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June 28, 2011
Via Email and EDGAR

Mr. John M. Ganley,
Securities and Exchange Commission,
100 F Street, N.E.,
Washington, D.C. 20549.

Re: OFS Capital, LLC
(Eorm N-2, File Nos. 333-166363 & 814-00813),

Dear John:

Per our conversations from a week or so ago, and in the interest of expediting your review of the Registration Statement on Form N-2 (the “Form N-
2”) filed by our client, OFS Capital, LLC (the “Company”), with the Securities and Exchange Commission on April 29, 2010, as most recently amended on
May 24, 2010, we are providing to the staff supplementally certain updates to the Company’s disclosure, reflecting certain recent developments with respect to
the OFS Capital WM, LLC portfolio since the last filing. In this regard, we have attached as Annex A to this letter changed pages, marked against the most recent
amendment to the Company’s Form N-2, which reflect the Company’s proposed revisions.

If you have any questions or comments regarding the above, please feel free to call me on (310) 712-6603.
Very truly yours,
/s/ Patrick S. Brown
Patrick S. Brown

cc:  Glenn R. Pittson
(OFS Capital, LLC)

Jonathan H. Talcott
(Nelson Mullins Riley & Scarborough LLP)



Annex A



will have positive cash flow on a quariery basis from our invesiment in OFS Capital WM. In addition, we
believe that our newly established relationship with Madison Capital will significanily expand the invesimeni
opporiunitics available o us.

For additional informgtion on the WM Credit Facility and the OFS Capital WM Transaction se¢ “The
Company—Owur Investment in OFS Capital Wh.”

2001 istribution

In addition. concurrently with the OFS Capital WM Transaction, OFS Funding distributed 1o us and we in
turn distributed o OFSAM approximately $67.2 million of loans or participations therein and approximately
$1.5 million of equity invesiments. We determined 1o make these distributions Lo eliminale certain polential
conflicis of inferesi thai mighi anse due io the fact thai we and an affiliaied fund both had invesimenis in ihese
porifolio companies. For additional informaiion, see the discussion of ihe 2000 Disiribution under
“Managemeni's Discussion and Analysis of Financial Condition and Resulis of Operations—Recent
Developmenis and Other Factors Alfecting Comparability.”

Small Business fnvestment Company Subsidiary

To further facilitate our investments in the debt and equity securities of middle-market companies in the
United States, we have extablished a limited parinership (“SBIC subsidiary™), and our management team for the
SBIC subsidiary has received preliminary authorization from the SBA in the form of a “Green Light™ letier,
daied Ociober 7, 2009 o begin ihe applicaiion process io become licensed as an SBIC. We also iniend io own all
the limited bability company interesis in a newly formed limsied hability company (“SBIC GP”) that wall serve
as ihe pencral pariner of our SBIC subsidiary. OFSC has employed theee individuals who wall be primanly
responsible for the day-lo-day management of the mvestmeni activities of our SBIC subsidiary, all of the cosi of

which will be bome by OFS Advisor through the Staffing Agreement. In addition, the SBA recently approved
Mr. Pittson as the fourth member of our SBIC subsadiary s investment commitiee.

11 our SBIC subsidiary obtains an SBIC license and satisfics cermin other conditions, it is our imention to invest
over lime up o $225 million through our SBIC subsidiary, which includes borrowings by our SBIC subsidiary of up io
a maximum of %150 mallion by isseing SBA-guaraniced debentures 1o make debi and equity invesiments in eligible
small businesses in the United States. Our SBIC subsidiary will have the same invesiment objective as ours and will
imvest primarily in debt and, 10 a lesser exient, equity secuntics, however, we expect that our SBIC subsidiary wall
focus on the generation of investmeni oppomunitics thal are primanly pon-sponsor oncmed, complementing our
currenl sporsor-onenicd ongination activities, We expect o apply for exemptive relic from the SEC o permal us o
exclude the debi of our SBIC subadiary guarantesd by the SBA from our 209 assel coverage test under the 1940
Act. If we receive an exemption for this SBA debt, we would have increased capuacity 1o fund investments with debt
capital. Notwithstanding that OFSC has employed the three individuals who will serve on the investment commities
for our SBIC subsidiary and manage the investment activities of our SBIC subsidiary and that the SBA recently
approvied Mr. Pintson as the fourth member of our SBIC subsidiary”s investment commitice, we cannot assure you that
our SBIC subsidiary will obtain an SBIC license, that our SBIC subsidiary will receive the capital commitment from
the SBA necessary 1o begin issuing SBA-pusranteed debentures, or that we will be gramed exemptive reliel 1o exclude
our SBIC subsidiary”s debi from our asset coverage 1est. For pdditional information on our SBIC subsidiary, see “The
Company—Small Business Investment Company,”

