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Disclaimer:   I am not a professional financial advisor, therefore not responsible 
for any decisions you might make.  Do your own due diligence, and make your own decisions



What is a 
BDC?

• Established by Congress with the Investment Company Act of 
1980; Amended in March 2018

• A company that makes loans to small and mid-size businesses

• Companies use loans to finance expansion, acquisition, LBO, etc

• Regulated by the SEC as Registered Investment Companies (RIC)

• PAY NO TAXES as long as they distribute 90% of earnings 

• Similar to a REIT, but assets are loans to companies 

• Access to Private Equity or Venture Capital for retail investors 

• Most BDCs are publicly traded – some are not  

Wikipedia Definition:

• Long term, alternative investment, high dividends with 
diversification

• Can result in good returns in a buy and hold portfolio, with a 
Dividend Reinvestment Program (DRIP)  

• Investing is primarily for dividends, not capital gains  

• Behave bond-like, except dividends are somewhat variable

Primary reason for investing: 



Source:  FDIC

BDCs are 
filling a gap



Types of BDCs

•Specialized BDCs might invest defensively -
Health care or Technology

•Diversified BDCs are just that 

• International or US-only?  

Market 
Specialized 

or Diversified 

• Internally managed BDCs work for shareholders

•Externally managed BDCs work for the managers 

•Can result in conflicts of interest 

•BUT external managers may own a large stake 

Internally 
managed or 
Externally 
managed

•Equity stakes in clients

•Warrants

•Own real estate property and collect rent 

•Management services 

•Board seats

Hybrids



Typical BDC 
Capitalization

Assets

• First Lien secured loans

• 75% of portfolio is very good 

• Second Lien secured loans

• Senior secured loans 

• Mezzanine Loans

• Warrants

• Equity Stakes

• Board seats

• Partnerships and JVs 

• Venture Debt

• SBA Facilities

• Government guarantees 

Liabilities 

• Loans from money center banks

• Revolving credit facilities 

• Preferred stocks and dividends

• Common Stocks and dividends

• Notes

• Convertible Notes

• Bonds

• Hedges

BDCs borrow at fixed rates;
Lend out at floating rates
Rising interest rates are good for BDCs!  Usually.



BDC Market 
Landscape
There are approximately  50 BDCs 
registered with the SEC 

Circled BDCs are ones that I own



How to Evaluate a BDC
• Balance sheet and cash flow adequate?

• What is the quality of the loan portfolio?   
• Quarterly reports to investors
• Read SEC reports for quality assessments 
• Default ratio < 1%  is good 
• During pandemic, 3-4% was typical, but this has diminished 

• Is the dividend sustainable?
• What is the dividend history?   Increasing dividend is excellent 
• Monthly or quarterly payout?

• Are Net Asset Value, Net Investment Income increasing?

• What is their leverage ratio?  (debt/equity) 

• Is the stock selling at a premium to NAV? 

• Does the BDC focus on particular business sector(s)?   

• Is the BDC externally managed?  Or internally? 
• How is management incentivized; AUM or Dividend growth?   

• Institutional and Insider holdings?  



How to Evaluate a BDC, cont’d
• S&P Investment grade rating?   BBB or better

• What are the qualifications of the managers?

• Analyst opinions?

• Short interest?  

• What is the BDC’s sensitivity to economic cycles?   

• Do they have a Small Business Administration guarantee / 
license? 

• Check SEC 10Q quarterly reports – very insightful  

• Read the Blogs on Seeking Alpha
• Scott Kennedy, BDC Buzz, High Yield Investor  (HYI), Brad 

Thomas 

• Simply Safe Dividends provides excellent, in-depth analyses



Pandemic affects

• SEC stepped in to temporarily relax debt/equity requirements
• All BDC stock prices dropped approx. 50%, compared to 20% for S&P500

• Buying opportunities?  

• Dividend affects
• Some cut dividends (NMFC, Golub Capital…)
• Some stop supplementals, but kept their base dividend intact (MAIN, CSWC)
• Some borrowed more to cover, increased leverage 
• All helped their portfolio companies struggle through it 

• All have recovered since Q2, 2020 

• Note to self:  Be patient; Buy and hold well-managed companies  



My BDC’s
25% of my portfolio
Act as bond substitutes

Ares Capital (ARCC)

• Largest of all BDCs 

• Market Cap $10.4B; 
Yield 7.85%

• Externally managed 

Main Street Capital 
(MAIN)

• Market Cap $2.95B
• Yield 6.2%
• Internally managed
• Wall St darling

Hercules Capital 
Corp (HTGC)  

• Market Cap $2.2B;

• Yield 10.5%

• Internally managed



Deep dive:  Capital Southwest Corp  (CSWC)

• Internally Managed
• NAV: $387M
• ~70 Loans 
• 24 Employees
• Based in Dallas TX
• 98% Floating Loans
• 96% First Liens
• Dividends growing 

steadily







From their profile

CSWC invests in:
• later stage ventures
• recapitalization, growth investment
• industrial manufacturing and 

services 
• value-added distribution 
• healthcare products and services 
• business services 
• specialty chemicals 
• food and beverage 
• tech-enabled services and SaaS 

models

CSWC does NOT invest in:
• startups
• publicly traded companies 
• real estate developments 
• oil and gas exploration businesses 
• troubled companies, or 

turnarounds 
• companies in which significant 

senior management is departing























Ownership

Source:  Fidelity



Other criteria

• Analyst opinions
• Morningstar:  Fairly valued
• Seeking Alpha (BDC Buzz):  Strong Buy 
• Yahoo:  Buy
• Fidelity:  Neutral 

• RSI = 39, decreasing  (at 30 – likely buying opportunity)

• Beta = 1.2 (somewhat more volatile than S&P500 over 5 years)

• Short interest:  1%

• Market Cap / NAV:  160% 

• YTD performance:  down 10% vs down 8.6% for S&P500

• From Q3 CEO Transcript:  “Dividends will continue to increase”

• Conclusion:  Good company; conservatively managed; small but growing; price is high right now; 
will wait and watch      



Interest Rate Sensitivity



Conclusion

Why BDCs ?
• Borrow at fixed rates; lend out at floating rates

• Usually a tailwind 
• Stock price is more affected by the general market 

• Required to distribute 90% of earnings directly to shareholders 
• Pay no (or very little) Federal taxes 

Who invests in BDC’s?

• Long term investors looking for alternative investment, or 
dividends, willing to accept a higher level of volatility and risk in 
exchange for higher yield 

• Must be combined with DRIP to get full benefit

How to assess BDC investment opportunity?
• Portfolio quality and dividend sustainability are most important
• Many sources of information available 

GLTA!
Warren Buffett:  “The stock market is a mechanism for transferring 
wealth from the impatient to the patient.”  



Sources:   www.capitalsouthwest.com
Seeking Alpha Blogs

• BDC Buzz   

• Scott Kennedy 

• Colorado Wealth Management

• High Yield Investor

Fidelity, Schwab, Vanguard 

Morningstar

Simply Safe Dividends

BDCInvestor.com   

SEC 10Q reports   


