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Estimated pursuant to Rule 457(o0) under the Securities Act of 1933 solely for the purpose of determining the
registration fee. The proposed maximum offering price per security will be determined, from time to time, by the
Registrant in connection with the sale by the Registrant of the securities registered under this Registration
Statement.

(2) Subject to Note 6 below, there is being registered hereunder an indeterminate number of shares of common stock,
preferred stock, warrants, or subscription rights to purchase shares of common stock as may be sold, from time to
time, or debt securities.

Includes such indeterminate number of shares of common stock as may be issued upon, from time to time,
(3)conversion or exchange of other securities registered hereunder, to the extent any such securities are, by their
terms, convertible or exchangeable for common stock.

Subject to Note 6 below, there is being registered hereunder an indeterminate number of warrants as may be sold,
from time to time.

Subject to Note 6 below, there is being registered hereunder an indeterminate number of debt securities as may be
(5)sold, from time to time. If any debt securities are issued at an original issue discount, then the offering price shall
be in such greater principal amount as shall result in an aggregate price to investors not to exceed $200.0 million.
Pursuant to Rule 415(a)(6) under the Securities Act of 1933, as amended (the “Securities Act”), the registrant is
carrying forward to this registration statement $147,183,750 in aggregate offering price of unsold securities that the
registrant previously registered on registration statement no. 333-200376, initially filed November 19, 2014 (the
“Prior Registration Statement”). Pursuant to Rule 415(a)(6) under the Securities Act, the filing fee previously paid in
connection with such unsold securities will continue to be applied to such unsold securities. The amount of the
registration fee in the “Calculation of Registration Fee Under the Securities Act of 1933” table relates to the
additional $52,816,250 in aggregate offering price of securities being registered hereunder. As a result, a filing fee
of $6,121 is being paid herewith. Pursuant to Rule 415(a)(6) under the Securities Act, the offering of unsold
securities under the Prior Registration Statement will be deemed terminated as of the date of effectiveness of this
registration statement.

ey

“)

(6)

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its
effective date until the Registrant shall file a further amendment which specifically states that this Registration
Statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of 1933 or until the
Registration Statement shall become effective on such date as the Securities and Exchange Commission, acting
pursuant to said Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. We may not sell these securities until the
registration statement filed with the Securities and Exchange Commission is effective. This prospectus is not an offer
to sell these securities and is not soliciting an offer to buy these securities in any jurisdiction where the offer or sale is
not permitted.

SUBJECT TO COMPLETION, DATED April 13, 2017

$200,000,000

OFS CAPITAL

CORPORATION

Common Stock

Preferred Stock

Warrants

Subscription Rights

Debt Securities

We are an externally managed, non-diversified, closed-end management investment company that has elected to be
treated as a business development company under the Investment Company Act of 1940 (the "1940 Act"). Our
investment objective is to provide our shareholders with both current income and capital appreciation primarily
through debt investments and, to a lesser extent, equity investments.

We may offer, from time to time, in one or more offerings or series, up to $200.0 million in shares of our common
stock, par value $0.01 per share, preferred stock, par value $0.01 per share, warrants representing rights to purchase
shares of our common stock, preferred stock or debt securities, subscription rights or debt securities which we refer to,
collectively, as the “securities.” We may sell our securities directly or through underwriters or dealers, ““at-the-market” to
or through a market maker into an existing trading market or otherwise directly to one or more purchasers or through
agents or through a combination of methods of sale. The identities of such underwriters, dealers, market makers or
agents, as the case may be, will be described in one or more supplements to this prospectus. The securities may be
offered at prices and on terms to be described in one or more supplements to this prospectus.

The securities may be offered directly to one or more purchasers, or through agents designated from time to time by
us, or to or through underwriters or dealers. The prospectus supplement relating to an offering will identify any agents
or underwriters involved in the sale of shares of our securities, and will disclose any applicable purchase price, fee,
commission or discount arrangement between us and our agents or underwriters or among our underwriters or the
basis upon which such amount may be calculated. See “Plan of Distribution.” We may not sell any securities through
agents, underwriters or dealers without delivery of this prospectus and a prospectus supplement describing the method
and terms of the offering of the securities.

Substantially all of the debt securities in which we invest are below investment grade debt securities and are often
referred to as “high yield” or “junk” securities. Exposure to below investment grade securities involves certain risk, and
those securities are viewed as having predominately speculative characteristics with respect to the issuer’s capacity to
pay interest and repay principal. A material amount of our debt investments contain floating interest rate provisions
that may make it more difficult for the borrowers to make debt repayments. Further, our debt investments generally
will not pay down principal during their term which could result in a substantial loss to us if the portfolio company is
unable to refinance or repay the debt at maturity.

Our common stock is traded on the Nasdaq Global Select Market under the symbol “OFS.” On April 11, 2017, the last
reported sales price on the Nasdaq Global Select Market for our common stock was $14.30 per share. We are required
to determine the net asset value per share of our common stock on a quarterly basis. Our net asset value per share of
our common stock as of December 31, 2016 was $14.82.

Please read this prospectus before investing and keep it for future reference. It contains important information about
us that a prospective investor ought to know before investing in our securities. We file annual, quarterly and current
reports, proxy statements and other information about us with the Securities and Exchange Commission. The
information is available free of charge by contacting Investor Relations of OFS Capital Corporation, 10 S. Wacker
Drive, Suite 2500, Chicago, IL 60606, or by calling us at (847) 734-2000 or on our website at www.ofscapital.com.
The Securities and Exchange Commission, or the SEC, maintains a website at www.sec.gov where such information
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is available without charge. Information contained on our website is not incorporated by reference into this
prospectus, and you should not consider information contained on our website to be part of this prospectus.

Investing in our securities involves a high degree of risk, including credit risk and the risk of the use of leverage.
Before buying any of our securities, you should read the discussion of the material risks of investing in our securities
in “Risk Factors” beginning on page [ ] of this prospectus.

Neither the SEC nor any state securities commission has approved or disapproved of these securities, or determined if
this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

This prospectus may not be used to consummate sales of securities unless accompanied by a prospectus supplement.
Prospectus dated , 2017
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prospectus. We have not authorized any dealer, salesperson or other person to provide you with different information
or to make representations as to matters not stated in this prospectus or any accompanying prospectus supplement. If
anyone provides you with different or inconsistent information, you should not rely on it. This prospectus and any
such supplement do not constitute an offer to sell, or a solicitation of an offer to buy, any securities by any person in

any jurisdiction where it is unlawful for that person to make such an offer or solicitation or to any person in any

jurisdiction to whom it is unlawful to make such an offer or solicitation. The information in this prospectus and any
such supplement is accurate only as of its date, and under no circumstances should the delivery of this prospectus and
any such supplement or the sale of any securities imply that the information in this prospectus is accurate as of any
later date or that the affairs of OFS Capital Corporation have not changed since such date. This prospectus and any

accompanying prospectus supplement will be updated to reflect material changes.
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ABOUT THIS PROSPECTUS

This prospectus and any accompanying prospectus supplement is part of a registration statement that we have filed
with the Securities and Exchange Commission using the “shelf” registration process. Under the shelf registration
process, which constitutes a delayed offering in reliance on Rule 415 under the Securities Act of 1933, as amended,
we may offer, from time to time, up to $200.0 million of shares of our common stock, preferred stock, warrants
representing rights to purchase shares of our common stock, preferred stock or debt securities, subscription rights, or
debt securities on the terms to be determined at the time of the offering. We may sell our securities through
underwriters or dealers, “at-the-market” to or through a market maker, into an existing trading market or otherwise
directly to one or more purchasers or through agents or through a combination of methods of sale. The identities of
such underwriters, dealers, market makers or agents, as the case may be, will be described in one or more supplements
to this prospectus. Our securities may be offered at prices and on terms described in one or more supplements to this
prospectus. This prospectus and any accompanying prospectus supplement provides you with a general description of
our securities that we may offer. Each time we use this prospectus to offer our securities, we will provide a prospectus
supplement that will contain specific information about the terms of that offering. The prospectus supplement may
also add, update or change information contained in this prospectus. Please carefully read this prospectus and any such
supplements together with the additional information described under “Available Information” and “Risk Factors” sections
before you make an investment decision.

A prospectus supplement may also add to, update or change information contained in this prospectus.

ii
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PROSPECTUS SUMMARY

This summary highlights some of the information in this prospectus. It is not complete and may not contain all of the
information that you may want to consider before investing in our securities. Throughout this prospectus, we refer to
OFS Capital Corporation and its consolidated subsidiaries as the “Company,” “we,” “us” or “our;” OFS Capital Management,
LLC as “OFS Advisor” or the “Advisor;” and OFS Capital Services, LLC as “OFS Services” or the “Administrator.”
OFS Capital Corporation

We are an externally managed, closed-end, non-diversified management investment company and have elected to be
treated as a BDC under the Investment Company Act of 1940, as amended (the "1940 Act"). Our investment objective
is to provide our shareholders with both current income and capital appreciation primarily through debt investments
and, to a lesser extent, equity investments. Our investment strategy focuses primarily on investments in middle-market
companies in the United States. We use the term “middle-market” to refer to companies that may exhibit one or more of
the following characteristics: number of employees between 150 and 2,000; revenues between $15 million and $300
million; annual earnings before interest, taxes, depreciation and amortization ("EBITDA"), between $3 million and
$50 million; generally, private companies owned by private equity firms or owners/operators; and enterprise value
between $10 million and $500 million. For additional information about how we define the middle-market, see “The
Company - Investment Criteria/Guidelines.”

As of December 31, 2016, we had debt and equity investments in 41 portfolio companies with an aggregate fair value
of $281.6 million. As of December 31, 2016, 64% of our investment portfolio was comprised of senior secured loans,
23% of subordinated loans and 13% of equity investments, at fair value.

While our investment strategy focuses primarily on middle-market companies in the United States, including senior
secured loans, which includes first-lien, second-lien and unitranche loans as well as subordinated loans and, to a lesser
extent, warrants and other equity securities, we also may invest up to 30% of our portfolio in opportunistic
investments of non-eligible portfolio companies. Specifically, as part of this 30% basket, we may consider
investments in investment funds that are operating pursuant to certain exceptions to the 1940 Act and in advisers to
similar investment funds, as well as in debt of middle-market companies located outside of the United States and debt
and equity of public companies that do not meet the definition of eligible portfolio companies because their market
capitalization of publicly traded equity securities exceeds the levels provided for in the 1940 Act.

Our investment strategy includes OFS SBIC I LP (“SBIC I LP”), which received a license under the U.S. Small
Business Administration (“SBA”) Small Business Investment Company program, in May 2012. The SBIC license
allows SBIC I LP to receive SBA-guaranteed debenture funding, subject to the issuance of a leverage commitment by
the SBA and other customary procedures. SBA leverage funding is subject to SBIC I LP’s payment of certain fees to
the SBA, and the ability of SBIC I LP to draw on the leverage commitment is subject to its compliance with SBA
regulations and policies, including an audit by the SBA. For additional information regarding the regulation of SBIC I
LP, see “- Regulation—Small Business Investment Company Regulations.

In January 2015, we filed an application with the SBA for a second SBIC license, which, if approved, would provide
up to $75.0 million in additional SBA debentures for the funding of our future investments upon our contribution of at
least $37.5 million in additional regulatory capital and subject to the issuance of a leverage commitment by the SBA
and other customary procedures. There can be no assurance as to whether or when this application will be approved by
the SBA.

On a stand-alone basis, SBIC I LP held approximately $247.5 million and $245.1 million in assets at December 31,
2016 and 2015, respectively, which accounted for approximately 81% and 83% of our total consolidated assets at
December 31, 2016 and 2015, respectively.

Our investment activities are managed by OFS Capital Management, LLC (“OFS Advisor”) and supervised by our board
of directors, a majority of whom are independent of us, OFS Advisor and its affiliates. Under the investment advisory
agreement between us and OFS Advisor (the “Investment Advisory Agreement”) we have agreed to pay OFS Advisor
an annual base management fee based on the average value of our total assets (other than cash and cash equivalents
but including assets purchased with borrowed amounts and including assets owned by any consolidated entity) as well
as an incentive fee based on our investment performance.We have elected to exclude from the base management fee
calculation any base management fee that would be owed in respect of the intangible asset and goodwill resulting



Edgar Filing: OFS Capital Corp - Form N-2

from our acquisitions of the remaining ownership interests in SBIC I LP and SBIC I GP, LLC (“SBIC I GP”) on
December 4, 2013 ("SBIC Acquisition").

We have also entered into an administration agreement (“Administration Agreement”) with OFS Capital Services, LLC
(“OFS Services”). Under our Administration Agreement, we have agreed to reimburse OFS Services for our

1
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allocable portion (subject to the review and approval of our independent directors) of overhead and other expenses
incurred by OFS Services in performing its obligations under the Administration Agreement.

As a BDC, we must not acquire any assets other than “qualifying assets” specified in the 1940 Act unless, at the time the
acquisition is made, at least 70% of our assets, as defined by the 1940 Act, are qualifying assets (with certain limited
exceptions). Qualifying assets include investments in “eligible portfolio companies.” Under the relevant Securities and
Exchange Commission (“SEC”) rules, the term “eligible portfolio company” includes all private companies, companies
whose securities are not listed on a national securities exchange, and certain public companies that have listed their
securities on a national securities exchange and have a market capitalization of less than $250 million, in each case
organized in the United States.

We are permitted to borrow money from time to time within the levels permitted by the 1940 Act (which generally
allows us to incur leverage for up to 50% of our asset base). We may borrow money when the terms and conditions
available are favorable to do so and are aligned with our investment strategy and portfolio composition. The use of
borrowed funds or the proceeds of preferred stock to make investments would have its own specific benefits and risks,
and all of the costs of borrowing funds or issuing preferred stock would be borne by holders of our common stock.

We have elected to be treated for tax purposes as a regulated investment company (‘“RIC”) under Subchapter M of the
Internal Revenue Code of 1986, as amended (“Code”). To continue to qualify as a RIC, we must, among other things,
meet certain source-of-income and assets diversification requirements. Pursuant to these elections, we generally will
not have to pay corporate-level taxes on any income we distribute to our shareholders.

The 1940 Act generally prohibits BDCs from making certain negotiated co-investments with certain affiliates absent
an order from the SEC permitting the BDC to do so. On October 12, 2016, we received exemptive relief from the SEC
to permit us to co-invest in portfolio companies with certain other funds managed by OFS Advisor (“Affiliated Funds™)
in a manner consistent with our investment objective, positions, policies, strategies and restrictions as well as
regulatory requirements and other pertinent factors, subject to compliance with certain conditions (the “Order”).
Pursuant to the Order, we are generally permitted to co-invest with Affiliated Funds if a “required majority” (as defined
in Section 57(o) of the 1940 Act) of our independent directors make certain conclusions in connection with a
co-investment transaction, including that (1) the terms of the transactions, including the consideration to be paid, are
reasonable and fair to us and our shareholders and do not involve overreaching by us or our shareholders on the part of
any person concerned and (2) the transaction is consistent with the interests of our shareholders and is consistent with
our investment objective and strategies.

Organizational Structure

About OFS and Our Advisor

OFS (which refers to the collective activities and operations of Orchard First Source Asset Management, LL.C
(“OFSAM”) and its subsidiaries and certain affiliates) is an established investment platform focused on meeting the
capital

2
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needs of middle-market companies. OFS is the successor to First Source Financial Inc., which was founded in 1995 as
a joint venture between Dominion Capital, Inc., a wholly-owned subsidiary of Dominion Resources, Inc., or
Dominion, and Household Commercial Financial Services Inc., a unit of Household International, or Household.
Household sold its interest in First Source Financial Inc. to Dominion in 1997. In 2003, Orchard Paladin Management,
LLC, our predecessor, acquired from Dominion a portfolio of performing and non-performing loans of approximately
$625 million in aggregate commitment amount, plus additional investments in equity securities. Shortly thereafter, in
2004, Orchard Paladin Management, LL.C acquired Dominion’s interest in First Source Financial Inc. Most of the loan
workouts and special situations investments managed by our senior managers since 2003 involved loans in the
portfolio acquired from Dominion and loans acquired as a result of the purchase of Dominion’s interest in First Source
Financial Inc.

As of December 31, 2016, OFS had 44 full-time employees. OFS is headquartered in Chicago, Illinois and also has
offices in New York, New York and Los Angeles, California.

Our investment activities are managed by OFS Advisor, our investment adviser. OFS Advisor is responsible for
sourcing potential investments, conducting research and diligence on potential investments and equity sponsors,
analyzing investment opportunities, structuring our investments and monitoring our investments and portfolio
companies on an ongoing basis. OFS Advisor is a registered investment adviser under the Investment Advisers Act of
1940 (the “Advisers Act”) and a subsidiary of OFSAM.

Our relationship with OFS Advisor is governed by and dependent on the Investment Advisory Agreement and may be
subject to conflicts of interest. OFS Advisor provides us with advisory services in exchange for a base management
fee and incentive fee; see “—Management and Other Agreements—Investment Advisory Agreement”. The base management
fee is based on our total assets (other than cash and cash equivalents, and the intangible asset and goodwill resulting
from the SBIC Acquisitions; but including assets purchased with borrowed amounts, and including assets owned by
any consolidated entity) and, therefore, OFS Advisor will benefit when we incur debt or use leverage. Our board of
directors is charged with protecting our interests by monitoring how OFS Advisor addresses these and other conflicts
of interest associated with its management services and compensation. While our board of directors is not expected to
review or approve each borrowing or incurrence of leverage, our independent directors will periodically review OFS
Adpvisor’s services and fees as well as its portfolio management decisions and portfolio performance.

OFS Advisor has entered into a Staffing Agreement (the "Staffing Agreement") with Orchard First Source Capital,
Inc. (“OFSC”) a wholly-owned subsidiary of OFSAM. Under the Staffing Agreement, OFSC makes experienced
investment professionals available to OFS Advisor and provides access to the senior investment personnel of OFS and
its affiliates. The Staffing Agreement provides OFS Advisor with access to deal flow generated by OFS and its
affiliates in the ordinary course of their businesses and commits the members of OFS Advisor’s investment committee
to serve in that capacity. As our investment adviser, OFS Advisor is obligated to allocate investment opportunities
among us and any other clients fairly and equitably over time in accordance with its allocation policy.

OFS Advisor capitalizes on the deal origination and sourcing, credit underwriting, due diligence, investment
structuring, execution, portfolio management and monitoring experience of OFS’s professionals. The senior
management team of OFS, including Bilal Rashid, Jeff Cerny and Mark Hauser, provides services to OFS Advisor.
These managers have developed a broad network of contacts within the investment community, averaging over 20
years of experience investing in debt and equity securities of middle-market companies. In addition, these managers
have gained extensive experience investing in assets that will constitute our primary focus and have expertise in
investing across all levels of the capital structure of middle-market companies.

Our Administrator

OFS Services, an affiliate of OFS Advisor, provides the administrative services necessary for us to operate. OFS
Services furnishes us with office facilities and equipment, necessary software licenses and subscriptions and clerical,
bookkeeping and recordkeeping services at such facilities. OFS Services oversees our financial reporting as well as
prepares our reports to shareholders and all other reports and materials required to be filed with the SEC or any other
regulatory authority. OFS Services also manages the determination and publication of our net asset value and the
preparation and filing of our tax returns and generally monitors the payment of our expenses and the performance of
administrative and professional services rendered to us by others. OFS Services may retain third parties to assist in
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providing administrative services to us. To the extent that OFS Services outsources any of its functions, we will pay
the fees associated with such functions on a direct basis without incremental profit to OFS Services.

Market Opportunity

Our investment strategy is focused primarily on investments in middle-market companies in the United States. We
find the middle-market attractive for the following reasons:

3
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Large Target Market. According to the U.S. Census Bureau in its 2012 economic census, there were approximately
197,000 companies in the United States with annual revenues between $10 million and $2.5 billion, compared with
approximately 1,300 companies with revenues greater than $2.5 billion. We believe that these middle-market
companies represent a significant growth segment of the U.S. economy and often require substantial capital
investments to grow. Middle-market companies have historically constituted the vast bulk of OFS’s portfolio
companies since its inception, and constituted the vast bulk of our portfolio as of December 31, 2016. We believe that
this market segment will continue to produce significant investment opportunities for us.

Specialized Lending Requirements with High Barriers to Entry. We believe that several factors render many U.S.
financial institutions ill-suited to lend to U.S. middle-market companies. For example, based on the experience of our
management team, lending to private middle-market companies in the United States (a) is generally more
labor-intensive than lending to larger companies due to the smaller size of each investment and the fragmented nature
of information for such companies, (b) requires due diligence and underwriting practices consistent with the demands
and economic limitations of the middle-market and (c) may also require more extensive ongoing monitoring by the
lender. As a result, middle-market companies historically have been served by a limited segment of the lending
community. As a result of the unique challenges facing lenders to middle-market companies, there are high barriers to
entry that a new lender must overcome.

Robust Demand for Debt Capital. We believe that private equity firms have significant committed but uncalled
capital, a large portion of which is still available for investment in the United States. Subject to market conditions, we
expect the large amount of unfunded buyout commitments will drive demand for leveraged buyouts over the next
several years, which should, in turn, create leveraged lending opportunities for us.

Competitive Strengths and Core Competencies

Deep Management Team Experienced in All Phases of Investment Cycle and Across All Levels of the Capital
Structure. We are managed by OFS Advisor, which has access through the Staffing Agreement with OFSC to the
resources and expertise of OFS’s investment professionals. As of December 31, 2016, OFS’s credit and investment
professionals (including all investment committee members) employed by OFSC had an average of over 15 years of
investment experience with strong institutional backgrounds.

Significant Investment Capacity. The net proceeds of equity and debt offerings and borrowing capacity under our
credit facilities, will provide us with a substantial amount of capital available for deployment into new investment
opportunities in our targeted asset class.

Scalable Infrastructure Supporting the Entire Investment Cycle. We believe that our loan acquisition, origination and
sourcing, underwriting, administration and management platform is highly scalable (that is, it can be expanded on a
cost efficient basis within a timeframe that meets the demands of business growth). Our platform extends beyond
origination and sourcing and includes a regimented credit monitoring system. We believe that our careful approach,
which involves ongoing review and analysis by an experienced team of professionals, should enable us to identify
problems early and to assist borrowers before they face difficult liquidity constraints.

Extensive Loan Sourcing Capabilities. OFS Advisor gives us access to the deal flow of OFS. We believe OFS’s
20-year history as a middle-market lending platform and its market position make it a leading lender to many sponsors
and other deal sources, especially in the currently under-served lending environment, and we have extensive
relationships with potential borrowers and other lenders.

