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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

ANNUAL REPORT PURSUANT TO SECTIONS 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

FORM 10-K

(Mark One)
XI ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF EKBECURITIES EXCHANGE ACT OF 19t

For the fiscal year endédarch 31, 2014
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(dy ®HE SECURITIES EXCHANGE ACT OF 19:

For the transition period from to

Commission File NumbeB14-61

CAPITAL SOUTHWEST CORPORATION

(Exact name of registrant as specified in its arart

Texas 75-107279¢
(State or other jurisdiction of incorporation oganization) (I.R.S. Employer Identification No
12900 Preston Road, Suite 700, Dallas, Tex 75230
(Address of principal executive office (Zip Code)

Registrant's telephone number, including area co@2) 233-8242
Securities registered pursuant to section 12(thefAct:None
Securities registered pursuant to section 12(gh®fct: Common Stock, $0.25 par value
Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405edB#turities Act. YES NO
Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 orti®ecl5(d) of the Act. YESO NO
Indicate by check mark whether the registrant @l filed all reports required to be filed by Sewti8 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirefilécsuch reports), and (2) has been sul
to such filing requirements for the past 90 day&S NO O
Indicate by check mark whether the registrant ldsmstted electronically and posted on its corpo¥ab site, if any, every Interactive Data
File required to be submitted and posted pursuaRide 405 of Regulation S-T (§232.405 of this ¢bgpduring the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). YB& NO O
Indicate by check mark if disclosure of delinquéitdrs pursuant to Item 405 of RegulationKSis not contained herein, and will not

contained, to the best of registrant's knowledgelefinitive proxy or information statements incorated by reference in Part 11l of this Fc
10-K or any amendment to this Form 10-K]




Indicate by check mark whether the registrant iarge accelerated filer, an accelerated filer, aroa-accelerated filer. See definition
“accelerated filer and large accelerated filerRinle 12b-2 of the Exchange Act. (Check One):

Large accelerated fildd Accelerated filefxI Non-accelerated filell Smaller reporting company

Indicate by check mark whether the registrisnia shell company (as defined in Rule 12bf2the Act).
YESO NOKX

The aggregate market value of the voting stock bgldonaffiliates of the registrant as of September 30,2@as $462,894,073 based on
last sale price of such stock as quoted by The &pSdock Market on such date.

The number of shares of common stock outstandird By 30, 2014 was 15,413,532.
Documents Incorporated by Reference

Proxy Statement for Annual Meeting of Shareholderse held July 21, 2014 is incorporated by refeeen this Annual Report on Form XO-
in response to Part Ill.
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CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STA TEMENTS

This Annual Report on Form 10-K contains forwdodking statements regarding the plans and objestief management for futi
operations. Any such forwaldeking statements may involve known and unknosks riuncertainties and other factors which may eaus
actual results, performance or achievements to aeerally different from future results, performanor achievements expressed or implie
any forward looking statements. Forwdabking statements which involve assumptions arstrite our future plans, strategies ¢
expectations are generally identifiable by usehef words “may,” “will,” “should,” “expect,” “antici pate,” “estimate,” “believe,” “intend”
or “project” or the negative of these words or otheariations on these words or comparable termiigglo These forwartboking statemen
are based on assumptions that may be incorrectwandannot assure you that the projections includeatiese forwardeoking statements w
come to pass. Our actual results could differ malily from those expressed or implied by the favBboking statements as a result of vari
factors, including the factors discussed in Itemehaitled“Risk Factors” in Part | of this Annual Report onofm 10K and elsewhere in tf
Annual Report on Form -K. Other factors that could cause actual resuttdiffer materially include changes in the econommylaws ol
regulations as well as in conditions in our opengtiareas.

We have based the forward-looking statements iedun this Annual Report on Form ¥X0en information available to us on the d
of this Annual Report on Form 10-K, and we assumebhiigation to update any such forwalabking statements, unless we are required |
so by applicable law. However, you are adviseddosult any additional disclosures that we may ndikectly to you or through reports tt
we in the future may file with the SEC, includindpsequent annual reports on Form 10-K, quarteriyares on Form 109 and current repor
on Form 8-K.

PART |
Item 1. Business
Overview

Capital Southwest Corporation (“CSWQ{¥ a publicly traded investment company whose dhjeds to achieve capital appreciat
through longterm investments in privately held businesses. i@uestment interests are focused on acquisitiowsiavestments in a bro
range of industry segments. We were organized Bsxas corporation on April 19, 1961. Until Septemt969, we operated as a licer
under the Small Business Investment Act of 1958thAt time, CSWC transferred to our whodymed subsidiary, Capital Southwest Ven
Corporation ("CSVC"), certain assets and our lieeas a small business investment company ("SBIC3VC is a closed-end, nativersifiec
investment company registered under the Invest@entpany Act of 1940, as amended (the "1940 Ad®fjor to March 30, 1988, CSWC v
registered as a closed-end, rtiversified investment company under the 1940 AGh that date, we elected to be treated as a us
development company ("BDC") subject to the provisiof the 1940 Act, as amended by the Small Busitresntive Act of 1980n order t
remain a BDC, we must meet certain specified requémts under the 1940 Act, including investingeatst 70% of our assets in eligi
portfolio companies and limiting the amount of Ielage we incur. We are also a regulated investmampany (“RIC")under Subchapter M
the U.S. Internal Revenue Code of 1986. As suchamgenot required to pay corpordésel income tax on our investment income. We idtt
maintain our RIC status, which requires that welifuannually as a RIC by meeting certain specifiequirements. Because CSWC who
owns CSVC, the portfolios of CSWC and CSVC arerreft:to collectively as "our," "we" and "us." CegiSouthwest Management Comp
("CsSMC"), a whollyowned subsidiary of CSWC, is the management companCSWC and CSVC. CSMC generally incurs all nal
operating and administrative expenses, including niot limited to, salaries and related benefistrequipment and other administrative ¢
required for its day-to-day operations.
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Portfolio

Our portfolio consists of private companies in whiwe have controlling interests, private compaiiesvhich we have minori
interests and marketable securities of publicldédicompanies. We make available significant marialgassistance to certain companie
which we invest and believe that providing matesisdistance to such investee companies is critidakir success.

Our 7 largest holdings had a combined cost of &R.587 and a value of $634,615,154, representing¥®3f the value of ol
consolidated investment portfolio at March 31, 20Ihe following table illustrates our 7 largesvéstments at March 31, 2014. A
description of these investments is set forth utigetheading “Consolidated Schedule of Investmeintiem 8.

CSWC
Cost Value
The RectorSeal Corporati $ 52,60( $ 275,800,00
Alamo Group Inc 2,190,93 153,824,52
The Whitmore Manufacturing Compa 1,600,00! 88,500,00
Encore Wire Corporatio 5,200,001 63,590,62
Media Recovery, Inc 5,415,001 23,900,00
Trax Holdings, Inc 9,000,001 21,000,00
Deepwater Corrosion Services, Inc. 8,000,001 8,000,001

$ 31,458,53 $634,615,15

Investment Criteria and Objectives

Our investment team has identified the followingdstment criteria that we believe are importardvaluating prospective portfolio
companies:

« Companies with Positive and Sustainable Cash Flow We generally seek to invest in established cangsawith soun
historical financial performance, focusing on compa that have historically generated & $million of EBITDA (earning
before interest, taxes, depreciation and amortimptannually. Acquisition candidates for our exigtportfolio companies can
smaller in size

- Excellent Management: Management teams with a proven record of achieve, exceptional ability, unyielding determina
and unquestionable integrity. We believe manageéneams with these attributes are more likely tonagge the companies it
manner that protects and enhances vz

o Industry: We primarily focus on companies having competitadvantages in their respective markets and/oratipg ir
industries with barriers to entry, which may hetptpct their market position. Our key sectors srecialty chemicals, industr
products and technologies and energy services rmuutligts.

2
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« Investment Size: Between $10-50 million of equity or debt investmts.

» Location: We focus on companies located in the United Stéteguisition candidates for our existing portfoiompanies may |
located worldwide

We partner with successful operators to build besses through:

« Long-term patient capital. Our public ownership structure eliminates the presso exit our investments in the five to seveat
timeframe typical of most private equity funds. sfgnificant portion of our active investments hdaen held continuously 1
over 20 years

. Efficient allocation and management of capital We find that our ability to effectively allocate cdinrmanage our capital
essential to achieving our investment objectivesaddition to monitoring the performance of oursérg investments, memb:
of our investment and operations team are alwag#adblte to provide managerial assistance and lgecoar extensive network
sources to our portfolio companies. The expertiseur management team in analyzing, valuing, stnircgj, negotiating ar
closing transactions provides us with competitidgamtages by allowing us to pursue and consumnighdyhaccretive, strateg
adc-on acquisitions for our portfolio companit

« Alignment of interests with management.We find that a committed management team whoseestte are aligned wi
ownership provides the highest likelihood of susc&8hen managemestinterests are aligned with ours, managemenfcissi
on our core objective of producing attractive rgljusted returns for our sharehold:s

Investment Process

Our investment strategy involves a "team" approaghereby our investment team screens potentiakactiions before they ¢
presented to senior management and ultimately tdadof Directors for approval. Our investmentegenerally categorizes the investn
process into seven distinctive stages:

- Deal Generation/Origination Deal generation and origination is maximizectigh longstanding and extensive relationst
with industry contacts, brokers, commercial andeBimnent bankers, entrepreneurs, service provideth as lawyers al
accountants, as well as current and former pootfmimpanies and investo

« Screening Once it is determined that a potential investirteas met our investment criteria, we will screka investment
performing preliminary due diligence. It is duritigs stage that we will take into consideratiotgmial investment structures ¢
price terms, as well as regulatory compliance. rugaccessful screening of the proposed investrtteminvestment team make
recommendation to move forward. We then issuen-binding term shee

3
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Term Sheet The nonbinding term sheet will include the key economiaorte based upon our analysis performed durin
screening process as well as a proposed timelideoan qualitative expectation for the transactidwpon execution of the te
sheet, we begin our formal due diligence proc

Due Diligence: Due diligence is performed under the directidroor Chief Investment Officer, investment team aratair
external resources, who together perform due digeo understand the relationships among the potisp portfolio company’
business plan, operations and financial performandeditional procedures may include (i) conductisge visits witl
management and key personnel; (ii) performing ailbet review of historical and projected finan@ttements; (iii) interviewir
key customers and suppliers; (iv) evaluating compaanagement with a background check; (v) reviewagerial contracts; (\
conducting an irdepth industry, market and strategy analysis; ani§l gbtaining a review by legal, environmental othel
consultants

Document and Close Upon completion of a satisfactory due diligenegiew, our investment team presents its writtedifigs t
our Board of Directors for approval. If the BoaxfiDirectors proposes any adjustments to the imvest terms or structure, !
update our analysis. Upon Board approval for theestment, we reenfirm our regulatory company compliance, procase
finalize all required legal documents and fundithestment

Postinvestment We continuously monitor the status and progadssur portfolio companies, as well as our invesitfesi
developed at the time of investment. We offer manag assistance to our portfolio companies, amavige them access to (
investment experience, direct industry expertisd aontacts. The same investment team leader tlat imvolved in th
investment process will continue involvement in f@tfolio company posnvestment. This approach provides continuit
knowledge and allows the investment team to maingaistrong business relationship with key managéremur portfolic
companies for postivestment assistance and monitoring. As parthefonitoring process, members of our investmemhteill
analyze monthly/quarterly/annual financial statetsewersus the previous periods, review financiabjgmtions, meet wit
management, attend board meetings and review mipiance certificates and covenants. While we ta@inimited involvemer
in the ordinary course of operations of our poitfalompanies, we maintain greater involvement im-aainary financing:
potential acquisitions and other strategic acteil

Exit Strategies While our approach is primarily focused on pding longterm capital for sustained growth, we assist
portfolio companies in developing and planning exportunities, including any sale or merger of partfolio companies,. W
assist in the structure, timing, execution andditeon of the exit strateg
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Determination of Net Asset Value and Portfolio \&lon Process

We determine our net asset value (“NA\Pgr share on a quarterly basis. The net asse¢ y#u share is equal to our total as
minus liabilities divided by the total number ofasbs of common stock outstanding.

We determine in good faith the fair value of ourtfio investments pursuant to a valuation polioyaccordance with Accounti
Standards Codification ("ASC") Topic 82Bair Value Measurements and Disclosu(e&SC 820”) and a valuation process approved by
Board of Directors and in accordance with the 1846 Our valuation policy is intended to provide@nsistent basis for determining the
value of the portfolio.

We undertake a mulsitep valuation process each quarter in connectitindetermining the fair value of our investmen@ur Boart
of Directors is ultimately responsible for oversegireviewing and approving, in good faith, ouriraste of the fair value of each individ
investment. Our quarterly valuation process begiith the investment team leader responsible for ghefolio investment valuing ea
portfolio company or investment. Our investmentnietnen reviews and discusses this preliminary ‘eloaand our Board of Directc
assesses the valuations and ultimately approvesaithealue of each investment in our portfolio.

Our Board of Directors is responsible for determgnithe fair value of portfolio investments on amaal and quarterly basi
Annually, Duff & Phelps, LLC ("Duff & Phelps") prages third party valuation consulting services tw Board of Directors in response to
limited procedures that our Board of Directors tifeas and requests. For the year ended Marct2@14, the Board of Directors asked Dui
Phelps to perform limited valuations for The Re8tal Corporation, The Whitmore Manufacturing Compand Media Recovery, Ir
comprising approximately 57.3% of the total invesins at fair value as of March 31, 2014. Upon detign of the limited valuatic
assessment, Duff & Phelps concluded that the falmes of those investments, subject to the limiteacedures as specified by our Bo
appeared reasonable.

Competition

We compete for attractive investment opportunitiéth private equity funds, family offices, and d&gic buyers. We believe we
able to be competitive with these entities prinyaoih the basis of the experience and contacts fmamagement team and our responsive
efficient investment analysis and decisimaking processes. However, many of our competaogssubstantially larger and have conside!
greater financial, technical and marketing resatb&n we do. Our competitors may have a lowet ebsunds and many have acces
funding sources that are not available to us.dititeon, certain of our competitors may have higtigk tolerances or different risk assessm
which could allow them to consider a wider variefyinvestments and establish more relationshipskasild their market shares. In additi
many of our competitors are not subject to the laguy restrictions that the 1940 Act imposes omsist BDC.

We cannot assure you that the competitive pressuedace will not have a material adverse effecoorbusiness, financial conditi
and results of operations. In addition, becausthisfcompetition, we may not be able to take athga of attractive investment opportuni
and may not be able to identify and make investm#rat satisfy our investment objectives or meetiroeestment goals .

5
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Regqulation

Regulation as a Business Development Com

We have elected to be regulated as a BDC undeldl®4@ Act. The 1940 Act contains prohibitions amdtrictions relating

transactions between BDCs and their affiliatespgipal underwriters and affiliates of those affiis or underwriters. The 1940 Act requ
that a majority of the members of the board of atives of a BDC be persons other than “interestedqgmes,”as defined in the 1940 Act.
addition, the 1940 Act provides that we may notngjeathe nature of our business so as to cease twr b withdraw our election as, a Bl
unless approved by a majority of our outstandiningosecurities.

The 1940 Act defines “a majority of the outstandiaging securitiesas the lesser of (i) 67% or more of the voting séies present

a meeting if the holders of more than 50% of oustaunding voting securities are present or repteskoy proxy or (i) more than 50% of «
voting securities.

The following is a brief description of the 1940t4xovisions applicable to BDCs, which is qualifiedits entirety by reference to 1

full text of the 1940 Act and rules issued thereamay the SEC.

Generally, to be eligible to elect BDC status, ampany must primarily engage in the business ofishing capital and makit
significant managerial assistance available to @migs that do not have ready access to conventforeicial channels. Su
companies that satisfy certain additional critawi@ defined as "eligible portfolio companies."gkneral, in order to qualify as a BL
a company must: (i) be a domestic company; (ii)eheagistered a class of its securities pursuarBdction 12 of the Securiti
Exchange Act of 1934; (iii) operate for the purpadeinvesting in the securities of certain typesetifjible portfolio companie
including early stage or emerging companies andnbases suffering or just recovering from finandaitress (see followir
paragraph); (iv) make available significant manedexssistance to such portfolio companies; andilg)a proper notice of electi
with the SEC

An eligible portfolio company generally is a domestompany that is not an investment company oompany excluded fro
investment company status pursuant to exclusionsddain types of financial companies (such akdénage firms, banks, insurai
companies and investment banking firms) and thijatiges not have a class of securities listed oatéonal securities exchange;
has a class of equity securities listed on a natisecurities exchange with a market capitalizatibless than $250 million; or (iii)
controlled by the BDC itself or together with othend has a representative on the Board of Direatiosuch company. The 1940 .
presumes that a person Icontro” of a portfolio company where a person owns at 12&8%b of its outstanding voting securiti

We are required to provide and maintain a bondeddiy a reputable fidelity insurance company tdgaiothe BDC. Furthermore, a
BDC, we are prohibited from protecting any directorofficer against any liability to us or our skholders arising from willfi
malfeasance, bad faith, gross negligence or rexklissegard of the duties involved in the conddictuzh persc's office.

We are required to adopt and implement written gedi and procedures reasonably designed to preselation of the feder:
securities laws, review these policies and procesiannually for their adequacy and the effectiveradstheir implementation a
designate a chief compliance officer to be resfmagsor administering these policies and procedt

6
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Qualifying Assets

The 1940 Act provides that we may not make an itmvest in nongqualifying assets unless at the time at least 7D%eovalue of ot
total assets (measured as of the date of our rosntly filed financial statements) consists oflifyiag assets. Qualifying assets include
securities of eligible portfolio companies; (ii)cseities of certain companies that were eligibletiotio companies at the time we initia
acquired their securities and in which we retasubstantial interest; (iii) securities of certamntrolled companies; (iv) securities of cer
bankrupt, insolvent or distressed companies; (@lisées received in exchange for or distributeairwith respect to any of the foregoing;
(vi) cash items, U.S. government securities antiHaigality shortterm debt. The SEC has adopted a rule permittiB@ to invest its funds
certain money market funds. The 1940 Act also qda®strictions on the nature of the transactionghich, and the persons from wh
securities can be purchased in some instanceslér tor the securities to be considered qualifydsgets.

Managerial Assistance to Portfolio Compan

In order to count portfolio securities as qualifyiassets for the purpose of the 70% test, we nitistrecontrol the issuer of t
securities or must offer to make available to $muer of the securities (other than small and stlgempanies described above) signifi
managerial assistance. However, where we purchade securities in conjunction with one or moreeothersons acting together, one of
other persons in the group may make available matagerial assistance. Making available managasigibtance means, among other th
any arrangement whereby the BDC, through its dirsciofficers or employees, offers to provide, dhdccepted, does so provide, signific
guidance and counsel concerning the managemengtapes or business objectives and policies ofrf@am company.

Idle Funds Investmen

For funds that may soon be invested in “qualifyasgets,ve hold those assets in cash, cash equivalents,gdv@rnment securitie
shortterm investments in secured debt investments, endgntly rated debt investments and diversifieddbfimds. We refer to the
investments as idle funds investments.

Senior Securities

We are permitted by the 1940 Act, under specifieditions, to issue multiple classes of debt anohgle class of preferred stock if «
asset coverage, as defined by the 1940 Act, isaat R00% after the issuance of the debt or therpeel stock (i.e. such senior securities
not be in excess of our net assets). Under spaxfiditions, we are also permitted by the 1940tAdssue warrants.

Common Stock

As a BDC, the 1940 Act generally limits our abilityissue and sell our common stock at a pricevbelar NAV per share, exclusive
of any distributing commission or discount, withahareholder approval. Shares of our common stagk traded below our NAV per share.
While our common stock continues to trade at agpoielow our NAV per share, there are no assuraheg¢sve can issue or sell shares of our
common stock if needed to fund our business. Intiadd even in certain instances where we coulddssr sell shares of our common stock
price below our NAV per share, such issuance coegdlt in dilution in our NAV per share, which cdukesult in a decline of our stock price.

7
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Code of Ethics

We adopted a code of ethics pursuant to Rulellidfder the 1940 Act that establishes proceduregpdosonal investments
restricts certain personal securities transactidPstsonnel subject to the code may invest in gesufor their personal investment accol
including securities that may be purchased or bgldis, so long as such investments are made irrdamoce with the cods’requirements
Certain transactions involving certain personselipselated to us, including our directors, offie@nd employees, may require approval o
SEC. However, the 1940 Act ordinarily does notrreistransactions between us and our portfolio panies.

Small Business Investment Company Requlations

CSVC is licensed by the Small Business Administrafi"SBA") to operate as an SBIC under Section 80&f the Small Busine
Investment Act of 1958.

SBICs are designed to stimulate the flow of privedeity capital to eligible small businesses. Ur@BIC regulations, an SBIC m
make loans to eligible small businesses, investjinity securities of such businesses and provielm tivith consulting and advisory services.

Under current SBIC regulations, eligible small Imesises generally include businesses that (togetitertheir affiliates) have
tangible net worth not exceeding $18 million angéhaverage annual net income after federal inc@axestnot exceeding $6 million (aver
net income to be computed without benefit of anyywaver loss) for the two most recent fiscal yeémsaddition, an SBIC must devote 20%
its investment activity to "smaller" concerns agirtel by the SBA. A smaller concern generally irtds businesses that have a tangibl
worth not exceeding $6 million and have averageiahnet income after federal income taxes not edioge$2 million (average net income
be computed without benefit of any net carryovess)ofor the two most recent fiscal years. SBIC l&ipns also provide alternative s
standard criteria to determine eligibility for dgsation as an eligible small business or smalleicem, which criteria depend on the prin
industry in which the business is engaged and asedon such factors as the number of employeegrasd revenue. However, once an £
has invested in a company, it may continue to nfiakew on investments in the company, regardlesthefsize of the portfolio company at
time of the follow on investment, up to the timetloé portfolio company’s initial public offering.

The SBA prohibits an SBIC from providing funds toal businesses for certain purposes, such asdielg@and investment outside
United States, to businesses engaged in a fewlptethiindustries, and to certain "passive" (mperating) companies. In addition, with
prior SBA approval, an SBIC may not invest an amaoual to more than approximately 30% of the SBIf&gulatory capital in any o
portfolio company and its affiliates.

The SBA places certain limitations on the financiegms of investments by SBICs in portfolio comgan{such as limiting tl
permissible interest rate on debt securities hgldat SBIC in a portfolio company). Although pricegulations prohibited an SBIC frc
controlling a small business concern except intéhicircumstances, regulations adopted by the $B20D2 now allow an SBIC to exerc
control over a small business for a period of seyegrs from the date on which the SBIC initiallyaires its control position. This cont
period may be extended for an additional periotinogé with the SBA’s prior written approval.

8
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The SBA restricts the ability of an SBIC to lendmag to any of its officers, directors and employee$o invest in affiliates there:
The SBA also prohibits, without prior SBA approval,change of control" of an SBIC or transfers tlvatld result in any person (or a grou,
persons acting in concert) owning 10% or more ofaas of capital stock of a licensed SBIC. A "chaof control” is any event which wot
result in the transfer of the power, direct or fedt, to direct the management and policies of BICSwhether through ownership, contrac
arrangements or otherwise.

An SBIC (or group of SBICs under common control)ynganerally have outstanding debentures guarammgéde SBA in amounts |
to twice the amount of the privately-raised funfishe SBIC(s). Debentures guaranteed by the SB/ lzamaturity of 10 years, require semi
annual payments of interest, and do not requiremgcipal payments prior to maturity. As of Mar8th, 2014 and 2013, we had no SBA
guaranteed debentures.

SBICs must invest idle funds that are not beinglusemake loans in investments permitted under S@Biulations in the followir
limited types of securities: (i) direct obligatioof or obligations guaranteed as to principal emerest by, the United States government, w
mature within 15 months from the date of the inmesit; (ii) repurchase agreements with federallyiied institutions with a maturity of se\
days or less (and the securities underlying thardmmse obligations must be direct obligationsrajuaranteed by the federal government);
certificates of deposit with a maturity of one yearless, issued by a federally insured institutigw) deposit accounts in a federally inst
institution that is subject to a withdrawal redioo of one year or less; (v) checking accountsifederally insured institution; or (vi)
reasonable petty cash fund.

