of such leverage could cause us to lose money. Because our Advisor's fee is based on
total assets (including any assets acquired with the proceeds of leverage), our Advisor's fee will be higher when we
utilize leverage. The use of such leverage involves significant risks. See "Risk Factors�Risks Related to Our
Operations." We may utilize derivatives in order to hedge against interest rate changes associated with our use of
leverage. See "Derivative Transactions."

This prospectus sets forth information about us that a prospective investor should know before investing. You should
read this prospectus and retain it for future reference. We have filed a Statement of Additional Information, dated ,
2014, containing additional information about us with the Securities and Exchange Commission (the "SEC") which is
incorporated by reference in its entirety into this prospectus. You may request a free copy of the Statement of
Additional Information or our annual and semi-annual reports or make shareholder inquiries or request other
information about us by calling us collect at (212) 354-6500 or by writing to us at 152 West 57th Street, 35th Floor,
New York, New York 10019. You can also obtain a copy of our Statement of Additional Information and our annual
and semi-annual reports to stockholders on our website at www.stonecastle-financial.com. Information included on
our website is not incorporated into this prospectus. You can review and copy documents we have filed at the SEC's
Public Reference Room in Washington, D.C. Call 1-800-SEC-0330 for information. The SEC charges a fee for copies.
You can obtain the same information free from the SEC's website (http://www.sec.gov), on which you may view our
Statement of Additional Information, and other materials incorporated by reference in this prospectus and other
information about us. You may also e-mail requests for these documents to publicinfo@sec.gov or make a request in
writing to the SEC's Public Reference Section, 100 F Street N.E., Room 1580, Washington, D.C. 20549.

Our common stock does not represent a deposit or obligation of, and is not guaranteed or endorsed by, any
bank or other insured depository institution and is not federally insured by the Federal Deposit Insurance
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Corporation, the Federal Reserve Board or any other government agency.
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not, and the Underwriters have not, authorized any other person to provide you with any different information.
If anyone provides you with different or inconsistent information, you should not rely on it. We are not, and the
Underwriters are not, making an offer to sell these securities in any jurisdiction where the offer or sale is not
permitted. You should assume that the information appearing in this prospectus is accurate only as of the date
of this prospectus. Our business, financial condition and prospects may have changed since that date. We will
amend or supplement this prospectus to reflect material changes to the information contained in this
prospectus to the extent required by applicable law.

Edgar Filing: StoneCastle Financial Corp. - Form N-2/A

8



Edgar Filing: StoneCastle Financial Corp. - Form N-2/A

9



PROSPECTUS SUMMARY

The following summary highlights information contained elsewhere in this prospectus. You should read the entire
prospectus, including "Risk Factors," before making a decision to invest in our common stock. This summary may not
contain all of the information that you should consider before investing in shares of common stock of StoneCastle
Financial Corp. In the prospectus, unless the context suggests otherwise, references to "we," "us," "Company," "our
company" or "our" refer to StoneCastle Financial Corp., a Delaware corporation and its subsidiaries; references to
"Advisor" mean StoneCastle Asset Management LLC, a Delaware limited liability company; references to
"StoneCastle Partners" mean Stone Castle Partners, LLC, the parent of StoneCastle Asset Management LLC, our
Advisor; and references to "common stock" or "shares" mean the common stock of StoneCastle Financial Corp.

The Company

StoneCastle Financial Corp. was organized on February 7, 2013 as a Delaware corporation established to continue and
expand the business of StoneCastle Partners, which commenced operations in 2003, making investments in the
community banking sector throughout the United States. Our primary investment objective is to provide stockholders
with current income and, to a lesser extent, capital appreciation. We expect to continue to focus our investments on
preferred equity, subordinated debt, convertible securities and, to a lesser extent, common equity that will generally be
expected to pay us dividends and interest on a current basis and generate capital gains over time. We may seek to
enhance our returns through the use of warrants, options and other equity conversion features.

We have elected to be treated, and intend to comply with the requirements to qualify annually, as a RIC under
Subchapter M of the Code.