Structuring with a High Level of Service and Operational Orientation. We provide client-specific and creative
financing structures to our portfolio companies. Based on our experience in lending to and investing in middle-market
companies, we believe that the middle-market companies we target, as well as sponsor groups we may pursue, require
a higher level of service, creativity and knowledge than has historically been provided by other service providers more
accustomed to participating in commodity-like loan transactions.

Rigorous Credit Analysis and Approval Procedures. OFS Advisor utilizes the established, disciplined investment
process of OFS for reviewing lending opportunities, structuring transactions and monitoring investments. Using OFS’s
disciplined approach to lending, OFS Advisor seeks to minimize credit losses through effective underwriting,
comprehensive due diligence investigations, structuring and, where appropriate, the implementation of restrictive debt
covenants.
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Structure of Investments
We anticipate that our loan portfolio will continue to contain investments of the following types with the following

characteristics:
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Senior Secured First-Lien Loans. First-lien senior secured loans comprise, and will continue to comprise, a
significant portion of our investment portfolio. We obtain security interests in the assets of these portfolio companies
as collateral in support of the repayment of these loans (in certain cases, subject to a payment waterfall). The collateral
takes the form of first-priority liens on specified assets of the portfolio company borrower and, typically, first-priority
pledges of the ownership interests in the borrower. Our first lien loans may provide for moderate loan amortization in
the early years of the loan, with the majority of the amortization deferred until loan maturity. These loans are
categorized as Senior Secured Loans in our consolidated schedule of investments included in this prospectus.

Senior Secured Unitranche Loans. Unitranche loans are loans that combine both senior and subordinated debt into one
loan under which the borrower pays a single blended interest rate that is intended to reflect the relative risk of the
secured and unsecured components. We typically structure our unitranche loans as senior secured loans. We obtain
security interests in the assets of these portfolio companies as collateral in support of the repayment of these loans.
This collateral takes the form of first-priority liens on the assets of a portfolio company and, typically, first-priority
pledges of the ownership interests in the company. We believe that unitranche lending represents a significant growth
opportunity for us, offering the borrower the convenience of dealing with one lender, which may result in a higher
blended rate of interest to us than we might realize in a traditional multi-tranche structure. Unitranche loans typically
provide for moderate loan amortization in the initial years of the facility, with the majority of the amortization
deferred until loan maturity. Unitranche loans generally allow the borrower to make a large lump sum payment of
principal at the end of the loan term, and there is a risk of loss if the borrower is unable to pay the lump sum or
refinance the amount owed at maturity. In many cases, we will be the sole lender, or we, together with our affiliates,
will be the sole lender, of unitranche loans, which can afford us additional influence with a borrower in terms of
monitoring and, if necessary, remediation in the event of underperformance.These loans are categorized as Senior
Secured Loans in our consolidated schedule of investments included in this prospectus.

Senior Secured Second-lien Loans. Second-lien senior secured loans obtain security interests in the assets of these
portfolio companies as collateral in support of the repayment of such loans. This collateral typically takes the form of
second-priority liens on the assets of a portfolio company, and we may enter into an inter-creditor agreement with the
holders of the portfolio company’s first-lien senior secured debt. These loans typically provide for no contractual loan
amortization in the initial years of the facility, with all amortization deferred until loan maturity.These loans are
categorized as Senior Secured Loans in our consolidated schedule of investments included in this prospectus.
Subordinated (“Mezzanine”) Loans. These investments are typically structured as unsecured, subordinated loans that
typically provide for relatively high, fixed interest rates that provide us with significant current interest income. These
loans typically will have interest-only payments (often representing a combination of cash pay and payment-in-kind
(“PIK”) interest) in the early years, with amortization of principal deferred to maturity. Mezzanine loans generally allow
the borrower to make a large lump sum payment of principal at the end of the loan term, and there is a risk of loss if
the borrower is unable to pay the lump sum or refinance the amount owed at maturity. Mezzanine investments are
generally more volatile than secured loans and may involve a greater risk of loss of principal. Mezzanine loans often
include a PIK feature (meaning a feature allowing for the payment of interest in the form of additional principal
amount of the loan instead of in cash), which effectively operates as negative amortization of loan principal, thereby
increasing credit risk exposure over the life of the loan.These loans are categorized as Subordinated Loans in our
consolidated schedule of investments included in this prospectus.

Equity Securities. Equity securities typically consist of either a direct minority equity investment in common or
membership/partnership interests or preferred stock of a portfolio company, and are typically not control-oriented
investments. Our preferred equity investments typically contain a fix dividend yield based on the par value of the
equity security. Preferred equity dividends may be paid in cash at a stipulated date, usually quarterly and are
participating and/or cumulative. We may structure such equity investments to include provisions protecting our rights
as a minority-interest holder, as well as a “put,” or right to sell such securities back to the issuer, upon the occurrence of
specified events. In many cases, we may also seek to obtain registration rights in connection with these equity
interests, which may include demand and “piggyback” registration rights. Our equity investments typically are made in
connection with debt investments to the same portfolio companies.These securities are categorized as a Preferred
Equity or Common Equity in our consolidated schedule of investments included in this prospectus.
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Warrants. In some cases, we may receive nominally priced warrants to buy a minority equity interest in the portfolio
company in connection with a loan. As a result, as a portfolio company appreciates in value, we may achieve
additional investment return from this equity interest. We may structure such warrants to include provisions protecting
our rights as a minority-interest holder, as well as a put to sell such securities back to the issuer, upon the occurrence
of specified events. In many cases, we may also seek to obtain registration rights in connection with these equity
interests, which may include demand and “piggyback” registration rights.These securities are categorized as a Warrant
in our consolidated schedule of investments included in this prospectus.
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General Structuring Considerations. We tailor the terms of each investment to the facts and circumstances of the
transaction and the prospective portfolio company, negotiating a structure that protects our rights and manages our
risk while creating incentives for the portfolio company to achieve its business plan and improve its operating results.
We seek to limit the downside potential of our investments by:

selecting investments that we believe have a very low probability of loss;

requiring a total return on our investments (including both interest and potential equity appreciation) that we believe
will compensate us appropriately for credit risk; and

negotiating covenants in connection with our investments that afford our portfolio companies as much flexibility in
managing their businesses as possible, consistent with the preservation of our capital. Such restrictions may include
affirmative and negative covenants, default penalties, lien protection, change of control provisions and board rights,
including either observation or rights to a seat on the board of directors under some circumstances.

We expect to hold most of our investments to maturity or repayment, but we may sell some of our investments earlier
if a liquidity event occurs, such as a sale, recapitalization or worsening of the credit quality of the portfolio company.
Investments

We pursue an investment strategy focused primarily on investments in middle-market companies in the United States.
We focus on investments in loans, in which OFS Advisor’s investment professionals have expertise, including
investments in first-lien, unitranche, second-lien, and mezzanine loans and, to a lesser extent, on warrants and other
equity securities. We seek to create a diverse portfolio by making investments in the securities of middle-market
companies that we expect to range generally from $3.0 million to $25.0 million each, although we expect this
investment size will vary proportionately with the size of our capital base.

Competition

Our primary competitors include public and private funds, other BDCs, commercial and investment banks,
commercial finance companies and, to the extent they provide an alternative form of financing, private equity and
hedge funds. Many of our competitors are substantially larger and have considerably greater financial, technical, and
marketing resources than we do. Some competitors may have access to funding sources that are not available to us. In
addition, some of our competitors may have higher risk tolerances or different risk assessments, which could allow
them to consider a wider variety of investments and establish more relationships than us. Further, many of our
competitors are not subject to the regulatory restrictions that the 1940 Act imposes on us as a BDC, or to the
distribution and other requirements we must satisfy to maintain our RIC status.

We expect to continue to use the expertise of the investment professionals of OFS and its affiliates to which we have
access, to assess investment risks and determine appropriate pricing for our investments in portfolio companies. In
addition, we expect that the relationships of the senior members of OFS and its affiliates will enable us to learn about,
and compete effectively for, financing opportunities with attractive middle-market companies in the industries in
which we seek to invest. For additional information concerning the competitive risks we face, see “Risk Factors — Risks
Related to our Business and Structure — We operate in a highly competitive market for investment opportunities, which
could reduce returns and result in losses.”

Conflicts of Interests

Subject to certain 1940 Act restrictions on co-investments with affiliates, OFS Advisor will offer us the right to
participate in investment opportunities that it determines are appropriate for us in view of our investment objective,
policies and strategies and other relevant factors. Such offers will be subject to the exception that, in accordance with
OFS Advisor’s allocation policy, we might not participate in each individual opportunity but will, on an overall basis,
be entitled to participate fairly and equitably with other entities managed by OFS Advisor and its affiliates.

To the extent that we compete with entities managed by OFS Advisor or any of its affiliates for a particular
investment opportunity, OFS Advisor will allocate investment opportunities across the entities for which such
opportunities are appropriate, consistent with (a) its internal allocation policy, (b) the requirements of the Advisers
Act, and (c) certain restrictions under the 1940 Act and rules thereunder regarding co-investments with affiliates. OFS
Adpvisor’s allocation policy is intended to ensure that we may generally share fairly and equitably with other
investment funds or other investment vehicles managed by OFS Advisor or its affiliates in investment opportunities
that OFS Advisor determines are appropriate for us in view of our investment objective, policies and strategies and
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classes of securities of the same issuer that may be suitable for us and such other investment funds or other investment
vehicles. Under this allocation policy, if two or more investment vehicles with similar or overlapping investment
strategies are in their investment periods, an available opportunity will be allocated based on the provisions governing
allocations of such investment opportunities in the relevant organizational, offering or similar documents, if any, for
such investment vehicles. In the absence of any such provisions, OFS Advisor will consider the following factors and
the weight that should be given with respect to each of these factors:

investment guidelines and/or restrictions, if any, set forth in the applicable organizational, offering or similar
documents for the investment vehicles;

risk and return profile of the investment vehicles;

suitability/priority of a particular investment for the investment vehicles;

tf applicable, the targeted position size of the investment for the investment vehicles;

{evel of available cash for investment with respect to the investment vehicles;

¢otal amount of funds committed to the investment vehicles; and

the age of the investment vehicles and the remaining term of their respective investment periods, if any.

In situations where co-investment with such other accounts is not permitted or appropriate, such as when there is an
opportunity to invest in different securities of the same issuer, OFS Advisor will need to decide which account will
proceed with the investment. The decision by OFS Advisor to allocate an opportunity to another entity could cause us
to forego an investment opportunity that we otherwise would have made. See “Related-Party Transactions and Certain
Relationships.”

Recent Developments

In April 2017, the Company sold 3,625,000 shares of the Company’s common stock at an offering price of $14.57 per
share. The Company received net proceeds of approximately $52.82 million, which the Company intends to use for
new investments in portfolio companies in accordance with its investment objective and strategies and for general
working capital purposes, including to temporarily repay indebtedness (which will be subject to re-borrowing), and
other working capital needs. The Company also will pay expenses, including advisory and administrative fees and
expenses, and may pay other expenses such as due diligence expenses of potential new investments, from the net
proceeds of the offering.

Corporate Information

Our principal executive offices are located at 10 S. Wacker Drive, Suite 2500, Chicago, IL, 60606, and our telephone
number is (847) 734-2000. Information contained in our website is not incorporated by reference into this prospectus,
and you should not consider that information to be part of this prospectus.

We file annual, quarterly and current periodic reports, proxy statements and other information with the SEC under the
Securities Exchange Act of 1934, as amended, which we refer to as the Exchange Act. This information is available at
the SEC’s public reference room at 100 F Street, N.E., Washington, D.C. 20549. You may obtain information about
the operation of the SEC’s public reference room by calling the SEC at 1-800-SEC-0330. In addition, the SEC
maintains an Internet website, at www.sec.gov, that contains reports, proxy and information statements, and other
information regarding issuers, including us, who file documents electronically with the SEC.

Risks

Investing in our securities may be speculative and involves certain risks relating to our structure and our investment
objective that you should consider before deciding whether to invest. See “Risk Factors” beginning on page 16 of this
prospectus for a more detailed discussion of material risks you should carefully consider before deciding to invest in
our securities.
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FEES AND EXPENSES

The following table is intended to assist you in understanding the costs and expenses that you will bear directly or
indirectly. We caution you that the percentages indicated in the table below are estimates and may vary. Except where
the context suggests otherwise, whenever this prospectus contains a reference to fees or expenses paid by “us,” “the
Company” or “OFS Capital,” or that “we” will pay fees or expenses, you will indirectly bear such fees or expenses as an
investor in OFS Capital.

Stockholder transaction expenses:

Sales load borne by us (as a percentage of offering price) — %)
Offering expenses borne by us (as a percentage of offering price) — %2
Dividend reinvestment plan fees —  %03)
Total Stockholder transaction expenses (as a percentage of offering price) — %

Annual expenses (as a percentage of net assets attributable to common stock):

Base Management fees payable under the Investment Advisory Agreement 3.14 %(4)
Incentive fees payable under the Investment Advisory Agreement 241 %(5)
Interest payments on borrowed funds 3.99 %(6)
Other expenses 2.64 %(7)
Acquired fund fees and expenses —  %%(8)9)
Total annual expenses 12.18%

. In the event that the securities to which this prospectus relates are sold to or through underwriters, a corresponding
prospectus supplement will disclose the applicable sales load and the following Example will be updated
accordingly.

) The related prospectus supplement will disclose the applicable offering expenses and total shareholder transaction
expenses.
3) The de minimis expenses of the dividend reinvestment plan are included in “other expenses.” For additional
information, see “Distribution Reinvestment Plan.”
Our base management fee is 1.75% of the average value of our total assets (other than cash and cash equivalents,
and the intangible asset and goodwill resulting from the SBIC Acquisitions; but including assets purchased with
borrowed amounts, and including assets owned by any consolidated entity). This item represents actual base
(4management fees incurred for the year ended December 31, 2016. We may from time to time decide it is
appropriate to change the terms of the agreement. Under the 1940 Act, any material change to our Investment
Advisory Agreement must be submitted to shareholders for approval. See “Management and Other Agreements —
Investment Advisory Agreement”. The 3.14% fee reflected in the table is calculated by determining the ratio that the
base management fee bears to our net assets attributable to common stock (rather than our total assets).
Assumes a Part One and Part Two incentive fee, as defined below, of $3.4 million and $0, respectively. The Part
(5) One incentive fee was calculated based on our statement of operations for the year ended December 31, 2016. The
actual Part Two incentive fee was $(139,000) for the year ended December 31, 2016, which represented the reversal
of the Part Two incentive fee accrued at December 31, 2015.
The incentive fee consists of two parts:
The first ("Part One"), payable quarterly in arrears, equals 20.0% of our pre-incentive fee net investment income
initially calculated based on values at the closing of this offering (including income that is accrued but not yet
received in cash), subject to a 2.0% quarterly (8.0% annualized) hurdle rate and a “catch-up” provision measured as of
the end of each calendar quarter. Under this provision, in any calendar quarter, OFS Advisor receives no incentive fee
until our pre-incentive fee net investment income equals the hurdle rate of 2.0% but then receives, as a “catch-up,” 100%
of our pre-incentive fee net investment income with respect to that portion of such pre-incentive fee net investment
income, if any, that exceeds the hurdle rate but is less than 2.5%. The effect of this provision is that, if pre-incentive
fee net investment income exceeds 2.5% in any calendar quarter, OFS Advisor will receive 20.0% of our pre-incentive
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fee net investment income as if a hurdle rate did not apply.

The hurdle rate is fixed at 2.0% quarterly (8% annualized), which means that, if interest rates rise, it will be easier for
our pre-incentive fee net investment income to surpass the hurdle rate, which could lead to the payment of fees to OFS
Advisor
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in an amount greater than expected. There is no accumulation of amounts on the hurdle rate from quarter to quarter
and accordingly there is no clawback of amounts previously paid if subsequent quarters are below the quarterly hurdle
rate and there is no delay of payment if prior quarters are below the quarterly hurdle rate.
The second part ("Part Two"), payable annually in arrears, equals 20.0% of our realized capital gains on a cumulative
basis, if any (or upon the termination of the Investment Advisory Agreement, as of the termination date), computed
net of all realized capital losses and unrealized capital depreciation on a cumulative basis, less the aggregate amount
of any previously paid capital gain incentive fees. The incentive fee is determined on a consolidated basis. We accrue
the Part Two incentive fee if, on a cumulative basis, the sum of net realized capital gains and (losses) plus net
unrealized appreciation and (depreciation) is positive. See “Management and Other Agreements — Investment Advisory
Agreement.”
Interest payments on borrowed funds represents an estimate of our annualized interest expenses on our SBA
debentures and our expected interest expense under our senior secured revolving credit facility with Pacific Western
Bank (the "PWB Credit Facility") over the next twelve months. At December 31, 2016, we had $149.9 million of
(6)SBA debentures outstanding with an effective interest rate of 3.42%, which includes amortization of deferred debt
issuance costs. At December 31, 2016, we had $9.5 million outstanding the PWB Credit Facility with an effective
interest rate of 6.14%, which includes amortization of deferred debt issuance costs and unused fees. For purposes of
this calculation, we have assumed the December 31, 2016 amounts outstanding under the SBA debentures and PWB
Credit Facility.
We may borrow additional funds from time to time to make investments to the extent we determine that the economic
situation is conducive to doing so. We do not expect to issue any preferred stock during the next twelve months and,
therefore, have not included the cost of issuing and servicing preferred stock in the table. In January 2015, we filed an
application with the SBA for a second SBIC license, which, if approved, would provide up to $75.0 million in
additional SBA debentures for the funding of our future investments upon our contribution of at least $37.5 million in
additional regulatory capital and subject to the issuance of a leverage commitment by the SBA and other customary
procedures. There can be no assurance as to whether or when this application will be approved by the SBA.
Availability under the PWB Credit Facility as of December 31, 2016 was $15.5 million based on the stated advance
rate of 50% under the borrowing base. Our stockholders will bear directly or indirectly the costs of borrowings under
any debt instruments we may enter into.
; Includes our overhead expenses, including payments under the Administration Agreement based on our allocable
portion of overhead and other expenses incurred by OFS Services. See “Management and Other
Agreements — Administration Agreement.” These expenses are based on estimated amounts for the current fiscal year.
Our shareholders indirectly bear the expenses of underlying funds or other investment vehicles that would be
(8) investment companies under section 3(a) of the 1940 Act but for the exceptions to that definition provided for in
sections 3(c)(1) and 3(c)(7) of the 1940 Act (“Acquired Funds”) in which we invest. We do not currently invest in
underlying funds or other investment companies.
) Estimated.
Example
The following example demonstrates the projected dollar amount of total cumulative expenses over various periods
with respect to a hypothetical investment in our common stock. In calculating the following expense amounts, we
have assumed we would have no additional leverage and that our annual operating expenses would remain at the
levels set forth in the table above. The expense amounts assume an annual base management fee 1.75% for each year.
Transaction expenses are not included in the following example.
1 Year 3 Years 5 Years 10 Years
You would pay the following expenses on a $1,000 investment, assuming a 5.0% $93  $265 $420  $744
annual return
While the example assumes, as required by the applicable rules of the SEC, a 5.0% annual return, our performance
will vary and may result in a return greater or less than 5.0%. The incentive fee under the Investment Management
Agreement, which, assuming a 5.0% annual return, would either not be payable or would have an insignificant impact
on the expense amounts shown above, is not included in the above example. The above illustration assumes that we
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will not realize any capital gains (computed net of all realized capital losses and unrealized capital depreciation) in any
of the indicated time periods. If we achieve sufficient returns on our investments, including through the realization of
capital gains, to trigger an incentive fee of a material amount, our expenses and returns to our investors would be
higher. For example, if we assumed that we received our 5.0% annual return completely in the form of net
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realized capital gains on our investments, computed net of all cumulative unrealized depreciation on our investments,
the projected dollar amount of total cumulative expenses set forth in the above illustration would be as follows:

1 Year 3 Years 5 Years 10 Years
You would pay the following expenses on a $1,000 investment, assuming a 5.0% $102 $280  $454  $787
annual return
While the examples assume reinvestment of all distributions at net asset value, participants in our dividend
reinvestment plan will receive a number of shares of our common stock determined by dividing the total dollar
amount of the distribution payable to a participant by the market price per share of our common stock at the close of
trading on the dividend payment date. The market price per share of our common stock may be at, above or below net
asset value. See “Distribution Reinvestment Plan”for additional information regarding the dividend reinvestment plan.
The example should not be considered a representation of future expenses, and actual expenses may be greater or less
than those shown.
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SELECTED CONSOLIDATED FINANCIAL DATA
The following selected financial and other data for the years ended December 31, 2016, 2015, and 2014 are derived
from our consolidated financial statements that have been audited by BDO USA, LLP, our independent auditors.
Selected financial and other data for the year ended December 31, 2013, the period November 8, 2012 through
December 31, 2012, and the period January 1, 2012 through November 7, 2012 are derived from our audited
consolidated financial statements. The data should be read in conjunction with our consolidated financial statements
and notes thereto and “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” “Senior
Securities,” and the consolidated financial statements and related notes included elsewhere herein.
Pre-IPO Prior to

Post-IPO as a Business Development Company becoming a Business

Development
Company
For the Years Ended December 31, For the
. For the
Period Period For the
November Janua Year
8, ' 201r2y Ended
2016 2015 2014 2013 2012 tt;rou h December
through £ 31,2012
November
December 7 2012 (D)
31,2012
Statement of Operations Data:
Total investment income $31,094 $32264 $22,820 $17,070 $2,593 $10,839 $13,432
Total expenses 16,949 18,853 13,685 11,352 1,932 7,405 9,337
Net investment income 14,145 13,411 9,135 5,718 661 3,434 4,095
Net realized gain (loss) on
non-control/non-affiliate investments 2,387 (3,033 ) 199 87 o (L2 ) (L2 )
Net realized gain on affiliate 17 1,471 73 . o . o
investment
Net realized loss on control o o (3586 ) — o . o
investment
Reah'ze‘d. gain from SBIC o o . 2742 o . o
Acquisitions
Net change in unrealized
appreciation/depreciation on (6,042 ) 5,099 534 367 (222 ) 161 (61 )
non-control/non-affiliate investments
Net change in unrealized
appreciation/depreciation on affiliate 2,684 1,283 1,880 511 41 ) — (41 )
investments
Net change' in unrealized depreciation 637 o 1750 (1750 ) — . o
on control investment
Oth‘er income prior to becoming a o . o o 3.113 3.113
business development company
Cumulative effect of accounting o . o (348 ) 570 29
change
Extraordinary gain (loss) — — — — 873 @873 ) —
Netincrease innet assets resulting 13 656 13931 9940 7675 923 5293 6216
from operations
Per share data:
Net asset value $14.82 $14.76 $14.24 $14.58 $14.80 N/A N/A
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Net investment income

Net realized gain (loss) on
non-control/non-affiliate investments
Net realized gain on affiliate
investment

Net realized loss on control
investment

Realized gain from SBIC
Acquisitions

Net change in unrealized
appreciation/depreciation on
non-control/non-affiliate investments
Net change in unrealized
appreciation/depreciation on affiliate
investments

Net change in unrealized depreciation
on control investment

Net increase in net assets resulting
from operations

Distributions declared (2)

Balance sheet data at period end:
Investments, at fair value

Cash and cash equivalents

Restricted cash and cash equivalents
Other assets

11

1.46

(0.62

0.27

0.07

1.43
1.36

$281,627
17,659

5,744

1.39
(0.31

0.14

) 0.53

0.13

1.89
1.36

$257,296
32,714

4,666 ®

0.95
) 0.02

(0.37 )

0.05

0.19

0.18

1.03
1.36

$312,234
12,447

11,823 ®

0.59
0.01

0.29

0.04

0.05

(0.18 )

0.80
1.02

$237,919
28,569
450
9,106 ®

0.07

(0.02

0.10
0.17

$232,199
8,270
623

1618 ¥

N/A
N/A

N/A

N/A

N/A

) N/A

N/A

N/A

N/A
N/A

N/A
N/A
N/A
N/A

N/A
N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A
N/A

$232,199

8,270
623
1618 3
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Total st 305 03 OTEII0LT6HLI2TIR, 242710
146,460194,935131,91296,385 96,385

Debt 156,343(3) 3) 3) 3) N/A(3)

Total liabilities 161 ,252(13'? ! ’664(13?9’033(13?5’666(13())0’91 N/A(13())0,91 !

