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IN THE UNITED STATES DISTRICT COURT
FOR THE NORTHERN DISTRICT OF TEXAS

DALLAS DIVISION

HIGHLAND CAPITAL MANAGEMENT, L.P.,
Plaintiff,
VS.

HIGHLAND CAPITAL MANAGEMENT FUND
ADVISORS, L.P., et al.,

Defendants.
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1. I am an attorney at the law firm of Pachulski Stang Ziehl & Jones LLP, counsel to
Highland Capital Management, L.P., the movant in the above-captioned case (“HCMLP”). I
submit this supplemental appendix and declaration (the “Declaration”) in further support of
HCMLP’s Motion to Deem the Dondero Entities Vexatious Litigants and for Related Relief.

2. This Declaration is based on my personal knowledge and review of the documents

listed below. Each of the documents in the following chart is a true and correct copy.

Ex. Description Appx. #
1. Chart showing the litigation caused by the Dondero Entities 1-16
) Email from Michael Lynn to Douglas Draper and Jim Dondero dated 12/16/2020, 17-19

forwarded by Jim Dondero to Scott Ellington on 12/16/2020

Unanimous Consent of the Board of Directors of Highland Capital Management
3. Services, Inc. in Lieu of an Organizational Meeting and Certificate of Amendment 20-43
of Highland Capital Management Services, Inc.

SEC Form N-CSR Certified Shareholder Report for Highland Global Allocation

4. Fund for reporting period September 30, 2023 44-113

5 SEC Form N-CSR Certified Shareholder Report for Highland Income Fund for 114-192
' reporting period December 31, 2022

6 SEC Form 10-Q Quarterly Report for quarterly period ended September 30, 2023 193-284
' for NexPoint Diversified Real Estate Trust i

7 SEC Form 10-K Annual Report for the fiscal year ended December 31, 2022 for 185-414

NexPoint Capital, Inc.

Transcript of Proceedings held on June 8, 2023 in Highland Capital Management,
8. L.P. Case No. 19-34054 before Judge Stacey G.C. Jernigan on HMIT’s Motion for |  415-804
Leave to File Verified Adversary Proceeding

Form ADV Uniform Application for Investment Adviser Registration and Report

o by Exempt Advisers for Rand Advisors, LLC dated 2/15/2023 803-835
10. Form ADV Part 2A for Rand Advisors, LLC for February 2023 836-862
1 Transcript of Videotaped Deposition of Nancy Dondero Monday October 18, R63-946

2021
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Description

Appx. #

12.

Transcript of Proceedings held on January 24, 2024 in Highland Capital
Management, L.P. Case No. 19-34054 before Judge Stacey G.C. Jernigan on
Highland’s Motion for Bad Faith Finding and Highland’s Motion to Stay
Contested Matter

947-1030

13.

Email from John Morris to Amy Ruhland sent on December 26, 2023 attaching
filed copy of PSZJ’s Amended Opposition to Motion of James D. Dondero and
Strand Advisors, Inc. for Leave to File Adversary Complaint

1031-1081

14.

Email from John Morris to Amy Ruhland sent on January 16, 2024 re:
withdrawal of motion for leave to sue PSZJ

1082-1083

15.

Transcript of Proceedings held in Adversary Proceeding No. 21-3020 UBS
Securities, LLC et al. v. Highland Capital Management, L.P., on August 8, 2022
on Highland Capital Management L.P.’s Motion to Withdraw its Answer and
Consent to Judgment for Permanent Injunctive Relief

1084-1217

16.

Transcript of Proceedings held on December 4, 2023 in Highland Capital
Management, L.P. Case No. 19-34054 before Judge Stacey G.C. Jernigan on
Motion for Order to Show Cause; and Motion to Strike

1218-1319

17.

NexPoint Hospitality Trust Press Release “NexPoint Hospitality Trust Announces
Undertaking Regarding Amendments to COVID Loans” — Release Date June 26,
2023 Dallas and Toronto

1320-1321

18.

NexPoint Hospitality Trust Notice of Annual and Special Meeting of Unitholders
and Management Information Circular — to be held on October 12, 2023

1322-1398

19.

Application of Highland Capital Management, L.P. in connection with a
transactional proceeding under Rule 16 and Under Subsection 127(1) of the
Securities Act, RSO 1990, ¢ S.5

1399-1415

20.

NexPoint Hospitality Trust Press Release “NexPoint Hospitality Trust Issues
Clarifying and Supplemental Disclosure” — Release Date October 19, 2023 Dallas
and Toronto

1416-1420

21.

Notice of Withdrawal in connection with a transactional proceeding under Rule 16
and Under Subsection 127(1) of the Securities Act, RSO 1990, ¢ S.5 dated October
20,2023

1421-1423

22.

PolleyFaith LLP letter to Mani Sanghera dated October 27, 2023 enclosing
NexPoint Hospitality Trust Prospectus dated March 27, 2019

1424-2150

23.

PolleyFaith LLP letter to Mani Sanghera dated December 18, 2023 re: email from
TSXV’s Compliance Services that they would likely hear nothing further from
TSXV on this matter

2151-2152

24.

Transcript of Proceedings held on March 4, 2020 in Highland Capital
Management, L.P. Case No. 19-34054 before Judge Stacey G.C. Jernigan on
Motion of the Debtor for Entry of an Order Authorizing, but not Directing, the
Debtor to Cause Distributions to certain “Related Entities”

2153-2274

4888-5223-1076.2 36027.003 3
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Ex. Description Appx. #
75 The Royal Court of Guernsey Judgment handed down on December 1, 2023 in 29752317

CLO Holdco Limited and Highland CLO Funding Limited

[Remainder of Page Intentionally Blank]

4888-5223-1076.2 36027.003 4
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Dated: February 9, 2024 /s/ Gregory V. Demo
Gregory V. Demo

4888-5223-1076.2 36027.003 5
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EXHIBIT 1
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EXHIBIT 1*
MAIN CASE

In re Highland Capital Management, L.P., Case No. 19-34054-sgj11 (Bankr. N.D. Tex.)

Date
7/30/20

9/23/20

11/18/20

11/19/20

12/8/20

12/23/20

Motion or Claim

First Omnibus Objection to Certain
(A) Duplicate Claims; (B)
Overstated Claims; (C) Late-Filed
Claims; (D) Satisfied Claims; (E) No
Liability Claims; and (F)
Insufficient-Documentation Claims
[DI' 906] (solely with respect to
Proof of Claim No. 146 Filed by
HCRE Partners, LLC)

Debtor’s Motion for Entry of an
Order Approving Settlement with (a)
Acis Capital Management, L.P. and
Acis Capital Management GP LLC
(Claim No. 23), (b) Joshua N. Terry
and Jennifer G. Terry (Claim No.
156), and (c) Acis Capital
Management, L.P. (Claim No. 159)
and Authorizing Actions Consistent
Therewith [DI 1087]

Motion of the Debtor Pursuant to 11
U.S.C. §§ 105(a) and 363(b) for
Authority to Enter into Sub-Servicer
Agreements [DI 1424]

James Dondero’s Motion for Entry
of an Order Requiring Notice and
Hearing for Future Estate
Transactions Occurring Outside of
the Ordinary Course [DI 1439]

Motion for Order Imposing
Temporary Restrictions on Debtor’s
Ability, as Portfolio Manager, to
Initiate Sales by Non-Debtor CLO
Vehicles [DI 1522, 1528]

Debtor’s Motion for Entry of an
Order Approving Settlement with
HarbourVest (Claim Nos. 143, 147,
150, 153, 154) and Authorizing
Actions Consistent Therewith [DI
1625]

Movant/ Objector

Claimant:
HCRE

Objector:
Highland

Movant:
Highland
Objectors:
Dondero

Movant:
Highland
Objectors:
Dondero

Movant:
Dondero

Movants:
Advisors? Funds

Movant:
Highland
Objectors:
Dondero
Trusts?
CLOH

Summary of Motion or Claim

HCRE asserted Highland had no interest in SE Multifamily due to mutual
mistake and lack of consideration.

After engaging in substantial discovery and litigating Highland’s motion to
disqualify HCRE’s counsel due to conflict of interest, HCRE filed a motion
to withdraw its proof of claim [DI 3443]. Highland objected [DI 3487]. The
Court held a hearing on September 12, 2022 and denied withdrawal of the
claim after Dondero would not agree to refrain from filing the same claim in
a different forum [DI 3525].

Acis filed a claim for at least $75 million. Acis’s claim resulted from an
involuntary bankruptcy initiated when Dondero refused to satisfy an
arbitration award and instead fraudulently transferred assets to leave Acis
judgment proof. Highland settled for an allowed Class 8 claim of $23 million
and approximately $1 million in cash.

Dondero objected to the settlement [DI 1121] alleging it was unreasonable
and constituted vote buying. The Acis Settlement Motion was approved and
Dondero’s objection was overruled [DI 1302].

Highland filed a motion seeking to retain a sub-servicer to assist in its
reorganization consistent with the proposed plan. Dondero alleged the sub-
servicer was not needed, was too expensive, and would not be subject to
Bankruptcy Court jurisdiction [DI 1447].

Dondero alleged Highland sold assets in violation of 11 U.S.C. § 363 and
without providing Dondero a chance to bid. Dondero requested an emergency
hearing [DI 1443]. Dondero filed this motion despite having agreed to the
Protocols governing such sales.

Movants sought to prevent Highland from causing the CLOs to sell assets
without Movants’ consent. Movants provided no support for this position,
which directly contradicted the terms of the CLO Agreements. The Motion
was filed notwithstanding the Protocols governing such sales. Movants
requested an emergency hearing [DI 1523].

HarbourVest asserted claims in excess of $300 million in connection with an
investment in a fund indirectly managed by Highland for, among other
things, fraud and fraudulent inducement, concealment, and misrepresentation.
Highland settled for an $80 million allowed Class 8 and 9 claim and the
transfer of certain assets to a Highland subsidiary. Dondero and the Trusts
alleged the settlement was unreasonable; was a windfall to HarbourVest; and
vote buying [DI 1697, 1706]. CLOH argued the settlement could not be
effectuated under the operative documents [DI 1707]. After analyzing
Highland’s response, CLOH publicly withdrew its objection. The settlement
was approved and the remaining objections were overruled [DI 1788].

All capitalized terms used but not defined herein have the meanings given to them in Highland Capital Management, L.P.’s
Memorandum of Law in Support of Its Motion to Deem the Dondero Entities Vexatious Litigants and for Related Sanctions.

Status

CONCLUDED:
Trial was held November 1, 2022. On
April 28,2023, the Court entered its order
sustaining Highland’s objection to
HCRE’s claim, and disallowing the claim
[DI 3767].

CONCLUDED:
Dondero appealed [DI 1347]. On March
18,2022, this Court dismissed the appeal
as constitutionally moot [Dist. Ct. Case
No. 3:20-cv-03390-X, DI 25].

CONCLUDED:
Dondero withdrew his objection [DI 1460]
after forcing Highland to incur costs
responding [DI 1459]

CONCLUDED:
Dondero withdrew this motion [DI 1622]
after Highland and the Committee were
forced to incur costs responding and
preparing for trial [DI 1546, 1551].

CONCLUDED:
The motion was denied [DI 1605] and was
characterized as “frivolous.”

APPEAL:

The Trusts appealed [DI 1870]. This Court
affirmed and dismissed Dugaboy’s appeal
for lack of standing [Dist. Ct. Case No.
3:21-00261-L, DI 38]. Dugaboy appealed
[DI40]. Oral argument held May 1, 2023.
On August 22, 2023, the Fifth Circuit
affirmed this Court’s order [Case No.
22-10960, Document 00516866778 P].

CLOH and DAF separately filed a
complaint in this Court alleging, among
other things, the settlement was a breach of
duty and a RICO violation. See infia.

Appx. 000002
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Date Motion or Claim Movant/ Objector Summary of Motion or Claim Status

(VEFPAES Motion to Appoint Examiner Movants: Movants filed an emergency motion for the appointment of an CONCLUDED:
Pursuant to 11 U.S.C. § 11041 [DI Trusts examiner after commencement of Plan solicitation and 14 The motion was denied [DI 1960].
1745,1752] Dondero [DI 1756]  months postpetition. [DI 1748].

(/PL1JPARY James Dondero’s Objection to Objector: Dondero objected to Highland’s proposed assumption of two CONCLUDED:

Debtor’s Proposed Assumption of Dondero limited partnership agreements [DI 1719]. Dondero withdrew his objection [DI 1876] after
Executory Contracts and Cure forcing Highland to incur costs responding.
Amounts Proposed in Connection

Therewith [DI 1784]

/P»iPI8 Fifth Amended Plan of Objectors: All objections to the Plan were consensually resolved prior to APPEAL:
Reorganization [DI 1472] Dondero [DI 1661]  the confirmation hearing except for the objections of the Dondero, the Trusts, the Advisors, and the
Trusts [DI 1667] ~ Dondero Entities and the U.S. Trustee. The U.S. Trustee did not  Funds appealed [DI 1957, 1966, 1970, 1972].
T s press its objection at confirmation. On August 19, 2022, the Fifth Circuit affirmed
[DI 1669] All objections were overruled and the Confirmation Order was vty (o Ayt Oimefaziil el despoeiis ©.0950

with respect to the exculpation. [Case No. 21-

Advisors & Funds  entered. The Conﬁrmat‘l‘on Order spec1ﬁcall},/’ t_"oupd that 10449, DI 00516439341]. On September 2,
[DI 1670] Donlde?" thrleatened to “burn the place down™ if his case 2022, the Funds petitioned for rehearing
HCRE [DI 1673] resolution plan was not accepted. requisting the Fifth Cir%uit limit the e Fiflh
Gatekeeper. On September 7, 2022, the Fi
(CLI( o) 1§?5] Circuit granted rehearing but did not grant the
NexBank Entities requested relief. [DI 516462923].
[DI 1676]

Highland moved to conform the Plan on
September 9, 2022. [DI 3503]. The Dondero
Entities objected [DI 3539, 3540, 3551]
requesting the Bankruptcy Court limit the
Gatekeeper.

On February 27, 2023, the Court issued its order
granting motion to conform [DI 3672]. The
Advisors’ appeal of the order was certified for
direct appeal to the Fifth Circuit. [Case No. 23-
10534]. Oral argument held February 8, 2023;
appeal sub judice.

Highland and the Dondero Entities filed
petitions for writ of cert. to SCOTUS on issues
of (a) standard of care and (b) exculpation
provision in Plan. Case No. 22-631 (Jan. 5,
2023); Case No. 22-669 (Jan. 16, 2023).
Solicitor General was invited to file a brief in
Supreme Court cases expressing the views of
the United States, and brief was filed on
October 19, 2023.

(PZIPEEN  Application for Allowance of Movants: The Advisors sought an administrative expense claim for APPEAL:
Administrative Expense Claim Advisors approximately $14 million alleging they overpaid Highland The Advisors’ appeal [AP. No. 21-3010, DI
[DI 1826]; [rel. Adv. Proc. No. under certain Shared Services Agreements (“SSAs”) and Payroll  128] was docketed to Dist. Ct. Case No. 3:22-
21-3010-sgj] Reimbursement Agreements (“PRAs”). Highland brought a cv-02170. Oral argument was held January 30,
breach of contract claim against the Advisors for failure to pay 2023, and appeal is sub judice.
amounts owed under the SSAs and PRAs [AP No. 21-3010, DI
1]. The claims were consolidated under AP 21-3010 since both
arose from the SSAs and PRAs.

After a two-day trial, the Court granted Highland’s breach of
contract claim, denied the Advisors’ admin claim. [AP No. 21-
3010. DI 1241. and entered iudement [AP No. 21-3010. DI 1261.

Appx. 000003
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Motion or Claim

James Dondero, Highland Capital
Management Fund Advisors, L.P.,
NexPoint Advisors, L.P., The
Dugaboy Investment Trust, The
Get Good Trust, and NexPoint
Real Estate Partners, LLC, f/k/a
HCRE Partners, LLC, a Delaware
Limited Liability Company’s
Motion to Recuse Pursuant to 28
U.S.C. § 455 [DI 2060]

Debtor's Motion to Disqualify
Wick Phillips Gould & Martin,
LLP as Counsel to HCRE
Partners, LLC and for Related
Relief [DI 2196]

Debtor’s Motion for Entry of an
Order Approving Settlement with
UBS Securities LLC and UBS AG
London Branch and Authorizing
Actions Consistent Therewith
[DI2199]

Movant/ Objector
Movants:
Dondero
Advisors
Trusts
HCRE

Movant:
Highland

Objector:
HCRE [DI 2278]

Movant:
Highland

Summary of Motion or Claim

In March 2021, the Dondero Entities filed a motion to recuse Judge
Jernigan [DI 2060, 2061, 2062] (the “Original Recusal Motion™). Judge
Jernigan denied the motion finding, among other things, it was untimely
and failed to show bias. [DI 2083] (the “Recusal Order”). The Movants
appealed [DI 2149, 2169, 2203].

In February 2022, this Court entered its Memorandum Opinion and
Order [Dist. Ct. Case No. 3:21-cv-00879-K, DI 39], finding the Recusal
Order was a non-appealable interlocutory order.

Notwithstanding this Court’s Order, in July 2022, Movants filed a
supplemental motion to recuse in the Bankruptcy Court, [DI 3470] (the
“Supplemental Recusal Motion”), requesting entry of a final, appealable
recusal order.

On September 1, 2022, the Bankruptcy Court denied the Supplemental
Recusal Motion finding it “procedurally improper,” [DI 3479], but
invited Movants to file (i) a “simple motion” seeking an amended order
removing the “reservation of rights” and/or (ii) a new motion to recuse
in front of the Bankruptcy Court.

On September 27, 2022, Movants filed a renewed motion to recuse [DI
3541] (the “Renewed Recusal Motion”), and then on October 17, 2022,
filed an amended renewed motion to recuse, [DI 3570]. On March 6,
2023, the Bankruptcy Court entered its order denying the amended
renewed motion to recuse [DI 3676].

Movants filed a petition for writ of mandamus on April 4, 2023 to the
District Court [Case No. 21-cv-879, Docket no. 41]. The next day, the
District Court entered an order directing the clerk to unfile the
mandamus petition [Docket no. 42].

After Wick Philips refused to withdraw, Highland moved to disqualify
them from serving as counsel to HCRE in connection with the
prosecution of HCRE’s Proof of Claim on the ground that Wick Phillips
jointly represented Highland and HCRE (and others) in the negotiation,
drafting and formation of the contracts at issue and therefore was
conflicted.

UBS) asserted claims against Highland in excess of $1 billion arising
from two Highland-managed funds’ breach of contract. The settlement
resolved over ten years of litigation but had to be renegotiated after
Highland discovered Dondero-controlled Highland had caused the funds
to fraudulently transfer over $300 million in assets to Sentinel
Reinsurance Ltd. (“Sentinel”), a Cayman-based entity controlled by
Dondero and Ellington, in 2017 to thwart UBS’s ability to collect on its
judgment.

Only Dondero [DI 2295] and Dugaboy [DI 2268, 2293] objected. The
UBS settlement was approved in May 2021 [DI 2389].

Appeal

CONCLUDED:
Petitioners immediately filed their
Petition for Writ of Mandamus

[Case 3:23-cv-00726-S, Docket No. 1].

On April 30, 2024, following argument
on the Advisors’ appeal of the admin
claim, (see supra), this Court informed
counsel off the record that it would be
issuing an order denying the Mandamus
Petition.

CONCLUDED:
In December 2021, the Bankruptcy
Court granted the motion disqualifying
Wick Phillips from serving as counsel
to HCRE [DI 3106]

CONCLUDED:
The Dondero Entities appealed [DI
2398]. In September 2022, this Court
affirmed the Bankruptcy Court’s
settlement order, [Dist. Ct. Case No.
3:21-cv-01295-X, DI 34], finding, in
pertinent part, that in their’ “zeal to
bamboozle this Court,” they omitted
critical facts. /d. at 12.

In October 2022, the Dondero Entities
appealed this Court’s order to the Fifth
Circuit [USCA Case No. 22-10983]. On
August 21, 2023, the Fifth Circuit
affirmed this Court’s order [id. at
Document 00516864561].

Appx. 000004
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Date Motion or Claim Movant/ Objector Summary of Motion or Claim Status
VP kIpX Motion for Modification of Order Movants: Over 9 months after its entry and post-confirmation of the Plan, DAF APPEAL:
Authorizing Appointment of DAF and CLOH filed a motion to modify the July Order, alleging the In September 2022, after the Fifth Circuit
James P. Seery, Jr. Due to Lack of CLOH Bankruptcy Court lacked subject matter jurisdiction. affirmed the Confirmation Order, Highland
Subject Matter Jurisdiction Highland opposed the motion [DI 2311] arguing it was a collateral moved for summary affirmance [DI 23].
[DI2242] attack barred by res judicata, among other things. The Committee Appellants opposed [DI 24], and filed a
joined the opposition [DI 2315]. The Motion was denied on June 25, ~ Motion to reopen the appeal [DI 25], which
2021 [DI 2506]. nghland OppOSCd [DI 27].
DAF and CLOH appealed, [DI 2513], but moved to stay the appeal Because they missed the deadline to file
pending the Fifth Circuit’s determination of the appeal of the their opening brief, Appellants also filed a
Confirmation Order [Dist. Ct. Case No. 3:21-cv-01585-S, DI 10]. belated motion for an extension of time [DI
This Court granted the stay motion [DI 21] and, in connection with 29], claiming “excusable neglect.
the Partially Opposed Motion for Extension of Time to File In November 2022, this Court ordered the
Appellants" Opening Brief, directed the appellants to file their appeal remain abated pending resolution of
opening brief within 14 days of resolution of the Confirmation Order  the DAF parties’ Fifth Circuit appeal of the
[DI 19], which they failed to do. order holding them in contempt [USCA
Case No. 22-11036, DI 34], on the ground
that it was a “related case.”
"YridpiB Debtor’s Motion for an Order Movant: Highland filed a motion by order to show cause why Dondero, APPEAL:
Requiring the Violators to Show Highland CLOH, DAF, and their counsel should not be held in contempt of In August 2021, the Contemnors appealed
Cause Why They Should Not Be court for violating the January and July Orders. The Bankruptcy [DI2712,2713,2758].
Held in Civil Contempt for Court entered an order to show cause [DI 2255] and set an in-person I September 2022, this Court affirmed the
Violating Two Court Orders hearing for June 8, 2021. Bankruptcy Courts order in relevant part
[DI2247] On August 4, 2021, following briefing and an evidentiary hearing, [Dist. Ct. Case No. 3:21-cv-01974-X,
the Court held Dondero, CLOH, DAF and others (the “Contemnors”) DI 49].
in contempt of court [DI 2660]. In October 2022, the Contemnors appealed
to the Fifth Circuit [USCA Case No. 22-
11036]. Oral argument held September 5,
2023, appeal sub judice.
Iyl JpEM Motion to Compel Compliance Movants: The Trusts filed a motion seeking to compel Highland to file certain APPEALS:
with Bankruptcy Rule 2015.3 Trusts reports under Bankruptcy Rule 2015.3 [DI 2256]. Highland [DI In August 2022, following the Trusts’
[DI2256] 2341] and the Committee [DI 2343] opposed the motion. appeal, [DI 2840], this Court dismissed the
Following a hearing in June 2021 [DI 2442], the motion was appeal as constitutionally moot [Dist. Ct.
adjourned and later denied as moot after Highland’s Plan became Case No. 3:21-cv-02268-S, DI 21].
effective. [DI 2812]. The Dondero Entities appealed to the Fifth
Circuit. [USCA Case No. 22-10831].
In February 22023, the Fifth Circuit issued
its order and judgment affirming the
District Court [USCA Case No. 22-10831,
Docket Nos. 46, 47].
(JpLJpEM Debtor’s Motion for Entry of an Movant: Highland filed a motion seeking authority to create an indemnity APPEAL:
Order (i) Authorizing the (a) Highland trust to secure the Reorganized Highland, Claimant Trust, and After the Dondero Entities appealed [DI

2673], this Court affirmed the Bankruptcy
Court’s order [Dist. Ct. Case No. 3:21-cv-
01895-D, DI 45]. The Dondero Entities
appealed. [USCA Case No. 22-10189]. In
January 2023, the Fifth Circuit affirmed
this Court’s order [USCA Case No. 22-
10189, Document No. 90-1].

Creation of an Indemnity Subtrust
and (b) entry into an Indemnity
Trust Agreement and (ii) Granting
Related Relief [DI 2491]

Litigation Trust’s indemnification obligations [DI 2491]. Dondero,
HCMFA, NPA, and Dugaboy objected [DI 2563] arguing it was an
improper plan modification. A hearing was held in July 2021 and
Highland’s motion was granted [DI 2599].

Appx. 000005
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718121

7/8/21

10/8/21

1/11/22
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Motion or Claim

Motion of the Debtor for Entry of
an Order (I) Authorizing the Sale
of Certain Property and (II)
Granting Related Relief [DI 2535]

Motion of the Debtor for Entry of
an Order (I) Authorizing the Sale
and/or Forfeiture of Certain
Limited Partnership Interests and
Other Rights and (II) Granting
Related Relief [DI 2537]

Final Fee applications of FTI [DI
2902], Teneo Capital [DI 2903],
Sidley Austin [DI 2904], PSZJ
[DI2906], and Wilmer Cutler
[2907]

Motion to Ratify Second
Amendment to Proof of Claim
[Claim No. 198] and Response to
Objection to Claim [DI 3177,
3178]

NPA acquisition of claim
[DI3146]

Movant/ Objector

Movant:
Highland

Objector:
NPA

Movant:
Highland

Objector:
NPA

Movants:
Highland’s
professionals
Objector:
NPA

Movant:
CLOH

Objector:
Litigation Trustee

N/A

Summary of Motion or Claim

Highland filed a motion seeking authority to sell certain real property
[DI 2535]. NPA objected [DI 2621] arguing Highland created a sale
process designed to exclude NPA without a sound business justification.

Highland filed a motion seeking authorization to sell, among other
things, certain limited partnership interests in PetroCap Partners III, L.P.
[DI 2537]. NPA objected, seeking to inject itself into the bidding
process. [D12626].

PSZJ, Wilmer Cutler, Teneo Capital, Sidley Austin, and FTI filed final
fee applications in the Bankruptcy Court. NPA objected [DI 2977,
3015], sought permission to employ a fee examiner to review the fee
applications, and sought expansive discovery.

In November 2021, the fee applications were granted after substantial
briefing and a hearing. [DI 3047, 3048, 3056,3057, and 3058].

CLOH’s requested to ratify its Second Amended CLO HoldCo Crusader
Claim [Proof of Claim No. 198], and deny the Litigation Trustee
Objection as moot.

In January 2022, NPA acquired a disputed employee claim [DI 3146],
which was expunged [DI 3180]. NPA has appealed. Case 3:22-cv-
00335-L

Status

CONCLUDED:
A hearing was held on August 4, 2021
and Highland’s motion was granted
over NPA’s objection [DI 2687].

CONCLUDED:
In August 2021, the Bankruptcy Court
overruled NPA’s objection and granted
Highland’s motion [DI 2699].

APPEALS:
NPA filed notices of appeal to this
Court [DI13076,3077,3078,3079, and
3080], which were then consolidated
[Dist. Ct. Case No. 21-cv-3086-K,
DI 9]. In May 2022, this Court
dismissed the appeal as constitutionally
moot [Dist. Ct. Case No. 21-cv-3086-K,
DI 37]. NPA appealed [DI 39]. On July
19,2023, the Fifth Circuit affirmed this
Court’s order [USCA 22-10575, Docket
No. 97].

STATUS:
CLOH’s motion was denied by the
Bankruptcy Court [DI 3457], and its
appeal was rejected by this Court. See
CLO Holdco, Ltd. v. Kirschner (In re
Highland Cap. Mgmt., L.P.), No. 3:22-
CV-2051-B, 2023 U.S. Dist. LEXIS
87842,at *1 (N.D. Tex. May 18, 2023).
CLOH has appealed to the Fifth Circuit
[Case No. 3:22-cv-02051-B D, DI 20].

Briefing complete.

Appx. 000006
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Motion or Claim

Motion for Determination of the
Value of the Estate and Assets Held
by the Claimant Trust [DI 3382]

Motion for Leave to File Proceeding
[DI 3662]

Hunter Mountain Investment Trust’s
Emergency Motion for Leave to File
Verified Adversary Proceeding [DI
3699]

The Dugaboy Investment Trust’s
Motion to Preserve Evidence and
Compel Forensic Imaging of James
P. Seery, Jr.’s Phone

[DI 3802]

Motion of James D. Dondero and
Strand Advisors, Inc. for Leave to
File Adversary Complaint [Docket
No. 3981]

Motion for Leave to File Delaware
Complaint [DI 4000]

Movant/ Objector

Movant:
Dugaboy
Objector:
Highland

Movants:
Dugaboy and Hunter
Mountain Investment

Trust

Objector:
Highland

Movant:
Hunter Mountain
Investment Trust

Objector:
Highland, Highland
Claimant Trust, James
P. Seery, Jr., Farallon,
Stonehill

Movant:
Dugaboy

Movants:
James Dondero
Strand Advisors, Inc.

Movant:

Hunter Mountain
Investment Trust

Summary of Motion or Claim

Dugaboy moved for a determination of the current value of the estate and an
accounting of its assets available for distribution, arguing it was somehow in
the money and therefore had appellate standing and rights (the “Valuation
Motion”) [DI 3382]. Highland objected. [DI 3465].

After Dugaboy amended its Valuation Motion in September 2022 [DI 3533,
3535], Highland filed its reply in further opposition [DI 3614].

Following the ruling on the Valuation Motion, Dugaboy and Hunter Mountain
Investment Trust filed a motion for leave to file a complaint against Highland
seeking information about the estate’s current assets, results of asset sales, and
amounts distributed to creditors.

Hunter Mountain seeks leave of the Bankruptcy Court to file a complaint
against defendants Seery, Stonehill, and Farallon alleging both direct and
derivative claims on behalf of Highland of insider trading and breach of
fiduciary duty. The proposed complaint alleges that Seery engaged in a quid
pro quo with Stonehill and Farallon by which Seery put Stonehill and Farallon
on the Oversight Board in exchange for a “rubber stamp” of Seery’s
compensation as CEO of Highland.

Dugaboy seeks to preserve the ESI contained on Seery’s iPhone and to permit
the recoveryof his text messages. The basis for this motion was information
learned through discovery in a separate action brought by Scott Ellington,
Highland’s former general counsel, against a former Highland employee, in
which Ellington subpoenad Highland’s independent directors and bankruptcy
counsel, as well as other parties to the bankruptcy case, requiring a motion for a
protective order. See infia.

Dondero and Strand moved to sue Highland’s counsel, PSZJ, alleging for the
first time that PSZJ had represented them since 2019 and violated its fiduciary
duties by simultaneously representing Highland in matters adverse to Dondero
and Strand. PSZJ opposed the motion and threatened to seek sanctions if the
motion was not withdrawn.

HMIT moved for leave to petition to remove Seery as Claimant Trustee based
on HMIT s alleged status as a Claimant Trust “beneficiary.” HMIT opposed
Highland’s request to stay the motion pending final resolution of Highland’s
motion to dismiss the valuation complaint in AP 23-03038-sgj, which will
resolve HMIT’s status as a “Claimant Trust Beneficiary.”

Status

STATUS:
During a hearing held in November 2022,
the Court questioned whether the relief
could only be obtained through an
adversary proceeding and requested
additional briefing [DI 3625].

After reviewing the supplemental briefs,
the Court ruled an adversary proceeding

was required [DI 3645].

On May 10, 2023, Dugaboy and Hunter
Mountain filed a complaint seeking
declaratory relief as to the value of the
Claimant Trust assets and their interest

therein [AP No. 23-03038-sgj, Docket No.

1].

On November 22, 2023,

Highland filed a

motion to dismiss the valuation complaint

[id. at Docket No. 13], and oral argument is

scheduled for February 14, 2024.

STATUS:
On May 10, 2023, the parties filed a

stipulation withdrawing
3662].

the motion [DI

APPEALS

Trial was held June 8, 2023, and on August

25,2023, the Bankruptcy Court issued its
order denying the motion for leave [DI

3904]. HMIT appealed,

and briefing is in

process [Case No. 3:23-cv-02071].

The timing of Highland’s objection must be

fixed.

CONCLUDED
Dondero and Strand withdrew the motion

[DI 4015].

STATUS

The Bankruptcy Court granted the stay,
holding that the motion is stayed until at
least the court rules on the motion to

dismiss the valuation complaint [DI 40331.

Appx. 000007
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ADVERSARY PROCEEDINGS

Highland Capital Management, L.P. v. James D. Dondero, Adv. Proc. No. 20-03190-sgj (Bankr. N.D. Tex.)

Date Motion/ Complaint
(VArgPV Plaintiff Highland Capital

Management, L.P.’s Emergency

Motion for a Temporary

Restraining Order and Preliminary

Injunction against Mr. James
Dondero [DI 2]

(/rdPAB Plaintiff’s Motion for an Order
Requiring Mr. James Dondero to
Show Cause Why He Should Not

Be Held in Civil Contempt for
Violating the TRO [DI 48]

Summary of Proceeding

In December 2020, after Dondero interfered with the management of the
estate and threatened certain employees, Highland commenced an
adversary proceeding and sought [DI 2] and obtained a TRO [DI 10] and
a Preliminary Injunction [DI 59] against Dondero prohibiting him from
interfering with Highland’s estate and enjoining him from engaging in
other wrongful conduct.

In late December 2020, Highland discovered Dondero had violated the
TRO by, among other things, again interfering with the management of
the estate and conspiring with Highland’s then-general counsel and
assistant general counsel to coordinate offensive litigation against
Highland. An extensive evidentiary hearing was held in March 2021,
and on June 7, 2021, the Bankruptcy Court entered an order finding
Dondero in contempt of court [DI 190].

Status

CONCLUDED:
Dondero appealed to this Court [Dist.
Ct. Case No. 3:21-cv-01590-N] (which
declined to hear the interlocutory
appeal), and filed a petition for writ of
mandamus from the Fifth Circuit.
Ultimately, a consensual injunction was
entered [DI 182] and the writ of
mandamus was withdrawn.

APPEALS:
Dondero appealed [DI 212]. In August
2022, this Court affirmed in substantial
part [Dist. Ct. Case No. 3:21-cv-01590-
N, DI 42].

Dondero appealed to the Fifth Circuit
[USCA Case Number 22-10889]. Oral
argument held September 6, 2023,
appeal sub judice.

Date Motion/ Complaint

(/[PABN Plaintiff’'s Emergency Motion for
a Temporary Restraining Order

and Preliminary Injunction

Dondero [DI 2]

Date Motion/ Complaint

vJkVPAN Debtor’s Emergency Motion for a
Mandatory Injunction Requiring

the Advisors to Adopt and
Implement a Plan for the
Transition of Services by
February 28, 2021 [DI 2]

Against Certain Entities Owned
and/or Controlled by Mr. James

Highland Capital Management, L.P. v. Highland Capital Management Fund Advisors, L.P., NexPoint Advisors, L.P.,
Highland Income Fund, NexPoint Strategic Opportunities Fund, NexPoint Capital, Inc., and CLO Holdco, Ltd.,
Adv. Proc. No. 21-03000-sgj (Bankr. N.D. Tex.)

Summary of Proceeding

In late December 2020, Highland received threatening letters from the
Funds, the Advisors, and CLOH regarding Highland’s management of
the CLOs. These letters reiterated the arguments made by these parties
in their December motion that the Bankruptcy Court denied as
“frivolous.” Highland sought to prevent the Dondero Entities from
improperly interfering in the management of the estate. In January 2021,
the parties agreed to entry of a TRO [DI 20] and later a final disposition
of the matter pursuant to Bankruptcy Rule 9019 [DI 2589].

Highland Capital Management, L.P. v. Highland Capital Management Fund Advisors, L.P. and NexPoint Advisors, L.P.,
Adv. Proc. No. 21-03010-sgj (Bankr. N.D. Tex.)

Summary of Proceeding

Highland’s Plan called for a substantial reduction in its work force. As
a result, Highland terminated certain shared services agreements and
attempted to negotiate a transition plan with the Advisors to enable
them to continue providing services to their funds without interruption,
but the Advisors would not say “yes.” Concerned the Advisors would
be unable to service its clients, Highland commenced this action to
force the Advisors to adopt a transition plan.

Status

CONCLUDED:
In September 2021, the Court entered
its order approving the settlement
[DI 2829].

Status

CONCLUDED:
During the hearing, the Advisors
announced for the first time they had
cobbled together their own transition
plan. An order was entered in February
2021 [DI 25] making factual findings
and ruling the injunction was moot.

Appx. 000008
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CONSOLIDATED NOTES LITIGATION (Bankr. N.D. Tex.)
MEMBER CASES: Adv. Proc. Nos. 21-03003-sgj, 21-03004-sgj, 21-03005-sgj, 21-03006-sgj, 21-03007-sgj, 21-03082-sgj

MAIN NOTES LITIGATION

. Highland Capital Management, L.P. v. James Dondero, Adv. Proc. No. 21-03003-sgj (Bankr. N.D. Tex.)
. Highland Capital Management, L.P. v. Highland Capital Management Fund Advisors, L.P., Adv. Proc. No. 21-03004-sgj (Bankr. N.D. Tex.)
. Highland Capital Management, L.P. v. NexPoint Advisors, L.P., Adv. Proc. No. 21-03005-sgj (Bankr. N.D. Tex.)
. Highland Capital Management, L.P. v. Highland Capital Management Services, Inc., Adv. Proc. No. 21-03006-sgj (Bankr. N.D. Tex.)
Highland Capital Management, L.P. v. HCRE Partners, LLC (n/k/a NexPoint Real Estate Partners, LLC), Adv. Proc. No. 21-03007-sgj (Bankr. N.D. Tex.)

Date Motion/ Complaint  Plaintiff Summary of Proceeding Status

(/P7IPAB Complaint for (i) Plaintiff: ~ After Dondero and four affiliates (HCMFA, NPA, HCMS, HCRE) refused to satisfy over $60 million on certain APPEALS:
Breach of Contract and ~ Highland ~ promissory notes, Highland filed collection actions against each Dondero Entity. See AP Nos. 21-03003-sgj; 21- ~ On July 6, 2 023,
(ii) Turnover of 03004-sgj; 21-03005-sgj; 21-03006-sgj; 21-03007-sgj. the District Court
Property of the Three months after the complaint was filed, the Dondero Entities moved to withdraw the reference. Following a entered an order
Debtor’s Estate [DI 1] hearing in May 2021, the Bankruptcy Court recommended the Bankruptcy Court adjudicate pre-trial matters, adopting the
including consideration (but not determination) of dispositive motions. This Court adopted the R&Rs and the Bankruptcy
actions were later consolidated. Court’s R&R,
granting partial

Dondero amended his answer to assert, among other things, that he and his sister, Nancy Dondero, entered an
undisclosed oral agreement claiming the notes would be forgiven upon fulfillment of certain conditions
subsequent (the “Alleged Agreement Defense™). All Dondero Entities (except, initially, HCMFA) adopted the
Alleged Agreement Defense. Dondero, NPA, and HCRE also asserted Highland “negligently” caused their
defaults under the term notes by not effectuating the payments on their behalf. In support of this “negligence”
defense, the Dondero Entities moved to extend expert discovery to litigate the legal issue of whether Highland
had an affirmative “duty” to effectuate payments on their behalf. The Bankruptcy Court denied the motion,
finding, in pertinent part, that expert testimony on legal issues was improper. The Dondero Entities sought
improperly sought reconsideration in this Court. finding moot (a)
HCMFA contended the HCMFA notes were “void” or “unenforceable” due to “mutual mistake,” and specifically, Highlfnd’s motion

that Waterhouse, HCMFA’s treasurer and Highland’s former CFO, lacked authority to execute the notes and to Strike
signed them by “mistake” (“HCMFA’s Mistake Defense”). HCMFA subsequently sought leave to assert that

summary judgment
on breach of the
notes and entering
judgment [Case
No. 3:21-cv-
00881-X, DI 128].
The Court also
entered orders

Defendants’
Waterhouse did not sign the HCMFA notes at all. After a hearing on HCMFA’s motion for leave, the Bankruptcy Ui;ﬁh?)?ized
Court denied the motion on the ground that the proposed additional defense (that Waterhouse did not sign the Reply and (b)
notes) was futile. HCMFA again improperly sought reconsideration in this Court. NPA/HCMS/HCR
In December 2021, Highland moved for Partial Summary Judgment. Following a hearing in April 2022, the E’s objection to
Bankruptcy Court issued its Report & Recommendation (the “R&R”), recommending Partial Summary Judgment  the Bankruptcy
in favor of Highland. Court’s order
In the R&R, the Bankruptcy Court found no reasonable trier of fact could find the Alleged Agreement existed, the ~denying the motion
Alleged Agreement Defense did not pass the “straight-face test,” and “there was a complete lack of evidence” to extend expert
supporting the Alleged Agreement Defense. The Bankruptcy Court also found no reasonable trier of fact could discovery [DI

believe HCMFA’s Mistake Defense (“the ‘Mutual Mistake’ defense—Tlike the ‘oral agreement’ defense asserted 135].
by the other Note Maker Defendants—is farfetched, to say the least, especially in the context of a multi-billion
company with perhaps the world’s most iconic and well-known public accounting firm serving as its auditors.”). Defendants

In August 2022, Highland filed a notice of attorneys’ fees and backup documentation in support of the proposed appealed this

judgments. The Dondero Entities objected. Highland responded in September 2022. Court’s orders to

The Dondero Entities then filed an unauthorized reply in support of their objection. Highland moved to strike on the Fifth Circuit

the grounds it was not permitted under Fed. R. Bankr. P. 9033 or the parties’ Stipulation. [USCA No. 23-

Highland then moved to supplement its backup documentation to include two invoices inadvertently omitted. The 10_91 1], a}nc}

Dondero Entities filed a meritless objection which was overruled. briefing is in
process.

In November 2022, the Bankruptcy Court issued a supplemental R&R overruling the Dondero Entities’ objections
to the Proposed Judgment. The Dondero Entities objected and Highland responded.

Appx. 000009
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HCMFA NOTES LITIGATION I
Highland Capital Management, L.P. v. Highland Capital Management Fund Advisors, L.P., Adv. Proc. No. 21-03082-sgj (Bankr. N.D. Tex.)

Date Motion/ Complaint Plaintiff Summary of Proceeding Status

MVEJPARS Complaint for (i) Breach of Plaintiff: In November 2021, Highland commenced another collection action APPEALS:

Contract and (ii) Turnover of Highland against HCMFA for breach of two additional promissory notes (the On July 6, 2 023, the District Court

Property of the Debtor’s Estate “Pre-2019 Notes™) that were subject to a prepetition standstill agreement  entered an order adopting the

[DI 1] that Dondero entered into with himself. This action was consolidated Bankruptcy Court’s R&R, granting
with the main litigations. summary judgment on breach of the

. . t tering j t No.
HCMFA adopted the Alleged Agreement Defense asserted in the main gl?zeis_ g/n_%gggir_l;g ]J;Id‘lgg;ﬁn [Case No

litigation. During discovery, Dondero was forced to change story his
story yet again, stating he, not his sister, entered into the Alleged Defendant appealed this Court’s orders
Agreement. to the Fifth Circuit [USCA No. 23-

Highland moved for summary judgment. After a hearing, the Bankruptcy LA SO T 08

Court issued its Report & Recommendation recommending summary
judgment be entered against HCMFA, finding, “[t]he Alleged Oral
Agreement Defense appears to be a ‘cut-and-paste’ of the same alleged
‘oral agreement’ defense that was ultimately asserted in the Five Earlier-
Filed Note Actions by four of the five Note Maker Defendants (all but
HCMFA)” and the defense “morphed” as the five earlier-filed Main
Note Litigation progressed, “The only summary judgment evidence
submitted by HCMFA in support of its Alleged Oral Agreement Defense
is the conclusory, self-serving, unsubstantiated declarations of Dondero
and his sister regarding the existence of the Alleged Oral Agreements.”