SBICs are periodically examined and audited by $fBA's staff to determine their compliance with SBIC ulations and ai
periodically required to file forms with the SBA.

Taxation as a Reqgulated Investment Company

CSWC and CSVC elected to be treated as a reguiategtment company (a "RIC"), taxable under Subtdrap! of the Intern:
Revenue Code of 1986, as amended (the "Code"jeflmral income tax purposes. In general, a Rl@tstaxed on its income or gains to
extent it distributes such income or gains to litargholders. In order to qualify as a RIC, we musgeneral, (1) annually derive at least ¢
of our gross income from dividends, interest anig&om the sale of securities and similar soulties "Income Source Rule"); (2) quart
meet certain investment asset diversification neguoeéents; and (3) annually distribute at least 90%uo investment company taxable incom
a dividend (the "Income Distribution Rule"). Angxable investment company income not distributesuigject to corporate level tax. 2
taxable investment company income distributed galyeis taxable to shareholders as dividend income.

In addition to the requirement that we must anyudittribute at least 90% of our investment comptaxable income, we may eitl
distribute or retain our realized net capital gdnosn investments, but any realized net capitahgaiot distributed may be subject to corpc
level tax. During the twelve months ended March 2014, we did not make any capital gain distribngioAny realized net capital ga
distributed generally will be taxable to sharehoddes long-term capital gains.
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In lieu of actually distributing our realized netpital gains, we as a RIC may retain all or parbwf net capital gains and elect tc
deemed to have made a distribution of the retapwtion to our shareholders under the "designatetistributed capital gain" rules of 1
Code. Although we pay tax at the corporate raté¢heramount deemed to have been distributed, arekblders receive a tax credit equi
their proportionate share of the tax paid and areimse in the tax basis of their shares by the atrpmr share retained by us.

To the extent that we retain capital gains and re¥xemed Distribution, each shareholder will reegin IRS Form 2439 that v
reflect each shareholder's receipt of the incoramfa Deemed Distribution and a tax credit equaaoh shareholder's proportionate sha
the tax paid by us. This tax credit, which is patidhe corporate rate, is often credited at adnigate than the actual tax due by a shareholc
the income from the Deemed Distribution. The dredin be used by the shareholder to offset oth@stdue in that year or to generate ¢
refund to the shareholder. Tax exempt investong fiteafor a refund.

Although we may retain income and gains subjedh#olimitations described above (including payiryporate level tax on su
amounts), we could be subject to an additional #4&tse tax if we fail to distribute 98% of our aggate annual taxable income.

The NASDAQ Global Select Market Corporate Governane Requlations

The NASDAQ Global Select Market (“NASDAQhas adopted corporate governance regulations wiibhwisted companies mt
comply in order to remain listed. We believe tivatare in compliance with such corporate governdiating standards. We intend to mon
our compliance with future listing standards anthate all necessary actions to ensure that we remaompliance.

Securities Act of 1934 and Sarbane®xley Act Compliance

We are subject to the reporting and disclosureiregquents of the Securities Exchange Act of 1934rasnded (the “Exchange Agt”
including the filing of quarterly, annual and curtaeports, proxy statements and other requiretiste In addition, we are subject to
Sarbanes-Oxley Act of 2002, which imposes a wideetia of regulatory requirements on publidigld companies and their insiders.
example:

« pursuant to Rule 1324 of the Exchange Act, our Chief Executive Offieard Chief Financial Officer are required to cegrtifie
accuracy of the financial statements containeduimperiodic reports

« pursuant to Item 307 of RegulationkS-our periodic reports are required to disclose @anclusions about the effectiveness of
disclosure controls and procedur

» pursuant to Rule 1345 of the Exchange Act, our management is requoqatepare a report regarding its assessment ointenna
control over financial reporting, and our indepemdeegistered public accounting firm separatelyitsudur internal control ov
financial reporting; an

« pursuant to Item 308 of Regulation S-K and Rule-13af the Exchange Act, our periodic reports miustldse whether there we
significant changes in our internal control ovaraficial reporting or in other factors that coulgndicantly affect these contrc
subsequent to the date of their evaluation, indgdany corrective actions with regard to significaleficiencies and mater
weaknesse:

10




Table of Content

Corporate information

Our principal executive offices are located at 2¥reston Road, Suite 700, Dallas, Texas 75230. nvdmtain a Website
www.capitalsouthwest.com. You can review the §inwe have made with the SEC by linking directignir our website to NASDAQ,
database that links to EDGAR, the Electronic Datdh@ring, Analysis, and Retrieval System of the SEGQ may also use the site to ac
our Annual Reports on Form 10-K, quarterly repamsForm 10-Q, current reports on FornK8nd amendments to those reports file
furnished pursuant to Section 13(a) or 15(d) ofSkeurities Exchange Act of 1934.

The public may read and copy materials that we Wiilth the SEC at the SEE€’Public Reference Room at 100 F Street,
Washington, DC 20549. Information on the operatibthe Public Reference Room may be obtained Hingahe SEC at 1-800-SEQ330.
The SEC also maintains a website that containseperts, proxy and information statements and oififermation regarding issuers that
electronically with the SEC at http://www.sec.gov.

The charters adopted by the committees of our Bo&Rirectors are also available on our websit&ormation contained on our W
site is not incorporated by reference into this BainReport on Form 18; and you should not consider that informatiorbto part of thi
Annual Report on Form 10-K.

Employees

As of March 31, 2014, we had fourteen employeesh e whom was employed by our management comp@3MC. Thes
employees include our corporate officers, investnaea portfolio management professionals and adwnative staff. All of our employees i
located in our Dallas office.

Item 1A. Risk Factors

Investing in our common stock involves a numbeigfificant risks. In addition to other informaticontained in this Annual Rep
on Form 10K, investors should consider the following inforioat before making an investment in our common stoEke risks an
uncertainties described below could adversely affee material risks we face. Risks and uncertagthot presently known to us, or
presently deemed material by us, may also impairoperations and performance. If any of the follogvrisks actually occur, our busine
financial condition or results of operations coudd materially adversely affected. If that happehs,trading price of our common stock cc
decline, and you may lose all or part of your irtwasnt.

RISKS RELATED TO ECONOMIC CONDITIONS
Future adverse market and economic conditions couldause harm to our operating results.

Past recessions have had a significant negativadtrgn the operating performance and fair valueusfportfolio investments. Mal
of our portfolio companies could be adversely impdagain by any future economic downturn or reoesand may be unable to be sold
price that would allow us to recover our investmamtmay be unable to operate during such recesSioch portfolio company performai
could have a material adverse effect on our busjriegmncial condition and results of operations.
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RISKS RELATED TO OUR BUSINESS AND STRUCTURE

Our investment portfolio is and will continue to be recorded at fair value. Our Board of Directors ha final responsibility for
overseeing, reviewing and approving, in good faithour estimate of fair value. As a result of recordig our investments at fair value
there is and will continue to be subjectivity as taghe value of our portfolio investments.

Under the 1940 Act, we are required to carry outfplio investments at market value or, if thereésreadily available market val
at fair value as determined by us, with our BodrBicectors having final responsibility for overseg, reviewing and approving, in good fa
our estimate of fair value. Typically, there ist mopublic market for the securities of the prilateeld companies in which we have inve:
and generally will continue to invest. As a resule value these securities quarterly at fair vddased on inputs from management anc
investment team, along with the oversight, reviewt approval of our Board of Directors.

The determination of fair value and consequentig, amount of unrealized gains and losses in oufghio; are to a certain degr
subjective and dependent on a valuation proces®agg by our Board of Directors. Certain factdrattmay be considered in determining
fair value of our investments include external ésgauch as private mergers, sales and acquisitiwos/ing comparable companies. Bece
of the inherent uncertainty of the valuation of tfalio securities which do not have readily asdedhle market values, our fair va
determinations may differ materially from the vaue third party would be willing to pay for suchcssties or the values which would
applicable to unrestricted securities having aipublarket. Due to this uncertainty, our fair valleterminations may cause our net asset
on a given date to materially understate or overdtee value that we may ultimately realize on onenore of our investments. As a res
investors purchasing our common stock based orvarstated net asset value may pay a higher prare tthe value of our investments mi
warrant. Conversely, investors selling sharesndua period in which the net asset value understatevalue of our investments may recei
lower price for their shares than the value ofiouestments might warrant.

Our financial condition and results of operations vill depend on our ability to effectively allocate ad manage capital.

Our ability to achieve our investment objective mbximizing our portfolios total return by generating appreciation from
investments depends on our ability to effectivdlgcate and manage capital. Capital allocationedeg, in part, upon our investment team’
ability to identify, evaluate, invest in and momitmmmpanies that meet our investment criteria.

Accomplishing our investment objectives is largalfunction of our investment teasnmanagement of the investment process ar
access to investments offering attractive risk stéjd returns. In addition, members of our investnteam are called upon, from time to ti
to provide managerial assistance to some of oufghorcompanies.

The results of our operations depend on many factocluding the availability of opportunities fmvestment, readily accessible sl
and longterm funding alternatives in the financial markaitgl economic conditions. Our ability to make newestments at attractive relat
valuations is also a function of our marketing amanagement of the investment process. If we failhtest our capital effectively, our rett
on equity may be negatively impacted, which cowduéhan adverse effect on the price of the sharearafommon stock.
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We operate in a highly competitive market for invement opportunities .

We compete for attractive investment opportunitiéth private equity funds, family offices, and s&gic buyers. Some of the
competitors are substantially larger and have grefihancial, technical and marketing resourcesi aome are subject to different .
frequently less stringent regulations. As a resbithis competition, we may not be able to takeasdage of attractive investment opportun
from time to time and there can be no assurandeatbavill be able to identify and make investmettiat satisfy our objectives. A significi
increase in the number and/or size of our compstitoour target market could force us to accegst ltractive investment terms. Furthern
many of our competitors are not subject to the laguy restrictions that the 1940 Act imposes omsist BDC.

Our success depends on attracting and retaining qlified personnel in a competitive environment.

Sourcing, selection, structuring and closing ouveBiments depends upon the diligence and skill wf management. QO
managemens$ capabilities may significantly impact our resuwfsoperations. Our success requires that werrétaiestment and operatic
personnel in a competitive environment. Our abiid attract and retain personnel with the regeisiedentials, experience and skills dep
on several factors, including but not limited tar ability to offer competitive wages, benefits grdfessional growth opportunities.

The competitive environment for qualified personmely require us to take certain measures to erlbatave are able to attract ¢
retain experienced personnel. Such measures nthyd& increasing the attractiveness of our overathpensation packages, altering
structure of our compensation packages throughusleeof additional forms of compensation or othepst The inability to attract and rel
experienced personnel could potentially have arisdveffect on our business.

Our business model depends to a significant extentpon strong referral relationships. Our inability to maintain or develop thes
relationships, as well as the failure of these refi@nships to generate investment opportunities, cdd adversely affect our business.

We expect that members of our management team madlintain their relationships with intermediariefahcial institutions
investment bankers, commercial bankers, finandslsars, attorneys, accountants, consultants amer andividuals within our network, a
we will rely to a significant extent upon theseat@nships to provide us with potential investmepportunities. If our management team -
to maintain its existing relationships or develgwnrelationships with sources of investment opputies, we will not be able to effective
allocate capital. In addition, individuals with ain members of our management team have relatiahgingpnot obligated to provide us v
investment opportunities, and therefore, thereiassurance that such relationships will generatesiment opportunities for us.
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We will be subject to corporate-level income tax ifve are unable to qualify as a RIC under SubchapteM of the Code.

To maintain RIC tax treatment under the Code, wetrmeet the following annual distribution, inconoeisce and asset diversificat
requirements:

« The annual distribution requirement for a RIC via#l satisfied if we distribute to our stockholdersam annual basis at least 909
our net ordinary income and realized short-ternitahgains in excess of realized net loiegm capital losses. Depending on the |
of taxable income earned in a tax year, we may oo carry forward taxable income in excess ofeniryear distributions into t
next year and pay a 4% excise tax on such incomg.sfich carryover taxable income must be distribtiheough a dividend declar
prior to filing the final tax return related to tlyear which generated such taxable incc

« The source of income requirement will be satisffede obtain 90% of our income for each year froistributions, interest, gains frc
the sale of stock or securities or similar sour

« The asset diversification requirement will be dedif we meet certain asset diversification regoients at the end of each quarte
our taxable year. To satisfy this requirementleast 50% of the value of our assets must con$issh, cash equivalents, |
Government securities, securities of other RICsl ather acceptable securities. In addition, noerntban 25% of the value of ¢
assets can be invested in the securities, otherlihd Government securities or securities of oRI€s, of two or more issuers that
controlled, as determined under applicable Codesrldy us and that are engaged in the same omsiamirelated trades or busines
or of certair*qualified publicly traded partnershi”

Failure to meet these requirements may result imawing to dispose of certaimqualified investments quickly in order to prevére
loss of RIC status. If we fail to maintain RIC tmgatment for any reason and are subject to catpancome tax, the resulting corporate t.
could substantially reduce our net assets, the atrafincome available for distribution and the ambof our distributions. In addition, to 1
extent we had unrealized gains, we would havettibish deferred tax liabilities for taxes, whiclowd reduce our net asset value accordir
In addition, our shareholders would lose the taditrealized when we, as a RIC, decide to retamiet realized capital gain and make dee¢
distributions of net realized capital gains, ang f@es on behalf of our shareholders at the enbdeofax year. The loss of this pakssugh ta
treatment could have a material adverse effechendtal return of an investment in our commonlstoc

We may in the future choose to pay dividends in ouown stock, in which case you may be required to patax in excess of the ca:
received.

We may distribute taxable dividends that are payabbart in our stock as well as stock in any af ather public holdings. Under
IRS revenue procedure, up to 90% of any such tex@ibldend declared on or before December 31, 2@itBrespect to taxable years endei
or before December 31, 2013 could be payable instack. Where the IRS revenue procedure is naently applicable, the IRS has &
issued private letter rulings on cash and stociddivds paid by RICs and real estate investmentstusing a 20% cash standard (and, 1
recently, the 10% cash standard of the abeferenced IRS revenue procedure) if certain requints are satisfied. Taxable shareho
receiving such dividends will be required to inadutie full amount of the dividend as ordinary ineofar as longerm capital gain to the extt
such distributions is properly designated as atabgain dividend) to the extent of our current aetdumulated earnings and profits for Un
States federal income tax purposes. As a resutSashareholder may be required to pay tax vé#ipect to such dividends in excess of
cash received. If a U.S. shareholder sells theksitoreceives as a dividend in order to pay this the sales proceeds may be less the
amount included in income with respect to the divid, depending on the market price of our stodkatime of the sale. Furthermore, v
respect to notd.S. shareholders, we may be required to withhal. thx with respect to such dividends, includimgespect of all or a porti
of such dividend that is payable in stock. In #ddi if a significant number of our shareholdeetedmine to sell shares of our stock in ord
pay taxes owed on dividends, it may put downwaesgure on the trading price of our stock.
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Changes in laws or regulations governing our operans or our failure to comply with those laws or rgulations may adversely affec
our business.

We and our portfolio companies are subject to g by laws at the local, state and federal levidlese laws and regulations
well as their interpretation, may be changed frometto time. Accordingly, any changes in thesesland regulations or failure to comply v
them could have a material adverse effect on osiniess. Certain of these laws and regulationgipespecifically to BDCs such as us.

Terrorist attacks, act of war or natural disastersmay affect any market for our common stock, impacthe businesses in which we inve
and harm our business, operating results and finanal condition.

Terrorist attacks, acts of war or natural disasteay disrupt our operations, as well as the opamatof the businesses in which
invest. Such acts have created, and continuestesreconomic and political uncertainties and ftaveributed to global economic instabili
Future terrorist activities, military or securityperations, or natural disasters could further weake domestic or global economy. Tt
events could create additional uncertainties, wingy negatively impact the businesses in whichwest directly or indirectly and, in tu
could have a material adverse impact on our busjngserating results and financial condition. lessérom terrorist attacks and nati
disasters are generally uninsurable.

RISKS RELATED TO OUR INVESTMENTS
Our investments in portfolio companies involve a nmber of significant risks:

« Portfolio companies are more likely to depend anrttanagement talents and efforts of a small grélgeywemployees. Therefore,
death, disability, resignation, termination, orréfigant underperformance of one or more of these persons coale la materi
adverse impact on our portfolio company and, in,ton us

- Portfolio companies may have unpredictable opegatasults, could become parties to litigation, rbayengaged in rapidly chang
businesses with products subject to a substamsialaf obsolescence and may require substantiatieddl capital to support the
operations, finance expansion or maintain their petitive position

« Most of our acquisition targets are private companPrivate companies may not have readily pubbeigilable information abao
their businesses, operations and financial conditonsequently, we rely on the ability of our ngemaent team and investm
professionals to obtain adequate information tduata the potential returns from making acquissiéor both CSWC and our existi
portfolio companies. If we are unable to uncoviémaaterial information about these acquisitiongits, we may not make a fu
informed investment decision and may lose all ot phour investment
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In addition, in the course of providing significananagerial assistance to certain of our portfodimpanies, certain of our officers
directors may serve as directors on the boardsdf sompanies. To the extent that litigation arisasof our investments in these compal
our officers and directors may be named as defd@adarsuch litigation, which could result in an ergliture of funds for claims in exces:
our directors’ and officers’ insurance coveragedtigh our indemnification of such officers and dimes) and the diversion of management’
time and resources.

As a Regulated Investment Company, we may have caih regulatory restrictions that could preclude usfrom making additional
investments in our portfolio companies.

We may not have the ability to make additional sBtagents in our portfolio companies. After our imitinvestment in a portfol
company, we may be called upon from time to timepttovide additional funds to such company or hawe apportunity to increase ¢
investment or make follow-on investments. Any digis not to make a follown investment or any inability on our part to makeh a
investment may have a negative impact on a pootfiocdimpany in need of such an investment, may réswdt missed opportunity for us
increase our participation in a successful opematiomay reduce the expected return on the invegtme

Certain of our portfolio companies are leveraged.

Some of our portfolio companies have incurred sordebtedness in relation to their overall capiadéda Such indebtedness often
terms that will require the balance of the loarbéorefinanced when it matures. If portfolio comiparncannot generate adequate cash flc
meet the principal and interest payments on tingiebtedness, the value of our investments couledheced or eliminated through foreclos
on the portfolio company’s assets or by the padfobmpany’s reorganization or bankruptcy.

RISKS RELATING TO OUR COMMON STOCK
Investment in shares of our common stock should ndite considered a complete investment program.

Our stock is intended for investors seeking lo@gn capital appreciation. Our investments in fotid securities generally requ
many years to reach maturity, and such investmgenerally are illiquid. An investment in our sheshould not be considered a comg
investment program. Each prospective purchaseuldhake into account his or her investment objedtias well as his or her ot
investments when considering the purchase of canesh

Our common stock often trades at a discount from rteasset value

Our common stock is listed on NASDAQ. Shareholdisiring liquidity may sell their shares on NASDAQcurrent market valt
which has often been below net asset value. Sludresedend investment companies frequently trade at disisofrom net asset vall
which is a risk separate and distinct from the tisk a fund’s performance will cause its net agakte to decrease.
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The market price of our common stock may fluctuatesignificantly .

The market price and marketability of shares ofaammon stock may from time to time be significartffected by numerous factc
including:

« market conditions;

o our investment results;

« trading volume of our stock;

o our investment results;

« departure of our key personnel,

« changes in regulatory policies, accounting proneuments or tax guidelines, particularly with respiecRICs, BDCs or SBIC
and

« Other influences and events over which we haveomtral and that may not be directly related to us.

We may not pay any dividends.

While we intend to pay dividends to our sharehddairt of assets legally available for distributitgre can be no assurance tha
will do so. Any dividends that we do pay may beadalg in cash, in our stock, or in stock in any of boldings or a combination of all thr
All dividends will be paid at the discretion of oBoard of Directors and will depend upon our finahcondition, maintenance of our F
status, and compliance with applicable BDC comgkan

Our net asset value is heavily concentrated on ceih companies.

More than 50% of our portfolio is comprised of TRectorSeal Corporation and The Whitmore CorporatiGhanges in ke
customers, major suppliers and product lines ce¢tmmpanies could adversely impact the operagisglts of these companies and thus ¢
negatively impact our net asset value and stoakeptin addition, more than 30% of our portfoliowalderives from Alamo Group Inc. ¢
Encore Wire Corporation. The price fluctuationghase publicly traded holdings could impact ourasstet value and stock price.

RISKS RELATED TO OUR OPERATION AS A BDC
Our ability to enter into transactions with our affiliates is restricted.

We are prohibited under the 1940 Act from partitiain certain transactions with certain of ouiil@tes without the prior approv
of our independent directors and, in some casesSHC. Any person that owns, directly or indirec8% or more of our outstanding vot
securities is our affiliate for purposes of the Q%¥4ct, and we generally are prohibited from buyorgselling any security from or to st
affiliate, absent the prior approval of our indepgent directors. The 1940 Act also prohibits certg@int” transactions with certain of ¢
affiliates, which could include investments in ga@me portfolio company (whether at the same oeudifft times), without prior approval of (
independent directors and, in some cases, the BBE@erson acquires more than 25% of our votirgusges, we are prohibited from buying
selling any security from or to such person oraarbf that person's affiliates, or entering intohpbited joint transactions with such pers:
absent the prior approval of the SEC. Similar retsbns limit our ability to transact business withir officers or directors or theaffiliates
Regulations governing our operation as a BDC affectability to, and the way in which we, raise itiddal capital.
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Changes in the laws or regulations governing our kginess, or changes in the interpretations thereafnd any failure by us to comply
with these laws or regulations, could negatively &ct the profitability of our operations.

Changes in the laws or regulations or the integpi@ts of the laws and regulations that govern BDRIKCs or nondepositor
commercial lenders could significantly affect ogecations and our cost of doing business. We distto federal, state and local laws
regulations and are subject to judicial and adrtriative decisions that affect our operations, idalg our loan originations, maximum intel
rates, fees and other charges, disclosures toofiordfompanies, the terms of secured transactiooifection and foreclosure procedures
other trade practices. If these laws, regulationslexisions change, or if we expand our busines jurisdictions that have adopted m
stringent requirements than those in which we clyeconduct business, we may have to incur sigaift expenses in order to comply ot
might have to restrict our operations. In additidnye do not comply with applicable laws, reguteits and decisions, we may lose lice
needed for the conduct of our business and be autgjecivil fines and criminal penalties, any of ialn could have a material adverse ef
upon our business, results of operations or fir@mindition.

Item 1B. Unresolved Staff Comments

We have no unresolved comments from the staff@fSBEC.
Item 2.  Properties

We do not own any real estate or other physicgb@mies. We maintain our offices at 12900 Pre®oad, Suite 700, Dallas, Te:
75230, where we lease approximately 7,250 squateofeoffice space pursuant to a lease agreemsenitirx in September 2014. Beginn
September 2014, we will lecate to 5400 LBJ Freeway, Suite 1300, Dallas,76240. We believe that our offices are adequatedet ou
current and expected future needs.
Item 3. Legal Proceedings

We may, from time to time, be involved in litigatiarising out of our operations in the normal ceuo$ business or otherwis
Furthermore, third parties may try to seek to ingpbability on us in connection with the activitie$ our portfolio companies. We have
current pending legal proceedings to which we grarty or to which any of our assets is subject.
Item 4. Mine Safety Disclosures

Not Applicable.