Total net assets 143,778143,012137,471140,378141,79N/A141,799

Other data (unaudited):

Weighted average annualized yield on income producing debt
investments at cost
Welghted average annualized yield on income producing debt W30 210 %56 853 N/A N/AT64
investments at fair value
Number of portfolio companies at period end 41 39 62 58 59 N/A59

The consolidated statement of operations for the year ended December 31, 2012 included the Company's Pre-IPO
(l)and Post-IPO operations during 2012

perations during .

The determination of the tax attributes of our distributions is made annually as of the end of our fiscal year based
upon our taxable income for the full year and distributions paid for the full year. Therefore, a determination made
(2)on a quarterly basis may not be representative of the actual tax attributes of our distributions for a full year. The
return of capital portion of these distributions as of December 31, 2016, 2015, 2014, and 2013 (which includes the
period December 8, 2012 to December 31, 2012), was $0.09, $0.23, $0.72, and $0.40.
On January 1, 2016, we adopted Accounting Standards Update (“ASU”) 2015-03 which requires that debt issuance
costs related to a recognized debt liability to be presented on the balance sheet as a direct deduction from the
carrying amount of the debt liability rather than as an asset. Adoption of ASU 2015-03 requires the changes to be
applied retrospectively.

9%2.08 .89 %53 %35 N/A N/A%A9

3)
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RATIO OF EARNINGS TO FIXED CHARGES

The following table contains our ratio of earnings to fixed charges for the periods indicated, computed as set forth
below. You should read these ratios of earnings to fixed charges in connection with our consolidated financial
statements, including the notes to those statements, included in this prospectus.

l;(;;;he For the For the For the For the

Ended Year Year Year Year

December Ended Ended Ended Ended

31, December 31, December 31, December 31, December 31,

2016 2015 2014 2013 2012
Earnings to Fixed Charges (U 3.61 3.52 2.58 2.42 2.16

For purposes of computing the ratios of earnings to fixed charges, earnings represent net increase in net assets
resulting from operations plus (or minus) income tax expense (benefit) including excise tax expense plus fixed
charges. Fixed charges include interest and credit facility fees expense and amortization of debt issuance costs.

(1) Earnings include net realized and unrealized gains or losses. Net realized and unrealized gains or losses can vary
substantially from period to period.
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RISK FACTORS

Before you invest in our securities, you should be aware of various risks, including those described below. You should
carefully consider these risk factors, together with all of the other information included in this prospectus, and any
prospectus supplement accompanying this prospectus, before you decide whether to make an investment in our
securities. The risks set out below are not the only risks we face, but they are the principal risks associated with an
investment in us. If any of the following events occur, our business, financial condition and results of operations could
be materially adversely affected. In such case, our net asset value and the trading price of our common stock could
decline, and you may lose all or part of your investment. The risk factors described below, together with those set
forth in any prospectus supplement accompanying this prospectus, are the principal risk factors associated with an
investment in our securities, as well as those factors generally associated with an investment company with investment
objectives, investment policies, capital structure or trading markets similar to ours.

Risks Related to Our Business and Structure

Global capital markets could enter a period of severe disruption and instability. These conditions have historically
affected and could again materially and adversely affect debt and equity capital markets in the United States and
around the world and our business.

The current worldwide financial market situation, as well as various social and political tensions in the U.S. and
around the world, may contribute to increased market volatility, may have long-term effects on the U.S. and
worldwide financial markets, and may cause economic uncertainties or deterioration in the United States and
worldwide. The U.S. and global capital markets experienced extreme volatility and disruption during the economic
downturn that began in mid-2007, and the U.S. economy was in a recession for several consecutive calendar quarters
during the same period. In 2010, a financial crisis emerged in Europe, triggered by high budget deficits and rising
direct and contingent sovereign debt, which created concerns about the ability of certain nations to continue to service
their sovereign debt obligations. Risks resulting from such debt crisis, including any austerity measures taken in
exchange for bailout of certain nations, and any future debt crisis in Europe or any similar crisis elsewhere could have
a detrimental impact on the global economic recovery, sovereign and non-sovereign debt in certain countries and the
financial condition of financial institutions generally. In June 2016, the United Kingdom held a referendum in which
voters approved an exit from the European Union (“Brexit”), and, accordingly, on February 1, 2017, the U.K.
Parliament voted in favor of allowing the U.K. government to begin the formal process of Brexit. Brexit created
political and economic uncertainty and instability in the global markets (including currency and credit markets), and
especially in the United Kingdom and the European Union, and this uncertainty and instability may last indefinitely.
There is continued concern about national-level support for the Euro and the accompanying coordination of fiscal and
wage policy among European Economic and Monetary Union member countries. In addition, the fiscal and monetary
policies of foreign nations, such as Russia and China, may have a severe impact on the worldwide and U.S. financial
markets.

We are dependent upon the OFS senior professionals for our future success and upon their access to the investment
professionals and partners of OFS and its affiliates.

We do not have any internal management capacity or employees. We will depend on the diligence, skill and network
of business contacts of the OFS senior professionals to achieve our investment objective. Our future success will
depend, to a significant extent, on the continued service and coordination of the OFS senior management team,
particularly Bilal Rashid, Senior Managing Director and President of OFSC, Jeffrey Cerny, Senior Managing Director
and Treasurer of OFSC and Mark Hauser, Senior Managing Director of OFSC. Each of these individuals is an
employee at will of OFSC and, with the exception of Mr. Hauser, is not subject to an employment contract. In
addition, we rely on the services of Richard Ressler, Chairman of the executive committee of OFSAM and Chairman
of OFS Advisor’s Pre-Allocation Investment Committee, CLO Investment Committee and Middle-Market Investment
Committee (the “Middle-Market Investment Committee”, and collectively, the “Advisor Investment Committees”),
pursuant to a consulting agreement with Orchard Capital Corporation. The departure of Mr. Ressler or any of the
senior managers of OFSC, or of a significant number of its other investment professionals, could have a material
adverse effect on our ability to achieve our investment objective.

30



Edgar Filing: OFS Capital Corp - Form N-2

We expect that OFS Advisor will evaluate, negotiate, structure, close and monitor our investments in accordance with
the terms of the Investment Advisory Agreement. We can offer no assurance, however, that OFS senior professionals
will continue to provide investment advice to us. If these individuals do not maintain their existing relationships with
OFS and its affiliates and do not develop new relationships with other sources of investment opportunities, we may
not be able to grow our investment portfolio or achieve our investment objective. In addition, individuals with whom
the OFS senior professionals have relationships are not obligated to provide us with investment opportunities.
Therefore, we can offer no assurance that such relationships will generate investment opportunities for us.

OFS Advisor is a subsidiary of OFSAM that has no employees and depends upon access to the investment
professionals and other resources of OFS and its affiliates to fulfill its obligations to us under the Investment Advisory
Agreement. OFS Advisor also depends upon OFS to obtain access to deal flow generated by the professionals of OFS
and its
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affiliates. Under a Staffing Agreement between OFSC, a subsidiary of OFSAM that employs OFS’s personnel, and
OFS Advisor, OFSC has agreed to provide OFS Advisor with the resources necessary to fulfill these obligations. The
Staffing Agreement provides that OFSC will make available to OFS Advisor experienced investment professionals
and access to the senior investment personnel of OFSC for purposes of evaluating, negotiating, structuring, closing
and monitoring our investments. We are not a party to this Staffing Agreement and cannot assure shareholders that
OFSC will fulfill its obligations under the agreement. If OFSC fails to perform, we cannot assure shareholders that
OFS Advisor will enforce the Staffing Agreement or that such agreement will not be terminated by either party or that
we will continue to have access to the investment professionals of OFSC and its affiliates or their information and deal
flow.

The investment committees that oversee our investment activities are provided by OFS Advisor under the Investment
Advisory Agreement. The loss of any member of the Advisor Investment Committees or of other OFS senior
professionals could limit our ability to achieve our investment objective and operate as we anticipate. This could have
a material adverse effect on our financial condition and results of operation.

Our business model depends to a significant extent upon strong referral relationships with financial institutions,
sponsors and investment professionals. Any inability of OFS Advisor to maintain or develop these relationships, or
the failure of these relationships to generate investment opportunities, could adversely affect our business.

We depend upon OFS Advisor to maintain relationships with financial institutions, sponsors and investment
professionals, and we will continue to rely to a significant extent upon these relationships to provide us with potential
investment opportunities. If OFS Advisor fails to maintain such relationships, or to develop new relationships with
other sources of investment opportunities, we will not be able to grow our investment portfolio. In addition,
individuals with whom the principals of OFS Advisor have relationships are not obligated to provide us with
investment opportunities, and, therefore, we can offer no assurance that these relationships will generate investment
opportunities for us in the future.

Our financial condition and results of operation will depend on our ability to manage our business effectively.

Our ability to achieve our investment objective and grow will depend on our ability to manage our business. This will
depend, in turn, on the ability of the Advisor Investment Committees to identify, invest in and monitor companies that
meet our investment criteria. The achievement of our investment objectives on a cost-effective basis will depend upon
the execution by the Advisor Investment Committees to execute our investment process, their ability to provide
competent, attentive and efficient services to us and, to a lesser extent, our access to financing on acceptable terms.
OFS Advisor will have substantial responsibilities under the Investment Advisory Agreement. The OFS Advisor's
senior professionals and other personnel of OFS Advisor's affiliates, including OFSC, may be called upon to provide
managerial assistance to our portfolio companies. These activities may distract them or slow our rate of investment.
Any failure to manage our business and our future growth effectively could have a material adverse effect on our
business, financial condition and results of operations.

We have potential conflicts of interest related to obligations that OFS Advisor or its affiliates may have to other
clients.

OFS Advisor and its affiliates manage other assets, including those of other BDCs and CLO funds, and may manage
other entities in the future, and these other funds and entities may have similar or overlapping investment strategies.
Our executive officers, directors and members of the Advisor Investment Committees serve as officers, directors or
principals of entities that operate in the same or a related line of business as we do, or of investment funds or other
investment vehicles managed by OFS Advisor or its affiliates. Accordingly, they may have obligations to investors in
those entities, the fulfillment of which might not be in our or our shareholders’ best interests or may require them to
devote time to services for other entities, which could interfere with the time available to provide services to us. For
example, OFS Advisor currently serves as the investment adviser to Hancock Park Corporate Income, Inc. ("HPCI"), a
non-traded BDC, that invests in senior secured loans of middle-market companies in the United States, similar to
those we target for investment, including first-lien, second-lien and unitranche loans as well as subordinated loans
and, to a lesser extent, warrants and other equity securities. Therefore, many investment opportunities will satisfy the
investment criteria for both HPCI and us. HPCI operates as a distinct and separate entity and any investment in our
common stock will not be an investment in HPCI. In addition, our executive officers and certain of our independent
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directors serve in substantially similar capacities for HPCI. Similarly, OFS Advisor and/or its affiliates may have
other clients with, similar, different or competing investment objectives. In serving in these multiple capacities, our
executive officers and directors, OFS Advisor and/or its affiliates, and members of the Advisor Investment Committee
may have obligations to other clients or investors in those entities, the fulfillment of which may not be in the best
interests of us or our shareholders.
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OFS Advisor will seek to allocate investment opportunities among eligible accounts in a manner that is fair and
equitable over time and consistent with its allocation policy. Under this allocation policy, if OFS Advisor is actively
seeking investments for two or more investment vehicles with similar or overlapping investment strategies, an
available opportunity will be allocated based on the provisions governing allocations of such investment opportunities
under law or in the relevant organizational, offering or similar documents, if any, for such investment vehicles. In the
absence of any such provisions, OFS Advisor will consider the following factors and the weight that should be given
with respect to each of these factors:

investment guidelines and/or restrictions, if any, under law or set forth in the applicable organizational, offering or
similar documents for the investment vehicles;

risk and return profile of the investment vehicles;

suitability/priority of a particular investment for the investment vehicles;

tf applicable, the targeted position size of the investment for the investment vehicles;

{evel of available cash for investment with respect to the investment vehicles;

¢otal amount of funds committed to the investment vehicles; and

the age of the investment vehicles and the remaining term of their respective investment periods, if any.

Application of one or more of the factors listed above may result in the allocation of an investment opportunity to
HPCI or any other investment vehicle advised by OFS Advisor over us.

OFS Advisor and OFSAM have both subjective and objective procedures and policies in place designed to manage the
potential conflicts of interest between OFS Advisor’s fiduciary obligations to us and its fiduciary obligations to other
clients. For example, such policies and procedures are designed to ensure that investment opportunities are allocated
in a fair and equitable manner among us and other clients of OFS Advisor. An investment opportunity that is suitable
for clients of OFS Advisor may not be capable of being shared among some or all of such clients due to the limited
scale of the opportunity or other factors, including regulatory restrictions imposed by the 1940 Act.

There can be no assurance that we will be able to participate in all investment opportunities that are suitable to us.
Our independent directors may face conflicts of interest related to their obligations to the affiliated BDC for which
they also serve as independent directors.

The independent directors of our board of directors also comprise the independent directors of the board of directors
of HPCI, an affiliated BDC that is also managed by OFS Advisor. In their capacities as directors for a BDC board, the
independent directors have a duty to make decisions on behalf of that BDC that are in the best interests of that BDC
and its shareholders. Accordingly, our independent directors may face conflicts of interest when making a decision on
behalf of one BDC that may not be in the best interest of the other BDC. For example, the SEC has granted exemptive
relief to us, OFS Advisor, HPCI, and certain other of our affiliates to co-invest in certain transactions that would
otherwise be prohibited by the 1940 Act. In accordance with that relief, the independent directors must make certain
findings on behalf of each BDC with respect to initial co-investment transactions, including that the terms of the
proposed transaction, including the consideration to be paid, are reasonable and fair to the BDC and its shareholders
and do not involve overreaching in respect of the BDC or its shareholders on the part of any of the other participants
in the proposed transaction. Under such circumstances, the independent directors may face conflicts of interest when
making these determinations on behalf of us and HPCI.

Members of the Advisor Investment Committees, OFS Advisor or its affiliates may, from time to time, possess
material non-public information, limiting our investment discretion.

OFS senior professionals and members of the Advisor Investment Committees may serve as directors of, or in a
similar capacity with, companies in which we invest, the securities of which are purchased or sold on our behalf. In
the event that material nonpublic information is obtained with respect to such companies, or we become subject to
trading restrictions under the internal trading policies of those companies or as a result of applicable law or
regulations, we could be prohibited for a period of time from purchasing or selling the securities of such companies,
and this prohibition may have an adverse effect on us and our shareholders.
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To the extent PIK interest and PIK dividends constitute a portion of our income, we will be exposed to typical risks
associated with such income being required to be included in taxable and accounting income prior to receipt of cash
representing such income.

Our investments may include contractual PIK interest or PIK dividends, which represents contractual interest or
dividends added to a loan balance or equity security and due at the end of such loan’s or equity security’s term. To the
extent PIK interest and PIK dividends constitute a portion of our income, we will be exposed to typical risks
associated with such income being required to be included in taxable and accounting income prior to receipt of cash.
Such risks include:

The higher interest or dividend rates of PIK instruments reflect the payment deferral and increased risk associated
with these instruments, and PIK instruments often represent a significantly higher risk than non-PIK instruments.
Even if the accounting conditions for income accrual are met, the borrower could still default when our actual
collection is supposed to occur at the maturity of the obligation.

PIK instruments may have unreliable valuations because their continuing accruals require continuing judgments about
the collectability of the deferred payments and the value of any associated collateral. PIK income may also create
uncertainty about the source of our cash distributions.

For accounting purposes, any cash distributions to shareholders representing PIK income are not treated as coming
from paid-in capital, even though the cash to pay them comes from the offering proceeds. As a result, despite the fact
that a distribution representing PIK income could be paid out of amounts invested by our shareholders, the 1940 Act
does not require that shareholders be given notice of this fact by reporting it as a return of capital.

PIK interest or dividends have the effect of generating investment income at a compounding rate, thereby further
tncreasing the incentive fees payable to OFS Advisor. Similarly, all things being equal, the deferral associated with
PIK interest or dividends also decreases the investment principal-to-value ratio at a compounding rate.

We may have additional conflicts related to other arrangements with OFS Advisor or its affiliates.

We have entered into a license agreement with OFSAM under which OFSAM has granted us a non-exclusive,
royalty-free license to use the name “OFS.” See “Management and Other Agreements—License Agreement.". In addition,
we rent office space from a subsidiary of OFSAM and pay to that subsidiary our allocable portion of overhead and
other expenses incurred in performing its obligations under the Administration Agreement, such as rent and our
allocable portion of the cost of our officers, including our chief executive officer, chief financial officer, chief
compliance officer and chief accounting officer. This will create conflicts of interest that our board of directors must
monitor.

The Investment Advisory Agreement with the OFS Advisor and the Administration Agreement with OFS Services
were not negotiated on an arm’s length basis and may not be as favorable to us as if they had been negotiated with an
unaffiliated third party.

The Investment Advisory Agreement and the Administration Agreement were negotiated between related parties.
Consequently, their terms, including fees payable to OFS Advisor, may not be as favorable to us as if they had been
negotiated with an unaffiliated third party. In addition, we could choose not to enforce, or to enforce less vigorously,
our rights and remedies under these agreements because of our desire to maintain our ongoing relationship with OFS
Adpvisor, OFS Services and their respective affiliates. Any such decision, however, would breach our fiduciary
obligations to our shareholders.

Our ability to enter into transactions with our affiliates will be restricted, which may limit the scope of investments
available to us.

BDCs generally are prohibited under the 1940 Act from knowingly participating in certain transactions with their
affiliates without the prior approval of their independent directors and, in some cases, of the SEC. Those transactions
include purchases and sales, and so-called “joint” transactions, in which a BDC and one or more of its affiliates engage
in certain types of profit-making activities. Any person that owns, directly or indirectly, five percent or more of a
BDC'’s outstanding voting securities will be considered an affiliate of the BDC for purposes of the 1940 Act, and a
BDC generally is prohibited from engaging in purchases or sales of assets or joint transactions with such affiliates,
absent the prior approval of the BDC’s independent directors. Additionally, without the approval of the SEC, a BDC is
prohibited from engaging in purchases or sales of assets or joint transactions with the BDC’s officers, directors, and
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employees, and advisor (and its affiliates).

BDCs may, however, invest alongside certain related parties or their respective other clients in certain circumstances
where doing so is consistent with current law and SEC staff interpretations. For example, a BDC may invest alongside
such accounts consistent with guidance promulgated by the SEC staff permitting us and such other accounts to
purchase interests in a single class of privately placed securities so long as certain conditions are met, including that
the BDC’s advisor, acting on the BDC’s behalf and on behalf of other clients, negotiates no term other than price.
Co-investment with such other accounts is not permitted or appropriate under this guidance when there is an
opportunity to invest in different securities of the same issuer or
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where the different investments could be expected to result in a conflict between the BDC’s interests and those of other
accounts. Moreover, except in certain circumstances, this guidance does not permit a BDC to invest in any issuer in
which the advisor or other affiliates has previously invested.

On October 12, 2016, we received exemptive relief from the SEC to permit us to co-invest in portfolio companies
with certain other funds managed by OFS Advisor ("Affiliated Funds") provided we comply with the Order. Pursuant
to the Order, we are generally permitted to co-invest with Affiliated Funds if a “required majority” (as defined in
Section 57(0) of the 1940 Act) of our independent directors make certain conclusions in connection with a
co-investment transaction, including that (1) the terms of the transactions, including the consideration to be paid, are
reasonable and fair to us and our shareholders and do not involve overreaching by us or our shareholders on the part of
any person concerned and (2) the transaction is consistent with the interests of our shareholders and is consistent with
our investment objective and strategies.

When we invest alongside OFSAM and its affiliates or their respective other clients, OFS Advisor will, to the extent
consistent with applicable law, regulatory guidance, or the Order, allocate investment opportunities in accordance with
its allocation policy. Under this allocation policy, if two or more investment vehicles with similar or overlapping
investment strategies are in their investment periods, an available opportunity will be allocated based on the
provisions governing allocations of such investment opportunities in the relevant organizational, offering or similar
documents, if any, for such investment vehicles. In the absence of any such provisions, OFS Advisor will consider the
following factors and the weight that should be given with respect to each of these factors:

investment guidelines and/or restrictions, if any, set forth in the applicable organizational, offering or similar
documents for the investment vehicles;

risk and return profile of the investment vehicles;

suitability/priority of a particular investment for the investment vehicles;

tf applicable, the targeted position size of the investment for the investment vehicles

{evel of available cash for investment with respect to the investment vehicles;

¢otal amount of funds committed to the investment vehicles; and

the age of the investment vehicles and the remaining term of their respective investment periods, if any.

In situations where co-investment with other accounts is not permitted or appropriate, OFS Advisor will need to
decide which account will proceed with the investment. The decision by OFS Advisor to allocate an opportunity to
another entity could cause us to forego an investment opportunity that we otherwise would have made. These
restrictions, and similar restrictions that limit our ability to transact business with our officers or directors or their
affiliates, may limit the scope of investment opportunities that would otherwise be available to us.