HCMFA objected to the R&R in this Court and to Highland’s proposed
judgment in Bankruptcy Court. The Bankruptcy Court issued its
supplemental R&R recommending this Court overrule HCMFA”’s
objections to the proposed judgment. HCMFA filed the same objection
to the supplemental R&R in this Court, and Highland responded.

UBS Securities LLC and UBS AG London Branch vs. Highland Capital Management L.P., Adv. Pro. No. 21-03020-sgj (Bankr. N.D. Tex.)

Date Motion/ Complaint Plaintiff Summary of Proceeding Status
KIkRIPAM Original Complaint for Injunctive Plaintiff: In early 2021, Highland discovered certain former employees under CONCLUDED:

Relief [DI 3] UBS Dondero’s direction caused certain entities to transfer $300 million in On August 23, 2022, the Court granted
face amount of cash and securities to Sentinel to avoid the judgment in Highland’s motion to withdraw the
favor of UBS. UBS then sought to enjoin Highland from allowing funds  answer, and a permanent injunction was
under its management to make transfers to Sentinel, its affiliates, or issued [DI 185].
transferees pending decision as to whether assets were fraudulently At the hearing, the Court said it would
transferred. assess the evidence to determine
On June 8, 2022, Highland filed motion to withdraw its answer and whether a criminal referral was
consent to judgment [DI 169] warranted.

Appx. 000010
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Charitable DAF Fund, L.P., and CLO Holdco, Ltd., v. Highland Capital Management, L.P., Highland HCF Advisor, Ltd., and Highland CLO Funding, Ltd.,

Date
4/12/21

Motion/ Complaint

Original Complaint

Plaintiff

Adv. Proc. No. 21-03067-sgj (Bankr. N.D. Tex.)

Summary of Proceeding

The Dondero Entities filed their original complaint in April 2021 in this
Court alleging Highland and Seery violated SEC rules, breached
fiduciary duties, engaged in self-dealing, and violated RICO in
connection with its settlement with HarbourVest [Dist. Ct. Case No. 21-
cv-00842-B].

The Dondero Entities brought this complaint even though CLOH
previously withdrew its objection to the HarbourVest settlement.
Highland believes the complaint is frivolous and represents a collateral
attack on the order approving the HarbourVest settlement.

On May 19,2021, Highland filed a motion to enforce the reference and
have the case referred to the Bankruptcy Court [DI 22]. Highland also
filed a motion to dismiss the complaint (the “Original MTD”) [DI 26].

After the motions were briefed, the Dondero Entities moved to stay the
proceeding pending resolution of the confirmation appeal [DI 55] (the
“First Stay Motion”). Highland opposed the First Stay Motion. In
September 2021, the Court entered an order enforcing the reference [DI
64], and this matter was sent to the Bankruptcy Court under Adv. Proc.
No. 21-3067.

On November 18, 2021, five days prior to the hearing on the Original
MTD, the Dondero Entities filed an amended motion to stay the
proceedings pending resolution of the appeal of the confirmation order
[DI 69] (the “Second Stay Motion”), in which they reiterated the
arguments in the First Stay Motion, and attached a motion to withdraw
the reference [id. at Exhibit A], which reiterated the same arguments in
the Dondero Entities” opposition to Highland’s motion to enforce the
order of reference.

In March 2022, the Court dismissed the action on collateral and judicial
estoppel grounds [DI 100]. The Dondero Entities appealed and that
appeal was consolidated with their appeal of the order denying their
motion for a stay [3:21-cv-03129-B].

On September 2, 2022 [DI 28], this Court reversed the Bankruptcy
Court’s finding that Plaintiffs’ claims were barred by collateral estoppel.
On judicial estoppel, this Court affirmed the Bankruptcy Court’s finding
that the first two elements were satisfied but remanded to determine if
CLOH’s inconsistent position was “inadvertent.”

Highland filed its renewed Motion to Dismiss on October 14, 2022
[DI 122, 123].

On November 18, 2022, Plaintiffs filed a renewed motion to withdraw
the reference [DI 128].

Status

APPEALS:
A hearing on both motions was held on
January 25, 2023. On February 6, 2023,
the Bankruptcy Court issued its R&R,
recommending denial of Plaintiffs’
renewed motion to withdraw the
reference [DI 158], and, on February
21,2023, the Dondero Entities objected
to the R&R [Dist. Ct. Case No. 3:22-
cv-02802-S, DI 3]. The R&R is
pending final decision of the District
Court.

On June 25, 2023, the Bankruptcy
Court issued its order granting
Highland’s renewed motion to dismiss
[AP No. 21-03067-sgj, DI 167].

On June 27,2023, DAF/CLOH
appealed the order dismissing the action
[DI 168]. The appeal is docketed to
Dist. Ct. Case No. 3:23-cv-01503-G.
Briefing is complete, appeal sub judice.
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The Charitable DAF Fund, LP v. Highland Capital Management, L.P., Adv. Proc. No. 22-03052-sgj (Bankr. N.D. Tex.)
Date Motion/ Complaint Plaintiff Summary of Proceeding

Status
v(r7IPAM Original Complaint Plaintiff: DAF filed its original complaint in July 2021 in this Court alleging CONCLUDED:

DAF Highland violated SEC rules and breached fiduciary duties by causing DAF filed a notice of appeal on
one of its investment vehicles to sell assets [Dist. Ct. Case No. 3:21-cv-  October 5, 2022 [Case No. 3:22-cv-
01710-N, DI 1]. DAF’s allegations duplicated allegations Dugaboy 02280-S] but on February 21,2023
made in proofs of claim filed in the Bankruptcy Court and in its (the day its opening brief was due)
complaint filed in this Court. notified counsel it no longer intended

. . . t it.
DAF never served the Complaint but filed a motion to stay (which was o pursuet

also not served) pending appeal of the confirmation order [DI 6]. In A joint stipulation dismissing the
September 2021, the Court stayed the proceeding [DI 7]. Highland then ~ appeal with prejudice was filed on
voluntarily appeared, and moved for reconsideration of the stay order February 22,2023 [DI 9].

[DI 8] and to dismiss [DI 11]. In May 2022, the Court lifted the stay and
referred the case to the Bankruptcy Court.

Highland filed its amended motion to dismiss in May 2022 [DI 19, 20]
arguing the complaint asserted time-barred administrative expense
claims. In September 2022, following a hearing, the Court dismissed the
complaint as time-barred [DI 42, 43].

PCMG Trading Partners XXIll, L.P. v. Highland Capital Management, L.P., Adv. Proc. No. 22-03062-sgj (Bankr. N.D. Tex.)
Date Motion/ Complaint Plaintiff Summary of Proceeding Status

SIPAlPAB Original Complaint Plaintiff: PCMG filed its original complaint in April 2021 in this Court alleging CONCLUDED:
PCMG Trading Highland violated SEC rules and breached fiduciary duties by causing An amended Stipulation of Dismissal of
Partners XXIII, L.P. one of its investment vehicles to sell assets [Dist. Ct. Case No. 3:21-cv-  Adversary Proceeding (with prejudice)
01169-N, DI 1]. PCMG is owned and controlled by Dondero, and held [DI27] was filed on August 1, 2022.
less than a 0.05% interest in the investment vehicle. Highland believed
the complaint was frivolous.

PCMG never served the Complaint but filed a motion to stay (which was
also not served) pending appeal of the confirmation order [DI 6]. In
September 2021, the Court stayed the proceeding [DI 7]. Highland then
voluntarily appeared, and moved for reconsideration of the stay order
[DI 8] and to dismiss [DI 11]. In May 2022, the Court lifted the stay and
referred the case to the Bankruptcy Court.

Highland filed its amended motion to dismiss on June 16, 2022 [DI 20,
21] arguing the complaint asserted time-barred administrative expense
claims. PCMG withdrew the complaint in July 2022 after forcing
Highland to incur substantial expense litigating the matter.

11
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DISTRICT COURT ACTIONS

Charitable DAF Fund, L.P., and CLO Holdco, Ltd., v. Highland Capital Management, L.P., Highland HCF Advisor, Ltd.,

and Highland CLO Funding, Ltd., Case No. 21-cv-00842-B (N.D. Tex. April 12, 2021)
Movant/ Objector Summary of Motion

CYEECIPAR Plaintiff's Motion for Leave to Plaintiffs: Plaintiffs filed a motion seeking leave from this Court to add Seery as a
File First Amended Complaint in DAF defendant and to seek, in this Court, a reconsideration of two final
the District Court CLOH Bankruptcy Court orders [DI 6].

Date Motion

Date Motion/Complaint Movant/ Objector Summary of Motion

(JPEJPAM Original Complaint Plaintiff: Dugaboy alleges Highland violated SEC rules and breached fiduciary

Dugaboy duties by causing one of its investment vehicles to sell assets. Dugaboy
is Dondero’s family trust holding less than a 2% interest in the vehicle.
Dugaboy’s allegations duplicated allegations it made in proofs of claim
filed in the Bankruptcy Court.

The Dugaboy Investment Trust v. Highland Capital Management, L.P., Case No. 21-cv-01479-S (N.D. Tex. June 23, 2021)

Status

CONCLUDED:
This Court denied the motion but with
leave to refile.

This matter was referred to the
Bankruptcy Court on September 20,
2021. See Adv. Proc. No. 21-03067-sgj
(Bankr. N.D. Tex.)

Status

CONCLUDED:
Dugaboy withdrew the Complaint after
Highland informed the Bankruptcy
Court of the filing.
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OTHER DONDERO-RELATED LITIGATION

Date

2009

2018

Parties

UBS, Highland, Multiple
Highland Entities

Joshua Terry, Acis,
Highland, Neutra, Ltd.,
HCLOF

Summary of Litigation

In 2008, two funds managed by Highland breached their contractual obligations to UBS by failing to meet a
margin call. UBS filed suit in New York Supreme Court in 2009. After a decade of litigation, UBS secured a $1
billion plus judgment against the two funds and sought to hold Highland, among others, liable as an alter ego.
Judgment, Index No. 650097/2009, Docket No. 646 (N.Y. Sup. Feb. 10, 2020).

UBS and the Dondero Entities continue to litigate. UBS filed a turnover motion in February 2023 seeking to
hold Dondero and Scott Ellington, his long-time general counsel, liable for the full $1 billion plus judgment.
Special Turnover Petition, Index No. UNASSIGNED, Docket No. 142 (N.Y. Sup. Feb. 8, 2023).

After Joshua Terry secured an $8 million arbitration award against Acis, Dondero caused the stripping of Acis’s
assets to make it judgment proof. Terry subsequently filed an involuntary bankruptcy petition. Case No. 18-
30264-sgj11 (Bankr. N.D. Tex.). Through Acis’s confirmed plan of reorganization, Terry became Acis’s sole
owner.

The Acis bankruptcy was marked by extremely acrimonious litigation and multiple adverse credibility findings
regarding Dondero and other Highland employees (acting at Dondero’s direction).

In the Acis bankruptcy, the Bankruptcy Court issued:

Bench Ruling and Memorandum of Law in Support of: (4) Final Approval of Disclosure Statement; and (B)
Confirmation of Chapter 11 Trustee’s Third Amended Joint Plan [DI 827]

Findings of Fact, Conclusions of Law, and Order Granting Final Approval of Disclosure Statement and
Confirming the Third Amended Joint Plan for Acis Capital Management LP and Acis Capital Management GP
LLC, as Modified [DI 829]

Findings of Fact, Conclusions of Law, and Order Granting Final Approval of Disclosure Statement and
Confirming the Third Amended Joint Plan for Acis Capital Management LP and Acis Capital Management GP
LLC, as Modified [DI 830]

Highland and its proxies appealed to this Court and the Fifth Circuit but their appeals were denied: Civ. Case
No. 3:19-cv-00291-D; USCA Case No. 19-10847.

As soon as the injunction in Acis’s plan expired, Dondero (through NSOF) immediately filed suit against Acis
and Terry, among others, in the U.S. District Court for the Southern District of New York (Civ. Case No. 1:21-
cv-04384). The court dismissed Dondero’s federal claims and NSOF appealed to the Second Circuit (USCA
Case No. 22-1912). The appeal is pending.

Stymied in federal court, Dondero, again through NSOF, filed a substantially similar action against Acis and
Terry, among others, in New York state court. Index No. 653654/2022 (N.Y. Sup. 2022). Motions to dismiss
NSOF’s state law action are sub judice.

Immediately after the expiration of the injunction in Acis’ plan, Dondero—through NSOF—filed suit against
Acis, Terry, and others in the Southern District of New York alleging they violated their fiduciary duties to
NSOF as an investor in a CLO managed by Acis (and which had been managed by Dondero prior to the Acis
bankruptcy). Civ. Case No. 21-cv-04384-GHW (S.D.N.Y. May 14, 2021). Dondero’s litigation caused Acis to
halt distributions from its managed CLOs thus depriving HCMLP of approximately $20 million in proceeds.
The Southern District of New York dismissed Dondero’s litigation. NexPoint Diversified Real Estate Trust v.
Acis Cap. Mgmt., L.P., 620 F.Supp. 3d 36 (S.D.N.Y. 2022). Undeterred, Dondero appealed to the Second
Circuit (Case No. 22-1912 (2d Cir.)), re-filed his breach of fiduciary duty claims in New York state court
(Index No. 653654/2022 (N.Y. Sup. 2022)), asserted duplicative counterclaims in another pending litigation
involving Acis (Case No. 23-cv-11059-GHW (S.D.N.Y. Dec. 24, 2021)), and filed a lawsuit against HCLOF in
the Royal Court of Guernsey alleging HCLOF unfairly prejudiced CLOH by settling with Acis, rather than
suing it (No. 106-25786898 (Royal Court of Guernsey))

Status

This matter is currently being
litigated.

CONCLUDED:
On July 9, 2021, the Fifth
Circuit affirmed the bankruptcy
court’s order confirming the
Chapter 11 plan, concluding the
appeal of plan injunction was
moot [USCA Case No. 19-
10847, Doc. No.
00515931634].

In a lengthy opinion, the Royal
Court of Guernsey criticized
CLOH (and Murphy, its co-
director), dismissed the Guernsey
action, and required CLOH to pay

HCLOEF’s legal fees and costs.
The Dondero Entities asserted
claims against HCLOF in New
York that largely duplicated the
claims in the Guernsey action.
Case No. 1:21-cv-11059-GHW,
D.I. 77 (S.D.N.Y. Mar. 30, 2023).
The New York action was
dismissed with prejudice.
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STATE COURT ACTIONS

James Dondero, Petitioner v. Alvarez Marsal, et al., Cause No. DC-21-09534 (95th Civil District Court, Tex. July 22, 2021)

Date
rrivil

Motion

Verified Petition to Take
Deposition Before Suit and Seek
Documents

Movant/ Objector

Movant:
Dondero

Summary of Motion

Dondero sought pre-suit discovery from Farallon, a purchaser of
certain claims in the Bankruptcy Case, and Alvarez. Dondero alleged
Farallon breached certain U.S. Trustee requirements when it purchased
claims. Dondero also alleged Farallon purchased those claims because
of its relationship to Seery and Seery was leveraging his relationship
with Farallon to ensure he remained in control of Highland.

Farallon and Alvarez removed the action to the Bankruptcy Court [DI
1]. Dondero moved to remand [DI 4]. On January 4, 2022, the Court
remanded the case [DI 22, 23].

Ellington v. Daugherty, Cause No. DC-22-00304 (101st Jud. Dist. Tex. 2022)

Date Motion Plaintiff / Defendant Summary of Motion
(VhkVPZAS Plaintiff’s Original Petition, Plaintiff: Scott Ellington, Highland’s former general counsel, sued Daugherty,
Application for Temporary Scott Ellington a former Highland employee, for stalking; Ellington subpoenaed
Restraining Order, Temporary Highland’s independent directors, Highland’s bankruptcy counsel,
Injunction, and Permanent Defendant: and other parties to the bankruptcy case requiring a motion for a
Injunction Patrick Daugherty protective order in New Jersey; Ellington moved to hold an

Date
1/20/23

Motion Movant/ Objector

Movant:
Hunter Mountain

Petitioner Hunter Mountain
Investment Trust’s Verified Rule

independent director in contempt, in violation of the gatekeeper
order; Ellington subpoenaed deposition of another independent
director.

Farallon and Alvarez removed the action to the Bankruptcy Court
[DI 1]. Dondero moved to remand [DI 4]. On January 4, 2022, the
Court remanded the case [DI 22, 23].

Summary of Motion

Hunter Mountain Investment Trust sought pre-suit discovery from
Farallon and Stonehill as purchasers of certain claims. Hunter
Mountain’s petition is substantially similar to the petition for pre-suit
discovery filed by Dondero in Texas state court in July 2021.

202 Petition Investment Trust
vate Motion Movant/ Plaintit
LIETPERS Verified Complaint for Specific Plaintiff:

Performance to inspect and Copy
Books and Records

Highland

Status

CONCLUDED:
The state court dismissed the matter as
without merit

Status

Dondero’s long-time legal counsel was
using the pretext of a “stalking”

lawsuit to seek to discovery from
Highland that they have improperly

used in the Highland bankruptcy.
Highland asked plaintiff if he would agree
not to use discovery in connection with
the stalking action to bring claims against
Highland, but he refused. Highland then
filed a contempt motion against plaintiff
for violating the gatekeeper order. During
trial, the parties settled, and the contempt
motion with dismissed as moot. [DI
3991].

In re Hunter Mountain Investment Trust, Cause No. DC-23-01004 (191st Civil District Court, Tex. Jan. 20, 2023)

Status

CONCLUDED:
The state court dismissed the matter as
without merit.

summary of Motion

Highland filed complaint seeking specific performance of the SE
Multifamily operating agreement, First Amended and Restated Limited
Liability Company Agreement, dated March 15, 2019, effective as of
August 23,2018, to allow Highland to inspect books and records after
defendants SE Multifamily Holdings LLC and HCRE refused to make
available for inspection and copying SE Multifamily’s books and records
as is required by Agreement.

Status

Highland was forced to bring an
action for specific performance when
Dondero failed to comply with his
unambiguous contractual obligation
to provide Highland with access to
SEM’s books and records.
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OTHER

US TRUSTEE LETTERS

Status

Dugaboy, NPA, and HCMFA sent three baseless and factually inaccurate letters to the Office of General Counsel, Executive N/A
Office for U.S. Trustees in November 2021 and May 2022. The letters, totaling roughly 200 pages, allege a litany of
wrongdoing by Highland, Seery, and others, arising from their administration of the bankruptcy estate. [DI 3662-1]

Summary of Matter

TEXAS STATE SECURITIES BOARD
Status

Mark Patrick, as the DAF’s trustee, admitted that the DAF or “one of its entities” filed a complaint against HCMLP with the In May 2023, the TSSB, after “full

Texas State Securities Board (the “TSSB”) during the Bankruptcy Case. consideration,” closed its investigation of
HCMLP without finding any wrongdoing.

Summary of Matter

In re Highland Select Equity Master Fund, L.P., Case No. 23-31037-swe7 and
In re Highland Select Equity Fund GP, L.P., Case No. 23-31039-mvl7 (not jointly administered)

Date Summary of Proceeding Status

SIPRIPEI Select Equity Master Fund and Select Equity Fund filed for bankruptcy in May 2023. These entities only filed because Dugaboy ~ Dugaboy and PCMG both tried to sue

initiated litigation in SDNY. See The Dugaboy Investment Trust v. Highland Select Equity Master Fund, L.P. et al., Case No. Highland for mismanagement of Select fund

1:23-cv-01636-MKV. during the Highland bankruptcy, but were
stymied. Highland made an offer to give
Dugaboy everything in Select Fund to avoid
costs being incurred, but Dugaboy has not
responded. Dugaboy filed objection to
reassign the case to Judge Jernigan, arguing
she is biased. Motion to reassign was later
withdrawn.
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From: Scott Ellington <SEllington@HighlandCapital.com>
To: Jim Dondero <JDondero@HighlandCapital.com>
Subject: Re: List for joint meeting
Date: Wed, 16 Dec 2020 13:42:51 -0600
Importance: Normal

On it.

Sent from my iPhone

On Dec 16, 2020, at 1:33 PM, Jim Dondero wrote:

I’'m going to need you to provide leadership here.
Sent from my iPhone

Begin forwarded message:

From: Michael Lynn

Date: December 16, 2020 at 1:07:50 PM CST
To: Douglas Draper , Jim Dondero

Subject: Re: List for joint meeting

I can't think of any others tassuming Zorada is with K&L Gates). I would contact the lawyers I have no
opinion on additional contacts.

I had thought you would be representing more entities than the two trusts.

Sent from my BlackBerry 10 smartphone.
Original Message

From: Douglas Draper

Sent: Wednesday, December 16, 2020 11:13 AM
To: Michael Lynn; Jim Dondero

Subject: List for joint meeting

1) Daf john Kane attny 2) highland capital management fund advisors George Zorada 3) nexpoint
advisors Laureen Drawhorn 4) highland clo funding Mark Maloney 5) employees David Neier

Do we want to add or delete anybody from the list. Is the best route to have me call the lawyer or have a
someone contact the client contact for the lawyer. Please advise

On another matter I think it would be a good idea to have a second client contact for my two clients. Give
me your thoughts

Sent from my iPhone
Due to the current health crisis, the staff of Heller Draper & Horn . LLC will be working remotely and
there may be some delay in responding to your email.

CONFIDENTIALITY NOTICE:
Appx. 000018
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CONFIDENTIAL USE OF THE RECIPIENT(S) NAMED ABOVE. This message is sent by or on behalf
of an attorney of the law firm Heller, Draper & Horn, L.L.C. and is intended only for the use of the
individual or entity to whom it is addressed. This message contains information and/or attachments that
are privileged, confidential and exempt from disclosure under applicable law. If the reader of this

message is not the intended recipient or is not the employee or agent responsible for delivering this
message to the intended recipient, please do not read, copy, use or disclose this communication to anyone.
If you have received this communication in error, please notify us immediately by reply e-mail or by
telephone at 504-299-3300 and immediately delete this message and all of its attachments.

Circular 230:

Pursuant to federal tax regulations imposed on practitioners who render tax advice ("Circular 230"), we
are required to advise you that any advice contained in this communication regarding federal taxes is not
written or intended to be used, and cannot be used by any person as the basis for avoiding federal tax
penalties under the Internal Revenue Code nor can such advice be used or referred to for the purpose of
promoting marketing or recommending any entity, investment plan or arrangement. Thank You.

PRIVILEGE WARNING: The sender or recipient of this message is a member of the legal department at Highland Capital Management. This message and
any attachments hereto may constitute attorney work product or be protected by the attorney-client privilege. Do not disclose this message or any
attachments hereto without prior consent of a member of the legal department at Highland Capital Management.
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UNANIMOUS CONSENT
OF
THE BOARD OF DIRECTORS
OF
HIGHLAND CAPITAL MANAGEMENT SERVICES, INC.
IN LIEU OF AN ORGANIZATIONAL MEETING

Pursuant to the provisions of General Corporation Law of Delaware, the undersigned, being the
directors of Highland Capital Management Services, Inc., a Delaware corporation (the
“Corporation™), sign this instrument in lieu of holding an organizational meeting of the board of
directors, to evidence their consent to the resolutions set forth below, with the same force and
effect as if said resolutions were adopted by unanimous vote at a duly called meeting of the

board of directors.

CERTIFICATE OF INCORPORATION

WHEREAS, the Certificate of Incorporation of the Corporation was filed with the
Secretary of the State of Delaware on December 19, 2000, and a duplicate original of the Articles
of Incorporation have been returned to the Corporation by the Secretary of State; now, therefore,
be it

RESOLVED, that the Certificate of Incorporation and the duplicate original of the
Articles of Incorporation be inserted into the minute book of the Corporation.

CORPORATE RECORDS

RESOLVED, that the Corporation shall maintain, as part of its corporate records, a
minute book that shall include, but that shall not be limited to, records of the Corporation’s
Articles of Incorporation and amendments thercto, its Bylaws and amendments thereto, minutes
of all meetings of its directors, minutes of all meetings of its shareholders, the time and the place
of each such meeting, whether the meeting was regular or special, the manner in which the
meeting was authorized, the notice given, the namos of those present or represented at the
meeting and the proceedings of each meeting.

RESOLVED FURTHER, that the Secretary of the Corporation is directed to procure
such a minute book and such other books and records as may be required by the Corporation.

l
140850

Highland Capital Manngermem Services, Inc Unanimous Consent
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ADOPTION OF BYL.AWS

RESOLVED, that the form of Bylaws presented to the board of directors for review and
attached hereto as Exhibit “A” be, and it hereby is, approved and adopted as the Bylaws of the
Corporation;

RESOLVED FURTHER, that the Secretary of the Corporation is directed to certify a
copy of these Bylaws and insert it in the minute book of the Corporation, and is further ordered
to certify a copy of these Bylaws and maintain it in the principal office of the Corporation, open
for inspection by the shareholders at all reasonable times during office hours,

ELECTION OF OFFICERS

RESOLVED, that the following named persons be, and they hereby are, elected to the
offices set opposite their respective names, to serve until their successors are duly elected and
qualified:

President: James D. Dondero
Secretary and Treasurer: Mark Okada

RESOLVED FURTHER, that the officers are empowered to carry out the day-to-day
business of the Corporation, subject to the direction and control of the board of directors,

ADOPTION OF CORPORATE SEAL

RESOLVED, that the seal, an impression of which is shown below, be, and it hereby is,
adopted as the corporate seal of the Corporation.

ADOPTION OF SHARE CERTIFICATES

RESOLVED, that the form of share certificate attached hereto as Exhibit “B” be, and it
hereby is, approved and adopted as the form of share certificate representing the common stock
(par value $.01 per share) of the Corporation;

RESOLVED FURTHER, that the certificates shall be consecutively numbered,
beginning with the number 001; that the certificates shall bear all legends required by law to be
placed on the Corporation’s share certificates; and that the certificates shall only be issued in the
manner and upon the conditions set forth in the Bylaws.

LICENSES AND TAX PERMITS

RESOLVED, that the officers of the Corporation be, and they hereby are, authorized and
directed to obtain, in the name of the Corporation, such licenses and tax permits as may be
required by any applicable federal, state, county or municipal governmental statute, ordinance or

2
140850

Highland Capital Management Services, Inc Unanimous Consent
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regulation of the conduct of the business of the Corporation within any jurisdiction in which the
Corporation shall have qualified to do business.

ORGAN ON

RESOLVED, that any officer is hereby authorized to pay all fees and expenses incident
to and necessary for the organization of the Corporation.

AUTHORITY TO ISSUE SHARES OF COMMON STOCK

RESOLVED, that the President and Secretary of the Corporation be, and they hereby
are, directed to prepare or cause to be prepared, and to execute, seal and issue certificates
representing shares of the Corporation's common stock to the persons named below in the
amount set forth opposite these names, in consideration of an aggregate of $1,000.

Shareholder Shares Consideration
Jamces D. Dondecro 750 $750
Mark Okada 250 $250

RESOLVED FURTHER, that the board of directors acknowledges receipt of an
aggregate of $1,000 from such persons listed above as consideration for the issuance of the
Corporation’s shares of common stock.

140850

Highland Cspital Management Scrvices, Inc. Unanimous Consent
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GENERAL AUTHORITY

RESOLVED, that the officers and directors of the Corporation be, and they hereby are,
authorized to do any and all acts and things and to execute any and all agreements, consents and
documents as in their opinion, or in the opinion of counse! to the Corporation, may be necessary
or appropriate in order to carry out the purposes and intent of any of the foregoing resolutions,

EXECUTED by the board of directors of the Corporation effective as of the
day of December 2000.

Jameé D. Do dero, Director

-
” %

Mark 6kada, Director

N,

140850

Highland Cupiw) Mansgement Services, Inc. Ununimous Consent
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elaware ...

The First State

I, JEFFREY W. BULLOCK, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE CERTIFICATE OF AMENDMENT OF "HIGHLAND CAPITAL
MANAGEMENT SERVICES, INC.", FILED IN THIS OFFICE ON THE FIRST
DAY OF OCTOBER, A.D. 2010, AT 10:54 O'CLOCK A.M.

A FILED COPY OF THIS CERTIFICATE HAS BEEN FORWARDED TO THE
NEW CASTLE COUNTY RECORDER OF DEEDS.

AND I DO HEREBY FURTHER CERTIFY THAT THE EFFECTIVE DATE OF
THE AFORESAID CERTIFICATE OF AMENDMENT IS THE FIRST DAY OF

OCTOBER, A.D. 2010, AT 5 O'CLOCK P.M.

Jeffrey W. Bullock, Secretary of State T

3332816 8100 AUTHENTTCATION: 8265814

100959645 DATE: 10-04-10

You may verify this certificate online
at corp.delaware.gov/authver. shtml Appx. 000025
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SRV 100959645 - 3332816 FILE

CERTIFICATE OF AMENDMENT
TO
CERTIFICATE OF INCORPORATION
OF
HIGHLAND CAPITAL MANAGEMENT SERVICES, INC.

The corporation organized and existing under and by virtue of the General Corporation Law of
the State of Delaware does hereby certify that:

1. The name of the corporation (hereinafter called the "Corporation") is Highland Capital
Management Services, Inc.

2. The date of filing of the Certificate of Incorporation of the Corporation with the Secretary
of State of the State of Delaware was December 19, 2000.

3. The Certificate of Incorporation of the Corporation is hereby amended as follows:

FIRST: That the Board of Directors of the Corporation has duly adopted resolutions
(a) authorizing the Corporation to execute and file with the Secretary of State of the State of Delaware
this Certificate of Amendment to (i) combine each 3,436 shares of the Corporation's Common Stock,
$0.01 par value per share ("Common Stock"), issued and outstanding or held in the treasury of the
Corporation into one (1) share of Commeon Stock (the "Reverse Stock Split"} and (ii) decrease the number
of authorized shares of Common Stock to 5,000, and (b) declaring this Certificate of Amendment to be
advisable and recommended for approval by the Sharcholders of the Corporation.

SECOND: That this Certificate of Amendment was duly adopted in .accordance with the
provisions of Section 242 of the General Corporation Law of Delaware by the Board of Directors and
Shareholders of the Corporation.

THIRD: That upon the effectiveness of this Certificate of Amendment (the "Effective
Time"), Article FOURTH of the Certificate of Incorporation is hereby amended and restated in its entirety
as follows:

"FOURTH: The total number of shares of capital stock which the Corporation
shall have authority to issue is 5,000 shares, par value of $0.01 per share.

Upon effectiveness of this Cedificate of Amendment to the Certificate of
Incorporation (the "Effective Time") filed with the Secretary of State of the State of Delaware,
each 3,436 shares of Common Stock issued and outstanding or held in the treasury of the
Corporation at such time shall be combined into one (1) share of Common Stock (the "Reverse
Stock Split™). All shares of Common Stock (including fractions thereof) issuable upon the
Reverse Stock Split to a given holder shall be aggrepated for purposes of determining whether the
Reverse Stock Split would result in the issuance of any fractional share. Any fractional shares
that would otherwise be outstanding after the aforementioned aggregation shall be rounded to the
nearest whole share. Each certificate representing shares of Common Stock outstanding
immediately prior to the Effective Time shall automatically, and without the necessity of
presenting the same for exchange, represent after the Effective Time, only the applicable number
of shares of Common Stock as provided above with respect to the Reverse Stock Split. Upon
surrender by a holder of a certificate or certificates for Common Stock, duly endorsed, at the
office of the Corporation, the Corporation shall, as soon as practicable thereafter, issue and

Appx. 000026
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BY-LAWS
OoF

HIGHLAND CAPITAL MANAGEMENT SERVICES, INC.
A DELAWARE CORPORATION

ARTICLE 1
STOCKHQLDERS
Section 1.1. Annual Meetings. An annual meeting of stockholders shall be held for the

election of directors at such date, time and place, either within or without the State of Delaware,
as may be designated by resolution of the Board of Directors from time to time. Any other
proper business may be transacted at the annual meeting.

Section ].2. Special Meetings. Special meetings of stockholders for any purpose or

purposcs may be called at any time by the Board of Directors, or by a committee of the Board of
Dircctore which has been duly designated by the Board of Directors and whose powers and
authonty, as expressly provided in a resolution of the Board of Direclors, include the power to
call such meetings, but such special meetings may not be called by any other person or persons.

Section 1.3. Notice of Meetings. Whenever stockholders are required or permitted to

takc any action at a meeting, a written notice of the meeting shall be given which shall state the
place, date and hour of the meeting, and, in the case of a special mecting, the purpose or purposes
for which thc meeting is called.  Unless otherwise provided by law, the certificate of
incorporation or these by-laws, the written notice of any mooting shall be given not less than ten
nor more than sixty days before the date of the meeting to each stockholder entitled to vote at
such meeting. If mailed, such notice shall be decmed to be given when deposited in the mail,
postage prepaid. directed to the stockholder at his address as it appears on the records of the
corporation.

Section 1d4. Querum. Except as otherwisc provided by law, the certificate of
incorporation or these by-laws, at each meeting of stockholders the presence in person or by
proxy of the holders of shares of stock having a majority of the votes which could be cast by the
holders of all outstanding shares of stock entitled to vote at the meeting shall be necessary and
sufficient to constitute a quorum. In the absence of a quorum, the stockholders so present may,
by majornity vote, adjourn the meeting from time to time in the manner provided in Section 1.4 of
these by-laws until a quorum shall attend. Shares of its own stock belonging to the corporation
or [o another corporation, if a majority of the shares entitled to vote in the clection of directors of
such other corporation is held, directly or indirectly, by the corporation, shall neither be entitled
to vole nor be counted for quorum purposes; provided, however, that the foregoing shall not limit
the nght of the corporation to vote stock, including, but not limited to, its own stock, held by itin
a fiduciary capacity.

1 9092.100:141211
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Section 1.5. Organization. Meetings of stockholders shall be presided over by the

Chairman of the Bouard, if any, or in his ahsonce by the Vice Chairman of the Board, if any, or in
his absence, by the President, or in his absence by a Vice President, or in the absence of the
foregoing persons by a chairman designated by the Board of Directors, or in the absence of such
designation by a chairman chosen at the meeting, The Secretary shall act as secretary of the
meeting, but in his absence the chairman of the mecting may appoint any person to act as
secretary of the meeting.

Section 1.6. Voting: Proxies. Except as otherwise provided by the certificate of
incorporation, cach stockholder entitled to vote at any meeting of stockholders shall be entitled to
one vote for each share of stock held by him which has voting; power upon the matter in
questions. Each stockholder entitled to vote at a meeting of stockholders may authorize another
person or persons to act for him by proxy, but no such proxy shall be voted or acted upon after
three years from its date, unless the proxy provides for a longer period. A duly executed proxy
shall be irrevocable if it states that it is irrevocable and if, and only as long as, it is coupled with
an interest sufficient in law to support an irrevocable power. A stockholder may revoke any
proxy which 1s not irrevocable by aitending the meeting and voting in person or by filing an
mstrument in writing revoking the proxy or another duly executed proxy bearing a later date with
the Secretary of the corporation. Voting at meetings of stockholders need not be by written
ballot and need not be conducted by inspectors of election unless so determined by the holders of
shares of stock having a majority of the votes which could be cast by the holders of all
outstanding shares of stock entitled to vote thereon which are present in person or by proxy at
such meeting. At all meetings of stockholders for the clection of directors, a plurality of the
votes cast shall be sufficient to elect. All other elections and questions shall, unlcss otherwise
provided by law, the certificate of incorporation or these by-laws, be decided by the vote of the
holders of shares of stock having a majority of the votes whith could be cast by the holders of all
shares of stock entitled to vote thereon which are present in person or represented by proxy at the
meeting.

Section 1.7. Fixing Date for Determination of Stockholders of Record. In order that
the corporation may determine the stockholders entitled to notice of or to votc at any meeting of
stockholders or any adjoumment thereof, or 1o express consent to corporate action in wnting
without a meeting, or entitled to receive payment of any dividend or other distribution or
allotment of any rights, or entitled to exercise any rights in respect of any change, conversion or
exchange of stock or for the purposc of any other lawful action, the Board of Directors may fix a
record date, which record date shall not precede the date upon which the resolution fixing the
record date is adopted by the Board of Directors and which record date: (1) in the case of
determination of stockholders entitled to vole al any meeting of stockholders or adjournment
thereof, shall, unless otherwise required by law, not be more than sixty nor less than ten days
before the date of such meeting; (2) in the case of determination of stockholders entitled to
€xpress consent to corporate action i writing without a meeting, shall not be more than ten days
from the date upon which the resolution fixing the record date is adopted by the Board of
Directors; and (3) in the case of any other action, shall not be more than sixty days prior to such
other action. If no record date is fixed: (1) the record date for determining stockholders entitled
to notice of or (o vote at a meeting of stockholders shall be at the close of business on the day
next preceding the day on which notice is given, or, if notice is waived, at the close of business
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on the day next preceding the day on which the meeting is held; (2) the record date for
detormining stockholders entitled to express consent to corporate action in writing without a
meeting when no prior action of the Board of Directors is required by law, shall be the first date
on which a signed written consent setting forth the action taken or proposed to be taken is
delivercd to the corporation in accordance with applicable law, or, if prior action by the Board of
Directors is required by law, shall be at the close of business on the day on which the Board of
Directors adopts the resolution taking such prior action; and (3) the rccord date for determining
stockholders for any other purpose shall be at the close of business on the day on which the
Board of Directors adopts the resolution relating thereto. A determination of stockholders of
record entitled to vote of or to vote at a mecting of stockholders shall apply to any adjournment
of the meeting; provided, howevcr, that the Board of Directors may fix a new record date for the
adjourned meeting,

Section 1.8. List of Stockholders Entitled to Vote, The Secretary shall prepare and

make, at least ten days before every meeting of stockholders, a complete list of the stockholders
entitled to vote at the meeting, arranged in alphabetical order, and showing the address of each
stockholder and the number of shares registered in the name of each stockholder. Such list shall
be open to the examination of any stockholder, for any purpose germane to the meeting, during
ordinary business hours, for a period of at least len days prior to the meeting, either at a place
within the city where the meeting is to be held, which place shall be specified in the notice of the
meeting, or, if not so specified, at the place where the meeting is to be held. The list shall also be
produced and kept at the time and place of the meeting during the whole time thereof and may be
nspected by any stockholder who is present. Upon the willful neglect or refusal of the directors
to produce such a list at any meeting for the election of dircctors, they shall be meligible for
clection to any office at such meeting. The stock ledger shall be the only cvidence as to who are
the stockholders entitled to examine the stock ledger, the list of stockholders or the books of the
corporation, or to vote in person or by proxy at any meeting of stockholders.

Section 1.9, Aection by Consent of Stockholders. Unless otherwise restricted by the

certificate of incorporation, any action required or permitted to be taken at any annual or special
mecting of the stockholders may be taken without a meeting, without prior notice and without a
vote, if a consent in writing, setting forth the action so taken, shall be signed hy the holders of
outstanding stock having not less than the minimum number of votes that would be necessary 1o
authorize or 1ake such action at a meeting a1t which all shares entitled to vote thercon were
present and voted. Prompt notice of the taking of the corporatc action shall be given to those
stockholders who have not conscnted in writing.

ARTICLE 11
BOARD OF DIRECTORS

Sectiop 2.1. Number: Qualifications. The Board of Directors shall consist of one or

more meémbers, the number thereof to be determined from time to time by resolution of the
Board of Directors. Directors need not be stockholders.

R 9092 100:14]21)
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Section 2.2. Election; Resignation; Removal; Vacancies. The Board of Directors shall

initially consist of the persons named as dircetors in the certificate of incorporation, and each
director so elected shall hold office until the first annual meeting of stockholders or until his
successor is elected and qualified. At the first annual meeting of stockholders and at each annual
meeting thereafter, the stockholders shall elect directors each of whom shall hold office for a
term of one year or until his successor is selected and qualified. Any director may resign at any
time upon written notice to the corporation. Any newly created directorship or any vacancy
occurring in the Board of Directors for any causc may be filled by a majority of the remaining
members of the Board of Directors, although such majority is less than a quorum, or by a
plurality of the voies cast at a mecting of stockholders, and cach dircctor so clected shall hold
office until the expiration of the term of office of the director whom he has replaced or until his

successor is elected and qualified.

Section 2.3. Regular Meetings. Regular meetings of the Board of Directors may be
held at such places within or without the State of Delaware and at such times as the Board of
Directors may from time to time determine, and if so determined notices thereof need not he
given,

Section 2.4. Special Meetings. Special meetings of the Board of Directors may be held
at any time or place within or without the State of Delaware whenever called by the President,
any Vice President, the Secretary, or by any member of the Board of Directors. Notice of special
meeting of the Board of Directors shall be given by the person or persons calling the meeting at
Jeast twenty-four hours before the special meeting.

Section 2.5, Telephonic Meetings Permitted. Members of the Board of Directors, or

any committee designated by the Board of Directors, may participate in a meeting thereof by
means of conference telephone or similar communications equipment by means of conference
telephone or similar communications equipment by means of which all persons participating in
the mecting can hear cach other, and participation in a mceting pursuant to this by-law shall
constitute presence in person at such meeting.

Section 2.6. Quorum: Vote Required for Action. At all meetings of the Board of

Directors, a majority of the whole Board of Directors shall. constilute a quorum for the
transaction of business. Except in cases in which the certificate of incorporation or these by-laws
otherwise provide, the vote of a majority of the directors present at a meeting at which a quorum
is present shall be the act of the Board of Directors,

Section 2.7. Organization. Meetings of the Board of Directors shall be presided over by
the Chairman of the Board, if any, or in his absence by the Vice Chairman of the Board, if any,

or in his absence by the President, or in their absence by a chairman chosen at the meeting, but in
his abscnce the chairman of the meeting may appoint any person to act as secretary of the
meeting.

Section 2.8. Informal Action by Directors. Unless otherwise restricted hy the certificate

of incorporalion or these by-laws, any action required or permitted 1o be taken at any meeting of
the Board of Directors, or of any committee thereof, may be taken without a meeting if all
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members of the Board of Directors or such committee, as the case may be, consent thereto in
writing, and the writing or writings are filed with the minutos of proceedings of the Board of
Directors or such committee.

CLE I
COMMITTEES

Section }.1. Committees. Thc Board of Directors may, by resolution passed by a
majority of the whole Board of Directors, designate one or more committees, each commitiee to
consist of onc or more of the dircctors of the corporation. The Board of Dircctors may designate
one or more dircctors as alternate members of any committee, who may replace any absent or
disqualified member at any meeting of the committee. In the absence or disqualification of a
member of the committee, tho member or members thereof present at any mecting and not
disqualified from voting, whether or not he or they constitute a quorum, may unanimously
appoint another member of the Board of Directors to act at the meeting in place of any such
absent or disqualified member. Any such committee, to the extent permitted by law and to the
extent provided in the resolution of the Board of Directors, shall have and may exercise all the
powers and authority of the Board of Directors in the management of the business and affairs of
the corporation, and may authorize the seal of the corporation to be affixed to all papers which
may require it.