PART Il

ltem 5. Market for Registrant's Common Equity, Related Sto&holder Matters and Issuer Purchases of Equity Seaities
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PRICE RANGE OF COMMMON STOCK AND HOLDERS

Market information Our common stock is traded on NASDAQ under grelml “CSWC.” The following high and low selling pric
for shares during each quarter of the last twaafigears were taken from quotations provided toGoenpany by NASDAQ on a posplit
basis:

Quarter Ended High Low

March 31, 201 $ 36.6: $ 33.2%
December 31, 201 35.0C 31.11
September 30, 201 37.11 32.9i
June 30, 201 35.5¢ 28.3i
March 31, 201! $ 328t % 24.7¢
December 31, 201 29.1¢ 24.2¢
September 30, 201 29.6: 23.91]
June 30, 201 28.9¢ 20.6:

DIVIDENDS

The payment dates and amounts of cash dividendshpee on a post-split basis for the past five yaae as follows:

Payment Date Cash
Dividend

May 29, 200¢ $ 0.1C
November 30, 200 0.1C
May 28, 201( 0.1C
November 30, 201 0.1C
May 31, 2011 0.1C
November 30, 201 0.1C
May 31, 201z 0.1C
June 8, 201, 4.4
November 30, 201 0.1C
March 28, 201 0.6¢
May 31, 201z 0.1C
November 29, 201 0.1C

The amounts and timing of cash dividend paymenis lggnerally been dictated by requirements of therhal Revenue Code (“IRE”
regarding the distribution of taxable net investmgrtome (ordinary income) of regulated investmeampanies. Instead of distribut
realized long-term capital gains to shareholdées Gompany has ordinarily elected to retain suéhsga fund future investments.

Performance Graph
The following graph compares our cumulative totadreholder return during the last five years (basedhe market price of @

common stock and assuming reinvestment of all divits and tax credits on retained ldagn capital gains) with the Total Return Index
NASDAQ (U.S. companies) and with the Total Returdelx for Nasdaq Financial Stocks. Both indicesewmpvided by NASDAQ
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Comparison of Cumulative Five Year Total Return
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Iltem 6. Selected Financial Date

The following table provides selected financial dat relating to our historical financial condition and results of operations a:
of and for each of the years ended March 31, 2018robugh 2014. This data should be read in conjunatin with Item 7, “Management’s
Discussion and Analysis of Financial Condition andResults of Operations” and the consolidated finanai statements and related notes.

Selected Consolidated Financial Data
(In thousands except per share data)

Financial Position

(as of March 31) 201¢ 201: 2012 2011 201(
Investments at co: $ 98,967 $ 88,26t $ 88,99: $ 98,35¢ $ 100,02:
Unrealized appreciation 578,95: 485,92 469,55! 390,91 377,92
Investments at market or fair val 677,92 574,18 558,54t 489,27 477,94.
Total asset 778,69: 667,67. 632,98¢ 543,21 491,17!
Net asset 770,38t 659,77 628,70t 539,23: 486,921
Shares outstandir 15,41 15,23¢ 15,02( 15,01 14,96¢

Changes in Net Assets
(years ended March 3:

Net investment incom $ 4,89, % 1907 $ 254 % 1,80¢ $ 2,091
Net realized gain on investmel 14,08¢ 89,55¢ 11,827 63,46 1,64(
Net increase in unrealized appreciation be

distributions* 93,03: 16,36 78,63¢ 12,99¢ 70,624
Increase in net assets from operations befordllitions 112,01 107,83. 93,00¢ 78,26¢ 74,35¢
Cash dividends pai (3,050) (80,32¢) (3,009) (2,999 (2,999
Taxes incurred on deemed capital gain distribut (3,789 (1,129 (1,249 (24,579 (819
Employee stock options exercis 4,82( 3,981 99 74E -
Stock option expense (bene (632) 51E 1,05(C 957 67t
Change in pension plan funded ste 1,25( 19z (430 (88) 44(
Treasury stock - - - - _
Increase in net asse $ 110,61. $ 31,07C $ 89,47 $ 52,30¢ $ 71,66
Per share data
(as of March 31
Net asset $ 49.9¢ $ 43.3C $ 41.8¢ $ 359: % 32.5¢
Closing market pric 34.72 28.7¢ 23.6¢4 22.8¢ 22.7:
Cash dividends pai .2C 5.2¢ .2C .2C .2C

*SeeNote 3Investments.
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ltem 7. Management's Discussion and Analysis of Financial@dition and Results of Operations

The following discussion should be read in conjiamctvith our financial statements and the notesdteincluded elsewhere in tl
Annual Report on Form -K.

Statements we make in the following discussionhvmpress a belief, expectation or intention, abb agthose that are not historic
fact, are forwarelooking statements that are subject to risks, utadeties and assumptions. Our actual results, grenfance or achievemer
or industry results, could differ materially fromase we express in the following discussion asaltref a variety of factors, including the ri:
and uncertainties we have referred to under thedimegs “Cautionary Statement Concerning Forward-Limgk Statements” and Risk
Factore” in Part | of this report.

General

On June 17, 2013, Joseph B. Armes joined our CompanPresident and Chief Executive Officer as waslla director of th
Corporation. Mr. Armes has served as presidentcmef executive officer of JBA Investment Partnaasfamily investment vehicle, sin
2010. From 2005 to 2010, Mr. Armes served as abpefrating officer of Hicks Holdings LLC. Mr. Armesarned a BBA in Finance anc
MBA from Baylor University, and a JD from Southdvtethodist University.

On July 15, 2013, our shareholders approved affauone split. The stock split was payable on August2lA 3 to shareholders
record at the close of business July 31, 2013.000mmon stock began trading at the satijusted price on August 16, 2013. All share nus
and per share amounts presented herein reflestdabk split.

On November 20, 2013, Kelly Tacke was appointedthess Companys Senior Vice President, Chief Financial Officethie®
Compliance Officer, Secretary and Treasurer, dffedilovember 18, 2013. Ms. Tacke was with PalmbdaHomes, Inc., a publicly trad
manufacturer and marketer of factdydt homes for 18 years, where she served as HExecMice President, Chief Financial Officer ¢
Corporate Secretary. The Company was a lmg- investor in Palm Harbor Homes. Ms. Tacke bedagr career wit
PricewaterhouseCoopers, where she was a Seniot Madiager. She holds a Bachelors of Business Aidtration degree from the Univers
of Texas at Austin and is a Certified Public Accaumt. Ms. Tacke replaced Tracy Morris, who resigasdthe Company's Chief Financ
Officer, Chief Operating Officer and Secretaryeetive November 15, 2013, to pursue other oppdiami
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On January 20, 2014, the Board of Directors ofGbenpany elected Joseph B. Armes as Chairman dddaed and appointed Day
R. Brooks and William R. Thomas, Il to the Boarthe Board increased its size from six to seven bemand appointed Messrs. Brooks
Thomas to fill the vacancies created by the resignaf Richard F. Strup in November 2013 and tiweéase in the size of the Board.

Mr. Brooks has been the Chairman of the Board ameéf@Executive Officer of Independent Bank Groupg.| a publiclytraded ban
holding company with approximately $3.0 billionassets, since its founding in 2002. Mr. Thomaa |Bivate investor and has served a
President of the Thomas Heritage Foundation, apmofit grantmaking corporation, since 2008. Mr. Thomas worf@dhe Company froi
July 2006 to September 2012, most recently as a Fresident. In addition, Mr. Thomas along with Mias Heritage Partners, Ltd., is on
the largest shareholders of our Company, represgHti79% voting power at March 31, 2014. Mr. Thoroagently serves as a directol
Encore Wire Corporation.

On March 17, 2014, Bowen S. Diehl joined our Compas Senior Vice President and Chief Investmenic®ff Mr. Diehl bring
almost 20 years of experience in sourcing, strircguiand managing investments in a variety of imdes. Prior to Capital Southwest, Mr. Di
was a Managing Director at American Capital, Ltdiridg his tenure at American Capital, he has clasedstments in 15 platform compar
and numerous adoA acquisitions, representing over $1.1 billionnvested capital. Mr. Diehl's investments have bieemvariety of industrie
including industrial manufacturing, healthcare, ibass services, and consumer finance. Prior to AaerCapital, Mr. Diehl was a Vi
President in Investment Banking at Merrill Lynch evd he gained experience working with companiethénexploration and productic
oilfield services, natural gas pipeline, naturas gathering and processing, homebuilding and semigdor sectors. Prior to joining Mer
Lynch, Mr. Diehl was a Vice President in the Glofal and Gas Group at Chase Securities Inc., in Newk, NY and then in Houston, T
completing numerous transactions in the upstreadmadstream oil and gas sectors.

Controlled Affiliates

Three of our controlled affiliates represent 57.8%wur total investment value and consist mainlyTbe RectorSeal Corporatic
along with its subsidiaries Jet-Lube, Inc. and SenGkiard, Inc., The Whitmore Manufacturing Compamd Media Recovery, Inc.

The RectorSeal Corporation

The RectorSeal Corporation (“RectorSeal”) currerdbnsists of RectorSeal, separately; its wholly-esvrsubsidiaries Jétube, Inc., an
Smoke Guard, Inc.; and its 20% equity interesthie Whitmore Manufacturing Company. RectorSeal mactufes specialty chemical prodt
and control devices for plumbing, HVAC, electriaaid industrial applications. Jetibe, Inc. manufactures specialty lubricants arttel
products used in oil field and industrial applicag. Smoke Guard, Inc. produces systems for cantgasmoke from building fires. During t
fiscal year ended March 31, 2014, RectorSeal camglehe acquisition of Resource Conservation, lacgompany that manufactu
condensate cutoff switches and overflow pans, jmaed its development of HVAC products and marketeprmation. At March, 31, 201
RectorSeal was valued at $275,800,000, which imsluRectorSeal, Jet-Lube Inc., Smoke Guard, Inc. RectorSea 20% interest
Whitmore Manufacturing Company. Below are ceriegy financial data for RectorSeal (including Smeékeard, Inc. and excluding Jet Lu
Inc.) as well as our valuation at March 31, 201@12 and 2012. Our valuation is based primarily djusted EBITDA, which may refle
certain adjustments to the reported EBITDA for meadrring, unusual or infrequent items or othemieo normalize current earnings.
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For the Fiscal Year Ended March 31,(in

thousands
2014 2013 2012
Cash & Temporar Investments $ 3,66( $ 4,58¢ $ 2,84
Total Asset: 133,22¢ 107,47 98,50:
Capital Expenditure 2,19¢ 1,21¢ 80¢
Total Debt 20,60( 7,50( 6,10(
Revenue! 109,31: 90,33¢ 91,68t
Net Income 12,10: 8,77 7,25¢
EBITDA 24,57¢ 19,18: 14,58:
CSWC Valuatior $ 171,500 $ 150,100 $ 89,90(

Jet-Lube, Inc.

Jet-Lube, Inc. is RectorSeal’s largest subsidiBrring the fiscal year ended March 31, 2014,Lidie Inc. completed the acquisition of De
Water Technologies, a chemical company that sokegsr well contamination problems, to expand it$ewavell division product line. Bela
are certain key financial data for Jatbe, Inc. as well as our valuation at March 311£2®013 and 2012. Our valuation is based primati
adjusted EBITDA, which may reflect certain adjusttseto the reported EBITDA for nacurring, unusual or infrequent items or othemd
to normalize current earnings.

For the Fiscal Year Ended March 31, (in

thousands
2014 2013 2012
Cash & Temporary Investmer $ 20,94¢ $ 21,170 $ 20,35!
Total Asset: 53,68: 50,39¢ 47,49t
Capital Expenditure 2,162 1,451 93¢
Total Debt - - -
Revenue! 51,06( 48,04¢ 45,867
Net Income 6,34 5,14¢ 4,74
EBITDA 9,59: 7,43¢ 7,05(
CSWC Valuatior $ 82,20( $ 68,70( $ 59,60(

The Whitmore Manufacturing Company

The Whitmore Manufacturing Company (“Whitmorefjanufactures high performance, specialty lubricomt®eavy equipment used in surf
mining, railroads and other industries, lubricateguipment specifically for rail applications andliicationeentric reliability solutions for
wide variety of industries. Whitmore also produgesterbased coatings for the automotive and primary reetalustries. During the fisc
year ended March 31, 2014, Whitmore completed tugiiaition of Fluid Defense, a manufacturer of loant storage, filtration and handl
products, to expand its presence in the reliahifirket. Below are certain key financial data fdnitvore as well as our valuation at March
2014, 2013 and 2012. Our valuation is based priynan adjusted EBITDA, which may reflect certairjusiments to the reported EBITDA
non+ecurring, unusual or infrequent items or othemigeo normalize current earnings. In addition,\wluation for Whitmore also includes
fair market value of non-operating real estatetadseld for investment purposes.
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For the Fiscal Year Ended March 31, (in

thousands
2014 2013 2012
Cash & Temporary Investmer $ 2,661 $ 7,102 $ 2,49¢
Total Assets 84,16: 69,66 42 ,92¢
Capital Expenditure 10,33 12,68: 2,561
Total Debt 24,49 15,84¢ -
Revenue: 57,78¢ 48,48: 43,62(
Net Income 6,132 7,27: 6,281
EBITDA 13,00( 11,81« 10,18:
Total CSWC Valuatiot 110,60( 100,60( 84,00(
RectorSeds 20% Interes 22,10( 20,10( 16,80(
CSW(C's 80% Interes $ 88,50( $ 80,50 $ 67,20(

Media Recovery, In

Media Recovery, Inc. (MRI) is the holding comparfyDataSpan, ShockWatch and Damage Prevention CompBiRC”). DataSpan provid:
datacenter supplies and services to corporate rogssothrough a direct sales force. ShockWatch naaturfes and distributes devices use
prevent damage and manage inventory in transit. BR@Gufactures dunnage products used to secure thadsy longhaul transport. Tt
assets of DPC were sold in November 2013. In addifMRI also acquired Shocklog, a company that rfentures impact and environmet
recording devices on December 31, 2013. Below ar@io key financial data for MRI for the fiscalare ended September 30, 2013, 201z
2011 and our valuation at March 31, 2014, 2013 20R2. Our valuation is based primarily on adjusERITDA, which may reflect certa
adjustments to the reported EBITDA of for non-reimg, unusual or infrequent items or other itemadomalize current earnings.

For the Fiscal Year Ended September 30, (in thais

2013 2012 2011
Cash $ 5 % 188 % 361
Total Assets 43,28 46,62« 44,58«
Capital Expenditure 53¢ 72€ 59:¢
Total Debt - 2,55¢ -
Revenue: 92,92¢ 104,63: 111,25
Net Income 1,40¢ 842 614
EBITDA 3,24¢ 3,062 5,25:
CSWC Valuation* $ 23,90 $ 11,90 % 18,70(

*Reflects our valuation at March 31, 2014, 2013 2ad?2.
Results of Operations

The composite measure of our financial performandbe Consolidated Statements of Operations iSiaragd ‘Increase in net ass
from operations” and consists of three elementse first is “Net investment incomewhich is the difference between income from intg
dividends and fees and our combined operating rtedest expenses, net of applicable income taXhs. second element idet realized gai
on investments,Which is the difference between the proceeds redeikom the disposition of portfolio securities aheir stated cost, net
applicable income tax expense based on our tax ydae third element is the “Net increase in urirea appreciation of investmentsyhich is
the net change in the market or fair value of owestment portfolio, compared with stated costshituld be noted that th&lét realized gal
on investments” and “Net increase in unrealized-agiption of investmentsire directly related in that when an appreciatatf@® security i
sold to realize a gain, a corresponding decrearetinnrealized appreciation occurs by transferttireggain associated with the transaction
being “unrealized” to being “realized.Conversely, when a loss is realized on a depretiptgtfolio security, an increase in net unreal
appreciation occurs.
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Net Investment Incon

For the year ended March 31, 2014, total investritertme was $12,606,546, a $1,771,285, or 16.3@tedrse over total investm:
income of $10,835,261 for the year ended March2B13. This increase was primarily attributable to a $2,8%5, or 40.9%, increase
dividend income from The Rectorseal Corporation,tbre Manufacturing Company and Wellogix, Inc. afftset by a $1,496,562 or 74.€
decrease in interest income (due to a reserve stg@inatra Clean Technologies Inc.’s interest inepmFor the year ended March 31, 2(
total investment income was $10,835,261, a $1,%%l,0r 16.08%, increase over total investment ireah$9,334,236 for the year en
March 31, 2012. This increase was primarily atitéibble to a $1,372,250, or 20.4%, increase in dividincome and a $79,047, or 4.
increase in interest income.

Our principal objective is to achieve capital agm#on. Therefore, a significant portion of thevéstment portfolio is structured
maximize the potential return from equity parti¢cipa and, therefore, provides minimal current yigldhe form of interest or dividends. !
also earn interest income from the shertm investment of cash funds, and the annual atn@usuch income varies based upon the aw
level of funds invested during the year and fluttres in shorterm interest rates. During the three years erdacth 31, 2014, we hi
interest income from temporary cash investmen®&66£949 in 2014, $71,136 in 2013 and $52,477 ir2201

We also receive management fees primarily fromcontrolled affiliated investments which aggrega®e89,800 in 2014, $591,30C
2013 and $564,050 in 2012. As compared to the Ifigear ended March 31, 2013, management fees ®iydar ended March 31, 2(
decreased by $31,500 or 5.3% as Trax Holdings,amagement fees ceased pursuant to the terms ®$€iites B financing. As compares
the fiscal year ended March 31, 2012, managemest fir the year ended March 31, 2013 increased23y2%0, or 4.8%, primarily due
management fees received from TitanLiner, Inc.

During the three years ended March 31 2014, thregamy recorded dividend income from the followingises:

Year Ended March 3:

2014 2013 2012
Alamo Group, Inc $ 793,19: $ 708,070 $ 679,63:
Capital South Partners Fund - 198,64 79,45¢
CapStar Holdings Corporatic 350,00 - -
Capitala Finance Corporati 101,61¢ - -
Encore Wire Corporatio 131,25( 160,48! 326,94(
The RectorSeal Corporatic 6,920,001 5,555,37. 4,442 51
TCI Holdings, Inc. 78,11( 81,27( 81,27(
Wellogix. Inc. 1,650,59 - -
The Whitmore Manufacturing Company 1,380,00! 1,388,84. 1,110,62

$ 11,404,76 $ 8,092,69 $ 6,720,44

25




Table of Content

Due to the nature of our business, the majoritgwofoperating expenses are related to employeeéstaactors’compensation, offic
expenses, legal, professional and accounting feeépansion expense. Total operating expensesaisedeby $113,206, or 1.36% during
year ended March 31, 2014 as compared to the ymlrdeMarch 31, 2013. The increase in 2014 is duentincrease of approximately
million in compensation expense associated withlagerstaffing changes incurred during the year al as a slight increase in emplo
compensation and an increase of approximately $200n pension expense. This increase was offsetdscrease in stock option expens
$1.1 million caused by stock option forfeituresidgrthe year. Total operating expenses increagedili666,280 or 24.97%, during the y
ended March 31, 2013 as compared to the year dvidech 31, 2012. The increase in 2013 is due prisn&ricompensation, accrued phan
stock liabilities, increase in advertising and paotion fees, other professional fees, rent increaskinsurance expenses.

Net Realized Gain on Investme

During the fiscal year ended March 31, 2014, we fesdized gains of $12,604,987 from the sale ofoldim, Inc.'s common stoc
$677,250 from the redemption of TCI Holdings Iscpreferred stock, and $746,850 from the sale tie®me. Our total realized gain
investments for fiscal year 2014 was $14,084,0830aspared to a gain of $12,257,100(net of cap#dh distribution) during fiscal 2013 an
gain of $11,826,876 during fiscal 2012.

During the fiscal year ended March 31, 2013, we 207 74,250 shares of common stock in Encore W@ ation, which generat
a capital gain of $66,037,485. We also sold 50 §ltdres of common stock of Hologic, Inc., which hesliin a capital gain of $850,548.
addition, we sold our ownership in Extreme Inteiow#l, Inc. for cash proceeds of $10,926,000 arehtzed gain of $7,600,125. We also !
our ownership in Heelys, Inc., which generated garsiteeds of $20,963,948 and a capital gain of8820458. These gains were offset |
$4,926,289 realized loss from the sale of VIA Hog, Inc., a $760,742 realized loss related tadifion of Sterling Group Partners, L.P.,
a $150,594 realized loss related to liquidatioStfrTech Seed Fund I, L.P.

During the fiscal year ended March 31, 2012, wel i Health, Inc. on June 29, 2011 for $38,958ultng in a realized loss
$5,910,655. On September 9, 2011, All Components seéd for $18,000,000, resulting in a realizechg#i $17,850,000. We also sold al
our shares of common stock of Texas Capital Bamesh#nc. in November 2011, resulting in a realigath of $9,866,335. On Decembe
2011, Palm Harbor Homes Inc. filed Chapter 11 baptay in state of Delaware; therefore, we subsetiy@rote off our investment in tr
portfolio company of $10,931,955.

Management does not attempt to maintain a consiktesl of realized gains from year to year, btéad focuses on maximizing tc
investment portfolio appreciation. This stratedten results in the longerm holding of portfolio securities in pursuit iocreased values a
increased unrealized appreciation, but may at dppertimes, result in realizing gains or lossesugh the disposition of certain portfc
investments.

Net Increase/(Decrease) in Unrealized Appreciatbinvestment

For the fiscal year ended March 31, 2014, we hadhe@ease in unrealized appreciation of investmeh®93,032,228. Our increase
unrealized appreciation of investments in fiscalry2013 was $16,367,413.
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As explained in the first paragraph of “Resultdgferations” the realization of gains or losses results in aesponding decrease

increase in unrealized appreciation of investme®&t. forth in the following table are the signifitancreases and decreases in unree
appreciation.

Years Ended March ¢

2014 2013 2012
Alamo Group, Inc $ 45546,42 $ 23,139,16 $ 22,872,33
Encore Wire Corporatio 17,640,00 (74,907,58)* 39,723,21
Hologic, Inc. (12,963,37)* (453,89¢) (405,00
Media Recoven 12,000,00 (6,800,00i) 600,00(
The Whitmore Manufacturing Compa 8,000,001 13,300,00 11,600,00
The RectorSeal Corporatic 36,900,00 72,600,00 21,600,00

*These investments were sold during each respegtae

A description of the investments listed above atietiomaterial components of the investment podfalie included elsewhere in 1
report under the caption “Consolidated Scheduleeéstments — March 31, 2014 and 2013” in ItenFBiancial Statements and Suppleme
Data.”

During the fiscal year ended March 31, 2014, weogeized a $93,032,228 increase in net change iralined appreciation
investments. The increases in unrealized appreciate attributable to Alamo Group, Inc. and Eec@fire Corporation, which increased
$45,546,429 and $17,640,000, respectively, duadceases in their stock price, while The Rector&@maporation increased by $36,900,(
The Whitmore Manufacturing Company increased bY®8,000; and Media Recovery, Inc. increased byGRI2O00 due to increases in €
entity’s respective earnings, several aufdacquisitions and increases in valuation multifiased on market changes. Offsetting these ires
were Cinatra Clean Technologies, Inc., TitanLinec.| and iMemories, Inc., which decreased by $428%) $4,430,999, and $4,084,4
respectively, due to each entigyunder performance in their respective marketsdidition, CapitalSouth Partners Fund Ill, L.P.rdased b
$2,833,201; during the fiscal year ended March2B14 due to a distribution of 108,105 shares ofit@pFinance Corporation (CPTA) valt
at $2,083,183 at March 31, 2014, which representéd of our interest in Capital South Partners Riind..P.