Investment Objectives

Our primary investment objective is to provide stockholders with current income, and to a lesser extent, capital
appreciation. There can be no assurance that we will achieve our investment objectives.

We attempt to achieve our investment objectives through investment in preferred equity, subordinated debt,
convertible securities and common equity in the U.S. community bank sector. See "Community Banking Sector
Focus." To a lesser extent, we also invest in similar securities of larger U.S. domiciled banks and companies that
provide goods and/or services to banking companies. Together with banks, we refer to these types of companies as
banking-related businesses and intend, under normal circumstances, to invest at least 80% of the value of our net
assets plus the amount of any borrowings for investment purposes in such businesses.

We expect to continue to focus our portfolio of securities and investments on the bank sector, with an emphasis on
community banks. We intend to continue to direct investments in numerous issuers differentiated by asset size,
business models and geographies. In addition, we may indirectly invest in securities issued by banks through
structured securities and credit derivatives. We expect that these indirect investments will provide exposure to and
focus on the same types of investments that we make in banking companies and, accordingly, would complement our
overall strategy and enhance the diversity of our holdings. With the proceeds of this equity offering and future equity
offerings we will seek to grow and further diversify our portfolio of investments. We may also incur additional
leverage to the extent permitted by the Investment Company Act. See "Leverage." Although we normally seek to
invest substantially all of our assets in banking-related securities, we reserve the ability to invest up to 20% of our
assets in other types of securities and instruments.

1
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Additionally, we may take temporary defensive positions that are inconsistent with our investment strategy in
attempting to respond to adverse market, economic, political or other conditions. If we do so, we may not achieve our
investment objective. We may also choose not to take defensive positions.

Our Advisor

StoneCastle Asset Management LLC, an SEC-registered investment adviser dedicated to the community banking
sector that was formed on November 14, 2012, manages our assets. Our Advisor is registered with the SEC under the
Investment Advisers Act of 1940, as amended (the "Investment Advisers Act"). Our Advisor is staffed with
investment professionals from its affiliates, which collectively manage one of the largest portfolios of assets dedicated
to the U.S. community bank sector, with over a ten-year history of investing in trust preferred capital securities issued
by, or, other obligations of, community, regional and money center banks. As of June 30, 2014, StoneCastle Partners
and its subsidiaries managed over $6 billion of assets focused on community banks, including approximately $1.7
billion of capital invested in more than 220 banking institutions and over $4.6 billion of institutional cash in over 500
banks. Our Advisor's investment philosophy is grounded in disciplined, fundamental, bottom-up credit and investment
analysis. We intend to continue to use our Advisor's existing community banking infrastructure to identify attractive
investment opportunities and to underwrite and monitor our investment portfolio.

Our Advisor is wholly-owned by StoneCastle Partners. StoneCastle Partners is managed by its two managing partners:
Joshua S. Siegel (founder & CEO) and George Shilowitz (each, a "Managing Partner" and, together, the "Managing
Partners"). Charlesbank Capital Partners, LLC, a leading private equity investment manager, and CIBC Capital
Corporation ("CIBC Capital"), a subsidiary of Canadian Imperial Bank of Commerce, own minority interests in
StoneCastle Partners.

Each of our Advisor's investment decisions is reviewed and approved for us by our Advisor's investment committee,
the members of which may also act as the investment committee for other investment vehicles managed by our
Advisor or its affiliates. Our Advisor's two senior officers, Messrs. Siegel and Shilowitz, each have 19 years of
experience advising and investing in financial institutions, investing in financial assets and building financial services
companies.

Our Advisor has entered into a staffing agreement with StoneCastle Partners and several of its affiliates. Under the
staffing agreement, these companies make experienced investment professionals available to our Advisor and provide
our Advisor access to the senior investment personnel of StoneCastle Partners and its affiliates. Our Advisor intends
to capitalize on the significant deal origination, credit underwriting, due diligence, investment structuring, execution,
portfolio management and monitoring experience of StoneCastle Partners' investment professionals. Biographical
information for key members of our Advisor's investment team is set forth below under "Management�Biographical
Information." As our investment adviser, our Advisor is obligated to allocate investment opportunities among us and
its other clients in accordance with its allocation policy; however, there can be no assurance that our Advisor will
allocate such opportunities to us fairly or equitably in the short-term or over time.