Section 3.2. Committee Rules. Unless the Board of Directors otherwise provides, each

committee designated by the Board of Directors may make, alter and repeal rules for the conduct
of its business. In the absence of such rules, each committee shall conduct its business in the
same manner as the Board of Directors conducts its business pursuant to Article 111 of these by-
laws.

ARTICLEIY
OFFICERS

Section d4.1.  Executive Officers; Election; Qualifications: Term of Office:

Resignation; Removal; Vacancies. The Board of Directors shall elect a President and
Secretary, and it may, if it so determines, choose a Chairman of the Board and a Vice Chairman
of the Board from among its members. The Board of Directors may also choose one or more
Vice Presidents, one or more Assistant Secretaries, a Trcasurer and one or more Assistant
Treasurers. Each such officer shall hold office until the first meeting of the Board of Directors
after the annual meeting of stockholders next succeeding his election, and until his successor is
clected and qualified or until his earlier resignation or removal. Any officer may resign at any
time upon written notice to the corporation. The Board of Directors may remove any officer
with or without cause at any time, but such removal shall be without prejudice to the contractual
rights of such officer, if any, with the corporation. Any number of offices may be held by the
same person. Any vacancy occurring in any office of the corporation by death, resignation,
removal or otherwise may be filled for the unexpired portion of the term by the Board of
Directors at any regular or special meeting.
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Section 4.2. Powers and Duties of Executive Officers. The officers of the corporation

shall have such powers and duties in the management of the corporation as may be prescribed by
the Board of Directors and, to the extent not so provided, as generally pertain to their respective
offices, subject to the control of the Board of Directors. The Board of Directors may require any
officer, agent or employee to give security for the faithful performance of his duties.

ARTICLE Y
STOCK

Sectlon 5.1. Certificates. Every holder of stock shall be cntitled to have a certificate
signed by or in the name of the corporation by the Chairman or Vice Chairman of the Board of
Directors, if any, or the President or a vice President, and by the Treasurer or an Assistant
Treasurer, or the Secretary or an Assistant Secrotary, of the corporation, certifying the number of
shares owned by him in the corporation. Any of or all the signatures on the certificate may be a
facsimile. In case any officer, transfer agent, or registrar who has signed or whose facsimile
signature has been placed upon a certificate shall have ceased to be such officer, transfer agent.
or registrar before such ccrtificate is issued, it may be issued by the corporation with the same
effect as if he were such officer, transfer agent, or registrar at the date of issue.

Section 5.2. Lost, Stolen_or Destroyed Stock Certificates; Issuance of New

Certificates. The corporation may issue a new certificate of stock in the place of any certificate
therefore issued by it, alleged to have been lost, stolen or destroyed, and the corporation may
require the owner of the lost, stolen or destroyed certificate, or his legal representative, 1o give
the corporation a bond sufficient to indemnify it against any claim that may be made against it on
account of the alleged loss, theft or destruction of any such certificate or the issuance of such
new certificate.

ARTICLE VI
INDEMNIFICATION

Section 6.1. Right to Indemnification. The corporation shall indemnify and hold
harmless, to the fullest extent permitted by applicable law as it presently exists or may hereafter
be amended, any person who was or is made or is threatened to be made a party or is otherwise
involved in any action, suit or proceeding, whether civil, criminal, administrative or investi gative
(a "proceeding”) by reason of the fact that he, or a person for whom he is the legal representative,
15 or was a director, officer, employcc or agent of the corporation or is or was serving at the
request of the corporation as a director, officer, employee or agent of another corporation or of a
partnership, joint venture, trust, enterprise or non-profit entity, including scrvice with respect to
employee benefil plans, against all liability and loss suffered and expenses reasonably incurred
by such person. The corporation shall be required to indemnify a person in connection with a
proceeding was authorized by the Board of Directors of the corporation.

Section 6.2. Prepayment of Expenses. The corporation shall pay the expenses incurred
in defending any proceeding in advance of its final disposition, provided, however, that the

payment of expenses incurred by a director or officer in advance of the final disposition of the
6 9092.100:1412)1
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proceeding shall be made only upon receipt of an undertaking by ultimately determining that the
dircctor or officer is not entitled to be indemnified under this Article or otherwise.

Section 6.3. Claims. If a claim for indemnification or payment of expenses under this
Article is not paid in full within sixty days after a written claim therefor has been received by
the corporation, the claimant may file suit to recover the unpaid amount of such claim and, if
successful in whole or in part, shall be entitled to be paid the expensc of prosecuting such
claim. In any such action the corporation shall have the burden of proving that the claimant
was not entitled to the requested indemnification or payment of expenses under applicable law,

Section 6.4. Non-Exclusivity of Rights. The rights conferred on any person by this

Article VI shall not be cxclusive of any other rights which such person may have or hereafter
acquire under any statute, provision of the certificate of incorporation, these by-laws,
agreement, vote of stockholders or disinterested directors or otherwise.

Section 6.5. Other Indemnification. The corporation’s obligation, if any. to indemnify
any person who was or is serving at its request as a director, officer, employee or agent of
another corporation, partnership, joint venture, trust, enterprise or non-profit entity shall be
reduced by any amount such person may collect as indemnification from such other
corporation, partnership, joint venture, trust, enterprise or non-profit enterprise.

Section 6.6. Amendment or Repeal. Any repcal or modification of the foregoing
provisions of this Articlc VI shall not adversely affect any right or protection hereunder of any

person in respect of any act or omission occurring prior to the time of such repeal or

modification.
ARTICLE VII
MISCELLANEOUS
Section 7.1. Fiscal Year, The Fiscal year of the corporation shall be determined by

resolution of the Board of Directors.

Section 7.2. Seal. The corporate seal shall have the name of the corporation inscribed
thereon and shall be in such form as may be approved from time to time by the Board of
Durectors.

Section 7.3. Waiver of Notice of Meetings of Stockholders, Directors and

Committees. Any written waiver of notice, signed by the person entitled to notice, whether
before or after the time stated therein, shall be deemed equivalent to notice. Attendance of a
person at a meeting shall constitute a waiver of notice of such moeting, except when the person
attends a meeting for the express purpose of objecting, at the beginning of the meeting, to the
transaction of any business because the meeting is not lawfully called or convened. Neither the
business to be transacted at, nor the purpose of any regular or special meeting of the
stockholders, directors, or members of a committee of directors need be specified in any written
waiver of notice.

7 2092.300:14121N

Appx. 000033



DEC-20-00 17:23  From:PATTON BOGGS, L L P 2147581550 T-T44_ P 09/18 Job-597
Case 3:21-cv-00881-X Document 190-3 Filed 02/09/24 Page 15 of 24 PagelD 68106

Section 7.4. Intercsted Directors: Quorum. No coniract or transaction between the

corporation and one or more of its directors or officers, or between the corporation and any other
corporation, partnership, association, or other organization in which one or more of its dircctors
or officers have a financial interest, shall be void or voidable solely for this reason, or solely
because the director or officer is present at or participates in the meeting of the Board of
Directors or committee thereof which authorizes the contract or transaction, or solely because his
or their votes are counted for such purpose, if: (1) the material facis as 1o his relationship or
interest and as to the contract or transaction are disclosed or are known to the Board of Directors
or the committee, and the Board of Directors or committee in good faith authorizes the contract
or transaction by the affirmative votes of a majority of the disinterested directors, even though
the disinterested directors be less than a quorum; or (2) the material facts as to his relationship or
interest and as to the contract or transaction are disclosed or are known to the stockholders
entitled to vote thereon, and the contract or transaction is specifically approved in good faith by
vote of the stockholders; or (3) the contract or transaction is fair as to the corporation as of the
time it is authorized, approved or ratified, by the Board of Directors, a commiltee thereof, or the
stockholders. Common or interested directors may be counted in determining the presence of a
guorum at a meeting of the Board of Directors or of a committee which authorizes the contract or
transaction.

Section 7.5. Form of Records. Any records maintained by the corporation in the regular
course of its business, including its stock ledger, books of account, and minute books, may be
kept on, or be in the form of, punch cards, magnetic tape, photographs, microphotographs, or uny
other information storage device, provided that the records so Kept can be converted into ¢learly
legible form within a reasonable time. The corporation shall so convert any records so kept upon
the request of any person entitled to inspect the same.

Section 7.6. Amendment of By-Laws. These by-laws may be altered or repealed, and

new by-laws made, by the Board of Directors, but the stockholders may make additional by-laws
and may alter and repeal any by-laws whether adopted by them or otherwise.
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APPOINTMENT OF INITIAL DIRECTORS BY INCORPORATOR
The undersigned, Landra Dee Blackwell, Incorporator of Highland Capital

Management Services, Inc. a Delaware corporation, hereby appoints the following persons as
the initial directors of the corporation:

James D. Dondero
Mark Okada

EXECUTED this 2° day of December 2000.

Landra Dee Blackwell, Incorporator

9092 100:140810
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10,  The names and respective addresses of its directors are:
NAME ADDRESS

James D. Dondero 13455 Noel Rd., Ste. 1300, Two
Galleria Towers, Dallas, TX 75240

Mark Okada 13455 Noel Rd., Ste. 1300, Two
Gallena Towers, Dallas, TX 75240

11.  The names and respective addresses of its officers are:

NAME ADDRESS OFFICE
(city and state)
James D. Dondero Dallas, Texas President
Mark Okada Dallas, Texas Secretary
and
Treasurer

12.  The aggregate number of shares which it has authority to issue, itemized by classes, par
value of shares, shares without par value, and series, if any, within a class, is:

NUMBER OF CLASS SERIES PAR VALUE PER SHARE OR
SHARES STATEMENT THAT
SHARES ARE WITHOUT
PAR VALUE
10,000,000 Common $.0!

13.  The aggregate number of its issued shares, itemized by classes, par value of shares,
shares without par value, and series, if any, within a class, is:

NUMBER OF CLASS SERIES PAR VALUE PER SHARE OR
SHARES STATEMENT THAT
SHAVRES ARE WITHOUT
. PAR VALUE
750 Common $ .01
250 Common $. 01
141008
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14.  The amount of its stated capital is $1,000 ___. (See instructions for definition of stated
capital.)

15. Consideration of the value of at least One Thousand Dollars ($1,000.00) has been paid
for the issuance of its shares.

16.  The application is accompanied by a certificate issued by the secretary of state or other

authorized officer of the jurisdiction of incorporation evidencing the corporate
existence and dated within 90 days of the date of receipt of the application.

HIGHLAND CAPITAL MANAGEMENT
__SEBXI%E& INC.
_ aﬁq of Corporation
By%

Its ?(CQ? Aet\)‘/

Authorized Officer

Form No. 301
Revised 8/99

141008
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UNANIMOUS CONSENT
OF
THE BOARD OF DIRECTORS
OF
HIGHLAND CAPITAL MANAGEMENT SERVICES, INC.
IN LIEU OF AN ORGANIZATIONAL MEETING

Pursuant to the provisions of General Corporation Law of Delaware, the undersigned, being the
directors of Highland Capital Management Services, Inc., a Delaware corporation (the
“Corporation™), sign this instrument in lieu of holding an organizational meeting of the board of
directors, to evidence their consent to the resolutions set forth below, with the same force and
effect as if said resolutions were adopted by unanimous vote at a duly called meeting of the

board of directors.

CERTIFICATE OF INCORPORATION

WHEREAS, the Certificate of Incorporation of the Corporation was filed with the
Secretary of the State of Delaware on December 19, 2000, and a duplicate original of the Articles
of Incorporation have been returned to the Corporation by the Secretary of State; now, therefore,
be it

RESOLVED, that the Certificate of Incorporation and the duplicate original of the
Articles of Incorporation be inserted into the minute book of the Corporation.

CORPORATE RECORDS

RESOLVED, that the Corporation shall maintain, as part of its corporate records, a
minute book that shall include, but that shall not be limited to, records of the Corporation’s
Articles of Incorporation and amendments thercto, its Bylaws and amendments thereto, minutes
of all meetings of its directors, minutes of all meetings of its shareholders, the time and the place
of each such meeting, whether the meeting was regular or special, the manner in which the
meeting was authorized, the notice given, the namos of those present or represented at the
meeting and the proceedings of each meeting.

RESOLVED FURTHER, that the Secretary of the Corporation is directed to procure
such a minute book and such other books and records as may be required by the Corporation.

l
140850

Highland Capital Manngermem Services, Inc Unanimous Consent
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ADOPTION OF BYL.AWS

RESOLVED, that the form of Bylaws presented to the board of directors for review and
attached hereto as Exhibit “A” be, and it hereby is, approved and adopted as the Bylaws of the
Corporation;

RESOLVED FURTHER, that the Secretary of the Corporation is directed to certify a
copy of these Bylaws and insert it in the minute book of the Corporation, and is further ordered
to certify a copy of these Bylaws and maintain it in the principal office of the Corporation, open
for inspection by the shareholders at all reasonable times during office hours,

ELECTION OF OFFICERS

RESOLVED, that the following named persons be, and they hereby are, elected to the
offices set opposite their respective names, to serve until their successors are duly elected and
qualified:

President: James D. Dondero
Secretary and Treasurer: Mark Okada

RESOLVED FURTHER, that the officers are empowered to carry out the day-to-day
business of the Corporation, subject to the direction and control of the board of directors,

ADOPTION OF CORPORATE SEAL

RESOLVED, that the seal, an impression of which is shown below, be, and it hereby is,
adopted as the corporate seal of the Corporation.

ADOPTION OF SHARE CERTIFICATES

RESOLVED, that the form of share certificate attached hereto as Exhibit “B” be, and it
hereby is, approved and adopted as the form of share certificate representing the common stock
(par value $.01 per share) of the Corporation;

RESOLVED FURTHER, that the certificates shall be consecutively numbered,
beginning with the number 001; that the certificates shall bear all legends required by law to be
placed on the Corporation’s share certificates; and that the certificates shall only be issued in the
manner and upon the conditions set forth in the Bylaws.

LICENSES AND TAX PERMITS

RESOLVED, that the officers of the Corporation be, and they hereby are, authorized and
directed to obtain, in the name of the Corporation, such licenses and tax permits as may be
required by any applicable federal, state, county or municipal governmental statute, ordinance or

2
140850

Highland Capital Management Services, Inc Unanimous Consent

Appx. 000039



DEC-20-00 17:25  From:PATTON BOR™c | L P 2147581550 T-T44 P 18/18 Job-597
Case 3:21-cv-00881-X Document 190-3 Filed 02/09/24 Page 21 of 24 PagelD 68112

regulation of the conduct of the business of the Corporation within any jurisdiction in which the
Corporation shall have qualified to do business.

ORGAN ON

RESOLVED, that any officer is hereby authorized to pay all fees and expenses incident
to and necessary for the organization of the Corporation.

AUTHORITY TO ISSUE SHARES OF COMMON STOCK

RESOLVED, that the President and Secretary of the Corporation be, and they hereby
are, directed to prepare or cause to be prepared, and to execute, seal and issue certificates
representing shares of the Corporation's common stock to the persons named below in the
amount set forth opposite these names, in consideration of an aggregate of $1,000.

Shareholder Shares Consideration
Jamces D. Dondecro 750 $750
Mark Okada 250 $250

RESOLVED FURTHER, that the board of directors acknowledges receipt of an
aggregate of $1,000 from such persons listed above as consideration for the issuance of the
Corporation’s shares of common stock.

140850
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GENERAL AUTHORITY

RESOLVED, that the officers and directors of the Corporation be, and they hereby are,
authorized to do any and all acts and things and to execute any and all agreements, consents and
documents as in their opinion, or in the opinion of counse! to the Corporation, may be necessary
or appropriate in order to carry out the purposes and intent of any of the foregoing resolutions,

EXECUTED by the board of directors of the Corporation effective as of the
day of December 2000.

Jameé D. Do dero, Director

-
” %

Mark 6kada, Director

N,
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CERTIEICATE OF SECRETARY

I, Mark Okada, the Secretary of Highland Capital Management Services, Inc. (the
“Corporation”) hereby certify that attached hereto are the Bylaws of the Corporation duly

adopted by the Board of Directors of the Corporation on December _., 2000,

Y

Mark Okada, Secretary

140850
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deliver to such holder, or to the nominee or assignee of such holder, 2 new certificate or
certificates for the number of shares of Common Stock that such holder shall be entitled to
following the Reserve Stock Split.”

FOURTH: That pursuant to Section '103(d) of the General Corporation Law of
Delaware, the Effective Time of this Certificate of Amendment shall be QOctober 1, 2010, at 5:00 p.m.
Eastern Daylight Time. '

IN WITNESS WHEREOF, the undersigned has executed this Certificate of Amendment on this
1st day of October, 2010.

HIGHLAND CAPITAL MANAGEMENT
SERVICES, INC.

e——

James D. Dondero, President
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM N-CSR

CERTIFIED SHAREHOLDER REPORT OF REGISTERED
MANAGEMENT INVESTMENT COMPANIES

Investment Company Act file number: 811-23369

HIGHLAND GLOBAL ALLOCATION FUND

(Exact name of registrant as specified in charter)

300 Crescent Court
Suite 700

Dallas, Texas 75201
(Address of principal executive offices)(Zip code)

NexPoint Asset Management, L.P.
300 Crescent Court
Suite 700

Dallas, Texas 75201
(Name and Address of Agent for Service)

Registrant’s telephone number, including area code: (877) 665-1287
Date of fiscal year end: September 30

Date of reporting period: September 30, 2023
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Item 1. Reports to Stockholders.

A copy of the Annual Report transmitted to shareholders pursuant to Rule 30e-1 under the Investment Company Act of 1940, as amended (the
“1940 Act”), is attached herewith.
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Economic and market conditions change frequently.
There is no assurance that the trends described in this report will continue or commence.

Privacy Policy

We recognize and respect your privacy expectations, whether you are a visitor to our web site, a potential shareholder, a current shareholder or
even a former shareholder.

Collection of Information. We may collect nonpublic personal information about you from the following sources:

» Account applications and other forms, which may include your name, address and social security number, written and
electronic correspondence and telephone contacts;

*  Web site information, including any information captured through the use of “cookies”; and

«  Account history, including information about the transactions and balances in your accounts with us or our affiliates.

Disclosure of Information. We may share the information we collect with our affiliates. We may also disclose this information as otherwise
permitted by law. We do not sell your personal information to third parties for their independent use.

Confidentiality and Security of Information. We restrict access to nonpublic personal information about you to our employees and agents who

need to know such information to provide products or services to you. We maintain physical, electronic and procedural safeguards that comply with
federal standards to guard your nonpublic personal information, although you should be aware that data protection cannot be guaranteed.

A prospectus must precede or accompany this report. Please read the prospectus carefully before you invest.

Appx. 000049
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PORTFOLIO MANAGER COMMENTARY (unaudited)

September 30, 2023 Highland Global Allocation Fund

Performance Overview
For the twelve months ended September 30, 2023, the Highland Global Allocation Fund (the “Fund”) experienced a total market price
return of +2.49% and a total NAV return of +6.30%. The Fund’s benchmark, the FTSE All World Index returned 21.49%.

Manager Discussion

The Fund’s largest investment themes during the year included real estate, Telecom, and Energy. Energy and public REITs were
among the largest contributors to the Fund’s performance. The Fund’s largest detractors included private real estate and single name
shorts.

MidWave Wireless, previously known as TerreStar, the Fund’s largest position, was a positive contributor to performance during the
year. MidWave Wireless is a privately held, nationwide licensee of wireless spectrum, an asset that most people use every day.
Spectrum is the radio frequency that carries all wireless communication signals. The Federal Communications Commission (the
“FCC”), which has regulatory oversight in the space, administers spectrum for non-federal use. The FCC typically sells or assigns
initial wireless spectrum licenses to market participants using an auction process. Access to spectrum may also be attained through
the secondary market, which allows licensees like MidWave Wireless to transfer, sell, or lease spectrum, in whole or in part.

MidWave Wireless’s value is derived from two spectrum assets: a license for 1.7 GHz band spectrum covering 11 of the top 30 U.S.
markets and approximately 19% of the population; and a license for 8 MHz of flexible use spectrum in the 1.4 GHz band covering the
entire nation which currently enables wireless medical telemetry (“WMTS”). Flexible use for the 1.4 GHz band became effective on
August 29, 2023, allowing the company to deploy its spectrum for use in a variety of additional services and technologies. On
September 21, 2023, TerreStar changed its name to MidWave Wireless to reflect its status more accurately as one of the largest
independent mid-band holders in the United States.

The Fund continues to maintain an allocation to energy MLPs, which positively contributed to performance during the year. MLPs (as
measured by the Alerian MLP Index, “AMZ”) returned 32.40% while the Alerian Midstream Energy Index (“AMNA”, a proxy for broader
midstream performance including C-Corps) returned 15.98%. We remain constructive on the long-term outlook for midstream energy.

The Fund uses shorts to protect from and/or to take advantage of quantifiable systematic and issuer-related risks. Shorts had a
negative impact on performance during the period.

Annual Report | 1
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PORTFOLIO MANAGER COMMENTARY (unaudited) (concluded)

September 30, 2023
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$30,000 5

Highland Global Allocation Fund

Highland Globaol

Allecation Fund

£15.456

£20,000 - ©3LEZL L FTSE Allworld Index — $21.821
§15.456
$10,000
0 T T T T T T T T T 1
I SR S, - T VR

. o o * Foy o Ju
- - S - - - -

4.37%
8.12%

5.37%
6.83%

6.30%
21.49%

2.38%
6.97%

Highland Global Allocation Fund
FTSE All World Index

Returns shown in the chart and table do not reflect taxes that a shareholder would pay on Fund distributions or on the sale of the Fund shares.

Performance results reflect the contractual waivers and/or reimbursements of fund expenses by the Advisor. Absent this limitation, performance results would
have been lower. The Expense Cap expired on January 31, 2019.

Effective on February 13, 2019, the Highland Global Allocation Fund converted from an open-end fund to a closed-end fund, and began trading on the NYSE
under the symbol HGLB on February 19, 2019. The performance data presented above reflects that of Class Z shares of the Fund when it was an open-end
fund, HCOYX. Month-end returns since March 2019 reflect market prices. The closed-end Fund pursues the same investment objective and strategy as it did
before its conversion.

The performance data quoted here represents past performance and is no guarantee of future results. Investment returns and principal value will fluctuate
so that an investor’s shares, when redeemed, may be worth more or less than their original cost. Current performance may be lower or higher than the
performance data quoted. For performance data current to the most recent month-end, please visit our website at www.nexpointassetmgmt.com.

Stock prices may fall or fail to rise over time for several reasons, including general financial market conditions and factors related to a specific issuer or
industry. The Fund invests in growth stocks that may be more volatile because they are more sensitive to market conditions. The Fund invests in mid-cap
companies which may entail greater risks and less liquidity due to narrower product lines and more limited resources than larger companies. The Fund may
invest in foreign securities which may cause more volatility and less liquidity due to currency changes, political instability and accounting differences. The
Fund’s investments in derivatives may involve more volatility and less liquidity because of the risk that an investment may not correlate to the performance of
the underlying securities.

Mutual fund investing involves risk including the possible loss of principal.

2 | Annual Report
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HIGHLAND GLOBAL ALLOCATION FUND

FUND PROFILE (unaudited)

Highland Global Allocation Fund seeks to provide long-term growth of capital and future income (future

income means the ability to pay dividends in the future.)

$254.0 million

The information below provides a snapshot of Highland Global Allocation Fund at the end of the reporting
period. Highland Global Allocation Fund is actively managed and the composition of its portfolio will

change over time. Current and future holdings are subject to risk.

Highland Global Allocation Fund

U.S. Equity 46.4
U.S. Senior Loans 13.9
U.S. LLC Interest 9.1
U.S. Master Limited Partnerships 7.7
U.S. Warrants 7.7
Non-U.S. Equity 6.5
U.S. Registered Investment Companies 5.9
U.S. Asset-Backed Securities 4.7
U.S. Preferred Stock 4.1
U.S. Rights 3.8
Non-U.S. Sovereign Bonds 3.0
U.S. Cash Equivalent 2.3
U.S. Exchange-Traded Funds 1.9
Non-U.S. Registered Investment Company 14
Other (each less than 1.0%) 1.1
Other Assets & Liabilities, Net (19.5)
100.0
MidWave Wireless, Inc. (fka Terrestar Corp.) (U.S. Equity) 235
MidWave Wireless, Inc. (fka Terrestar Corp.) Term Loan A 11.00%, 2/25/2022
(U.S. Senior Loans) 8.8
Energy Transfer L.P. (U.S. Master Limited Partnerships) 6.2
NexPoint Real Estate Finance, REIT (U.S. Equity) 5.8
GAF REIT (U.S. Equity) 5.0
NexPoint Event Driven Fund (U.S. Registered Investment Companies) 4.4
GAF REIT Sub lIl, LLC (U.S. LLC Interest) 44
Quarternorth Energy Holding Inc. Tranche 3 (U.S. Warrants) 4.1
Texas Competitive Electric Holdings Co., LLC (U.S. Rights) 3.8
GAF REIT Sub II, LLC (U.S. LLC Interest) 3.4

(1) Industry classifications are calculated as a percentage of total net assets and net of long and short positions.

(2) Top 10 holdings are calculated as a percentage of total net assets.

https://www.sec.gov/Archives/edgar/data/1622148/000119312523291374/d540929dncsr.htm
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FINANCIAL STATEMENTS (unaudited)

September 30, 2023 Highland Global Allocation Fund

A guide to understanding the Fund’s financial statements

Investment Portfolio  The Investment Portfolio details the Fund’s holdings and its market value as of
the last day of the reporting period. Portfolio holdings are organized by type of
asset and industry to demonstrate areas of concentration and diversification.

Statement of Assets and Liabilities This statement details the Fund’s assets, liabilities, net assets and share price for
each share class as of the last day of the reporting period. Net assets are
calculated by subtracting all of the Fund’s liabilities (including any unpaid
expenses) from the total of the Fund’s investment and non-investment assets.
The net asset value per share for each class is calculated by dividing net assets
allocated to that share class by the number of shares outstanding in that class as
of the last day of the reporting period.

Statement of Operations This statement reports income earned by the Fund and the expenses incurred by
each Fund during the reporting period. The Statement of Operations also shows
any net gain or loss the Fund realized on the sales of its holdings during the
period as well as any unrealized gains or losses recognized over the period. The
total of these results represents the Fund’s net increase or decrease in net assets
from operations.

Statements of Changes in Net Assets  This statement details how the Fund’s net assets were affected by its operating
results, distributions to shareholders and shareholder transactions (e.g.,
subscriptions, redemptions and distribution reinvestments) during the reporting
period. The Statement of Changes in Net Assets also details changes in the
number of shares outstanding.

Statement of Cash Flows This statement reports net cash and foreign currency provided or used by
operating, investing and financing activities and the net effect of those flows on
cash and foreign currency during the period.

Financial Highlights  The Financial Highlights demonstrate how the Fund’s net asset value per share
was affected by the Fund’s operating results. The Financial Highlights also
disclose the classes’ performance and certain key ratios (e.g., net expenses and
net investment income as a percentage of average net assets).

Notes to Financial Statements = These notes disclose the organizational background of the Fund, certain of their
significant accounting policies (including those surrounding security valuation,
income recognition and distributions to shareholders), federal tax information,
fees and compensation paid to affiliates and significant risks and contingencies.

4 | Annual Report
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INVESTMENT PORTFOLIO

As of September 30, 2023

U.S. Equity - 48.2%

COMMUNICATION SERVICES - 24.6%
MidWave Wireless, Inc.
169,531 (fka Terrestar Corp.) (b)(c)(d)(e)(f)
189,945  Telesat (a)(b)

HEALTHCARE - 0.3%
232,800 Heron Therapeutics, Inc. (a)(b)
17,200  Patterson (a)

MATERIALS - 1.4%
730,484  MPM Holdings, Inc. (b)(c)(d)(f)

REAL ESTATE - 21.9%
56,000 Alexandria Real Estate Equities, REIT (a)
8,055  City Office, REIT (a)

1,147,062  GAF REIT (a)(b)(c)(d)(e)

NexPoint Diversified Real Estate Trust,
556,218 REIT (a)(e)
901,385  NexPoint Real Estate Finance, REIT (a)(e)
175,885 NexPoint Residential Trust, Inc.,

REIT (a)(e)

417,500  Seritage Growth Properties (a)(b)

United Development Funding IV, REIT (a)
280,000 (b)(c)(d)
875,255 Whitestone, REIT, Class B (a)

Total U.S. Equity
(Cost $123,684,376)

Principal Amount ($)

U.S. Senior Loans (h) - 13.9%

COMMUNICATION SERVICES - 8.8%
MidWave Wireless, Inc. (fka Terrestar
Corp.) Term Loan A, 1st Lien, 11.00% PIK
22,383,167 02/27/28 (c)(d)(e)

REAL ESTATE - 5.1%
NexPoint SFR Operating Partnership, LP,

5,000,000 05/24/27 (c)(d)(e)
NHT Operating Partnership LLC Convertible
8,500,000 Promissory Note, 02/22/27 (c)(d)(e)

Total U.S. Senior Loans
(Cost $35,874,093)

U.S. LLC Interest - 9.1%

REAL ESTATE - 9.1%
349  GAF REIT Sub II, LLC (a)(b)(c)(d)(e)
156,528  GAF REIT Sub llI, LLC (c)(d)(e)
3,789,008  SFR WLIF Ill, LLC (c)(d)(e)
Total U.S. LLC Interest
(Cost $24,175,570)

HIGHLAND GLOBAL ALLOCATION FUND
Case 3:21-cv-00881-X Document 190-4 Filed 02/09/24 Page 11 of 70 PagelD 68126

59,727,467
2,716,214

62,443,681

239,784
509,808

749,592

3,652,420

5,605,600
34,233
12,786,700

4,844,659
14,746,664

5,659,979
3,231,450

196,980
8,428,706

55,534,971

122,380,664

22,289,158

4,957,500

8,168,500
13,126,000

35,415,158

8,561,604
11,047,064

3,517,435

23,126,103

Highland Global Allocation Fund

U.S. Master Limited Partnerships - 7.7%

Energy - 7.7%
1,127,440 Energy Transfer L.P. (a)
139,050 Western Midstream Partners L.P. (a)
Total U.S. Master Limited Partnerships
(Cost $21,741,958)

Units

U.S. Warrants - 7.7%

Energy - 7.7%
28,562 Quarternorth Energy Holding Inc. (b)
Quarternorth Energy Holding Inc. Tranche 1,
127,592 Expires 08/27/2029 (b)
Quarternorth Energy Holding Inc. Tranche 2,
Expires 08/27/2029 (b)
Quarternorth Energy Holding Inc. Tranche 3,
79,147 Expires 08/27/2029 (b)
Total U.S. Warrants
(Cost $12,952,253)

245,732

Shares

Non-U.S. Equity - 6.5%

COMMUNICATION SERVICES - 0.0%
77,866 Grupo Clarin, Class B (a)(b)(g)

CONSUMER DISCRETIONARY - 1.5%
3,000 Mercadolibre, Inc. (a)(b)(g)
718 Toys ‘R’ Us (b)(c)(d)(9)

ENERGY - 2.2%
65,800 Targa Resources (a)(9)
121 Transocean (a)(b)(g)

FINANCIALS - 0.1%
24,300 Grupo Supervielle SAADR (a)(b)(g)
3,995 StoneCo, Class A (a)(b)(g)

HEALTHCARE - 0.0%
10,445 HLS Therapeutics Inc. (g)

INDUSTRIALS - 0.4%
60,593 GL Events (g)

UTILITIES - 2.3%
202,250 Central Puerto ADR (a)(g)
67,700 Pampa Energia ADR (a)(b)(g)
66,500 Vistra Corp. (a)(g)

Total Non-U.S. Equity
(Cost $14,986,511)

15,817,983

3,786,331

19,604,314

3,798,746
2,838,922

2,334,454

10,526,551

19,498,673

58,838

3,803,640
7,113

3,810,753

5,640,376
993

5,641,369

53,946
42,627
96,573

38,542

1,046,975

1,177,095
2,529,272
2,206,470

5,912,837

16,605,887

See Glossary on page 9 for abbreviations along with accompanying Notes to Financial Statements. | 5
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INVESTMENT PORTFOLIO (continued)

As of September 30, 2023

U.S. Asset-Backed Securities - 4.7%

CFCRE Commercial Mortgage Trust,
Series 2017-C8, Class D
3.00%, 6/15/2050

FREMF Mortgage Trust, Series 2018-KF44,
Class C
SOFR30A + 8.614%, 13.93%,
2/25/2025

FREMF Mortgage Trust, Series 2021-
KF103, Class CS
SOFR30A + 6.250%, 11.56%,
1/25/2031
Total U.S. Asset-Backed Securities

(Cost $11,862,888)

250,000
5,746,955
5,889,595

Shares

U.S. Preferred Stock - 4.1%
FINANCIALS - 1.5%
104,500 First Horizon (a)(i)
89,000  Western Alliance Bancorp (a)(i)

HEALTHCARE - 1.4%
202,684  Apnimed, Series C-1 (a)(b)(c)(d)(i)
108,098  Apnimed, Series C-3 (a)(b)(c)(d)(i)

REAL ESTATE - 1.2%
239,774 Braemar Hotels & Resorts, Inc. (a)(b)(i)
NexPoint Diversified Real Estate
13,831 Trust (a)(e)(i)

Total U.S. Preferred Stock
(Cost $9,711,320)

Units

U.S. Rights - 3.8%
HEALTHCARE -0.1%

2,156,000  Paratek Pharmaceuticals (b)
UTILITIES -3.7%

Texas Competitive Electric Holdings Co.,
7,905,143 LLC (b)
Total U.S. Rights
(Cost $22,029,102)

Principal Amount ($)
Non-U.S. Sovereign Bonds -3.0%

Argentine Republic Government
International Bond
90,699 1.00%, 7/9/2029 (g)
29,000,000  3.50%, 7/9/2041(g)(j)
Total Non-U.S. Sovereign Bonds
(Cost $16,706,551)

170,120

5,737,078

5,904,319

11,811,517

2,413,020
1,457,820

3,870,840

2,201,148
1,245,289

3,446,437

2,865,300

198,613

3,063,913

10,381,190

172,480

9,545,460

9,717,940

25,353

7,484,987

7,510,340

Highland Global Allocation Fund

Non-U.S. Master Limited Partnership - 0.8%
ENERGY - 0.8%

78,631 Enterprise Products Partners (a)(g) 2,152,130
Total Non-U.S. Master Limited
Partnership
(Cost $2,151,846) 2,152,130
Principal Amount ($)
U.S. Corporate Bonds & Notes - 0.3%
COMMUNICATION SERVICES - 0.3%
iHeartCommunications, Inc.
320,615 6.38%, 05/01/26 (a) 276,773
584,493 8.38%, 05/01/27 (a) 421,596
Total U.S. Corporate Bonds &
Notes
(Cost $1,463,676) 698,369
Units

Non-U.S. Warrants - 0.0%

COMMUNICATION SERVICES - 0.0%
iHeartCommunications, Inc.,
1,109 Expires 05/01/2039 (b)(g) 3,743
Industrials - 0.0%
American Airlines Group,
Inc. (b)(c)(d)(9) - =
Total Non-U.S. Warrants
(Cost $23,084) 3,743

Non-U.S. Asset-Backed Security - 0.0%
Pamco Cayman, Ltd., Series 1997-1A,

1,260,362

Class B
246,196 7.91%, 8/6/2013 (c)(d)(g) 10
Total Non-U.S. Asset-Backed
Security
(Cost $167,413) 10
Shares

U.S. Exchange-Traded Funds - 1.9%

206,850 Teucrium Corn Fund (a) 4,554,837
8,750 VelocityShares 3x Long Silver ETN (a) 273,787
Total U.S. Exchange-Traded Funds
(Cost $6,835,389) 4,828,624
Non-U.S. Registered Investment Company - 1.4%
BB Votorantim Highland Infrastructure
10,000 LLC (c)(d)(e) 3,607,189
Total Non-U.S. Registered
Investment Company
(Cost $4,571,783) 3,607,189

6 | See Glossary on page 9 for abbreviations along with accompanying Notes to Financial Statements.
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INVESTMENT PORTFOLIO (continued)

As of September 30, 2023

U.S. Registered Investment Companies - 5.9%
Highland Opportunities and

334,005 Income Fund (a)(e) 2,685,400
NexPoint Event Driven Fund,
706,236 Class Z (e) 11,130,287
NexPoint Merger Arbitrage Fund,
57,856 Class Z (e) 1,133,394
Total U.S. Registered Investment
Companies
(Cost $15,479,709) 14,949,081
Principal Amount ($)
U.S. Repurchase Agreement - 0.0%
RBC Dominion Securities
5.300%, dated 09/29/2023 to be
repurchased on 10/02/2023, repurchase
price $12 (collateralized by U.S.
Government and Treasury obligations,
ranging in par value $0 - $3, 0.000% -
7.000%, 10/05/2023 —09/01/2053; with
12 total market value $12)(k)(1) 12
Total U.S. Repurchase Agreement
(Cost $12) 12
U.S. Cash Equivalent - 2.3%
Money Market Fund(m) - 2.3%
Dreyfus Treasury Obligations Cash
Management, Institutional Class
5,781,167 5.230% 5,781,167
Total U.S. Cash Equivalent
(Cost $5,781,167) 5,781,167
Total Investments - 121.3%
(Cost $330,198,701) 308,072,111
Securities Sold Short- (1.8)%
U.S. Equity - (1.8)%
COMMUNICATION SERVICES - (1.5)%
(9,952)  Netflix, Inc. (n) (3,757,875)
CONSUMER STAPLES - (0.3)%
(4,000) WD-40 Co. (812,960)
Total U.S. Equity
(Proceeds $1,665,944) (4,570,835)
Total Securities Sold Short- (1.8)%
(Proceeds $1,665,944) (4,570,835)
Other Assets & Liabilities, Net - (19.5)%(0) (49,546,169)
Net Assets - 100.0% 253,955,107

(a) All or part of this security is pledged as collateral for short sales. The fair
value of the securities pledged as collateral was $153,782,434.

(b)  Non-income producing security.

(c) Securities with a total aggregate value of $141,965,577, or 55.9% of net

assets, were classified as Level 3 within the three-tier fair value hierarchy.

Please see

Highland Global Allocation Fund

Notes to Financial Statements for an explanation of this hierarchy, as well as
a list of unobservable inputs used in the valuation of these instruments.

(d) Represents fair value as determined by the Investment Adviser pursuant to

the policies and procedures approved by the Board of Trustees (the
“Board”). The Board has designated the Investment Adviser as “valuation
designee” for the Fund pursuant to Rule 2a-5 of the Investment Company
Act of 1940, as amended. The Investment Adviser considers fair valued
securities to be securities for which market quotations are not readily
available and these securities may be valued using a combination of
observable and unobservable inputs. Securities with a total aggregate value
of $141,965,577, or 55.9% of net assets, were fair valued under the Fund’s
valuation procedures as of September 30, 2023. Please see Notes to
Financial Statements.

(e) Affiliated issuer. Assets with a total aggregate fair value of $175,061,613, or

68.9% of net assets, were affiliated with the Fund as of September 30, 2023.
Restricted Securities. These securities are not registered and may not be
sold to the public. There are legal and/or contractual restrictions on resale.
The Fund does not have the right to demand that such securities be
registered. The values of these securities are determined by valuations
provided by pricing services, brokers, dealers, market makers, or in good
faith under the policies and procedures established by the Board. Additional
Information regarding such securities follows:

Percent
Costof  Fair Value of Net
Restricted Security Acquisition Security at Year End Assets
Security Type Date (%) (%) %
MidWave
Wireless,
Inc. (fka
Terrestar
Corp.) U.S. Equity 11/14/2014 48,015,562 59,727,467 23.4%
MPM Holdings,
Inc. U.S. Equity  5/15/2019 — 3,652,420 1.4%

() As described in the Fund’s prospectus, a company is considered to be a

non-U.S. issuer if the company’s securities principally trade on a market
outside of the United States, the company derives a majority of its revenues
or profits outside of the United States, the company is not organized in the
United States, or the company is significantly exposed to the economic
fortunes and risks of regions outside the United States.

(h)  Senior loans (also called bank loans, leveraged loans, or floating rate loans)

in which the Fund invests generally pay interest at rates which are
periodically determined by reference to a base lending rate plus a spread
(unless otherwise identified, all senior loans carry a variable rate of interest).
These base lending rates are generally (i) the Prime Rate offered by one or
more major United States banks, (ii) the lending rate offered by one or more
European banks such as the Secured Overnight Financing Rate (“SOFR”) or
(iii) the Certificate of Deposit rate. As of September 30, 2023, the SOFR 1
Month and SOFR 3 Month rates were 5.43% and 5.66%, respectively.
Senior loans, while exempt from registration under the Securities Act of
1933, as amended (the “1933 Act”), contain certain restrictions on resale
and cannot be sold publicly. Senior secured floating rate loans often require
prepayments from excess cash flow or permit the borrower to repay at its
election. The degree to which borrowers repay, whether as a contractual
requirement or at their election, cannot be predicted with accuracy. As a
result, the actual remaining maturity maybe substantially less than the stated
maturity shown.

Perpetual security with no stated maturity date.

Step Coupon Security. Coupon rate will either increase (step-up bond) or
decrease (step-down bond) at regular intervals until maturity. Interest rate
shown reflects the rate currently in effect.

(k)  Tri-Party Repurchase Agreement.

This security was purchased with cash collateral held from securities on
loan. The total value of such securities as of September 30, 2023 was $12.

(m) Rate reported is 7 day effective yield.

) No dividend payable on security sold short.

) As of September 30, 2023, $4,559,655 in cash was segregated or on
deposit with the brokers to cover investments sold short and is included in
“Other Assets & Liabilities, Net”.