During the fiscal year ended March 31, 2013, wegezed significant increases and decreases iraevkour large investment
The largest increases in unrealized appreciatiae watributable to The Rectorseal Corporation, Whicreased by $72,600,000 due to mul
acquisitions during the year and improved earnidgamo Group, Inc., a publicly traded company, whiocreased $23,139,162 due tc
increase in the stock price; Whitmore Manufactur@gmpany, which increased by $13,300,000 due tacguisition in May 2012, facili
expansion in Rockwall and increased value in i estate investment; Trax Holdings, which incredse $8,800,000 due to its recent seri
equity financing. Offsetting these decreases wareoke Wire Corporation, which decreased $74,907&8%8arily due to our recent sale
CSVC'’s interest in Encore Wire Corporation; Heelys, ldecreased $20,395,592 due to the sale of all shafrés common stock; Mec
Recovery, Inc. decreased $6,800,000; and CinaarCTechnologies, Inc. decreased $5,590,390 dded®ases in the entitiespectiv
earnings during FY 2013. Excluding the sales osh#fires of common stock of Heelys, Inc. and pastifd of 2,774,250 shares of Encore \
Corporation, net unrealized appreciation of investta for the year ended March 31, 2013 increasetl bh§,613,715.
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The largest increases in unrealized appreciatiothi® fiscal year ended March 31, 2012 are attaiblet to Encore Wire Corporatic
which increased $39,723,210 and Alamo Group, wincheased $22,872,338. In March 2012, Forr8 fegistration statements of Ala
Group, Inc. (NYSE: ALG), Encore Wire CorporationARDAQ: WIRE), and Heelys Inc. (NASDAQ: HLYS) weriefd with the Securities a
Exchange Commission (“SEC"As a result of these registrations, restrictionthefcommon stock of these companies imposed by R4 o
the Securities Exchange Act of 1933 were lifted] discounts on these common stocks were subseguenibved. As a result, Encore W
Corporation, Alamo Group Inc. and Heelys Inc. commnstock were transferred from Level 3 to Level Hemthe fair value hierarchy of A¢
820. On March 13, 2012, Encore’s registration statet became effective. As a result, Encore’s falu® is equivalent to the compasy’
closing bid price of $29.72 per share on March2B1,2. Alamo’s registration statement became affedflarch 28, 2012. As a result, Alamo’
fair value is equivalent to the compasyclosing bid price of $30.06 per share on March Z112. In addition, unrealized appreciatio
RectorSeal Corporation and Whitmore ManufacturingmPany increased $21,600,000 and $11,600,000, atsglg, due to improve
earnings; Heelys, Inc. increased $1,304,723 dueedent Form S-3 registration statement filed whik S8EC. On April 17, 2012, Heelys’
registration statement became effective. As a teldeklys’ fair value is equivalent to the compangiosing bid price of $2.20 per share.

Portfolio Investments

During fiscal years ended March 31, 2014, MarchZ11,3 and March 31, 2012, we invested a total @,&17,024, $9,780,849 &
$13,377,408, respectively.

Financial Liquidity and Capital Resources
At March 31, 2014, we had cash and cash equivatdrgpproximately $88.2 million.

With the exception of two capital gain distributtomade in the form of cash dividend during fisosdiyended March 31, 2013 ar
capital gain distribution made in the form of atdimition of the stock of a portfolio company iretfiscal year ended March 31, 1996, we |
historically elected to retain all gains realizadidg our more than 50 years of operation. Rebentif future gains is viewed as an impor
source of funds to sustain our investment activityMarch 31, 2014, approximately $220 million afranvestment portfolio is representec
unrestricted publicly traded securities and reprsa source of liquidity.

Funds for operating or investment purposes mayrdresterred in the form of dividends or managemeesffrom The Rectors:

Corporation and The Whitmore Manufacturing Compamntrolled affiliates of the Company, to the extehtheir available cash reserves
borrowing capacities.

Management believes that our cash and cash equisaed funds available from other sources destrith®ve are adequate to n
our expected cash requirements. The dispositianveStments from time to time may also be a soafdands for future investment activities .

Contractual Obligations

As shown below, we had the following contractudigations as of March 31, 2014. For informationaur capital commitments, ¢
Note 9 of the Notes to Consolidated Financial Statets.
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Payments Due By Period
(In thousands

More Than 3
Contractual Obligations Total 1 Year 2-3 Years Years
Operating lease obligatiol $ 1,792 % 85 $ 44¢  $ 1,25¢

Critical Accounting Policies
Valuation of Investments

In accordance with the Investment Company Act of0l9nvestments in unrestricted securities (freabrketable securities havi
readily available market quotations) are valuednatket, and investments in restricted securitiesy(sties subject to one or more re
restrictions) are valued at fair value determinedaod faith by our Board of Directors. Under @afuation policy, unrestricted securities
valued at the closing sale price for NYSE listedusities and at the lower of the closing bid pricethe last sale price for NASDAQ securi
on the valuation date.

Among the factors considered by our Board of Doexin determining the fair value of restrictedwgéees are the financial conditi
and operating results of the issuer, the long-tpatential of the business of the issuer, the madidetnd recent sales prices of the issuer
securities, the values of similar securities isshgdcompanies in similar businesses, the propontibthe issues securities owned by |
Valuations as of any particular date, however,rarenecessarily indicative of amounts which maymately be realized as a result of fut
sales or other dispositions of securities.

Impact of Inflation

We do not believe that our business is materidflgcted by inflation, other than the impact whiclfiation may have on the securit
markets, the valuations of business enterprisestantelationship of such valuations to underly&agnings.

Portfolio Changes during the Year Ended March 31, @14

New Investment and Additions to Previous Investmerst

New Investment Purchase Amou
Deepwater Corrosion Services, i $ 8,000,001
Additions to Previous Investments Purchase Amou
Ballast Point Ventures II, L.F $ 675,00(
BankCap Partners Fund I, L. 102,72
Capital South Partne 500,00(
Cinatra Clean Technologies, Ir 2,889,30%
iMemories, Inc. 440,00(

$__ 12,607,02

*During the fiscal year ended March 31, 2014, the2$9,112 investment in debt securities of Cin@iean Technologies, Inc. and $1,579,05¢
accrued interest were converted into Convertib&fdPred Stock.

29




Table of Content

Dispositions
Proceed: Cost Realized gain/(los
Hologic, Inc. $12,807,51 $ 202,52¢ $ 12,604,98
PalletOne, Inc 2,450,001 1,703,15 746,85(
TCI Holdings, Inc. 677,25( = 677,25(
Diamond State Ventures 55,00( - 55,00(
$ 15,989,76 $ 1,905,67 $ 14,084,08
Cash distributions from net realized gain -
Undistributed realized gain before income taxes $ 14,084,08

ltem 7A. Quantitative and Qualitative Disclosures @out Market Risk

We are subject to financial market risks, includoiganges in marketable equity security prices. d&/enot use derivative financ
instruments to mitigate any of these risks.

Our investment performance is a function of ourtfplio companies’profitability, which may be affected by economicclas
competitive forces, foreign currency fluctuationsdgroduction costs including labor rates, raw maltgrices and certain basic commor
prices. Most of the companies in our investmemtfplio do not hedge their exposure to raw mateaiiad commodity price fluctuations. All
these factors may have an adverse effect on the wdlour investments and on our net asset value.

A portion of our investment portfolio consists afd and equity securities of private companies. aMicipate little to no impact «
the values of these investments from modest chaimgpablic market equity valuations. Should sigraht changes in market valuation:
comparable publicly traded companies occur, thesg be a corresponding effect on valuations of peiv@mpanies, which would affect
value and the amount and timing of proceeds eviéyntienlized from these investments. A signific@ottion of our investment portfolio al
consists of unrestricted, freely marketable comstocks of publicly traded companies. These fremdyketable investments, which are va
at the public market price, are directly exposeddaity market price risks. A change in an issupublic market equity price would resul
an identical change in the value of our investnieisuch security.
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Report of Independent Registered Public Accountindrirm

Board of Directors and Shareholders
Capital Southwest Corporation

We have audited the accompanying consolidatednséatis of assets and liabilities of Capital Southv@ssporation (a Texas Corporation)
subsidiaries (the “Companyncluding the consolidated schedules of investmergof March 31, 2014 and 2013, and the relatedalwate:
statements of operations, changes in net assetgaah flows for each of the three years in théodeended March 31, 2014 and the sele
per share data and ratios for each of the fivesymathe period ended March 31, 2014. Our audith@basic consolidated financial statem
included the Schedule of Investments In and AdvanceAffiliates listed in the index appearing undtem 15(2). These financial stateme
per share data and ratios and financial statenvéetdsile are the responsibility of the Companyianagement. Our responsibility is to exg
an opinion on these financial statements, per siatieeand ratios, and financial statement schdzhded on our audits.

We conducted our audits in accordance with thedstaits of the Public Company Accounting OversighamBioUnited States). Those stand.
require that we plan and perform the audit to ebta@asonable assurance about whether the finaptaggments are free of mate
misstatement. An audit includes examining, on aldasis, evidence supporting the amounts and disads in the financial statements. An a
also includes assessing the accounting princied and significant estimates made by managenentelhas evaluating the overall finan
statement presentation. Our procedures includeificagion by confirmation of securities as of Mar8th, 2014 and 2013, by corresponde
with the portfolio companies and custodians, omobyer appropriate auditing procedures where replie® not received. We believe that
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaeand the selected per share data and ratiogaéfer above present fairly, in all mate
respects, the financial position of Capital Soutstv€orporation and subsidiaries as of March 31,4284d 2013, and the results of tl
operations, changes in their net assets, andahsir flows for each of the three years in the pegioded March 31, 2014, and the selecte
share data and ratios for each of the five yeatBarperiod ended March 31, 2014, in conformityhvatcounting principles generally acce|
in the United States of America. Also, in our apim the related financial statement schedule, wdwsidered in relation to the basic finan
statements taken as a whole, presents fairly] imatierial respects, the information set forth éirer

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight Bo@united States), the Company’
internal control over financial reporting as of Mar31, 2014, based on criteria established in 882 Internal Control-tategrated Framewo
issued by the Committee of Sponsoring Organizatafrthe Treadway Commission (COSO), and our regatéd June 3, 2014 expresse
unqualified opinion thereon.

/sl Grant Thornton LLP

Dallas, Texas
June 3, 2014
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Report of Independent Registered Public Accountindrirm

Board of Directors and Shareholders
Capital Southwest Corporation

We have audited the internal control over financegorting of Capital Southwest Corporation (a Texarporation) and subsidiaries |
“Company”) as of March 31, 2014, based on critegtablished in the 1992 Internal Contrdhtegrated Framework issued by the Comm
of Sponsoring Organizations of the Treadway Comimis$COSQO). The Company’management is responsible for maintaining effe
internal control over financial reporting and fts assessment of the effectiveness of internakaloaver financial reporting, included in 1
accompanying ManagemesitReport on Internal Control Over Financial Repayti Our responsibility is to express an opinion tbe
Company’s internal control over financial reportingsed on our audit.

We conducted our audit in accordance with the statglof the Public Company Accounting Oversight @ nited States). Those stand:
require that we plan and perform the audit to sbtaasonable assurance about whether effectivenaiteontrol over financial reporting w
maintained in all material respects. Our auditudeld obtaining an understanding of internal coraxar financial reporting, assessing the
that a material weakness exists, testing and etiafuthe design and operating effectiveness ofivalecontrol based on the assessed risk
performing such other procedures as we considezedssary in the circumstances. We believe thaawdit provides a reasonable basis fol
opinion.

A companys internal control over financial reporting is @@ess designed to provide reasonable assuranagiregthe reliability of financi:
reporting and the preparation of financial stateimidor external purposes in accordance with gelyeealcepted accounting principles
companys internal control over financial reporting incleddose policies and procedures that (1) pertatheéanaintenance of records tha
reasonable detail, accurately and fairly refleet tlransactions and dispositions of the assetseotdmpany; (2) provide reasonable assui
that transactions are recorded as necessary toitpgraparation of financial statements in accorédamdth generally accepted accoun
principles, and that receipts and expenditureshef dompany are being made only in accordance withoaizations of management :
directors of the company; and (3) provide reasanalssurance regarding prevention or timely deteatiounauthorized acquisition, use
disposition of the company’s assets that could lzanweterial effect on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢taisstatements. Also, projections of
evaluation of effectiveness to future periods agexct to the risk that controls may become inadégjbecause of changes in conditions, ol
the degree of compliance with the policies or pdoces may deteriorate.

In our opinion, the Company maintained, in all malerespects, effective internal control over fical reporting as of March 31, 2014, be
on criteria established in the 1992 Internal Cdr#iategrated Framework issued by COSO.

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight Bo@nited States), the consolidas
financial statements of the Company as of andHeryiear ended March 31, 2014, and our report daied 3, 2014 expressed an unqual
opinion on those financial statements.

/s/ Grant Thornton LLP
Dallas, Texas
June 3, 2014
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CAPITAL SOUTHWEST CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF ASSETS AND LIABILITIES
(In thousands except per share data)

March 31 March 31
2014 2013

Assets
Investments at market or fair val

Companies more than 25% owned (Cost: March 31, - $13,711, March 31, 201- $13,711) $ 400,82: $ 344,791

Companies 5% to 25% owned (Cost: March 31, - $13,891, March 31, 201 $15,594) 218,48( 157,39

Companies less than 5% owned (Cost: March 31, 26¥4,365, March 31, 2013 - $58,961) 58,61¢ 72,00!

Total investments (Cost: March 31, 2¢- $98,967, March 31, 2071- $88,266) 677,92( 574,18
Cash and cash equivalel 88,16: 81,76
Receivable!

Dividends and intere: 782 2,46¢

Affiliates 422 291

Income tax receivabl 167 -
Net pension asse 10,96: 8,76:
Other assets 27¢ 20C

Total assets $ 778,69: $ 667,67.
Liabilities
Other liabilities $ 3,26 $ 3,102
Accrued restoration plan liabilit 3,10z 2,65(
Deferred income taxes 1,94( 2,14:
Total liabilities 8,30¢ 7,89t
Net Assets
Common stock, $0.25 par value: authorized, 25,@0,8hares; issued, 17,753,044 shares at Marc?034,

and 17,576,776 shares at March 31, 2 4,43¢ 4,39¢
Additional capital 195,76 183,66
Accumulated net investment income (lo 1,13¢ (706
Accumulated net realized gz 14,02¢ 10,437
Unrealized appreciation of investme 578,95: 485,92:
Treasury stock - at cost, 2,339,512 shares (23,937 (23,937)
Total net assets 770,38¢ 659,77
Total liabilities and net assets $ 778,69: $ 667,67.
Net asset value per share (15,413,532 shares mditsigat March 31, 2014 and 15,237,264 sh

outstanding at March 31, 2013) $ 49.9¢ $ 43.3(

The accompanying Notes are an integral part oetl@ensolidated Financial Statements.
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CAPITAL SOUTHWEST CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands)

Years Ended March 3

2014 2013 2012

Investment income
Interest $ 577 $ 2,07¢ $ 1,98(
Dividends 11,40¢ 8,09: 6,72(
Management fees and other income 62E 664 634
12,60" 10,83! 9,33¢

Operating expense
Salaries 6,121 5,11 3,65
Stock option (benefit) expen (632) 51k 1,05(
Net pension expense (bene 17¢€ (34) (300
Professional fee 99C 1,13 99C
Other operating expenses 1,797 1,611 1,27¢
8,457 8,33¢ 6,67:
Income before income tax 4,15¢ 2,49 2,66
Income tax (benefit) expense (739) 59( 11¢
Net investment income $ 4,89 $ 1,907 $ 2,544
Proceeds from disposition of investme 15,99( 99,54 32,45¢
Cost of investments sold 1,90¢ 9,984 20,62"
Realized gain on investmer before income ta 14,08 89,55¢ 11,827
Net increase in unrealized appreciation of investnés 93,03: 16,367 78,63t
Net realized and unrealized gain on investment $ 107,11¢ $ 105,92! $ 90,46
Increase in net assets from operations $ 112,010 $ 107,83. $ 93,00¢

The accompanying Notes are an integral part oetlémnsolidated Financial Statements.
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CAPITAL SOUTHWEST CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN NET ASSETS
(In thousands)

Years Ended March &

2014 2013 2012

Operations

Net investment incom $ 4,89, % 1,907 $ 2,54¢

Net realized gain on investmet 14,08¢ 89,55¢ 11,827

Net increase in unrealized appreciation of investise 93,03: 16,367 78,63
Increase in net assets from operati 112,01( 107,83. 93,00¢
Distributions from:

Undistributed net investment incor (3,050 (3,025 (3,009

Net realized gain - (77,309 -

Taxes incurred in deemed capital gain distributi (3,787 (1,125 (1,249
Capital share transactior

Change in pension plan funded ste 1,25(C 194 (430

Exercise of employee stock optic 4,82( 3,981 9¢

Stock option and restricted awards(benefit)expense (632) 51¢ 1,05(

Increase in net asse 110,61: 31,07: 89,47:
Net assets, beginning of peri 659,77 628,70t 539,23.
Net assets, end of perio $ 770,38¢ $ 659,777 $ 628,701

The accompanying Notes are an integral part oetlémnsolidated Financial Statements.
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CAPITAL SOUTHWEST CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Years Ended March &
2014 2013 2012

Cash flows from operating activities
Increase in net assets from operati $ 112,01 $ 107,83. $ 93,00¢
Adjustments to reconcile increase in net assetn frperations to net cash provided by

operating activities

Net proceeds from disposition of investme 15,99( 99,53¢ 32,45¢
Return of capital on investme - 767 -
Proceeds from repayment of loe - - 2,111
Purchases of securiti (12,607 (10,019 (13,377
Depreciation and amortizatic 23 30 25
Net pension expense (bene 17¢ (39 (300
Realized gains on investments before income (14,089 (89,559 (11,82
Taxes incurred on deemed capital gain distribu (3,787 (1,125 (1,249
Net increase in unrealized appreciation of invests (93,039 (16,367 (78,63Y)
Stock option and restricted awards (benefit)exp: (632) 51E 1,05(C
Decrease (increase) in dividend and interest vabés 1,68¢ (724) (1,21%)
(Increase) decrease in receivables from affili (137) (70 12C
Increase in tax receivah (167) - -
(Increase) decrease in other as (100 6 (82)
(Decrease) increase in other liabilit (519 2,52( 344
Decrease in deferred income taxes (203) (92 (123)
Net cash provided by operating activit 4,62¢ 93,21% 22,30(
Cash flows from financing activities
Distributions from undistributed net investmentante (3,050 (3,025 (3,009
Dividends paid from capital gait - (77,309 -
Proceeds from exercise of employee stock options 4,82( 3,981 99
Net cash provided by (used in) financing activi 1,77(C (76,345 (2,904
Net increase in cash and cash equival 6,39¢ 16,87: 19,39¢
Cash and cash equivalents at beginning of period 81,76" 64,89: 45,49¢
Cash and cash equivalents at end of period $ 88,16! $ 81,767 $ 64,89!
Supplemental disclosure of cash flow informati
Income taxes pai $ 35C % 50C $ -

Non-cash transactions:

a. InJuly 2011, the $1,000,000 investment in iMem&riac. debt security was converted into SeriesoB\v@rtible Preferred Stoc

b. In December 2012, the $3,200,000 investment in Habdings, Inc. debt security and $800,000 acciinegtest were converted into Se
B Convertible Preferred Stoc

c. In March 2014, the $5,279,112 investment in Cin&tigan Technologies, Inc. debt security and $1E®accrued interest were conve
into Preferred Stocl

These transactions had the following non-cash effe@ur Consolidated Statements of Assets andillties:

201¢ 201: 2012
Total Investment $ 6,85¢ $ 4,000 $ 1,00(

The accompanying Notes are an integral part oetlémnsolidated Financial Statements.
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CAPITAL SOUTHWEST CORPORATION AND SUBSIDIARIES

CONSOLIDATED SCHEDULE OF INVESTMENTS
March 31, 2014

Company Equity (a) Investment (b) Cost Value (c)
*+ ALAMO GROUP INC. 22.(% +2,831,300 shares of common stock $ 2,190,93° $153,824,52
Seguin, Texas (acquired 4-1-73 thru 5-09-13)
Tractor-mounted mowing and mobile
excavation equipment for governmentz
industrial and agricultural markets; stre
sweeping and snow removal equipmer
for municipalities.
ATLANTIC CAPITAL BANCSHARES, 1.9% 300,000 shares of common stock 3,000,001 3,817,00!
INC (acquired 4-10-07)
Atlanta, Georgia
Holding company of Atlantic Capital Ban
a full service commercial ban
¥ BALCO, INC. 95.7% 445,000 shares of common stock ar 624,92( 4,500,001
Wichita, Kansas 60,920 shares Class B non-voting
Specialty architectural products used in common stock (acquired 10-25-83 a
construction and remodeling of 5-30-02)
commercial and institutional building
*BOXX TECHNOLOGIES, INC. 14.9% 3,125,354 shares of Series B 1,500,001 1,040,001
Austin, Texas Convertible Preferred Stock,
Workstations for computer graphic imag convertible into 3,125,354 shares of
and design. common stock at $0.50 per share
(acquired -2C-99 thru ¢-8-01)
¥ CAPSTAR HOLDINGS 10C% 500 shares of common stock (acquil 4,703,61! 7,514,001
CORPORATION 6-10-10) and 1,000,000 shares of
Dallas, Texas preferred stock (acquired 12-17-12)
Acquires holds and manages real estate
potential development and sz
CINATRA CLEAN TECHNOLOGIES, 76.2% 12% subordinated secured promissc 779,27¢ 1
INC. note, due 5-9-16 (acquired 5-19-thrt
Houston, Texas 10-20-10)
Cleans above ground oil storage tanks v
a patented, automated syste
12% subordinated secured promissory  2,285,70! 1
note, due 5-9-17 (acquired 5-9-11 thru
1C-26-11)
12% subordinated secured promissory 1,523,80! 1
note, due 3-31-17 (acquired 919-and
1C-26-11)
10% subordinated secured promissory 921,58t 1
note, due 5-9-17 (acquired 7-08-thri
4-28-10)
12% subordinated secured promissory 499,99° 1
note, due 1-31-17 (acquired 1-19-12)
12% subordinated secured promissory 1,157,85I 1
note, due -30-14 (acquired -25-13)
12% subordinated secured promissory 152,39« 1
note, due -30-14 (acquired -19-14)
9,891,578 shares of Series A 9,891,57 1
Convertible Preferred Stock,
convertible into 9,891,578 shares of
common stock at $1.00 per share
(acquired -14-08 thru -15-14)
Warrants to purchase 1,436,499 shares - -
of common stock at $1.00 per share,
expiring 10-31-2027 (acquired 5-9-11
thru 10-19-12)
17,212,18 8

T Publicly-owned company ¥ Control investmentAffiliated investment  Unrestricted securitiesdedined in Note (a)



The accompanying Notes are an integral part oetl@nsolidated Financial Statements.
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CAPITAL SOUTHWEST CORPORATION AND SUBSIDIARIES

CONSOLIDATED SCHEDULE OF INVESTMENTS
March 31, 2014

Company Equity (a) Investment (b) Cost Value (c)
DEEPWATER CORROSION SERVICES, 31.2% 127,004 shares of Series A convertil 8,000,001 8,000,001
INC. preferred stock, convertible into
Houston, Texas 127,004 shares of common stock at
Full-service corrosion control company $1.00 per shares (acquired 4-9-13)
providing the oil and gas industry with
expertise in cathodic protection and as
integrity managemen
¥DISCOVERY ALLIANCE, LLC 90% 90.0% limited liability company 1,315,001 400,00(
Dallas, Texas interest (acquired 9-12-08 thru 10-1
Provides services related to intellectual 12)
property protection and developme
*TENCORE WIRE CORPORATION 6.2% $1,312,500 shares of common stock 5,200,001 63,590,62
McKinney, Texas (acquired 9-10-92 thru 10-15-98)
Electric wire and cable for residential,
commercial and industrial construction
use.
iIMEMORIES, INC. 23.2% 17,391,304 shares of Series B 4,000,00! 2
Scottsdale, Arizona Convertible Preferred Stock,
Enables online video and photo sharing convertible into 19,891,304 shares ¢
DVD creation for home movies and common stock at $0.23 per share
photos recorded in analog and digital (acquired 7-10-09)
formats.
4,684,967 shares of Series C 1,078,47 994,00(
Convertible Preferred Stock,
convertible into 4,684,967 shares of
common stock at $0.23 per share
(acquired -2C-11)
Warrants to purchase 8,396,000 sh - -
of common stock at $0.12 per share
expiring 7-31-14 (acquired 9-13-10
thru 3-15-13)
10% convertible notes, $308,000 308,00( 308,00(
principal due 7-31-14 (acquired 9-7-
12)
10% convertible notes, $880,000 880,00( 880,00(
principal due 7-31-14 (acquired fron
3-15-13 to 9-26-13)
6,266,47! 2,182,00:
INSTAWARES HOLDING COMPANY, 4.3% 3,846,154 Class D Convertible 5,000,001 3,354,00!
LLC Preferred Stock (acquired 5-20-11)
Atlanta, Georgia
Provides services and distributes equipr
and supplies to the restaurant industry
its five subsidiary companie
KBI BIOPHARMA, INC. 17.1% 10,204,082 shares of Series B-2 5,000,001 7,000,00!
Durham, North Carolina Convertible Preferred Stock,
Provides fully-integrated, outsourced drt convertible into 10,204,802 shares ¢
development and bio-manufacturing common stock at $0.49 per share
services (acquired -08-09)
Warrants to purchase 94,510 shares of - -
Series B preferred stock at $ 0.70 per
share, acquired 1-26-12
5,000,001 7,000,001