Community Banking Sector Focus

We intend to pursue our investment objective by continuing to invest principally in public and privately-held
community banks located throughout the United States. For the purpose of our investment objectives and this
prospectus, we define "community bank" to mean banks, savings associations and their holding companies with less
than $10 billion in consolidated assets that serve local markets. As of June 30, 2014, the community banking sector is
a highly fragmented $2.9 trillion industry, comprised of over 6,500 banks located throughout the United States,
including underserved rural, semi-rural, suburban and other niche markets. Community banks generally have simple,
straightforward business models and geographically concentrated credit exposure. Community
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banks typically do not have exposure to non-U.S. credit and are focused on lending to borrowers in their distinct
communities. As a result, we believe that community banks frequently have a better understanding of the local
businesses they finance than larger banking organizations. Many of these community banks are well established,
having been in business on average for more than 75 years, and having survived many economic cycles, including the
most recent financial crisis. We expect to continue to focus our investments in the bank sector with an emphasis on
community banks. We intend to continue to direct investments in numerous issuers differentiated by asset sizes,
business models and geographies. To a lesser extent, we may also invest in similar securities of larger U.S. domiciled
banks and companies that provide goods and/or services to banking companies.

Market Opportunity

We believe that the community banking sector is attractive due to the strong long-term performance of community
banks and the general lack of investment competition from institutional investors. The Company was formed to invest
in the ongoing capital needs of community banks. We believe that the environment for investing in community banks
is attractive for the following reasons:

•  Long-Term Resiliency of Community Banks. The community banking industry has a long history of resiliency and
historically has exhibited a low rate of failure. According to data from the Federal Deposit Insurance Company
("FDIC"), since 1934, FDIC insured banks and thrifts have failed at an annual rate of 0.37%, with peak cycle one-year
failure rates of 3.22% in 1989 (S&L crisis), 1.96% in 2010 (Great Recession) and 0.54% in each of 1937 and 1938
(Great Depression). We believe that these figures are comparable with Baa and Ba Moody's rated corporate bond
default rates, which experienced an average annual default rate since 1920 of approximately 0.27% for Moody's
Baa-rated corporate bonds and 1.07% for Ba-rated bonds, with the highest one year default rates of 1.99% and
11.69%, for Baa-rated and Ba-rated corporate bonds, respectively, as reported in Annual Default Study: Corporate
Default and Recovery Rates, 1920-2013 released on February 28, 2014.

•  Greater Equity Cushions. While community banks are generally subject to the same regulations as their larger
competitors, community banks have historically maintained significantly larger amounts of equity capital. Given that
community banks do not typically have access to different forms of capital from the public markets, most equity in
community banks is comprised of common equity, a form considered of the highest quality by federal and state
banking regulators. As of June 30, 2014, banks with less than $10 billion of assets maintained Tier 1 risk-based capital
ratios 20% higher than banks with more than $10 billion of assets. Given that banks over $10 billion have 39% higher
non-current loans to loans (2.38% vs. 1.72%), community banks generally have significantly better equity cushions
than their larger competitors.

•  Large Fragmented Market. Community banks collectively controlled nearly $2.9 trillion of financial assets as of
June 30, 2014. Despite significant industry consolidation since 1980, as of June 30, 2014 there were still more than
6,500 FDIC-insured banks in the United States. As of such date, more than 98% of these banks had less than $10
billion of assets and many primarily service their local communities. We believe that the highly fragmented nature of
the industry poses significant challenges for potential investors seeking to implement a diversified investment
strategy.