SBA regulations limit the outstanding dollar amount of SBA guaranteed debenture funding that may be received by an
SBIC or group of SBICs under common control.

SBA regulations currently limit the amount that an SBIC may borrow to up to a maximum of $150 million when it has
at least $75 million in regulatory capital, receives a leverage commitment from the SBA and has been through an
examination by the SBA subsequent to licensing. For two or more SBICs under common control, the maximum
amount of outstanding SBA debentures cannot exceed $350 million.

We cannot presently predict whether or not we will borrow the maximum permitted amount; if we reach the
maximum dollar amount of SBA guaranteed debentures permitted, and thereafter require additional capital, our cost of
capital may increase, and there is no assurance that we will be able to obtain additional financing on acceptable terms.
Moreover, SBIC I LP’s status as an SBIC does not automatically assure that it will receive SBA guaranteed debenture
funding. Receipt of SBA leverage funding is dependent upon whether SBIC I LP is and continues to be in compliance
with SBA regulations and policies and whether funding is available. The amount of SBA leverage funding available to
SBICs is dependent upon annual Congressional authorizations and in the future may be subject to annual
Congressional appropriations. There can be no assurance that there will be sufficient debenture funding available at
the times desired by SBIC I LP. As of December 31, 2016, we had fully funded our $75.0 million commitment to
SBIC I LP. As of December 31, 2016, SBIC I LP had leverage commitments of approximately $149.9 million from
the SBA, and $149.9 million of outstanding SBA-guaranteed debentures, leaving no incremental borrowing capacity
under present SBA regulations. In January 2015, we filed an application with the SBA for a second SBIC license,
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which, if approved, would provide up to $75.0 million in additional SBA debentures for the funding of our future
investments upon our contribution of at least $37.5 million in additional regulatory capital and subject to the issuance
of a leverage commitment by the SBA and other customary procedures. There can be no assurance as to whether or
when this application will be approved by the SBA.
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SBIC I LP is subject to SBA regulations.

Our investment strategy includes SBIC I LP, which is regulated by the SBA. On December 4, 2013, we acquired the
remaining limited and general partnership interests of SBIC I LP that we did not already own, which resulted in SBIC
I LP becoming our wholly-owned subsidiary.

The SBIC license allows SBIC I LP to receive SBA-guaranteed debenture funding, subject to the issuance of leverage
commitments by the SBA and other customary procedures. Prior to becoming our wholly-owned subsidiary, SBIC I
LP had received $67.3 million in SBA leverage commitments. In July 2014, we funded the remaining $13.6 million of
our $75 million commitment to SBIC I LP. As of December 31, 2016, SBIC I LP had leverage commitments of
approximately $149.9 million from the SBA, and $149.9 million of outstanding SBA-guaranteed debentures, leaving
no incremental borrowing capacity under present SBA regulations.

Further, the SBA regulations require that a licensed SBIC be periodically examined and audited by the SBA to
determine its compliance with the relevant SBA regulations. If SBIC I LP fails to comply with applicable SBA
regulations, the SBA could, depending on the severity of the violation, limit or prohibit its use of debentures, declare
outstanding debentures immediately due and payable, and/or limit its ability to make new investments. The SBA, as a
creditor, will have a superior claim to SBIC I LP’s assets over SBIC I LP’s limited partners and our shareholders in the
event SBIC I LP is liquidated or the SBA exercises its remedies under the SBA debentures issued by SBIC I LP in the
event of a default. In addition, the SBA can revoke or suspend a license for willful or repeated violation of, or willful
or repeated failure to observe, any provision of the Small Business Investment Act of 1958 or any rule or regulation
promulgated thereunder. These actions by the SBA would, in turn, negatively affect us because of our ownership
interest in SBIC I LP.

The SBA places certain limitations on the financing terms of investments by SBICs in portfolio companies and
prohibits an SBIC from providing funds to small businesses for certain purposes, such as relending, real estate or
investing in companies outside of the United States, and providing funds to businesses engaged in a few prohibited
industries and to certain “passive” (i.e., non-operating) companies. In addition, without prior SBA approval, an SBIC
may not invest an amount equal to more than approximately 30% of the SBIC’s regulatory capital in any one company
and its affiliates. Compliance with SBIC requirements may cause SBIC I LP to forego attractive investment
opportunities that are not permitted under SBA regulations.

SBIC I LP is subject to ongoing regulation and oversight by the SBA, including requirements with respect to
maintaining certain minimum financial ratios and other covenants. In addition, SBIC I LP may also be limited in its
ability to make distributions to us if it does not have sufficient accumulated net profit, in accordance with SBA
regulations. These requirements may make it more difficult for us to achieve our investment objective.

We finance our investments with borrowed money, which magnifies the potential for gain or loss on amounts invested
and may increase the risk of investing in us.

The use of leverage magnifies the potential for gain or loss on amounts invested. The use of leverage is generally
considered a speculative investment technique and increases the risks associated with investing in our securities. We
may pledge up to 100% of our assets and may grant a security interest in all of our assets, other than assets held in
SBIC I LP and our ownership interest in SBIC I LP and SBIC I GP, under the terms of any debt instruments we may
enter into with lenders. In addition, under the terms of any credit facility or other debt instrument we enter into, we are
likely to be required by its terms to use the net proceeds of any investments that we sell to repay a portion of the
amount borrowed under such facility or instrument before applying such net proceeds to any other uses. If the value of
our assets decreases, leveraging would cause net asset value to decline more sharply than it otherwise would have had
we not leveraged, thereby magnifying losses or eliminating our equity stake in a leveraged investment. Similarly, any
decrease in our revenue or income will cause our net income to decline more sharply than it would have had we not
borrowed. Such a decline would also negatively affect our ability to make dividend payments on our common stock or
preferred stock. Our ability to service our debt will depend largely on our financial performance and will be subject to
prevailing economic conditions and competitive pressures. Moreover, because the management fee payable to OFS
Adpvisor is payable based on our total assets (other than cash and cash equivalents and goodwill and intangible assets
related to the SBIC Acquisitions but including assets purchased with borrowed amounts and including assets owned
by any consolidated entity), OFS Advisor will have a financial incentive to incur leverage which may not be
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consistent with our shareholders’ interests. In addition, our common shareholders will bear the burden of any increase
in our expenses as a result of our use of leverage, including interest expenses and any increase in the management fee
payable to OFS Advisor.

As a BDC, generally we are not permitted to incur indebtedness unless immediately after such borrowing we have an
asset coverage ratio for total borrowings of at least 200% (i.e., the amount of debt may not exceed 50% of the value of
our assets). In addition, we may not be permitted to declare any cash dividend or other distribution on our outstanding
common shares, or purchase any such shares, unless, at the time of such declaration or purchase, we have asset
coverage of at least 200% after deducting the amount of such dividend, distribution, or purchase price. If this ratio
declines below 200%, we may not be able to incur additional debt and may need to sell a portion of our investments to
repay some debt when it is

19

40



Edgar Filing: OFS Capital Corp - Form N-2

Table of Contents

disadvantageous to do so, and we may not be able to make distributions. As of December 31, 2016, our asset coverage
ratio was greater than 1,000%, excluding the debt held by SBIC I LP.
The following table illustrates the effect of leverage on returns from an investment in our common stock assuming
various annual returns, net of expenses. The calculations in the table below are hypothetical and actual returns may be
higher or lower than those appearing in the table below.

Assumed Return on Our

Portfolio (Net of Expenses)

(10)% (5)% —% 5% 10%
Corresponding return to common stockholder (1) (24)% (14)% (4)% 6% 16%
(1) Assumes $281.6 million in investments at fair value, $159.4 million in debt outstanding, $143.8 million in net
assets and an average cost of funds of 3.6%. Assumptions are based on our financial condition and our average cost of
funds at December 31, 2016.
Based on our outstanding indebtedness of $159.4 million as of December 31, 2016 and the average cost of funds of
3.6% as of that date, our investment portfolio must experience an annual return of at least 2.0% to cover interest
payments on the outstanding debt.
This example is for illustrative purposes only, and actual interest rates on our borrowings are likely to fluctuate. See
“Management’s Discussion and Analysis of Financial Condition and Results of Operations - Liquidity and Capital
Resources - Borrowings” for additional information.
Changes in interest rates will affect our cost of capital and net investment income.
To the extent we borrow money or issue preferred stock to make investments, our net investment income will depend,
in part, upon the difference between the rate at which we borrow funds or pay dividends on preferred stock and the
rate at which we invest those funds. As a result, we can offer no assurance that a significant change in market interest
rates will not have a material adverse effect on our net investment income in the event we use debt to finance our
investments. In periods of rising interest rates, our cost of funds would increase, which could reduce our net
investment income. We may use interest rate risk management techniques in an effort to limit our exposure to interest
rate fluctuations. Such techniques may include various interest rate hedging activities to the extent permitted by the
1940 Act.
A rise in the general level of interest rates typically leads to higher interest rates applicable to our debt investments.
Accordingly, an increase in interest rates may result in an increase of the amount of incentive fees payable to OFS
Advisor.
We may enter into reverse repurchase agreements, which are another form of leverage.
We may enter into reverse repurchase agreements as part of our management of our temporary investment portfolio.
Under a reverse repurchase agreement, we will effectively pledge our assets as collateral to secure a short-term loan.
Generally, the other party to the agreement makes the loan in an amount equal to a percentage of the fair value of the
pledged collateral. At the maturity of the reverse repurchase agreement, we will be required to repay the loan and
correspondingly receive back our collateral. While used as collateral, the assets continue to pay principal and interest
which are for the benefit of us.
Our use of reverse repurchase agreements, if any, involves many of the same risks involved in our use of leverage, as
the proceeds from reverse repurchase agreements generally will be invested in additional securities. There is a risk that
the market value of the securities acquired in the reverse repurchase agreement may decline below the price of the
securities that we have sold but remain obligated to purchase. In addition, there is a risk that the market value of the
securities retained by us may decline. If a buyer of securities under a reverse repurchase agreement were to file for
bankruptcy or experience insolvency, we may be adversely affected. Also, in entering into reverse repurchase
agreements, we would bear the risk of loss to the extent that the proceeds of such agreements at settlement are less
than the fair value of the underlying securities being pledged. In addition, due to the interest costs associated with
reverse repurchase agreements transactions, our net asset value would decline, and, in some cases, we may be worse
off than if we had not used such instruments.
We may in the future determine to fund a portion of our investments with preferred stock, which would magnify the
potential for gain or loss and the risks of investing in us in the same way as our borrowings.
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Preferred stock, which is another form of leverage, has the same risks to our common shareholders as borrowings
because the dividends on any preferred stock we issue must be cumulative. Payment of such dividends and repayment
of the liquidation preference of such preferred stock must take preference over any dividends or other payments to our
common shareholders, and preferred shareholders are not subject to any of our expenses or losses and are not entitled
to participate in any income or appreciation in excess of their stated preference.

20

42



Edgar Filing: OFS Capital Corp - Form N-2

Table of Contents

We operate in a highly competitive market for investment opportunities, which could reduce returns and result in
losses.

A number of entities compete with us to make the types of investments that we plan to make. We will compete with
public and private funds, other BDCs, commercial and investment banks, commercial finance companies and, to the
extent they provide an alternative form of financing, private equity and hedge funds. Many of our competitors are
substantially larger and have considerably greater financial, technical and marketing resources than we do. For
example, some of our competitors may have access to funding sources that are not available to us. In addition, some of
our competitors may have higher risk tolerances or different risk assessments than us. Furthermore, many of our
competitors are not subject to the regulatory restrictions that the 1940 Act imposes on us as a BDC or the source of
income, asset diversification and distribution requirements we must satisfy to maintain our RIC tax treatment. These
characteristics could allow our competitors to consider a wider variety of instruments, establish more relationships and
offer better pricing and more flexible structuring than we are able to. The competitive pressures we face may have a
material adverse effect on our business, financial condition and results of operations. As a result of this competition,
we may not be able to take advantage of attractive investment opportunities from time to time, and we may not be able
to identify and make investments that are consistent with our investment objective.

With respect to the investments we make, we will not seek to compete based primarily on the interest rates we will
offer, and we believe that some of our competitors may make loans with interest rates that will be lower than the rates
we offer. In the secondary market for acquiring existing loans, we expect to compete generally on the basis of pricing
terms. With respect to all investments, we may lose some investment opportunities if we do not match our competitors’
pricing, terms and structure. However, if we match our competitors’ pricing, terms and structure, we may experience
decreased net interest income, lower yields and increased risk of credit loss. We may also compete for investment
opportunities with OFSAM and its other affiliates or accounts managed by OFSAM or one of its other affiliates.
Although OFS Advisor will allocate opportunities in accordance with its policies and procedures, allocations to such
other accounts will reduce the amount and frequency of opportunities available to us and may not be in the best
interests of us and our shareholders. Moreover, the performance of investments will not be known at the time of
allocation.

We may suffer credit losses.

Investment in middle-market companies is highly speculative and involves a high degree of risk of credit loss, and
therefore our securities may not be suitable for someone with a low tolerance for risk. These risks are likely to
increase during volatile economic periods, such as the U.S. and many other economies have recently been
experiencing.

We will be subject to corporate-level federal income tax if we are unable to maintain our qualification as a RIC.

We have elected to be treated as a RIC under Subchapter M of the Code, but no assurance can be given that we will be
able to maintain RIC status. As a RIC, we are not required to pay corporate-level federal income taxes on our income
and capital gains distributed (or deemed distributed) to our shareholders. To continue to qualify for tax treatment as a
RIC under the Code and to be relieved of federal taxes on income and gains distributed to our shareholders, we must
meet certain source-of-income, asset diversification and distribution requirements. The distribution requirement for a
RIC is satisfied if we distribute at least 90% of our net ordinary income and net short-term capital gains in excess of
net long-term capital losses, if any, to our shareholders on an annual basis. We will be subject, to the extent we use
debt financing or preferred stock, to certain asset coverage ratio requirements under the 1940 Act and financial
covenants under loan and credit agreements or preferred stock that could, under certain circumstances, restrict us from
making distributions necessary to qualify for tax treatment as a RIC. If we are unable to obtain cash from other
sources, we may fail to maintain our qualification for the tax benefits available to RICs and, thus, may be subject to
corporate-level federal income tax. To maintain our qualification as a RIC, we must also meet certain asset
diversification requirements at the end of each calendar quarter. Failure to meet these tests may result in our having to
dispose of certain investments quickly in order to prevent the loss of RIC status. Because most of our investments are
in private or thinly traded public companies, any such dispositions could be made at disadvantageous prices and may
result in substantial losses. If we fail to continue to qualify for tax treatment as a RIC for any reason and become
subject to corporate-level federal income tax, the resulting corporate taxes could substantially reduce our net assets,
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the amount of income available for distributions to shareholders and the amount of our distributions and the amount of
funds available for new investments. Such a failure would have a material adverse effect on us and our shareholders.
See"Material Federal Income Tax Considerations—Taxation as a Regulated Investment Company."

Our subsidiaries and portfolio companies may be unable to make distributions to us that will enable us to meet RIC
requirements, which could result in the imposition of an entity-level tax.

In order for us to maintain our tax treatment as a RIC and to minimize corporate-level taxes, we are required to
distribute on an annual basis substantially all of our taxable income, which includes income from our subsidiaries and
portfolio companies. As a substantial portion of our investments are made through SBIC I LP, we are significantly
dependent on that entity for cash distributions to enable us to meet the RIC distribution requirements. SBIC I LP may
be limited by the Small Business Investment Act of 1958 and SBA regulations governing SBICs from making certain
distributions to us that may be necessary to enable us to continue to qualify as a RIC. We may have to request a
waiver of the SBA’s restrictions for SBIC I LP
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to make certain distributions to maintain our tax treatment as a RIC and we cannot assure shareholders that the SBA
will grant such waiver. If our subsidiaries and portfolio companies are unable to make distributions to us, this may
result in loss of RIC tax treatment and a consequent imposition of a corporate-level federal income tax on us.

We may have difficulty paying our required distributions if we recognize income before, or without, receiving cash
representing such income.

For U.S. federal income tax purposes, we will include in income certain amounts that we have not yet received in
cash, such as the accretion of OID. This may arise if we purchase assets at a discount, receive warrants in connection
with the making of a loan or in other circumstances, or through contracted PIK interest or dividends (meaning interest
or dividends paid in the form of additional principal amount of the loan or equity security instead of in cash), which
represents contractual interest or dividends added to the loan balance or equity security and due at the end of the
investment term. Such OID, which could be significant relative to our overall investment activities, or increases in
loan or equity investment balances as a result of contracted PIK arrangements, will be included in income before we
receive any corresponding cash payments. We also may be required to include in income certain other amounts that
we will not receive in cash.

Since in certain cases we may recognize income before or without receiving cash representing such income, we may
have difficulty meeting the requirement to distribute at least 90% of our net ordinary income and net short-term
capital gains in excess of net long-term capital losses, if any, to maintain the tax benefits available to RICs. In such a
case, we may have to sell some of our investments at times and/or at prices we would not consider advantageous, raise
additional debt or equity capital or reduce new investment originations and sourcings to meet these distribution
requirements. If we sell built-in-gain assets, we may be required to recognize taxable income in respect of the
built-in-gain on such assets. In such a case, we would have to distribute all of our taxable gain (including the
built-in-gain) in respect of such sale to avoid the imposition of entity-level tax on such gain. If we are not able to
obtain such cash from other sources, we may fail to maintain the tax benefits available to RICs and thus be subject to
corporate-level income tax. See "Material Federal Income Tax Considerations—Taxation as a Regulated Investment
Company."

We may in the future choose to pay dividends in our own stock, in which case shareholders may be required to pay tax
in excess of the cash they receive.

We distribute taxable dividends that are payable in cash or shares of our common stock at the election of each
shareholder. Under certain applicable provisions of the Code and the Treasury regulations, distributions payable in
cash or in shares of stock at the election of shareholders are treated as taxable dividends. The Internal Revenue Service
has issued private rulings indicating that this rule will apply even where the total amount of cash that may be
distributed is limited to no more than 20% of the total distribution. Under these rulings, if too many shareholders elect
to receive their distributions in cash, each such shareholder would receive a pro rata share of the total cash to be
distributed and would receive the remainder of their distribution in shares of stock. If we decide to make any
distributions consistent with these rulings that are payable in part in our stock, taxable shareholders receiving such
dividends will be required to include the full amount of the dividend (whether received in cash, our stock, or a
combination thereof) as ordinary income (or as long-term capital gain to the extent such distribution is properly
reported as a capital gain dividend) to the extent of our current and accumulated earnings and profits for United States
federal income tax purposes. As a result, a U.S. shareholder may be required to pay tax with respect to such dividends
in excess of any cash received. If a U.S. shareholder sells the stock it receives as a dividend in order to pay this tax,
the sales proceeds may be less than the amount included in income with respect to the dividend, depending on the
market price of our stock at the time of the sale. Furthermore, with respect to non-U.S. shareholders, we may be
required to withhold U.S. tax with respect to such dividends, including in respect of all or a portion of such dividend
that is payable in stock. In addition, if a significant number of our shareholders determine to sell shares of our stock in
order to pay taxes owed on dividends, it may put downward pressure on the trading price of our stock.

Because we expect to distribute substantially all of our net investment income and net realized capital gains to our
shareholders, we may need additional capital to finance our growth and such capital may not be available on favorable
terms or at all.
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We have elected to be taxed for federal income tax purposes as a RIC under Subchapter M of the Code. If we meet
certain requirements, including source of income, asset diversification and distribution requirements, and if we
continue to qualify as a BDC, we will continue to qualify for tax treatment as RIC under the Code and will not have to
pay corporate-level taxes on income we distribute to our shareholders as dividends, allowing us to substantially reduce
or eliminate our corporate-level tax liability. As a BDC, we are generally required to meet a coverage ratio of total
assets to total senior securities, which includes all of our borrowings and any preferred stock we may issue in the
future, of at least 200% at the time we issue any debt or preferred stock. This requirement limits the amount that we
may borrow. Because we will continue to need capital to grow our investment portfolio, this limitation may prevent us
from incurring debt or preferred stock and require us to raise additional equity at a time when it may be
disadvantageous to do so. We cannot assure investors that debt and equity financing will be available to us on
favorable terms, or at all, and debt financings may be restricted by the terms of any of our outstanding
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borrowings. In addition, as a BDC, we are generally not permitted to issue common stock priced below net asset value
without shareholder approval. If additional funds are not available to us, we could be forced to curtail or cease new
lending and investment activities, and our net asset value could decline.

The PWB Credit Facility contains various covenants and restrictions which, if not complied with, could accelerate our
repayment obligations under the credit facility or limit its use, thereby materially and adversely affecting our liquidity,
financial condition, results of operations and ability to pay distributions.

The PWB Credit Facility provides us with a senior secured revolving line of credit of up to $25.0 million, with
maximum availability equal to 50% of the aggregate outstanding principal amount of eligible loans included in the
borrowing base and otherwise specified in the credit agreement. The PWB Credit Facility is guaranteed by our
subsidiary OFS Capital WM, LLC (“OFS Capital WM”) and secured by all of our current and future assets excluding
assets held by SBIC I LP and our SBIC I LP and SBIC I GP partnership interests. The PWB Credit Facility contains
customary terms and conditions, including, without limitation, affirmative and negative covenants such as information
reporting requirements, a minimum tangible net asset value, a minimum quarterly net investment income after
incentive fees, and a statutory asset coverage test. The PWB Credit Facility also contains customary events of default,
including, without limitation, nonpayment, misrepresentation of representations and warranties in any material
respect, breach of covenant, cross-default to other indebtedness, bankruptcy, change in investment advisor, and the
occurrence of a material adverse change in our financial condition. The PWB Credit Facility permits us to fund
additional investments as long as we are within the conditions set out in the credit agreement. Our continued
compliance with these covenants depends on many factors, some of which are beyond our control, and there are no
assurances that we will continue to comply with these covenants. Our failure to satisfy these covenants could result in
foreclosure by our lenders, which would accelerate our repayment obligations under the facility and thereby have a
material adverse effect on our business, liquidity, financial condition, results of operations and ability to pay
distributions to our stockholders. We had $9.5 million outstanding under the PWB Credit Facility as of December 31,
2016. Availability under the PWB Credit Facility as of December 31, 2016 was $15.5 million based on the stated
advance rate of 50% under the borrowing base.

Adverse developments in the credit markets may impair our ability to secure debt financing.

During the economic downturn in the United States that began in mid-2007, many commercial banks and other
financial institutions stopped lending or significantly curtailed their lending activity. In addition, in an effort to stem
losses and reduce their exposure to segments of the economy deemed to be high risk, some financial institutions
limited routine refinancing and loan modification transactions and even reviewed the terms of existing facilities to
identify bases for accelerating the maturity of existing lending facilities. As a result, it may be difficult for us to obtain
desired financing to finance the growth of our investments on acceptable economic terms, or at all.