Recent Developments

Since March 31, 201 1. OFS Capital Wh{ his taken cenain actions with respect to its portfolio, including (a)
i isitions of 5 iti bormowings and avai b sales of i I




Market Opportunity

We miend 1o continue 1o parsue an invesiment sirategy focused primanly on invesiments in middle-market
companics in ihe Uniied Staies. We find the middle-markei aitractive for the following reasons:

Large Target Market. According 1o the LS. Census Bureau in its 2002 economilc census, businesses in the
United States with annual revenses between 510 million and $2.53 billion sccounted for approximanely 39.2% of
all revenues generaled by LS. companies and generated mone than 58 trillion in annual revenues. We believe
thai these middle-market companies represent a sigmficant growth segment of the US. economy and ofien
require substantial capital invesiments to grow, Middle-market companies have histoncally constituted the vasi
bulk of OF5"s portfolio companies since its inception, and constituled the vast bulk of our portfolio as of
March 31, 2001 1. We believe that this market segment will continee (0 produce significant investment
opporiuniiies for us,

Specialized Lending Requirements with High Barriers to Entry. We believe that several factors render
many LS. financial institutions ill-suited 1o lend 1o U.S. middle-marketl companies. For example. based on the

experience of our management team, lending to private middbe-market companies in the United States (a) is
generally more labor-intensive than lending to lorger companies due (o the smaller size of each investment and
the fragmented nature of information for such companies, (b) requires due diligence and underwriting practices
consisient with ihe demands and economic limitations of the middle-markei and (c) may also requing mone
exiensive ongoing monitoring by the lender. As a resuli, middle-markei companies hisionically have been served
by a limited segment of the lending community. As a resuli of the unique challenges facing lenders (o middle-
markel companies, there are high barriers io eniry that a new lender must overcome.

Reduction in Competition Due to Dislocation in the Capital Markets. We believe that the dislocaton in the
markels over the last 36 months has further reduced the amount of credit available 1o middie-markel companies.
Many participanis in the mezzaning, second-lien and subordinated debt market over the past five years, such as
hedge funds and managers of collateralized loan obligations (“CLOs"), have contracted or eliminated their
origination and sourcing activities as investors” credit concemns have reduced available funding. In addition, we
believe several exisiing business development companies gre bess active in the lending markets due 1o a lack of
access o debl and ogquity linancing. Moreover, many commercial banks face significant balance sheel consirainis
and increasing regulaiory scrutiny, which we believe resinicis thewr ability to lend. These balance sheei
constraints are reflecied in the resulis of the 2009 Shared National Credit review, which analyveed approximaiely
S500 billion in loans Tormally identified as leveraged Ninance shared national credits. The 2009 Shared National
Credit Review identified approximately 72% of the dollar volume of the 50 largest lkeveraged linance shared
national credits as cribenzed assets.

Sigmificant Refinancing Requirements. We believe that the debi associaied wiith a large number of middle-
market leveraged mergers and acquisitions completed from 2005 to 2008, which iodals approximately $97.7 billion
in the aggregaie, will stan o come due in the near term. In many cases, this debi will need (0 be refinanced as the
existing debd facilities mature. When combined with the decreased availability of debl linancing for middie-market
companics generally, we believe these faciors will increase lending opporunitics for us.