See Glossary on page 9 for abbreviations along with accompanying Notes to Financm&t_q)t@dg@ts. | 7
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INVESTMENT PORTFOLIO (concluded)

As of September 30, 2023 Highland Global Allocation Fund

Reverse Repurchase Agreement outstanding as of September 30, 2023 was as follows:

Interest Trade Repurchase Principal
Counterparty Collateral Pledged Rate % Date Amount Amount Value
Mizuho FREMF Mortgage Trust, Series 2018-KF44,
Securities Class C, 10/18/2023 7.12 09/18/2023 $ (3,581,000) $(3,581,000) $(3,581,000)
Total Reverse Repurchase Agreement $(3,581,000) $(3,581,000)

8 | See Glossary on page 9 for abbreviations along with accompanying Notes to Financial Statements.
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GLOSSARY: (abbreviations that may be used in the preceding statements)

ADR American Depositary Receipt

LLC Limited Liability Company

L.P. Limited Partnership

Ltd. Limited

PIK Payment-in-Kind

REIT Real Estate Investment Trust

SOFR Secured Overnight Financing Rate

SOFR30A Secured Overnight Financing Rate 30-Day Average

Annual Report | 9
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STATEMENT OF ASSETS AND LIABILITIES

As of September 30, 2023

Highland Global Allocation Fund

($)
Assets
Investments, at value 127,229,319
Affiliated investments, at value (Note 9) 175,061,613
Total Investments, at value 302,290,932
Cash equivalent (Note 2) 5,781,167
Repurchase agreement, at value 12
Cash 1,438,381
Restricted Cash — Securities Sold Short (Note 2) 4,559,655
Foreign currency, at value (Note 2) 7,572
Foreign tax reclaim receivable 15,614
Receivable for:
Dividends and interest 2,608,964
Reinvested distributions 229,672
Prepaid expenses and other assets 13,845
Total assets 316,945,814
Liabilities:
Securities sold short, at value (Proceeds from securities sold short $1,665,944 (Notes 2 and 7)) 4,570,835
Reverse repurchase agreement 3,581,000
Due to broker 54,349,443
Payable for:
Investments purchased 87,190
Collateral from securities loaned (Note 4) 12
Investment advisory and administration fees (Note 6) 60,140
Accounting services fees 31,403
Trustees fees 520
Interest expense and commitment fee payable 9,207
Transfer agent fees 63,145
Legal fees 195,257
Accrued expenses and other liabilities 42,555
Total liabilities 62,990,707
Net Assets 253,955,107
Net Assets Consist of:
Paid-in capital 702,128,559
Total accumulated loss (448,173,452)
Net Assets 253,955,107
Investments, at cost 155,071,177
Affiliated investments, at cost (Note 9) 169,346,345
Cash equivalent, at cost (Note 2) 5,781,167
Repurchase agreement, at cost 12
Foreign currency, at cost (Note 2) 91,794
Common Shares
Shares outstanding ($0.001 par value; unlimited shares authorized) 22,648,841
Net asset value, offering and redemption price per share 11.21

10 | See accompanying Notes to Financial Statements.
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STATEMENT OF OPERATIONS

For the Year Ended September 30, 2023

Highland Global Allocation Fund

($)

Investment Income:

Income:
Dividends from unaffiliated issuers
Dividends from affiliated issuers (Note 9)
Less: Foreign taxes withheld
Securities lending income (Note 4)
Interest from unaffiliated issuers
Interest from affiliated issuers (Note 9)

Total income

Expenses:
Investment advisory (Note 6)
Accounting services fees
Transfer agent fees
Legal fees
Registration fees
Audit and tax compliance fees
Interest expense and commitment fees
Insurance
Trustees fees (Note 6)
Reports to shareholders
Custodian/wire agent fees
Dividends and fees on securities sold short (Note 2)
Other
Total expenses before waiver and reimbursement
Less: Expenses waived or borne by the adviser and administrator
Net expenses
Net investment income

Net Realized and Unrealized Gain (Loss) on Investments
Net realized gain (loss) on:
Investments from unaffiliated issuers
Investments from affiliated issuers
Foreign currency related transactions (Note 2)
Net realized loss

Net change in unrealized appreciation (depreciation) on:

Investments in unaffiliated issuers

Investments in affiliated issuers (Note 9)

Securities sold short (Note 2)

Foreign currency related translations (Note 2)
Net change in unrealized appreciation (depreciation)
Net realized and unrealized gain (loss)
Total increase in net assets resulting from operations

6,797,355
2,250,380
(3,765)
10,143
2,535,179
3,283,331
14,872,623

1,051,873
196,671
165,250
337,687

2,608
166,000
3,116,885
55,504
83,399
82,760
31,589
13,080
132,752
5,436,058
(314,200)
5,121,858
9,750,765

(6,150,197)
985,161

(711)

(5,165,747)

20,500,196
(6,618,213)
(1,524,776)

(11,373)
12,345,834
7,180,087
16,930,852

See accompanying Notes to Financial Statements. | 11
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STATEMENTS OF CHANGES IN NET ASSETS

Increase (Decrease) in Net Assets Resulting from
Operations:
Net investment income
Net realized gain (loss)
Net change in unrealized appreciation (depreciation)

Net increase in net assets resulting from operations
Distributions
Return of capital
Decrease resulting from distributions
Decrease in net assets from operations and distributions

Share transactions:
Value of distributions reinvested
Shares of closed-end fund
Net increase from shares transactions
Total decrease in net assets
Net Assets
Beginning of year
End of year

Capital Stock Activity - Shares

Shares of closed-end fund:
Issued for distribution reinvested

Net increase in fund shares

12 | See accompanying Notes to Financial Statements.
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9,750,765
(5,165,747)
12,345,834

16,930,852

(10,001,548)
(12,474,020)

(22,475,568)

(5,544,716)

2,752,205

2,752,205

(2,792,511)

256,747,618

253,955,107

305,555

305,555

6,377,421
(20,998,745)
30,145,285

15,523,961

(7,285,771
(13,622,562

)

)
(20,908,333)
(5,384,372)

2,660,047

2,660,047

(2,724,325)

259,471,943

256,747,618

274,221

274,221

Appx. 000061
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STATEMENT OF CASH FLOWS

For the Year Ended September 30, 2023

Highland Global Allocation Fund
(%)

Cash Flows Used in Operating Activities:
Net increase in net assets resulting from operations

Adjustments to Reconcile Net Increase in Net Assets to Net Cash Used in Operating Activities:
Purchases of investment securities from unaffiliated issuers
Purchases of investment securities from affiliated issuers
Proceeds from disposition of investment securities from unaffiliated issuers
Proceeds from disposition of investment securities from affiliated issuers
Proceeds from return of capital of investment securities from unaffiliated issuers
Proceeds from return of capital of investment securities from affiliated issuers
Amortization of premiums from unaffiliated issuers
Amortization of premiums from affiliated issuers
Net realized (gain) loss on investments from unaffiliated issuers
Net realized (gain) loss on investments from affiliated issuers
Net realized (gain) loss on foreign currency related transactions

16,930,852

(17,561,293)
(14,606,205)
39,095,531

9,172,687
147,450
660,710

(78,175)

(1,457)
6,150,197

(985,161)
71

Net change in unrealized (appreciation)/depreciation on investments, affiliated investments, securities sold short,

and translation on assets and liabilities denominated in foreign currency
(Increase) Decrease in receivable for dividends and interest
(Increase) Decrease in foreign tax reclaims receivable
(Increase) Decrease in due from broker
(Increase) Decrease in prepaid expenses and other assets
Increase (Decrease) in due to broker for short sale proceeds
Increase (Decrease) in payable from collateral from securities on loan
Increase (Decrease) in payable for investments purchased
Increase (Decrease) in payable for investment advisory and administration fees
Increase (Decrease) in payable for trustees fees
Increase (Decrease) in payable for reports to shareholders
Increase (Decrease) in payable for transfer agent fees
Increase (Decrease) in payable for legal fees and audit fees
Increase (Decrease) in payable for interest expense and commitment fees
Increase (Decrease) in payable for custody fees
Increase (Decrease) in accrued expenses and other liabilities

Net cash flow provided by operating activities

Cash Flows Used In Financing Activities:
Repurchase agreement
Reverse repurchase agreement
Distributions paid in cash
Increase (Decrease) in receivable for reinvested distributions

Net cash flow used in financing activities
Effect of exchange rate changes on cash
Net decrease in cash

Cash, Cash Equivalent, Restricted Cash, and Foreign Currency:
Beginning of year
End of year

End of Year Cash Balances:
Cash equivalent
Cash
Restricted Cash
Foreign currency

End of year

Supplemental disclosure of cash flow information:
Reinvestment of distributions

Paid in-kind interest income
Cash paid during the year for interest expense and commitment fees

(12,345,834)
(559,008)
(3,245)

12

3,453
(11,468,088)
(96,105)

23,605

9,833

388
(10,898)

51,145

50,537

9,207
(13,702)
(10,433)

14,566,714

96,105
3,581,000
(19,723,363)
(10,024)
(16,056,282)
(12,084)
(1,501,652)

13,288,427
11,786,775

5,781,167
1,438,381
4,559,655
7,572
11,786,775

2,752,205
3,283,331
3,107,678

See accompanying Notes to Financial Statements. | 13
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FINANCIAL HIGHLIGHTS

Highland Global Allocation Fund

Selected data for a share outstanding throughout each year is as follows:

Net Asset Value, Beginning of Year $ 11.49 $ 11.76 $ 945 $ 13.09 $ 14.63
Income from Investment Operations:

Net investment income(@) 0.43 0.29 0.38 0.43 0.30
Net realized and unrealized gain (loss) 0.29 0.38 2.82 (3.00) (1.10)
Total from Investment Operations 0.72 0.67 3.20 (2.57) (0.80)
Less Distributions Declared to shareholders:

From net investment income (0.44) (0.33) (0.28) (0.61) (0.20)
From return of capital (0.56) (0.61) (0.61) (0.46) (0.54)
Total distributions declared to shareholders (1.00) (0.94) (0.89) (1.07) (0.74)
Net Asset Value, End of Year(b) $ 11.21 $ 11.49 $ 11.76 $ 945 $ 13.09
Total Return(b)(c) 6.30% 5.31% 35.13% (19.92)% (4.40)%
Ratios to Average Net Assets:(d)

Net Assets, End of Year (000’s) $253,955 $256,748 $259,472 $205,462 $296,164
Gross expenses(©)(f) 2.07% 1.16% 1.01% 1.92% 2.54%
Net investment income 3.71% 2.34% 3.48% 4.06% 2.1%
Portfolio turnover rate 10% 31% 17% 18% 28%
b Reflects the financial highlights of Class Z of the open-end fund prior to the conversion.

Per share data prior to February 15, 2019 has been adjusted to give effect to an approximately 1 to 1.4217 reverse stock split as part of the conversion to a

closed-end fund. (Note 1)

(@) Per share data was calculated using average shares outstanding during the period.

(b)  The Net Asset Value per share and total return have been calculated based on net assets which include adjustments made in accordance with U.S. Generally
Accepted Accounting Principles required at period end for financial reporting purposes. These figures do not necessarily reflect the Net Asset Value per share or
total return experienced by the shareholder at period end.

(c)  Total return is based on fair value per share for periods after February 15, 2019. Distributions are assumed for purposes of this calculation to be reinvested at
prices obtained under the Fund’s Dividend Reinvestment Plan. Prior to February 15, 2019, total return is at net asset value assuming all distributions are
reinvested. For periods with waivers/reimbursements, had the Fund’s Investment Adviser not waived or reimbursed a portion of expenses, total return would have
been lower.

(d)  All ratios for the period have been annualized, unless otherwise indicated.

(e)  Supplemental expense ratios are shown below.

(f) Includes dividends and fees on securities sold short.

Supplemental Expense Ratios:

Net expenses (net of waiver/reimbursement, if applicable, but gross of all other expenses)(©) 1.95% 1.01% 0.88% 1.81% 2.45%
Interest expense and commitment fees 1.19% 0.28% 0.15% 0.82% 1.60%
Dividends and fees on securities sold short —%®M  0.01% 0.01% 0.07% 0.11%

(g)  This includes the voluntary elected waiver by the Investment Adviser during the period, which resulted in a 0.12% impact to the net expenses ratio.
(h)  Less than 0.005%.

14 | See accompanying Notes to Financial Statements.
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Note 1. Organization

Highland Global Allocation Fund (the “Fund”) is organized as an
unincorporated business trust under the laws of The
Commonwealth of Massachusetts. The Fund is registered under
the Investment Company Act of 1940, as amended (the “1940
Act”), as a diversified, closed-end management investment
company. This report covers information for the year ended
September 30, 2023.

On November 8, 2018, shareholders of the Fund approved a
proposal authorizing the Board of Trustees (the “Board”) of the
Fund to convert the Fund from an open-end fund to a
closed-end fund at a special meeting of shareholders. The
Board took action to convert the Fund to a closed-end fund
effective shortly after 4:00 p.m. Eastern Time on February 14,
2019 (the “Conversion Date”). The Fund also effected an
approximately 1-for-1.4217 reverse stock split of the Fund’s
issued and outstanding shares on February 14, 2019, thereby
reducing the number of shares outstanding. Shareholders were
paid cash for any fractional shares resulting from the reverse
stock split. The Fund began listing its shares for trading on the
New York Stock Exchange (the “NYSE”) on February 19, 2019
under the ticker symbol “HGLB”. The Fund may issue an
unlimited number of common shares, par value $0.001 per
share (“Common Shares”). Prior to the Conversion Date, the
Fund issued Class A, Class C, and Class Y shares.

Note 2. Significant Accounting Policies

The following summarizes the significant accounting policies
consistently followed by the Fund in the preparation of its
financial statements.

Use of Estimates

The Fund is an investment company that follows the investment
company accounting and reporting guidance of Financial
Accounting Standards Board (“FASB”) Accounting Standards
Codification (“ASC”) Topic 946 Financial Services— Investment
Companies applicable to investment companies. The Fund’s
financial statements have been prepared in conformity with
accounting principles generally accepted in the United States of
America (“GAAP”), which require NexPoint Asset Management,
L.P. (formerly Highland Capital Management Fund Advisors,
L.P.) (“NexPoint” or the “Investment Adviser”) to make estimates
and assumptions that affect the reported amounts of assets and
liabilities, the disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of
increases or decreases in net assets from operations during the
reporting period. Changes in the economic environment,
financial markets and any other parameters used in determining
these estimates could cause actual results to differ materially.

https://www.sec.gov/Archives/edgar/data/1622148/000119312523291374/d540929dncsr.htm
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Valuation of Investments

Pursuant to Rule 2a-5 under the 1940 Act, the Board has
designated NexPoint as the Fund’s valuation designee to perform
the fair valuation determination for securities and other assets
held by the Fund. NexPoint acting through its Valuation
Committee, is responsible for determining the fair value of
investments for which market quotations are not readily available.
The Valuation Committee is comprised of officers of NexPoint and
certain of NexPoint’s affiliated companies and determines fair
value and oversees the calculation of the NAV. The Valuation
Committee is subject to Board oversight and certain reporting and
other requirements intended to provide the Board the information
it needs to oversee NexPoint’s fair value determinations.

The Fund’s investments are recorded at fair value. In computing
the Fund’s net assets attributable to shares, securities with
readily available market quotations on the NYSE, National
Association of Securities Dealers Automated Quotation
(“NASDAQ”) or other nationally recognized exchange, use the
closing quotations on the respective exchange for valuation of
those securities. Securities for which there are no readily
available market quotations will be valued pursuant to policies
adopted by NexPoint and approved by the Fund’s Board.
Typically, such securities will be valued at the mean between the
most recently quoted bid and ask prices provided by the principal
market makers. If there is more than one such principal market
maker, the value shall be the average of such means. Securities
without a sale price or quotations from principal market makers
on the valuation day may be priced by an independent pricing
service. Generally, the Fund’s loan and bond positions are not
traded on exchanges and consequently are valued based on a
mean of the bid and ask price from the third-party pricing services
or broker-dealer sources that the Investment Adviser has
determined to have the capability to provide appropriate pricing
services.

Securities for which market quotations are not readily avail- able,
or for which the Fund has determined that the price received from
a pricing service or broker-dealer is “stale” or otherwise does not
represent fair value (such as when events materially affecting the
value of securities occur between the time when market price is
determined and calculation of the Fund'’s net asset value (“NAV”),
will be valued by the Fund at fair value, as determined by the
Valuation Committee in good faith in accordance with procedures
established by NexPoint and approved by the Board, taking into
account factors reasonably determined to be relevant, including,
but not limited to: (i) the fundamental analytical data relating to
the investment; (ii) the nature and duration of restrictions on
disposition of the securities; and (iii) an evaluation of the forces
that influence the market in which these securities are purchased
and sold. In these cases, the Fund’s NAV will reflect the affected
portfolio securities’ fair value as determined in the judgment of the
Valuation Committee instead of being determined by the market.
Using a fair value pricing methodology to value securities

Annual Report | 15
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may result in a value that is different from a security’s most
recent sale price and from the prices used by other investment
companies to calculate their NAVs. Determination of fair value is
uncertain because it involves subjective judgments and
estimates.

There can be no assurance that the Fund’s valuation of a
security will not differ from the amount that it realizes upon the
sale of such security. Those differences could have a material
impact to the Fund. The NAV shown in the Fund’s financial
statements may vary from the NAV published by the Fund as of
its period end because portfolio securities transactions are
accounted for on the trade date (rather than the day following
the trade date) for financial statement purposes.

Fair Value Measurements

The Fund has performed an analysis of all existing investments
and derivative instruments to determine the significance and
character of inputs to their fair value determination. The levels of
fair value inputs used to measure the Fund’s investments are
characterized into a fair value hierarchy. Where inputs for an
asset or liability fall into more than one level in the fair value
hierarchy, the investment is classified in its entirety based on the
lowest level input that is significant to that investment’s
valuation. The three levels of the fair value hierarchy are
described below:

Level 1 —Quoted unadjusted prices for identical instruments in
active markets to which the Fund has access at the
date of measurement;

Level 2 —Quoted prices for similar instruments in active
markets; quoted prices for identical or similar
instruments in markets that are not active, but are
valued based on executed trades; broker quotations
that constitute an executable price; and alternative
pricing sources supported by observable inputs are
classified within Level 2. Level 2 inputs are either
directly or indirectly observable for the asset in
connection with market data at the measurement
date; and

Level 3 —Model derived valuations in which one or more
significant inputs or significant value drivers are
unobservable. In certain cases, investments classified
within Level 3 may include securities for which the
Fund has obtained indicative quotes from
broker-dealers that do not necessarily represent
prices the broker may be willing to trade on, as such
quotes can be subject to material management
judgment. Unobservable inputs are those inputs that
reflect the Fund’s own assumptions that market
participants would use to price the asset or liability
based on the best available information.

The Investment Adviser has established policies and
procedures, as described above and approved by the Board, to
ensure that valuation methodologies for investments and
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financial instruments that are categorized within all levels of the
fair value hierarchy are fair and consistent. A Pricing Committee
has been established to provide oversight of the valuation
policies, processes and procedures, and is comprised of
personnel from the Investment Adviser and its affiliates. The
Pricing Committee meets monthly to review the proposed
valuations for investments and financial instruments and is
responsible for evaluating the overall fairness and consistent
application of established policies.

As of September 30, 2023, the Fund’s investments consisted of
senior loans, asset-backed securities, bonds and notes, common
stocks, preferred stocks, LLC interests, master limited
partnerships, registered investment companies, cash equivalents,
repurchase agreements, exchange-traded funds, rights, warrants,
reverse repurchase agreements, and securities sold short. The
fair value of the Fund’s loans, bonds and asset-backed securities
are generally based on quotes received from brokers or
independent pricing services. Loans, bonds and asset-backed
securities with quotes that are based on actual trades with a
sufficient level of activity on or near the measurement date are
classified as Level 2 assets. Senior loans, bonds and
asset-backed securities that are priced using quotes derived from
implied values, indicative bids, or a limited number of actual
trades are classified as Level 3 assets because the inputs used
by the brokers and pricing services to derive the values are not
readily observable.

The fair value of the Fund’'s common stocks, registered
investment companies, rights and warrants that are not actively
traded on national exchanges are generally priced using quotes
derived from implied values, indicative bids, or a limited amount
of actual trades and are classified as Level 3 assets because the
inputs used by the brokers and pricing services to derive the
values are not readily observable. Exchange-traded options are
valued based on the last trade price on the primary exchange on
which they trade. If an option does not trade, the mid-price, which
is the mean of the bid and ask price, is utilized to value the
option. At the end of each calendar quarter, the Investment
Adviser evaluates the Level 2 and 3 assets and liabilities for
changes in liquidity, including but not limited to: whether a broker
is willing to execute at the quoted price, the depth and
consistency of prices from third party services, and the existence
of contemporaneous, observable trades in the market.
Additionally, the Investment Adviser evaluates the Level 1 and 2
assets and liabilities on a quarterly basis for changes in listings or
delistings on national exchanges.

Due to the inherent uncertainty of determining the fair value of
investments that do not have a readily available market value, the
fair value of the Fund’s investments may fluctuate from period to
period. Additionally, the fair value of investments may differ
significantly from the values that would have been used had a
ready market existed for such investments and may differ
materially from the values the Fund
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may ultimately realize. Further, such investments may be subject to legal and other restrictions on resale or otherwise be less liquid
than publicly traded securities.

The inputs or methodology used for valuing securities are not necessarily an indication of the risk associated with investing in those
securities. A summary of the inputs used to value the Fund’s assets and liabilities as of September 30, 2023, is as follows:

Highland Global Allocation Fund

Assets
U.S. Equity

Communication Services 62,443,681 2,716,214 — 59,727,467

Healthcare 749,592 749,592 — —

Materials 3,652,420 — — 3,652,420

Real Estate 55,534,971 42,551,291 — 12,983,680
U.S. Senior Loans

Communication Services 22,289,158 — — 22,289,158

Real Estate 13,126,000 — — 13,126,000
U.S. LLC Interest

Real Estate 23,126,103 — — 23,126,103
U.S. Master Limited Partnerships

Energy 19,604,314 19,604,314 — —
U.S. Warrants

Energy 19,498,673 — 19,498,673
Non-U.S. Equity

Communication Services 58,838 58,838 — —

Consumer Discretionary 3,810,753 3,803,640 — 7,113

Energy 5,641,369 5,641,369 — —

Financials 96,573 96,573 — —

Healthcare 38,542 38,542 — —

Industrials 1,046,975 1,046,975 — —

Utilities 5,912,837 5,912,837 — —
U.S. Asset-Backed Securities 11,811,517 — 11,811,517 —
U.S. Preferred Stock

Financials 3,870,840 — 3,870,840 —

Healthcare 3,446,437 — — 3,446,437

Real Estate 3,063,913 3,063,913 — —
U.S. Rights

Healthcare 172,480 — 172,480 —

Utilities 9,545,460 — 9,545,460 —
Non-U.S. Sovereign Bonds 7,510,340 — 7,510,340 —
Non-U.S. Master Limited Partnership

Energy 2,152,130 2,152,130 — —
U.S. Corporate Bonds & Notes

Communication Services 698,369 — 698,369 —
Non-U.S. Warrants

Communication Services 3,743 — 3,743 —

Industrials — ™ — — — ™
Non-U.S. Asset-Backed Security 10 — — 10
U.S. Exchange-Traded Funds 4,828,624 4,828,624 — —
Non-U.S. Registered Investment Company 3,607,189 — — 3,607,189
U.S. Registered Investment Companies 14,949,081 14,949,081 — —
U.S. Repurchase Agreement 12 — 12 —
U.S. Cash Equivalent _ 5,781,167 5,781,167 B — —

Total Assets 308,072,111 112,995,100 53,111,434 141,965,577
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Liabilities

Securities Sold Short

U.S. Equity

Communication Services
Consumer Staples
Reverse Repurchase Agreement

Total Liabilities

Total

() This category includes securities with a value of zero.

HIGHLAND GLOBAL ALLOCATION FUND
Case 3:21-cv-00881-X Document 190-4 Filed 02/09/24 Page 24 of 70 PagelD 68139

(3,757,875)

(812,960)
_ (3,581,000)
] (8,151,835)
. 299,920,276

(3,757,875)

(812,960)
(4,570,835)
108,424,265

Highland Global Allocation Fund

(3,581,000)
(3,581,000)
49,530,434

141,965,577

The table below sets forth a summary of changes in the Fund’s assets measured at fair value using significant unobservable inputs

(Level 3) for the year ended September 30, 2023.

U.S. Equity
Communication
Services
Materials
Real Estate
U.S. Senior
Loans
Communication
Services
Real Estate
UsS.LLC
Interest
Real Estate
Non - U.S.
Equity
Consumer
Discretionary
U.S. Preferred
Stock
Healthcare
Non - U.S. Asset
- Backed
Security
Non - U.S.
Registered
Investment
Company
Total

61,200,167 — — — —  (1,481,700) —  — 59,727,467  (1,481,700)
— 3,652,420 — — — — - - 3,652,420 —
16,289,296 — —  (54,600) —  (3,261,016) 10,000 — 12,983,680  (3,261,016)
19,854,675 — 1,457 — — 46,511 2,386,515 — 22,289,158 46,511
12,871,000 — — — — 255,000 — 13,126,000 255,000
13,280,450 — — — —  (1,741,873) 11,587,526 — 23,126,103  (1,741,873)
16,293 — — — — (9,180) - - 7,113 (9,180)
2,191,014 — — — — 55427 1,199,996 — 3,446,437 55,427
19,005 — — — — (18,995) - - 10 (18,995)
3,395,347 — — — — 211,842 - — 3,607,189 211,842
129,126,247 __ 3,652,420 1,457 _ (54,600) —  (5,943984) 15184037  — 141,965,577 __ (5943,984)
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Investments designated as Level 3 may include assets valued
using quotes or indications furnished by brokers which are
based on models or estimates without observable inputs and
may not be executable prices. In light of the developing market
conditions, the Investment Adviser continues to search for
observable data points and evaluate broker quotes and
indications received for portfolio investments.

Highland Global Allocation Fund

For the year ended September 30, 2023, there was one Common
Stock position that transferred into Level 3. Determination of fair
value is uncertain because it involves subjective judgments and
estimates that are unobservable. The cost price methodology was
updated for one investment to more relevant methodology given
the passage of time since the original acquisition date.
Additionally, the Option price methodology for another investment
was updated to account for a recent transaction that occurred.

The following is a summary of significant unobservable inputs used in the fair valuations of assets and liabilities categorized within

Level 3 of the fair value hierarchy:

U.S. Equity/Non-U.S. Equity 76,370,680
U.S. Senior Loans 35,415,158
U.S. LLC Interest 23,126,103
U.S. Preferred Stock 3,446,437
Non-U.S. Asset-Backed Security 10
Non-U.S. Registered Investment Company 3,607,189

141,965,577

The significant unobservable inputs used in the fair value
measurement of the Fund’s bank loan and asset-backed
securities are: discount rate and volatility. Significant increases
(decreases) in any of those inputs in isolation could result in a
significantly lower (higher) fair value measurement.

The significant unobservable inputs used in the fair value
measurement of the Fund’s LLC interests are: discount rate,
capitalization rate and cost price. A significant increase
(decrease) in any of those inputs in isolation could result in a
significantly higher (lower) fair value measurement.

The significant unobservable inputs used in the fair value
measurement of the Fund’s common equity securities are:
unadjusted price/MHz-PoP multiple, discount rate, enterprise
value, tender offer per share, and recovery rate. Significant
increases (decreases) in any of those inputs in isolation could
result in a significantly lower (higher) fair value measurement.

Transaction Indication of Value

Direct Capitalization Method
Transaction Indication of Value

Transaction Indication of Value

Multiples Analysis  Unadjusted Price/MHz-PoP $0.10 - $0.90 ($0.48)
Discounted Cash Flow Discount Rate 11.0% - 13.0% (12.0%)
Enterprise Value ($ mm) $841

Offer Price per Share $1.10
Recovery Rate 40% - 100.0% (70.0%)
N/A $5.00
Discount Rate 8.0% - 12.8% (10.18%)
Volatilty 25.0% - 35.0% (30.0%)
Discount Rate 5.73% - 9.93% (8.49%)
Capitalization Rates 5.125% - 5.625% (5.375%)
Cost ($ mm) $3.65
N/A N/A
Enterprise Value ($ mm) $281.4 - $366.1 ($323.8)
Volatilty 70.0% - 90.0% (80.0%)
N/A N/A
NAV N/A

Liquidation Analysis

Discounted Cash Flow
Option Pricing Model
Discounted Cash Flow

Net Asset Value

Option Pricing Model
Net Asset Value
Net Asset Value

The significant unobservable inputs used in the fair value
measurement of the Fund'’s preferred equity securities are:
enterprise value and volatility. Significant increases (decreases)
in any of those inputs in isolation could result in a significantly
lower (higher) fair value measurement.

In addition to the unobservable inputs utilized for various
valuation methodologies, the Investment Adviser frequently uses
a combination of two or more valuation methodologies to
determine fair value for a single holding. In such instances, the
Investment Adviser assesses the methodologies and ascribes
weightings to each methodology. The weightings ascribed to any
individual methodology ranged from as low as 25% to as high as
100% as of September 30, 2023. The selection of weightings is
an inherently subjective process, dependent on professional
judgement. These selections may have a material impact to the
concluded fair value for such holdings.
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Certain llliquid Positions Classified as Level 3
As of September 30, 2023, the Fund held an investment in the
common shares of MidWave Wireless (“MidWave”) valued at

$59,727,467, or 23.2% of net assets, and U.S. Senior Loans
valued at $22,289,158 or 8.7% of net assets. MidWave does not
currently generate revenue and primarily derives its value from
holding licenses of two wireless spectrum assets. The license
with respect to one such spectrum asset was previously
terminated by the FCC and subsequently restored on April 30,
2020 on a limited conditional basis. The restoration of such
license, in current form, requires MidWave to meet certain
deployment milestones for wireless medical telemetry service
("“WMTS”) during a 39-month period. Upon satisfaction of the
deployment milestones, MidWave, as it stands today, will be
able use such spectrum for other services besides WMTS as
long as those services do not interfere with WMTS and
MidWave continues to provide WMTS.

As of now, if MidWave is unsuccessful in satisfying such
deployment milestones, or if other services cannot be
implemented in a manner that does not interfere with WMTS,
the value of the MidWave equity would likely be materially
negatively impacted. In determining the fair value of MidWave,
the Investment Adviser has assigned a high probability of
success on both conditions based on consultation with the
company and its consultants.

The Fund may hold other illiquid positions that are classified as
Level 3 that are not described here. Please see Note 7 for
additional disclosure of risks from investments in illiquid
securities.

Security Transactions

Security transactions are accounted for on the trade date.
Realized gains (losses) on investments sold are recorded on the
basis of the specific identification method for both financial
statement and U.S. federal income tax purposes taking into
account any foreign taxes withheld.

Income Recognition

Corporate actions (including cash dividends) are recorded on
the ex-dividend date, net of applicable withholding taxes, except
for certain foreign corporate actions, which are recorded as
soon after ex-dividend date as such information becomes
available and is verified. Interest income is recorded on the
accrual basis.

Accretion of discount on taxable bonds and loans is computed
to the maturity date, while amortization of premium on taxable
bonds and loans is computed to the earliest call date, both using
the effective yield method. Withholding taxes on foreign
dividends have been provided for in accordance with the Fund’s
understanding of the applicable country’s tax rules and rates.

20 | Annual Report

https://www.sec.gov/Archives/edgar/data/1622148/000119312523291374/d540929dncsr.htm

Highland Global Allocation Fund

Return of Capital Reclassification

Adjustment to income associated with return of capital from
income received in prior period. Information related to these
adjustments was not received until after the finalization of the
prior period financial statements.

U.S. Federal Income Tax Status

The Fund is treated as a separate taxpayer for U.S. federal
income tax purposes. The Fund intends to qualify each year as a
“regulated investment company” under Subchapter M of the
Internal Revenue Code of 1986, as amended, and will distribute
substantially all of their taxable income and gains, if any, for the
tax year, and as such will not be subject to U.S. federal income
taxes. In addition, the Fund intends to distribute, in each calendar
year, all of their net investment income, capital gains and certain
other amounts, if any, such that the Fund should not be subject to
U.S. federal excise tax. Therefore, no U.S. federal income or
excise tax provisions are recorded. The Fund recognizes interest
and penalties, if any, related to unrecognized tax benefits as
income tax expense in the Statement of Operations.

The Investment Adviser has analyzed the Fund’s tax positions
taken on U.S. federal income tax returns for all open tax years
(current and prior three tax years), and has concluded that no
provision for U.S. federal income tax is required in the Fund’s
financial statements. The Fund’s U.S. federal and state income
and U.S. federal excise tax returns for tax years for which the
applicable statutes of limitations have not expired are subject to
examination by the Internal Revenue Service and state
departments of revenue. Furthermore, the Investment Adviser of
the Fund is also not aware of any tax positions for which it is
reasonably possible that the total amounts of unrecognized tax
benefits will significantly change in the next 12 months.

Distributions to Shareholders

The Fund declares and pays investment income distributions
quarterly. The Fund typically declares and pays distributions from
net realized capital gains in excess of capital loss carryforwards
annually.

Statement of Cash Flows

Information on financial transactions which have been settled
through the receipt or disbursement of cash is presented in the
Statement of Cash Flows. The cash amount shown in the
Statement of Cash Flows is the amount included within the
Fund’s Statement of Assets and Liabilities and includes cash on
hand at its custodian bank and/or sub-custodian bank(s), cash
equivalents, foreign currency and restricted cash held at
broker(s).
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Cash & Cash Equivalents

The Fund considers liquid assets deposited with a bank and
certain short-term debt instruments of sufficient credit quality
with original maturities of three months or less to be cash
equivalents. The Fund also considers money market
instruments that invest in cash equivalents to be cash
equivalents. These investments represent amounts held with
financial institutions that are readily accessible to pay Fund
expenses or purchase investments. Cash and cash equivalents
are valued at cost plus accrued interest, which approximates fair
value. The value of cash equivalents denominated in foreign
currencies is determined by converting to U.S. dollars on the
date of this financial report. These balances may exceed the
federally insured limits under the Federal Deposit Insurance
Corporation (“FDIC”).

Foreign Currency

Accounting records of the Fund are maintained in U.S. dollars.
Foreign currencies, investments and other assets and liabilities
denominated in foreign currencies are translated into U.S.
dollars at exchange rates using the current 4:00 PM London
Time Spot Rate. Fluctuations in the value of the foreign
currencies and other assets and liabilities resulting from
changes in exchange rates, between trade and settlement dates
on securities transactions and between the accrual and payment
dates on dividends, interest income and foreign withholding
taxes, are recorded as unrealized foreign currency gains
(losses). Realized gains (losses) and unrealized appreciation
(depreciation) on investment securities and income and
expenses are translated on the respective dates of such
transactions. The effects of changes in foreign currency
exchange rates on investments in securities are not segregated
in the Statement of Operations from the effects of changes in
market prices of those securities, but are included with the net
realized and unrealized gain or loss on investment securities.

Securities Sold Short

The Fund may sell securities short. A security sold short is a
transaction in which the Fund sells a security it does not own in
anticipation that the market price of that security will decline.
When the Fund sells a security short, it must borrow the security
sold short from a broker-dealer and deliver it to the buyer upon
conclusion of the transaction. A Fund may have to pay a fee to
borrow particular securities and is often obligated to pay over
any dividends or other payments received on such borrowed
securities. In some circumstances, a Fund may be allowed by its
prime broker to utilize proceeds from securities sold short to
purchase additional investments, resulting in leverage.
Securities and cash held as collateral for securities sold short
are shown on the Investment Portfolio. Cash held as collateral
for securities sold short is classified as restricted cash on the
Statement of
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Assets and Liabilities, as applicable. Restricted cash in the
amount of $4,559,655 was held with the broker for the Fund.
Additionally, securities valued at $84,963,162 were posted in the
Fund’s segregated account for collateral for short sales. The
Fund’s loss on a short sale could be unlimited in cases where the
Fund is unable, for whatever reason, to close out its short
position.

Other Fee Income

Fee income may consist of origination/closing fees, amendment
fees, administrative agent fees, transaction break-up fees and
other miscellaneous fees. Origination fees, amendment fees, and
other similar fees are nonrecurring fee sources. Such fees are
received on a transaction by transaction basis and do not
constitute a regular stream of income and are recognized when
incurred.

Note 3. Derivative Transactions

The Fund is subject to equity securities risk, interest rate risk and
currency risk in the normal course of pursuing its investment
objective. The Fund enters into derivative transactions for the
purpose of hedging against the effects of changes in the value of
portfolio securities due to anticipated changes in market
conditions, to gain market exposure for residual and
accumulating cash positions and for managing the duration of
fixed income investments.

Options

The Fund may utilize options on securities or indices to varying
degrees as part of its principal investment strategy. An option on
a security is a contract that gives the holder of the option, in
return for a premium, the right to buy from (in the case of a call)
or sell to (in the case of a put) the writer of the option the security
underlying the option at a specified exercise or “strike” price. The
writer of an option on a security has the obligation upon exercise
of the option to deliver the underlying security upon payment of
the exercise price or to pay the exercise price upon delivery of
the underlying security. The Fund may hold options, write option
contracts, or both.

If an option written by a Fund expires unexercised, a Fund
realizes on the expiration date a capital gain equal to the
premium received by a Fund at the time the option was written. If
an option purchased by a Fund expires unexercised, a Fund
realizes a capital loss equal to the premium paid. Prior to the
earlier of exercise or expiration, an exchange-traded option may
be closed out by an offsetting purchase or sale of an option of the
same series (type, underlying security, exercise price and
expiration). There can be no assurance, however, that a closing
purchase or sale transaction can be effected when a Fund
desires. A Fund will realize a capital gain from a closing purchase
transaction if the cost of the
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closing option is less than the premium received from writing the
option, or, if the cost of the closing option is more than the
premium received from writing the option, a capital loss. A Fund
will realize a capital gain from a closing sale transaction if the
premium received from the sale is more than the original
premium paid when the option position was opened, or a capital
loss, if the premium received from a sale is less than the original
premium paid.

During the year ended September 30, 2023, the Fund did not
enter into options transactions. The Fund may invest in written
options to provide leveraged short exposure, and purchased
options to provide leveraged long exposure, to the underlying
equity, which is consistent with the investment strategies of the
Fund.

Swap Contracts

The Fund may use swaps as part of its investment strategy or to
manage their exposure to interest, commodity, and currency
rates as well as adverse movements in the debt and equity
markets. Swap agreements are privately negotiated in the
over-the-counter (“OTC”) market or may be executed in a
multilateral or other trade facility platform, such as a registered
exchange (“centrally cleared swaps”). For OTC swaps, any
upfront premiums paid and any upfront fees received are shown
as swap premiums paid and swap premiums received in the
Statements of Assets and Liabilities, respectively, and amortized
over the life of the swap. The daily fluctuation in market value is
recorded as unrealized appreciation (depreciation) on OTC
Swaps in the Statement of Assets and Liabilities. Premiums paid
or received are recognized as realized gain or loss in the
Statement of Operations. Total return swaps are agreements to
exchange the return generated by one instrument for the return
generated by another instrument; for example, the agreement to
pay interest in exchange for a market or commodity-linked
return based on a notional amount. To the extent the total return
of the market or commodity-linked index exceeds the offsetting
interest obligation, the Fund will receive a payment from the
counterparty. To the extent it is less, the Fund will make a
payment to the counterparty. Periodic payments received or
made by the Fund are recorded in “Net realized gain (loss) on
swap contracts” on the accompanying Statements of Operations
and Changes in Net Assets as realized gains or losses,
respectively. As of September 30, 2023, the Fund held no open
swap contracts.

Reverse Repurchase Agreements

The Fund may engage in reverse repurchase agreement
transactions with respect to instruments that are consistent with
the Fund’s investment objective or policies. This creates
leverage for the Fund because the cash received can be used to
purchase other securities.
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Areverse repurchase transaction is a repurchase transaction in
which the Fund is the seller of securities or other assets and
agrees to repurchase them at a date certain or on demand.
Pursuant to the Repurchase Agreement, the Fund may agree to
sell securities or other assets to Mizuho Securities for an agreed
upon price (the “Purchase Price”), with a simultaneous
agreement to repurchase such securities or other assets from
Mizuho Securities for the Purchase Price plus a price differential
that is economically similar to interest. The price differential is
negotiated for each transaction. This creates leverage for the
Fund because the cash received can be used to purchase other
securities.

At September 30, 2023, the Fund had investments in a reverse
repurchase agreement with a gross value of $3,581,000, which is
reflected as reverse repurchase agreements on the Statement of
Assets and Liabilities. The value of the related collateral
exceeded the value of the reverse repurchase agreements at
September 30, 2023. The collateral pledged for the reverse
repurchase agreements includes Agency Collateralized Mortgage
Obligations and cash, both of which are reflected on the
Statement of Assets and Liabilities. The Fund’s average daily
balance was $3,553,110 at a weighted average interest rate of
7.67% for the days outstanding.

Additional Derivative Information

The Fund is required to disclose; a) how and why an entity uses
derivative instruments; b) how derivative instruments and related
hedged items are accounted for; ¢) how derivative instruments
and related hedged items affect an entity’s financial position,
financial performance and cash flows; and d) how the netting of
derivatives subject to master netting arrangements (if applicable)
affects the net exposure of the Fund related to the derivatives.

To reduce counterparty credit risk with respect to over-the-
counter (“OTC”) transactions, the Fund has entered into master
netting arrangements, established within the Fund’s International
Swap and Derivatives Association, Inc. (“ISDA”) master
agreements, which allows the Fund to make (or to have an
entitlement to receive) a single net payment in the event of
default (close-out netting) for outstanding payables and
receivables with respect to certain OTC derivative positions in
forward currency exchange contracts for each individual
counterparty. In addition, the Fund may require that certain
counterparties post cash and/or securities in collateral accounts
to cover its net payment obligations for those derivative contracts
subject to ISDA master agreements. If the counterparty fails to
perform under these contracts and agreements, the cash and/or
securities will be made available to the Fund.

Certain ISDA master agreements include credit related contingent
features which allow counterparties to OTC
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derivatives to terminate derivative contracts prior to maturity in
the event the Fund’s net assets decline by a stated percentage
or the Fund fails to meet the terms of its ISDA master
agreements, which would cause the Fund to accelerate
payment of any net liability owed to the counterparty.

For financial reporting purposes, the Fund does not offset
derivative assets and derivative liabilities that are subject to
netting arrangements in the Statement of Assets and Liabilities.

Bankruptcy or insolvency laws of a particular jurisdiction may
impose restrictions on or prohibitions against the right of offset
in bankruptcy, insolvency or other events.

Collateral terms are contract specific for OTC derivatives. For
derivatives traded under an ISDA master agreement, the
collateral requirements are typically calculated by netting the
mark to market amount for each transaction under such
agreement and comparing that to the value of any collateral
currently pledged by the Fund or the counterparty.

For financial reporting purposes, cash collateral that has been
pledged to cover obligations of the Fund, if any, is reported in
restricted cash on the Statement of Assets and Liabilities.
Generally, the amount of collateral due from or to a party must
exceed a minimum transfer amount threshold before a transfer
has to be made. To the extent amounts due to the Fund from its
counterparties are not fully collateralized, contractually or
otherwise, the Fund bears the risk of loss from counterparty
non-performance.

There were no derivative instruments held as of September 30,
2023.

Note 4. Securities Lending

The Fund has a securities lending agreement with The Bank of
New York Mellon (“BNY” or the “Lending Agent”).

Securities lending transactions are entered into by the Fund
under the Securities Lending Agreement, (“SLA”) which permits
the Fund, under certain circumstances such as an event of
default, to offset amounts payable by the Fund to the same
counterparty against amounts receivable from the counterparty
to create a net payment due to or from the Fund.
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The following is a summary of securities lending agreements held
by the Fund, with cash collateral of overnight maturities and
non-cash collateral which would be subject to offset as of
September 30, 2023:

$— $ 12 $ — $ -

(1) Collateral received in excess of fair value of securities on loan is not presented
in this table. The total cash collateral received by the Fund is disclosed in the
Statement of Assets and Liabilities.

The value of loaned securities and related collateral outstanding
at September 30, 2023 are shown in the Investment Portfolio.
The value of the collateral held may be temporarily less than that
required under the lending contract. As of September 30, 2023,
the cash collateral was invested in repurchase agreements and
the non-cash collateral consisted of U.S. Treasury Bills, Notes,
Bonds and U.S. Treasury Inflation Indexed Bonds with the
following maturities:

Remaining Contractual Maturity of the Underlying
Collateral, as of September 30, 2023

Repurchase

Agreements $ 12 8 — — — $12
U.S. Government

Securities $ ) — $ — $ — $—
Total $ 12 3 — $ — $ — $12

The Fund could seek additional income by making secured loans
of its portfolio securities through its custodian. Such loans would
be in an amount not greater than one-third of the value of the
Fund’s total assets. BNY would charge a fund fees based on a
percentage of the securities lending income.