If we are unable to consummate credit facilities on commercially reasonable terms, our liquidity may be reduced
significantly. If we are unable to repay amounts outstanding under any facility we may enter into and are declared in
default or are unable to renew or refinance any such facility, it would limit our ability to initiate significant
originations or to operate our business in the normal course. These situations may arise due to circumstances that we
may be unable to control, such as inaccessibility of the credit markets, a severe decline in the value of the U.S. dollar,
a further economic downturn or an operational problem that affects third parties or us, and could materially damage
our business. Moreover, we are unable to predict when economic and market conditions may become more favorable.
Even if such conditions improve broadly and significantly over the long term, adverse conditions in particular sectors
of the financial markets could adversely impact our business.

Terrorist attacks, acts of war or natural disasters may impact the businesses in which we invest and harm our business,
operating results and financial condition.

Terrorist acts, acts of war or natural disasters may disrupt our operations, as well as the operations of the businesses in
which we invest. Such acts have created, and continue to create, economic and political uncertainties and have
contributed to global economic instability. Future terrorist activities, military or security operations, or natural
disasters could further weaken the domestic/global economies and create additional uncertainties, which may
negatively impact the businesses in which we invest directly or indirectly and, in turn, could have a material adverse
impact on our business, operating results and financial condition. Losses from terrorist attacks and natural disasters

47



Edgar Filing: OFS Capital Corp - Form N-2

are generally uninsurable.

The failure in cybersecurity systems, as well as the occurrence of events unanticipated in our disaster recovery
systems and management continuity planning could impair our ability to conduct business effectively.

The occurrence of a disaster such as a cyberattack, a natural catastrophe, an industrial accident, events unanticipated in
our disaster recovery systems, or a support failure from external providers, could have an adverse effect on our ability
to conduct business and on our results of operations and financial condition, particularly if those events affect our
computer-based
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data processing, transmission, storage, and retrieval systems or destroy data. If a significant number of our managers
were unavailable in the event of a disaster, our ability to effectively conduct our business could be severely
compromised.

We depend heavily upon computer systems to perform necessary business functions. Despite our implementation of a
variety of security measures, our computer systems could be subject to cyberattacks and unauthorized access, such as
physical and electronic break-ins or unauthorized tampering. Like other companies, we may experience threats to our
data and systems, including malware and computer virus attacks, unauthorized access, system failures and disruptions.
If one or more of these events occurs, it could potentially jeopardize the confidential, proprietary and other
information processed and stored in, and transmitted through, our computer systems and networks, or otherwise cause
interruptions or malfunctions in our operations, which could result in damage to our reputation, financial losses,
litigation, increased costs, regulatory penalties and/or customer dissatisfaction or loss.

Third parties with whom we do business may also be sources of cybersecurity or other technological risks. We
outsource certain functions and these relationships allow for the storage and processing of our information, as well as
customer, counterparty, employee and borrower information. While we engage in actions to reduce our exposure
resulting from outsourcing, ongoing threats may result in unauthorized access, loss, exposure or destruction of data, or
other cybersecurity incidents, with increased costs and other consequences, including those described above.

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

Many of our portfolio investments take the form of securities that are not publicly traded. The fair value of securities
and other investments that are not publicly traded may not be readily determinable. We value these securities at fair
value as determined in good faith by our board of directors, including to reflect significant events affecting the value
of our securities. All of our investments (other than cash and cash equivalents) are classified as Level 3 under
Accounting Standards Codification Topic 820, Fair Value Measurement and Disclosures (ASC Topic 820). This
means that our portfolio valuations are based on unobservable inputs and our own assumptions about how market
participants would price the asset or liability in question. Inputs into the determination of fair value of our portfolio
investments require significant management judgment or estimation. Even if observable market data are available,
such information may be the result of consensus pricing information or broker quotes, which include a disclaimer that
the broker would not be held to such a price in an actual transaction. The non-binding nature of consensus pricing
and/or quotes accompanied by disclaimers materially reduces the reliability of such information. We presently retain
the services of two independent service providers to review the valuation of these securities at least annually.

The types of factors that the board of directors takes into account in determining the fair value of our investments
generally include, as appropriate, comparison to third-party yield benchmarks and comparison to publicly traded
securities including such factors as yield, maturity and measures of credit quality, the enterprise value of a portfolio
company, the nature and realizable value of any collateral, the portfolio company’s ability to make payments and its
earnings and cash flow, the markets in which the portfolio company does business and other relevant factors. Because
such valuations, and particularly valuations of private securities and private companies, are inherently uncertain, may
fluctuate over short periods of time and may be based on estimates, our determinations of fair value may differ
materially from the values that would have been used if a ready market for these securities existed. Our net asset value
could be adversely affected if our determinations regarding the fair value of our investments were materially higher
than the values that we ultimately realize upon the disposal of such securities.

We adjust quarterly the valuation of our portfolio to reflect our board of directors’ determination of the fair value of
each investment in our portfolio. Any changes in fair value are recorded in our statement of income as net change in
unrealized appreciation or depreciation.

We may experience fluctuations in our quarterly operating results.

We could experience fluctuations in our quarterly operating results due to a number of factors, including the interest
rate payable on the debt securities we acquire, the default rate on such securities, the level of our expenses, variations
in and the timing of the recognition of realized and unrealized gains or losses, distributions from our subsidiaries and
portfolio companies, the degree to which we encounter competition in our markets and general economic conditions.
In light of these factors, results for any period should not be relied upon as being indicative of performance in future
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periods.

Changes in the laws or regulations governing our business, or changes in the interpretations thereof, and any failure by
us to comply with these laws or regulations, could have a material adverse effect on our, and our portfolio companies’,
business, results of operations or financial condition.

We and our portfolio companies are subject to regulation by laws at the U.S. federal, state and local levels, including
those that govern BDCs, SBICs, RICs, or non-depository commercial lenders. These laws and regulations, including
applicable accounting standards, as well as their interpretation, may change from time to time, and new laws,
regulations, accounting
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standards and interpretations may also come into effect. Any such new or changed laws or regulations could have a
material adverse effect on our business.

We are also subject to judicial and administrative decisions that affect our operations, including our loan originations,
maximum interest rates, fees and other charges, disclosures to portfolio companies, the terms of secured transactions,
collection and foreclosure procedures and other trade practices. If these laws, regulations or decisions change, or if we
expand our business into jurisdictions that have adopted more stringent requirements than those in which we currently
conduct business, we may have to incur significant expenses in order to comply, or we might have to restrict our
operations. If we do not comply with applicable laws, regulations and decisions, we may lose licenses needed for the
conduct of our business and may be subject to civil fines and criminal penalties.

In addition, changes to the laws and regulations governing our operations related to permitted investments may cause
us to alter our investment strategy, including making investments in entities such as OFS Capital WM and SBIC I LP,
in order to avail ourselves of new or different opportunities. Such changes could result in material differences to the
strategies and plans set forth in this prospectus and our accounting practices described in this prospectus, and may
shift our investment focus from the areas of expertise of OFS Advisor to other types of investments in which OFS
Advisor may have little or no expertise or experience. Any such changes, if they occur, could have a material adverse
effect on our results of operations and the value of a shareholder’s investment.

Over the last several years, there has been an increase in regulatory attention to the extension of credit outside of the
traditional banking sector, raising the possibility that some portion of the non-bank financial sector will be subject to
new or different regulation. While it cannot be known at this time whether these regulations will be implemented or
what form they will take, increased regulation of non-bank credit extension could negatively impact our operations,
cash flows or financial condition, impose additional costs on us, intensify the regulatory supervision of us or otherwise
adversely affect our business.

The effect of global climate change may impact the operations of our portfolio companies.

There may be evidence of global climate change. Climate change creates physical and financial risk and some of our
portfolio companies may be adversely affected by climate change. For example, the needs of customers of energy
companies vary with weather conditions, primarily temperature and humidity. To the extent weather conditions are
affected by climate change, energy use could increase or decrease depending on the duration and magnitude of any
changes. Increases in the cost of energy could adversely affect the cost of operations of our portfolio companies if the
use of energy products or services is material to their business. A decrease in energy use due to weather changes may
affect some of our portfolio companies’ financial condition, through decreased revenues. Extreme weather conditions
in general require more system backup, adding to costs, and can contribute to increased system stresses, including
service interruptions. In December 2015, the United Nations, of which the U.S. is a member, adopted a climate accord
(the “Paris Agreement”) with the long-term goal of limiting global warming and the short-term goal of significantly
reducing greenhouse gas emissions. The U.S. subsequently ratified the Paris Agreement, and it entered into force on
November 4, 2016. As a result, some of our portfolio companies may become subject to new or strengthened
regulations or legislation which could increase their operating costs and/or decrease their revenues.

Proposed legislation may allow us to incur additional leverage.

In prior Congresses, legislation was introduced in the U.S. House of Representatives that was intended to revise
certain regulations applicable to BDCs. The legislation provided for (i) increasing the amount of funds BDCs may
borrow by reducing asset to debt limitations from 2:1 to 3:2, (ii) permitting BDCs to file registration statements with
the U.S. Securities and Exchange Commission that incorporate information from already-filed reports by reference,
(iii) utilizing other streamlined registration processes afforded to operating companies, and (iv) allowing BDCs to own
investment advisor subsidiaries. There are no assurances as to when the legislation will be introduced or enacted by
current Congress, if at all, or, if enacted, what final form the legislation would take. To the extent this or similar
legislation was enacted, it might permit us to incur additional leveraging which would subject us to additional risks.
Loss of status as a RIC would reduce our net asset value and distributable income.

We have qualified as a RIC under the Code. As a RIC we do not have to pay federal income taxes on our income
(including realized gains) that we distribute to our shareholders, provided that we satisfy certain distribution and other
requirements. Accordingly, we are not permitted under accounting rules to establish reserves for taxes on our
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unrealized capital gains. If we fail to qualify for RIC status in any year, to the extent that we had unrealized gains, we
would have to establish reserves for taxes, which would reduce our net asset value and the amount potentially
available for distribution. In addition, if we, as a RIC, were to decide to make a deemed distribution of net realized
capital gains and retain the net realized capital gains, we would have to establish appropriate reserves for taxes that we
would have to pay on behalf of shareholders. It is possible that establishing reserves for taxes could have a material
adverse effect on the value of our common stock. See "Material Federal Income Tax Considerations—Taxation as a
Regulated Investment Company."
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Our board of directors may change our investment objective, operating policies and strategies without prior notice or
shareholder approval.

Our board of directors has the authority, except as otherwise provided in the 1940 Act, to modify or waive certain of
our operating policies and strategies without prior notice and without shareholder approval. However, absent
shareholder approval, we may not change the nature of our business so as to cease to be, or withdraw our election as, a
BDC. Under Delaware law, we also cannot be dissolved without prior shareholder approval except by judicial action.
We cannot predict the effect any changes to our current operating policies and strategies would have on our business,
operating results and the price value of our common stock. Nevertheless, any such changes could adversely affect our
business and impair our ability to make distributions.

OFS Advisor can resign on 60 days’ notice, and we may not be able to find a suitable replacement within that time,
resulting in a disruption in our operations that could adversely affect our financial condition, business and results of
operations.

OFS Advisor has the right, under the Investment Advisory Agreement, to resign at any time upon not less than 60
days’ written notice, whether we have found a replacement or not. If OFS Advisor resigns, we may not be able to find
a new investment advisor or hire internal management with similar expertise and ability to provide the same or
equivalent services on acceptable terms within 60 days, or at all. If we are unable to do so quickly, our operations are
likely to experience a disruption, our financial condition, business and results of operations as well as our ability to
pay distributions are likely to be adversely affected and the value of our shares may decline. In addition, the
coordination of our internal management and investment activities is likely to suffer if we are unable to identify and
reach an agreement with a single institution or group of executives having the expertise possessed by the OFS Advisor
and its affiliates. Even if we are able to retain comparable management, whether internal or external, the integration of
such management and their lack of familiarity with our investment objective may result in additional costs and time
delays that may adversely affect our financial condition, business and results of operations.

OFS Services can resign from its role as our Administrator under the Administration Agreement, and we may not be
able to find a suitable replacement, resulting in a disruption in our operations that could adversely affect our financial
condition, business and results of operations.

OFS Services has the right to resign under the Administration Agreement, whether we have found a replacement or
not. If OFS Services resigns, we may not be able to find a new administrator or hire internal management with similar
expertise and ability to provide the same or equivalent services on acceptable terms, or at all. If we are unable to do so
quickly, our operations are likely to experience a disruption, our financial condition, business and results of operations
as well as our ability to pay distributions are likely to be adversely affected and the value of our shares may decline. In
addition, the coordination of our internal management and administrative activities is likely to suffer if we are unable
to identify and reach an agreement with a service provider or individuals with the expertise possessed by OFS
Services. Even if we are able to retain a comparable service provider or individuals to perform such services, whether
internal or external, their integration into our business and lack of familiarity with our investment objective may result
in additional costs and time delays that may adversely affect our financial condition, business and results of
operations.

We incur significant costs as a result of being a publicly traded company.

As a publicly traded company, we incur legal, accounting and other expenses, including costs associated with the
periodic reporting requirements applicable to a company whose securities are registered under the Exchange Act, as
well as additional corporate governance requirements, including requirements under the Sarbanes-Oxley Act and other
rules implemented by the SEC.

Efforts to comply with Section 404 of the Sarbanes-Oxley Act of 2002 (the "Sarbanes-Oxley Act") involve significant
expenditures, and non-compliance with Section 404 of the Sarbanes-Oxley Act may adversely affect us and the
market price of our securities.

Under current SEC rules, beginning with our fiscal year ended December 31, 2013, we have been required to report on
our internal control over financial reporting pursuant to Section 404 of the Sarbanes-Oxley Act and related rules and
regulations of the SEC. We are required to review our internal control over financial reporting on an annual basis, and
evaluate and disclose changes in our internal control over financial reporting on a quarterly and annual basis.
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As a result, we expect to continue to incur additional expenses that may negatively impact our financial performance
and our ability to make distributions. This process also results in a diversion of management’s time and attention. In
the event that we are unable to maintain compliance with Section 404 of the Sarbanes-Oxley Act and related rules, we
and the market price of our securities may be adversely affected.
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We have identified a material weakness in our internal control over financial reporting and our business and stock
price may be adversely affected if we have not adequately addressed the weakness.

Effective internal controls over financial reporting are necessary for us to provide reliable financial reports and,
together with adequate disclosure controls and procedures, are designed to prevent fraud. Any failure to implement
required new or improved controls, or difficulties encountered in their implementation could cause us to fail to meet
our reporting obligations.

As a result of our evaluation of our internal control over financial reporting for the year ended December 31, 2016,
management identified a material weakness related to design and effectiveness of controls over certain key
assumptions and underlying data used in our investment valuations.

The identification of this material weakness did not require a material fourth quarter 2016 adjustment or impact any of
our consolidated financial statements for any prior annual or interim periods.

We believe that the audited consolidated financial statements included in this prospectus are accurate. If we cannot
produce reliable financial reports, investors could lose confidence in our reported financial information, the market
price of our stock could decline significantly, we may be unable to obtain additional financing to operate and expand
our business, and our business and financial condition could be harmed.

Capital markets may experience periods of disruption and instability and we cannot predict when these conditions will
occur. Such market conditions could materially and adversely affect debt and equity capital markets in the United
States and abroad, which could have a negative impact on our business, financial condition and results of operations.
The global capital markets have experienced a period of disruption as evidenced by a lack of liquidity in the debt
capital markets, write-offs in the financial services sector, the re-pricing of credit risk and the failure of certain major
financial institutions. While the capital markets have improved, these conditions could deteriorate again in the future.
During such market disruptions, we may have difficulty raising debt or equity capital, especially as a result of
regulatory constraints.

Market conditions may in the future make it difficult to extend the maturity of or refinance our existing indebtedness
and any failure to do so could have a material adverse effect on our business. The illiquidity of our investments may
make it difficult for us to sell such investments if required. As a result, we may realize significantly less than the value
at which we have recorded our investments. In addition, significant changes in the capital markets, including the
disruption and volatility, have had, and may in the future have, a negative effect on the valuations of our investments
and on the potential for liquidity events involving our investments. An inability to raise capital, and any required sale
of our investments for liquidity purposes, could have a material adverse impact on our business, financial condition
and results of operations.

Various social and political tensions in the United States and around the world, including in the Middle East, Eastern
Europe and Russia, may continue to contribute to increased market volatility, may have long-term effects on the
United States and worldwide financial markets, and may cause further economic uncertainties or deterioration in the
United States and worldwide. Several European Union (“EU”) countries, including Greece, Ireland, Italy, Spain, and
Portugal, continue to face budget issues, some of which may have negative long-term effects for the economies of
those countries and other EU countries. There is also continued concern about national-level support for the euro and
the accompanying coordination of fiscal and wage policy among European Economic and Monetary Union member
countries. The recent United States and global economic downturn, or a return to the recessionary period in the United
States, could adversely impact our investments. We cannot predict the duration of the effects related to these or
similar events in the future on the United States economy and securities markets or on our investments. We monitor
developments and seek to manage our investments in a manner consistent with achieving our investment objective,
but there can be no assurance that we will be successful in doing so.

Various social and political tensions in the United States and around the world, including in the Middle East, Eastern
Europe and Russia, may continue to contribute to increased market volatility, may have long-term effects on the
United States and worldwide financial markets, and may cause further economic uncertainties or deterioration in the
United States and worldwide. Several European Union (“EU”) countries, including Greece, Ireland, Italy, Spain, and
Portugal, continue to face budget issues, some of which may have negative long-term effects for the economies of
those countries and other EU countries. There is also continued concern about national-level support for the euro and
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the accompanying coordination of fiscal and wage policy among European Economic and Monetary Union member
countries. The recent United States and global economic downturn, or a return to the recessionary period in the United
States, could adversely impact our investments. We cannot predict the duration of the effects related to these or
similar events in the future on the United States economy and securities markets or on our investments. We monitor
developments and seek to manage our investments in a manner consistent with achieving our investment objective,
but there can be no assurance that we will be successful in doing so.
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Risks Related to BDCs

Regulations governing our operation as a BDC affect our ability to and the way in which we raise additional capital.
As a BDC, we will need to raise additional capital, which will expose us to risks, including the typical risks associated
with leverage.

We may issue debt securities or preferred stock and/or borrow money from banks or other financial institutions, which
we refer to collectively as “senior securities,” up to the maximum amount permitted by the 1940 Act. Under the
provisions of the 1940 Act, we are permitted as a BDC to issue senior securities in amounts such that our asset
coverage ratio, as defined in the 1940 Act, equals at least 200% of gross assets less all liabilities and indebtedness not
represented by senior securities, after each issuance of senior securities. If the value of our assets decline, we may be
unable to satisfy this test. If that happens, we may be required to sell a portion of our investments and, depending on
the nature of our leverage, repay a portion of our indebtedness at a time when such sales may be disadvantageous.
Also, any amounts that we use to service our indebtedness would not be available for distributions to our common
shareholders. If we issue senior securities, we will be exposed to typical risks associated with leverage, including an
increased risk of loss.

As of December 31, 2016, we had debt outstanding in the amount of $159.4 million. Our ability to incur additional
debt and remain in compliance with the asset coverage test will be limited. We may seek an additional credit facility
to finance investments or for working capital requirements. There can be no assurance that we will be able to obtain
such financing on favorable terms or at all. We have received an exemptive order from the SEC to permit us to
exclude the debt of SBIC I LP guaranteed by the SBA from our definition of senior securities in our statutory 200%
asset coverage ratio under the 1940 Act.

If we issue preferred stock, the preferred stock would rank “senior” to common stock in our capital structure, preferred
shareholders would have separate voting rights on certain matters and might have other rights, preferences or
privileges more favorable than those of our common shareholders, and the issuance of preferred stock could have the
effect of delaying, deferring or preventing a transaction or a change of control that might involve a premium price for
holders of our common stock or otherwise be in our shareholders’ best interest. Holders of our common stock will
directly or indirectly bear all of the costs associated with offering and servicing any preferred stock that we issue. In
addition, any interests of preferred shareholders may not necessarily align with the interests of holders of our common
stock and the rights of holders of shares of preferred stock to receive dividends would be senior to those of holders of
shares of our common stock. We are not generally able to issue and sell our common stock at a price below net asset
value per share. We may, however, sell our common stock, or warrants, options or rights to acquire our common
stock, at a price below the then-current net asset value per share of our common stock if our board of directors
determines that such sale is in the best interests of us and our shareholders, and if our shareholders approve any such
sale. In any such case, the price at which our securities are to be issued and sold may not be less than a price that, in
the determination of our board of directors, closely approximates the market value of such securities (less any
distributing commission or discount). If we raise additional funds by issuing common stock or senior securities
convertible into, or exchangeable for, our common stock, then the percentage ownership of our shareholders at that
time will decrease, and our shareholders might experience dilution.

Our ability to invest in public companies may be limited in certain circumstances.

To maintain our status as a BDC, we are not permitted to acquire any assets other than “qualifying assets” specified in
the 1940 Act unless, at the time the acquisition is made, at least 70% of our assets, as defined by the 1940 Act, are
qualifying assets (with certain limited exceptions). Subject to certain exceptions for follow-on investments and
distressed companies, an investment in an issuer that has outstanding securities listed on a national securities exchange
may be treated as a qualifying asset only if such issuer has a common equity market capitalization that is less than
$250 million at the time of such investment and meets the other specified requirements.

If we do not invest a sufficient portion of our assets in qualifying assets, we could fail to continue to qualify as a BDC
or be precluded from investing according to our current business strategy.

As a BDC, we may not acquire any assets other than “qualifying assets” unless, at the time of and after giving effect to
such acquisition, at least 70% of our assets, as defined by the 1940 Act, are qualifying assets.
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We believe that most of the investments that we may acquire in the future will constitute qualifying assets. However,
we may be precluded from investing in what we believe are attractive investments if such investments are not
qualifying assets for purposes of the 1940 Act. If a sufficient portion of our assets are not qualifying assets, we could
violate the 1940 Act provisions applicable to BDCs. As a result of such violation, specific rules under the 1940 Act
could prevent us, for example, from making follow-on investments in existing portfolio companies (which could result
in the dilution of our position) or could require us to dispose of investments at inappropriate times in order to come
into compliance with the 1940 Act. If we need to dispose of such investments quickly, it could be difficult to dispose
of such investments on favorable terms. We may not be able
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to find a buyer for such investments and, even if we do find a buyer, we may have to sell the investments at a
substantial loss. Any such outcomes would have a material adverse effect on our business, financial condition and
results of operations

If we do not maintain our status as a BDC, we would be subject to regulation as a registered closed-end investment
company under the 1940 Act. As a registered closed-end fund, we would be subject to substantially more regulatory
restrictions under the 1940 Act which would significantly decrease our operating flexibility.