•  Robust Demand for Capital. Regulatory changes are requiring all banks to hold increased levels of capital. This
requirement creates what we believe to be strong demand for capital in the form of preferred equity, subordinated
debt, convertible securities and common equity. Further, capital is needed to facilitate ongoing consolidation within
the banking industry, including acquisitions of failed banks from the FDIC. Lastly, organic growth of well-positioned
institutions also supports demand. Our Advisor estimates that the community banking sector will require more than
$50 billion of capital over the next several years to facilitate (i) compliance with heightened regulatory capital ratios,
(ii) acquisition of competitors and failed banks and (iii) organic asset growth. This estimate is in part based on the size
of the trust preferred CDO market and the phase out of trust preferred securities from the definition of Tier 1 capital.
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•  Constrained Supply of Capital. We believe that the supply of new capital available to community banks is extremely
constrained and will remain so for many years. We also believe that there are many community banks with
well-established franchises and cash flow characteristics that are not attracting capital from private equity or other
institutional investors because: (i) they are perceived by such investors as risky due to their size; (ii) the companies are
located in rural or niche markets that are unfamiliar to institutional investors; or (iii) the investments in these
companies are too small given (a) the size of the target companies and (b) limitations on majority ownership dictated
by certain banking regulations. We believe that these companies represent attractive investment candidates for us. We
believe that this lack of institutional investor interest and the inability of most community banks to access the capital
markets will enable us to invest at attractive pricing levels.

•  Sector Overlooked by Institutional Capital Providers. We believe that many investors historically have avoided
investing in community banks due to the small size of these banks, their heavy regulation, the Bank Holding Company
Act of 1956, as amended (the "Bank Holding Company Act") which imposes ownership restrictions and the
perception that community banks are riskier than larger financial institutions. In addition, many capital providers lack
the necessary technical expertise to evaluate the quality of the small- and mid-sized privately-held community banks
and lack a network of relationships to identify attractive opportunities.

•  Favorable Market Conditions. We believe that the substantial re-pricing of risk resulting from the recent financial
crisis along with significantly improved bank balance sheets since the worst period of the crisis has created an ideal
environment for us to continue our investment activities. Bank failures and unprecedented losses by large
money-center banks and investment banks related to sub-prime mortgages and other higher risk financial products
have negatively affected the view of all banks, including smaller banks not engaged in such activities. As a
consequence, valuations of financial institutions have declined substantially since 2004, allowing potential investors to
dictate favorable terms.

Competitive Advantages

We believe that our significant focus on the community banking sector provides us with a strong competitive
advantage relative to non-specialized investors. We believe that we are well-suited to meet the capital needs of the
community banking sector for the following reasons:

•  Experience in the Community Banking Sector. The current investment platform of our Advisor's affiliate,
StoneCastle Partners, provides us with significant advantages in sourcing, evaluating, executing and managing
investments. StoneCastle Partners and its subsidiaries managed over $6 billion of assets focused on community banks,
including approximately $1.7 billion of capital invested in more than 220 banking institutions and over $4.6 billion of
institutional cash in over 500 banks as of June 30, 2014.

•  Substantial Access to Deal Flow. In order to execute our business strategy, we currently rely on what we believe to
be our Advisor's and its affiliates' strong reputations and deep relationships with issuers, underwriters, financial
intermediaries and sponsors, as well as our exclusive investment referral and endorsement relationships with CAB
Marketing, LLC and CAB, L.L.C. (collectively referred to as "CAB"), subsidiaries of the American Bankers
Association ("ABA"). Pursuant to the agreements governing these relationships, CAB assists us with the promotion
and identification of potential investment opportunities through marketing campaigns, placements at ABA events and
introductions to banks seeking capital. In addition, CAB has granted to us a license to use the CAB name,
"Corporation for American Banking," in connection with our investment program. We may use this name in
connection with the promotion and identification activities, including emails, press releases, events and due diligence
questionnaires targeting ABA members. Most capital raising activities by community banks are conducted through
privately-negotiated transactions that occur outside of traditional institutional investment channels, including the
capital markets. We believe that
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StoneCastle Partners' and CAB's large network of relationships will help us to identify attractive investment
opportunities and will provide us with a competitive advantage. The ABA and its subsidiaries have not endorsed this
offering, and you should not construe references to them in this prospectus as such an endorsement.