TPublicly-owned company ¥ Control investmentAffiliated investment + Unrestricted securitiesdadined in Note (a)

The accompanying Notes are an integral part oetlémnsolidated Financial Statements.
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CAPITAL SOUTHWEST CORPORATION AND SUBSIDIARIES

CONSOLIDATED SCHEDULE OF INVESTMENTS
March 31, 2014

Company Equity (a) Investment (b) Cost Value (c)
¥ MEDIA RECOVERY, INC. 97.%% 800,000 shares of Series A Converti 800,00( 4,000,00!
Dallas, Texas Preferred Stock, convertible into
Distributor of computer datacenter and 800,000 shares of common stock at
office automation supplies and $1.00 per share (acquired 11-4-97)
accessories; manufactures and distribt
devices used to monitor and manage
intransit inventory and dunnage produc
for protecting shipment:
4,000,002 shares of common stock 4,615,00! 19,900,00
(acquired 11-4-97)
5,415,001 23,900,00
¥ THE RECTORSEAL CORPORATION 100.% 27,907 shares of common stock 52,60( 275,800,00
Houston, Texas (acquired 1-5-73 and 3-31-73)
Specialty chemicals, tools and products
plumbing, HVAC, electrical,
construction, industrial, and oil field;
smoke containment systems for buildir
fires; also owns 20% of The Whitmore
Manufacturing Company
TITANLINER, INC. 31.2% 217,038 shares of Series A Converti 3,203,001 1
Midland, Texas Preferred Stock convertible into
Manufactures, installs and rents spill 217,038 shares of Series A Preferre
containment system for oilfield Stock at $14.76 per share (acquired
applications 28-12)
7% senior subordinated secured 2,747,00! 1,519,00
promissory note, due 6-30¢ (acquire:
6-29-12)
Warrants to purchase 122,239 share - -
Series A Preferred Stock at $ 0.01 p
share, expiring 12-31-22
5,950,001 1,519,00
TRAX HOLDINGS, INC. 28.%% 475,430 shares of Series B convertil 4,000,001 7,700,001
Scottsdale, Arizona Preferred Stock convertible into
Provides a comprehensive set of solutio 475,430 shares of common stock a
to improve the validation, accounting ¢ $8.41 per share(acquired 12-5-12)
payment of transportation-related
invoices.
1,061,279 shares of Series A 5,000,001 13,300,00
Convertible Preferred Stock,
convertible into 1,061,279 shares of
common stock at $4.71 per share
(acquired 12-8-08 and 2-17-09)
9,000,001 21,000,00
*WELLOGIX, INC. 19.(% 4,788,371 shares of Series A-1 5,000,001 25,00(
Houston, Texas Convertible Participating Preferred
Formerly a developer and supporter of Stock, convertible into 4,788,371
business process software used by the shares of common stock at $1.04 pe
and gas industry. share (acquired 8-19-05 thru 6-15-0

TtPublicly-owned company ¥ Control investmentAffiliated investment  Unrestricted securitiesdgdined in Note (a)

The accompanying Notes are an integral part oetlémnsolidated Financial Statements.
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CAPITAL SOUTHWEST CORPORATION AND SUBSIDIARIES

CONSOLIDATED SCHEDULE OF INVESTMENTS
March 31, 2014

Company Equity (a)

Investment (b)

Cost

Value (c)

¥ THE WHITMORE MANUFACTURING 80.(%
COMPANY
Rockwall, Texas
Specialized surface mining, railroad and
industrial lubricants; coatings for
automobiles and primary metals; fluid
contamination control device
MISCELLANEOUS -

10C%

80 shares of common stock (acquire
8-31-79)

Ballast Point Ventures Il, L.P.
2.2% limited partnership interest
(acquired -4-08 thru :-15-13)

BankCap Partners Fund I, L.P.
5.5% limited partnership interest
(acquired 7-14-06 thru 11-16-12)

tCapitala Finance Corporation
108,105 shares of common stock
(acquired -25-13)

CapitalSouth Partners Fund Ill, L.P.
1.9% limited partnership interest
(acquired -22-08 and 1-16-11)

Diamond State Ventures, L.P.

1.4% limited partnership interest
(acquired 1-12-99 thru &26-05)

First Capital Group of Texas lll, L.P.
3.0% limited partnership interest
(acquired 1-26-00 thru &12-05)

¥Humac Company
1,041,000 shares of common stocl
(acquired -31-75 and 1-31-75)

tNorth American Energy Partners, i
77,194 shares of common stock

(acquired -2C-12)

STARTech Seed Fund I
3.2% limited partnership interest
(acquired 4-28-00 thru 2-23-05)

1,600,001

2,334,791

6,000,001

1,363,79!

467,45

778,89!

236,98t

754,32°

88,500,00

3,167,001

5,385,001

2,083,18

237,00(

16,00(

117,00(

210,00(

555,79

183,001

TOTAL INVESTMENTS

$ 98,966,99 $677,920,14

T Publicly-owned company ¥ Control investmentAffiliated investment 1 Unrestricted securitiesdedined in Note (a)

The accompanying Notes are an integral part oetl@ensolidated Financial Statements.
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CAPITAL SOUTHWEST CORPORATION AND SUBSIDIARIES

CONSOLIDATED SCHEDULE OF INVESTMENTS

March 31, 2013

Company Equity (a) Investment (b) Cost Value (c)
* ALAMO GROUP INC. 22.(% +2,832,300 shares of common stock $ 2,190,93° $108,278,10
Seguin, Texas (acquired 4-1-73 thru 5-09-11)
Tractor-mounted mowing and mobile
excavation equipment for governmentz
industrial and agricultural markets; stre
sweeping equipment for municipalitie
ATLANTIC CAPITAL BANCSHARES, 1.9% 300,000 shares of common stock 3,000,001 2,950,001
INC (acquired 4-10-07)
Atlanta, Georgia
Holding company of Atlantic Capital Ban
a full service commercial ban
¥ BALCO, INC. 95.7% 445,000 shares of common stock ar 624,92( 4,500,001
Wichita, Kansas 60,920 shares Class B non-voting
Specialty architectural products used in common stock (acquired 10-25-83 a
construction and remodeling of 5-30-02)
commercial and institutional building
*BOXX TECHNOLOGIES, INC. 14.9% 3,125,354 shares of Series B 1,500,001 1,240,001
Austin, Texas Convertible Preferred Stock,
Workstations for computer graphic imag convertible into 3,125,354 shares of
and design. common stock at $0.50 per share
(acquired -2C-99 thru ¢-8-01)
CINATRA CLEAN TECHNOLOGIES, 73.2% 12% subordinated secured promissc 779,27¢ 81,00(
INC. note, due 5-9-16 (acquired 5-19-thrt
Houston, Texas 10-20-10)
Cleans above ground oil
storage tanks with a patented, automa
system,
12% subordinated secured promissc 2,285,701 237,00(
note, due 5-9-17 (acquired 5-9-11 th
1C-26-11)
12% subordinated secured promissc 1,523,80! 158,00(
note, due 3-31-17 (acquired 919-and
1C-26-11)
10% subordinated secured promissc 6,200,701 643,00(
note, due 5-9-17 (acquired 7-08-thri
4-28-10)
12% subordinated secured promissc 499,99° 52,00(
note, due 1-31-17 (acquired 1-19-12)
3,033,410 shares Series A Convertil 3,033,41I 1
Preferred Stock, convertible into
3,033,410 shares common stock at
$1.00 per share (acquired 7-14-08 tt
11-18-10)
Warrants to purchase 1,436,499 she - -
of common stock at $1.00 per share
expiring 10-31-2027 (acquired 5-9-1
thru 10-19-12)
14,322,88 1,171,00

T Publicly-owned company ¥ Control investmentAffiliated investment  Unrestricted securitiesdedined in Note (a)

The accompanying Notes are an integral part oetl@ensolidated Financial Statements.
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CAPITAL SOUTHWEST CORPORATION AND SUBSIDIARIES
CONSOLIDATED SCHEDULE OF INVESTMENTS

March 31, 2013

Company Equity (a) Investment (b) Cost Value (c)
*TENCORE WIRE 6.2% $1,312,500 shares of common stock 5,200,001l 45,950,62
CORPORATION (acquired 9-10-92 thru 10-15-98)
McKinney, Texas
Electric wire and cable for residential,
commercial and industrial construction
use.
T HOLOGIC, INC. < 1% $582,820 shares of common stock 202,52¢ 13,165,90
Bedford, Massachusetts (acquired 8-27-99)
Medical instruments including bone
densitometers, mammography devices
and digital radiography systen
IMEMORIES, INC. 23% 17,391,304 shares of Series B 4,000,00! 4,000,00!
Scottsdale, Arizona Convertible Preferred Stock,
Enables online video and photo sharing convertible into 19,891,304 shares ¢
DVD creation for home movies recorde common stock at $0.23 per share
in analog and new digital forms (acquired -1C-09)
4,684,967 shares of Series C 1,078,47! 1,078,47!
Convertible Preferred Stock,
convertible into 4,684,967 shares of
common stock at $0.23 per share
(acquired -2C-11)
Warrants to purchase 2,500,000 sh - -
of common stock at $0.12 per share
expiring 1-21-21(acquired 9-189 thru
1-21-11)
10% convertible notes, $308,000 308,00( 308,00(
principal due 7-31-14 (acquired 9-7:
12)
10% convertible notes, $400,000 440,00( 440,00(
principal due 7-31-14 (acquired 3-1!
13
5,826,47! 5,826,47!
INSTAWARES HOLDING COMPANY, 4.5% 3,846,154 shares of Class D 5,000,00t 5,975,001
LLC Convertible Preferred Stock (acquire
Atlanta, Georgia 5-20-11)
Provides services to the restaurant
industry via its five subsidiary compani
KBI BIOPHARMA, INC. 17.1% 10,204,082 shares of Series B-2 5,000,00t 5,200,001
Durham, North Carolina Convertible Preferred Stock,
Provides fully-integrated, outsourced drt convertible into 10,204,802 shares ¢
development and bio-manufacturing common stock at $0.49 per share
services. (acquired 9-08-09)
Warrants to purchase 94,510 shares - -
Series B Preferred stock at $ 0.70 p
share, acquired 1-26-12
5,000,00t 5,200,001

Publicly-owned company ¥ Control investment ffillated investment  Unrestricted securities afirled in Note (a)

The accompanying Notes are an integral part oetl@ensolidated Financial Statements.
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CAPITAL SOUTHWEST CORPORATION AND SUBSIDIARIES
CONSOLIDATED SCHEDULE OF INVESTMENTS

March 31, 2013

Company Equity (a) Investment (b) Cost Value (c)
¥ MEDIA RECOVERY, INC. 97.%% 800,000 shares of Series A Converti 800,00( 2,000,001
Dallas, Texas Preferred Stock, convertible into
Computer datacenter and office automar 800,000 shares of common stock at
supplies and accessories; impact, tilt $1.00 per share (acquired 11-4-97)
monitoring and temperature sensing
devices to detect mishandling shipmer
dunnage for protecting shipmer
4,000,002 shares of common stock 4,615,00! 9,900,001
(acquired 11-4-97)
5,415,001 11,900,00
*PALLETONE, INC. 7.7% 12.3% senior subordinated notes, 1,553,15I 1,900,001
Bartow, Florida $2,000,000 principal due 12-18-15
Manufacturer of wooden pallets and (acquired 9-25-06)
pressur-treated lumbet
150,000 shares of common stock 150,00( 2
(acquired 10-18-01)
1,703,15! 1,900,00:
¥ THE RECTORSEAL CORPORATION 100.(% 27,907 shares of common stock 52,60( 238,900,00
Houston, Texas (acquired 1-5-73 and 3-31-73)
Specialty chemicals for plumbing, HVAC
electrical, construction, industrial, oil
field and automotive applications; smo
containment systems for building fires;
also owns 20% of The Whitmore
Manufacturing Compan)
TCI HOLDINGS, INC. — 21 shares of 12% Series C Cumulat - 763,00(
Denver, Colorado Compounding Preferred Stock
Cable television systems and microwave (acquired 1-30-90)
relay systems
TITANLINER, INC. 29.9% 217,038 shares of Series A Converti 3,203,001 3,203,001
Midland, Texas Preferred Stock convertible into
Manufactures, installs and rents spill 217,038 shares of Series A Preferre
containment system for oilfield Stock at $14.76 per share (acquired
applications. 29-12)
7% senior subordinated secured 2,747,001 2,747,001
promissory note, due 6-307 (acquire:
6-29-12)
Warrants to purchase 122,239 share - -
Series A preferred stock at $ 0.01 pe
share, expiring 12-31-22
5,950,001 5,950,001

Publicly-owned company ¥ Control investment ffillated investment  Unrestricted securities afikd in Note (a)

The accompanying Notes are an integral part oetléansolidated Financial Statements.
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CAPITAL SOUTHWEST CORPORATION AND SUBSIDIARIES

CONSOLIDATED SCHEDULE OF INVESTMENTS

March 31, 2013

Company Equity (a) Investment (b) Cost Value (c)
TRAX HOLDINGS, INC. 25.4% 475,430 shares of Series B convertil 4,000,001 7,000,001
Scottsdale, Arizona Preferred Stock convertible into
Provides a comprehensive set of solutions 475,430 shares of common stock ai
improve the transportation validation, $8.41 per share(acquired 12-5-12)
accounting, payment and information
management proces
1,061,279 shares of Series A 5,000,001 12,400,00
Convertible Preferred Stock,
convertible into 1,061,279 shares of
common stock at $4.71 per share
(acquired 12-8-08 and 2-17-09)
9,000,001 19,400,00
*WELLOGIX, INC. 19.1% 4,788,371 shares of Series A-1 5,000,00t 25,00(
Houston, Texas Convertible Participating Preferred
Developer and supporter of software ust Stock, convertible into 4,788,371
by the oil and gas industry. shares of common stock at $1.04 pe
share (acquired-19-05 thru ¢15-08)
¥ THE WHITMORE MANUFACTURING 80.(% 80 shares of common stock (acquire 1,600,001 80,500,00
COMPANY 8-31-79)
Rockwall, Texas
Specialized surface mining, railroad and
industrial lubricants; coatings for
automobiles and primary metals; fluid
contamination control device
MISCELLANEOUS —  Ballast Point Ventures II, L.P. 1,659,79 1,843,001
2.2% limited partnership interest
(acquired -4-08 thru :-15-13)
—  BankCap Partners Fund I, L.P. 5,897,271 5,013,001
5.5% limited partnership interest
(acquired -14-06 thru 1-16-12)
—  CapitalSouth Partners Fund Ill, L.P. 1,331,25! 3,934,001
1.9% limited partnership interest
(acquired -22-08 and 1-16-11)
100.(% ¥CapStar Holdings Corporation 4,703,61! 7,846,001

500 shares common stock (acquire
6-10-10); 1,000,000 shares of
preferred stock (acquired -17-12)

Publicly-owned company ¥ Control investment ffillated investment  Unrestricted securities afikd in Note (a)

The accompanying Notes are an integral part oetlémnsolidated Financial Statements.
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CAPITAL SOUTHWEST CORPORATION AND SUBSIDIARIES
CONSOLIDATED SCHEDULE OF INVESTMENTS
March 31, 2013

Company Equity (a) Investment (b) Cost Value (c)
Miscellaneous (continued) — Diamond State Ventures, L.P. - 120,00(
1.4% limited partnership interest
(acquired 1-12-99 thru &26-05)
—  ¥Discovery Alliance, LLC 1,315,001 956,00(
90.0% limited liability company
interest (acquired 9-12-08 thru 10
15-12)
—  First Capital Group of Texas llI, L.P. 778,89! 190,00(
3.0% limited partnership interest
(acquired 1-26-00 thru &12-05)
10% ¥Humac Company - 188,00(
1,041,000 shares common stock
(acquired -31-75 and 1-31-75)
—  tNorth American Energy Partners, i 236,98t 350,46:
77,194 shares of common stock
(acquired -20-12)
—  STARTech Seed Fund Il 754,32 151,00(
3.2% limited partnership interest
(acquired -28-00 thru :-23-05)
TOTAL INVESTMENTS $ 88,265,64 $574,186,57

T Publicly-owned company ¥ Control investmentAffiliated investment  Unrestricted securitiesdedined in Note (a)

The accompanying Notes are an integral part oetlémnsolidated Financial Statements.
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Notes to Consolidated Schedule of Investments
a) Equity

The percentages in the “Equitgdlumn express equity interests held by Capitati8@est Corporation and Capital Southwest Ver
Corporation (together, the “Company”) in each issueach percentage represents the amount ofsheris common stock the Company o\
or can acquire as a percentage of the issuetal outstanding common stock, plus stock reskfer all warrants, convertible securities
employee stock options.

(b) Investments

Unrestricted securities (indicated by dre freely marketable securities having readilgilable market quotations. All other securi
are restricted securities, which are subject to @neore restrictions on resale and are not freedyketable. At March 31, 2014, restric
securities represented approximately 67.5% of #ieevof the consolidated investment portfolio.

Our investments are carried at fair value in acaocg with the Investment Company Act of 1940 (th®&40 Act”) and FASE
Accounting Standards Codification (ASC) 820, Famlye Measurements and Disclosures. In accordaittetie 1940 Act, unrestrict
minority-owned publicly traded securities, for which the kedrquotations are readily available, are valuethatclosing sale price for t
NYSE listed securities and the lower of the clodoid) price or the last sale price for NASDAQ setiesi on the valuation date; other priva
held securities are valued as determined in goitid i our Board of Directors.

ASC 820 defines fair value in terms of the pricatttvould be received upon the sale of an assetidrtp transfer a liability in ¢
orderly transaction between market participanthe@tmeasurement date (the “exit pricaf)d excludes transaction costs. Under ASC 82!
fair value measurement also assumes that the ttmsdo sell an asset occurs in the principal reafkr the asset or, in the absence
principal market, the most advantageous marketHerasset. The principal market is the market fictv the reporting entity would sell
transfer the asset with the greatest volume arel lavactivity for the asset. In determining thénpipal market for an asset or liability un
ASC 820, it is assumed that the reporting entity &zcess to the market as of the measurement date.

(c) Value

Debt securities are generally valued on the bakihe price the security would command in ordemtovide a yield-tamaturity
equivalent to the present yield of comparable dedituments of similar quality. Issuers whose dsaturities are judged to be of poor qui
and doubtful collectability may instead be valugdalssigning percentage discounts commensuratetivathjuality of such debt securities. C
securities may also be valued based on the reguéitue from the sale of the business at the esturfair market value.

Partnership interests, preferred equity and comewnuity, including unrestricted marketable securities, atied at the closing s:
price for the NYSE listed securities and the lowkthe closing bid price or the last sale priceN#@SDAQ securities on the valuation date.
those without a principal market, our Board of Btoes considers the financial condition and opagatiesults of the issuer; the loteyr
potential of the business of the issuer; the maideand recent sales prices of the issuiggcurities; the values of similar securities ésshy
companies in similar businesses; and the propouifothe issues securities owned by the Company. Investmentseitain entities th
calculate net asset value per share (or its eqntahnd for which fair market value is not readigterminable are valued using the net i
value per share (or its equivalent, such as memniés or ownership interest in partnecsipital to which a proportionate share of net asis
attributed) of the investment.
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Equity warrants are valued on the basis of the IBBicholes model which defines the market value ofaaramt in relation to tt
market price of its common stock, share price vdlgtand time to maturity.

(d) Agreements between certain issuers and the Corr

Agreements between certain issuers and the Compawde that the issuer will bear substantially @dkts in connection with t
Company disposing such common stock, including ghogsts involved in registration under the SeasitAct of 1933, but excludil
underwriting discounts and commissions. Theseemgests cover common stock owned at March 31, 2@@ldcammon stock which may
acquired thereafter through the exercise of wasrant conversion of debentures and preferred stbhky apply to restricted securities of
issuers in the investment portfolio of the Compamrgept securities of the following issuers which aot obligated to bear registration co
Humac Company and The Whitmore Manufacturing Compan

(e) Descriptions and ownership percenta
The descriptions of the companies and ownershipep¢ages shown in the Consolidated Schedule ostmants were obtained fr
published reports and other sources believed teeleble. Acquisition dates indicated are the slatpecific securities were acquired, wl

may differ from the original investment dates. t@er securities were received in exchange for @nugnversion or exercise of other secut
previously acquired.
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Notes to Consolidated Financial Statements

1. ORGANIZATION AND BASIS OF PRESENTATIO"M

Organization

Capital Southwest Corporation (“CSW{¥) a publicly traded investment company whose diyjeds to achieve capital appreciat
through longterm investments in privately held businesses. i@uestment interests are focused on acquisitionsiavestments in a bro
range of industry segments. We were organizedTaxas corporation on April 19, 1961. Until Septemb969, CSWC operated as a licer
under the Small Business Investment Act of 1958.that time, we transferred to our whollyvned subsidiary, Capital Southwest Ven
Corporation ("CSVC"), certain assets and our lieems a small business investment company ("SBICYVC is a closed-end, nativersified
investment company registered under the Investr@emipany Act of 1940, as amended (the “1940 AcP)ior to March 30, 1988, CSW
was registered as a closed-end, dioersified investment company under the 1940 Aoh that date, CSWC elected to become a Bus
Development Company (“BDC'3ubject to the provisions of the 1940 Act, as aredrigy the Small Business Incentive Act of 1980 cdRese
CSWC wholly owns CSVC, the portfolios of both CSVe@d CSVC are referred to collectively as “our,” "wand “us.” Capital Southwe:
Management Company (“CSMC"), a whollyvned subsidiary of CSWC, is the management comfmn@SWC and CSVC. CSMC generz
incurs all normal operating and administrative exgess, including, but not limited to, salaries aekhted benefits, rent, equipment and o
administrative costs required for its day-to-dagraions.

Our portfolio consists of private companies in whiwe have controlling interests, private compariesvhich we have minorit
interests and marketable securities of publiclyléchcompanies. We make available significant maralgassistance to the companie:
which we invest and believe that providing manajexssistance to such investee companies is ¢ititicheir business development activitii
CSMC receives a monthly fixed fee for managementices provided to certain of its control portfobompanies.

Basis of Presentation

The consolidated financial statements have beepaped in accordance with accounting principles galyeaccepted in the Unite
States of America (GAAP). Under rules and regataiapplicable to investment companies, we ardymted from consolidating any ent
other than another investment company. An excepiothis general principle occurs if the investineompany has an investment in
operating company that provides services to thestment company. Accordingly, consolidated finahstatements include CSMC, ¢
management company.

On July 15, 2013, a four-fayne split of our common stock was approved by dareholders. The stock split was payable on At
15, 2013 to shareholders of record at the closkeusfness on July 31, 2013. Our common stock begating at the spligdjusted price o
August 16, 2013. All share numbers and per shamata presented herein reflect the stock split.

Portfolio Investment Classification

We classify our investments in accordance with rdguirements of the 1940 Act. Under the 1940 ACpntrol Investments’are
defined as investments in which we own more tha 25 the voting securities or have rights to mamtgreater than 50% of the bo:
representation; “Affiliated Investments” are defines investments in which we own between 5% and @b#te voting securities; and “Non-
Control/Non-Affiliated Investments” are definediasestments that are neither “Control Investments” “Affiliated Investments.”
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The following is a summary of significant accougtipolicies followed in the preparation of the cdidated financial statements of
CSWC.