Risks Related to Our Investments

Economic recessions or downturns could impair our portfolio companies and harm our operating results.

Many of our portfolio companies are susceptible to economic slowdowns or recessions and may be unable to repay
our loans during these periods. Therefore, our non-performing assets are likely to increase and the value of our
portfolio is likely to decrease during these periods. Adverse economic conditions may decrease the value of collateral
securing some of our loans and the value of our equity investments. Economic slowdowns or recessions could lead to
financial losses in our portfolio and a decrease in revenues, net income and assets. Unfavorable economic conditions
also could increase our funding costs, limit our access to the capital markets or result in a decision by lenders not to
extend credit to us. These events could prevent us from increasing our investments and harm our operating results.

A portfolio company’s failure to satisfy financial or operating covenants imposed by us or other lenders could lead to
defaults and, potentially, termination of its loans and foreclosure on its assets, which could trigger cross-defaults under
other agreements and jeopardize our portfolio company’s ability to meet its obligations under the debt securities that
we hold. We may incur expenses to the extent necessary to seek recovery upon default or to negotiate new terms with
a defaulting portfolio company. In addition, lenders in certain cases can be subject to lender liability claims for actions
taken by them when they become too involved in the borrower’s business or exercise control over a borrower. It is
possible that we could become subject to a lender liability claim, including as a result of actions taken if we render
significant managerial assistance to the borrower. Furthermore, if one of our portfolio companies were to file for
bankruptcy protection, even though we may have structured our investment as senior secured debt, depending on the
facts and circumstances, including the extent to which we provided managerial assistance to that portfolio company, a
bankruptcy court might re-characterize our debt holding and subordinate all or a portion of our claim to claims of
other creditors.

Our investments in the debt instruments of leveraged portfolio companies may be risky and, due to the significant
volatility of such companies, we could lose all or part of our investment in bankruptcy proceedings or otherwise.
Investment in leveraged companies involves a number of significant risks. Leveraged companies in which we invest
may have limited financial resources and may be unable to meet their obligations under their debt securities that we
hold due to the significant volatility of such companies. Negative developments may be accompanied by deterioration
of the value of any collateral and a reduction in the likelihood of our realizing any guarantees that we may have
obtained in connection with our investment. Such developments may ultimately result in the leveraged companies in
which we invest entering into bankruptcy proceedings, which have a number of inherent risks. Many events in a
bankruptcy proceeding are the product of contested matters and adversary proceedings and are beyond the control of
the creditors. A bankruptcy filing by an issuer may adversely and permanently affect the issuer. If the proceeding is
converted to a liquidation, the value of the issuer may not equal the liquidation value that was believed to exist at the
time of the investment. The duration of a bankruptcy proceeding is also difficult to predict, and a creditor’s return on
investment can be adversely affected by delays until the plan of reorganization or liquidation ultimately becomes
effective. The administrative costs in connection with a bankruptcy proceeding are frequently high and would be paid
out of the debtor’s estate prior to any return to creditors. Because the standards for classification of claims under
bankruptcy law are vague, our influence with respect to the class of securities or other obligations we own may be lost
by increases in the number and amount of claims in the same class or by different classification and treatment. In the
early stages of the bankruptcy process, it is often difficult to estimate the extent of, or even to identify, any contingent
claims that might be made. In addition, certain claims that have priority by law (for example, claims for taxes) may be
substantial. In addition, since our mezzanine loans are generally subordinated to senior loans and are generally
unsecured, other creditors may rank senior to us in the event of a bankruptcy proceeding.
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Our investments in private and middle-market portfolio companies are generally considered lower credit qualify
obligations, are risky, and we could lose all or part of our investment.

Investment in private and middle-market companies involves a number of significant risks. Generally, little public
information exists about these companies, and we rely on the ability of OFS Advisor’s investment professionals to
obtain adequate information to evaluate the potential returns from investing in these companies. If we are unable to
uncover all material information about these companies, we may not make a fully informed investment decision, and
we may lose money on our investments. Middle-market companies may have limited financial resources and may be
unable to meet their
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obligations under their debt securities that we hold, which may be accompanied by a deterioration in the value of any
collateral and a reduction in the likelihood of our realizing any guarantees we may have obtained in connection with
our investment. Such companies typically have shorter operating histories, narrower product lines and smaller market
shares than larger businesses, which tend to render them more vulnerable to competitors’ actions and market
conditions, as well as general economic downturns.

Middle-market companies are more likely to be considered lower grade investments, commonly called “junk bonds,”
which are either rated below investment grade by one or more nationally-recognized statistical rating agencies at the
time of investment, or may be unrated but determined by the OFS Advisor to be of comparable quality. Lower grade
securities or comparable unrated securities are considered predominantly speculative regarding the issuer’s ability to
pay interest and principal, and are susceptible to default or decline in market value due to adverse economic and
business developments. The market values for lower grade debt tend to be very volatile and are less liquid than
investment grade securities. For these reasons, an investment in our company is subject to the following specific risks:
increased price sensitivity to a deteriorating economic environment; greater risk of loss due to default or declining
credit quality; adverse company specific events are more likely to render the issuer unable to make interest and/or
principal payments; and if a negative perception of the lower grade debt market develops, the price and liquidity of
lower grade securities may be depressed. This negative perception could last for a significant period of time.
Additionally, middle-market companies are more likely to depend on the management talents and efforts of a small
group of persons. Therefore, the death, disability, resignation or termination of one or more of these persons could
have a material adverse impact on our portfolio company and, in turn, on us. Middle-market companies also may be
parties to litigation and may be engaged in rapidly changing businesses with products subject to a substantial risk of
obsolescence. In addition, our executive officers, directors and OFS Advisor may, in the ordinary course of business,
be named as defendants in litigation arising from our investments in the portfolio companies.

Investments in equity securities involve a substantial degree of risk.

We have purchased, and may purchase in the future, common stock and other equity securities, including warrants, in
various portfolio companies. Although equity securities historically have generated higher average total returns than
debt securities over the long term, equity securities may experience more volatility in those returns than debt
securities. The equity securities we acquire may fail to appreciate, decline in value or lose all value, and our ability to
recover our investment will depend on our portfolio company's success. Investments in equity securities involve a
number of significant risks, including the risk of further dilution in the event the portfolio company issues additional
securities. Investments in preferred securities involve special risks, such as the risk of deferred distributions, illiquidity
and limited voting rights.

Our equity ownership in a portfolio company may represent a control investment. Our ability to exit a control
investment in a timely manner could result in a realized loss on the investment.

If we obtain a control investment in a portfolio company, our ability to divest ourselves from a debt or equity
investment could be restricted due to illiquidity in a private stock, limited trading volume on a public company’s stock,
inside information on a company’s performance, insider blackout periods, or other factors that could prohibit us from
disposing of the investment as we would if it were not a control investment. Additionally, we may choose not to take
certain actions to protect a debt investment in a control investment portfolio company. As a result, we could
experience a decrease in the value of our portfolio company holdings and potentially incur a realized loss on the
investment.

We may suffer a loss if a portfolio company defaults on a loan and the underlying collateral is not sufficient.

We will at times take a security interest in the available assets of our portfolio companies, including the equity
interests of their subsidiaries and, in some cases, the equity interests of our portfolio companies held by their
shareholders. In the event of a default by a portfolio company on a secured loan, we will only have recourse to the
assets collateralizing the loan. There is a risk that the collateral securing our loans may decrease in value over time,
may be difficult to sell in a timely manner, may be difficult to appraise, and may fluctuate in value based upon the
success or deterioration of the business and market conditions, including as a result of the inability of a portfolio
company to raise additional capital. Additionally, in the case of certain of our investments, we do not have a first lien
position on the collateral and may not receive the full value of the collateral upon liquidation. If the underlying
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collateral value is less than the loan amount, we will suffer a loss.

In the event of bankruptcy of a portfolio company, we may not have full recourse to its assets in order to satisfy our
loan, or our loan may be subject to equitable subordination. In addition, certain of our loans are subordinate to other
debt of the portfolio company. If a portfolio company defaults on our loan or on debt senior to our loan, or in the event
of a portfolio company bankruptcy, our loan will be satisfied only after the senior debt receives payment. Where debt
senior to our loan exists, the presence of inter-creditor arrangements may limit our ability to amend our loan
documents, assign our loans, accept prepayments, exercise our remedies (through “standstill” periods) and control
decisions made in bankruptcy proceedings relating to the portfolio company. Bankruptcy and portfolio company
litigation can significantly increase collection losses and
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the time needed for us to acquire the underlying collateral in the event of a default, during which time the collateral
may decline in value, causing us to suffer losses.

If the value of collateral underlying our loan declines or interest rates increase during the term of our loan, a portfolio
company may not be able to obtain the necessary funds to repay our loan at maturity through refinancing. Decreasing
collateral value and/or increasing interest rates may hinder a portfolio company’s ability to refinance our loan because
the underlying collateral cannot satisfy the debt service coverage requirements necessary to obtain new financing. If a
borrower is unable to repay our loan at maturity, we could suffer a loss which may adversely impact our financial
performance.

The lack of liquidity in our investments may adversely affect our business.

All of our assets are presently invested in illiquid securities, and a substantial portion of our investments in leveraged
companies is subject to legal and other restrictions on resale or is otherwise less liquid than more broadly traded
public securities. The illiquidity of these investments may make it difficult for us to sell such investments if the need
arises. In addition, if we are required to liquidate all or a portion of our portfolio quickly, we may realize significantly
less than the value at which we have previously recorded these investments. We may also face other restrictions on
our ability to liquidate an investment in a portfolio company to the extent that we, OFS Advisor, OFSAM or any of its
other affiliates have material nonpublic information regarding such portfolio company.

Price declines and illiquidity in the corporate debt markets may adversely affect the fair value of our portfolio
investments, reducing our net asset value through increased net unrealized depreciation.

As a BDC, we are required to carry our investments at market value or, if no market value is ascertainable, at fair
value as determined in good faith by our board of directors. As part of the valuation process, we may take into account
the following types of factors, if relevant, in determining the fair value of our investments:

a comparison of the portfolio company’s securities to publicly traded securities;

the enterprise value of a portfolio company;

the nature and realizable value of any collateral;

the portfolio company’s ability to make payments and its earnings and discounted cash flow;

the markets in which the portfolio company does business; and

changes in the interest rate environment and the credit markets generally that may affect the price at which similar
investments may be made in the future and other relevant factors.

When an external event such as a purchase transaction, public offering or subsequent equity sale occurs, we will use
the pricing indicated by the external event to corroborate our valuation. We will record decreases in the market values
or fair values of our investments as unrealized depreciation. Declines in prices and liquidity in the corporate debt
markets may result in significant net unrealized depreciation in our portfolio. The effect of all of these factors on our
portfolio may reduce our net asset value by increasing net unrealized depreciation in our portfolio. Depending on
market conditions, we could incur substantial realized losses and may suffer additional unrealized losses in future
periods, which could have a material adverse effect on our business, financial condition and results of operations.

We are a non-diversified management investment company within the meaning of the 1940 Act, and therefore we are
not limited with respect to the proportion of our assets that may be invested in securities of a single issuer.

We are classified as a non-diversified management investment company within the meaning of the 1940 Act, which
means that we will not be limited by the 1940 Act with respect to the proportion of our assets that we may invest in
securities of a single issuer. To the extent that we assume large positions in the securities of a small number of issuers,
our net asset value may fluctuate to a greater extent than that of a diversified investment company as a result of
changes in the financial condition or the market’s assessment of the issuer. We may also be more susceptible to any
single economic or regulatory occurrence than a diversified investment company. Beyond our asset diversification
requirements as a RIC under the Code, we do not have fixed guidelines for diversification, and our investments could
be concentrated in relatively few portfolio companies.

Our portfolio may be concentrated in a limited number of portfolio companies and industries, which will subject us to
a risk of significant loss if any of these companies defaults on its obligations under any of its debt instruments or if
there is a downturn in a particular industry.
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Although we believe our portfolio is well-diversified across companies and industries, our portfolio is and may in the
future be concentrated in a limited number of portfolio companies and industries. Beyond the asset diversification
requirements associated with our qualification as a RIC under the Code, we do not have fixed guidelines for
diversification. As a result, the aggregate returns we realize may be significantly adversely affected if a small number
of investments perform poorly or if we need to write down the value of any one investment. Additionally, while we
are not targeting any specific industries, our
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investments may be concentrated in relatively few industries. As a result, a downturn in any particular industry in
which we are invested could also significantly impact the aggregate returns we realize.

Our failure to make follow-on investments in our portfolio companies could impair the value of our portfolio.
Following an initial investment in a portfolio company, we may make additional investments in that portfolio
company as “follow-on” investments, in seeking to:

increase or maintain in whole or in part our position as a creditor or equity ownership percentage in a portfolio
company;

exercise warrants, options or convertible securities that were acquired in the original or subsequent financing; or
preserve or enhance the value of our investment.

We have discretion to make follow-on investments, subject to the availability of capital resources. Failure on our part
to make follow-on investments may, in some circumstances, jeopardize the continued viability of a portfolio company
and our initial investment, or may result in a missed opportunity for us to increase our participation in a successful
operation. Even if we have sufficient capital to make a desired follow-on investment, we may elect not to make a
follow-on investment because we may not want to increase our level of risk, because we prefer other opportunities or
because we are inhibited by compliance with BDC requirements or the desire to maintain our RIC status. Our ability
to make follow-on investments may also be limited by OFS Advisor’s allocation policy.

Because we generally do not hold controlling equity interests in our portfolio companies, we may not be able to
exercise control over our portfolio companies or to prevent decisions by management of our portfolio companies that
could decrease the value of our investments.

We generally do not hold controlling equity positions in our portfolio companies. For portfolio companies in which
we do not hold a controlling equity interest, we are subject to the risk that a portfolio company may make business
decisions with which we disagree, and that the management and/or shareholders of a portfolio company may take
risks or otherwise act in ways that are adverse to our interests. Due to the lack of liquidity of the debt and equity
investments that we typically hold in our portfolio companies, we may not be able to dispose of our investments in the
event we disagree with the actions of a portfolio company and may therefore suffer a decrease in the value of our
investments.

Defaults by our portfolio companies will harm our operating results.

A portfolio company’s failure to satisfy financial or operating covenants imposed by us or other lenders could lead to
defaults and, potentially, termination of its loans and foreclosure on its assets. This could trigger cross-defaults under
other agreements and jeopardize such portfolio company’s ability to meet its obligations under the debt or equity
securities that we hold. We may incur expenses to the extent necessary to seek recovery upon default or to negotiate
new terms, which may include the waiver of certain financial covenants, with a defaulting portfolio company.

Our portfolio companies may incur debt that ranks equally with, or senior to, our investments in such companies.

We have invested a substantial portion of our capital in senior secured, unitranche, second-lien and mezzanine loans
issued by our portfolio companies. The portfolio companies may be permitted to incur, other debt that ranks equally
with, or senior to, the debt securities in which we invest. By their terms, such debt instruments may provide that the
holders are entitled to receive payment of interest or principal on or before the dates on which we are entitled to
receive payments in respect of the debt securities in which we invest. Also, in the event of insolvency, liquidation,
dissolution, reorganization or bankruptcy of a portfolio company, holders of debt instruments ranking senior to our
investment in that portfolio company would typically be entitled to receive payment in full before we receive any
distribution in respect of our investment. After repaying senior creditors, the portfolio company may not have any
remaining assets to use for repaying its obligation to us. In the case of debt ranking equally with debt securities in
which we invest, we would have to share any distributions on an equal and ratable basis with other creditors holding
such debt in the event of an insolvency, liquidation, dissolution, reorganization or bankruptcy of the relevant portfolio
company.

Additionally, certain loans that we make to portfolio companies may be secured on a second-priority basis by the
same collateral securing first-priority debt of such companies. The senior-secured liens on the collateral will secure
the portfolio company’s obligations under any outstanding senior debt and may secure certain other future debt that
may be permitted to be incurred by the portfolio company under the agreements governing the loans. The holders of
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obligations secured by first-priority liens on the collateral will generally control the liquidation of, and be entitled to
receive proceeds from, any realization of the collateral to repay their obligations in full before us. In addition, the
value of the collateral in the event of liquidation will depend on market and economic conditions, the availability of
buyers and other factors. There can be no assurance that the proceeds, if any, from sales of all of the collateral would
be sufficient to satisfy the loan obligations secured by the second-priority liens after payment in full of all obligations
secured by the first-priority liens on the collateral. If such proceeds were
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not sufficient to repay amounts outstanding under the loan obligations secured by the second-priority liens, then we, to
the extent not repaid from the proceeds of the sale of the collateral, would only have an unsecured claim against the
portfolio company’s remaining assets, if any.

The rights we may have with respect to the collateral securing the loans we make to our portfolio companies with
more senior debt outstanding may also be limited pursuant to the terms of one or more intercreditor agreements that
we enter into with the holders of such senior debt. Under a typical intercreditor agreement, at any time that obligations
that have the benefit of the first-priority liens are outstanding, any of the following actions that may be taken in
respect of the collateral will be at the direction of the holders of the obligations secured by the first-priority liens:

the ability to cause the commencement of enforcement proceedings against the collateral;

the ability to control the conduct of such proceedings;

the approval of amendments to collateral documents;

releases of liens on the collateral; and

waivers of past defaults under collateral documents.

We may not have the ability to control or direct such actions, even if our rights are adversely affected.

We may also make unsecured loans to portfolio companies, meaning that such loans will not benefit from any interest
in collateral of such companies. Liens on such portfolio companies’ collateral, if any, will secure the portfolio
company’s obligations under its outstanding secured debt and may secure certain future debt that is permitted to be
incurred by the portfolio company under its secured loan agreements. The holders of obligations secured by such liens
will generally control the liquidation of, and be entitled to receive proceeds from, any realization of such collateral to
repay their obligations in full before us. In addition, the value of such collateral in the event of liquidation will depend
on market and economic conditions, the availability of buyers and other factors. There can be no assurance that the
proceeds, if any, from sales of such collateral would be sufficient to satisfy our unsecured loan obligations after
payment in full of all secured loan obligations. If such proceeds were not sufficient to repay the outstanding secured
loan obligations, then our unsecured claims would rank equally with the unpaid portion of such secured creditors’
claims against the portfolio company’s remaining assets, if any.

If we make subordinated investments, the obligors or the portfolio companies may not generate sufficient cash flow to
service their debt obligations to us.

We make subordinated investments that rank below other obligations of the obligor in right of payment. Subordinated
investments are subject to greater risk of default than senior obligations as a result of adverse changes in the financial
condition of the obligor or in general economic conditions. If we make a subordinated investment in a portfolio
company, the portfolio company may be highly leveraged, and its relatively high debt-to-equity ratio may create
increased risks that its operations might not generate sufficient cash flow to service all of its debt obligations.

The disposition of our investments may result in contingent liabilities.

A significant portion of our investments involve private securities. In connection with the disposition of an investment
in private securities, we may be required to make representations about the business and financial affairs of the
portfolio company typical of those made in connection with the sale of a business. We may also be required to
indemnify the purchasers of such investment to the extent that any such representations turn out to be inaccurate, or
with respect to potential liabilities. These arrangements may result in contingent liabilities that ultimately result in
funding obligations that we must satisfy through our return of distributions previously made to us.

Our base management fee may induce OFS Advisor to cause us to incur leverage.

Our base management fee is payable based upon our total assets, other than cash and cash equivalents but including
assets purchased with borrowed amounts and including assets owned by any consolidated entity. This fee structure
may encourage OFS Advisor to cause us to borrow money to finance additional investments. Under certain
circumstances, the use of borrowed money may increase the likelihood of default, which would disfavor holders of
our common stock. Given the subjective nature of the investment decisions made by OFS Advisor on our behalf, our
board of directors may not be able to monitor this potential conflict of interest effectively.

Our incentive fee may induce OFS Advisor to make certain investments, including speculative investments.

The incentive fee payable by us to OFS Advisor may create an incentive for OFS Advisor to make investments on our
behalf that are riskier or more speculative than would be the case in the absence of such compensation arrangement.
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The way in which the incentive fee payable to OFS Advisor is determined may encourage OFS Advisor to use
leverage to increase the return on our investments. Under certain circumstances, the use of leverage may increase the
likelihood of default, which would disfavor our shareholders.
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OFS Advisor receives an incentive fee based, in part, upon net capital gains realized on our investments. Unlike that
portion of the incentive fee based on income, there is no hurdle rate applicable to the portion of the incentive fee based
on net capital gains. As a result, OFS Advisor may have a tendency to invest more capital in investments that are
likely to result in capital gains as compared to income producing securities. Such a practice could result in our
investing in more speculative securities than would otherwise be the case, which could result in higher investment
losses, particularly during economic downturns.

We may invest, to the extent permitted by law, in the securities and instruments of other investment companies,
including private funds, and, to the extent we so invest, will bear our ratable share of any such investment company’s
expenses, including management and performance fees. We will also remain obligated to pay management and
incentive fees to OFS Advisor with respect to the assets invested in the securities and instruments of other investment
companies. With respect to each of these investments, each of our shareholders will bear his or her share of the
management and incentive fee of OFS Advisor as well as indirectly bearing the management and performance fees
and other expenses of any investment companies in which we invest.

Our board of directors is charged with protecting our interests by monitoring how OFS Advisor addresses these and
other conflicts of interests associated with its management services and compensation. While our board of directors is
not expected to review or approve each borrowing or incurrence of leverage, our independent directors will
periodically review OFS Advisor’s services and fees. In connection with these reviews, our independent directors will
consider whether our fees and expenses (including those related to leverage) remain appropriate.

Our incentive fee structure may create incentives for OFS Advisor that are not fully aligned with the interests of our
shareholders.

In the course of our investing activities, we will pay management and incentive fees to OFS Advisor. The base
management fee is based on our total assets (other than cash and cash equivalents

We may pay an incentive fee on income we do not receive in cash.

The part of the incentive fee payable to OFS Advisor that relates to our pre-incentive fee net investment income is
computed and paid on income that may include interest income that has been accrued but not yet received in cash.
This fee structure may be considered to involve a conflict of interest for OFS Advisor to the extent that it may
encourage OFS Advisor to favor debt financings that provide for deferred interest, rather than current cash payments
of interest. OFS Advisor may have an incentive to invest in deferred interest securities in circumstances where it
would not have done so but for the opportunity to continue to earn the incentive fee even when the issuers of the
deferred interest securities would not be able to make actual cash payments to us on such securities. This risk could be
increased because OFS Advisor is not obligated to reimburse us for any incentive fees received even if we
subsequently incur losses or never receive in cash the deferred income that was previously accrued.