The market value of the loaned securities is determined at the
close of each business day of the Fund and any additional
required collateral is delivered to the Fund, or excess collateral is
returned by the Fund, on the next business day.

The Fund would receive collateral consisting of cash (U.S. and
foreign currency), securities issued or guaranteed by the U.S.
government or its agencies or instrumentalities, sovereign debt,
convertible bonds, irrevocable bank letters of credit or such other
collateral as may be agreed on by the parties to a securities
lending arrangement, initially with a value of 102% or 105% of the
market value of the loaned securities and thereafter maintained at
a value of 100% of
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the market value of the loaned securities. If the collateral
consists of non-cash collateral, the borrower would pay the
Fund a loan premium fee. If the collateral consists of cash, BNY
would reinvest the cash. Although voting rights, or rights to
consent, with respect to the loaned securities pass to the
borrower, the Fund would recall the loaned securities upon
reasonable notice in order that the securities could be voted by
the Fund if the holders of such securities are asked to vote upon
or consent to matters materially affecting the investment. The
Fund also could call such loans in order to sell the securities
involved.

Securities lending transactions were entered into pursuant to
SLAs, which would provide the right, in the event of default
(including bankruptcy or insolvency) for the non-defaulting party
to liquidate the collateral and calculate a net exposure to the
defaulting party or request additional collateral. In the event that
a borrower defaulted, the Fund, as lender, would offset the
market value of the collateral received against the market value
of the securities loaned. The value of the collateral is typically
greater than that of the market value of the securities loaned,
leaving the lender with a net amount payable to the defaulting
party. However, bankruptcy or insolvency laws of a particular
jurisdiction may impose restrictions on or prohibitions against
such a right of offset in the event of an SLA counterparty’s
bankruptcy or insolvency. Under the SLA, the Fund can reinvest
cash collateral, or, upon an event of default, resell or repledge
the collateral, and the borrower can resell or repledge the
loaned securities. The risks of securities lending also include the
risk that the borrower may not provide additional collateral when
required or may not return the securities when due. To mitigate
this risk, each Fund benefits from a borrower default indemnity
provided by BNY. BNY’s indemnity gen-

Highland Global Allocation Fund

erally provides for replacement of securities lent or the
approximate value thereof.

Note 5. U.S. Federal Income Tax Information

The character of income and gains to be distributed is determined
in accordance with income tax regulations which may differ from
GAAP. These differences include (but are not limited to)
investments organized as partnerships for tax purposes, foreign
taxes, investments in futures, losses deferred to off-setting
positions, tax treatment of organizational start-up costs, losses
deferred due to wash sale transactions, tax treatment of net
investment loss and distributions in excess of net investment
income, dividends deemed paid upon shareholder redemption of
Fund shares and tax attributes from Fund reorganizations.
Reclassifications are made to the Fund’s capital accounts to
reflect income and gains available for distribution (or available
capital loss carryovers) under income tax regulations. These
reclassifications have no impact on net investment income,
realized gains or losses, or NAV of the Fund. The calculation of
net investment income per share in the Financial Highlights table
excludes these adjustments.

As of September 30, 2023, the most recent tax year-end,
permanent differences chiefly resulting from non-deductible
expenses from partnerships and return of capital were identified
and reclassified among the components of the Fund’s net assets
as follows:

$671,177 $  (671,177)

At September 30, 2023, the most recent tax year-end, components of distributable earnings on a tax basis is as follows:

$— $ — $

(4) $(419,630,570)

$ (28,542,878)

As of September 30, 2023, the Fund has capital loss carryovers as indicated below. The capital loss carryovers are available to offset

future realized capital gains.

$124,381,884
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The tax character of distributions paid during the years ended September 30, 2023 and September 30, 2022 were as follows:

2023
2022

$10,001,548 $ —
7,285,771 —

$12,474,020
13,622,562

(1) For tax purposes, short-term capital gains distributions, if any, are considered ordinary income distributions.
() Additional Information will be distributed on Form 1099 at the end of the calendar year.

The Federal tax cost and gross unrealized appreciation and depreciation on investments (including foreign currency and derivatives, if
applicable) held by the Fund at September 30, 2023 were as follows:

$33,732,130 $(62,275,008)

For Federal income tax purposes, the cost of investments
owned at September 30, 2023 were different from amounts
reported for financial reporting purposes primarily due to
investments in partnerships, defaulted bonds, other securities
and deferred wash sale losses.

Note 6. Advisory, Administration, Service and
Distribution, Trustee, and Other Fees

Investment Advisory Fees and Administration
Fees

For its investment advisory services, the Fund pays the
Investment Adviser a monthly fee, computed and accrued daily,
based on an annual rate of the Fund’s Average Daily Managed
Assets. Average Daily Managed Assets of the Fund means the
average daily value of the total assets of the Fund less all
accrued liabilities of a Fund (other than the aggregate amount of
any outstanding borrowings constituting financial leverage). The
Fund'’s contractual advisory fee with NexPoint for the year
ended September 30, 2023 was 0.40%.

The Fund has entered into an administration agreement with
SEI Investments Global Funds Services (“SEI”), a wholly owned
subsidiary of SEI Investments Company, and pays SEI a fee for
administration services. The Investment Adviser generally
assists in all aspects of the Fund’s administration and
operations and furnishes offices, necessary facilities, equipment
and personnel.

Additionally, the Fund may invest in securities issued by other
investment companies, including investment companies that are
advised by the Investment Adviser or its affiliates, to the extent
permitted by applicable law and/or pursuant to exemptive relief
from the SEC, and exchange-traded funds (“ETFs”). Fees and
expenses of such

https://www.sec.gov/Archives/edgar/data/1622148/000119312523291374/d540929dncsr.htm

$ (28,542,878) $333,639,180

investments will be borne by shareholders of the investing Fund,
and the Investment Adviser voluntarily waives the higher of the
two fees for the portion of the Fund’s investment advisory fee
attributable to its investment in the affiliated investment company.
Voluntary amounts waived are reflected in the statement of
operations.

Fees Paid to Officers and Trustees

Each Trustee, who oversees all of the funds in the NexPoint Fund
Complex, receives an annual retainer of $150,000 payable in
quarterly installments and allocated among each portfolio in the
NexPoint Fund Complex based on relative net assets. The annual
retainer for a Trustee who does not oversee all of the funds in the
NexPoint Fund Complex is prorated based on the portion of the
$150,000 annual retainer allocable to the funds overseen by such
Trustee. The Chairman of the Audit Committee and the Chairman
of the Board each receive an additional annual payment of
$10,000 payable in quarterly installments and allocated among
each portfolio in the NexPoint Fund Complex based on relative
net assets. Trustees are reimbursed for actual out-of-pocket
expenses relating to attendance at meetings. The “NexPoint Fund
Complex” consists of all of the registered investment companies
advised by the Investment Adviser or its affiliated advisers as of
the date of this report and NexPoint Capital, Inc., a closed-end
management investment company that has elected to be treated
as a business development company under the 1940 Act.

The Fund pays no compensation to its officers.

The Trustees do not receive any separate compensation in
connection with service on Committees or for attending Board or
Committee Meetings. The Trustees do not have any pension or
retirement plan.
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NexPoint has entered into a Services Agreement (the “Services
Agreement”) with Skyview Group (“Skyview”), effective
February 25, 2021, pursuant to which NexPoint will receive
administrative and operational support services to enable it to
provide the required advisory services to the Fund. The
Investment Adviser, and not the Fund, will compensate all
Investment Adviser and Skyview personnel who provide
services to the Fund.

Effective July 12, 2022, certain Skyview personnel became
dual-employees of NexPoint Services, Inc., a wholly-owned
subsidiary of the Investment Adviser. The same services are
being performed by the dual-employees. The Investment
Adviser, and not the Fund, will compensate all Investment
Adviser, Skyview, and dual-employee personnel who provide
services to the Fund.

Note 7. Disclosure of Significant Risks and

Contingencies

The Fund’s risks include, but are not limited to, some or all of
the risks discussed below. For further information on the Fund’s
risks, please refer to the Fund’s Prospectus and Statement of
Additional Information.

Asset-Backed Securities Risk

The risk of investing in asset-backed securities, and includes
interest rate risk, prepayment risk and the risk that the Fund
could lose money if there are defaults on the loans underlying
these securities. Investments in asset-backed securities may
also be subject to valuation risk.

Credit Risk

The value of debt securities owned by the Fund may be affected
by the ability of issuers to make principal and interest payments
and by the issuer’s or counterparty’s credit quality. If an issuer
cannot meet its payment obligations or if its credit rating is
lowered, the value of its debt securities may decline. Lower
quality bonds are generally more sensitive to these changes
than higher quality bonds. Nonpayment would result in a
reduction of income to the Fund, a reduction in the value of the
obligation experiencing nonpayment and a potential decrease in
the Fund’s net asset value and the market price of the Fund’s
shares.

Derivatives Risk

Derivatives Risk is a combination of several risks, including the
risks that: (1) an investment in a derivative instrument may not
correlate well with the performance of the securities or asset
class to which the Fund seeks exposure, (2) derivative
contracts, including options, may expire worthless and the use
of derivatives may result in losses to the Fund, (3) a derivative
instrument entailing leverage may result in a loss greater than
the principal amount invested,

26 | Annual Report

https://www.sec.gov/Archives/edgar/data/1622148/000119312523291374/d540929dncsr.htm

Highland Global Allocation Fund

(4) derivatives not traded on an exchange may be subject to
credit risk, for example, if the counterparty does not meet its
obligations (see also “Counterparty Risk”), and (5) derivatives not
traded on an exchange may be subject to liquidity risk and the
related risk that the instrument is difficult or impossible to value
accurately.

Effective August 19, 2022 (the “Compliance Date”), Rule 18f-4
under the 1940 Act (the “Derivatives Rule”) replaced the asset
segregation regime of Investment Company Act Release

No. 10666 (Release 10666) with a new framework for the use of
derivatives by registered funds. As of the Compliance Date, the
SEC rescinded Release 10666 and withdrew no-action letters
and similar guidance addressing a fund’s use of derivatives and
began requiring funds to satisfy the requirements of the
Derivatives Rule. As a result, on or after the Compliance Date,
the Fund will no longer engage in “segregation” or “coverage”
techniques with respect to derivatives transactions and will
instead comply with the applicable requirements of the
Derivatives Rule.

The Derivatives Rule mandates that a fund adopt and/or
implement: (i) value-at-risk limitations (VaR); (ii) a written
derivatives risk management program; (iii) new Board oversight
responsibilities; and (iv) new reporting and recordkeeping
requirements. In the event that a fund’s derivative exposure is
10% or less of its net assets, excluding certain currency and
interest rate hedging transactions, it can elect to be classified as
a limited derivatives user (Limited Derivatives User) under the
Derivatives Rule, in which case the fund is not subject to the full
requirements of the Derivatives Rule. Limited Derivatives Users
are excepted from VaR testing, implementing a derivatives risk
management program, and certain Board oversight and reporting
requirements mandated by the Derivatives Rule. However, a
Limited Derivatives User is still required to implement written
compliance policies and procedures reasonably designed to
manage its derivatives risks.

Equity Securities Risk

The risk that stock prices will fall over short or long periods of
time. In addition, common stocks represent a share of ownership
in a company, and rank after bonds and preferred stock in their
claim on the company’s assets in the event of bankruptcy. In
addition to these risks, preferred stock and convertible securities
are also subject to the risk that issuers will not make payments on
securities held by the Fund, which could result in losses to the
Fund. The credit quality of preferred stock and convertible
securities held by the Fund may be lowered if an issuer’s financial
condition changes, leading to greater volatility in the price of the
security.
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High Yield Debt Securities Risk

The risk that below investment grade securities or unrated
securities of similar credit quality (commonly known as “high
yield securities” or “junk securities”) are more likely to default
than higher rated securities. The Fund'’s ability to invest in
high-yield debt securities generally subjects the Fund to greater
risk than securities with higher ratings. Such securities are
regarded by the rating organizations as predominantly
speculative with respect to capacity to pay interest and repay
principal in accordance with the terms of the obligation. The
market value of these securities is generally more sensitive to
corporate developments and economic conditions and can be
volatile. Market conditions can diminish liquidity and make
accurate valuations difficult to obtain.

llliquid and Restricted Securities Risk

The investments made by the Fund may be illiquid, and
consequently the Fund may not be able to sell such investments
at prices that reflect the Investment Adviser’s assessment of
their value or the amount originally paid for such investments by
the Fund. llliquidity may result from the absence of an
established market for the investments as well as legal,
contractual or other restrictions on their resale and other factors.
Furthermore, the nature of the Fund'’s investments, especially
those in financially distressed companies, may require a long
holding period prior to profitability. Restricted securities (i.e.,
securities acquired in private placement transactions) and
illiquid securities may offer higher yields than comparable
publicly traded securities. The Fund, however, may not be able
to sell these securities when the Investment Adviser considers it
desirable to do so or, to the extent they are sold privately, may
have to sell them at less than the price of otherwise comparable
securities. Restricted securities are subject to limitations on
resale which can have an adverse effect on the price obtainable
for such securities. Also, if in order to permit resale the
securities are registered under the Securities Act at the Fund’s
expense, the Fund’s expenses would be increased.

Industry Focus Risk

As the Fund may invest a significant portion of its assets in
particular sectors or industries, the performance of the Fund
may be closely tied to the performance of companies in a limited
number of sectors or industries. Currently, the Fund focuses its
investments in the energy, telecommunications and utilities
sectors and, in certain instances, in a limited number of issuers
within each of those sectors. Companies in a single sector often
share common characteristics, are faced with the same
obstacles, issues and regulatory burdens and their securities
may react similarly to adverse market conditions. To the extent a
Fund focuses its investments in particular issuers, countries,
geographic regions, industries
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or sectors, the Fund may be subject to greater risks of adverse
developments in such areas of focus than a fund that invests in a
wider variety of issuers, countries, geographic regions, industries,
sectors or investments. The price movements of investments in a
particular sector or industry may be more volatile than the price
movements of more broadly diversified investments.

Interest Rate Risk

The risk that fixed income securities will decline in value because
of changes in interest rates. When interest rates decline, the
value of fixed rate securities already held by the Fund can be
expected to rise. Conversely, when interest rates rise, the value
of existing fixed rate portfolio securities can be expected to
decline. A fund with a longer average portfolio duration will be
more sensitive to changes in interest rates than a fund with a
shorter average portfolio duration.

Leverage Risk

The Fund may use leverage in its investment program, including
the use of borrowed funds and investments in certain types of
options, such as puts, calls and warrants, which may be
purchased for a fraction of the price of the underlying securities.
While such strategies and techniques increase the opportunity to
achieve higher returns on the amounts invested, they also
increase the risk of loss. To the extent the Fund purchases
securities with borrowed funds, its net assets will tend to increase
or decrease at a greater rate than if borrowed funds are not used.
If the interest expense on borrowings were to exceed the net
return on the portfolio securities purchased with borrowed funds,
the Fund’s use of leverage would result in a lower rate of return
than if the Fund was not leveraged.

LIBOR Discontinuation Risk

Certain debt securities, derivatives and other financial
instruments have traditionally utilized LIBOR as the reference or
benchmark rate for interest rate calculations. However, following
allegations of manipulation and concerns regarding liquidity, in
July 2017 the U.K. Financial Conduct Authority, which regulates
LIBOR, announced that it would cease its active encouragement
of banks to provide the quotations needed to sustain LIBOR. The
ICE Benchmark Administration Limited, the administrator of
LIBOR, ceased publishing most liquid U.S. LIBOR maturities on
June 30, 2023. It is possible that a subset of U.S. dollar LIBOR
settings will continue to be published on a “synthetic” basis. It is
expected that market participants transitioned to the use of
alternative reference or benchmark rates prior to the applicable
LIBOR publication cessation date. Additionally, although
regulators have encouraged the development and adoption of
alternative rates such as the Secured Overnight Financing Rate
(“SOFR"),
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the future utilization of LIBOR or of any particular replacement
rate remains uncertain.

Although the transition process away from LIBOR became
increasingly well-defined in advance of the discontinuation
dates, the impact on certain debt securities, derivatives and
other financial instruments remains uncertain. Market
participants have adopted alternative rates such as SOFR or
otherwise amended financial instruments referencing LIBOR to
include fallback provisions and other measures that
contemplated the discontinuation of LIBOR or other similar
market disruption events, but neither the effect of the transition
process nor the viability of such measures is known. Further,
uncertainty and risk remain regarding the willingness and ability
of issuers and lenders to include alternative rates and revised
provisions in new and existing contracts or instruments. To
facilitate the transition of legacy derivatives contracts
referencing LIBOR, the International Swaps and Derivatives
Association, Inc. launched a protocol to incorporate fallback
provisions. However, there are obstacles to converting certain
longer term securities and transactions to a new benchmark or
benchmarks and the effectiveness of one alternative reference
rate versus multiple alternative reference rates in new or
existing financial instruments and products has not been
determined. Certain proposed replacement rates to LIBOR,
such as SOFR, which is a broad measure of secured overnight
U.S. Treasury repo rates, are materially different from LIBOR,
and changes in the applicable spread for financial instruments
transitioning away from LIBOR will need to be made to
accommodate the differences. Furthermore, the risks associated
with the expected discontinuation of LIBOR and transition to
replacement rates may be exacerbated if an orderly transition to
an alternative reference rate is not completed in a timely
manner.

The utilization of an alternative reference rate, or the transition
process to an alternative reference rate, may adversely affect
the Fund’s performance.

Alteration of the terms of a debt instrument or a modification of
the terms of other types of contracts to replace LIBOR or
another interbank offered rate (“IBOR”) with a new reference
rate could result in a taxable exchange and the realization of
income and gain/loss for U.S. federal income tax purposes. The
Internal Revenue Service (the “IRS”) has issued final regulations
regarding the tax consequences of the transition from IBOR to a
new reference rate in debt instruments and non-debt contracts.
Under the final regulations, alteration or modification of the
terms of a debt instrument to replace an operative rate that uses
a discontinued IBOR with a qualified rate (as defined in the final
regulations) including true up payments equalizing the fair
market value of contracts before and after such IBOR tran-

28 | Annual Report

https://www.sec.gov/Archives/edgar/data/1622148/000119312523291374/d540929dncsr.htm

Highland Global Allocation Fund

sition, to add a qualified rate as a fallback rate to a contract
whose operative rate uses a discontinued IBOR or to replace a
fallback rate that uses a discontinued IBOR with a qualified rate
would not be taxable.

The IRS may provide additional guidance, with potential
retroactive effect.

Management Risk

The risk associated with the fact that the Fund relies on the
Investment Adviser’s ability to achieve its investment objective.
The Investment Adviser may be incorrect in its assessment of the
intrinsic value of the companies whose securities the Fund holds,
which may result in a decline in the value of fund shares and
failure to achieve its investment objective.

Mid-Cap Company Risk

The risk that investing in securities of mid-cap companies may
entail greater risks than investments in larger, more established
companies. Mid-cap companies tend to have more narrow
product lines, more limited financial resources and a more limited
trading market for their stocks, as compared with larger
companies. As a result, their stock prices may decline
significantly as market conditions change.

MLP Risk

The risk that the MLPs in which the Fund invests will fail to be
treated as partnerships for U.S. federal income tax purposes. If
an MLP does not meet current legal requirements to maintain its
partnership status, or if it is unable to do so because of tax or
other law changes, it would be treated as a corporation for U.S.
federal income tax purposes. The classification of an MLP as a
corporation for U.S. federal income tax purposes could have the
effect of reducing the amount of cash available for distribution by
the MLP and the value of the Fund’s investment in any such MLP.
As a result, the value of the Fund’s shares and the cash available
for distribution to Fund shareholders could be materially reduced.

MLP Tax Risk

The risk that the MLPs in which the Fund invests will fail to be
treated as partnerships for U.S. federal income tax purposes. If
an MLP does not meet current legal requirements to maintain its
partnership status, or if it is unable to do so because of tax or
other law changes, it would be treated as a corporation for U.S.
federal income tax purposes. In that case, the MLP would be
obligated to pay U.S. federal income tax (as well as state and
local taxes) at the entity level on its taxable income and
distributions received by the Fund would be characterized as
dividend income to the extent of the MLP’s current and
accumulated earnings and profits for federal tax purposes. The
classification of an MLP as a corporation for U.S. federal income
tax purposes could have the
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effect of reducing the amount of cash available for distribution
by the MLP and the value of the Fund’s investment in any such
MLP. As a result, the value of the Fund’s shares and the cash
available for distribution to Fund shareholders could be reduced.

Non-U.S. Securities Risk

The risk associated with investing in non-U.S. issuers.
Investments in securities of non-U.S. issuers involve certain
risks not involved in domestic investments (for example,
fluctuations in foreign exchange rates (for non-U.S. securities
not denominated in U.S. dollars); future foreign economic,
financial, political and social developments; nationalization;
exploration or confiscatory taxation; smaller markets; different
trading and settlement practices; less governmental supervision;
and different accounting, auditing and financial recordkeeping
standards and requirements) that may result in the Fund
experiencing more rapid and extreme changes in value than a
fund that invests exclusively in securities of U.S. companies.
These risks are magnified for investments in issuers tied
economically to emerging markets, the economies of which tend
to be more volatile than the economies of developed markets. In
addition, certain investments in non-U.S. securities may be
subject to foreign withholding and other taxes on interest,
dividends, capital gains or other income or proceeds. Those
taxes will reduce the Fund’s yield on any such securities.

Non-Payment Risk

Debt instruments are subject to the risk of non-payment of
scheduled interest and/or principal. Non-payment would result in
a reduction of income to the Fund, a reduction in the value of
the security experiencing non-payment and a potential decrease
in the NAV of the Fund. There can be no assurance that the
liquidation of any collateral would satisfy the borrower’s
obligation in the event of non-payment of scheduled interest or
principal payments, or that such collateral could be readily
liquidated. Moreover, as a practical matter, most borrowers
cannot satisfy their debts by selling their assets. Borrowers pay
their debts from the cash flow they generate.

Pandemics and Associated Economic Disruption
An outbreak of respiratory disease caused by a novel
coronavirus (“COVID-19") was first detected in China in late
2019 and subsequently spread globally. This coronavirus has
resulted in, and may continue to result in, closed borders,
enhanced health screenings, disruptions to healthcare service
preparation and delivery, quarantines, cancellations, and
disruptions to supply chains, workflow operations and consumer
activity, as well as general concern and uncertainty. The impact
of this coronavirus has resulted in substantial economic
volatility. Health crises caused by outbreaks, such as the
coronavirus outbreak, may exacerbate other
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pre-existing political, social and economic risks. The impact of
this outbreak, and other epidemics and pandemics that may arise
in the future, could continue to negatively affect the worldwide
economy, as well as the economies of individual countries,
individual companies, including certain Fund service providers
and issuers of the Fund’s investments, and the markets in
general in significant and unforeseen ways. In addition,
governments, their regulatory agencies, or self-regulatory
organizations may take actions in response to the pandemic,
including significant fiscal and monetary policy changes, that may
affect the instruments in which the Fund invests or the issuers of
such instruments. Any such impact could adversely affect the
Fund’s performance.

Real Estate Securities Risk

The securities of issuers that own, construct, manage or sell
residential, commercial or industrial real estate are subject to
risks in addition to those of other issuers. Such risks include:
changes in real estate values and property taxes, overbuilding,
variations in rental income, interest rates and changes in tax and
regulatory requirements, such as those relating to the
environment. Performance of a particular real estate security
depends on the structure, cash flow and management skill of the
particular company.

Regulatory Risk

The risk that to the extent that legislation or state or federal
regulators impose additional requirements or restrictions with
respect to the ability of financial institutions to make loans in
connection with highly leveraged transactions, the availability of
loan interests for investment by the Fund may be adversely
affected.

REIT-Specific Risk

Equity REITs may be affected by changes in the value of the
underlying property owned by the trusts, while mortgage REITs
may be affected by the quality of any credit extended. Further,
equity and mortgage REITs are dependent upon management
skill and are not diversified. Such trusts are also subject to heavy
cash flow dependency, defaults by borrowers, self-liquidation, and
the possibility of failing to qualify for special tax treatment under
Subchapter M of the Code and to maintain an exemption under
the 1940 Act. Any rental income or income from the disposition of
such real estate could adversely affect its ability to retain its tax
status, which would have adverse tax consequences on its
shareholders. Finally, certain REITs may be self-liquidating at the
end of a specified term, and run the risk of liquidating at an
economically inopportune time.

REIT Tax Risk for REIT Subsidiaries

In addition to the REIT Subsidiary, the Fund may form one or
more subsidiaries that will elect to be taxed as REITs begin-
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ning with the first year in which they commence material
operations. In order for each subsidiary to qualify and maintain
its qualification as a REIT, it must satisfy certain requirements
set forth in the Code and Treasury Regulations that depend on
various factual matters and circumstances. The Fund and the
Investment Adviser intend to structure each REIT subsidiary and
its activities in a manner designed to satisfy all of these
requirements. However, the application of such requirements is
not entirely clear, and it is possible that the IRS may interpret or
apply those requirements in a manner that jeopardizes the
ability of such REIT subsidiary to satisfy all of the requirements
for qualification as a REIT.

Restrictions on Resale Risk

Senior Loans may not be readily marketable and may be subject
to restrictions on resale. Interests in Senior Loans generally are
not listed on any national securities exchange or automated
quotation system and no active market may exist for many of
the Senior Loans in which the Fund may invest. To the extent
that a secondary market may exist for certain of the Senior
Loans in which the Fund invests, such market may be subject to
irregular trading activity, wide bid/ask spreads and extended
trade settlement periods.

Securities Lending Risk

The Fund will continue to receive interest on any securities
loaned while simultaneously earning interest on the investment
of the cash collateral in short-term money market instruments.
However, the Fund will normally pay lending fees to
broker-dealers and related expenses from the interest earned
on such invested collateral. Any decline in the value of a
portfolio security that occurs while the security is out on loan is
borne by the Fund, and will adversely affect performance. There
may be risks of delay in receiving additional collateral or risks of
delay in recovery of the securities, loss of rights in the collateral
should the borrower of the securities fail financially and possible
investment losses in the investment of collateral. Any loan may
be terminated by either party upon reasonable notice to the
other party.

Senior Loans Risk

The risk that the issuer of a senior may fail to pay interest or
principal when due, and changes in market interest rates may
reduce the value of the senior loan or reduce the Fund’s returns.
The risks associated with senior loans are similar to the risks of
high yield debt securities. Senior loans and other debt securities
are also subject to the risk of price declines and to increases in
interest rates, particularly long-term rates. Senior loans are also
subject to the risk that, as interest rates rise, the cost of
borrowing increases, which may increase the risk of default. In
addition, the interest rates of floating rate loans typically only
adjust to changes in short-term interest rates; long- term interest
rates can vary
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dramatically from short-term interest rates. Therefore, senior
loans may not mitigate price declines in a long-term interest rate
environment. The Fund’s investments in senior loans are typically
below investment grade and are considered speculative because
of the credit risk of their issuers.

Short Sales Risk

The risk of loss associated with any appreciation on the price of a
security borrowed in connection with a short sale. The Fund may
engage in short sales that are not made “against-the-box,” which
means that the Fund may sell short securities even when they
are not actually owned or otherwise covered at all times during
the period the short position is open. Short sales that are not
made “against-the-box” involve unlimited loss potential since the
market price of securities sold short may continuously increase.

Small-Cap Company Risk

The risk that investing in the securities of small-cap companies
either directly or indirectly through investments in ETFs,
closed-end funds or mutual funds (“Underlying Funds”) may pose
greater market and liquidity risks than larger, more established
companies, because of limited product lines and/or operating
history, limited financial resources, limited trading markets, and
the potential lack of management depth. In addition, the
securities of such companies are typically more volatile than
securities of larger capitalization companies.

Underlying Funds Risk

The risk associated with investing in Underlying Funds. The Fund
may invest in Underlying Funds subject to the limitations set forth
in the 1940 Act. Underlying Funds typically incur fees that are
separate from those fees incurred directly by the Fund; therefore,
the Fund’s purchase of Underlying Funds’ securities results in the
layering of expenses. The Fund’s shareholders indirectly bear a
proportionate share of the operating expenses of Underlying
Funds (including advisory fees) in addition to bearing the Fund’s
expenses.

Value Investing Risk

The risk of investing in undervalued stocks that may not realize
their perceived value for extended periods of time or may never
realize their perceived value. Value stocks may respond
differently to market and other developments than other types of
stocks. Value-oriented funds will typically underperform when
growth investing is in favor.
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Note 8. Investment Transactions

Purchases & Sales of Securities

The cost of purchases and the proceeds from sales of
investments, other than short-term securities and short-term
options, for the year ended September 30, 2023, were as
follows:

$— $— $ 32,153,226 $47,090,657

(1) The Fund did not have any purchases or sales of U.S. Government
Securities for the year ended September 30, 2023.
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Note 9. Affiliated Issuers

Under Section 2 (a)(3) of the 1940 Act, as amended, a portfolio company is defined as “affiliated” if a fund owns five percent or more
of its outstanding voting securities or if the portfolio company is under common control. The table below shows affiliated issuers of the
Fund as of September 30, 2023:

Majority Owned.

Not

Consolidated
None
Other Affiliates
MidWave

Wireless, Inc.

(fka Terrestar

Corp.) (U.S.

Equity) 169,531 61,209,167 — — — — —  (1,481,700) 59,727,467 169,531 —
GAF REIT (U.S.

Equity) 1,146,313 16,028,896 10,000 — — — —  (3,252,196) 12,786,700 1,147,062 —
NexPoint

Diversified Real

Estate Trust

(U.S. Equity) 549,863 6,900,781 57,103 —  (329,918) — —  (1,783,307) 4,844,659 556,218 —
NexPoint Real

Estate Finance

(U.S. Equity) 1,322,385 19,809,333 — (9,086,111) — 898,585 3,124,857 14,746,664 901,385 1,614,955
NexPoint

Residential

Trust, Inc. (U.S.

Equity) 168,760 7,798,400 288,891 (86,576) (197,724) — 86,576 (2,229,588) 5,659,979 175,885 (12,187) t
MidWave

Wireless, Inc.

(fka Terrestar

Corp.) (U.S.

Senior Loan) 19,996,652 19,854,675 2,386,515 — — 1,457 — 46,511 22,289,158 22,383,167 2,426,568
NexPoint SFR

Operating

Partnership, LP

(U.S. Senior

Loan) 5,000,000 5,000,000 — — — — — (42,500) 4,957,500 5,000,000 375,000
NHT Operating

Partnership LLC

Secured

Promissory

Note (U.S.

Senior Loan) 8,500,000 7,871,000 — — — — — 297,500 8,168,500 8,500,000 467,500
GAF REIT Sub II,

LLC (U.S. LLC

Interest) 349 9,715,224 — — — — —  (1,153,620) 8,561,604 349 —
GAF REIT Sub Il

LLC (U.S.LLC

Interest) — — 11,587,526 — — — — (540,462) 11,047,064 156,528 —
SFR WLIF 1lI, LLC

(U.S.LLC

Interest) 3,789,008 3,565,226 — — — — — (47,791) 3,517,435 3,789,008 416,285
NexPoint

Diversified Real

Estate Trust

(U.S. Preferred

Stock) — — 220,395 — — — — (21,782) 198,613 13,831 14,263
BB Votorantim

Highland

Infrastructure

LLC (Non-U.S.

Registered

Investment

Company) 10,000 3,395,347 — — — — — 211,842 3,607,189 10,000 —
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Opportunities
and Income
Fund (U.S.
Registered
Investment
Company)
NexPoint Event
Driven Fund
(U.S.
Registered
Investment
Company)
NexPoint Merger
Arbitrage Fund
(U.S.
Registered
Investment
Company)
Other Controlled
None

334,005 3,246,529

706,236

10,445,237

54,992 1,080,585

HIGHLAND GLOBAL ALLOCATION FUND
Document 190-4 Filed 02/09/24 Page 39 of 70 PagelD 68154

(133,068) — —  (428,061) 2,685,400 334,005 175,553

685,060 11,130,287 706,236 —

55,775 — — — — (2,966) 1,133,394 57,856 55,774

Total

41,748,094 175,920,400 14,606,205 (9,172,687) (660,710)

1,457 985,161 _(6,618,213) 175,061,613 43,901,061 5,533,711

t  The Fund’s reported affiliated income from NexPoint Residential Trust, Inc. includes a REIT adjustment of $(16,840), resulting in the Fund reporting a negative
value for income received from NexPoint Residential Trust, Inc.. Excluding the REIT adjustment, the Fund received $4,653 in dividend income from NexPoint

Residential Trust, Inc..
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Note 10. Legal Matters

The Fund received a shareholder demand letter dated March 1,
2018, from an individual purporting to be a shareholder of the
Fund (the “Demand Letter”). The Demand Letter alleged that the
current and former Board breached their fiduciary duties, and
the Investment Adviser breached its advisory agreement, in
relation to the Fund’s investment in shares of an affiliated
mutual fund, the Highland Energy MLP Fund (previously a
series of the Trust). The Fund held $15.5 million (or 61.5%) of
the Highland Energy MLP Fund, which has now been liquidated.
Upon receipt of the Demand Letter, the Board formed a Demand
Review Committee (“DRC”) comprised entirely of independent
trustees to investigate these claims and to make a
recommendation to the Board regarding whether pursuit of
these claims is in the best interests of the Fund. Aided by
independent counsel to the committee, the DRC engaged in a
thorough and detailed review of the allegations contained in the
Demand Letter. Upon completion of its evaluation, the DRC
recommended that the Fund’s independent trustees, who
represent a majority of the Board, reject the demand specified in
the shareholder Demand Letter.

After considering the report of the DRC, the independent
trustees unanimously agreed and rejected the demand, noting
that the Demand Letter contained material factual errors and
incorrect assumptions, and the proposed suit was meritless and
should not be pursued. A copy of the report was provided to the
purported shareholder and her counsel.

Notwithstanding the foregoing, the purported shareholder (the
“Plaintiff”) filed a shareholder derivative and class action lawsuit
against certain members of the Board and the Investment
Adviser on September 5, 2018 (the “Shareholder Litigation”).
The Fund is a nominal defendant in the litigation, which is
brought on behalf of the Fund. On May 26, 2020, the Court
granted a motion to dismiss for all defendants on all claims. The
Court concluded that the contract and fiduciary duty claims are
barred by the Board’s independent and good-faith investigation
of those claims, and that the purported class action claims can
only be filed derivatively. The case is Lanotte v. Highland Global
Allocation Fund et al, 3:18-cv-02360 (N.D. Tex.). The
shareholder appealed the dismissal to the United States Court
of Appeals for the Fifth Circuit. Oral argument was heard on
March 2, 2021. On March 28, 2023, the United States Court of
Appeals for the Fifth Circuit affirmed the decision to dismiss the
Plaintiff’'s case. The case has gone final and been
administratively closed for all purposes.
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Note 11. Asset Coverage

The Fund is required to maintain 300% asset coverage with
respect to amounts outstanding (excluding short-term
borrowings). Asset coverage is calculated by subtracting the
Fund’s total liabilities, not including any amount representing
bank loans and senior securities, from the Fund’s total assets and
dividing the result by the principal amount of the borrowings
outstanding. As of the dates indicated below, the Fund’s debt
outstanding and asset coverage was as follows:

9/30/2023 3,581,000 7,286.6
9/30/2022 — —
9/30/2021 — —
9/30/2020
9/30/2019
9/30/2018
9/30/2017 — —
9/30/2016 40,000,000 2,414.9
9/30/2015 — —
9/30/2014 — —

346.2
395.2

120,295,348
138,725,439

Note 12. Indemnification

Under the Fund'’s organizational documents, the officers and
Trustees have been granted certain indemnification rights against
certain liabilities that may arise out of performance of their duties
to the Fund. Additionally, in the normal course of business, the
Fund may enter into contracts with service providers that contain
a variety of indemnification clauses. The Fund’s maximum
exposure under these arrangements is dependent on future
claims that may be made against the Fund and, therefore, cannot
be estimated.

Note 13. Subsequent Events

Management has evaluated the impact of all subsequent events
on the Fund through the date the financial statements were
issued, and has determined that there were no subsequent
events to report which have not already been recorded or
disclosed in these financial statements and accompanying notes.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Board of Trustees of
Highland Global Allocation Fund

Opinion on the Financial Statements

We have audited the accompanying statement of assets and liabilities, including the investment portfolio, of Highland Global Allocation
Fund (the “Fund”) as of September 30, 2023, the related statements of operations and cash flows for the year then ended, the
statements of changes in net assets for each of the two years in the period then ended, the related notes, and the financial highlights
for each of the four years in the period then ended (collectively referred to as the “financial statements”). In our opinion, the financial
statements present fairly, in all material respects, the financial position of the Fund as of September 30, 2023, the results of its
operations and its cash flows for the year then ended, the changes in net assets for each of the two years in the period then ended,
and the financial highlights for each of the four years in the period then ended, in conformity with accounting principles generally
accepted in the United States of America.

The Fund’s financial highlights for the year ended September 30, 2019 were audited by other auditors whose report dated
November 27, 2019, expressed an unqualified opinion on those financial highlights.

Basis for Opinion

These financial statements are the responsibility of the Fund’'s management. Our responsibility is to express an opinion on the Fund'’s
financial statements based on our audits. We are a public accounting firm registered with the Public Company Accounting Oversight
Board (United States) (“PCAOB”) and are required to be independent with respect to the Fund in accordance with the U.S. federal
securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement whether due to error or
fraud.

Our audits included performing procedures to assess the risks of material misstatement of the financial statements, whether due to
error or fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence
regarding the amounts and disclosures in the financial statements. Our procedures included confirmation of securities owned as of
September 30, 2023, by correspondence with the custodian, transfer agent, issuers, agent banks, and brokers; when replies were not
received, we performed other auditing procedures. Our audits also included evaluating the accounting principles used and significant
estimates made by management, as well as evaluating the overall presentation of the financial statements. We believe that our audits
provide a reasonable basis for our opinion.

We have served as the Fund’s auditor since 2020.

il - lompany, K.

COHEN & COMPANY, LTD.
Cleveland, Ohio
November 29, 2023
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Investment Objective and Strategy Overview

The Fund’s investment objective is to seek long-term growth of
capital and future income (future income means the ability to
pay dividends in the future). Please refer to Note 7 for a
discussion of the Fund’s current investment risks.

The Fund seeks to achieve its investment objectives by
investing in a portfolio of U.S. and foreign equity, debt and
money market securities. Under normal market conditions, the
Fund intends to invest at least 50% of its net assets in equity
securities and at least 40% (plus any borrowings for investment
purposes) of its net assets in securities of non-U.S. issuers. The
Fund intends to invest approximately 40% or more of its net
assets in securities of non-U.S. issuers at all times, however, in
the event of unfavorable market conditions the Fund may invest
less than 40% (but not less than 30%) of its assets in securities
of non-U.S. issuers. For purposes of determining whether
securities held by the Fund are securities of a non-U.S. issuer, a
company is considered to be a non-U.S. issuer if the company’s
securities principally trade on a market outside of the United
States, the company derives a majority of its revenues or profits
outside of the United States, the company is not organized in
the United States, or the company is significantly exposed to the
economic fortunes and risks of regions outside the United
States.

Equity securities in which the Fund may invest include common
stock, preferred stock, securities convertible into common stock,
rights and warrants or securities or other instruments whose
price is linked to the value of common stock. The equity
securities in which the Fund invests may be of any
capitalization, may be denominated in any currency and may be
located in emerging markets.

The Fund may also invest in debt securities of any kind,
including debt securities of varying maturities, debt securities
paying a fixed or fluctuating rate of interest, inflation-indexed
bonds, structured notes, loan assignments, loan participations,
asset-backed securities, debt securities convertible into equity
securities, and securities issued or guaranteed by the U.S.
Government or its agencies or instrumentalities, by foreign
governments or international agencies or supranational entities
or by domestic or foreign private issuers. The Fund may invest
in debt securities of any credit quality, including below
investment grade securities (also known as “high yield
securities” or “junk securities”). Such securities are rated below
investment grade by a nationally recognized statistical rating
organization (“NRSRQ”) or are unrated but deemed by the
Investment Adviser to be of comparable quality. The Fund may
invest without limitation in below investment grade or unrated
securities, including in insolvent borrowers or borrowers in
default.

The Fund may also invest in senior loans to domestic or foreign
corporations, partnerships and other entities that oper-

https://www.sec.gov/Archives/edgar/data/1622148/000119312523291374/d540929dncsr.htm

Highland Global Allocation Fund

ate in a variety of industries and geographic regions (“Borrowers”)
(“Senior Loans”). Senior Loans are business loans that have a
right to payment senior to most other debts of the Borrower.

The Fund invests primarily in companies that the portfolio
manager believes have solid growth prospectus and/or attractive
valuations. The portfolio manager’s value management style
employs a relative approach to identify companies across all
economic sectors and geographic regions that are undervalued
relative to the market, their peers, their historical valuation or their
growth rate. In addition, the Fund’s portfolio manager may employ
event-driven investment strategies that analyze transactions in
order to predict a likely outcome and invest the Fund'’s assets in a
way that seeks to benefit from that outcome.

When choosing investment markets, Fund management
considers various factors, including economic and political
conditions, potential for economic growth and possible changes
in currency exchange rates. In addition to investing in securities
of non-U.S. issuers, the Fund actively manages its exposure to
foreign currencies through the use of forward currency contracts
and other currency derivatives. The Fund may own foreign cash
equivalents or foreign bank deposits as part of the Fund’s
investment strategy. The Fund may also invest in non-U.S.
currencies for hedging and speculative purposes.

The Fund’s portfolio may include pooled investment vehicles,
including exchange-traded funds (“ETFs”), that provide exposure
to foreign equity securities and that invest in both developed and
emerging markets, including ETFs that seek to track the
performance of securities of a single country. The Fund may
invest up to 5% of its net assets in warrants and may also use
derivatives, primarily swaps (including equity, variance and
volatility swaps), options and futures contracts on securities,
interest rates, commodities and/or currencies, as substitutes for
direct investments the Fund can make and, to the extent
permitted by the 1940 Act, to hedge various investments for risk
management and speculative purposes.

The Fund will limit its investments in pooled investment vehicles
that are excluded from the definition of “investment company”
under the 1940 Act by Section 3(c)(1) or Section 3(c)(7) of the
1940 Act, such as private equity funds and hedge funds, to no
more than 15% of its net assets. This limitation does not apply to
any collateralized loan obligations, collateralized debt obligations
and/or collateralized mortgage obligations, certain of which may
rely on Section 3(c)(1) or 3(c)(7) of the 1940 Act.

The Fund seeks to provide exposure to the investment returns of
real assets that trade in the commodity markets, including
through investment in certain commodity-linked
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instruments and pooled investment vehicles, such as master
limited partnership (“MLP”) investments that are principally
engaged in one or more aspects of the exploration, production,
processing, transmission, marketing, storage or delivery of
energy-related commodities, such as natural gas, natural gas
liquids, coal, crude oil or refined petroleum products, in addition
to exchange-traded notes and ETFs that generate returns tied to
a particular commodity or commodity market index.