Credit Facility. We will contimee to benefit from the koan assets sold o OFS Capital WM by vinue of our
ownership of 10K of the equity interests in OFS Capital W, as well as from increased management capacity
al OFS Advisor resulting from the appointment of an unalTilisted loan manager for OFS Capital WM. In
silditeon, the managemeni fee payable 10 OFS Advisor will be reduced becanse we will pay thai foe on ithe valse
of oner eqqaity mvestmend i CHFS Capatal W (which value takes imo sccouni ihe mdebicdness of OFS Capiial
WM, as opposed 10 the value of the individual assets sokl i OFS Capatal WM (which would nol reflect any
indehtedness ), We expect that. over the lific of the WM Credin Facility, based on the cost of capital mnd the yvield
on the underlying assees, we will have positive cash flow on 8 guanerly basis from our investment in OFS Capital
WAL I adddation, wie Ieliewe that our newly established relstionship with Madison Capatal will sqgnafscantly
enpand the mvestmen! opportunitics available o us.

As a result of cenain provisions of the loan docementation for the OFS Capital WM Transaction, we wene
roquained (o soooanl Tor thal ransaction in osr Nancial sialemenis as o soouned boerosaing as of December 11,
2000, which resalied in our retammg the boans we iransiemed o OFS Capatal WM on our balance sheet as of
December 31, 2000 and recording a comesponding payable dee o OFS Capital WM. On February 23, 200 1, we
amended the boan docementation o remive those provisions, parsasm o which smendmenis we socounted for
the OF5 Capatal WM Transaction as a sale of asscts by us 1o OF5 Capital WM. Upon effectuveness of the
February 23, 200 1 amendments o the koan dooumentation. under the Sabe Accounting Adjustments. the loans
retained on our Decemsber 31, 2010 balance sheet were remaoved, the payable dise 1o OFS Captal W was
elimunasted, and we booked a loss from the sale of sssets in the amounl of approximstely S009 million. For more
information on these ransactions, s o “Consohidated Financial Stsements—Note 37 and ~Unaudined Pro
Forma Condensed Combaned Financial Sasements.”

2000 Distribwtion. Concurrently with the OFS Capital WM Transaction, (FS Funding distributed o us and
we i um disinbuicd o OFSAM ceriam mvestmenits i cach of the Tollwing porifolio compames: Amcel, Inc..
Arclin US Holdings Inc.. Baron-Cottion, Incorporsicd, REB Induseries LLC, Bhee'Water Thermal Processing.,
LLC, Emsruction Corporation, FOL Graphics, Inc.. Hophins Manufacianng bnc., Jason Incorporaiod, Jonathan
Holding Company, Jones Siephens Corp., LMH 1, Inc. (Lathami, LV] Services, Inc., Natonal Beddng
Company, LLC, Pamarco Technologies, Inc.. Plainficld Tool and Engineening. Inc. (s Polymer Technologies,
Inc. amd Masnficld Tool snd Enginecring. Inc. ), Revere Industries, LLC, SMG and Tecta America Corporstion.
Chur investments in these portfolio companics aggregated approvimately $67.2 million. In addition. OFS Funding
distributed 1o us and we m o disributed o OFSAM approximasely 1.5 million of equary imvessments. We
reler 1o ihese sctbins collectively as the “2010 Disribution.” We determined o make these distribulions o
elimsinale consin potential conflicts of mlerest that maght arise due (o the (a0l that we and an sililisted fund both
had ivvestments in these portfolio companies.

2009 Rearpanization. Formedy, we were named Old Orchard First Source Asset Management. LLC ("Old
DFSAM™), but, in March 2010, we were renamed “0FS Capital, LLC.” On December 31, 2009, (id OFSAM
underiook cortam steps as pant of a reorganezation designed 1o facilitate thas offermg. Speaifically:

*  our then equity owners crealed a new holding company . Orchand First Source Asset Management,

LLC, or DFSAM, by contributing their oquity interests in Od OFSAM o OFSAM such that Oid
(FSAM hocame a wholly-owned subsideary of ihai entity;
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