OFS Advisor’s liability is limited under the Investment Advisory Agreement, and we have agreed to indemnify OFS
Advisor against certain liabilities, which may lead OFS Advisor to act in a riskier manner on our behalf than it would
when acting for its own account.

Under the Investment Advisory Agreement, OFS Advisor will not assume any responsibility to us other than to render
the services called for under that agreement, and it will not be responsible for any action of our board of directors in
following or declining to follow OFS Advisor’s advice or recommendations. Under the terms of the Investment
Advisory Agreement, OFS Advisor and its affiliates’ respective officers, directors, members, managers, shareholders
and employees will not be liable to us, any subsidiary of ours, our directors, our shareholders or any subsidiary’s
shareholders or partners for acts or omissions performed in accordance with and pursuant to the Investment Advisory
Agreement, except those resulting from acts constituting gross negligence, willful misconduct, bad faith or reckless
disregard of such person’s duties under the Investment Advisory Agreement. In addition, we have agreed to indemnify
OFS Advisor and its affiliates’ respective officers, directors, members, managers, shareholders and employees from
and against any claims or liabilities, including reasonable legal fees and other expenses reasonably incurred, arising
out of or in connection with our business and operations or any action taken or omitted on our behalf pursuant to
authority granted by the Investment Advisory Agreement, except where attributable to gross negligence, willful
misconduct, bad faith or reckless disregard of such person’s duties under the Investment Advisory Agreement. These
protections may lead OFS Advisor to act in a riskier manner when acting on our behalf than it would when acting for
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We may be subject to additional risks if we engage in hedging transactions and/or invest in foreign securities.

The 1940 Act generally requires that 70% of our investments be in issuers each of whom is organized under the laws
of, and has its principal place of business in, any state of the United States, the District of Columbia, Puerto Rico, the
Virgin Islands or any other possession of the United States. Our investment strategy does not presently contemplate
investments in securities of non-U.S. companies. We expect that these investments would focus on the same debt
investments that we make in
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U.S. middle-market companies and accordingly would be complementary to our overall strategy and enhance the
diversity of our holdings. Investing in securities of emerging market issuers involves many risks, including economic,
social, political, financial, tax and security conditions in the emerging market, potential inflationary economic
environments, regulation by foreign governments, different accounting standards and political uncertainties.
Economic, social, political, financial, tax and security conditions also could negatively affect the value of emerging
market companies. These factors could include changes in the emerging market government’s economic and fiscal
policies, the possible imposition of, or changes in, currency exchange laws or other laws or restrictions applicable to
the emerging market companies or investments in their securities and the possibility of fluctuations in the rate of
exchange between currencies.

Engaging in either hedging transactions or investing in foreign securities would entail additional risks to our
shareholders. We could, for example, use instruments such as interest rate swaps, caps, collars and floors and, if we
were to invest in foreign securities, we could use instruments such as forward contracts or currency options and
borrow under a credit facility in currencies selected to minimize our foreign currency exposure. In each such case, we
generally would seek to hedge against fluctuations of the relative values of our portfolio positions from changes in
market interest rates or currency exchange rates. Hedging against a decline in the values of our portfolio positions
would not eliminate the possibility of fluctuations in the values of such positions or prevent losses if the values of the
positions declined. However, such hedging could establish other positions designed to gain from those same
developments, thereby offsetting the decline in the value of such portfolio positions. Such hedging transactions could
also limit the opportunity for gain if the values of the underlying portfolio positions increased. Moreover, it might not
be possible to hedge against an exchange rate or interest rate fluctuation that was so generally anticipated that we
would not be able to enter into a hedging transaction at an acceptable price.

While we may enter into such transactions to seek to reduce currency exchange rate and interest rate risks,
unanticipated changes in currency exchange rates or interest rates could result in poorer overall investment
performance than if we had not engaged in any such hedging transactions. In addition, the degree of correlation
between price movements of the instruments used in a hedging strategy and price movements in the portfolio positions
being hedged could vary. Moreover, for a variety of reasons, we might not seek to establish a perfect correlation
between the hedging instruments and the portfolio holdings being hedged. Any such imperfect correlation could
prevent us from achieving the intended hedge and expose us to risk of loss. In addition, it might not be possible to
hedge fully or perfectly against currency fluctuations affecting the value of securities denominated in non-U.S.
currencies because the value of those securities would likely fluctuate as a result of factors not related to currency
fluctuations.

Our ability to enter into transactions involving derivatives and financial commitment transactions may be limited.
The SEC has proposed a new rule under the 1940 Act that would govern the use of derivatives (defined to include any
swap, security-based swap, futures contract, forward contract, option or any similar instrument) as well as financial
commitment transactions (defined to include reverse repurchase agreements, short sale borrowings and any firm or
standby commitment agreement or similar agreement) by BDCs. Under the proposed rule, a BDC would be required
to comply with one of two alternative portfolio limitations and manage the risks associated with derivatives
transactions and financial commitment transactions by segregating certain assets. Furthermore, a BDC that engages in
more than a limited amount of derivatives transactions or that uses complex derivatives would be required to establish
a formalized derivatives risk management program. If the SEC adopts this rule in the form proposed, our ability to
enter into transactions involving such instruments may be hindered, which could have an adverse effect on our
business, financial condition and results of operations.

We may not realize gains from our equity investments.

When we invest in senior secured, unitranche, second-lien and mezzanine loans, we may acquire warrants or other
equity securities of portfolio companies as well. We may also invest in equity securities directly. To the extent we
hold equity investments, except as described below, we will attempt to dispose of them and realize gains upon our
disposition of them. However, the equity interests we receive may not appreciate in value and may decline in value.
As aresult, we may not be able to realize gains from our equity interests, and any gains that we do realize on the
disposition of any equity interests may not be sufficient to offset any other losses we experience. In the case of SBIC I
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LP, our wholly-owned subsidiary, we will not receive direct benefits from the sale of assets in their portfolios. Rather,
our return on our investment in such assets will depend on the ability of SBIC I LP’s portfolio to generate cash flow in
excess of payments required, as appropriate, to be made to other parties under the terms of the SBA debentures, and
distribution, subject to SBA regulation, of the excess to us.

Uncertainty relating to the London Interbank Offered Rate ("LIBOR") calculation process may adversely affect the
value of any portfolio of LIBOR-indexed, floating-rate debt securities.

Concerns have been publicized that some of the member banks surveyed by the British Bankers' Association (“BBA”) in
connection with the calculation of LIBOR across a range of maturities and currencies may have been under-reporting
or otherwise manipulating the inter-bank lending rate applicable to them in order to profit on their derivatives
positions or to avoid an appearance of capital insufficiency or adverse reputational or other consequences that may
have resulted from reporting inter-bank lending rates higher than those they actually submitted. A number of BBA
member banks have entered into
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settlements with their regulators and law enforcement agencies with respect to alleged manipulation of LIBOR, and
investigations by regulators and governmental authorities in various jurisdictions are ongoing.

Actions by the BBA, regulators or law enforcement agencies may result in changes to the manner in which LIBOR is
determined. Uncertainty as to the nature of such potential changes may adversely affect the market for LIBOR-based
securities, including our potential portfolio of LIBOR-indexed, floating-rate debt securities. In addition, any further
changes or reforms to the determination or supervision of LIBOR may result in a sudden or prolonged increase or
decrease in reported LIBOR, which could have an adverse impact on the market for LIBOR-based securities or the
value of our potential portfolio of LIBOR-indexed, floating-rate debt securities.

Risks Related to Our Securities

There is a risk that shareholders may not receive distributions or that our distributions may not grow over time and a
portion of our distributions may be a return of capital.

We have made distributions on a quarterly basis to our shareholders out of assets legally available for distribution. We
cannot assure shareholders that we will achieve investment results that will allow us to make a specified level of cash
distributions or year-to-year increases in cash distributions. Our ability to pay distributions might be adversely
affected by the impact of one or more of the risk factors described in this prospectus. Due to the asset coverage test
applicable to us under the 1940 Act as a BDC, we may be limited in our ability to make distributions. Our ability to
make distributions may also be affected by our ability to receive distributions from SBIC I LP which is governed by
SBA regulations.

When we make distributions, we will be required to determine the extent to which such distributions are paid out of
current or accumulated earnings and profits. Distributions in excess of current and accumulated earnings and profits
will be treated as a non-taxable return of capital to the extent of an investor’s basis in our stock and, assuming that an
investor holds our stock as a capital asset, thereafter as a capital gain. A return of capital is a return to shareholders of
a portion of their original investment in us rather than income or capital gains. See “Material Federal Income Tax
Considerations—Taxation as a RIC.”

The market price of our common stock may fluctuate significantly.

As with any stock, the market price of our common stock will fluctuate with market conditions and other factors. Our
common stock is intended for long-term investors and should not be treated as a trading vehicle. Shares of BDCs
frequently trade at a discount from their net asset value. The market price and liquidity of the market for shares of our
common stock may be significantly affected by numerous factors, some of which are beyond our control and may not
be directly related to our operating performance. These factors include:

significant volatility in the market price and trading volume of securities of BDCs or other companies in our sector,
which is not necessarily related to the operating performance of these companies;

exclusion of our common stock from certain market indices, such as the Russell 2000 Financial Services Index, which
could reduce the ability of certain investment funds to own our common stock and put short-term selling pressure on
our common stock;

changes in regulatory policies or tax guidelines, particularly with respect to RICs, SBICs or BDCs;

{oss of RIC or BDC status;

€ailure of SBIC I LP to maintain its status as an SBIC;

tnability to obtain a second SBA license;

our origination activity, including the pace of, and competition for, new investment opportunities;

changes or perceived changes in earnings or variations in operating results;

changes or perceived changes in the value of our portfolio of investments;

changes in accounting guidelines governing valuation of our investments;

any shortfall in revenue or net income or any increase in losses from levels expected by investors or securities
analysts;

potential future sales of common stock or debt securities convertible into or exchangeable or exercisable for our
common stock or the conversion of such securities;

departure of OFS Advisor’s, OFSC’s or any of their affiliates’ key personnel;
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operating performance of companies comparable to us;
eeneral economic trends and other external factors; and
{oss of a major funding source.

Sales of substantial amounts of our common stock in the public market may have an adverse effect on the market
price of our common stock.

The shares of our common stock beneficially owned by our principal shareholders are generally available for resale,
subject to the provisions of Rule 144 promulgated under the Securities Act. Sales of substantial amounts of our
common stock, or the availability of such common stock for sale, could adversely affect the prevailing market prices
for our common stock. If this occurs and continues, it could impair our ability to raise additional capital through the
sale of securities should we desire to do so.

Certain provisions of the Delaware General Corporation Law and our certificate of incorporation and bylaws could
deter takeover attempts and have an adverse impact on the price of our common stock.

The Delaware General Corporation Law, our certificate of incorporation and our bylaws contain provisions that may
have the effect of discouraging a third party from making an acquisition proposal for us. We have also adopted
measures that may make it difficult for a third party to obtain control of us, including provisions of our certificate of
incorporation dividing our board of directors into three classes with the term of one class expiring at each annual
meeting of shareholders. These anti-takeover provisions may inhibit a change in control in circumstances that could
give the holders of our common stock the opportunity to realize a premium over the market price of our common
stock.

Our common stock may trade below its net asset value per share, which limits our ability to raise additional equity
capital.

If our common stock is trading below its net asset value per share, we will generally not be able to issue additional
shares of our common stock at its market price without first obtaining the approval for such issuance from our
shareholders and our independent directors. Shares of BDCs, including shares of our common stock, have traded at
discounts to their net asset values. As of December 31, 2016, our net asset value per share was $14.82. The daily
average closing price of our shares on the Nasdaq Global Select Market for the year ended December 31, 2016 was
$12.85. If our common stock trades below net asset value, the higher the cost of equity capital may result in it being
unattractive to raise new equity, which may limit our ability to grow. The risk of trading below net asset value is
separate and distinct from the risk that our net asset value per share may decline. We cannot predict whether shares of
our common stock will trade above, at or below our net asset value.

If we issue preferred stock, debt securities or convertible debt securities, the net asset value and market value of our
common stock may become more volatile.

We cannot assure you that the issuance of preferred stock and/or debt securities would result in a higher yield or return
to the holders of our common stock. The issuance of preferred stock, debt securities or convertible debt would likely
cause the net asset value and market value of our common stock to become more volatile. If the dividend rate on the
preferred stock, or the interest rate on the debt securities, were to approach the net rate of return on our investment
portfolio, the benefit of leverage to the holders of our common stock would be reduced. If the dividend rate on the
preferred stock, or the interest rate on the debt securities, were to exceed the net rate of return on our portfolio, the use
of leverage would result in a lower rate of return to the holders of common stock than if we had not issued the
preferred stock or debt securities. Any decline in the net asset value of our investment would be borne entirely by the
holders of our common stock. Therefore, if the market value of our portfolio were to decline, the leverage would result
in a greater decrease in net asset value to the holders of our common stock than if we were not leveraged through the
issuance of preferred stock. This decline in net asset value would also tend to cause a greater decline in the market
price for our common stock.

There is also a risk that, in the event of a sharp decline in the value of our net assets, we would be in danger of failing
to maintain required asset coverage ratios which may be required by the preferred stock, debt securities, convertible
debt or units or of a downgrade in the ratings of the preferred stock, debt securities, convertible debt or units or our
current investment income might not be sufficient to meet the dividend requirements on the preferred stock or the
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interest payments on the debt securities. If we do not maintain our required asset coverage ratios, we may not be
permitted to declare dividends. In order to counteract such an event, we might need to liquidate investments in order
to fund redemption of some or all of the preferred stock, debt securities or convertible debt. In addition, we would pay
(and the holders of our common stock would bear) all costs and expenses relating to the issuance and ongoing
maintenance of the preferred stock, debt securities, convertible debt or any combination of these securities. Holders of
preferred stock, debt securities or convertible debt may have different interests than holders of common stock and may
at times have disproportionate influence over our affairs.
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Holders of any preferred stock that we may issue will have the right to elect members of the board of directors and
have class voting rights on certain matters.

The 1940 Act requires that holders of shares of preferred stock must be entitled as a class to elect two directors at all
times and to elect a majority of the directors if dividends on such preferred stock are in arrears by two years or more,
until such arrearage is eliminated. In addition, certain matters under the 1940 Act require the separate vote of the
holders of any issued and outstanding preferred stock, including changes in fundamental investment restrictions and
conversion to open-end status and, accordingly, preferred shareholders could veto any such changes. Restrictions
imposed on the declarations and payment of dividends or other distributions to the holders of our common stock and
preferred stock, both by the 1940 Act and by requirements imposed by rating agencies, might impair our ability to
maintain our qualification as a RIC for U.S. federal income tax purposes.

Your interest in us may be diluted if you do not fully exercise your subscription rights in any rights offering. In
addition, if the subscription price is less than our net asset value per share, then you will experience an immediate
dilution of the aggregate net asset value of your shares.

In the event we issue subscription rights, shareholders who do not fully exercise their subscription rights should
expect that they will, at the completion of a rights offering pursuant to this prospectus, own a smaller proportional
interest in us than would otherwise be the case if they fully exercised their rights. We cannot state precisely the
amount of any such dilution in share ownership because we do not know at this time what proportion of the shares
will be purchased as a result of such rights offering.

In addition, if the subscription price is less than the net asset value per share of our common stock, then our
shareholders would experience an immediate dilution of the aggregate net asset value of their shares as a result of the
offering. The amount of any decrease in net asset value is not predictable because it is not known at this time what the
subscription price and net asset value per share will be on the expiration date of a rights offering or what proportion of
the shares will be purchased as a result of such rights offering. Such dilution could be substantial.

The trading market or market value of our publicly issued debt securities may fluctuate.

Our publicly issued debt securities may or may not have an established trading market. We cannot assure you that a
trading market for our publicly issued debt securities will ever develop or be maintained if developed. In addition to
our creditworthiness, many factors may materially adversely affect the trading market for, and market value of, our
publicly issued debt securities. These factors include, but are not limited to, the following:

the time remaining to the maturity of these debt securities;

the outstanding principal amount of debt securities with terms identical to these debt securities;

the ratings assigned by national statistical ratings agencies;

the general economic environment;

the supply of debt securities trading in the secondary market, if any;

the redemption or repayment features, if any, of these debt securities;

the level, direction and volatility of market interest rates generally; and

market rates of interest higher or lower than rates borne by the debt securities.

You should also be aware that there may be a limited number of buyers when you decide to sell your debt securities.
This too may materially adversely affect the market value of the debt securities or the trading market for the debt
securities.

Terms relating to redemption may materially adversely affect your return on any debt securities that we may issue.

If your debt securities are redeemable at our option, we may choose to redeem your debt securities at times when
prevailing interest rates are lower than the interest rate paid on your debt securities. In addition, if your debt securities
are subject to mandatory redemption, we may be required to redeem your debt securities also at times when prevailing
interest rates are lower than the interest rate paid on your debt securities. In this circumstance, you may not be able to
reinvest the redemption proceeds in a comparable security at an effective interest rate as high as your debt securities
being redeemed.

Our credit ratings may not reflect all risks of an investment in our debt securities.

Our credit ratings are an assessment by third parties of our ability to pay our obligations. Consequently, real or
anticipated changes in our credit ratings will generally affect the market value of our debt securities. Our credit
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ratings, however, may not reflect the potential impact of risks related to market conditions generally or other factors
discussed above on the market value of or trading market for the publicly issued debt securities.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

In addition to factors previously identified elsewhere in this prospectus, including the “Risks” section of this prospectus,
the following factors, among others, could cause actual results to differ materially from forward-looking statements or
historical performance:

the introduction, withdrawal, success and timing of business initiatives and strategies;

.changes in political, economic or industry conditions, the interest rate environment or financial and capital markets,
which could result in changes in the value of our assets;

the relative and absolute investment performance and operations of our investment adviser;

the impact of increased competition;

the impact of future acquisitions and divestitures;

the unfavorable resolution of legal proceedings;

our business prospects and the prospects of our portfolio companies;

the impact, extent and timing of technological changes and the adequacy of intellectual property protection;

the impact of legislative and regulatory actions and reforms and regulatory, supervisory or enforcement actions of
government agencies relating to us or OFS Advisors;

the ability of OFS Advisors to identify suitable investments for us and to monitor and administer our investments;

our contractual arrangements and relationships with third parties;

any future financings by us, including a second SBIC license;

the ability of OFS Advisors to attract and retain highly talented professionals;

fluctuations in foreign currency exchange rates; and

the impact of changes to tax legislation and, generally, our tax position.

This prospectus and any prospectus supplement, and other statements that we may make, may contain

forward-looking statements with respect to future financial or business performance, strategies or expectations.
Forward-looking statements are typically identified by words or phrases such as “trend,” “opportunity,” “pipeline,” “believe,”
“comfortable,” “expect,” “anticipate,” “current,” “intention,” “estimate,” “position,” “assume,” “potential,” “outlook,” “contint
“maintain,” “sustain,” “seek,” “achieve” and similar expressions, or future or conditional verbs such as “will,” “would,” “shoul
“could,” “may” or similar expressions.

Forward-looking statements are subject to numerous assumptions, risks and uncertainties, which change over time.
Forward-looking statements speak only as of the date they are made, and we assume no duty to and do not undertake

to update forward-looking statements. These forward-looking statements do not meet the safe harbor for
forward-looking statements pursuant to Section 27A of the Securities Act of 1933, as amended, or the Securities Act

or Section 21E of the Securities Exchange Act of 1934. Actual results could differ materially from those anticipated in
forward-looking statements and future results could differ materially from historical performance.

29 ¢ 99 ¢ 99 ¢ LT3

39

79



Edgar Filing: OFS Capital Corp - Form N-2

Table of Contents

USE OF PROCEEDS

We intend to use the net proceeds from the sale of our securities for general corporate purposes, which include
investing in debt and equity securities, repayment of any outstanding indebtedness, acquisitions and other general
corporate purposes. The supplement to this prospectus relating to an offering will more fully identify the use of
proceeds from such offering.

We anticipate that substantially all of the net proceeds from any offering of our securities will be used as described
above within twelve months, but in no event longer than two years, depending on the availability of attractive
opportunities and market conditions. However, there can be no assurance that we will be able to achieve this goal.
Pending such uses and investments, we will invest the remaining net proceeds primarily in cash, cash equivalents,
U.S. government securities or high-quality debt securities maturing in one year or less from the time of investment.
The management fee payable by us to our investment adviser will not be reduced while our assets are invested in such
securities. Our ability to achieve our investment objective may be limited to the extent that the net proceeds of any
offering, pending full investment, are held in lower yielding short-term instruments.
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PRICE RANGE OF COMMON STOCK AND DISTRIBUTIONS

Our common stock began trading on November 8, 2012 on The Nasdaq Global Market under the symbol "OFS".

Effective January 2, 2014, our common stock was included in the Nasdaq Global Select Market. The following table

lists the high and low closing sale price for our common stock, net asset value per share, and the cash distributions per

share that we have declared on our common stock for each fiscal quarter during the last two most recently completed

fiscal years. The stock quotations are inter-dealer quotations and do not include markups, markdowns or commissions.
Price Range  Premium Premium

NAV (Discount) (Discount) Cash
. Per . of High of Low Distribution
Period Share™® High  Low SalesgPrice Sales Price per Share®
to NAV to NAV
Fiscal 2017
Second Quarter® * $14.58 $14.10 * * *
First Quarter®  * $15.24 $13.55 * * $ 0.34

Fiscal 2016

Fourth Quarter $14.82 $14.09 $12.25 (49 )Y (173 Yo $ 0.34
Third Quarter $14.67 $14.25 $12.78 29 )Y (129 Yo $ 0.34
Second Quarter $14.76 $13.75 $11.83 (6.8 )% (199 Y% $ 0.34
First Quarter $14.65 $13.07 $9.98 (10.8 Y% (319 Y $ 0.34
Fiscal 2015

Fourth Quarter $1476 $11.72 $10.11 (206 Y% (315 Yo $ 0.34
Third Quarter $1446 $12.17 $10.00 (15.8 Y% (308 Y% $ 0.34
Second Quarter $14.66 $12.50 $11.75 (147 Y% (19.8 Y% $ 0.34
First Quarter $1424 $12.44 $11.20 (126 Y% (213 Y% $ 0.34

Net asset value per share is determined as of the last day in the relevant quarter and therefore may not reflect the
(1)net asset value per share on the date of the high and low sales prices. The net asset values shown are based on
outstanding shares at the end of each period.