•  Experienced Management Team. StoneCastle Partners and its affiliates are led by StoneCastle Partners' two
Managing Partners, Joshua S. Siegel and George Shilowitz, and as of June 30, 2014, had approximately 55 employees.
Our investment team is comprised of professionals who have substantial expertise investing in community banks, and
includes former senior bankers, credit officers, private equity investors, rating agency analysts, bank examiners, fixed
income specialists and attorneys.

•  Specialized / Proprietary Systems. During the past decade, StoneCastle Partners has invested substantial funds and
resources into the development of its proprietary analytic systems/database that is dedicated to analyzing banks (the
"RAMPART" systems). RAMPART currently tracks and analyzes every bank in the United States and provides our
investment professionals with significant operational leverage, allowing our team to sort through vast amounts of data
to screen for potential investments. We believe that few institutional investors have developed infrastructure
comparable to that of StoneCastle Partners and its affiliates.

•  Disciplined Investment Philosophy and Risk Management. Our Advisor's senior investment professionals have
substantial experience structuring investments that balance the needs of community banks with appropriate levels of
risk control. Our Advisor's investment approach for us emphasizes current income and, to a lesser extent, capital
appreciation through common equity, warrants, options and conversion features. Given that a significant portion of
our investments are fixed income-like (including preferred stock), preservation of capital is our priority and we seek to
minimize downside risk by investing in banks that exhibit the potential for long-term stability (See "The
Company�Investment Process and Due Diligence").

•  Few Organized Competitors. We believe that several factors render many U.S. investors and financial institutions
ill-suited to lend to or invest in community banks. Historically, the relatively small size of individual community
banks and certain regulatory requirements limiting control have deterred many institutional investors, including
private equity investors, from making those investments. We believe that, as a consequence, few institutional investors
have developed and possess the specialized skills and infrastructure to efficiently analyze and monitor investments in
community banks on a large scale. Based on the experience of our management team, investing in community banks
requires specialized skills and infrastructure, including: (i) the ability to analyze small community banking institutions
and the local economies in which they do business; (ii) specialized systems to analyze and track vast amounts of bank
performance data; (iii) a deep understanding and working relationship with state and federal regulators that oversee
community banks; and (iv) brand awareness within the community banking industry and a strong reputation as a
long-term partner that understands the needs of community banks to originate investment opportunities successfully.

•  Extended Investment Horizon. Unlike private equity investors, we are not subject to standard periodic capital return
requirements. These provisions often force private equity investors to seek returns on their investments through
mergers, public equity offerings or other liquidity events more quickly than they otherwise might prefer, potentially
resulting in a lower overall return to investors. We believe that our flexibility to make investments with a long-term
view, and without the capital return requirements of traditional private investment funds, provides us with the
opportunity to generate attractive returns on invested capital.

5
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Targeted Investment Characteristics

Our business strategy focuses on minimizing risk by using a disciplined underwriting process in providing capital to
community banks. We expect to continue to focus on investing in community banks that exhibit the following
characteristics:

•  Experienced Management. We seek to invest in community banks with management teams or sponsors that are
experienced in running local banking businesses and managing risk. We seek community banks that have a particular
market focus, expertise in that market and a track record of success. Further, we actively seek to invest in banks with
senior management teams with significant ties to their local communities.

•  Stability of Earnings. We seek to invest in community banks with the potential to generate stable cash flows over
long periods of time, and therefore we presently seek out institutions that have a defined lending strategy and
predictable sources of interest revenues, stable sources of deposits and predictable expenses.

•  Stability of Market. We seek to invest in community banks whose core business is conducted in one or more
geographic markets that have sustainable local economies. The market characteristics we seek include stable or
growing employment bases and favorable long-term demographic trends, among other characteristics.