Except as otherwise expressly noted in the Statement of
Additional Information (“SAI”), all percentage limitations and
ratings criteria apply at the time of purchase of securities, except
that the limit on borrowing described herein is applied on a
continual basis.

The Fund may borrow an amount up to 33 1/3% of its total
assets (including the amount borrowed). The Fund may borrow
for investment purposes and for temporary, extraordinary or
emergency purposes. To the extent the Fund borrows more
money than it has cash or short-term cash equivalents and
invests the proceeds, the Fund will create financial leverage.
The use of borrowing for investment purposes increases both
investment opportunity and investment risk.

The Fund’s portfolio manager may sell a security for a variety of
reasons, such as to invest in a company offering or superior
investment opportunities.

The portfolio manager may sell short securities of a company
that it believes: (i) is overvalued relative to normalized business
and industry fundamentals or to the expected growth that the
portfolio manager believes the company will achieve; (ii) has a
weak competitive position relative to peers; (iii) engages in
questionable accounting practices;

(iv) shows declining cash flow and/or liquidity; (v) has
distribution estimates that the portfolio manager believes are too
high; (vi) has weak competitive barriers to entry; (vii) suffers
from deteriorating industry and/or business fundamentals;

(viii) has a weak management team; (ix) will see multiple
contraction; (x) is not adapting to changes in technological,
regulatory or competitive environments; or (xi) provides a hedge
against the Fund’s long exposure, such as a broad based
market ETF. Technical analysis may be used to help in the
decision making process. The Fund may engage in short sales
that are not made “against-the-box,” which means that the Fund
may sell short securities even when they are not actually owned
or offset at all times during the period the short position is open
and could result in unlimited loss.

Tax Information

For shareholders that do not have a September 30, 2023 tax
year end, this notice is for informational purposes only. For
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shareholders with a September 30, 2023 tax year end, please
consult your tax adviser as to the pertinence of this notice. For
the fiscal year ended September 30, 2023, the Fund is
designating the following items with regard to earnings for the
year.

55.50% 0.00% 44.50% 100.00%

32.54% 32.52% 22.38% 0.00% 18.68%

(1) Qualifying dividends represent dividends which qualify for the corporate
dividends received deduction and is reflected as a percentage of ordinary
income distributions (the total of short-term capital gain and net investment
income distributions).

(2) The percentage in this column represents the amount of “Qualifying Dividend
Income” as created by the Jobs and Growth Tax Relief Reconciliation Act of
2003 and is reflected as a percentage of ordinary income distributions (the
total of short-term capital gain and net investment income distributions). It is
the intention of the Fund to designate the maximum amount permitted by law.

(3) The percentage in this column represents the amount of “Interest Related
Dividends” as created by the American Jobs Creation Act of 2004 and is
reflected as a percentage of net investment distributions that is exempt from
U.S. withholding tax when paid to foreign investors.

(4) The percentage in this column represents the amount of “Short-Term Capital
Gain Dividend” as created by the American Jobs Creation Act of 2004 and is
reflected as a percentage of short-term capital gain distributions that is exempt
from U.S. withholding tax when paid to foreign investors.

(5) The percentage of this column represents that amount of ordinary dividend
income that qualified for 20% Business Income Deduction.

Additional Portfolio Information

The Investment Adviser and its affiliates manage other accounts,
including registered and private funds and individual accounts.
Although investment decisions for the Fund are made
independently from those of such other accounts, the Investment
Adviser may, consistent with applicable law, make investment
recommendations to other clients or accounts that may be the
same or different from those made to the Fund, including
investments in different levels of the capital structure of a
company, such as equity versus senior loans, or that involve
taking contradictory positions in multiple levels of the capital
structure. The Investment Adviser has adopted policies and
procedures that address the allocation of investment
opportunities, execution of portfolio transactions, personal trading
by employees and other potential conflicts of interest that are
designed to ensure that all client accounts are treated equitably
over time. Nevertheless, this may create situations where a client
could be disadvantaged because of the investment activities
conducted by the Investment Adviser for other client accounts.
When the Fund and one or more of such other accounts is
prepared to invest in, or desire to dispose of, the same security,
available investments or
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opportunities for each will be allocated in a manner believed by
the Investment Adviser to be equitable to the Fund and such
other accounts. The Investment Adviser also may aggregate
orders to purchase and sell securities for the Fund and such
other accounts. Although the Investment Adviser believes that,
over time, the potential benefits of participating in volume
transactions and negotiating lower transaction costs should
benefit all accounts including the Fund, in some cases these
activities may adversely affect the price paid or received by the
Fund or the size of the position obtained or disposed of by the
Fund.

Disclosure of Fund Expenses

As a shareholder of a Fund, you incur two types of costs:

(1) transaction costs, including sales charges (loads) on
purchases and redemption fees; and (2) ongoing costs,
including management fees; distribution (12b-1) and service
fees; and other Fund expenses. This example is intended to
help you understand the ongoing costs (in dollars) of investing in
your Fund and to compare these costs with the ongoing costs of
investing in other mutual funds. The example is based on an
investment of $1,000 invested at the beginning of the period and
held for the six-month period October 1, 2022 through March 31,
2023, unless otherwise indicated. This table illustrates your
Fund’s costs in two ways:

Actual Expenses: The first part of the table provides
information about actual account values and actual expenses.
You may use the information in this line, together with the
amount you invested, to estimate the expenses that you paid
over the period. Simply divide your account value by $1,000 (for
example, an $8,600 account value divided by $1,000 = 8.6),
then multiply the result by the number in the first line under the
heading entitled “Expenses Paid During Period” to estimate the
expenses you paid on your account during this period.

Hypothetical Example for Comparison Purposes: The
second part of the table provides information about hypothetical
account values and hypothetical expenses based on your
Fund’s actual expense ratio and an assumed rate of return of
5% per year before expenses, which is not your Fund’s actual
return. The actual expense ratio includes voluntary fee waivers
or expense reimbursements by the Fund’s investment adviser.
The expense ratio would be higher had the fee waivers or
expense reimbursements not been in effect. The hypothetical
account values and expenses may not be used to estimate the
actual ending account balance or expenses you paid for the
period. You may use this information to compare the ongoing
costs of investing in your Fund and other funds. To do so,
compare this 5% hypothetical example with the 5% hypothetical
examples that appear in the shareholder reports of the other
funds. Please note that the expenses shown in the table are
meant to highlight your ongoing costs only and do not reflect
any transactional costs,
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such as sales charges (loads) or redemption fees. Therefore, the
second part of the table is useful in comparing ongoing costs
only, and will not help you determine the relative total costs of
owning different funds. In addition, if these transactional costs
were included, your costs would have been higher.

Actual Fund Return

1,000.00 1,004.90 2.05% 10.30
Hypothetical 5% Return (before expenses)
1,000.00 1,014.79 2.05% 10.35

(1) Expenses are equal to the Fund’s annualized expense ratio multiplied by the
average account value over the period, multiplied by the number of days in the
most recent fiscal half-year, divided by the number of days in the full fiscal year
(183/365).

Approval of Investment Advisory Agreement

The Fund has retained NexPoint Asset Management, L.P. (the
“Investment Adviser”) to manage the assets of the Fund pursuant
to an investment advisory agreement between the Investment
Adviser and the Fund (the “Agreement”). The Agreement has
been approved by the Fund’'s Board of Trustees, including a
majority of the Independent Trustees. The Agreement continues
in effect from year- to-year, provided that such continuance is
specifically approved at least annually by the vote of holders of at
least a majority of the outstanding shares of the Fund or by the
Board of Trustees and, in either event, by a majority of the
Independent Trustees of the Fund casting votes at a meeting
called for such purpose.

During a meeting with the Investment Adviser held on August 10,
2023, and separately with independent trustee counsel on
August 18, 2023, the Board of Trustees considered information
bearing on the continuation of the Agreement for an additional
one-year period. The Board of Trustees further discussed and
considered information with respect to the continuation of the
Agreement at a Board meeting held on September 14-15, 2023.

Following review and discussion of the Agreement and
information provided by the Investment Adviser discussed below,
at the meeting held on September 14-15, 2023, the Board of
Trustees, including the Independent Trustees, approved the
continuance of the Agreement for a one-year period commencing
on November 1, 2023. As part of its review process, the Board of
Trustees requested, through Fund counsel and independent legal
counsel, and received from the Investment Adviser, various
information and written materials, including: (1) information
regarding the financial soundness of the Investment Adviser and
the profitability of the Agreement to the Investment Adviser;

(2) information on
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the advisory, legal and compliance personnel of the Investment
Adviser, including ongoing updates regarding the Highland
Capital Management L.P. (“‘HCMLP”) bankruptcy; (3) information
regarding the role of Skyview Group (“Skyview”) as a service
provider to the Investment Adviser pursuant to the services
agreement between Skyview and the Investment Adviser (the
“Skyview Services Agreement”) to assist the Investment Adviser
in providing certain services to the Fund pursuant to the
Agreement, as well as information regarding the Investment
Adviser’s oversight role over Skyview; (4) information on the
internal compliance procedures of the Investment Adviser,
including policies and procedures for personal securities
transactions, conflicts of interest and with respect to
cybersecurity, business continuity and disaster recovery;

(5) comparative information showing how the Fund’s fees and
operating expenses compare to those of other accounts of the
Investment Adviser, if any, with investment strategies similar to
those of the Fund; (6) information on the investment
performance of the Fund, including comparisons of the Fund’s
performance against that of other registered investment
companies and comparable funds managed by the Investment
Adviser that follow investment strategies similar to those of the
Fund; (7) information regarding brokerage and portfolio
transactions; and (8) information on any legal proceedings or
regulatory audits or investigations affecting the Investment
Adviser, including potential claims in the HCMLP bankruptcy.
Throughout the annual contract renewal process, the Board of
Trustees requested that the Investment Adviser provide
additional information and responses regarding various matters
in connection with the Board of Trustee’s review and
consideration of the Agreement. It was further noted that
throughout the process, the Board of Trustees, including
separately the Independent Trustees, had also met in executive
sessions to further discuss the materials and information
provided.

In addition, the Board of Trustees received an independent
report from FUSE Research Network (“FUSE”), an independent
third-party provider of investment company data, relating to the
Fund’s performance and expenses compared to the
performance and expenses of a group of funds deemed by
FUSE to be comparable to the Fund (the “peer group”), and to a
larger group of comparable funds (the “peer universe”). The
Board of Trustees also received data relating to the Fund'’s
leverage and distribution rates as compared to its peer group.

The Board of Trustees discussed the materials and information
provided by the Investment Adviser in detail over the course of
multiple meetings, including the Investment Adviser’s responses
to the Board of Trustees’ specific written questions, comparative
fee and performance
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information and information concerning the Investment Adviser’s
business and financial condition. The factors considered and the
determinations made by the Board of Trustees in connection with
the approval of the renewal of the Agreement with the Investment
Adviser are set forth below but are not exhaustive of all matters
that were discussed by the Board of Trustees.

The Board of Trustees’ evaluation process with respect to the
Investment Adviser is an ongoing one. In this regard, the Board of
Trustees also took into account discussions with management
and information provided to the Board of Trustees at meetings of
the Board of Trustees over the course of the year and in past
years with respect to the services provided by the Investment
Adviser to the Fund, including quarterly performance reports
prepared by management containing reviews of investment
results and prior presentations from the Investment Adviser with
respect to the Fund. The information received and considered by
the Board of Trustees in connection with the Board’s
determination to approve the continuance of the Agreement was
both written and oral.

The Board of Trustees reviewed various factors that were
discussed in a legal memorandum provided by independent
counsel regarding trustee responsibilities in considering the
Agreement, the detailed information provided by the Investment
Adviser and other relevant information. The Board of Trustees
also considered other factors (including conditions and trends
prevailing generally in the economy, the securities markets, and
the effect of the COVID-19 pandemic on the Fund and the
industry). Some of the factors that figured particularly in the
Board of Trustees’ deliberations are described below, although
individual Trustees may have evaluated the information
presented differently from one another, giving different weights to
various factors. In addition, the Board of Trustees’ conclusions
may be based in part on its consideration of the advisory
arrangements in prior years and on the Board of Trustees’
ongoing regular review of fund performance and operations
throughout the year. The Board of Trustees’ conclusions as to the
approval of the Agreement were based on a comprehensive
consideration of all information provided to the Board of Trustees
without any single factor being dispositive in and of itself.

Throughout the process, the Board of Trustees had the
opportunity to ask questions of and request additional information
from the Investment Adviser. The Board of Trustees was assisted
by legal counsel for the Trust and the Independent Trustees were
also separately assisted by independent legal counsel throughout
the process. The Board of Trustees also met separately without
representatives of the Investment Adviser present. The
Independent Trustees were advised by and met in executive
sessions with
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their independent legal counsel at which no representatives of
management were present to discuss the proposed continuation
of the Agreement.

The nature, extent, and quality of the services to
be provided by the Investment Adviser.

The Board of Trustees considered the Investment Adviser’s
services as investment manager to the Fund.

The Board of Trustees considered the portfolio management
services to be provided by the Investment Adviser under the
Agreement and the activities related to portfolio management,
including use of technology, research capabilities and
investment management staff. The Board of Trustees also
considered the relevant experience and qualifications of the
personnel providing advisory services, including the background
and experience of the members of the Fund'’s portfolio
management team. The Board of Trustees reviewed the
management structure, assets under management and
investment philosophies and processes of the Investment
Adviser. The Board of Trustees also reviewed and discussed
information regarding the Investment Adviser’s compliance
policies, procedures and personnel, including compensation
arrangements, and with respect to valuation, cybersecurity,
business continuity and disaster recovery. The Board of
Trustees also considered the Investment Adviser’s risk
management and monitoring processes. The Board of Trustees
took into account the terms of the Agreement and considered
that, the Investment Adviser, subject to the direction of the
Board of Trustees, is responsible for providing advice and
guidance with respect to the Fund and for managing the
investment of the assets of the Fund. The Board of Trustees
also took into account that the scope of services provided to the
Fund and the undertakings required of the Investment Adviser in
connection with those services, including with respect to its own
and the Fund’s compliance programs, had expanded over time
as a result of regulatory, market and other developments. The
Board of Trustees also considered any operational, staffing and
organizational changes with respect to the Investment Adviser
over the prior year, and the fact that there were no material
operational or compliance issues with respect to the Fund or
decrease in the level and quality of services provided to the
Fund as a result. The Board of Trustees also considered the
Investment Adviser’s legal and regulatory history. The Board of
Trustees also considered the Investment Adviser’s current
litigation matters related to the HCMLP bankruptcy and took into
account the Investment Adviser’s representation that such
matters have not impacted the quality and level of services the
Investment Adviser provides to the Fund under the Agreement.
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The Investment Adviser’s services in coordinating and overseeing
the activities of the Fund’s other service providers, as well of the
services provided by Skyview to the Investment Adviser under the
Skyview Services Agreement, were also considered. The Board
of Trustees also evaluated the expertise and performance of the
personnel of the Investment Adviser who performed services for
the Fund throughout the year. They also considered the quality of
the Investment Adviser’s compliance oversight program with
respect to the Fund’s service providers. The Board of Trustees
also considered both the investment advisory services and the
nature, quality and extent of any administrative and other
non-advisory services, including shareholder servicing and
distribution support services, that are provided to the Fund and its
shareholders by the Investment Adviser and its affiliates, as well
as considered the services provided by Skyview to the
Investment Adviser under the Skyview Services Agreement. The
Board of Trustees noted that the level and quality of services to
the Fund by the Investment Adviser and its affiliates had not been
materially impacted by the HCMLP bankruptcy and took into
account the Investment Adviser’s representations that the level
and quality of the services provided by the Investment Adviser
and their affiliates, as well as of those services provided by
Skyview to the Investment Adviser under the Skyview Services
Agreement, would continue to be provided to the Fund at the
same or higher level and quality.

The Board of Trustees also considered the significant risks
assumed by the Investment Adviser in connection with the
services provided to the Fund, including entrepreneurial risk and
ongoing risks including investment, operational, enterprise,
litigation, regulatory and compliance risks with respect to the
Fund. The Board of Trustees also noted various cost savings
initiatives that had been implemented by the Investment Adviser
with respect to the Fund and the other funds in the Highland
complex over the years. The Board of Trustees considered the
Investment Adviser’s financial condition and financial
wherewithal. The Board of Trustees also considered the financial
condition and operations of the Investment Adviser during the
COVID-19 pandemic and noted that there had been no material
disruption of the Investment Adviser’s services to the Fund and
that the Investment Adviser had continued to provide the same
level, quality and extent of services to the Fund.

The Board of Trustees also noted that on a regular basis it
receives and reviews information from the Fund’s Chief
Compliance Officer (CCO) regarding the Fund’s compliance
policies and procedures established pursuant to Rule 38a-1
under the 1940 Act. The Board of Trustees also took into account
the Investment Adviser’s risk assessment processes.
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In considering the nature, extent, and quality of the services
provided by the Investment Adviser, the Board of Trustees also
took into account its knowledge of the Investment Adviser’s
management and the quality of the performance of its duties,
through discussions and reports and interactions during the
preceding year and in past years.

The Board of Trustees concluded that the Investment Adviser
had the quality and depth of personnel and investment methods
essential to performing its duties under the Agreement, and that
the nature and the quality of such advisory services supported
the approval of the Agreement.

The Investment Adviser’s historical performance.
In considering the Fund’s performance, the Board of Trustees
noted that it reviews at its regularly scheduled meetings
information about the Fund’s performance results. The Board of
Trustees considered the performance of the Fund as described
in the quarterly and other reports provided by management over
the course of the year. The Board of Trustees noted that the
Investment Adviser reviewed with the Board of Trustees on at
least a quarterly basis detailed information about the Fund’s
performance results, portfolio composition and investment
strategies. The Board of Trustees reviewed the historical
performance of the Fund over various time periods and reflected
on previous discussions regarding matters bearing on the
Investment Adviser’s performance at its meetings throughout
the year. The Board of Trustees discussed the historical
performance of the Fund and considered the relative
performance of the Fund and its portfolio management team as
compared to that of the Fund’s peer group as selected by
FUSE, as well as comparable indices. Among other data, the
Board of Trustees also received data with respect to the Fund’s
leverage, discounts and distribution rates as compared to its
peer group.

The Board of Trustees reviewed and considered the FUSE
report, which provided a statistical analysis comparing the
Fund’s investment performance, expenses and fees to those of
comparable funds for various periods ended June 30, 2023 and
management’s discussion of the same, including the effect of
current market conditions on the Fund’s more-recent
performance. The Board of Trustees also received a review of
the data contained in the FUSE report from representatives of
FUSE. The Board of Trustees noted that while it found the data
provided by FUSE, the independent third-party data provider,
generally useful, it recognized its limitations, including in
particular that the data may vary depending on the end date
selected and the results of the performance comparisons may
vary depending on the selection of the peer group. The Board of
Trustees also took into account management’s discussion of the
category in which the Fund was placed for comparative
purposes, including any differences between the Fund'’s
investment strategy and the strategy of the funds in the
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Fund’s respective category, as well as compared to the peer
group selected by FUSE. The Board of Trustees also took into
account its discussions with management over the course of the
year regarding factors that contributed to the performance of the
Fund, including presentations with the Fund’s portfolio managers.

Among other data relating specifically to the Fund’s performance,
the Board of Trustees considered that the Fund outperformed
(based on NAV) its benchmark, the FTSE All World Index, for the
three-year period ended June 30, 2023, but underperformed its
benchmark for the one-, five-, and ten-year periods ended

June 30, 2023. The Board of Trustees then considered that the
Fund (based on NAV) had outperformed its peer group median
for the three-year period ended June 30, 2023; underperformed
its peer group median for the one-year period ended June 30,
2023; and was in line with the performance of its peer group
median for the five-and ten-year periods ended June 30, 2023.
The Board of Trustees also took into account the unique mandate
of the Fund as compared to the other funds in its peer group. The
Board of Trustees also took into account management’s
discussion of the Fund’s performance, including with respect to
the Fund’s discount as compared to the Fund’s performance
based on NAV, its distribution rate relative to its peers, as well as
a discussion of certain of the Fund’s holdings and actions already
taken and other plans to potentially address the Fund’s discount.

The Board of Trustees concluded that the Fund’s overall
performance and other relevant factors supported the
continuation of the Agreement with respect to the Fund for an
additional one-year period.

The costs of the services to be provided by the
Investment Adviser and the profits to be realized
by the Investment Adviser and its affiliates from

the relationship with the Fund.

The Board of Trustees also gave consideration to the fees
payable under the Agreement, the expenses the Investment
Adviser incur in providing advisory services and the profitability to
the Investment Adviser from managing the Fund, including:

(1) information regarding the financial condition of the Investment
Adviser and regarding profitability from the relationship with the
Fund; (2) information regarding the total fees and payments
received by the Investment Adviser for its services and, with
respect to the Investment Adviser, whether such fees are
appropriate given economies of scale and other considerations;
(3) comparative information showing (a) the fees payable under
the Agreement versus the investment advisory fees of certain
registered investment companies and comparable funds that
follow investment strategies similar to those of the Fund and

(b) the expense ratios of the Fund versus the expense ratios of
certain registered investment companies and comparable funds
that follow investment
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strategies similar to those of the Fund; and (4) information
regarding the total fees and payments received and the related
amounts waived and/or reimbursed by the Investment Adviser
and whether such fees are appropriate.

The Board of Trustees considered that the Fund’s total net
expenses were lower than its peer group median and that the
Fund’s advisory fees were lower than its peer group median.
The Board of Trustees took into account management’s
discussion of the Fund’s expenses, including any differences in
its investment strategy from other funds in the peer group, and
the amounts waived and/or reimbursed by the Investment
Adviser.

The Board of Trustees also considered the so-called “fallout
benefits” to the Investment Adviser with respect to the Fund,
such as the reputational value of serving as Investment Adviser
to the Fund, potential fees paid to the Investment Adviser’s
affiliates by the Fund or portfolio companies for services
provided, the benefits of scale from investment by the Fund in
affiliated funds, and the benefits of research made available to
the Investment Adviser by reason of brokerage commissions (if
any) generated by the Fund'’s securities transactions. The Board
of Trustees concluded that the benefits received by the
Investment Adviser and its affiliates were reasonable in the
context of the relationship between the Investment Adviser and
the Fund.

After such review, the Board of Trustees determined that the
profitability to the Investment Adviser and its affiliates from their
relationship with the Fund, if any, was not excessive.

The extent to which economies of scale would be
realized as the Fund grows and whether fee
levels reflect these economies of scale for the
benefit of shareholders.

The Board of Trustees also considered the effect of the Fund’s
growth in assets under management on its fees. The Board of
Trustees noted that the Fund does not currently contain
breakpoints in its advisory fee schedule. The Board of Trustees
took into account the Investment Adviser’s discussion of the fee
structure, including that the Fund benefits from a waiver of a
portion of its advisory fees, which the Investment Adviser
believes can be more effective than breakpoints at controlling
overall costs borne by shareholders. The Board of Trustees also
noted the FUSE report, which compared fees among peers,
included the Fund’s contractual fee schedule at different asset
levels. The Board of Trustees also noted the current size of the
fund. The Board of Trustees noted that, if the Fund’s assets
increase over time, the Fund may realize other economies of
scale if assets increase proportionally more than certain other
fixed expenses. The Board of Trustees concluded that the fee
structure is reasonable, and with respect to the Investment
Adviser, should result in a sharing of economies of scale in view
of the information provided. The Board of Trustees
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determined to continue to review the ways and extent to which
economies of scale might be shared between the Investment
Adviser, on the one hand, and shareholders of the Fund, on the
other, as the assets in the Fund grow.

Conclusion.

Following a further discussion of the factors above, it was noted
that in considering the approval of the Agreement, no single
factor was determinative to the decision of the Board of Trustees.
Rather, after weighing all factors and considerations, including
those discussed above, the Board of Trustees, including
separately, the Independent Trustees, unanimously agreed that
the Agreement, including the advisory fee to be paid to the
Investment Adviser, is fair and reasonable to the Fund in light of
the services that the Investment Adviser provides, the expenses
that it incurs and the reasonably foreseeable asset levels of the
Fund.

Dividend Reinvestment Plan

Unless the registered owner of Common Shares elects to receive
cash by contacting Global Shares (“Global Shares” or the “Plan
Agent”), as agent for shareholders in administering the Plan, a
registered owner will receive newly issued Common Shares for
all dividends declared for Common Shares of the Fund. If a
registered owner of Common Share selects not to participate in
the Plan, they will receive all dividends in cash paid by check
mailed directly to them (or, if the shares are held in street or other
nominee name, then to such nominee) by Global Shares, as
dividend disbursing agent. Shareholders may elect not to
participate in the Plan and to receive all dividends in cash by
sending written instructions or by contacting Global Shares, as
dividend disbursing agent, at the address set forth below.
Participation in the Plan is completely voluntary and may be
terminated or resumed at any time without penalty by contacting
the Plan Agent before the dividend record date; otherwise such
termination or resumption will be effective with respect to any
subsequently declared dividend. Some brokers may automatically
elect to receive cash on the shareholders’ behalf and may
reinvest that cash in additional Common Shares of the Fund for
them. The Plan Agent will open an account for each shareholder
under the Plan in the same name in which such shareholder’s
Common Shares are registered. Whenever the Fund declares a
dividend payable in cash, non-participants in the Plan will receive
cash and participants in the Plan will receive the equivalent in
Common Shares. The Common Shares will be acquired by the
Plan Agent through receipt of additional unissued but authorized
Common Shares from the Fund (“newly issued Common
Shares”). The number of newly issued Common Shares to be
credited to each participant’s account will be determined by
dividing the dollar amount of the dividend by the lesser of (i) the
net asset value per Common Share

determined on the Declaration Date and (ii) the market price
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per Common Share as of the close of regular trading on the
New York Stock Exchange (the “NYSE”) on the Declaration
Date. The Plan Agent maintains all shareholders’ accounts in
the Plan and furnishes written confirmation of all transactions in
the accounts, including information needed by shareholders for
tax records. Common Shares in the account of each Plan
participant will be held by the Plan Agent on behalf of the Plan
participant, and each shareholder proxy will include those
shares purchased or received pursuant to the Plan. The Plan
Agent will forward all proxy solicitation materials to participants
and vote proxies for shares held under the Plan in accordance
with the instructions of the participants. In the case of
shareholders such as banks, brokers or nominees which hold
shares for others who are the beneficial owners, the Plan Agent
will administer the Plan on the basis of the number of Common
Shares certified from time to time by the record shareholder’s
name and held for the account of beneficial owners who
participate in the Plan. There will be no brokerage charges with
respect to Common Shares issued directly by the Fund. The
automatic reinvestment of dividends will not relieve participants
of any federal, state or local income tax that may be payable (or
required to be withheld) on such dividends. Accordingly, any
taxable dividend received by a participant that is reinvested in
additional Common Shares will be subject to federal (and
possibly state and local) income tax even though such
participant will not receive a corresponding amount of cash with
which to pay such taxes. Participants who request a sale of
shares through the Plan Agent are subject to a $2.50 sales fee
and pay a brokerage commission of $0.05 per share sold. The
Fund reserves the right to amend or terminate the Plan. There is
no direct service charge to participants in the Plan; however, the
Fund reserves the right to amend the Plan to include a service
charge payable by the participants. All correspondence
concerning the Plan should be directed to the Plan Agent.

Control Persons and Principal Shareholders

As of September 30, 2023, the Trustees and officers of the Fund
as a group owned less than 1% of the then outstanding shares
of each class of shares of the Fund.
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Control persons are presumed to control a Fund for purposes of
voting on matters submitted to a vote of shareholders due to their
beneficial ownership of 25% or more of a Fund’s outstanding
voting securities.

Unless otherwise noted, as of September 30, 2023, no persons
known by the Fund owned 25% or more of Fund’s outstanding
shares.

A person who beneficially owns, either directly or indirectly, more
than 25% of the voting securities of the Fund or acknowledges
the existence of such control may be presumed to control the
Fund. A control person could potentially control the outcome of
any proposal submitted to the shareholders for approval,
including changes to the Fund’s fundamental policies or terms of
the investment advisory agreement with the Investment Adviser.

Submission of Proposal to a Vote of Shareholders
The annual meeting of shareholders of the Fund was held on
June 16, 2023. The following is a summary of the proposal
submitted to shareholders for a vote at the meeting and the votes
cast.

Proposal

To elect each of Dr. Bob Froehlich and Dorri McWhorter as a
Class Il Trustee of the Trust, to serve for a three-year term
expiring at the 2026 Annual Meeting or until his/her successor is
duly elected and qualifies, by the holders of the Fund’s Common
Shares.

Number of Percentage of Percentage of
Common Outstanding Common
Shares Common Shares
Nominee/Trustee Votes Shares Voted
Dr. Bob Froehlich
For 13,203,038.757 58.722% 89.230%
Withheld 1,539,603.789 7.088% 10.770%
Dorri McWhorter
For 13,189,934.697 58.663% 89.141%
Withheld 1,606,707.849 7.146% 10.859%
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The Board is responsible for the overall management of the Fund, including supervision of the duties performed by the Investment
Adviser. The names and birth dates of the Trustees and officers of the Fund, the year each was first elected or appointed to office,
their principal business occupations during the last five years, the number of funds overseen by each Trustee and other directorships
they hold are shown below. The business address for each Trustee and officer of the Fund is c/o NexPoint Asset Management, L.P.,
300 Crescent Court, Suite 700, Dallas, TX 75201.

The “NexPoint Fund Complex,” as referred to herein consists of: each series of NexPoint Funds | (“NFI”), each series of NexPoint
Funds Il (“NFI1I”), Highland Global Allocation Fund (“GAF”), Highland Opportunities and Income Fund (“HFRO”), NexPoint Real Estate
Strategies Fund (“NRESF”) and NexPoint Capital, Inc. (the “BDC”), a closed-end management investment company that has elected
to be treated as a business development company under the 1940 Act.
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ADDITIONAL INFORMATION (unaudited) (continued)

September 30, 2023
Trustees and Officers

Independent Trustees

Dr. Bob Froehlich Trustee Indefinite Retired.
(4/28/1953) Term;

Trustee

since March

2016; 3 year

term

(expiring at

2026 annual

meeting).
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Highland Global Allocation Fund

Director of KC
Concessions, Inc. (since
January 2013); Trustee of
Realty Capital Income
Funds Trust (from January
2014 to December 2016);
Director of American Sports
Enterprise, Inc. (since
January 2013); Chairman
and owner, Kane County
Cougars Baseball Club
(since January 2013);
Director of The Midwest
League of Professional
Baseball Clubs, Inc. (from
January 2013 to December
2021);

Director of Kane County
Cougars Foundation, Inc.
(since January 2013);
Director of Galen Robotics,
Inc. (since August 2016);
Chairman and Director of
FC Global Realty, Inc. (from
May 2017 to June 2018);
and Chairman; Director of
First Capital Investment
Corp. (from March 2017 to
March 2018); Director and
Special Advisor to Vault
Data, LLC (since February
2018); and Director of
American
Association of Professional
Baseball, Inc.

(since February 2021).

Significant
experience in the
financial industry;

significant

managerial and
executive
experience;
significant
experience on
other boards of
directors, including
as a member of
several audit
committees.

Appx. 000094

50/69



2/8/24, 12:45 PM HIGHLAND GLOBAL ALLOCATION FUND
Case 3:21-cv-00881-X Document 190-4 Filed 02/09/24 Page 52 of 70 PagelD 68167

Table of Contents

ADDITIONAL INFORMATION (unaudited) (continued)

September 30, 2023 Highland Global Allocation Fund
Trustees and Officers

Independent Trustees

Ethan Powell Trustee; Indefinite Principal and CIO of 8 Trustee of Impact Shares Significant
(6/20/1975) Chairman of Term; Brookmont Capital Funds | Trust experience in the
the Board  Trustee Management, LLC since May financial industry;
since March  2020; CEO, Chairman and significant
2016; Founder of Impact Shares LLC executive
Trustee since December 2015; experience
since Trustee/Director of the Fund including past
December Complex from June 2012 until service as an
2013; July 2013 and since December officer of funds in
Chairman of 2013; and Director of Kelly the Fund Complex;
the Board Strategic Management since significant
since August 2021. administrative and
December managerial
2013; 3 year experience.
term
(expiring at
2025 annual
meeting).
Bryan A. Ward Trustee Trustee Business Development 8 Director of Equity Metrix, Significant
(2/4/1955) since Banker, LLC experience in the
inception in  CrossFirst Bank since January financial
2006; 2023 (President-Dallas from industry; significant
Indefinite October 2020 until January executive
Term. 2023 and Senior Advisor from experience
April 2019 until October 2022); including past
Private Investor, BW service as an
Consulting, LLC since 2014; officer of funds in
and Anderson the Fund Complex;
Consulting/Accenture from significant
1991-2013. administrative and
managerial
experience.
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ADDITIONAL INFORMATION (unaudited) (continued)

September 30, 2023 Highland Global Allocation Fund
Trustees and Officers

Independent Trustees

Dorri Trustee Trustee President & CEO, YMCA of 8 Board Director of William  Significant managerial
McWhorter since Metropolitan Chicago (2021- Blair Funds (since 2019); and
(6/30/1973) May 2022; 3 Present); Chief Executive Board Director of Skyway  executive experience,
year term Officer, YWCA Metropolitan Concession Company, LLC including experience
(expiring at  Chicago (2013 2021). (since 2018); Board Director as president and chief
2026 annual of lllinois CPA Society executive officer;
meeting). (2017-2022); Board Director significant background
of Lifeway Foods, Inc. (since  and experience in
2020); Board financial accounting;

Director of Green Thumb  significant experience
Industries, Inc. since 2022); on other boards of

Member of Financial directors, including

Accounting Standards for other registered
Advisory Council (since investment
2021); companies.

Board Director of LanzaTech
Global, Inc. (since 2023).

Interested Trustee

John Honis2 Trustee Indefinite President of Rand Advisors, 8 Manager of Turtle Bay Significant experience
(6/16/1958) Term; LLC Resort, LLC (August 2011 — in the financial
Trustee (August 2013 - August 2022); December 2018) industry; significant
since July Manager of Turtle Bay Resort, managerial and
2013. LLC (August 2011-December executive experience,
2018); and President of including experience
Valience Group, LLC since as president, chief
July 2021. executive officer or

chief restructuring
officer of five
telecommunication
firms; experience on
other boards of
directors.

1 On an annual basis, as a matter of Board policy, the Governance and Compliance Committee reviews each Trustee’s performance and determines whether to
extend each such Trustee’s service for another year. The Board adopted a retirement policy wherein the Governance and Compliance Committee shall not
recommend the continued service as a Trustee of a Board member who is older than 80 years of age at the time the Governance and Compliance Committee
reports its findings to the Board.

2 In light of certain relationships between Mr. Honis and historically affiliated entities of the Adviser, including Highland Capital Management, L.P. (“HCMLP”),
arising out of HCMLP’s pending Chapter 11 proceedings, Mr. Honis is treated as an Interested Trustee of the Trust effective January 28, 2020.
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ADDITIONAL INFORMATION (unaudited) (concluded)

September 30, 2023
Trustees and Officers

Dustin Norris
(1/6/1984)

Frank Waterhouse
(4/14/1971)

Will Mabry
(7/2/1986)

Stephanie Vitiello
(6/21/1983)

https://www.sec.gov/Archives/edgar/data/1622148/000119312523291374/d540929dncsr.htm

Executive Vice
President

Treasurer,
Principal
Accounting
Officer, Principal
Financial Officer
and Principal
Executive Officer

Assistant
Treasurer

Secretary,
Chief
Compliance
Officer and
Anti-

Money
Laundering
Officer

Indefinite Term;
Executive Vice
President since
April 2019.

Indefinite Term;
Treasurer since
May 2015;
Principal
Accounting
Officer

since October
2017;

Principal
Executive
Officer and
Principal
Financial Officer
since April 2021.

Indefinite Term;
Assistant
Treasurer

since April 2021.

Indefinite Term;
Secretary since
April 2021; Chief
Compliance
Officer and Anti-
Money
Laundering
Officer since
November 2021.

Highland Global Allocation Fund

Officers

Head of Distribution and Chief Product Strategist at NexPoint since March 2019;
President of NexPoint Securities, Inc. since April 2018; Head of Distribution at
NAM from November 2017 until March 2019; Chief Product Strategist at NAM
from September 2015 to March 2019; Director of Product Strategy at NAM from
May 2014 to September 2015; Officer of the Fund Complex since November
2012.

Chief Financial Officer of Skyview Group since February 2021; Chief Financial
Officer and Partner of NexPoint Asset Management, L.P. (“NexPoint”) from
December 2011 and March 2015, respectively, to February 2021; Treasurer of the
NexPoint Fund Complex since May 2015; Principal Financial Officer October
2017 to February 2021; Principal Executive Officer February 2018 to February
2021.

Director, Fund Analysis of Skyview Group since February 2021. Prior to his
current role at Skyview Group, Mr. Mabry served as Senior Manager — Fund
Analysis, Manager — Fund Analysis, and Senior Fund Analyst for HCMLP.

Chief Compliance Officer, Anti-Money Laundering Officer and Counsel of Skyview
Group since February 2021. Prior to her current role at Skyview Group, Ms.
Vitiello served as Managing Director — Distressed, Assistant General Counsel,
Associate General Counsel and In-House Counsel for HCMLP.
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IMPORTANT INFORMATION ABOUT THIS REPORT

Investment Adviser

NexPoint Asset Management, L.P.
300 Crescent Court, Suite 700
Dallas, TX 75201

Transfer Agent

American Stock Transfer & Trust Company, LLC

6201 15th Avenue
Brooklyn, NY 11219

Underwriter

NexPoint Securities, Inc.

200 Crescent Court, Suite 700
Dallas, TX 75201

Custodian
Bank of New York Mellon 240
Greenwich Street New York, NY 10286

Independent Registered Public
Accounting Firm

Cohen & Company, Ltd.

1350 Euclid Ave., Suite 800
Cleveland, OH 44115

Fund Counsel

K&L Gates LLP

1 Congress St., Suite 2900 Boston, MA
02114-202
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This report has been prepared for shareholders of Highland Global Allocation
Fund (the “Fund”). As of January 1, 2021, paper copies of the Fund’s
shareholder reports will no longer be sent by mail. Instead, the reports will be
made available on https://www.nexpointassetmgmt.com/resources/#forms, and
you will be notified and provided with a link each time a report is posted to the
website. You may request to receive paper reports from the Fund or from your
financial intermediary free of charge at any time. For additional information
regarding how to access the Fund’s shareholder reports, or to request paper
copies by mail, please call shareholder services at 1-877-665-1287.

A description of the policies and procedures that the Fund uses to determine
how to vote proxies relating to their portfolio securities, and the Fund’s proxy
voting records for the most recent 12-month period ended June 30, are available
(i) without charge, upon request, by calling 1-877-665-1287 and (ii) on the
Securities and Exchange Commission’s website at http://www.sec.gov.

The Fund files its complete schedules of portfolio holdings with the Securities
and Exchange Commission for the first and third quarters of each fiscal year as
an exhibit to its report on Form N-PORT within sixty days after the end of the
period. The Fund’s Form N-PORT are available on the Commission’s website at
http://www.sec.gov and also may be reviewed and copied at the Commission’s
Public Reference Room in Washington, DC. Information on the Public Reference
Room may be obtained by calling 1-800-SEC-0330. Shareholders may also
obtain the Form N-PORT by visiting the Fund’s website at
www.nexpointassetmgmt.com.

The Statement of Additional Information includes additional information about

the Fund’s Trustees and are available upon request without charge by calling
1-877-665-1287.
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Item 2. Code of Ethics.

(a) Highland Global Allocation Fund (the “Registrant”), as of the end of the period covered by this report, has adopted a code of ethics that
applies to the Registrant’s principal executive officer, principal financial officer, principal accounting officer or controller, or persons
performing similar functions, regardless of whether these individuals are employed by the Registrant or a third party.

(b) Not applicable.

(c) There have been no amendments, during the period covered by this report, to a provision of the code of ethics that applies to the Registrant’s
principal executive officer, principal financial officer, principal accounting officer or controller, or persons performing similar functions,
regardless of whether these individuals are employed by the Registrant or a third party, and that relates to any element of the code of ethics
description.

(d) The Registrant has not granted any waiver, including any implicit waiver, from a provision of the code of ethics that applies to the
Registrant’s principal executive officer, principal financial officer, principal accounting officer or controller, or persons performing similar
functions, regardless of whether these individuals are employed by the Registrant or a third party, that relates to one or more of the items set
forth in paragraph (b) of this Item’s instructions.

(e) Not applicable.

® The Registrant’s code of ethics that applies to the Registrant’s principal executive officer, principal financial officer, principal accounting
officer or controller, or persons performing similar functions is filed herewith as Exhibit (a)(1).

Item 3. Audit Committee Financial Expert.

As of the end of the period covered by the report, the Registrant’s Board of Trustees (the “Board”) has determined that Bryan A. Ward, a member of
the Audit & Qualified Legal Compliance Committee of the Board (the “Audit Committee”), is an audit committee financial expert as defined by the
U.S. Securities and Exchange Commission (the “SEC”) in Item 3 of Form N-CSR. Mr. Ward is “independent” as defined by the SEC for purposes
of this Item 3 of Form N-CSR.

Item 4. Principal Accountant Fees and Services.
Audit Fees

(a) The aggregate fees billed for each of the last two fiscal years for professional services rendered by the principal accountant for the audit of
the Registrant’s annual financial statements or services that are normally provided by the accountant in connection with statutory and
regulatory filings or engagements for those fiscal years are $152,000 for the fiscal year ended September 30, 2022 and $152,000 for the
fiscal year ended September 30, 2023.

Audit-Related Fees

(b) The aggregate fees billed in each of the last two fiscal years for assurance and related services by the principal accountant that are
reasonably related to the performance of the audit of the Registrant’s financial statements and are not reported under paragraph (a) of this
Item are $0 for the fiscal year ended September 30, 2022 and $0 for the fiscal year ended September 30, 2023.
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Tax Fees

(c) The aggregate fees billed in each of the last two fiscal years for professional services rendered by the principal accountant for tax
compliance, tax advice, and tax planning are $14,000 for the fiscal year ended September 30, 2022 and $14,000 for the fiscal year ended
September 30, 2023. The nature of the services related to assistance on the Registrant’s tax returns and excise tax calculations.

All Other Fees

(d) The aggregate fees billed in each of the last two fiscal years for products and services provided by the principal accountant, other than the
services reported in paragraphs (a) through (c) of this Item are $0 for the fiscal year ended September 30, 2022 and $0 for the fiscal year
ended September 30, 2023.

(e)(1) Disclose the Audit Committee’s pre-approval policies and procedures described in paragraph (c)(7) of Rule 2-01 of Regulation S-X:
The Audit Committee shall:

(a) have direct responsibility for the appointment, compensation, retention and oversight of the Registrant’s independent auditors and, in connection
therewith, to review and evaluate matters potentially affecting the independence and capabilities of the auditors; and

(b) review and pre-approve (including associated fees) all audit and other services to be provided by the independent auditors to the Registrant and
all non-audit services to be provided by the independent auditors to the Registrant’s investment adviser or any entity controlling, controlled by or
under common control with the investment adviser (an “Adviser Affiliate”) that provides ongoing services to the Registrant, if the engagement
relates directly to the operations and financial reporting of the Registrant; and

(c) establish, to the extent permitted by law and deemed appropriate by the Audit Committee, detailed pre-approval policies and procedures for such
services; and

(d) review and consider whether the independent auditors’ provision of any non-audit services to the Registrant, the Registrant’s investment adviser
or an Adviser Affiliate not pre-approved by the Audit Committee are compatible with maintaining the independence of the independent auditors.