The determination of the tax attributes of distributions is made annually as of the end of each fiscal year based
upon taxable income for the full year and distributions paid for the full year. The return of capital portion of each
distribution as of December 31, 2016 and 2015 was $0.09 and $0.23, respectively. The tax attribute of our
distribution declared during the first quarter of 2017 has not been determined.

(3)Period from April 1, 2017 through April 11, 2017.

(4)Period from January 1, 2017 through March 31, 2017.

* Not determinable at the time of filing.

2

41

81



Edgar Filing: OFS Capital Corp - Form N-2

Table of Contents

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The information contained in this section should be read in conjunction with the Selected Consolidated Financial Data
and our Financial Statements and notes thereto appearing elsewhere in this prospectus. In addition to historical
information, the following discussion and other parts of this prospectus contain forward-looking information that
involves risks and uncertainties. Our actual results could differ materially from those anticipated by such
forward-looking information due to the factors discussed under “Risk Factors” and “Special Note Regarding
Forward-Looking Statements” appearing elsewhere herein.
Critical Accounting Policies and Significant Estimates
The preparation of financial statements and related disclosures in conformity with generally accepted accounting
principles in the United States requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements,
and revenues and expenses during the periods reported. Actual results could materially differ from those estimates.
Critical accounting policies are those that require management to make subjective or complex judgments about the
effect of matters that are inherently uncertain and may change in subsequent periods. Changes that may be required in
the underlying assumptions or estimates in these areas could have a material impact on our current and future financial
condition and results of operations.
Our critical accounting policies and estimates are those relating to revenue recognition and fair value estimates.
Management has discussed the development and selection of each critical accounting policy and estimate with the
Audit Committee of the board of directors. For a descriptions of our revenue recognition and fair value policies, see
Note 2 to the consolidated financial statements included in this prospectus.
Revenue recognition. Our investment activities frequently involve the acquisition of multiple financial instruments or
rights either in an initial transaction, or in subsequent or "follow-on" transactions, including amendments to existing
securities. These financial instruments can include loans, preferred and common stock, warrants, or membership
interests in limited liability companies. Acquired rights can include fixed or variable fees that can be either guaranteed
or contingent upon operating performance of the underlying portfolio companies. Moreover, these fees may be
payable in cash or additional securities. (Acquired rights and financial instruments together, "Instruments".)
The revenue recognized on these Instruments is a function of the fee or other consideration allocated to them,
including amounts allocated to capital structuring fees, at the time of acquisition. Additionally, subsequent
amendments to these Instruments can involve both

a determination as to whether the

amendment is
of such significance to deem it the consummation of the initial investment transaction and the acquisition of new
Instruments (i.e., a "significant modification"), or
a modification of those Instruments to be recognized over their remaining lives, and
an additional allocation of consideration among newly acquired Instruments.
These allocations are generally based on the relative fair value of the Instruments at the time of the transaction, a
process involving fair value estimates which is also a critical accounting policy and significant estimate. Moreover,
these allocations and determinations can differ between GAAP and federal income tax bases. Once determined, these
allocations directly effect the discount/premium and yield on debt securities, the cost and net gains/losses on equity
securities, and capital structuring fees recognized in the statements of operations; and ICTI. These allocations require
an understanding of the terms and conditions of the underlying agreements and requires significant management
judgment. The table below presents the impact to the initial cost bases of allocated consideration to acquired
Instruments for the years ended December 31, 2016, 2015, and 2014 (in thousands):

2016 2015 2014

Loans:

Net Loan Fees (D (excluding equity securities and cash amendment fees) $(983) $(922) $(974)
Equity securities (including performance-contingent fees) (822 ) — (1,101
Equity securities (including performance-contingent fees) 822 — 1,101
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Capital structuring fees 369 653
(1) Loan origination fees, OID, market discount or premium, and loan amendment fees.
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Fair value estimates. As of December 31, 2016, approximately 92% of our total assets were carried on the
consolidated balance sheets at fair value. As discussed more fully in Note 2 to the consolidated financial statements
included in this prospectus. GAAP requires us to categorize financial assets and liabilities carried at fair value
according to a three-level valuation hierarchy. The hierarchy gives the highest priority to quoted, active market prices
for identical assets and liabilities (Level 1) and the lowest priority to valuation techniques that require significant
management judgment because one or more of the significant inputs are unobservable in the market place (Level 3).
All of our assets carried at fair value are classified as Level 3; we typically do not hold equity securities or other
instruments that are actively traded on an exchange.
As described in Note 6 to the consolidated financial statements included in this prospectus, we follow a process, under
the supervision and review of the board, to determine these unobservable inputs used to calculate the fair values of our
investments. The most significant unobservable inputs in these fair value measurements are the discount rates,
EBITDA multiples and projected cash flows contractually due from the investment.
We consider a variety of factors in our determination of the discount rate to be applied to an investment including,
among other things, investment type, LIBOR swap rate, indicative yields from independent third-party sources and the
yield on our investment relative to indicative yields at the time of our investment (initial and subsequent investments)
in the portfolio company.
We also consider a variety of factors in our determination of the EBITDA multiple to be applied to an investment
including, among other things, the actual EBITDA multiple for the last arms-length transaction, and the ratio of the
portfolio company’s EBITDA multiple to the average of EBITDA multiples on comparable public companies.
For both the discount rate and the EBITDA multiple we also consider developments at the portfolio company since
our investment including, but not limited to, trends in the portfolio company’s earnings and leverage multiple, and
input from our independent third-party valuation firms. This process typically results in a single selected discount rate
and/or EBITDA multiple for each investment.
The following table illustrates the sensitivity of our fair value measures to reasonably likely changes to the estimated
discount rate inputs used in our debt investment valuations at December 31, 2016 (dollar amounts in thousands):
Discount rate

Fair Value ..
at sensitivity
Weighted average discount rate at December 31, 2016 -10% +10%
December WeishtedWeichted
31,2016 ightedveighte
average average
Debt investments:
Senior Secured  $ 149,128 12.07% $151,809%$145,721
Subordinated $45,635 14.19% $46,703 $44,118

The table above presents the impact to our debt-investment fair value accounting measures by uniformly modifying
our discount rate valuation input. This table does not present the estimated effect of hypothetical changes in actual,
observed interest rates, which would affect the cash flows from many of the underlying investments as they are
indexed to LIBOR or the Prime Rate of interest, the operating environment of many of our portfolio companies, and
other factors, as well as our estimates of the discount rate valuation input. The effect of hypothetical changes in actual,
observed interest rates on our fair value measures is not subject to reasonable estimation.

Related Party Transactions

We have entered into a number of business relationships with affiliated or related parties, including the following:

We entered into the Investment Advisory Agreement with OFS Advisor to manage our operating and investment
activities. Under the Investment Advisory Agreement we have agreed to pay OFS Advisor an annual base
management fee based on the average value of our total assets (other than cash and cash equivalents but including
assets purchased with borrowed amounts and including assets owned by any consolidated entity) as well as an
incentive fee based on our investment performance. See “Management and Other Agreements” and Note 4 to the
Consolidated Financial Statements included in this prospectus.

We entered into the Administration Agreement with OFS Capital Services, an affiliate of OFS Advisor, to provide us
with the office facilities and administrative services necessary to conduct our operations. See “Management and Other
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Agreements”, and Note 4 to the Consolidated Financial Statements included in this prospectus.
We have entered into a license agreement with OFSAM, the parent company of OFS Advisor, under which OFSAM
has agreed to grant us a non-exclusive, royalty-free license to use the name “OFS.” Under this agreement, we have a
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right to use the “OFS” name for so long as OFS Advisor or one of its affiliates remains our investment adviser. Other
than with respect to this limited license, we have no legal right to the “OFS” name. This license agreement will remain
in effect for so long as the Investment Advisory Agreement with OFS Advisor is in effect.
OFS Advisor’s services under the Investment Advisory Agreement are not exclusive to us and OFS Advisor is free to
furnish similar services to other entities, including other BDCs affiliated with OFS Advisor, so long as its services to
us are not impaired. OFS Advisor also serves as the investment adviser to CLO funds and other assets, including
Hancock Park Corporate Income, Inc., a non-traded BDC with an investment strategy similar to ours.
Portfolio Composition and Investment Activity
Portfolio Composition
As of December 31, 2016, the fair value of our debt investment portfolio totaled $244.4 million in 39 portfolio
companies, of which 74% and 26% were senior secured loans and subordinated loans, respectively, and approximately
$37.3 million in equity investments, at fair value, in 17 portfolio companies in which we also held debt investments
and two portfolio companies in which we solely held an equity investment. We had unfunded commitments of $2.6
million to three portfolio companies at December 31, 2016. Set forth in the tables and charts below is selected
information with respect to our portfolio as of December 31, 2016 and 2015.
The following table summarizes the composition of our investment portfolio as of December 31, 2016 and 2015
(dollar amounts in thousands):

December 31, 2016 December 31, 2015

AmortizedFair AmortizedFair

Cost Value Cost Value
Senior secured debt investments (D $182,315 $180,955 $161,944 $160,437
Subordinated debt investments 66,591 63,410 65,227 64,240
Preferred equity 23,293 23,721 19,120 22,133
Common equity and warrants 7,108 13,541 5,964 10,486

$279,307 $281,627 $252,255 $257,296
Total number of portfolio companies 41 41 38 38

Includes debt investments in which we have entered into a contractual arrangement with co lenders whereby,
subject to certain conditions, we have agreed to receive our principal payments after the repayment of certain
(1)co lenders pursuant to a payment waterfall. The aggregate amortized cost and fair value of of these investments was
$28,945 and $29,276 at December 31, 2016, respectively, and $26,024 and $25,567, at December 31, 2015,
respectively
The following table shows the portfolio composition by geographic region at amortized cost and fair value and as a
percentage of total investments; the geographic composition is determined by the location of the portfolio companies'
corporate headquarters (dollar amounts in thousands):

Amortized Cost Fair Value
December 31, December 31, December 31, December 31,
2016 2015 2016 2015

South - US $120,005 42.9 % $102,995 40.8 % $122,511 43.5 % $104,325 40.5 %
Northeast - US 85,693  30.7 81,657 324 78,186 27.8 80,730 314
West - US 59,120 21.2 53,243  21.1 61,219 21.7 56,549  22.0
Midwest - US 10,566 3.8 14,360 5.7 15,788 5.6 15,692 6.1
Canada 3,923 1.4 — — 3,923 1.4 — —
Total $279,307 100.0% $252,255 100.0% $281,627 100.0% $257,296 100.0%

As of December 31, 2016, our investment portfolio’s three largest industries by fair value, were (1) Administrative and
Support and Waste Management Remediation Services, (2) Manufacturing, and (3) Professional, Scientific, and
Technical Services, totaling approximately 52.6% of the investment portfolio. For a full summary of our investment
portfolio by industry, see "Note 5, Investments" to the consolidated financial statements included in this prospectus.
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The following table presents our debt investment portfolio by investment size as of December 31, 2016 and 2015
(dollar amounts in thousands):

Amortized Cost Fair Value
December 31, December 31, December 31, December 31,
2016 2015 2016 2015

Up to $4,000 $34,547 13.9 % $39,946 16.2 % $41,419 16.9 % $39,964 17.8 %

$4,001 to $7,000 57,996 233 61,931 273 55,342 22.6 57,641  25.7

$7,001 to $10,000 78,446  31.5 44,679  19.7 80,735  33.0 54,597 243

$10,001 to $13,000 34,549 139 54,963 242 37,593 154 44,288 19.7

Greater than $13,000 43,368  17.4 28,652 12.6 29,276  12.0 28,187 125

Total $248,906 100.0% $230,171 100.0% $244,365 100.0% $224,677 100.0%

The following table displays the composition of our performing debt investment portfolio by weighted average yield
as of December 31, 2016 and 2015:

December 31,

2016 2015

Senior Subordinated Total Senior Subordinated Total

Secured Secured
Weighted Average Yield Debt  Debt Debt  Debt  Debt Debt
Less than 8% 87 % 114 % 95 % 12.5 % — % — %
8% - 10% 7.7 — 5.6 17.9 — 8.9
10% - 12% 32.6 11.9 27.0 22.7 — —
12% - 14% 30.9 58.1 38.2 43.2 76.8 19.4
Greater than 14% 20.1 18.6 19.7 3.7 23.2 71.7
Total 100.0% 100.0 % 100.0% 100.0% 100.0 % 100.0%

Weighted average yield 11.95% 1244 % 12.08% 11.28% 13.39 % 11.89%

The weighted average yield on our performing debt investments is computed as (a) the annual stated accruing interest
plus the annualized accretion of Net Loan Fees divided by (b) amortized cost excluding assets on non-accrual basis as
of the balance sheet date. Substituting total debt investments at amortize cost for total debt investments at fair value in
(b), in the above computation, results in a weighted average yield to fair value of 12.30% and 12.01% as of
December 31, 2016 and 2015, respectively.

As of December 31, 2016 and 2015, floating rate loans at fair value were 66% and 59% of our debt investment
portfolio, respectively, and fixed rate loans at fair value were 34% and 41% of our debt investment portfolio,
respectively.

Non-Accrual Assets

At December 31, 2016, we had one loan designated non-accrual with respect to PIK interest and Net Loan Fees with
an amortized cost and fair value of $7.6 million and $5.4 million, respectively. This loan was initially placed on
non-accrual status at September 30, 2016, at which time, we ceased recognizing cash and PIK interest income, and
Net Loan Fees. During the fourth quarter of 2016, through execution of an amendment, the loan became current with
respect to all cash and PIK interest, and we resumed accruing cash interest. However, at December 31, 2016,
management determined that the principal balance of the loan may not be fully collectible, and therefore we placed the
loan on non-accrual with respect to the PIK interest and Net Loan Fee amortization. At December 31, 2015, one
investment with aggregate cost and fair value of $0.9 million and $0.8 million, respectively, was carried as a
non-accrual loan.

45

88



Edgar Filing: OFS Capital Corp - Form N-2
Table of Contents
Investment Activity

The following is a summary of our investment activity for the years ended December 31, 2016 and 2015 (dollar
amounts in millions):

December3l,  Year Ended
2016 December 31, 2015

Debt Equity Debt Equity
Investnlantstments Investméntestments

Investments in new portfolio companies $48.7 $ 0.7 $66.6 $ 12.1
Investments in existing portfolio companies:

Follow-on investments 13.9 0.8 7.2 —
Refinanced investments 32 — 379 —
Delayed draw funding 09 — 0.2 —
Total investments in existing portfolio companies 18.0 0.8 453 —
Total investments in new and existing portfolio companies $66.7 $ 1.5 $111.9 $ 12.1
Number of new portfolio company investments 8 1 12 2
Number of existing portfolio company investments 10 1 6 —
Proceeds/distributions from principal payments/equity investments $414 8 — $96.1 $ 0.2
Proceeds from investments sold or redeemed (1) 28 25 933 5.6
;F(ﬁ?l proceeds from principal payments, equity distributions and investments $442 § 2.5 $189.4 $ 5.8

(I)The year ended December 31, 2015 includes $7.2 million of proceeds pertaining to a debt investment we sold in
December 2014 and $67.3 million of proceeds pertaining to the WM Asset Sale.
During the year ended December 31, 2016, we converted $1.8 million in principal of a subordinated debt investment
into preferred equity units and warrants valued at $1.8 million, converted $0.3 million in principal of a senior secured
debt investment into preferred equity units valued at $0.3 million, and converted $0.8 million in principal of a
subordinated debt investment into a senior secured debt investment in the same portfolio company. In addition, we
amended a senior secured debt investment for which it received preferred equity units in the same portfolio company
valued at $0.2 million and received additional preferred equity units with nominal value in connection with a $1.3
million follow on investment in the same portfolio company.
Our level of investment activity may vary substantially from period to period depending on various factors, including,
but not limited to, the amount of debt and equity capital available to middle market companies, the level of merger
and acquisition activity, the general economic environment and the competitive environment for the types of
investments we make.
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We categorize debt investments into seven risk categories based on relevant information about the ability of borrowers
to service their debt. For additional information regarding our risk categories, see ‘“Business—Portfolio Review/Risk
Monitoring.” The following table shows the classification of our debt investments portfolio by risk category as of
December 31, 2016 and 2015 (dollar amounts in thousands):

As of December 31,
2016 2015
Debt Debt
‘ Investmento},a of Debt Investmento% of Debt
Risk Category at a
. Investments _ . Investments
Fair Fair
Value Value
1 (Low Risk) $— — % $— — %
2 (Below Average Risk) 3,810 1.6 15,755 7.0
3 (Average) 192,078 78.6 187,276 83.4
4 (Special Mention) 43,084 17.6 17,171 7.6
5 (Substandard) 5,393 2.2 4,475 2.0
6 (Doubtful) — — — —
7 (Loss) — — — —

$244,365 100.0 % $224,677 100.0 %
During the year ended December 31, 2016, we reclassified four debt investments from category 3 to category 4 and
one debt investment from category 2 to category 4, with an aggregate fair value at December 31, 2016 of $29.9
million and $3.7 million, respectively due to a degradation in the underlying businesses of the portfolio companies and
as a result of various covenant defaults. In addition, we reclassified one debt investment from category 3 to category 5
(our non-accrual debt investment with respect to PIK interest and Net Loan Fees described above) and one debt
investment from category 5 to category 4, with an aggregate fair value at December 31, 2016 of $5.4 million and $4.0
million respectively. All other year over year changes in the fair value of our debt investments within each category,
were a result of new debt investments, the receipt of amortization payments on existing debt investments, repayment
of certain debt investments in full, changes in the fair value of our existing debt investments within the categories, and
other investment activity.
Results of Operations
Key Financial Measures
The following is a discussion of the key financial measures that management employs in reviewing the performance
of our operations.
Total Investment Income. We generate revenue in the form of interest income on debt investments, capital gains, and
dividend income from our equity investments. Our debt investments typically have a term of three to eight years and
bear interest at fixed and floating rates. As of December 31, 2016, floating rate and fixed rate loans comprised 66%
and 34%, respectively, of our current debt investment portfolio at fair value; however, in accordance with our
investment strategy, we expect that over time the proportion of fixed rate loans will continue to increase. In some
cases, our investments provide for deferred interest or dividend payments, PIK interest, or PIK dividends (meaning
interest or dividends paid in the form of additional principal amount of the loan or equity security instead of in cash).
In addition, we may generate total investment income in the form of commitment, structuring or due diligence fees,
fees for providing managerial assistance and consulting fees. Loan origination fees, OID, market discount or premium,
and loan amendment fees are capitalized, and accreted or amortized over the life of the loan as interest income. When
we receive principal payments on a loan in an amount that exceeds its amortized cost, we will also recognize the
excess principal payment as income in the period it is received.
Expenses. Our primary operating expenses include interest expense due under our outstanding borrowings, the
payment of fees to OFS Advisor under the Investment Advisory Agreement, our allocable portion of overhead
expenses under the Administration Agreement and other operating costs described below. Additionally, we will pay
interest expense on any outstanding debt under any new credit facility or other debt instrument we may enter into. We
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will bear all other out-of-pocket costs and expenses of our operations and transactions, whether incurred by us directly
or on our behalf by a third party, including:

the cost of calculating our net asset value, including the cost of any third-party valuation services;
the cost of effecting sales and repurchases of shares of our common stock and other securities;
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fees payable to third parties relating to making investments, including out-of-pocket fees and expenses associated with
performing due diligence and reviews of prospective investments;
transfer agent and custodial fees;
out-of-pocket fees and expenses associated with marketing efforts;
federal and state registration fees and any stock exchange listing fees;
{.S. federal, state and local taxes;
tndependent directors’ fees and expenses;
brokerage commissions;
fidelity bond, directors’ and officers’ liability insurance and other insurance premiums;
direct costs, such as printing, mailing and long-distance telephone;
fees and expenses associated with independent audits and outside legal costs;
costs associated with our reporting and compliance obligations under the 1940 Act and other applicable U.S.
federal and state securities laws; and
other expenses incurred by either OFS Services or us in connection with administering our business.
Net Gain (Loss) on Investments. Net gain (loss) on investments consists of the sum of: (a) realized gains and losses
from the sale of debt or equity securities, or the redemption of equity securities; and (b) changes in net unrealized
appreciation/depreciation on debt and equity investments. In the period in which a realized gain or loss is recognized,
such gain or loss will generally be offset by the reversal of previously recognized unrealized appreciation or
depreciation, and the net gain recognized in that period will generally be smaller. The unrealized appreciation or
depreciation on debt securities is also reversed when those investments are redeemed or paid off prior to maturity. In
such instances, the reversal on unrealized appreciation or depreciation will be reported as a net loss or gain,
respectively, and may be partially offset by the acceleration of any premium or discount on the debt security in
interest income and any prepayment fees on the debt security in fee income.
We do not believe that our historical operating performance is necessarily indicative of our future results of operations
that we expect to report in future periods. We are primarily focused on investments in middle-market companies in the
United States, including debt investments and, to a lesser extent, equity investments, including warrants and other
minority equity securities, which differs to some degree from our historical investment concentration, in senior
secured loans to middle-market companies in the United States. Moreover, as a BDC and a RIC, we will also be
subject to certain constraints on our operations, including, but not limited to, limitations imposed by the 1940 Act and
the Code. In addition, SBIC I L.P. is subject to regulation and oversight by they SBA. For the reasons described
above, the results of operations described below may not necessarily be indicative of the results we expect to report in
future periods.
Net increase in net assets resulting from operations can vary substantially from period to period for various reasons,
including the recognition of realized gains and losses and unrealized appreciation and depreciation. As a result, annual
comparisons of net increase in net assets resulting from operations may not be meaningful.
We changed the primary method used to value certain of our investments as of December 31, 2016, from the income
approach to the market approach ("Valuation Methodology Change"), primarily due to the nature of evidence
available under the discounted cash flow method, and to better align with industry practice. The methodology change
resulted in a fourth quarter 2016 net increase to the carrying value of the investments and corresponding net increase
in unrealized appreciation/depreciation on investments in the consolidated statement of operations of approximately
$1.6 million.
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Comparison of years ended December 31, 2016, 2015, and 2014.

Consolidated operating results for the years ended December 31, 2016, 2015, and 2014 are as follows (in thousands):
Years Ended December

31,

2016 2015 2014
Total investment income $31,094 $32,264$22,820
Total expenses 16,949 18,853 13,685
Net investment income 14,145 13,411 9,135
Net gain (loss) on investments (317 )4,820 805

Net increase in net assets resulting from operations $13,828 $18,231$9,940
Total Investment Income
2016 2015 2014
(Amounts in thousands)
Interest income:
Senior secured debt investments $19,485 $20,038 $18,410
Subordinated debt investments 8,109 8,932 2,926

Total interest income 27,594 28,970 21,336
Dividend income:
Preferred equity 1,601 1,276 570
Common equity 307 85
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