•  Growth Opportunities. We seek to invest in healthy community banks headquartered in markets which provide
significant organic growth opportunities or headquartered in highly fragmented markets where industry consolidation
is likely providing the opportunity for community banks to grow through acquisitions of smaller competitors.

•  Strong Competitive Position. We focus on community banks that have developed strong market positions within
their respective markets and that are well positioned to capitalize on growth opportunities. We seek to invest in
companies that demonstrate competitive advantages that should help to protect and potentially expand their market
position and profitability. Typically, we do not expect to invest in newly organized institutions or community banks
having highly speculative business plans.

•  Visibility of Exit. When investing in common equity, we seek investments that we expect to result in an exit
opportunity. Exits may come through the conversion of an investment into public shares; an initial public offering of
shares by the bank; the sale of the bank; or the repurchase of shares by the bank or another financial investor.

Investments

We primarily invest in securities issued by public and privately held community banks, initially in amounts generally
ranging between approximately $3 million to $20 million (unless our investment size is otherwise constrained or
expanded by applicable law, rule or regulation). We have an existing pipeline of potential investments of up to $250
million in the aggregate that meet our criteria, consisting primarily of preferred equity, subordinated debt, convertible
securities and, to a lesser extent, common equity. We invest in accordance with our Advisor's investment policy in
primarily the following assets:

TARP Assets: We own and may continue to own one or more portfolios of perpetual preferred stock issued by
community banks under the U.S. Department of the Treasury's ("U.S. Treasury") Troubled Asset Relief Program
("TARP") Capital Purchase Plan. Under TARP, more than 450 community banks issued in excess of $10 billion of
perpetual preferred stock in 2008 and 2009 ("TARP Preferred") and approximately $840 million in TARP Preferred
issued by approximately 70 institutions and held by the U.S. Treasury remains outstanding, of which approximately
$410 million in TARP Preferred issued by approximately 40 institutions are currently paying a dividend. The U.S.
Treasury is in the process of selling its TARP Preferred holdings through an auction process in which we will seek to
participate; however, in light of the limited number of TARP Preferred held by the U.S.
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Treasury we believe our ability to participate in the U.S. Treasury's auction process is likely to diminish significantly
in the future. We intend to purchase these securities through secondary market transactions. We believe that there are
approximately 35 issuers in this program that meet our investment criteria, totaling approximately $350 million of
target assets.

Preferred and Common Equity Assets: We continue to receive capital requests from numerous community banks
regarding potential investments initially in amounts ranging from $3 million to $20 million per investment. Preferred
stock may have fixed or variable dividend rates, which may be subject to rate caps and collars. In connection with our
investments, we may also receive options or warrants to purchase common or preferred equity.

Regardless of the type of capital security, we intend to invest the majority of our portfolio in institutions that are
currently paying dividends or interest on their securities, that our Advisor believes have the ongoing ability to pay
dividends or interest on their securities, and that are not currently a party to any regulatory enforcement actions that
would limit or hinder their ability to pay dividends or interest. While we do not intend to invest a significant portion of
our funds in institutions that do not meet these criteria, we may invest in institutions that our Advisor believes have
the ability to emerge from such conditions, pay any accrued interest or cumulative unpaid dividends at emergence and
begin the normalized payment of interest or dividends in arrears and/or as frequently stipulated by the issuance in
question.

From time to time, we may also invest in Tier 2 qualifying debt securities (long term subordinated debt securities) and
other debt securities or hybrid instruments issued by community banks or their holding companies. Additionally, we
may invest in Tier 1 qualifying debt securities. These debt securities may have fixed or floating interest rates.

Regulatory capital regulations adopted in response to the Dodd-Frank Wall Street Reform and Consumer Protection
Act (the "Dodd-Frank Act") and the Third Basel Accord of the Basel Committee on Banking Supervision ("Basel III")
require banks to increase their Tier 1 capital and reduce their leverage ratios. These regulations also generally require
that, in order to qualify as Tier 1 capital, preferred stock must be non-cumulative in nature (only TARP Preferred and
certain securities issued by small bank holding companies, defined as holding companies with less than $500 million
in consolidated assets, may be cumulative and qualify as Tier 1 capital). We expect that the majority of the new issue
preferred stock in which we invest will be non-cumulative. While these existing and any future regulatory capital
requirements may cause community banks to raise additional capital, these regulations may make some community
banks less likely to pay dividends on preferred stock and common stock.