Fair Value Measuremente adopted FASB ASC Topic 820 on April 1, 2008. GA¥opic 820 (1) creates a single definition of
value, (2) establishes a framework for measurimgviaue, and (3) expands disclosure requiremebtaiaitems measured at fair value. -
Statement applies to both items recognized andteghat fair value in the financial statements darhs disclosed at fair value in the note
the financial statements. The Statement doesh@ige existing accounting rules governing whataramhat must be recognized and repo
at fair value in our financial statements, or diseld at fair value in our notes to financial staets. Additionally, ASC Topic 820 does |
eliminate practicability exceptions that exist otaunting pronouncements amended by this Statewlesm measuring fair value.

Fair value is generally determined based on quotatdket prices in the active markets for identicsdets or liabilities. If quote
market prices are not available, we use valuatgohriiques that place greater reliance on obsenapldgs and less reliance on unobserv
inputs. Due to the inherent uncertainty in theuaéibn process, our estimate of fair value mayediffiaterially from the values that would hi
been used had a ready market for the securitiestegli In addition, changes in the market envirammgortfolio company performance &
other events may occur over the lives of the inwesits that may cause the gains or losses ultimageljzed on these investments to
materially different than the valuations currerdgbsigned. We determine the fair value of eaclviddal investment and record changes in
value as unrealized appreciation or depreciation.

Pursuant to our internal valuation process, eadtfgio company is valued once a quarter. In &dditto our internal valuatic
process, our Board of Directors retains a natignatognized firm to provide limited scope thirdtyavaluation services on certain portfc
investments. Our Board of Directors retained D&ffPhelps to provide limited scope third party vdlaa services on three investme
comprising 57.3% of our net asset value at Margt2814.

We believe our investments at March 31, 2014 andcM&1, 2013 approximate fair value as of thoseslabsed on the market
which we operate and other conditions in existeaidbose reporting periods.

Investmentsinvestments are stated at fair value determinedudnyBoard of Directors as described in Notes to @mmsolidate:
Schedule of Investments and Note 3 below. Theageecost method is used in determining cost ofsiments sold. Investments are recol
on a trade date basis.

Cash and Cash Equivalerash and cash equivalents consist of highly ligoveéstments with an original maturity of three maor
less at the date of purchase. Cash and cash &miware carried at cost, which approximatesviaue.

Segment InformatioMVe operate and manage our business in a singujaresg. As an investment company, we invest infplot
companies in various industries and geographicsasgresented in the Consolidated Schedule oftments.

Use of Estimates The preparation of financial statements in camity with GAAP requires management to make estisiatec
assumptions that affect amounts reported in thanfiral statements and accompanying notes. Aatsalts could differ from those estimates.
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Interest and Dividend Incomelnterest and dividend income is recorded on amuat basis to the extent amounts are expectee
collected. Dividend income is recorded at thedasxdend date for marketable securities and rdstlicsecurities. In accordance with
valuation policy, accrued interest and dividendime is evaluated periodically for collectabilitwWhen we do not expect the debtor to be
to service all of its debt or other obligations, wél generally establish a reserve against inteinresome, thereby placing the loan or ¢
security’s status on nomecrual basis, and cease to recognize interesmie@n that loan or debt security until the borrolwas demonstrats
the ability and intent to pay contractual amounis.dIf a loan or debt securig/status significantly improves regarding abiliyservice dek
or other obligations, it will be restored to acdrbasis.

Federal Income TaxesCSWC and CSVC have elected and intend to comjitly the requirements of the Internal Revenue (
(“IRC") necessary to qualify as regulated investtrmmpanies (“RICs”).By meeting these requirements, they will not bgestlto corporat
federal income taxes on ordinary income distributedhareholders. In order to comply as a RICh&anpany is required to timely distrib
to its shareholders at least 90% of investment @ypaxable income, as defined by the IRC, each yeaestment company taxable inco
generally differs from net income for financial ogpng purposes due to temporary and permanerdrdiftes in the recognition of income .
expenses. Investment company taxable income dbner@ludes net unrealized appreciation or deptén, as investment gains and los
are not included in investment company taxablermeaintil they are realized.

In addition to the requirement that we must anyudiltribute at least 90% of our investment comptaxable income, we may eitt
distribute or retain our realized net capital gdiosn investments, but any net capital gains nsiriiuted may be subject to corporate level
During the twelve months ended March 31, 2014, wendt distribute any capital gain dividends to atiareholders. When we retain
capital gains, they are classified as a “deemetlillision” to our shareholders and are subject to our corpdeat rate of 35%. During tl
twelve months ended March 31, 2013, we distributapital gains dividends in the amount of $5.09 glere to our shareholders. As
investment company that qualifies as a RIC underlRC, federal income taxes payable on securitpggtiat we elect to retain are accr
only on the last day of our tax year, December 3hy capital gains actually distributed to sharelest are generally taxable to
shareholders as long-term capital gains. See Nfwefdrther discussion.

CSMC, a wholly owned subsidiary of CSWC, is notl& Rnd is required to pay taxes at the currentaate rate of 35%.

We account for interest and penalties as part efaijng expenses. There were no interest or pesaticurred during the years ent
March 31, 2014, 2013 and 2012.

Deferred Taxes CSMC sponsors a qualified defined benefit penpian which covers its employees and employeegihin wholly
owned portfolio companies. In addition, CSMC relsophantom stock options and bonus accruals oradegly basis. Deferred taxes rela
to the qualified defined pension plan, phantomlstmations and bonus accruals are recorded as egturr

StockBased Compensatiowe account for our stodkased compensation using the fair value methodhrescribed by ASC 71
Compensation — Stock CompensatioAccordingly, we recognize stock-based compeosatbst over the straight-line method for all shar
based payments awards granted to employees. Theafae of stock options are determined on thes ddtgrant using the BlacRehole
pricing model and are expensed over the vestiniggef the related stock options. For restrictamtktawards, we measured the grant dat
value based upon the market price of our commatksta the date of the grant and will amortize fhis value to sharethased compensati
expense over the vesting term. For phantom stptkrms, the option value of phantom stock awardsalsulated based on the net asset \
of our Corporation. We value the plan each quaatet either increase or decrease the liability basethe phantom option value. See Nc
for further discussion.
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Defined Pension Benefits and Other PostretiremkmsP We record annual amounts relating to the deflekfit pension plan bas
on calculations, which include various actuariawsptions such as discount rates and assumedofatetsirn depending on the pension pl
Material changes in pension costs could occur dugh&inges in the discount rate, changes in theceghdongterm rate of return, changes
mortality table, changes in level of contributidnghe plans and other factors. The funded siattie difference between the fair value of |
assets and the benefit obligation. We recognizngés in the funded status of the defined benddit 0 the Statement of Assets
Liabilities in the year in which the changes ocand measure defined benefit plan assets and abligaas of the date of the employefiscal
yearend. We presently use March 31 as the measuresamfor our defined benefit plan.

Concentration of RiskWe place our idle cash in financial institutioasd at times, such balances may be in excese d¢derally
insured limits.

3. INVESTMENTS

We record our investments at fair value as detezthiim good faith by our Board of Directors in aatamce with GAAP. Whe
available, we base the fair value of our investmemt directly observable market prices or on madieta derived for comparable assets.
all other investments, inputs used to measure Ve reflect managementbest estimate of assumptions that would be ugenhdrke!
participants in pricing the investments in a hygoittal transaction.

The levels of fair value inputs used to measureiwgstments are characterized in accordance liair value hierarchy establist
by ASC. We use judgment and consider factors fipet the investment in determining the significanof an input to a fair vall
measurement. While management believes our valuatiethodologies are appropriate and consistert midrket participants, the use
different methodologies or assumptions to deterntigefair value of certain financial instrumentalcbresult in a different estimate of f
value at the reporting date. The three levelfeffair value hierarchy and investments that fath ieach of the levels are described below:

« Level 1: Investments whose values are based on unadjgst#dd prices in active markets for identical assetliabilities the
we have the ability to access. We use Level 1tsfor publicly traded unrestricted securities.clsinvestments are valued at
closing price for NYSE listed securities and at linger of the closing bid price or the closing spteee for NASDAQ securitie
on the valuation dat:

« Level 2:Investments whose values are based on observahlesiother than quoted prices included in Levéidt are observat
for the asset or liability, either directly or imelctly. These inputs may include quoted pricestlieridentical instrument in non-
active markets, quoted prices for similar instrutaen active markets and similar data. We didvatie any of our investmel
using Level 2 inputs as of March 31, 2014 and 2!
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« Level 3:Investments whose values are based on prices vati@ techniques that require inputs that are bottbservable ai
significant to the overall fair value measurememhese inputs reflect managementwn assumptions about the assumptic
market participant would use in pricing the invesitn We used Level 3 inputs for measuring the Value of approximate
67.5% of our investments as of March 31, 2014. ‘Sases to Consolidated Schedule of Investmenty”dn page 47 for ti
investment policy used to determine the fair valfithese investment
As required by ASC 820, when the inputs used tosmeafair value fall within different levels of théerarchy, the level within tt
fair value measurement is categorized based olotest level input that is significant to the faalue measurement which may include inj
that are observable (Levels 1 and 2) and unobskeryabvel 3). Therefore, gains and losses for snghstments categorized within the Le
3 table below may include changes in fair value #na attributable to both observable inputs (Ledelnd 2) and unobservable (Level 3).
conduct reviews of fair value hierarchy classificas on a quarterly basis. Changes in the obs#ityabf valuation inputs may result in
reclassification of certain investments.

Unobservable inputs are those inputs for whictelidr no market data exists and, therefore, reqaireentity to develop its ov
assumptions. The fair value determination of eamtfg@io company requires one or more of the foliogvunobservable inputs:

« Financial information obtained from each portfoiompany, including audited and unaudited statemehtsperations and balar
sheets for the most recent period available as aospto budgeted numbe

« Current and projected financial condition of thetfaio company;

« Current and projected ability of the portfolio coamy to service its debt obligations;

« Projected operating results of the portfolio compan

« Current information regarding any offers to purehts investment or recent private sales transagtio

« Current ability of the portfolio company to raisgyaadditional financing as needed;

« Change in the economic environment which may haveaterial impact on the operating results of thefplio company;
« Qualitative assessment of key management;

« Contractual rights, obligations or restrictionsazsated with the investment; and

o Other factors deemed relevant.
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Preferred Stock and Common Stock

The significant unobservable inputs used in the value measurement of our equity securities aréTBB multiples, revenu
multiples, net book values, tangible book value tiplds, and the weighted average costs of capR&IACC”). Generally, increases
decreases in EBITDA or revenue multiple inputs ttegua higher or lower fair value measurementpessively. Generally, increases
decreases in WACC result in a lower or higher failue measurement, respectively. However, due émt#ture of certain investments, -
value measurements may be based on other criseigh, as third partgppraisals. For recent investments, we generdifyore our cost basis -
determine the fair value unless fair value is dettimehave departed from this level.

Debt Securities

The significant unobservable inputs used in thevfailue measurement of our debt securities areadlisted discount factors usec
the yield valuation technique and probability ofnpipal recovery. A significant increase or decee@s any of these valuation inputs
isolation would result in a significantly lower bigher fair value measurement. However, due tontitere of certain investments, fair va
measurements may be based on other criteria, sutttird party inputs.

Limited Partnership or Limited Liability Companytémests

For recent investments, we generally evaluate dichjpartnership or limited liability company inteieest cost, which is deemed
represent market value, unless or until there istsuntive evidence that cost does not correspoffigit@alue. Thereafter, these securities
generally valued at our percentage interest ofuhd or companys calculated net asset value, unless there isasuh& evidence that the r
asset value does not correspond to fair valueiniéistments of each fund are valued by each fumsg@dordance with ASC 820.

The table below presents the valuation techniquecarantitative information about the significanbbseervable inputs utilized by t
Company to value our Level 3 investments as of M&%t, 2014 and March 31, 2013. Unobservable inptgshose inputs for which little
no market data exists and therefore require anyeatidevelop its own assumptions. The table isint@nded to be all inclusive, but inste
captures the significant unobservable inputs relet@our determination of fair value

Fair Value at

3/31/2014 (ir Weighted
Type Valuation Technique millions)  Unobservable Input Range Average
Preferred & Common Equil Market Approact $ 404.1 EBITDA Multiple 3.50x— 7.7& 7.00x
Market Approact $ 22.C Revenue Multiple 1.53x— 2.5(x 2.4€x
Market Approact $ 8.C Recent Transaction Prii NA NA
Market Approact $ 7.€ Cash and Asset Vall NA NA
Market Approact $ 3.8 Multiple of Tangible Book Valut 1.54x 1.54x
Market Approach $ 0.2 Market Value of Held Securities NA NA
$ 445.7
Debt Discounted Cash Flo  $ 1.5 Discount Rate 11.6% 11.6%
Recent Transaction Pric $ 1.2 Recent Transaction Price NA NA
Partnership Interests $ 2.7
Net Asset Value $ 9.5 Fund Value NA NA
Total $ 457.¢

54




Table of Content

Fair Value at
3/31/2013 (ir Weighted
Type Valuation Technique Unobservable Input Range Average
Preferred & Common Equil Market Approact $ 342.2 EBITDA Multiple 3.25x—7.0C x 6.45x
Market Approact $ 11.1 Revenue Multiple 0.25x- 1.8z x 0.97x
Market Approact $ 7.S Cash and Asset Vall NA NA
Discounted Cash Flo  $ 0.7 Discount Rate 1.7%% 1.7%
Market Approact $ 3.C Multiple of Tangible Book Valut 1.2z x 1.22x
Market Approact $ 22.€ Recent Transaction Pri NA NA
Market Approact $ 0.2 Market Value of Held Securitie NA NA
$ 387.7
10.02%
Debt Discounted Cash Flo  $ 3.1 Discount Rate 12.0(% 10.71%
Recent Transaction Pric $ 3.E Recent Transaction Price NA NA
$ 6.€
Partnership Interests Net Asset Value $ 12.z Fund Value NA NA
Total $ 406.t 6.4Ex

As of March 31, 2014 and 2013, 67.5% and 70.8%eetsely, of our portfolio investments were catéged as Level 3.

The following fair value hierarchy tables set foatlr investment portfolio by level as of March 20,14 and March 31, 2013 (in

millions):

Asset Category
Debt

Partnership Interes
Preferred Equit
Common Equity

Total Investments

Asset Category
Debt

Partnership Interes
Preferred Equit
Common Equity

Total Investments

Fair Value Measurements

at 3/31/14 Usin(

Quoted Price

in Active Significant
Markets for Other Significant
Identical Observable  Unobservabli
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
$ 27 % - $ - $ 2.7
9.t - - 9.t
47.C = = 47.C
618.7 220.( - 398.1
$ 677.¢ $ 220.C $ - $ 457.¢
Fair Value Measurements
at 3/31/13 Using
Quoted Price
in Active Significant
Markets for Other Significant
Identical Observable  Unobservabli
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)

$ 6.6 $ - $ - $ 6.€
12.2 - - 12.2
44.¢ = = 44.¢
510.¢ 167.7 - 343.1
$ 574.; $ 1677 $ - $ 406.t
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Changes in Fair Value Levels

We monitor the availability of observable marketedt assess the appropriate classification ohfire instruments within the f
value hierarchy. Changes in economic conditionsiodel based valuation techniques may require #ester of financial instruments from ¢
fair value to another.

During the fiscal year ended 2014, we receiveds#&rilution of 108,105 shares of Capitala Financep@ation (CPTA), a public
traded NASDAQ stock, which represented 71% of auterest in Capital South Partners Fund IlIl, L.P.a&sesult of this distribution, v
transferred $1.4 million in securities from Leveid3Level 1 under the fair value hierarchy of ASZD8

The following table provides a summary of changeshi fair value of investments measured using L8veaputs during the yee
ended March 31, 2014 and 2013 (in millions):

Net
Unrealized

Conversion ¢
Security fron

Fair Value Appreciation New Debt to Transfer out  Fair Value at
3/31/13 (Depreciation  Investment< Divestitures Equity of Level 3 3/31/14

Debt $ 6.6 $ (5.9 $ 1.7 $ (19 $ 1€ $ - $ 2.7

Partnership Interes 12.2 (2.6) 1.2 - - (1.9 9.5

Preferred Equit 44.¢ (4.9 8.C (0.8 = = 47.C

Common Equity 343.1 55.€ - - - - 398.7

Total Investments $ 406.5 $ 42¢  $ 11.C $ 2.7 $ 1€ $ 1.9 $ 457.¢

Net
Net Changes Conversiol
Unrealized from of Security ~ Transfer

Fair Value Appreciation New Unrealizec from Debt out of Fair Value

3/31/12  (Depreciation Investment Divestiture: to Realizer to Equity Level 3 at 3/31/13

Debt $ 112 $ 5.4 $ 4C $ - $ - $ (3.2 $ - $ 6.€

Partnership Interes 11.C 1kt 0.t - (0.9 - - 12.2

Preferred Equit 33.¢ 12.5 = (9.9 5 3.2 = 44.¢

Common Equity 261.7 82.1 - - (0.7) - - 343.]

Total Investments $ 3176 $ 90t $ 45 $ 9.6) $ 35 $ - $ - $ 406.f
4, INCOME TAXES

We operate to qualify as a RIC under Subchaptef MeIRC and have a calendar tax year end of Dbee®l. In order to qualify i
a RIC, we must annually distribute at least 90%uwfinvestment company taxable ordinary incomeedas our tax year, to our shareholc
in a timely manner. Investment company ordinagpine includes net short-term capital gains butueded net longerm capital gains. A RI
is not subject to federal income tax on the portdrits ordinary income and lorigrm capital gains that are distributed to its ehafders
including “deemed distributiongliscussed below. As permitted by the Code, a RItCdesignate dividends paid in the subsequentdax &
dividends of current year ordinary income and pegtterm gains if those dividends are both declémethe extended due date of the RIC’
federal income tax return and paid to shareholdgthe last day of the subsequent tax year.

We have distributed or intend to distribute suféfiti dividends to eliminate taxable income for completed tax years. If we fail
satisfy the 90% distribution requirement or otheevail to qualify as a RIC in any tax year, we ¥Wole subject to tax in such year on al
our taxable income, regardless of whether we magelstributions to our shareholders. For theytears ended December 31, 2013 and 2
we declared and paid ordinary dividends in the am®af $3,049,614 and $3,025,032, respectively.
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Additionally, we are subject to a nondeductiblecied excise tax of 4% if we do not distribute a&se98% of our investment compe
ordinary taxable income before the end of our teary For the tax years ended December 31, 2012@h8, we distributed 100% of ¢
investment company ordinary taxable income. Assalt, we have made no tax provisions for incomedan ordinary taxable income for-
tax years ended December 31, 2013 and 2012.

A RIC may elect to retain its long-term capital rgaby designating them as “deemed distributitinits shareholders and payin
federal tax rate of 35% on the lotgrm capital gains for the benefit of its sharekodd Shareholders then report their share of étanec
capital gains on their income tax returns as lifatl been received and report a tax credit for tae pn their behalf by the RIC. Shareholc
then add the amount of the “deemed distributiort’afesuch tax, to the basis of their shares.

During our tax year ended December2813, we sold 9,317,310 shares of common stockeefy4, Inc. to Sequential Brands Grc
Inc. and generated cash proceeds of $20,963,94& aagital gain of $20,861,458. Subsequently, ve&iduted and paid $0.69 per shart
$10,474,932 of Heely’s gain to our shareholderdvianch 28, 2013. For the tax year ended Decembe2@®13, we had net longrm capita
gains of $10,819,079 for tax purposes and $10,281{6r book purposes, which we elected to retaih tagat as deemed distributions to
shareholders.

During the tax year ended Decembei2812, we distributed capital gains dividends indaheount of $4.40 per share or $66,825,7¢
our shareholders; we also had net loeign capital gains of $3,214,547 for tax purposeb$2,319,012 for book purposes, which we eleai
retain and treat as deemed distributions to ouresivdders.

In order to make the election to retain capitahgaive incurred federal taxes on behalf of ouredhalders in the amount of
$3,786,678 for the tax year ended December 31,.26b8 the tax year ended December 31, 2012, weried federal taxes on behalf of our
shareholders in the amount of $1,125,092.

The following table sets forth a summary of our meatized gains on transactions by category:

For the Tax Year Ended Decembet

Net Realized Gains on Transactions In Investmeati®ees of 2013 2012

Control Investment $ 20,861,45 $ =
Affiliated Investments - 66,037,48
Non-Control/Non-Affiliated Investments 105,00( 3,107,30!
Net realized gain on investmel $ 20,966,45 $ 69,144,79
Capital gain distributiol (10,474,93) (66,825,78)
Taxes incurred on deemed capital gain distribution 3,786,67 1,125,09;
Net realized gains on investments(after 1 $ 6,704,84 $ 1,193,92
Net realized gains on investment (for tax purpoaésy tax) $ 7,032,40. $ 3,214,54
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For the years ended March 31, 2014, 2013 and Z03%/C and CSVC qualified to be taxed as RICs. Wenihto continue meet t
applicable qualifications to be taxed as a RIC wkleer, either compang’ability to meet certain portfolio diversificatioaquirements of RIC
in future years may not be controllable by such pany.

CSMC, a wholly owned subsidiary of CSWC, is notl&€ Rnd is required to pay taxes at the currentaate rate. CSMC sponsor
qualified defined benefit pension plan which covitgssemployees and employees of certain wholly awpertfolio companies. In additio
CSMC records phantom stock option and bonus accuala quarterly basis. Deferred taxes relatethdoquialified defined benefit pensi
plan and phantom stock option and bonus accrualsemorded as incurred. As of March 31, 2014, CSME€ a net deferred tax liability
$1,940,009.

5. ACCUMULATED NET REALIZED GAINS (LOSSES) ON INVESTMETS

Distributions made by RICs often differ from aggnegyGAAPbasis undistributed net investment income and aotated net realize
gains (total GAAPbkasis net realized gains). The principal causthas required minimum fund distributions are basedincome and ga
amounts determined in accordance with federal irctar regulations, rather than GAAP. The diffeemcreated can be temporary, mea
that they will reverse in the future, or they cangermanent. In subsequent periods, when allparigon of a temporary difference become
permanent difference, the amount of the permarniffietehce will be reclassified to “additional cadit

We incur federal taxes on behalf of our sharehslder a result of our election to retain Idagn capital gains. During the twel
months ended March 31, 2014, we did not make apijatayain distributions. During the twelve mon#rsded March 31, 2013, we distribu
capital gains dividends in the amount of $5.09gb&re to our shareholders. As of March 31, 2014ackaccumulated lonigrm capital gain
of $14,084,087. As of March 31, 2013 we had accabedllong-term capital gains of $10,436,526.

6. EMPLOYEE STOCK BASED COMPENSATION PLAN

On July 15, 2013, a four-favne split of our common stock was approved by bareholders. The stock split was payable on At
15, 2013 to shareholders of record at the closkeusiness on July 31, 2013. Our common stock begating at the spligdjusted price o
August 16, 2013. All share numbers and per shamata presented herein reflect the stock split.

Stock Options

On July 20, 2009, shareholders approved our 2008kSnhcentive Plan (the “2009 Plantyhich provides for the granting of stc
options to employees and officers and authoribesigssuance of common stock upon exercise of sptibns for up to 560,000 shares.
options are granted at or above market price, gélgexxpire up to 10 years from the date of grard are generally exercisable on or after
first anniversary of the date of grant in five aahimstallments. Options to purchase 155,000 shatr@ price of $19.19 per share (market |
at the time of grant) were granted on October D892 Additionally, options to purchase 80,000 skaxka price of $23.95 per share (ma
price at time of grant) were granted on March Z2.® options to purchase 60,000 shares at a pfi$2205 per share were granted on .
19, 2010 and options to purchase 40,000 shareprteaof $24.23 per share wageanted on July 18, 2011. During the twelve morhdec
March 31, 2014, options to purchase 30,000 shdraspace of $37.02 per share (market price attithe of grant) were granted on July
2013. Also, options to purchase 25,000 share gica pf $33.52 and 30,000 shares at a price ofi3dere granted on January 20, 2014
March 17, 2014, respectively. Additionally, 69,168tions were exercised and 63,000 options wereited during the twelve months enc
March 31, 2014 and thus leaving 123,800 optionstantling and 259,000 options available to graneuttte 2009 Plan as of March 31, 2014.
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We previously granted stock options under our 1888k Option Plan (the “1999 Plan'gs approved by shareholders on July
1999. The 1999 Plan expired on April 19, 2009.ti@ys previously made under our 1999 Stock Optilam Rnd outstanding on July 20, 2(
continue in effect governed by provisions of th®3%®lan. All options granted under the 1999 Plamewgranted at or above market pr
generally expire up to 10 years from the date ahgand are generally exercisable on or afteriteednniversary of the date of grant in five
ten annual installments. During the twelve monthdesl March 31, 2014, 108,000 options were exer@ased100,000 options were forfeit:
thus leaving 38,000 options outstanding under 889Plan.