(e)(2) The percentage of services described in each of paragraphs (b) through (d) of this Item that were approved by the Audit Committee pursuant
to paragraph (c)(7)(i)(C) of Rule 2-01 of Regulation S-X are as follows:

(b) 100%
() 100%
(d NA
) The percentage of hours expended on the principal accountant’s engagement to audit the Registrant’s financial statements for the most recent

fiscal year that were attributed to work performed by persons other than the principal accountant’s full-time, permanent employees was less
than fifty percent.

(2) The aggregate non-audit fees billed by the Registrant’s principal accountant for services rendered to the Registrant, and rendered to the
Registrant’s investment adviser (not including any sub-adviser whose role is primarily portfolio management and is subcontracted with or
overseen by another investment adviser), and an Adviser Affiliate that provides ongoing services to the Registrant for each of the last two
fiscal years of the Registrant was $14,000 for the fiscal year ended September 30, 2022 and $14,000 for the fiscal year ended September 30,
2023.
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(h) The Registrant’s Audit Committee has considered whether the provision of non-audit services that were rendered to the Registrant’s
investment adviser (not including any sub-adviser whose role is primarily portfolio management and is subcontracted with or overseen by
another investment adviser), and an Adviser Affiliate that provides ongoing services to the Registrant that were not pre-approved pursuant to
paragraph (c)(7)(ii) of Rule 2-01 of Regulation S-X is compatible with maintaining the principal accountant’s independence.

Item S. Audit Committee of Listed Registrants.

The Registrant has a separately-designated standing Audit Committee established in accordance with Section 3(a)(58)(A) of the Securities
Exchange Act of 1934, as amended. It is composed of the following Trustees, each of whom is not an “interested person” as defined in the 1940
Act:

Dr. Bob Froehlich
Bryan A. Ward
Ethan Powell

Item 6. Investments.

(a) Schedule of Investments in securities of unaffiliated issuers as of the close of the reporting period is included as part of the Annual Report to
Shareholders filed under Item 1 of this form.

(b) Not applicable.

Item 7. Disclosure of Proxy Voting Policies and Procedures for Closed-End Management Investment Companies.

NEXPOINT ASSET MANAGEMENT, L.P.
PROXY VOTING POLICY

Purpose and Scope

The purpose of these voting policies and procedures (the “Policy”) is to set forth the principles and procedures by which NexPoint Asset
Management, L.P. (the “Company”) votes or gives consents with respect to the securities owned by Clients for which the Company exercises voting
authority and discretion.! For avoidance of doubt, this includes any proxy and any shareholder vote or consent, including a vote or consent for a
private company or other issuer that does not involve a proxy. These policies and procedures have been designed to help ensure that votes are cast in
the best interests of Clients in accordance with the Company’s fiduciary duties and Rule 206(4)-6 under the Investment Advisers Act of 1940 (the
“Advisers Act”).

1 In any case where a Client has instructed the Company to vote in a particular manner on the Client’s behalf, those instructions will govern in
lieu of parameters set forth in the Policy.

This Policy applies to securities held in all Client accounts (including Retail Funds and other pooled investment vehicles) as to which the
Company has explicit or implicit voting authority. Implicit voting authority exists where the Company’s voting authority is implied by a general
delegation of investment authority without reservation of proxy voting authority to the Client.

If the Company has delegated voting authority to an investment sub-adviser with respect to any Retail Fund, such sub-adviser will be
responsible for voting all proxies for such Retail Funds in accordance with the sub-adviser’s proxy voting policies. The Compliance Department, to
provide oversight over the proxy voting by
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sub-advisers and to ensure that votes are executed in the best interests of the Retail Funds, shall (i) review the proxy voting policies and procedures
of each Retail Fund sub-adviser to confirm that they comply with Rule 206(4)-6, both upon engagement of the sub-adviser and upon any material
change to the sub-adviser’s proxy voting policies and procedures, and (ii) require each such sub-adviser to provide quarterly certifications that all
proxies were voted pursuant to the sub-adviser’s policies and procedures or to describe any inconsistent votes.

General Principles

The Company and its affiliates engage in a broad range of activities, including investment activities for their own accounts and for the
accounts of various Clients and providing investment advisory and other services to Clients. In the ordinary course of conducting the Company’s
activities, the interests of a Client may conflict with the interests of the Company, other Clients and/or the Company’s affiliates and their clients.
Any conflicts of interest relating to the voting of proxies, regardless of whether actual or perceived, will be addressed in accordance with these
policies and procedures. The guiding principle by which the Company votes all proxies is to vote in the best interests of each Client by maximizing
the economic value of the relevant Client’s holdings, taking into account the relevant Client’s investment horizon, the contractual obligations under
the relevant advisory agreements or comparable documents and all other relevant facts and circumstances at the time of the vote. The Company
does not permit voting decisions to be influenced in any manner that is contrary to, or dilutive of, this guiding principle.

Voting Procedures

Third-Party Proxy Advisors

The Company may engage a third-party proxy advisor (“Proxy Advisor”) to provide proxy voting recommendations with respect to Client
proxies. Proxy Advisor voting recommendation guidelines are generally designed to increase investors’ potential financial gain. When considering
whether to retain or continue retaining any particular Proxy Advisor, the Compliance Department will ascertain, among other things, whether the
Proxy Advisor has the capacity and competency to adequately analyze proxy issues. In this regard, the Compliance Department will consider,
among other things: the adequacy and quality of the Proxy Advisor’s staffing and personnel; the robustness of its policies and procedures regarding
its ability to (a) ensure that its proxy voting recommendations are based on current and accurate information and (b) identify and address any
conflicts of interest and any other considerations that the Compliance Department determines would be appropriate in considering the nature and
quality of the services provided by the Proxy Advisor. To identify and address any conflicts that may arise on the part of the Proxy Advisor, the
Compliance Department will ensure that the Proxy Advisor notifies the Compliance Department of any relevant business changes or changes to its
policies and procedures regarding conflicts.

Third-Party Proxy Voting Services

The Company may utilize a third-party proxy voting service (“Proxy Voting Service”) to monitor holdings in Client accounts for purposes of
determining whether there are upcoming shareholder meetings or similar corporate actions and to execute Client proxies on behalf of the Company
pursuant to the Company’s instructions, which shall be given in a manner consistent with this Policy. The Compliance Department will oversee each
Proxy Voting Service to ensure that proxies have been voted in a manner consistent with the Company’s instructions.

Monitoring

Subject to the procedures regarding Nonstandard Proxy Notices described below, the Compliance Department of the Company shall have
responsibility for monitoring Client accounts for proxy notices. Except as detailed below, if proxy notices are received by other employees of the
Company, such employees must promptly forward all proxy or other voting materials to the Compliance Department.
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Portfolio Manager Review and Instruction

From time to time, the settlement group of the Company may receive nonstandard proxy notices, regarding matters including, but not limited
to, proposals regarding corporate actions or amendments (“Nonstandard Proxy Notices”) with respect to securities held by Clients. Upon receipt of
a Nonstandard Proxy Notice, a member of the settlement group (the “Settlement Designee”) shall send an email notification containing all relevant
information to the Portfolio Manager(s) with responsibility for the security and R-Settlement@highlandcapital.com. Generally, the relevant
Portfolio Manager(s) shall deliver voting instructions for Nonstandard Proxy Notices by replying to the email notice sent to the Portfolio
Manager(s) and R-Settlement@highlandcapital.com by the Settlement Designee or by sending voting instructions to
R-Settlement@highlandcapital.com and R-Settlement@highlandcapital. com. Any conflicts for Nonstandard Proxy Notices should also be disclosed
to the Compliance Department. In the event a Portfolio Manager orally conveys voting instructions to the Settlement Designee or any other member
of the Company’s settlement group, that Settlement Designee or member of the Company’s settlement group shall respond to the original notice
email sent to R-Settlement@highlandcapital.com detailing the Portfolio Manager(s) voting instructions.

With regard to standard proxy notices, on a weekly basis, the Compliance Department will send a notice of upcoming proxy votes related to
securities held by Clients and the corresponding voting recommendations of the Proxy Advisor to the relevant Portfolio Manager(s). Upon receipt of
a proxy notice from the Compliance Department, the Portfolio Manager(s) will review and evaluate the upcoming votes and recommendations. The
Portfolio Managers may rely on any information and/or research available to him or her and may, in his or her discretion, meet with members of an
issuer’s management to discuss matters of importance to the relevant Clients and their economic interests. Should the Portfolio Manager determine
that deviating from the Proxy Advisor’s recommendation is in a Client’s best interest, the Portfolio Manager shall communicate his or her voting
instructions to the Compliance Department.

In the event that more than one Portfolio Manager is responsible for making a particular voting decision and such Portfolio Managers are
unable to arrive at an agreement as to how to vote with respect to a particular proposal, they should consult with the applicable Chief Compliance
Officer (the “CCO”) for guidance.

Voting

Upon receipt of the relevant Portfolio Managers’ voting instructions, if any, the Compliance Department will communicate the instructions to
the Proxy Voting Service to execute the proxy votes.

Non-Votes

It is the general policy of the Company to vote or give consent on all matters presented to security holders in any vote, and these policies and
procedures have been designated with that in mind. However, the Company reserves the right to abstain on any particular vote if, in the judgment of
the CCO, or the relevant Portfolio Manager, the effect on the relevant Client’s economic interests or the value of the portfolio holding is
insignificant in relation to the Client’s portfolio, if the costs associated with voting in any particular instance outweigh the benefits to the relevant
Clients or if the circumstances make such an abstention or withholding otherwise advisable and in the best interests of the relevant Clients not to
vote. Such determination may apply in respect of all Client holdings of the securities or only certain specified Clients, as the Company deems
appropriate under the circumstances. As examples, a Portfolio Manager may determine: (a) not to recall securities on loan if, in his or her judgment,
the matters being voted upon are not material events affecting the securities and the negative consequences to Clients of disrupting the securities
lending program would outweigh the benefits of voting in the particular instance or (b) not to vote proxies relating to certain foreign securities if, in
his or her judgment, the expense and administrative inconvenience outweighs the benefits to Clients of voting the securities.

Conflicts of Interest

The Company’s Compliance Department is responsible for monitoring voting decisions for any conflicts of interest, regardless of whether
they are actual or perceived. All voting decisions contrary to the recommendation of a Proxy Advisor require a mandatory conflicts of interest
review by the Compliance Department, which will include a consideration of whether the Company or any Portfolio Manager or other person
recommending or providing input on how to vote has an interest in the vote that may present a conflict of interest.
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In addition, all Company investment professionals are expected to perform their tasks relating to the voting of proxies in accordance with the
principles set forth above, according the first priority to the best interest of the relevant Clients. If at any time a Portfolio Manager or any other
investment professional becomes aware of a potential or actual conflict of interest regarding any particular voting decision, he or she must contact
the Compliance Department promptly and, if in connection with a proxy that has yet to be voted, prior to such vote. If any investment professional
is pressured or lobbied, whether from inside or outside the Company, with respect to any particular voting decision, he or she should contact the
Compliance Department promptly. The CCO will use his or her best judgment to address any such conflict of interest and ensure that it is resolved
in accordance with his or her independent assessment of the best interests of the relevant Clients.

In the event of a conflict, the Company may choose to address such conflict by: (i) voting in accordance with the Proxy Advisor’s
recommendation; (ii) the CCO determining how to vote the proxy (if the CCO approves deviation from the Proxy Advisor’s recommendation, then
the CCO shall document the rationale for the vote); (iii) “echo voting” or “mirror voting” the proxy in the same proportion as the votes of other
proxy holders that are not Clients; or (iv) with respect to Clients other than Retail Funds, notifying the affected Client of the material conflict of
interest and seeking a waiver of the conflict or obtaining such Client’s voting instructions. Where the Compliance Department deems appropriate,
third parties may be used to help resolve conflicts. In this regard, the CCO or his or her delegate shall have the power to retain fiduciaries,
consultants or professionals to assist with voting decisions and/or to delegate voting or consent powers to such fiduciaries, consultants or
professionals.

Where a conflict of interest arises with respect to a voting decision for a Retail Fund, the Company shall disclose the conflict and the rationale
for the vote taken to the Retail Fund’s Board of Directors/Trustees at the next regularly scheduled quarterly meeting. The Compliance Department
will maintain a log documenting the basis for the decision and will furnish the log to the Board of Trustees.

Material Conflicts of Interest

The following relationships or circumstances are examples of situations that may give rise to a material conflict of interest for purposes of this
Policy. This list is not exclusive or determinative; any potential conflict (including payments of the types described below but less than the specified
threshold) should be identified to the Company’s Compliance Department:

(6] The issuer is a Client of the Company, or of an affiliate, accounting for more than 5% of the Company’s or affiliate’s annual revenues.

(i1) The issuer is an entity that reasonably could be expected to pay the Company or its affiliates more than $1 million through the end of
the Company’s next two full fiscal years.

(i)  The issuer is an entity in which a “Covered Person” (as defined in the Company’s Policies and Procedures Designed to Detect and
Prevent Insider Trading and to Comply with Rule 17j-1 of the 1940Act (the “Code of Ethics™)) has a beneficial interest contrary to the
position held by the Company on behalf of Clients.

(iv)  The issuer is an entity in which an officer or partner of the Company or a relative of any such person is or was an officer, director or
employee, or such person or relative otherwise has received more than $150,000 in fees, compensation and other payment from the
issuer during the Company’s last three fiscal years; provided, however, that the Compliance Department may deem such a relationship
not to be a material conflict of interest if the Company representative serves as an officer or director of the issuer at the direction of the
Company for purposes of seeking control over the issuer.

V) The matter under consideration could reasonably be expected to result in a material financial benefit to the Company or its affiliates
through the end of the Company’s next two full fiscal years (for example, a vote to increase an investment advisory fee for a Retail
Fund advised by the Company or an affiliate).

(vi)  Another Client or prospective Client of the Company, directly or indirectly, conditions future engagement of the Company on voting
proxies in respect of any Client’s securities on a particular matter in a particular way.
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(vii) The Company holds various classes and types of equity and debt securities of the same issuer contemporaneously in different Client
portfolios.

(viii)  Any other circumstance where the Company’s duty to serve its Clients’ interests, typically referred to as its “duty of loyalty,” could be
compromised.
Notwithstanding the foregoing, a conflict of interest described above shall not be considered material for the purposes of this Policy in respect
of a specific vote or circumstance if:

The securities in respect of which the Company has the power to vote account for less than 1% of the issuer’s outstanding voting securities, but only
if: (i) such securities do not represent one of the 10 largest holdings of such issuer’s outstanding voting securities and (ii) such securities do not
represent more than 2% of the Client’s holdings with the Company.

The matter to be voted on relates to a restructuring of the terms of existing securities or the issuance of new securities or a similar matter arising out
of the holding of securities, other than common equity, in the context of a bankruptcy or threatened bankruptcy of the issuer.

Recordkeeping
Following the submission of a proxy vote, the Registrant will maintain a report of the vote and all relevant documentation.
The Registrant shall retain records relating to the voting of proxies and the Company shall conduct due diligence, including on Proxy Voting
Services and Proxy Advisors, as applicable, to ensure the following records are adequately maintained by the appropriate party:
(6] Copies of this Policy and any amendments thereto.
(i) A current copy of the Proxy Advisor’s voting guidelines, as amended.

(i) A copy of each proxy statement that the Company receives regarding Client securities. The Company may rely on a third party to
make and retain, on the Company’s behalf, a copy of a proxy statement, provided that the Company has obtained an undertaking from
the third party to provide a copy of the proxy statement promptly upon request.

(iv)  Records of each vote cast by the Company on behalf of Clients. The Company may satisfy this requirement by relying on a third party
to make and retain, on the Company’s behalf, a record of the vote cast, provided that the Company has obtained an undertaking from
the third party to provide a copy of the record promptly upon request.

v) A copy of any documents created by the Company that were material to making a decision how to vote or that memorializes the basis
for that decision.

(vi) A copy of each written request for information on how the Company voted proxies on behalf of the Client, and a copy of any written
response by the Company to any (oral or written) request for information on how the Company voted.
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These records shall be maintained and preserved in an easily accessible place for a period of not less than five years from the end of the
Company’s fiscal year during which the last entry was made in the records, the first two years in an appropriate office of the Company.2

Enforcement of this Policy

It shall be the responsibility of the Compliance Department to handle or coordinate the enforcement of this Policy. The Compliance
Department will periodically sample proxy voting records to ensure that proxies have been voted in accordance with this Policy, with a particular
focus on any proxy votes that require additional analysis (e.g., proxies voted contrary to the recommendations of a Proxy Advisor).

2 If the Company has essentially immediate access to a book or record (on the Company’s proprietary system or otherwise) through a computer
located at an appropriate office of the Company, then that book or record will be considered to be maintained at an appropriate office of the
Company. “Immediate access” to books and records includes that the Company has the ability to provide promptly to Securities and Exchange
Commission (the “SEC”) examination staff hard copies of the books and records or access to the storage medium. The party responsible for
the applicable books and records as described above shall also be responsible for ensuring that those books and records for the first two years
are either physically maintained in an appropriate office of the Company or that the Company otherwise has essentially immediate access to
the required books and records for the first two years.

If the Compliance Department determines that a Proxy Advisor or Proxy Voting Service may have committed a material error, the Compliance
Department will investigate the error, taking into account the nature of the error, and seek to determine whether the Proxy Advisor or Proxy Voting
Service is taking reasonable steps to reduce similar errors in the future.

In addition, no less frequently than annually, the Compliance Department will review the adequacy of this Policy to ensure that it has been

implemented effectively and to confirm that this Policy continues to be reasonably designed to ensure that proxies are voted in the best interest of
Clients.

Disclosures to Clients and Investors

The Company includes a description of its policies and procedures regarding proxy voting in Part 2 of Form ADV, along with a statement that
Clients can contact the CCO to obtain a copy of these policies and procedures and information about how the Company voted with respect to a
Client’s securities. This Policy is, however, subject to change at any time without notice.

As a matter of policy, the Company does not disclose how it expects to vote on upcoming proxies. Additionally, the Company does not
disclose the way it voted proxies to unaffiliated third parties without a legitimate need to know such information.

Item 8. Portfolio Managers of Closed-End Management Investment Companies.

(a)(1) Identification of Portfolio Manager(s) or Management Team Members and Description of Role of Portfolio Manager(s) or
Management Team Members

The Registrant’s portfolio manager, who is primarily responsible for the day-to-day management of the Registrant’s portfolio, is James Dondero.

James Dondero — Mr. Dondero is co-founder of NexPoint Asset Management, L.P. (“NAM” or the “Adviser”) co-founder of Highland Capital
Management, L.P. and founder and President of NexPoint Advisors, L.P. Mr. Dondero has over 30 years of experience investing in credit and equity
markets and has helped pioneer credit asset classes. Formerly, Mr. Dondero served as Chief Investment Officer of Protective Life’s GIC subsidiary
and helped grow the business from concept to over $2 billion between 1989 and 1993. His portfolio management experience includes mortgage-
backed securities, investment grade corporates, leveraged bank loans, high-yield bonds, emerging market debt, real estate, derivatives, preferred
stocks and common stocks. From 1985 to 1989, he managed approximately $1 billion in fixed income funds for American Express. Prior to
American Express, he completed his financial training at Morgan Guaranty Trust Company. Mr. Dondero is a Beta Gamma Sigma graduate of the
University of Virginia (1984) with degrees in Accounting and Finance. Mr. Dondero has earned the right to use the Chartered
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Financial Analyst designation. Mr. Dondero is a Certified Public Accountant and a Certified Management Accountant. Mr. Dondero currently serves
as Chairman for NexBank and serves on the Board of Directors of Metro-Goldwyn-Mayer, SMU Cox School of Business, and SeaOne Holdings,
LLC.

(a)(2) Other Accounts Managed by Portfolio Manager(s) or Management Team Member and Potential Conflicts of Interest

Other Accounts Managed by Portfolio Manager(s) or Management Team Member

The following table provides information about funds and accounts, other than the Registrant, for which the Registrant’s portfolio manager is
primarily responsible for the day-to-day portfolio management as of September 30, 2023.

James Dondero
# of Accounts Total Assets with
Managed with Performance-
Total Performance- Based
# of Accounts Total Assets Based Advisory Fee
Type of Accounts Managed (millions) Adyvisory Fee (millions)
Registered Investment Companies: 6 $ 1,910 1 $ 51
Other Pooled Investment Vehicles: 3 $ 5,195 3 $ 5,195
Other Accounts: — $ — — $ —

Potential Conflicts of Interests

The Adviser is an affiliate of NexPoint Advisors, L.P. (“NexPoint”). The Adviser and/or its general partner, limited partners, officers, affiliates
and employees provide investment advice to other parties and manage other accounts and investment vehicles similar to the Registrant. For the
purposes of this section, the term “NAM” shall include the Adviser and its affiliated investment advisors, and all affiliates listed on its Form ADV,
as filed via an amendment with the SEC October 23, 2020 (CRD No. 149653).

In connection with such other investment management activities, the Adviser and/or its general partner, limited partners, officers, affiliates
and employees may decide to invest the funds of one or more other accounts or recommend the investment of funds by other parties, rather than the
Registrant’s monies, in a particular security or strategy. In addition, the Adviser and such other persons will determine the allocation of funds from
the Registrant and such other accounts to investment strategies and techniques on whatever basis they consider appropriate or desirable in their sole
and absolute discretion.

NAM has built a professional working environment, a firm-wide compliance culture and compliance procedures and systems designed to
protect against potential incentives that may favor one account over another. NAM has adopted policies and procedures that address the allocation
of investment opportunities, execution of portfolio transactions, personal trading by employees and other potential conflicts of interest that are
designed to ensure that all client accounts are treated equitably over time. Nevertheless, NAM furnishes advisory services to numerous clients in
addition to the Registrant, and NAM may, consistent with applicable law, make investment recommendations to other clients or accounts (including
accounts that have performance or higher fees paid to NAM or in which portfolio managers have a personal interest in the receipt of such fees) that
may be the same as or different from those made to the Registrant. In addition, NAM, its affiliates and any of their partners, directors, officers,
stockholders or employees may or may not have an interest in the securities whose purchase and sale the Adviser recommends to the Registrant.
Actions with respect to securities of the same kind may be the same as or different from the action that the Adviser, or any of its affiliates, or any of
their partners, directors, officers, stockholders or employees or any member of their families may take with respect to the same securities.
Moreover, the Adviser may refrain from rendering any advice or services concerning securities of companies of which any of the Adviser’s (or its
affiliates’) partners, directors, officers or employees are directors or officers, or companies as to which the Adviser or any of its affiliates or
partners, directors, officers and employees of any of them has any substantial economic interest or possesses material non-public information.
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The Adviser, its affiliates or their partners, directors, officers or employees similarly serve or may serve other entities that operate in the same
or related lines of business, including accounts managed by an investment adviser affiliated with the Adviser. Accordingly, these individuals may
have obligations to investors in those entities or funds or to other clients, the fulfillment of which might not be in the best interests of the Registrant.
As a result, the Adviser will face conflicts in the allocation of investment opportunities to the Registrant and other funds and clients. In order to
enable such affiliates to fulfill their fiduciary duties to each of the clients for which they have responsibility, the Adviser will endeavor to allocate
investment opportunities in a fair and equitable manner, pursuant to policies and procedures adopted by the Adviser and its advisory affiliates that
are designed to manage potential conflicts of interest, which may, subject to applicable regulatory constraints, involve pro rata co-investment by the
funds and such other clients or may involve a rotation of opportunities among the funds and such other clients. The Registrant will only make
investments in which the Adviser or an affiliate hold an interest to the extent permitted under the 1940 Act and SEC staff interpretations or pursuant
to the terms and conditions of the exemptive order received by certain advisers and funds affiliated with the Registrant, dated April 19, 2016. For
example, exemptive relief is not required for the Registrant to invest in syndicated deals and secondary loan market transactions in which the
Adpviser or an affiliate has an interest where price is the only negotiated point. The order applies to all “Investment Companies,” which includes
future closed-end investment companies registered under the 1940 Act that are managed by affiliated advisers, which includes the Registrant. The
Registrant, therefore, may in the future invest in accordance with the terms and conditions of the exemptive order. To mitigate any actual or
perceived conflicts of interest, allocation of limited offering securities (such as IPOs and registered secondary offerings) to principal accounts that
do not include third party investors may only be made after all other client account orders for the security have been filled. However, there can be
no assurance that such policies and procedures will in every case ensure fair and equitable allocations of investment opportunities, particularly when
considered in hindsight.

Conflicts may arise in cases when clients and/or the Adviser and other affiliated entities invest in different parts of an issuers capital
structure, including circumstances in which one or more clients own private securities or obligations of an issuer and other clients may own public
securities of the same issuer. In addition, one or more clients may invest in securities, or other financial instruments, of an issuer that are senior or
junior to securities, or financial instruments, of the same issuer that are held by or acquired for, one or more other clients. For example, if such
issuer encounters financial problems, decisions related to such securities (such as over the terms of any workout or proposed waivers and
amendments to debt covenants) may raise conflicts of interests. In such a distressed situation, a client holding debt securities of the issuer may be
better served by a liquidation of the issuer in which it may be paid in full, whereas a client holding equity securities of the issuer might prefer a
reorganization that holds the potential to create value for the equity holders. In the event of conflicting interests within an issuer’s capital structure,
NAM will generally pursue the strategy that NAM believes best reflects what would be expected to be negotiated in an arm’s length transaction, but
in all instances with due consideration being given to NAM’s fiduciary duties to each of its accounts (without regard to the nature of the accounts
involved or fees received from such accounts). This strategy may be recommended by one or more NAM investment professionals. A single person
may make decisions with respect to more than one part of an issuer’s capital structure. NAM personnel board members may still make
recommendations to the applicable investment professional(s). A portfolio manager with respect to any applicable NAM registered investment
company clients (“Retail Accounts”) will make an independent determination as to which course of action he or she determines is in the best
interest of the applicable Retail Accounts. NAM may use external counsel for guidance and assistance. The Adviser and its affiliates have both
subjective and objective procedures and policies in place designed to manage potential conflicts of interest involving clients so that, for example,
investment opportunities are allocated in a fair and equitable manner among the Registrant and such other clients. An investment opportunity that is
suitable for multiple clients of the Adviser and its affiliates 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 the Adviser’s or
its affiliates’ efforts to allocate any particular investment opportunity fairly among all clients for whom such opportunity is appropriate will result in
an allocation of all or part of such opportunity to the Registrant. Not all conflicts of interest can be expected to be resolved in favor of the
Registrant.
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Another type of conflict may arise if one client account buys a security and another client account sells or shorts the same security. Currently,
such opposing positions are generally not permitted within the same account without prior trade approval by the Adviser’s Chief Compliance
Officer. However, a portfolio manager may enter into opposing positions for different clients to the extent each such client has a different
investment objective and each such position is consistent with the investment objective of the applicable client. In addition, transactions in
investments by one or more affiliated client accounts may have the effect of diluting or otherwise disadvantaging the values, prices or investment
strategies of other client accounts.

Because certain client accounts may have investment objectives, strategies or legal, contractual, tax or other requirements that differ (such as
the need to take tax losses, realize profits, raise cash, diversification, etc.), an affiliated adviser may purchase, sell or continue to hold securities for
certain client accounts contrary to other recommendations. In addition, an affiliated adviser may be permitted to sell securities or instruments short
for certain client accounts and may not be permitted to do so for other affiliated client accounts.

As a result of the Fund’s arrangements with the Adviser, there may be times when NexPoint, the Adviser or its affiliates have interests that
differ from those of the Fund’s shareholders, giving rise to a conflict of interest. The Fund’s officers serve or may serve as officers, directors or
principals of entities that operate in the same or a related line of business as the Fund does, or of investment funds managed by the Adviser or its
affiliates. Similarly, the Adviser or its affiliates may have other clients with similar, different or competing investment objectives. In serving in these
multiple capacities, they may have obligations to other clients or investors in those entities, the fulfillment of which may not be in the best interests
of the Fund or its shareholders. For example, the Fund’s officers have, and will continue to have, management responsibilities for other investment
funds, accounts or other investment vehicles managed or sponsored by the Adviser and its affiliates. The Fund’s investment objective may overlap,
in part or in whole, with the investment objective of such affiliated investment funds, accounts or other investment vehicles. As a result, those
individuals may face conflicts in the allocation of investment opportunities among the Registrant and other investment funds or accounts advised by
or affiliated with the Adviser. The Adviser 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. However, the Fund can offer no assurance that such opportunities will be allocated to it
fairly or equitably in the short-term or over time.

In addition, it is anticipated that a portion of the Registrant’s assets will be represented by real estate investment trusts (“REITs”), asset backed
securities and/or collateralized loan obligations (“CLOs”) sponsored, organized and/or managed by the Adviser and its affiliates or its historical
affiliates. The Adviser will monitor for conflicts of interest in accordance with its fiduciary duties and will provide the independent trustees of the
Registrant with an opportunity to periodically review the Registrant’s investments in such REITs, asset-backed securities and/or CLOs and assure
themselves that continued investment in such securities remains in the best interests of the Registrant and its shareholders. The Adviser may effect
client cross-transactions where it causes a transaction to be effected between the Registrant and another client advised by the Adviser or any of its
affiliates. The Adviser may engage in a client cross-transaction involving the Registrant any time that the Adviser believes such transaction to be
fair to the Registrant and the other client of the Adviser or its affiliates. As further described below, the Adviser may effect principal transactions
where the Registrant may make and/or hold an investment, including an investment in securities, in which the Adviser and/or its affiliates have a
debt, equity or participation interest, in each case in accordance with applicable law, which may include the Adviser obtaining the consent and
approval of the Registrant prior to engaging in any such principal transaction between the Registrant and the Adviser or its affiliates.

The Adviser may direct the Registrant to acquire or dispose of investments in cross trades between the Registrant and other clients of the
Adpviser or its affiliates in accordance with applicable legal and regulatory requirements. In addition, to the extent permitted by the 1940 Act and
SEC staff interpretations, the Registrant may make and/or hold an investment, including an investment in securities, in which the Adviser and/or its
affiliates have a debt, equity or participation interest, and the holding and sale of such investments by the Registrant may enhance the profitability
of the Adviser’s own investments in such companies.
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(@)(3) Compensation Structure of Portfolio Manager(s) or Management Team Members

NAM’s financial arrangements with its portfolio managers, its competitive compensation and its career path emphasis at all levels reflect the
value senior management places on key resources. Compensation may include a variety of components and may vary from year to year based on a
number of factors, including the relative performance of a portfolio manager’s underlying account, the combined performance of the portfolio
managers’ underlying accounts, and the relative performance of the portfolio managers’ underlying accounts measured against other employees. The
principal components of compensation include a base salary, a discretionary bonus and various retirement benefits.

Base compensation. Generally, portfolio managers receive base compensation based on their seniority and/or their position with NAM, which
may include the amount of assets supervised and other management roles within NAM. Base compensation is determined by taking into account
current industry norms and market data to ensure that NAM pays a competitive base compensation.

Discretionary compensation. In addition to base compensation, portfolio managers may receive discretionary compensation, which can be a
substantial portion of total compensation. Discretionary compensation can include a discretionary cash bonus paid to recognize specific business
contributions and to ensure that the total level of compensation is competitive with the market.

Because each person’s compensation is based on his or her individual performance, NAM does not have a typical percentage split among base
salary, bonus and other compensation. Senior portfolio managers who perform additional management functions may receive additional
compensation in these other capacities. Compensation is structured such that key professionals benefit from remaining with NAM.

(a)4) Disclosure of Securities Ownership

The following table sets forth the dollar range of equity securities beneficially owned by the portfolio manager in the Registrant as of
September 30, 2023.

Dollar Ranges of Equity Securities Beneficially

Owned by
Name of Portfolio Manager Portfolio Manager
James Dondero $ Over $1,000,000
(b) Not applicable.
Item 9. Purchases of Equity Securities by Closed-End Management Investment Company and Affiliated Purchasers.
Not applicable.
Item 10. Submission of Matters to a Vote of Security Holders.

There have been no material changes to the procedures by which the shareholders may recommend nominees to the Registrant’s Board.

Item 11. Controls and Procedures.

(a) Evaluation of Disclosure Controls and Procedures. The Registrant maintains disclosure controls and procedures that are designed to ensure
that information required to be disclosed in the Registrant’s filings under the Securities Exchange Act of 1934 (the “Exchange Act”) and the
1940 Act is recorded, processed, summarized and reported within the periods specified in the rules and forms of the Securities and Exchange
Commission. Such information is accumulated and communicated to the Registrant’s management, including its principal executive officer
and principal financial officer, as appropriate, to allow timely decisions regarding required disclosure. The Registrant’s management,
including the principal executive officer and principal financial officer, recognizes that any set of controls and procedures, no matter how well
designed and operated, can provide only reasonable assurance of achieving the desired control objectives.
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The Registrant’s principal executive and principal financial officers, or persons performing similar functions, have concluded that the Registrant’s
disclosure controls and procedures (as defined in Rule 30a-3(c) under the 1940 Act (17 CFR 270.30a-3 (c)) are effective, as of a date within 90 days
of the filing date of the report that includes the disclosure required by this paragraph, based on their evaluation of these controls and procedures
required by Rule 30a-3(b) under the 1940 Act (17 CFR 270.30a-3(b)) and Rules 13a-15(b) or 15d-15(b) under the Securities Exchange Act of 1934,
as amended (17 CFR 240.13a-15(b) or 240.15d-15(b)).

(b) There were no changes in the Registrant’s internal control over financial reporting (as defined in Rule 30a-3(d) under the 1940 Act (17 CFR
270.30a-3(d)) that occurred during the period covered by this report that has materially affected, or is reasonably likely to materially affect,
the Registrant’s internal control over financial reporting.

Item 12. Disclosure of Securities Lending Activities for Closed-End Management Investment Companies.
(a)

1) Gross income from securities lending activities: $0

2) All fees and/or compensation for securities lending activities and related services: $0

3) Aggregate fees/compensation: $0

@) Net income from securities lending activities: $10,143

(b) The Registrant may lend up to 33 1/3% of the Registrant’s total assets held by the Fund’s custodian to certain qualified brokers, except those
securities which the Registrant or the Advisor specifically identifies as not being available. By lending its investment securities, the Registrant
attempts to increase its net investment income through the receipt of interest on the loan. Any gain or loss in the market price of the securities
loaned that might occur and any interest or dividends declared during the term of the loan would accrue to the account of

the Registrant. Risks of delay in recovery of the securities or even loss of rights in the collateral may occur should the borrower
of the securities fail financially. Risks may also arise to the extent that the value of the collateral decreases below the value of the
securities loaned. Upon entering into a securities lending transaction, the Registrant receives cash or other securities as collateral
in an amount equal to or exceeding 100% of the current market value of the loaned securities with respect to securities of the
U.S. government or its agencies, 102% of the current market value of the loaned securities with respect to U.S. securities and
105% of the current market value of the loaned securities with respect to foreign securities. Any cash received as collateral is
generally invested by the Fund’s custodian acting in its capacity as securities lending agent. Non-cash collateral is not disclosed
in the Registrant’s Statement of Assets and Liabilities as it is held by the lending agent on behalf of the Registrant and the
Registrant does not have the ability to re-hypothecate those securities. A portion of the dividends received on the collateral may
be rebated to the borrower of the securities and the remainder is split between the Fund’s custodian, as the securities lending
agent, and the Registrant.

Item 13. Exhibits.

(a)(1) Code of ethics, or amendment thereto, that is the subject of disclosure required by Item 2 is attached hereto.
(a)(2) Certifications pursuant to Rule 30a-2(a) under the 1940 Act and Section 302 of the Sarbanes-Oxley Act of 2002 are attached hereto.
@)(3) Not applicable.

(@)#)() Not applicable.
(a)(4)(i1) Not applicable.
(b) Certifications pursuant to Rule 30a-2(b) under the 1940 Act and Section 906 of the Sarbanes-Oxley Act of 2002 are attached hereto.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, and the Investment Company Act of 1940, as amended, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

HIGHLAND GLOBAL ALLOCATION FUND

By (Signature and Title): /s/ Frank Waterhouse
Frank Waterhouse
Treasurer, Principal
Accounting Officer, Principal
Financial Officer and
Principal
Executive Officer

Date: December 8, 2023

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, and the Investment Company Act of 1940, as amended, this
report has been signed below by the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

By (Signature and Title): /s/ Frank Waterhouse
Frank Waterhouse
Treasurer, Principal
Accounting Officer, Principal
Financial Officer and
Principal
Executive Officer

Date: December 8, 2023
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Suite 700
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300 Crescent Court
Suite 700

Dallas, Texas 75201
(Name and Address of Agent for Service)

Registrant’s telephone number, including area code: (800) 357-9167
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Item 1. Reports to Stockholders.

A copy of the Annual Report transmitted to shareholders pursuant to Rule 30e-1 under the Investment Company Act of 1940, as amended (the “1940 Act”), is
attached herewith.
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Privacy Policy

We recognize and respect your privacy expectations, whether you are a visitor to our web site, a potential shareholder, a current shareholder or even a former
shareholder.

Collection of Information. We may collect nonpublic personal information about you from the following sources:

«  Account applications and other forms, which may include your name, address and social security number, written and electronic
correspondence and telephone contacts;

*  Web site information, including any information captured through the use of “cookies”; and

*  Account history, including information about the transactions and balances in your accounts with us or our affiliates.

Disclosure of Information. We may share the information we collect with our affiliates. We may also disclose this information as otherwise permitted by law.
We do not sell your personal information to third parties for their independent use.

Confidentiality and Security of Information. We restrict access to nonpublic personal information about you to our employees and agents who need to know
such information to provide products or services to you. We maintain physical, electronic and procedural safeguards that comply with federal standards to guard
your nonpublic personal information, although you should be aware that data protection cannot be guaranteed.

Economic and market conditions change frequently.
There is no assurance that the trends described in this report will continue or commence.

A prospectus must precede or accompany this report. Please read the prospectus carefully before you invest.
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PORTFOLIO MANAGER COMMENTARY (unaudited)

|
As of December 31, 2022 Highland Income Fund (NYSE: HFRO)

Performance Overview

For the twelve-month period ended December 31, 2022, Highland Income Fund (the “Fund” or “HFRQO”) experienced a total market price return
of 1.70% and a total NAV return of 3.39%. Over the same period, the Fund’s benchmark, the Credit Suisse Leveraged Loan Index (the “Index”),
returned -1.06%.

Top contributors to performance during the year included MGM Holdings, shorts and market hedges. Publicly traded real estate exposure was
among the largest detractors to performance during the year.

Manager’s Discussion

2022 has been eventful with respect to regulatory, geopolitical, and macroeconomic factors. Markets began 2022 under pressure stemming from
concerns around rising inflation, stretched equity valuations, and the prospect of rising interest rates. The pressure continued into February as
Russia invaded Ukraine, resulting in a backlash of economic sanctions that drove crude oil prices above $100 a barrel for the first time since
2014. This oil supply shock added to the fears that already existed in the market around rising inflation. Regardless of the regulatory, geopolitical,
and macroeconomic environment — the Fund was able to adapt accordingly and outperformed its benchmark by a substantial margin.

We expect to see the uncertainty and unpredictability of the market, economy, and geopolitical environment continue, and therefore consider
resiliency to be an important investment feature (and one that we believe is already well represented across the portfolio). In our view, the most
compelling opportunities are in areas that either call for a more active approach to investment management or require specialized expertise to
unlock value. In many cases, these investments not only have strong growth potential but we believe can also weather periods of market
volatility, as they tend to be less driven by market forces.

In March 2022, we completed the $40 million common share buyback program. Over the six-month period the Fund repurchased $40 million
common shares at a weighted average price per share of $11.32. Results of the buy-back are posted to the Fund website.
(https://nexpointassetmgmt.com/income-fund/) under the “Monthly Repurchases” section.

Portfolio Discussion

MGM Holdings (“MGM”) was a positive contributor to performance during the year. MGM owns one of the world’s deepest libraries of premium
film and television content, with more than 4,000 titles in the company’s film content library including iconic film franchises like James Bond,
Rocky, Creed, The Magnificent Seven, Thelma & Louise, and many others. MGM also has over 17,000 episodes of programming in the
company’s television content library, including hit shows like The Handmaid’s Tale, Fargo, and Vikings. The company has collectively won more
than 180 Academy Awards and 100 Emmys.

The Fund’s initial investment was in the company’s debt, which converted to equity when MGM emerged from bankruptcy in 2010. On May 26,
2021, MGM and Amazon issued a press release announcing that the companies had entered into a definitive merger agreement under which
Amazon would acquire MGM for a purchase price of $8.45 billion. The transaction closed in March 2022 for $8.45 billion.

Throughout the last few years the Fund has increased its allocation to Self-Storage Real Estate through its investments in SAFStor and NexPoint
Storage Partners. SAFStor is a vertically-integrated, volume-driven developer/owner of institutional-quality self-storage. The Company’s focus is
on mitigating market and development risk. Accordingly, we (1) employ a data-driven approach, (2) target a geographically-diverse portfolio, and
(3) partner with best-in-class capital providers, general contractors and management partners, including Extra Space Storage, CubeSmart, and
Life Storage. To date, SAFStor has developed, constructed and managed over 7 million square feet and 55,000 units of class-A storage located
through the continental United States. NexPoint Storage is a real estate investment platform that specializes in the self-storage sector. A product
of NexPoint’s 2020 acquisition of Jernigan Capital, NexPoint Storage invests in newly built, multi-story, climate controlled, Class-A self-storage
facilities — known as “Generation V” facilities—located in dense and growing markets throughout the United States. NexPoint Storage acquires
and selectively develops GenV self-storage facilities.

In December 2022, NexPoint Storage Partners, Inc. announced that it became the sole owner of 29 new, well-located, and high-quality self-
storage properties developed by SAFStor. The acquisition brings NexPoint Storage to a total asset value of approximately $1.7 billion with 71
wholly owned and operating properties and one additional property expected to open in February 2023.

The newly acquired properties are in high-density, high-growth submarkets in major U.S. markets and are expected to benefit from demographics
very similar to those of the existing NexPoint Storage portfolio, including strong household incomes, a high percentage of renters, and barriers to
new development. The markets of the newly acquired properties include Baltimore, Cleveland, Detroit, Houston, Miami/Ft. Lauderdale, Nashville,
New Orleans, Philadelphia, and Washington D.C.

Annual Report | 1
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PORTFOLIO MANAGER COMMENTARY (unaudited) (continued)

As of December 31, 2022 Highland Income Fund (NYSE: HFRO)

The Fund has increased its exposure to life Science real estate and in February 2023 NexPoint announced a proposal for a new life sciences
district at the Former EDS campus. TxS District is a proposed 200-acre life sciences development in Plano, Texas. The project, named to signify
“Technology x Science,” is designed to foster innovation and collaboration among companies and institutions across the life science sector.

The project centers on the 91-acre main campus, which previously served as headquarters for Electronic Data Systems (EDS). The district would
incorporate 109 additional acres in the Legacy neighborhood. In total, the project would create over 4 million square feet of lab, office, and
therapeutic production space across four phases of construction.