In addition, future changes in regulatory capital regulations may negatively or positively affect our investments and
may subject us to additional pre-payment and capital redeployment risk.

Most of our assets are and, we expect, will be illiquid, and their fair value may not be readily determinable.
Accordingly, there can be no assurance that we will be able to realize the value at which we carry such assets if we
need to dispose of them. As a result, we can provide no assurance that any given asset could be sold at a price equal to
the value at which we carry it. We believe that a majority of the investments we will make will not be rated by a
nationally recognized statistical rating organization ("NRSRO"). If such investments were rated by a NRSRO, we
believe they may be rated below investment grade.

Leverage

We have borrowed funds and expect to continue to borrow to fund our investment activities, which is also known as
utilizing leverage. While we may enter into borrowing arrangements with banks or other lenders that are unsecured,
we currently fund a portion of our investments with a secured debt facility. We will operate with
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leverage through recourse and non-recourse collateralized financings, private or public offerings of debt, warehouse
facilities, secured and unsecured bank credit facilities, reverse repurchase agreements and other borrowings.
Additionally, we may create one or more wholly-owned special purpose subsidiaries to facilitate secured borrowing
structures.

We have borrowed to fund a portion of our assets and intend to limit our overall borrowing to meet the limitations set
forth under the Investment Company Act. Accordingly, we will limit (i) leverage from debt securities to one-third of
our total assets, including the proceeds of such borrowings, at the time such borrowings are calculated and (ii) the total
aggregate liquidation value and outstanding principal amount of any preferred stock and debt securities to 50% or less
of the amount of our total assets (including the proceeds of debt securities and preferred stock) less liabilities and
indebtedness not represented by our debt securities and preferred stock, each in accordance with the requirements of
the Investment Company Act. Although we have no present intention to do so, we may also operate with leverage by
issuing preferred stock.

We seek a leverage ratio, based on a variety of factors including market conditions and our Advisor's market outlook,
where the rate of return, net of applicable expenses, on the Company's investment portfolio investments purchased
with leverage exceeds the costs associated with such leverage.

As of June 30, 2014, we incurred leverage through borrowings under a revolving credit facility that permits the
Company to borrow up to $45 million of which $25 million has been committed and drawn. Our asset coverage ratio
as of June 30, 2014 was 519%. See "Leverage�Effects of Leverage" for a description of our credit agreement with a
syndicate of banks led by Texas Capital Bank, N.A.

Following the completion of the offering, we may increase the amount of leverage outstanding. We may incur
additional borrowings in order to maintain our desired leverage ratio of 30%. Leverage creates a greater risk of loss, as
well as a potential for more gain, for the common stock than if leverage was not used. Interest on borrowings may be
at a fixed or floating rate, and the interest at a floating rate generally will be based on short-term rates. The costs
associated with our use of leverage, including the issuance of such leverage and the payment of dividends or interest
on such leverage, will be borne entirely by the holders of common stock. As long as the rate of return, net of our
applicable expenses, on our investment portfolio investments purchased with leverage exceeds the costs associated
with such leverage, we will generate more return or income than will be needed to pay such costs. In this event, the
excess will be available to pay higher dividends to holders of common stock. Conversely, if the return on such assets
is less than the cost of leverage and our other expenses, the return to the holders of our common stock will diminish.
To the extent that we use leverage, the NAV and market price of our common stock and the yield to holders of
common stock will be more volatile. Our leveraging strategy may not be successful. Because our Advisor's fee is
based on total assets (including certain leverage and any assets acquired with the proceeds of leverage), our Advisor's
fee will be higher if we utilize leverage. See "Risks Related to Our Use of Leverage."