We recognize compensation cost over the straigktihnethod for all shadgased payments granted on or after that date anall
awards granted to employees prior to April 1, 2066 remain unvested on that date. The fair vafustock options are determined on the 1
of grant using the Black-Scholes pricing model arelexpensed over the vesting period of the rekttsek options. Shareased compensatir
cost for stock options is measured based on theingofair market value of our Compasytommon stock on the date of the gr:
Accordingly, for the years ended March 31, 2014.2@nd 2012, we recognized stock option compensétienefit)/expense of $(732,53
$405,945 and $1,009,922 respectively. Change®ak siption compensation expense for 2014 versu8 B0due to forfeitures of unexercis
stock options that occurred with the departuresnaployees during the year ended March 31, 2014.

As of March 31, 2014, the total remaining unrecagdicompensation cost related to non-vested stoiéns was $879,967, which
will be amortized over the weighted-average serpiggod of approximately 2.9 years.

The following table summarizes the 2009 Plan aedlt99 Plan price per option at grant date usiadglhck-Scholes pricing model:

Black-Scholes Pricing Model Assumptio

Weighted Expected Expected

Average Fair Dividend Risk-Free Expected Life (in
Date of Issuance Value Yield Interest Ratt Volatility years)
2009 Plar
July 18, 2011 $ 8.27 0.82% 1.45% 40.(% 5
July 19, 201( $ 7.1t 0.91% 1.7% 37.5% 5
March 22, 201( $ 8.14 0.84% 2.4% 37.8% 5
October 19, 200 $ 6.3¢ 1.04% 2.3% 37.€% 5
July 15, 201 $ 11.82 0.54% 1.4(% 36.1% 5
January 20, 201 $ 8.37 0.6(% 1.64% 27.(% 5
March 17, 201« $ 7.04 0.57% 1.5&% 21.1% 5
1999 Plar
July 30, 200¢ $ 7.4¢ 0.62% 3.36% 20.2% 5
July 21, 200¢ $ 6.84 0.67% 3.41% 20.2% 5
July 16, 2007 $ 10.4¢ 0.3%% 4.95% 19.9% 5
July 17, 200¢ $ 8.2¢€ 0.61% 5.0% 21.2% 7
May 15, 200¢€ $ 7.82 0.64% 5.08% 21.1% 7
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The following table summarizes activity in the 2@@@an and the 1999 Plan as of March 31, 2014:

Weighted

Average

Number of Exercise

Shares Price
2009 Plar
Balance at March 31, 20: 335,00( 21.4¢
Granted - -
Exercisec (108,09 19.9¢
Canceled/Forfeited (56,000 21.4¢
Balance at March 31, 20: 170,90t 22.3i
Granted 85,00( 35.2¢
Exercisec (69,109 22.2i
Canceled/Forfeited (63,000 22.0¢
Balance at March 31, 2014 123,80( $ 31.4(
1999 Plar
Balance at March 31, 20: 380,00( 28.41
Granted - -
Exercisec (76,420 23.8¢
Canceled/Forfeited (57,580 27.7¢
Balance at March 31, 20: 246,00( 33.0(
Granted - -
Exercisec (108,000 30.37
Canceled/Forfeited (100,000 38.2¢
Balance at March 31, 20: 38,00 $ 26.6¢
Combined Balance at March 31, 2014 161,80 $ 30.2¢
Weighted Average
Aggregate Intrinsic
Remaining Contractual
March 31, 201« Term Value
Outstanding 2.9 years $ 1,307,32
Exercisable 0.5 years $ 347,71

At March 31, 2014, the range of exercise prices ¥49.19 to $37.02 and the weight@derage remaining contractual life
outstanding options was 2.9 years. The total nurobeptions exercisable under both the 2009 Plahtae 1999 Plan at March 31, 2014,
46,800 shares with a weighteglerage exercise price of $26.00. During the yaded March 31, 2014, 177,108 options were exeraisédan
average exercise price of $27.21.

At March 31, 2013, the range of exercise priceswaehtedaverage remaining contractual life of outstandipgams was $19.19 1
$38.25 and 1.2 years, respectively. The total reroboptions exercisable under both the 2009 Bfahthe 1999 Plan at March 31, 2013,
252,908 shares with a weightaderage exercise price of $32.12. During the yaded March 31, 2013, 184,512 options were exercis#t
exercise price at $21.57 per share.
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At March 31, 2012, the range of exercise priceswaejhtedaverage remaining contractual life of outstandiptioms was $19.19
$38.25 and 2.5 years, respectively. The numbeptbns exercisable under the 2009 Plan and thé P#n, at March 31, 2012, was 350,
with a weightedaverage exercise price of $28.06. During the pealed March 31, 2012, 6,000 options were exercistidexercise price i
$16.45 per share.

At March 31, 2014, 2013 and 2012, the number ofoopt exercisable was 46,800, 252,908 and 350,3Xpectively, and tt
weighted average price of those options was $2&82,12 and $28.06, respectively.

Stock Awards

Pursuant to the Capital Southwest Corporation 2B&6tricted Stock Award Plan, our Board of Directoeserved for issuan
188,000 shares of restricted stock to certain kapleyees. A restricted stock award is an awardhafes of our common stock (which hi
full voting and dividend rights but are restrictedh regard to sale or transfer), the restrictionswvhich lapse ratably over a specified perio
time (generally five years). Restricted stock awaatk independent of stock grants and are sulgdotfeiture if employment terminates pr
to these restrictions lapsing. These shares vest afive-year period from the grant date and amersed over the fivgear service peric
starting on the grant date. On January 16, 2012 Bhard of Directors granted 38,600 shares of iotstr stock to key employees of
Company. On January 22, 2013, the Board of Dirsogoanted 8,000 shares of restricted stock toafiof the Company. On July 15, 20
The Board of Directors granted 5,000 shares ofiotstl stock to a key officer of the Company. Onulay 20, 2014, the Board of Direct
granted 4,800 shares of restricted stock to keyl@yaps of the Company. On March 17, 2014, the Boaidirectors granted 5,000 share:
restricted stock to a key employee of the Comp&nying the twelve months ended March 31, 2014, 4% $hares of restricted stock w
forfeited. The following table summarizes the riestd stock available for issuance as of March281l4:

Restricted stock available for issuance as of M8t 2015 153,40(
Restricted stock granted during the twelve Montideel March 31, 201 (14,800
Restricted stock forfeited during the twelve Mongmsled March 31, 2014 15,64(

Restricted stock available for issuance as of dd&il, 2014 154,24(

We expense the cost of the restricted stock awardigh is determined to equal the fair value of tbstricted stock award at the d
of grant on a straightne basis over the vesting period. For these pepothe fair value of the restricted stock awardetermined based up
the closing price of our common stock on the datdhe grant. For the fiscal years ended March 8142 2013, and 2012 we recognized t
share based compensation expense of $101,022,08B08nd $40,377, respectively related to the stiistock issued to our employees
officers.

As of March 31, 2014, the total remaining unrecagdi compensation expense related to vested restricted stock awards \
$692,293, which will be amortized over the weighéegrage service period of approximately 4.1 years.
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The following table represents a summary of thevigtfor our restricted stock awards for the twelmonths ended March 31, 2014:

Weighted

Weighted Average

Average Fair  Remaining
Number of Value Per  Vesting Ternr

Restricted Stock Awards Shares Share (in Years)
Unvested at March 31, 20: 29.28( $ 22.3: 4.1
Grantec 14,80( 35.17 4.7
Vested (3,760 22.2¢ 3.1
Forfeited (15,640 21.9( -
Unvested at March 31, 20: 24.68( $ 30.3( 4.1

Phantom Stock Plan

On January 16, 2012, our Board of Directors apptahe issuance of 104,000 phantom stock optioras axercise price of $36.
(Net Asset Value at December 31, 2011) pursuarthéoCapital Southwest Corporation Phantom Stockic@pPlan to provide deferre
compensation to certain key employees. On Januar2@13, the Board of Directors granted 16,200 eshaf phantom stock options at
exercise price of $41.34 per share (Net Asset ValuBecember 31, 2012) to officers of the Compa®n July 15, 2013, the Board
Directors granted 24,000 shares of phantom stotkrpat an exercise price of $43.80 per share Adset Value at June 30, 2013) to a
officer of the Company. Additionally, the Board Directors granted 38,000 shares of phantom stotkrpat an exercise price of $50.25
share (Net Asset Value at December 31, 2013) teraékey employees of the Company in January 20i4Narch 2014. Under the ple
awards vest on the fifth anniversary of the awaattdUpon exercise of the phantom option, a cagmeat in an amount for each phant
share equal to estimated fair market value minesphantom option exercise price, adjusted for ehgiain dividends declared, will
distributed to plan participants. During the twetwenths ended March 31, 2014, a payment in the atafu$520,730 was paid out to a ves
employee. At March 31, 2014, our estimated liapilir phantom stock options was $673,268. The eg#rhliability for phantom stock awar
was $693,401 as of March 31, 2013.

The following table represents a summary of thevigtfor our phantom stock plan for the fiscal yemded March 31, 2014:

Weighted

Weighted Average

Average Remaining
Number of Grant Price  Vesting Tern

Phantom Stock Awards Shares Per Shart (in Years)
Unvested at March 31, 20: 90,20C $ 37.2¢ 4.C
Grantec 62,00( 47.7¢ 4.7
Vested (28,000 36.7¢ =
Forfeited or expired (29,200 37.87 -
Unvested at March 31, 20: 95,000 $ 43.5¢ 4.1
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7. EMPLOYEE STOCK OWNERSHIP PLAI

CSWC and certain controlled affiliates sponsor alifjed employee stock ownership plan (‘ESORi)which certain employe
participate. Contributions to the plan, which areested in our stock, are made at the discretfoouo Board of Directors. A participast’
interest in contributions to the ESOP fully vedterthree years of active service.

During the 3 years ended March 31, 2014, we madgibations to the ESOP, which were included inrafiag expenses, of $178,¢
in 2014, $190,337 in 2013, and $222,179 in 2012.

8. RETIREMENT PLANS

CSWC sponsors a qualified defined benefit pensiam pvhich covers its employees and employees dficeof its controlle
affiliates. The following information about theapl represents amounts and information related t/CS participation in the plan and
presented as though CSWC sponsored a seml@oyer plan. Benefits are based on years oficerand an average of the highest
consecutive years of compensation during the lastehrs of employment. The funding policy of thanpis to contribute annual amounts
are currently deductible for tax reporting purposi® contribution was made to the plan duringttivee years ended March 31, 2014.

Additionally, CSWC sponsors an unfunded RetirenfRestoration Plan, which is a nonqualified plan thetvides for the payme
upon retirement, of the difference between the marin annual payment permissible under the qualifegilement plan pursuant to Fed:
limitations and the amount which would otherwisgdheen payable under the qualified plan.

The following tables set forth the qualified plamet pension benefit, benefit obligation, fairuelof plan assets, and amoi
recognized in our consolidated statements of ojp@mat March 31, 2014, 2013 and 2012, as wellnasuats recognized in our consolide
statements of assets and liabilities at March 8142and 2013:

Years Ended March 3

2014 2013 2012
Net pension benefil
Service co«-benefits earned during the ye $ 25383 $ 259,67. $ 133,72¢
Interest cost on projected benefit obligat 291,69¢ 286,63¢ 256,55¢
Expected return on asst (906,81¢) (784,19 (781,299
Net amortizatior 68,81: 49,80: 9,37
Net pension benefit from qualified pl; $ (292,46) $ (188,08) $ (381,63
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Years Ended March 3

2014 2013 2012

Change in benefit obligation

Benefit obligation at beginning of ye $ 642161 $ 513655 $ 4,213,34
Service cos 253,83 259,67: 133,72¢
Interest cos 291,69¢ 286,63¢ 256,55¢
Actuarial gain 306,17: 818,78 601,40:
Benefits paid (123,94() (80,039 (68,487
Benefit obligation at end of year $ 7,14938 $ 6,42161 $ 5,136,55

Years Ended March 3

2014 2013 2012
Change in plan asset
Fair value of plan assets at beginning of \ $ 15,183,83 $ 12,48587 $ 11,610,99
Actual return on plan asse 3,052,18 2,777,99 943,36!
Benefits paid (123,94() (80,039 (68,487
Fair value of plan assets at end of year $ 18,112,07 $ 15,183,83 $ 12,485,87

Years Ended March 3.

2014 2013

Funded status and amounts recognized in consolidatestatements of assets and liabilities

Actuarial present value of benefit obligations: Acwlated benefit obligatio $ (6,664,22) $ (5,636,36)
Projected benefit obligation for service render@date (7,149,38)) (6,421,61)
Plan assets at fair value* 18,112,07 15,183,83
Funded status 10,962,69 8,762,22.
Unrecognized net (gain)lo: (1,296,02) 602,59!
Unrecognized prior service co: 113,20: 122,57¢
ASC 715 adjustment 1,182,82' (725,17
Prepaid pension cost included in pension assets $ 10,962,69 $ 8,762,222

*| ncludes approximately 105,773 shares of CSWC @om Stock.

The following tables set forth the retirement restion plans net pension benefit and benefit obligation am®antMarch 31, 201
2013 and 2012, as well as amounts recognized icansolidated statements of assets and liabiktiéarch 31, 2014, 2013:

Years Ended March 3

2014 2013 2012
Net pension cos
Service co«-benefits earned during the ye $ 106,19¢ $ 37,05 $ 18,16
Interest cost on projected benefit obligat 197,36t 106,93 79,05¢
Net amortizatior 164,64! 9,731 (15,429
Net pension cost from restoration p $ 468,21 $ 153,72. $ 81,79
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Years Ended March 3

2014 2013 2012

Change in benefit obligation

Benefit obligation at beginning of ye $ 2,649,960 $ 1,568,39 $ 1,256,89
Service cos 106,19¢ 37,05: 18,16
Interest cos 197,36¢ 106,93¢ 79,05¢
Actuarial gain 149,77 810,30 214,27!
Other adjustments — 127,28 -
Benefit obligation at end of year $ 3,103,300 $ 2,649,961 $ 1,568,39;

Years Ended March &

2014 2013
Amounts recognized in our consolidated statementd assets and liabilities
Projected benefit obligatic $ (3,103,30) $ (2,649,96)
Unrecognized net ga 805,00 836,12:
Unrecognized prior service co: (106,05() (122,299)
ASC 715 adjustment (698,959 (713,820
Accrued pension cost included in pension liabaitie $ (3,103,30) $ (2,649,961

The following assumptions were used in estimativeggactuarial present value of the projected benbfigations:

Years Ended March 2

2014 2013 2012
Discount rate 5.0(% 4.5(% 5.25%
Rate of compensation increa: 5.0(% 5.0(% 5.0(%

The following assumptions were used in estimatirggrtet periodic (income)/expense:

Years Ended March &

2014 2013 2012
Discount rate 4.5(% 5.28% 5.28%
Expected return on plan ass 7.0(% 6.5(% 6.5(%
Rate of compensation increa: 5.0(% 5.0(% 5.0(%

Following are the expected benefit payments fomidnet five years and in the aggregate for the y2agd-2024:

(In thousands) 2015 2016 2017 2018 2019 202(-2024
Quialified Plar $ 31z $ 317 $ 367 $ 372 $ 37¢ $ 2,271
Restoration Pla $ 20C $ 19¢ $ 19¢ $ 204 $ 207 $ 1,15¢

During the plan year ended March 31, 2014, theodist rate was changed from 4.50% to 5.00%. In emidithe mortality table
utilized for pension calculation was changed froR-Z000 Mortality Table to the RP-2014 Employee Mlity Table.The expected rate
return on assets assumption was determined baséukamticipated performance of the various adsetses in the plas’portfolio and th
allocation of assets to each class. The antidipatset class return is developed using histododl predicted asset return performa
considering the investments underlying each adass @and expected investment performance basedrecasts of inflation, interest rates
market indices for fixed income and equity secesiti
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Plan Assets

Our pension plan is administered and managed byriiséees of the plan that has fiduciary respotisildor the plans managemet
All assets are held in the custody of JPMorgan Bktmagement. Currently, approximately 20.4% @f dissets are selected and manag
JPMorgan Asset Management and the remainder odisbets are managed by the trustees, invested nosttyity securities, including ¢
stock. The plan assets are invested using areti@in approach whereby a mix of equity securitikyt securities and other investments
used to preserve asset values, diversify risk ahtbae our targeted investment return benchmanmkedtment performance and asset alloc
are measured and monitored on an ongoing basis.

Plan assets are managed in a balanced portfoliprisead of two major components: an equity portiod a fixed income portion. T
expected role of plan equity investments is to méz& the long-term real growth of the planassets, while the role of fixed incc
investments is to generate current income, profddenore stable periodic returns and provide sonoéegtion against prolonged decline in
market value of the plan’s equity investments.

The current target allocations for plan assets68r80% equity, 15-40% for fixed income, and®% for cash and cash equivalel
Equity investments include U.S. and foreign egsijtas well as publicly traded and npublicly traded mutual funds. Fixed income sedes
include long-duration government obligations, gowveent agency obligations and corporate obligations.

CSWC'’s pension plan asset allocations are as fatlow

Percentage of Plan Assets at

March 31
Asset Category 2014 2013
Equity securities 83.5% 78.8%
Fixed income securitie 11.9% 14.5%
Cash and cash equivalents 4.€% 6.7%
100.(% 100.(%

Below are the details of the pension plan asseChpital Southwest Corporation and its affiliateswhich Capital Southwest ass
were $18,112,073 and $15,183,833 as of March 314 20d 2013, respectively. The following fair vahierarchy table sets forth our pens
plan investment portfolio by level as of March 2014 (in millions):

Fair Value Measurements at Reporting Date

Using
Quoted Price
in Active Significant
Markets for Other Significant

Identical Observable Observable
Asset Category Total Assets Level Inputs Level. Inputs Level .
Equity securities (a $ 50z $ 327 % 178 3 =
Fixed income securities (I 7.2 - 7.2 -
Cash and cash equivalents 2.E 2.8 — -
Total $ 60.2 $ 355 $ 247 $ -
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The following fair value hierarchy table sets fodtlr pension plan investment portfolio by levebad#arch 31, 2013 (in millions):

Fair Value Measurements at Reporting Date

Using
Quoted Price
in Active Significant
Markets for Other Significant

Identical Observable Observable
Asset Category Total Assets Level Inputs Level. Inputs Level .
Equity securities (g $ 40.1 $ 26.7 $ 132 % -
Fixed income securities (I 7.4 - 7.4 -
Cash and cash equivalents 3.4 3.4 - -
Total $ 50.¢ $ 301 $ 20.6 $ -

There were no plan assets valued using signifigsaabservable inputs (level 3) as of March 31, 2612013.

(a) This category includes investment in equity semgibf large, medium and small companies and eduoitystments in foreic
companies. Mutual funds included in this categamy valued using the net asset value per unit alseofaluation date. The
investments include shares of our common stockMatch 31, 2014 and 2013, our common stock reptede2D.3% and 19.9
respectively, of the plan asse

(b) This category includes investments in investmeatgifixed income instruments, primarily U.S. goveemt obligations
9. COMMITMENTS
As of March 31, 2014, we had agreed, subject ttaceconditions, to invest up to $2,018,774 in fpa@tfolio companies.

We lease office space under an operating leasenwbdguires annual base rentals of approximatel) $#®. For the three years en
March 31, 2014, total rental expense was $142,62D14, $141,155 in 2013, and $117,199 in 2012.

10. SOURCES OF INCOMI

Realized Gain (Los
on Investments

Investment Incom before Income Taxi
Year Ended Other
March 31, 2014 Interest Dividends Income
Companies more than 25% owr $ - $ 8,650,000 $ 48526 $ =
Companies 5% to 25% own 250,81: 2,575,03! 48,80( -
Companies less than 5% owr 259,37 179,72 89,18¢ 14,084,08
Other sources, including temporary investments 66,94¢ - 1,38¢ -
$ 577,13 $ 11,404,76 $ 624,64. $ 14,084,08
Distribution from Realized Gain - - - -
$ 577,13 $ 11,404,76 $ 624,64. $ 14,084,08
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Year Ended

March 31, 2013

Companies more than 25% owr

Companies 5% to 25% own:

Companies less than 5% owr

Other sources, including temporary investments

Distribution from Realized Gain

Year Ended

March 31, 2012

Companies more than 25% owr

Companies 5% to 25% own:

Companies less than 5% owr

Other sources, including temporary investments

Investment Incom

Realized Gain (Los
on Investments
before Income Tax

Other
Interest Dividends Income
$ - $ 6,944,21. $ 484,80( $ 20,861,45
250,29¢ 868,56( 66,95( 66,037,48
1,756,45; 279,91 111,96: 2,658,87.
71,13¢ - 971 -
$ 2,077,880 $ 8,092,69 $ 664,68: $ 89,557,81
- - - (77,300,71)*
$ 2,077,880 $ 8,092,69 $ 664,68 $ 12,257,10

Investment Incom

Realized Gain (Los
on Investments
before Income Taxi

Other

Interest Dividends Income
$ - $ 5553,14 $ 49396 $ (10,933,51)
253,65. 1,006,57. 59,70( (45,28
1,674,05. 160,72! 79,25( 22,805,68
52,47 - 69¢ -
$ 1,980,18 $ 6,720,44. $ 633,61t $ 11,826,87

* During the twelve months ended March 31, 2013 distributed $77,300,714 or $5.09 per share oftahgains dividends.