In order to reduce the interest rate and credit risks associated with our investments and use of leverage, we expect to
utilize derivatives including interest rate swaps, caps, floors and forward transactions and credit default swaps, total
return swaps and credit-linked notes. In addition, we may utilize futures and warrants in order to hedge against
changes in market prices of the securities of the publicly-traded banks in which we invest.

Conflicts of Interest

Our Advisor is subject to certain conflicts of interest in our management. These conflicts arise primarily from the
involvement of our Advisor and its affiliates in other activities that may conflict with our activities. Our Advisor and
its affiliates engage in a broad spectrum of activities. In the ordinary course of their business activities, they may
engage in activities where their interests or the interests of their clients may conflict with our interests and the interest
of the holders of our common stock. Other present and future activities of our Advisor
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and its affiliates may give rise to additional conflicts of interest which may have a negative impact on us and the
holders of our common stock.

Our Advisor's compliance department and legal department oversee its conflict-resolution system. This system
emphasizes the principle of fair and equitable allocation of appropriate opportunities to our Advisor's clients over
time. As a result of our Advisor's allocation policies, we may not be able to invest in all opportunities that are
appropriate for us and this may have the effect of reducing our potential earnings. Although our Advisor has agreed
with us that it will allocate opportunities among its clients pursuant to its written policies and procedures, there is no
assurance that these policies and procedures will work as intended or that we will be allocated our fair share of
investment opportunities over time.

Corporate Information

Our principal executive offices are located at 152 West 57th Street, 35th Floor, New York, New York 10019. Our
telephone number is (212) 354-6500.

Advisor Information

The offices of our Advisor are located at 152 West 57th Street, 35th Floor, New York, New York 10019. The
telephone number for our Advisor is (212) 354-6500.

Who May Want to Invest

Investors should consider their investment goals, time horizons and risk tolerance before investing in our common
stock. An investment in our common stock is not appropriate for all investors, and our common stock is not intended
to be a complete investment program. Our common stock is designed as a long-term investment and not as a trading
vehicle. Our common stock may be an appropriate investment for investors who are seeking:

•  potential recurring dividend and interest cash flow;

•  an investment company focused primarily on the community bank sector;

•  an investment company whose capital structure may be significantly leveraged;

•  an investment company that will initially invest in preferred equity, subordinated debt, convertible securities and
common equity;

•  an investment company that may be suitable for retirement or other tax exempt accounts; and

•  professional securities selection and active management by an experienced adviser.

An investment in our common stock involves risk, and we urge you to consult your tax and legal advisers before
making an investment in our common stock. You could lose some or all of your investment. See "Risk Factors."

An investment in our common stock involves significant risks, including:

Risks Related to Our Operations

•  We have a limited operating history; our Advisor has limited advisory experience, and there can be no assurance that
we will achieve our business objectives.
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•  Our performance is highly dependent on our Advisor.

•  Most of our assets will be unrated, illiquid, and their fair value may not be readily determinable.

•  Our Advisor may rely on assumptions that prove to be incorrect.

•  Our Advisor and its affiliates may serve as investment adviser to other funds, investment vehicles and investors,
which may create conflicts of interest not in the best interest of us or our stockholders.
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•  TARP Preferred are perpetual, which means these securities do not have a maturity date and we are not permitted to
cause them to be redeemed.

•  TARP Preferred are callable, which means the issuer may buy back these securities. As of July 2014, the current
dividend rate on most TARP Preferred is 9%. A majority of these securities experienced a dividend rate increase to
9% from 5% in late 2013 or early 2014. Due to this significant increase in the dividend rate from 5%, there may be a
strong incentive for banks to buy back their TARP Preferred.

•  We expect that the majority of the new issue preferred stock in which we invest will be non-cumulative and our
portfolio may consist of (i) up to 100% of non-cumulative preferred equity securities, (ii) a substantial amount of
cumulative preferred equity securities or (iii) any combination thereof.

•  We operate with leverage, which may adversely affect our return on our assets and may reduce cash available for
distribution.
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