11. SELECTED QUARTERLY FINANCIAL DATA

On July 15, 2013, a four-favne split of our common stock was approved by bareholders. The stock split was payable on At
15, 2013 to shareholders of record at the closkeusfness on July 31, 2013. Our common stock begating at the spliadjusted price o
August 16, 2013. All share numbers and per shamata presented herein reflect the stock split.
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The following presents a summary of the unauditeatigrly consolidated financial information for thears ended March 31, 2014 and 2013
(in thousands except per share amounts):

First Second Third Fourth
2014 Quarter Quarter Quarter Quarter Total
Net investment income (los $ (1,209 $ (1,190 $ 6,26( $ 1,027 $ 4,89¢
Net realized gain on investmer 55 - - 14,02¢ 14,08
Net increase (decrease) in unrealized appreciafi
investment: 10,39: 45,61¢ 53,30¢ (16,289) 93,03:
Net increase (decrease) in net assets from opes: 9,24¢ 44,42 59,56¢ (1,22§) 112,01(
Net increase (decrease) in net operations per .6C 2.8¢ 3.8¢ (.07) 7.2
First Second Third Fourth
2013 Quarter Quarter Quarter Quarter Total
Net investment income (los $ 18 $ (1200 $ 4,14; % (2139 $ 1,901
Net realized gain (loss) on investme 66,88¢ (7 64C 20,91: 88,43
Net increase (decrease) in unrealized appreciafi
investments (78,52) 50,32: 22,29t 22,27: 16,36"
Net increase (decrease) in net assets from opes: (11,61% 50,19 27,07¢ 41,05( 106,70°
Net increase (decrease) in net operations per (.7€) 3.3 1.7¢ 2.6¢ 7.01

12. SELECTED PER SHARE DATA AND RATIO!

The following presents a summary of the selectedpare data for the years ended March 31, 20b@ighr 2014 (in thousands except
per share amounts):
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Per Share Data

Investment incom

Operating expense

Income taxes

Net investment incom

Distributions from undistributed net investmentdnte

Net realized gain, net of tax incurred on deemeitak

gain distributions

Dividends from capital gair

Net increase (decrease) in unrealized appreciafi
investment:

Exercise of employee stock options

Forfeiture/ (Issuance) of restricted stock’

Share based compensation expe

Net change in pension plan funded st:

Treasury stock’

Increase (decrease) in net asset v

Net asset valu

Beginning of year
End of year

Ratios and Supplemental Dat:

Ratio of operating expenses to average net a
Ratio of net investment income to average net 8
Portfolio turnover rat:

Net asset total retul

Shares outstanding at end of period (000s) om

Years Ended March 2

2014 2013 2012 2011 2010
82 $ 71 $ 62 $ 5C $ 41
(.55) (.55) (.44) (.37) (.26)
.05 (.04) (.02) (.01) (.01)
32 12 17 12 14
(.20) (.20) (.20) (.20) (.20)
.66 5.81 7C 2.5¢ .05
- (5.07) - - -
6.04 1.0¢ 5.2¢ .8€ 4.72
(.19 (.24) - (.05) -
- (.10) - - -
(.09) .03 .07 .07 .05
.08 .01 (.03 (.02) .03
6.6¢€ 1.4¢ 5.94 3.3¢ 4.7¢
43.3( 41.8¢ 35.9: 32.5¢ 27.7¢
49.9¢ $ 4330 $ 41.8¢ $ 359: $ 32.5¢
1.16% 1.36% 1.07% 1.1(% 87%
.68% 31% 41% 35% A%
1.7€% 2.2:% 2.15% 2.7¢% 1.16%
16.9% 27.0(% 18.01% 18.4(% 18.5(%
15,41+ 15,23¢ 15,02( 15,01 14,96+

* Net increase is due to purchases of common sibpkices less than beginning period net asseevalu
** Net decrease is due to the exercise of employeg& sfations at prices less than beginning of penietdasset valut
***Reflects impact of the different share amounssaaresult of issuance or forfeiture of restricteatk during the period.
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SCHEDULE 12-14

Schedule of Investments in and Advances to Affiliais
(In thousands)

Amount of
Interest, Fee
or Dividends  Fair Value at Gross Fair Value at
Credited in March 31, Gross Reductions March 31,

Portfolio Company / Type of Investment (1) Income (2) 2013 Additions (3) (4) 2014
Control Investments
The RectorSeal Corporation
27,907 shares common stc $ 7,280 $ 238,90 $ 36,90( - $ 275,80!
The Whitmore Manufacturing Company
80 shares common sto 1,50( 80,50( 8,00( - 88,50(
Media Recovery, Inc.
800,000 shares Series A Convertible Preferred Stock

convertible into 800,000 shares common stock = 2,00( 2,00C 4,00(
4,000,002 shares common st¢ = 9,90( 10,00( 19,90(
Balco, Inc.
445,000 shares common stock; 60,920 shares Class

nor-voting commor - 4,50( - - 4,50(
CapStar Holdings Corporation
500 shares common stoc 6,17¢ = (262) 5,91¢
1,000,000 shares preferred st 35C 1,66¢ = (70 1,59¢
Discovery Alliance, LLC
90.0% limited liability compan - 95¢€ (55€) 40C
Humac Company
1,041,000 shares of common stock 5 18¢€ 22 - 21C
Total Control Investments $ 9,13t $ 344,79C $ 56,92: $ (88¢) $ 400,82:
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Amount of
Interest, Fee
or Dividends Fair Value at Gross Fair Value at
Credited in March 31, Gross Reductions March 31,
Portfolio Company / Type of Investment (1) Income (2) 2013 Additions (3) (4) 2014
Affiliated Investments
Alamo Group, Inc.
2,830,300 shares common st $ 793 108,27¢ 45,54¢ 153,82«
Encore Wire Corporation
1,312,500 shares of common st 131 45,95! 17,64( 63,59:
PalletOne, Inc.
12.3% Senior Subordinated Notes, $2,000,000 dug 25C 1,90(C = (1,900 =
150,000 shares of common stc = = = =
Warrant to purchase 15,294 shares of common stock
$1,00 per share, expiring 20 = = = = =
Boxx Technologies, Inc.
3,125,354 shares Series B Convertible PreferreckSto
convertible into 3,125,354 shares of common stack a
$0.50 per shar - 1,24( - (200 1,04(
Wellogix, Inc. 4,788,371 shares Series A-1 Convertit
Preferred Stock, convertible into 4,788,371 shafes
common stock at $1.0441 per sh 1,651 25 = = 25
Total Affiliated Investments $ 2,82t $ 157,39: $ 63,18t $ (2,100 $ 218,48
Total Control & Affiliated Investments $ 11,96( $ 502,18: $ 120,10t $ (2,98¢) $ 619,30:
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This schedule should be read in conjunction with@onsolidated Financial Statements, includingGbesolidated Schedules of Investments
and Notes to Consolidated Financial Statements.

(1) The principal amount and ownership detail as shimmthe Consolidated Schedules of Investme

(2) Represents the total amount of interest, feesdavidends, credited to income for the portiorthaf year an investment was included in the
Control or Nor-Control/Nor-Affiliate categories, respectivel

(3) Gross additions include increases in the casisbof investments resulting from new portfolisestments, follow-on investments and
accrued PIK interest, and the exchange of one oe mxisting securities for one or more new sea@gitiGross additions also include net
increases in unrealized appreciation or net deessiasunrealized depreciation as well as movemiean @xisting portfolio company into
this category and out of a different categc

(4) Gross reductions included in decreases in tiseltasis of investment resulting from principalipants or sales and exchanges of one or
more existing securities for one or more new séiegri Gross reductions also include net increasasrealized depreciation or net
decreases in unrealized appreciation as well asitheement of an existing portfolio company outhi§tcategory and into a different
category

Iltem 9. Changes in and Disagreements with Accountants on Acunting and Financial Disclosure
None.

Item 9A. Controls and Procedures

€) Evaluation of Disclosure Controls and Procedure

As of the end of the period covered by this anmegbrt on Form 1@k, our Chairman of the Board and President and iCtireancia
Officer conducted an evaluation of our disclosuoatmls and procedures (as defined in Rules 13e}1&d 15dt5(e) of the Securiti
Exchange Act of 1934, as amended (Exchange Actlse® upon this evaluation, our Chairman of the @oBresident and Chief Execut
Officer, and Chief Financial Officer concluded thatr disclosure controls and procedures were é@ffedd allow timely decisions regardi
disclosure of any material information relatingu® that is required to be disclosed by us in tipents we file or submit under the Excha
Act.

(b) Management’s report on internal control over fnancial reporting

The management of Capital Southwest Corporationiarglibsidiaries (the Company) is responsiblee&iablishing and maintaini
adequate internal control over financial reportiag,such term is defined in Exchange Act Rules1E§- Under the supervision and with
participation of management, including the Chiek&xtive Officer and Chief Financial Officer, the i@pany conducted an evaluation of
effectiveness of the Company's internal controlrdeancial reporting based on the criteria estdtdd in the 1992 Internal Contret
Integrated Framework issued by the Committee onSpong Organizations of the Treadway Commissio®%0). Based on the Compat
evaluation under the framework in Internal Contrelintegrated Framework, management concluded thaCtmepany's internal control o
financial reporting was effective as of March 3@12. Grant Thornton LLP, the Company's independegistered public accounting firm, |
issued an attestation report on the effectivenéfiseoCompany's internal control over financialogmg as of March 31, 2014, as stated i
report which is included herein.

(c) Attestation report of the registered public acounting firm

Our independent registered public accounting fi@nant Thornton LLP, has issued an attestation temorthe effectiveness of ¢
internal control over financial reporting as of Mar31, 2014, which is set forth above under thedinga“Report of Independent Registe
Public Accounting Firm” in Item 8 of this Annual Rert.
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(d) Changes in internal control over financial reporting

There have been no changes in our internal contret financial reporting (as defined in Rule 113f) of the Exchange Act) tt
occurred during our most recently completed fisgadrter, that have materially affected, or arearably likely to materially affect our inter
control over financial reporting.

Item 9B. Other Information
None.
PART llI
Item 10. Directors, Executive Officers and Corporate Governace

The information required by this Item 10 will bentained in the definitive proxy statement relatiogour 2014 annual meeting
shareholders under the headings of "Election obd&ars,” “Corporate Governance,” “Executive Offgeland "Section 16(a) Benefici
Ownership Reporting Compliance" to be filed witle tBecurities and Exchange Commission on or befame 18, 2014, and is incorpora
herein by reference.

We have adopted a code of ethics pursuant to R{j}¢ Linder the 1940 Act that applies to all our divesit officers and employee
We have made the Code of Conduct and of Ethics lablai on our website at http://www.capitalsouthwesn/investor-
relations/governace.htm. Shareholders may recudste copy of the Code of Conduct and Code ofc&tifiiom: Kelly Tacke, Corpore
Secretary and Chief Compliance Officer, at our@pal executive office.

Item 11. Executive Compensatior

The information required by this Item 11 will bentained in the definitive proxy statement relatbogour 2013 annual meeting
shareholders under the headings of "CompensatioBxetutive Officers," “Compensation of Directors,Compensation Discussion ¢
Analysis” and "Compensation Committee Report" to be filechwlite Securities and Exchange Commission on oréelione 18, 2014, anc
incorporated herein by reference.
Item 12. Security Ownership of Certain Beneficial Owners andManagement and Related Stockholder Matter:

The information in the sections of our 2014 Proxtat&ment captioned "Stock Ownership of Certain Heia@ Owners" i
incorporated in this Item 12 by reference.

The table below sets forth certain information &8arch 31, 2014 regarding the shares of our comistook available for grant
granted under stock option plans that (1) were @amat by our shareholders, and (2) were not apprbyealir shareholders.
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Number of Number of
Securities to Weighted- Securities
be Issued Average Remaining
Upon Exercise Pric  Available for
Exercise of of Future
Outstanding  Outstanding Issuance
Options, Options, Under Equity
Warrants ant  Warrants ant  Compensatia
Plan Category Rights Rights Plans
Equity compensation plans approved by securityédrsidl) 161,80( $ 30.2¢ 259,00t
Equity compensation plans not approved by sechotglers (2) = = =
Total 161,80( $ 30.2¢ 259,00

1) Includes the 1999 Stock Option Plan and the 28108k Incentive Plan and excludes restricted shameler 2010 Restricted Stock
Award Plan. For a description of both plans, péegefer to Footnote 5 contained in our consoldifiteancial statement

2) We have no equity compensation plans that weraptoved by security holdel

Other information required by this Item 12 will l®ntained in the definitive proxy statement relgtio our 2014 annual meeting
shareholders under the heading of "Security Owiigersh Certain Beneficial Owners and Managementbéofiled with the Securities a
Exchange Commission on or before June 18, 2014isaindorporated herein by reference.
Item 13. Certain Relationships and Related Transactions, an®irector Independence

The information required by this Item 13 will bentained in the definitive proxy statement relatiogour 2014 annual meeting
shareholders under the headings of "Certain Relstiips and Related Transactiomasid "Corporate Governance" to be filed with theusides
and Exchange Commission on or before June 18, 201this incorporated herein by reference.
Item 14. Principal Accountant Fees and Services

The information required by this Item 14 will bentained in the definitive proxy statement relatbogour 2014 annual meeting

shareholders under the heading of "Ratification Apdointment of Independent Registered Public Aatimg Firm for the Year ended Mal
31, 2015" to be filed with the Securities and Exxd@Commission on or before June 18, 2014, amtwporated herein by reference.
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PART IV

Iltem 15. Exhibits and Financial Statement Schedule

The following documents are filed or incorporatgdréference as part of this Annual Report:

1. Consolidated Financial Stateme
Page
Reports of Independent Registered Public Accourfing 32
Consolidated Statements of Assets and Liabilitiesfaviarch 31, 2014 and 20. 34
Consolidated Statements of Operations for Yearg&mdarch 31, 2014, 2013 and 2(C 35
Consolidated Statements of Changes in Net Assetgdars Ended March 31, 2014, 2013 and
2012 36
Consolidated Statements of Cash Flows for Yearsé&ndarch 31, 2014, 2013 and 2( 37
Consolidated Schedules of Investments as of Matcl2@14 and 201 38
Notes to Consolidated Financial Statemt 49
2. Schedule of Investments In and Advances To AféiiReports of Independent Registered Public Accourfing
3. Exhibits

The following exhibits are filed as part of thigpoet or hereby incorporated by reference to exdipreviously filed with the SEC. Asterisk
denotes exhibits filed with this report. Doubl¢eaisk denotes exhibits furnished with this report.

Exhibit No.

Description

3.1(a)

3.1(b)

3.2
4.1

10.1

10.2

10.3

Articles of Incorporation and Articles of AmendmeatArticles of Incorporation, dated June 25, 19@8d as Exhibit
1(a) and 1(b) to Amendment No. 3 to Forr-2 for the fiscal year ended March 31, 19°

Articles of Amendment to Articles of Incorporatiatated July 20, 1987 (filed as an exhibit to Fors AR for the six
month period ended September 30, 19

By-Laws of the Company, as amended (filed as ExhiBit@ Form 1-K for the fiscal year ended March 31, 20(
Specimen of Common Stock certificate (filed as Bithd.1 to Form 1-K for the fiscal year ended March 31, 20(

The RectorSeal Corporation and Jet-Lube, Inc. EygaldStock Ownership Plan as revised and restatectigé April
1, 2007 (filed as Exhibit 10.1 to form -K for the fiscal year ended March 31, 20(

Retirement Plan for Employees of Capital Southvzsiporation and Its Affiliates as amended and tedtaffective
April 1, 2006 (filed as Exhibit 10.2 to form -K for the fiscal year ended March 31, 20C

Capital Southwest Corporation and Its AffiliatessReation of Retirement Income Plan as amendedestdted
effective January 1, 2008 (filed as Exhibit 10.3aon 1(-K for the fiscal year ended March 31, 20C
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Exhibit No.

Description

10.6

10.7

10.8

10.15

10.16

10.17

13.1*

21.1+*

23.1*

31.1*

31.2*

32.1*

32.2 **

Form of Indemnification Agreement which has beernldshed with all directors and executive officefghe
Company (filed as Exhibit 10.9 to Forr-K dated February 10, 199¢

Capital Southwest Corporation 1999 Stock OptiomPlided as Exhibit 10.10 to Form 10-K for the fdgear ended
March 31, 2000)

Severance Pay Agreement with William M. Ashbaugkdfas Exhibit 10.1 to Form-K dated July 18, 2005

Retirement Plan for Employees of Capital Southvzsporation and its Affiliates as amended and tedteffective
April 1, 2011

Amendment One to Retirement Plan for employeesapit@l Southwest Corporation and its affiliatesaasended and
restated effective April 1, 2011 (filed as Exhibi.16 to Form 1-K for the fiscal year ended March 31, 201

Joseph B. Armes Revised Offer Letter (filed as Bil9.2 to Form -K dated May 17, 2013
Selected Consolidated Financial D¢

List of subsidiaries of the Compar

Consent of Independent Registered Public Accouriing — Grant Thornton LLP

Certification of Chairman of the Board and Prestdequired by Rule 13a-14(a) or Rule 15d-14(ahef$ecurities
Exchange Act of 1934, as amended “Exchange Ac’), filed herewith.

Certification of Chief Financial Officer require IRule 13a-14(a) or Rule 15d-14(a) of the Exchahge filed
herewith.

Certification of Chairman of the Board and Prestdequired by Rule 13a-14(b) or Rule 15d-14(b)h&f Exchange
Act and Section 1350 of Chapter 63 of Title 18ha&f United States Code, furnished herew

Certification of Chief Financial Officer required IRule 13a-14(b) or Rule 15d-14(b) of the ExchaAgeand Section
1350 of Chapter 63 of Title 18 of the United Sta@esle, furnished herewit
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Regithas duly caused this repot
be signed on its behalf by the undersigned, theoeduly authorized.

Date: June 3, 2014

CAPITAL SOUTHWEST CORPORATION

By: /s/ Joseph B. Arme

Joseph B. Armes
Chairman of the Board

President and Chief Executive Offic

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS that each of Capiduthwest Corporation and its Subsidiaries ungeesl directol
hereby constitutes and appoints Joseph B. Arnmiegyritis true and lawful attorney-fiact and agent, for it or him and in its or his raplac
and stead, in any and all capacities, with full poto act alone, to sign any and all amendmentisisdReport, and to file each such amendi
to the Report, with all exhibits thereto, and ang all other documents in connection therewithhwlite Securities and Exchange Commis:
hereby granting unto said attorneyfact and agent full power and authority to do amdfgrm any and all acts and things requisite
necessary to be done in and about the premisaslasd all intents and purposes as it or he mightould do in person, hereby ratifying

confirming all that said attorney-in-fact and ageray lawfully do or cause to be done by virtue bére

Pursuant to the requirement of the Securities amth&nge Act of 1934, this report has been signéalbby the following persons «
behalf of the Registrant and in the capacities@nthe dates indicated:

Signature
/sl Joseph B. Arme

Joseph B. Arme

/s/ David R. Brook:

David R. Brooks

/sl Gary L. Martir

Gary L. Martin

/sl Samuel B. Ligol

Samuel B. Ligor

/s/ T. Duane Morga

T. Duane Morgal

/s/ William Thomas IlI

William Thomas Il

/s/ John H. Wilsoi

John H. Wilsor

/sl Kelly Tacke

Kelly Tacke

Title

Chairman of the Board and Presid

(Chief Executive Officer

Director

Director

Director

Director

Director

Director

Chief Financial Office
(Chief Financial/Accounting Office!
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Date

June 3, 201

June 3, 201.

June 3, 201.

June 3, 201

June 3, 201.

June 3, 201

June 3, 201

June 3, 201.
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EXHIBIT INDEX
Exhibit
Number Description
211 List of Subsidiarie!
23.1 Consent of Grant Thornton LLP, independent registgrublic accounting firr
31.1 Rule 13i15(e) and 15-15(e) an 13-15(f) and 15-15(f) Certification of Chief Executive Office
31.2 Rule 1315(e) and 15-15(e) an 13-15(f) and 15-15(f) Certification of Chief Financial Office
32.1 Section 13(a) or 15(d) Certification of Chief Exéea Officer
32.2 Section 13(a) or 15(d) Certification of Chief Fiéad Officer
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Exhibit 21.1

CAPITAL SOUTHWEST CORPORATION
List of Subsidiaries

Name of Subsidiar State of Incorporatio
Balco, Inc. Delaware
CapStar Holdings Corporatic Nevada
Discovery Alliance, LLC Texas
Humac Compan Texas

Media Recovery, Inc Nevada

The RectorSeal Corporatic Delaware

The Whitmore Manufacturing Compa Delaware




Exhibit 23.1
Consent of Independent Registered Public Accountingirm

We have issued our reports dated June 3, 2014 resphect to the consolidated financial statemesstsedule and internal control over finan
reporting included in the Annual Report of CapBaluthwest Corporation on Form KOfor the year ended March 31, 2014. We hereby ea
to the incorporation by reference of said repartthe Registration Statements of Capital Southwesporation and subsidiaries on Forn8 S-
(File No. 333-177433, effective October 21, 201ile No. 333-177432, effective October 21, 2011eMlo. 333118681, effective August &
2004).

/s/ Grant Thornton LLP

Dallas, Texas
June 3, 2014




Exhibit 31.1

CERTIFICATIONS

I, Joseph B. Armes certify that:

1.

2.

| have reviewed this annual report on Forr-K of Capital Southwest Corporation (t“registran”);

Based on my knowledge, this report does not corgainuntrue statement of a material fact or omisteie a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, ntgadisg with respect to the per
covered by this repor

Based on my knowledge, the financial statementd, @her financial information included in this repdfairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registran$ other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatetnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15+15(f)) for the registrant and hay

a) Designed such disclosure controls and procedunegsaosed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly duritg tperiod in which this report is being prepal

b) Designed such internal control over financial réipgr, or caused such internal control over finahi@aorting to be designed under
supervision, to provide reasonable assurance rieggtide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneeabepted accounting principle

c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémthds report our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

d) Disclosed in this report any change in the tegig’s internal control over financial reportiritat occurred during the registrathos
recent fiscal quarter (the registranfourth fiscal quarter in the case of an annupbr® that has materially affected, or is reasoy
likely to materially affect, the registré's internal control over financial reporting; &

The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal @miver financial reportin
to the registrar's auditors and the audit committee of the regit's board of directors (or persons performing thewdent functions)

a) All significant deficiencies and material weaknesse the design or operation of internal controémofinancial reporting which a
reasonably likely to adversely affect the regig’s ability to record, process, summarize and reipfstmation; anc

b) Any fraud, whether or not material, that invaweanagement or other employees who have a signifiole in the registra’interna
control over financial reporting

Date: June 3, 2014 By: /s/Joseph B. Arme

Joseph B. Armes
Chairman of the Board
President and Chief Executive Offic




Exhibit 31.Z

CERTIFICATIONS

I, Kelly Tacke certify that:

1.

2.

| have reviewed this annual report on Forr-K of Capital Southwest Corporation (t“registran”);

Based on my knowledge, this report does not corgainuntrue statement of a material fact or omisteie a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, ntgadisg with respect to the per
covered by this repor

Based on my knowledge, the financial statementd, @her financial information included in this repdfairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registran$ other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatetnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15+15(f)) for the registrant and hay

a) Designed such disclosure controls and procedunegsaosed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly duritg tperiod in which this report is being prepal

b) Designed such internal control over financial réipgr, or caused such internal control over finahi@aorting to be designed under
supervision, to provide reasonable assurance rieggtide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneeabepted accounting principle

c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémthds report our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

d) Disclosed in this report any change in the tegig’s internal control over financial reportiritat occurred during the registrathos
recent fiscal quarter (the registranfourth fiscal quarter in the case of an annupbr® that has materially affected, or is reasoy
likely to materially affect, the registré's internal control over financial reporting; &

The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal @miver financial reportin
to the registrar's auditors and the audit committee of the regit's board of directors (or persons performing thewdent functions)

a) All significant deficiencies and material weaknesse the design or operation of internal controémofinancial reporting which a
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; an

b) Any fraud, whether or not material, that invaweanagement or other employees who have a signifiole in the registra’interna
control over financial reporting

Date: June 3, 2014 By: /s/ Kelly Tacke

Kelly Tacke
Chief Financial Office




Exhibit 32.1

Certification of the President

Pursuant to 18 US.C. Section, as adopted pursuard Section 906 of the
Sarbanes-Oxley Act of 2002

I, Joseph B. Armes, Chairman of the Board and Beasiof Capital Southwest Corporation, certify tfiatmy knowledge:

1. The Form 10-K for the year ended March 31, 2@ilej with the Securities and Exchange Commissiodune 3, 2014 gccompanie
repor”) fully complies with the requirements of Sectiond)3¢r 15(d) of the Securities Exchange Act of 198%

2. The information contained in the accompanied refairly presents, in all material respects, thesatidated financial condition a
results of operations of Capital Southwest Corpona

Date: June 3, 2014 By: /s/ Joseph B. Arme
Joseph B. Armes
Chairman of the Board
President and Chief Executive Offic




Exhibit 32.z

Certification of the Chief Financial Officer

Pursuant to 18 US.C. Section, as adopted pursuard Section 906 of the
Sarbanes-Oxley Act of 2002

I, Kelly Tacke, Chief Financial Officer of Capit8buthwest Corporation, certify that, to my knowledg

1. The Form 10-K for the year ended March 31, 2@ilej with the Securities and Exchange Commissiodune 3, 2014 gccompanie
repor”) fully complies with the requirements of Sectiond)3¢r 15(d) of the Securities Exchange Act of 198%

The information contained in the accompanied refairly presents, in all material respects, thesmidated financial condition a
results of operations of Capital Southwest Corpona

By: /s/Kelly Tacke

Kelly Tacke
Chief Financial Office

Date: June 3, 2014