Phases one and two propose transforming two existing buildings on the main campus into 970,000 square feet of world-class lab and office
space and 120,000 square feet of amenity space. Initial site improvement plans also include a public park, an amphitheater, and connectivity to
the nearby Legacy retail development.

We believe the proposed project can be achieved through a public-private partnership. The firm is engaging with the City of Plano about
NexPoint’s development plans and the project’s impact on the surrounding area.

NexPoint is collaborating with CRB, a leading global provider of sustainable engineering, architecture, construction, and consulting solutions to
the life sciences industry, to provide architectural and engineering services throughout the four proposed phases of construction.

NexPoint engaged JLL as the project’s leasing agent. JLL has a dedicated life sciences team that works across the country and has been
involved in the development of some of the top life sciences ecosystems in the U.S.

NexPoint purchased the main campus in 2018 and has been acquiring the additional acreage since then. The firm has been involved in several
life science deals including its investment in IQHQ, a life science REIT that operates in life science clusters on the East and West Coasts.

We appreciate the engagement and support from shareholders throughout 2022 and look forward to continuing to implement these initiatives in
the year ahead.

2 | Annual Report
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PORTFOLIO MANAGER COMMENTARY (unaudited) (concluded)

As of December 31, 2022 Highland Income Fund (NYSE: HFRO)
Growth of Hypothetical $10,000 Investment

Highland Income
Fund — $156,384

$18.000

£16.000 $16,388
------ Credit Suisse
. FEEEEY 4 496
$14.000 $1448 Leveraged Loan
ENHHE Bt = Index — $14.496
§10000 477777
£8.000 T T T T T T T 1
ey ] i Ay, S oy %] yn
R R P R R O T
o _ H N N o _\;l.- o __\'_l., M LY
NAV 3.39% 4.99% 5.13%
Market Price 1.70% -0.25% 2.73%

Returns shown in the chart and table do not reflect taxes that a shareholder would pay on Fund distributions or on the sale of the Fund shares.

The performance data quoted represents past performance and is no guarantee of future results. Investment return and principal value will fluctuate so that an
investor’s share when redeemed may be worth more or less than their original cost. Current performance may be lower or higher than the performance data quoted. For
performance data current to the most recent month-end, please visit our website at www.nexpointassetmgmt.com.

Stock and bond prices may fall or fail to rise over time for several reasons, including general financial market conditions, factors related to a specific issuer or industry and,
with respect to bond prices, changing market perceptions of the risk of default and changes in government intervention. These factors may also lead to increased volatility
and reduced liquidity in the bond markets. The Fund may invest in foreign securities which may cause more volatility and less liquidity due to currency changes, political
instability and accounting differences.

Annual Report | 3
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FUND PROFILE (unaudited)

Highland Income Fund

Highland Income Fund seeks to provide a high level of current income, consistent with preservation of capital.

$946.0 million

The information below provides a snapshot of Highland Income Fund at the end of the reporting period. Highland
Income Fund is actively managed and the composition of its portfolio will change over time. Current and future
holdings are subject to risk.

BBB 0.59 Real Estate 69.7
BB 2.73 Collateralized Loan Obligations 11.0
B 13.18 Healthcare 7.7
CCC 7.03 LLC Interest 6.2
NR 76.47 Information Technology 5.5
NFRO REIT SUB, LLC (Common Stocks) 14.8
NFRO REIT SUB II, LLC (Common Stocks) 12.9
NFRO SFR REIT, LLC (Common Stocks) 7.5
NexPoint Real Estate Finance REIT (Common Stocks) 7.3
NexPoint SFR Operating Partnership, LP, 05/24/27 (U.S. Senior Loans) 6.7
EDS Legacy Partners 10.25%, 12/14/23 (U.S. Senior Loans) 6.3
IQHQ, Inc. (Common Stocks) 5.9
NEXLS LLC (LLC Interest) 5.2
NHT Operating Partnership LLC Secured Promissory Note, 5.50%, 02/14/27 (U.S. Senior
Loans) 4.1
NexPoint Storage Partners, Inc. (Common Stocks) 4.1

(™ Quality is calculated as a percentage of total credit instruments held by the portfolio. Sectors and holdings are calculated as a percentage of
total net assets. The quality ratings reflected were issued by Standard & Poors, a nationally recognized statistical rating organization. Ratings
are measured on a scale that generally ranges from AAA (highest) to D (lowest). Quality ratings reflect the credit quality of the underlying
bonds in the Fund’s portfolio and not that of the Fund itself. Credit quality ratings assigned by a rating agency are subjective opinions, not
statements of fact, and are subject to change, including daily. The ratings assigned by credit rating agencies are but one of the considerations
that the Fund’s investment adviser incorporates into its credit analysis process, along with such other issuer specific factors as cash flows,
capital structure and leverage ratios, ability to deleverage through free cash flow, quality of management, market positioning and access to
capital, as well as such security-specific factors as the terms of the security (e.g., interest rate, and time to maturity) and the amount of any
collateral.

@ Sectors and holdings are calculated as a percentage of total net assets.

@) Excludes the Fund’s investment in a cash equivalent.

4 | Annual Report
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FINANCIAL STATEMENTS

December 31, 2022 Highland Income Fund

A guide to understanding the Fund’s financial statements

Investment Portfolio The Investment Portfolio details all of the Fund’s holdings and its market value as of the
last day of the reporting period. Portfolio holdings are organized by type of asset and
industry to demonstrate areas of concentration and diversification.

Statement of Assets and Liabilities This statement details the Fund’s assets, liabilities, net assets and share price for each
share class as of the last day of the reporting period. Net assets are calculated by
subtracting all of the Fund’s liabilities (including any unpaid expenses) from the total of
the Fund’s investment and noninvestment assets. The net asset value per share for
each class is calculated by dividing net assets allocated to that share class by the
number of shares outstanding in that class as of the last day of the reporting period.

Statement of Operations This statement reports income earned by the Fund and the expenses incurred by the
Fund during the reporting period. The Statement of Operations also shows any net gain
or loss the Fund realized on the sales of its holdings during the period as well as any
unrealized gains or losses recognized over the period. The total of these results
represents the Fund’s net increase or decrease in net assets from operations.

Statements of Changes in Net Assets These statements detail how the Fund’s net assets were affected by its operating
results, distributions to shareholders and shareholder transactions (e.g., subscriptions,
redemptions and distribution reinvestments) during the reporting periods. The
Statements of Changes in Net Assets also details changes in the number of shares
outstanding.

Statement of Cash Flows This statement reports net cash and foreign currency provided or used by operating,
investing and financing activities and the net effect of those flows on cash and foreign
currency during the period.

Financial Highlights The Financial Highlights demonstrate how the Fund’s net asset value per share was
affected by the Fund’s operating results. The Financial Highlights also disclose the
classes’ performance and certain key ratios (e.g., net expenses and net investment
income as a percentage of average net assets).

Notes to Financial Statements These notes disclose the organizational background of the Fund, certain of its significant
accounting policies (including those surrounding security valuation, income recognition
and distributions to shareholders), federal tax information, fees and compensation paid
to affiliates and significant risks and contingencies.

Annual Report | 5
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INVESTMENT PORTFOLIO

As of December 31, 2022

Shares

Common Stocks - 62.1%

COMMUNICATION SERVICES - 1.2%
97,600 Telesat (a)
96,700 Telesat, Class B (a)
27,134 TerreStar Corporation (a)(b)(c)(d)

CONSUMER DISCRETIONARY - 0.0%
1,450 Toys ‘R’ Us (a)(b)(c)

ENERGY - 0.0%
1,118,286 Value Creation, Inc. (a)(b)(c)

GAMING/LEISURE - 0.6%
LLV Holdco LLC - Series A, Membership

34,512 Interest (a)(b)(c)(e)
LLV Holdco LLC - Series B, Membership
436 Interest (a)(b)(c)(e)

HEALTHCARE - 2.4%
12,026,660 CCS Medical Inc. (a)(b)(c)(e)

MATERIALS - 0.2%
299,032 MPM Holdings, Inc. (a)

REAL ESTATE - 57.7%

1,474,379 Allenby (a)(b)(c)(e)
10,359,801 Claymore (a)(b)(c)(e)
844,371 Elme Communities, REIT
574,004 Healthcare Realty Trust, Class A, REIT
68,862 Independence Realty Trust, Inc., REIT
2,356,665 IQHQ, Inc. (b)(c)
NexPoint Diversified Real Estate Trust REIT
1,275,616 (e)(o)
4,372,286 NexPoint Real Estate Finance REIT (e)
186,372 NexPoint Residential Trust, Inc., REIT (e)
NexPoint Storage Partners,
32,203 Inc. (a)(b)(c)(e)
90,436,434 NFRO REIT SUB Il, LLC (a)(b)(c)(e)
45,834,343 NFRO REIT SUB, LLC (a)(b)(c)(e)
2,843,308 NFRO SFR REIT, LLC (b)(c)(e)

Total Common Stocks
(Cost $876,591,353)

Principal Amount ($)

U.S. Senior Loans (f) - 24.1%
COMMUNICATION SERVICES - 0.9%

TerreStar Corporation, Term Loan D, 1st Lien,

8,538,103 02/27/28 (b)(c)
TerreStar Corporation, Term Loan H, 1st Lien,
61,901 02/28/23 (b)(c)
TerreStar Corporation, Term Loan, 1st Lien,
66,346 02/28/23 (b)(c)

Highland Income Fund

Value ($) Principal Amount ($)
ENERGY - 0.7%
Quarternorth Energy Holding, Term Loan, 2nd
732,000 6,403,998 Lien, 08/27/26
725,250 GAMING/LEISURE - 1.4%
9,887,358 LLV Holdco LLC, Revolving Exit Loan,
11,344,608 15,473,255 12/31/23 (b)(c)(e)
HEALTHCARE - 3.0%
13,895 Carestream Health Inc., Term Loan, 1st Lien,
16,657,339 09/30/27
CCS Medical Inc., Junior Credit Term Loan, 1st
— 15,501,667 Lien, 01/04/27 (b)(c)(e)
INFORMATION TECHNOLOGY - 6.3%
5,565,738 EDS Legacy Partners, LIBOR USD 3 Month +
61,411,237 2.750%, 12/14/23 (b)(c)(e)
70,257
5635 995 REAL ESTATE - 11.4%
E— NexPoint SFR Operating Partnership, LP,
65,000,000 05/24/27 (b)(c)(e)
22,261,348 NHT Operating Partnership LLC Convertible
6,400,000 Promissory Note, 09/30/42 (b)(c)(e)
1.495 160 NHT Operating Partnership LLC Secured
—_— Promissory Note,
42,777,343 02/14/27 (b)(c)(e)
15.029.804 RETAIL - 0.4%
11.061.057 GNC Holdings LLC, Term Loan, 2nd Lien,
1161013 3,843,933 10/07/26
55,593,727 Total U.S. Senior Loans
(Cost $264,405,146)
;g;i?g;gg? Collateralized Loan Obligations - 11.0%
8,110,910 ACAS CLO, Series 2018-1A, Class FRR ICE
LIBOR USD 3 Month + 7.910%, 12.10%,
38.663.114 5,800,000 10/18/2028 (g)(h)
122113514 Apex Credit CLO, Series 2019-1A, Class D
139.917.765 ICE LIBOR USD 3 Month + 7.100%, 11.29%,
71134542 2,000,000 4/18/2032 (g)(h)
T EAR ERO 700 Atlas Senior Loan Fund, Series 2017- 8A,
— 546,560,722 Class F ICE LIBOR USD 3 Month + 7.150%,
1,500,000 11.23%, 1/16/2030 (g)(h)
— 587,311,728 Atlas Senior Loan Fund XII, Series 2018-12A,
Class E ICE LIBOR USD 3 Month + 5.950%,
2,400,000 10.27%, 10/24/2031 (g)(h)
Cathedral Lake CLO, Series 2017-1A,
Class DR ICE LIBOR USD 3 Month +
1,250,000 7.250%, 11.33%, 10/15/2029 (g)(h)
Cathedral Lake VI, Series 2021-7RA, Class E
8,488,582 ICE LIBOR USD 3 Month + 7.770%, 11.85%,
2,000,000 1/15/2032 (g)(h)
61,542 CIFC Funding, Series 2013-2A 0.00%,
5,462,500 10/18/2030 (g)(h)(i)
65,961 CIFC Funding, Series 2018-1A, Class ER2 ICE
8,616,085 LIBOR USD 3 Month + 5.850%, 10.04%,
- 1,000,000 1/18/2031 (g)(h)

6 | See Glossary on page 11 for abbreviations along with accompanying Notes to Financial Statements.

Value ($)

6,389,333

13,833,090

12,742,864

15,408,657

28,151,521

59,271,980

63,590,800

5,798,400

38,769,231

108,158,431

3,570,052

227,990,492

3,016,387

1,609,000

822,450

1,560,000

855,750

1,620,000

901,312

840,000
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INVESTMENT PORTFOLIO (continued)

As of December 31, 2022

Principal Amount ($)

Collateralized Loan Obligations (continued)

3,000,000

3,324,756

2,500,000

3,000,000

1,537,000

4,000,000

36,203,269

5,450,000

1,000,000

2,500,000

2,125,000

4,000,000

3,000,000

1,400,000

2,350,000

2,000,000

1,000,000

490,000

https://www.sec.gov/Archives/edgar/data/1710680/000119312523067397/d398748dncsr.htm

CIFC Funding, Series 2015-1A 0.00%,
1/22/2031 (g)(h)(i)(j)

CIFC Funding, Series 2014-4RA 0.00%,
1/17/2035 (g)(h)(i)(j)

CIFC Funding, Series 2014-1A 0.00%,
1/18/2031 (g)(h)(i)

Covenant Credit Partners CLO I,

Series 2017-1A, Class F ICE LIBOR USD
3 Month + 7.950%, 12.03%, 10/15/2029 (g)
(h)

Dryden 36 Senior Loan Fund, Series
2019-36A, Class ER2 ICE LIBOR USD
3 Month + 6.880%, 10.96%, 4/15/2029 (g)
(h)

Eaton Vance CLO, Series 2019-1A, Class F
ICE LIBOR USD 3 Month + 8.250%,
12.33%,

4/15/2031 (g)(h)

FREMF Mortgage Trust, Series 2021-
KF112, Class CS SOFR30A + 6.250%,
9.98%,

1/25/2031 (g)(h)(u)

Galaxy XXVI CLO, Series 2018-26A,

Class F ICE LIBOR USD 3 Month +
8.000%, 12.66%, 11/22/2031 (g)(h)

GoldenTree Loan Management US CLO 3,
Series 2018-3A, Class F ICE LIBOR USD
3 Month + 6.500%, 10.74%, 4/20/2030 (g)
(h)

GoldenTree Loan Opportunities X,

Series 2018-9A, Class FR2 ICE LIBOR
USD 3 Month + 7.640%, 12.05%,
10/29/2029 (g)(h)

ICG US CLO, Series 2022-1A, Class DJ
TSFR3M + 5.730%, 7.84%, 7/20/2035 (g)
(h)

Jay Park CLO, Ltd., Series 2018-1A,

Class ER ICE LIBOR USD 3 Month +
7.350%, 11.59%, 10/20/2027 (g)(h)

KKR CLO 18, Series 2017-18, Class E ICE
LIBOR USD 3 Month + 6.450%, 10.64%,
7/18/2030 (g)(h)

Madison Park Funding XX,

Series 2018-20A, Class ER ICE LIBOR
USD 3 Month + 5.300%, 9.66%,
7/27/2030 (g)(h)

Madison Park Funding XXIV,

Series 2019-24A, Class ER TSFR3M +
7.462%, 11.42%, 10/20/2029 (g)(h)

Madison Park Funding XXIX,

Series 2018-29A, Class F ICE LIBOR USD
3 Month + 7.570%, 11.76%, 10/18/2030 (g)
(h)

Madison Park Funding XXX,

Series 2018-30A, Class F ICE LIBOR USD
3 Month + 6.850%, 10.93%, 4/15/2029 (g)
(h)

Magnetite VII, Ltd., Series 2018-7A,

Class ER2 ICE LIBOR USD 3 Month +
6.500%, 10.58%, 1/15/2028 (g)(h)

Highland Income Fund

Collateralized Loan Obligations (continued)

Man GLG US CLO, Series 2018-1A, Class DR
ICE LIBOR USD 3 Month + 5.900%, 10.14%,

Northwoods Capital XII-B, Ltd., Series 2018-
12BA, Class F ICE LIBOR USD 3 Month +
8.170%, 12.94%, 6/15/2031 (g)(h)

OHA Credit Partners XII, Series 2018- 12A,
Class FR ICE LIBOR USD 3 Month +
7.680%, 12.00%, 7/23/2030 (g)(h)

OZLM XXII, Ltd., Series 2018-22A, Class E
ICE LIBOR USD 3 Month + 7.390%, 11.47%,

Park Avenue Institutional Advisers CLO, Series
2021-2A, Class E ICE LIBOR USD 3 Month +
7.010%, 11.09%, 7/15/2034 (g)(h)

Saranac CLO lIl, Ltd., Series 2018-3A,

Class ER ICE LIBOR USD 3 Month +
7.500%, 12.25%, 6/22/2030 (g)(h)

Symphony CLO XXVI, Series 2021-26A,

Class ER ICE LIBOR USD 3 Month +
7.500%, 11.74%, 4/20/2033 (g)(h)

THL Credit Wind River, Series 2014-2A 0.00%,
1/15/2031 (g)(h)(i)(k)

TICP CLO I-2, Series 2018-IA, Class E ICE
LIBOR USD 3 Month + 8.000%, 12.33%,

TICP CLO IlI-2, Series 2018-3R, Class F ICE
LIBOR USD 3 Month + 7.980%, 12.22%,

Vibrant CLO 1X, Series 2018-9A, Class D ICE
LIBOR USD 3 Month + 6.250%, 10.49%,

Voya CLO, Series 2018-2A, Class DR
TSFR3M + 5.862%, 9.92%, 4/25/2031 (g)(h)

Webster Park CLO, Series 2018-1A, Class ER
ICE LIBOR USD 3 Month + 7.750%, 11.99%,

Zais CLO 3, Ltd., Series 2018-3A, Class DR
ICE LIBOR USD 3 Month + 6.910%, 10.99%,

Zais CLO 8, Ltd., Series 2018-1A, Class E ICE
LIBOR USD 3 Month + 5.250%, 9.33%,

Total Collateralized Loan Obligations
(Cost $123,498,918)

NEXLS LLC (b)(c)(e)
SFR WLIF Il1, LLC (b)(c)(e)
Total LLC Interest
(Cost $43,294,362)

Value ($) Principal Amount ($)
615,000
2,500,000 4/22/2030 (g)(h)
706,511
375,000 4,000,000
2,900,000
1,815,000
3,110,000 1/17/2031 (g)(h)
1,335,038
2,000,000
3,120,000 3,150,000
2,000,000
36,203,269
5,955,627
3,924,000
2,200,000 4/26/2028 (g)(h)
751,250 4,150,000 4/20/2028 (g)(h)
1,000,000 7/20/2031 (g)(h)
1,976,667
1,275,000
1,989,552
1,000,000 7/20/2030 (g)(h)
3,380,000
3,000,000 7/15/2031 (g)(h)
2,635,800
3,300,000 4/15/2029 (g)(h)
1,166,760
Shares
2,179,860 LLC Interest - 6.2%
882
10,000,000
1,613,000
802,300
406,700

Value ($)

1,853,000

2,480,000

2,319,130

1,866,000

1,685,000

1,988,438

1,780,000

1,235,793

1,897,170

3,569,000

712,500

938,017

795,000

1,995,000

2,450,250

103,784,904

49,601,366

9,408,770

59,010,136

See Glossary on page 11 for abbreviations along with accompanying Notes to Financial Statements. | 7
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INVESTMENT PORTFOLIO (continued)

As of December 31, 2022

Units
Warrants - 4.0%

ENERGY - 4.0%
5,801 Arch Resources, Expires 10/08/2023 (a)
Quarternorth Energy Holding Inc. Tranche 1,

85,465 Expires 08/27/2029 (a)
Quarternorth Energy Holding Inc. Tranche 2,

164,598 Expires 08/27/2029 (a)
Quarternorth Energy Holding Inc. Tranche 3,

254,538 Expires 08/27/2029 (a)

Total Warrants
(Cost $31,011,555)
Shares

Preferred Stock - 3.5%

FINANCIALS - 0.5%
3,980 Eastland CLO 1.00% (b)(c)()

34,500 Eastland CLO 11 (a)(b)(c)(I)(m)
Gleneagles CLO,
8,860 12/30/2049 (a)(b)(c)(m)
40,000 Granite Point Mortgage Trust REIT 7.00% (I)(n)
62,600 Grayson CLO (b)(c)(I)(m)
NexPoint Real Estate Finance REIT 8.50% (e)
150,977 ()
Rockwall CDO,
12,553 08/01/2024 (a)(b)(c)(m)

4,800 Rockwall CDO (b)(c)(I)(m)

HEALTHCARE - 2.4%

414,378 Apnimed (b)(c)(I)(m)
2,361,111 Sapience Therapeutics Inc 8.00% (b)(c)(l)
Sapience Therapeutics Inc, Class B
3,440,476 8.00% (a)(b)(c)(l)

REAL ESTATE - 0.6%
Braemar Hotels & Resorts, Inc., REIT

325,976 5.50% (a)(l)
Wheeler Real Estate Investment Trust, REIT
47,300 8.75% (a)(l)(o)(p)
Wheeler Real Estate Investment Trust, REIT
82,301 9.00% (a)(l)

Total Preferred Stock
(Cost $75,904,189)

Registered Investment Company - 0.0%
48,649 Highland Global Allocation Fund (e)

Total Registered Investment Company
(Cost $120,412)

Exchange-Traded Funds - 1.3%
109,265 Direxion Daily S&P 500 Bull 3X
293,675 ProShares UltraPro QQQ

Total Exchange-Traded Funds
(Cost $13,863,380)

Highland Income Fund

Value ($) Principal Amount ($)
Corporate Bonds & Notes - 0.4%
COMMUNICATION SERVICES - 0.0%
545,410 3,100 iHeartCommunications, Inc. 6.38%, 05/01/26
FINANCIALS - 0.4%
961,481 South Street Securities Funding LLC
1,440,233 4,000,000 6.25%, 12/30/26 (h)
INDUSTRIALS - 0.0%
35,126,244 American Airlines
7,500,000 12/31/49 (b)(c)(i)(k)(q)
— 38,073,368 UTILITIES - 0.0%
Bruce Mansfield Pass-Through Trust 6.85%,
15,222,107 06/01/34 (k)
Total Corporate Bonds & Notes
(Cost $4,063,640)
36,302
314,674 _Shares
303119 Master Limited Partnership - 0.2%
686,000 ENERGY - 0.2%
549,569 179,200 Energy Transfer L.P.
Total Master Limited Partnership
2,818,544 (Cost $1,869,174)
62,507 Units
75
- - H 0,
4.770.790 Rights - 0.0%
UTILITIES - 0.0%
4.600.010 Texas Competitive Electric Holdings Co., LLC
Pop 4,933 (a)
7,815,277 .
Total Rights (Cost $-)
9,667,738 L.
T 22.083.025 Principal Amount ($)
Repurchase Agreements (r)(s) - 0.0%
Citigroup 4.300%, dated 12/30/2022 to be
5,081,966 repurchased on 01/03/2023, repurchase
price $153,792 (collateralized by U.S.
606,265 Government and Treasury obligations,
ranging in par value $499 - $79,992, 1.375%
125,098 - 4.500%, 04/15/2025 - 11/01/2051; with total
5813 329 153,719 market value $156,925)
—_— RBC 4.300%, dated 12/30/2022 to be
repurchased on 01/03/2023, repurchase
82,667,144 price $249,119 (collateralized by U.S.
Government and Treasury obligations,
458,274 ranging in par value $0 - $68,175, 2.000%
_ -6.000%, 09/01/2024 - 10/20/2052; with total
458,274 249,000 market value $253,980)
E— Total Repurchase Agreements
(Cost $402,719)
6,786,449
5,080,578
11,867,027

8 | See Glossary on page 11 for abbreviations along with accompanying Notes to Financial Statements.

Value ($)

2,857

3,480,000

3,482,857

2,127,104

2,127,104

6,228
6,228

153,719

249,000

402,719

Appx. 000127
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INVESTMENT PORTFOLIO (continued)

As of December 31, 2022

Shares Value ($)
Cash Equivalent - 2.7%
MONEY MARKET FUND (t) - 2.7%
Dreyfus Treasury Obligations Cash
25,072,014 Management, Institutional Class 4.170% 25,072,014
Total Cash Equivalent (Cost $25,072,014) 25,072,014

Total Investments - 115.5% 1,092,253,995
(Cost $1,460,096,862)

Securities Sold Short - (0.7)%
Common Stocks - (0.7)%
INFORMATION TECHNOLOGY - (0.7)%

(41,100) Texas Instruments, Inc. (6,790,542)
Total Common Stocks
(Proceeds $4,920,256) (6,790,542)
Total Securities Sold Short - (0.7)%
(Proceeds $4,920,256) (6,790,542)
Other Assets & Liabilities, Net - (14.8)% (v) (139,475,776)
Net Assets - 100.0% 945,987,677

(a)  Non-income producing security.

(b)  Securities with a total aggregate value of $752,868,908, or 79.6% of net assets,
were classified as Level 3 within the three-tier fair value hierarchy. Please see
Notes to Financial Statements for an explanation of this hierarchy, as well as a
list of unobservable inputs used in the valuation of these instruments.

(c) Represents fair value as determined by the Investment Adviser pursuant to the
policies and procedures approved by the Board of Trustees (the “Board”). The
Board has designated the Investment Adviser as “valuation designee” for the
Fund pursuant to Rule 2a-5 of the Investment Company Act of 1940, as
amended. The Investment Adviser considers fair valued securities to be
securities for which market quotations are not readily available and these
securities may be valued using a combination of observable and unobservable
inputs. Securities with a total aggregate value of $752,868,908, or 79.6% of net
assets, were fair valued under the Fund’s valuation procedures as of
December 31, 2022. Please see Notes to Financial Statements.

(d) Restricted Securities. These securities are not registered and may not be sold
to the public. There are legal and/or contractual restrictions on resale. The Fund
does not have the right to demand that such securities be registered. The
values of these securities are determined by valuations provided by pricing
services, brokers, dealers, market makers, or in good faith under the policies
and procedures established by the Board. Additional Information regarding such
securities follows:

Percent
Security Acquisition Costof  Fair Value of Net
Restricted Security Type Date Security at Year End Assets
TerreStar Corporation ~ Common
Stocks 3/16/2018 $3,093,276 $ 9,887,358 1.0%

(e)  Affiliated issuer. Assets with a total aggregate fair value of $750,571,576, or
79.3% of net assets, were affiliated with the Fund as of December 31, 2022.

U]

(h)

Highland Income Fund

Senior loans (also called bank loans, leveraged loans, or floating rate loans) in
which the Fund invests generally pay interest at rates which are periodically
determined by reference to a base lending rate plus a spread (unless otherwise
identified, all senior loans carry a variable rate of interest). These base lending
rates are generally (i) the Prime Rate offered by one or more major United States
banks, (ii) the lending rate offered by one or more European banks such as the
London Interbank Offered Rate (“LIBOR”) or (iii) the Certificate of Deposit rate. As
of December 31, 2022, the LIBOR USD 3 Month rates were 4.77%. Senior loans,
while exempt from registration under the Securities Act of 1933, as amended (the
“1933 Act”), contain certain restrictions on resale and cannot be sold publicly.
Senior secured floating rate loans often require prepayments from excess cash
flow or permit the borrower to repay at its election. The degree to which borrowers
repay, whether as a contractual requirement or at their election, cannot be
predicted with accuracy. As a result, the actual remaining maturity maybe
substantially less than the stated maturity shown.

Variable or floating rate security. The rate shown is the effective interest rate as of
period end. The rates on certain securities are not based on published reference
rates and spreads and are either determined by the issuer or agent based on
current market conditions; by using a formula based on the rates of underlying
loans; or by adjusting periodically based on prevailing interest rates.

Securities exempt from registration under Rule 144A of the 1933 Act. These
securities may only be resold in transactions exempt from registration to qualified
institutional buyers. The Board has determined these investments to be liquid. At
December 31, 2022, these securities amounted to $107,264,904 or 11.3% of net
assets.

No interest rate available.

Interest only security (“IO”). These types of securities represent the right to
receive the monthly interest payments on an underlying pool of mortgages.
Payments of principal on the pool reduce the value of the “interest only” holding.
The issuer is, or is in danger of being, in default of its payment obligation.
Perpetual security with no stated maturity date.

There is currently no rate available.

Variable or floating rate security. The base lending rates are generally the lending
rate offered by one or more European banks such as the LIBOR. The interest rate
shown reflects the rate in effect December 31, 2022.

Securities (or a portion of securities) on loan. As of December 31, 2022, the fair
value of securities loaned was $389,253. The loaned securities were secured with
cash and/or securities collateral of $402,719. Collateral is calculated based on
prior day’s prices.

Step Coupon Security. Coupon rate will either increase (step-up bond) or
decrease (step-down bond) at regular intervals until maturity. Interest rate shown
reflects the rate currently in effect.

Represents value held in escrow pending future events. No interest is being
accrued.

Tri-Party Repurchase Agreement.

This security was purchased with cash collateral held from securities on loan. The
total value of such securities as of December 31, 2022 was $402,719.

Rate reported is 7 day effective yield.

As of December 31, 2022, investments with a total aggregate value of
$36,203,269 were fully or partially segregated with broker(s)/custodian as
collateral for reverse repurchase agreements.

As of December 31, 2022, $6,782,322 in cash was segregated or on deposit with
the brokers to cover investments sold short and is included in “Other Assets &
Liabilities, Net”.

See Glossary on page 11 for abbreviations along with accompanying Notes to Financial Statements. | 9
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INVESTMENT PORTFOLIO (concluded)

As of December 31, 2022 Highland Income Fund

Reverse Repurchase Agreement outstanding as of December 31, 2022 was as follows:

Interest Repurchase Principal
Counterparty Collateral Pledged Rate % Trade Date Amount Amount Value
Mizuho FREMF Mortgage Trust, Series 2021-
Securities KF103, Class CS, 02/01/2023 5.88 12/15/2022 $(21,722,000) $(21,722,000) $(21,722,000)

Total Reverse Repurchase Agreement $(21,722,000) $(21,722,000)

10 | See Glossary on page 11 for abbreviations along with accompanying Notes to Financial Statements.
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GLOSSARY: (abbreviations that may be used in the preceding statements) (unaudited)

CDO Collateralized Debt Obligation
ICE Intercontinental Exchange
LIBOR London Interbank Offered Rate
REIT Real Estate Investment Trust
uUsD United States Dollar

Annual Report | 11
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As of December 31, 2022

Highland Income Fund

$
Assets

Investments from unaffiliated issuers, at value® 316,207,686
Affiliated investments, at value (Note 9) 750,571,576
Total Investments, at value (Cost $1,434,622,129) 1,066,779,262
Repurchase Agreements, at value 402,719
Cash equivalent (Note 2) 25,072,014
Cash 139,323
Restricted Cash — Securities Sold Short (Note 2) 6,782,322
Receivable for:

Cash pledged as collateral on reverse repurchase agreements 1,870,000

Dividends and interest 28,046,175

Fund shares sold 124,115

Due from broker 6,886
Prepaid expenses and other assets 357,523

Total assets

Liabilities:
Securities sold short, at value (Proceeds $4,920,256) (Note 2)
Reverse Repurchase Agreements (Note 3)

Payable for:
Investments purchased
Investment advisory and administration fees (Note 6)
Collateral from securities loaned (Note 4)
Legal fees
Printing fees
Audit fees
Accrued expenses and other liabilities
Total liabilities

Mezzanine Equity:
Cumulative preferred shares (Series A), net of deferred financing costs (Notes 1 and 2)
Net Assets

Net Assets Consist of:
Paid-in capital
Total accumulated losses
Net Assets

Investments, at cost

Affiliated investments, at cost (Note 9)
Cash equivalents, at cost (Note 2)
Repurchase Agreements, at cost
Proceeds from securities sold short

Common Shares
Shares outstanding ($0.001 par value; unlimited authorization)
Net asset value per share (Net assets/shares outstanding)

(a) Includes fair value of securities on loan

12 | See accompanying Notes to Financial Statements.
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1,129,580,339

6,790,542
21,722,000

13,100,000
865,164
402,719
344,730
159,135
155,000
297,123

43,836,413

139,756,249
945,987,677

1,454,795,842
(508,808, 165)
945,987,677
363,400,113
1,071,213,016
25,072,014
402,719
4,920,256

68,121,308

13.89
389,253
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STATEMENT OF OPERATIONS

For the Year Ended December 31, 2022 Highland Income Fund
$
Investment Income
Income:
Dividends from unaffiliated issuers 70,457,158
Dividends from affiliated issuers (Note 9) 6,270,395
Securities lending income (Note 4) 46,353
Interest from unaffiliated issuers 14,668,227
Interest from affiliated issuers (Note 9) 10,225,535
Interest paid in kind from unaffiliated issuers 905,745
Interest paid in kind from affiliated issuers (Note 9) 3,050,153
ROC reclass from affiliated issuers (Note 9) (70,410)
Total income 105,553,156
Expenses:
Investment advisory (Note 6) 7,269,814
Administration fees (Note 6) 2,339,062
Legal fees 1,056,052
Accounting services fees 691,901
Interest expense, commitment fees, and financing costs 384,897
Reports to shareholders 299,982
Trustees fees (Note 6) 223,384
Insurance 204,893
Dividends and fees on securities sold short (Note 2) 192,751
Audit fees 183,404
Pricing fees 173,437
Transfer agent fees 158,387
Registration fees 146,323
Conversion fees (Note 2) 138,426
Custodian/wire agent fees 28,790
Total operating expenses 13,491,503
Net investment income 92,061,653
Preferred dividend expenses (7,793,750)

Net Realized and Unrealized Gain (Loss)
Realized gain (loss) on:

Investments from unaffiliated issuers 78,379,604
Investments in affiliated issuers (Note 9) 8,345,554
Securities sold short (Note 2) 7,121,644
Written options contracts (Note 3) 37,559
Futures contracts (Note 3) 41,918,345
Net realized gain 135,802,706
Net Change in Unrealized Appreciation (Depreciation) on:
Investments (146,548,259)
Investments in affiliated issuers (Note 9) (49,911,663)
Securities sold short (Note 2) 2,725,741
Futures contracts (Note 3) 4,568,959
Net change in unrealized appreciation (depreciation) (189,165,222)
Net realized and unrealized gain (loss) (53,362,516)
Total increase in net assets resulting from operations 30,905,387

See accompanying Notes to Financial Statements. | 13
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STATEMENTS OF CHANGES IN NET ASSETS

Highland Income Fund

Increase (Decrease) in Net Assets

Operations:
Net investment income
Preferred dividend expenses
Net realized gain (loss)
Net change in unrealized appreciation (depreciation)
Net increase from operations

Distributions Declared to Common Shareholders:

Distributions
Return of capital

Total distributions:
Increase (decrease) in net assets from operations and distributions

Share transactions:
Value of distributions reinvested
Shares repurchased of closed-end fund (Note 1)
Gains from the retirement of repurchased shares
Net decrease from shares transactions

Total increase (decrease) in net assets

Net Assets

Beginning of year
End of year

Change in Common Shares:
Issued for distribution reinvested
Shares redeemed (Note 1)

Net decrease in fund shares

14 | See accompanying Notes to Financial Statements.
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32,124,193

92,061,653
(7,793,750)
135,802,706

(189,165,222)

30,905,387

(35,874,540
(27,155,040
(63,029,580
(

—_—— ==

1,718,646
(24,643,897)
5,422,282

(17,502,969)
(49,627,162)

995,614,839

945,987,677

152,754
(1,679,705)
(1,526,951)

51,197,156
(7,793,756)
(81,417,609)

168,217,003

130,202,794

(15,595,827)
(50,110,849)
__ (65,706,676)
64,496,118

1,661,743

(25,760,920)
4,870,013

(19,229,164)
45,266,954

950,347,885
995,614,839

152,218

(1,854,281)
(1,702,063)
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STATEMENT OF CASH FLOWS

For the Year Ended December 31, 2022 Highland Income Fund
$
Cash Flows Provided by Operating Activities:
Net increase in net assets resulting from operations 30,905,387
Adjustments to Reconcile Net Increase in Net Assets Resulting from Operations to Net Cash Provided by Operating
Activities:
Purchases of investment securities from unaffiliated issuers (293,297,707)
Purchases of investment securities from affiliated issuers (601,190,765)
Interest paid in kind from unaffiliated issuers (905,745)
Interest paid in kind from affiliated issuers (3,050,153)
Proceeds from disposition of investment securities from unaffiliated issuers 330,382,156
Proceeds from disposition of investment securities from affiliated issuers 163,314,139
Paydowns at cost 104,825,104
Net (amortization) accretion of discount (997,654)
Proceeds from return of capital of investment securities from affiliated issuers 192,675,501
Purchases of repurchase agreements, net (246,362)
Purchases to cover securities sold short (6,836,960)
Purchases to cover written options (588,290)
Proceeds of written options 625,849
Net realized (gain) loss on Investments from unaffiliated issuers (78,379,604)
Net realized (gain) loss on Investments from affiliated issuers (8,345,554)
Net realized (gain) loss on written options and securities sold short (7,159,203)
Net change in unrealized (appreciation) depreciation on investments, investments in affiliated issuers, and securities sold short 193,734,181
(Increase) Decrease in receivable for cash pledged as collateral on reverse repurchase agreements (1,870,000)
(Increase) Decrease in receivable for investments sold and principal paydowns 580,003
(Increase) Decrease in receivable for dividends and interest (12,829,428)
(Increase) Decrease in receivable for variation margin 712,785
(Increase) Decrease in due from broker (6,886)
(Increase) Decrease in prepaid expenses and other assets 56,527
Increase (Decrease) in payable for investments purchased (2,070,483)
Increase (Decrease) in payable to investment advisory 9,862
Increase (Decrease) in payable for upon return of securities loaned 246,362
Increase (Decrease) in payable for printing fees 50,025
Increase (Decrease) in payable for audit fees 155,000
Increase (Decrease) in payable for legal fees 132,011
Increase (Decrease) in accrued expenses and other liabilities (171,382)
Net cash flow provided by operating activities 458,716
Cash Flows Used In Financing Activities:
Distributions paid in cash, net of distributions reinvested (61,310,934)
Payments on shares redeemed, net of payable (19,221,615)
Proceeds from shares sold, net of receivable (5,093)
Proceeds from reverse repurchase agreement 21,722,000
Net cash flow used in financing activities (58,815,642)
Net decrease in cash (58,356,926)
Cash, cash equivalents, restricted cash and due to/from broker:
Beginning of year 90,350,585
End of year 31,993,659
End of year cash balances:
Cash 139,323
Cash equivalent 25,072,014
Restricted cash 6,782,322
End of year 31,993,659
Supplemental disclosure of cash flow information:
Reinvestment of distributions 1,718,646
Cash paid during the year for interest expense and commitment fees 384,897

See accompanying Notes to Financial Statements. | 15
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Selected data for a share outstanding throughout each year/period is as follows:

Net Asset Value, Beginning of Year/Period $ 14.29 $ 13.32 $ 13.88 $ 14.28 $ 15.12 $ 15.01

Income from Investment Operations:

Net investment income® 1.35 0.72 0.54 0.85 0.42 0.75

Preferred dividend expense (0.11) (0.11) (0.11) (0.05) — —
Net realized and unrealized gain (loss) (0.80) 1.21 (0.10) (0.29) (0.80) 0.18

Total Income from Investment Operations 0.44 1.82 0.33 0.51 (0.38) 0.93

Less Distributions Declared to shareholders:

From net investment income (0.52) (0.22) (0.43) (0.81) (0.45) (0.72)
From return of capital (0.40) (0.70) (0.49) (0.11) (0.01) (0.10)
Total distributions declared to shareholders (0.92) (0.92) (0.92) (0.92) (0.46) (0.82)

Capital Share Transactions:

Retirement of Tendered Shares® $ 0.08 $ 0.07 $ 0.03 $ 0.01 $ — $ —
Net Asset Value, End of Year/Period” $ 13.89 $ 14.29 $ 13.32 $ 13.88 $ 14.28 $ 15.12
Market Value, End of Year/Period $ 10.30 $ 10.99 $ 10.28 $ 1243 $ 12.80 $ 15.62
Market Value Total Return®© 1.70% 16.35% (8.29)% 4.30% (15.44)%'Y 9.77%
Ratios based on Average Managed Assets

Gross operating expenses©® 1.15% 1.44% 1.83% 2.28% N/A N/A
Net investment income(© 7.87% 4.53% 2.89% 3.98% N/A N/A
Ratios to Average Net Assets / Supplemental Data:*"

Net Assets, End of Year/Period (000’s) $945,988 $995,615 $950,348 $995,405 $ 1,026,412 $ 1,085,547
Gross operating expenses(©(® 1.32% 1.67% 2.68% 3.39% 3.10% 1.79%
Net investment income(® 8.98% 5.26% 4.22% 5.93% 5.48% 4.98%
Portfolio turnover rate 45% 38% 22% 18% 27%9) 177%
Average commission rate paid® $ 0.0092 $ 0.0348 $ 0.0969 $ 0.0032 $ 0.0243 $ 0.0300

*

T3

Tot
e

Per share data prior to November 3, 2017 has been adjusted to give effect to an approximately 2 to 1 reverse stock split as part of the conversion to a closed-end fund.

For the six-month period ended December 31, 2018. Effective April 11, 2019, the Fund had a fiscal year change from June 30 to December 31.

Reflects the financial highlights of Class Z of the open-end fund prior to the conversion.

Per share data was calculated using average shares outstanding during the period.

The Net Asset Value per share and total return have been calculated based on net assets which include adjustments made in accordance with U.S. Generally Accepted
Accounting Principles required at period end for financial reporting purposes. These figures do not necessarily reflect the Net Asset Value per share or total return
experienced by the shareholder at period end.

Total return is based on market value per share for periods after November 3, 2017. Distributions are assumed for purposes of this calculation to be reinvested at prices
obtained under the Fund’s Dividend Reinvestment Plan. Prior to November 3, 2017, total return is at net asset value assuming all distributions are reinvested. For periods with
waivers/reimbursements, had the Fund’s investment adviser not waived or reimbursed a portion of expenses, total return would have been lower.

Not annualized.

Excludes 12b-1 fees from partial period operating as an open-end fund. Following the conversion on November 3, 2017, the Fund is no longer subject to 12b-1 fees.
Includes dividends and fees on securities sold short.

All ratios for the period have been annualized, unless otherwise indicated.

Supplemental expense ratios are shown below.

Represents the total dollar amount of commissions paid on portfolio transactions divided by total number of portfolio shares purchased and sold for which commissions were
charged. The period prior to the Conversion Date is not presented.

16 | See accompanying Notes to Financial Statements.
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Supplemental Expense Ratios:

Ratios based on Average Managed Assets
Net operating expenses (net of
waiver/reimbursement, if applicable, but gross of all

other operating expenses) 1.15% 1.44% 1.83% 2.28% N/A N/A
Interest expense and commitment fees, and preferred

dividend expense 0.70% 0.74% 1.17% 1.27% N/A N/A
Dividends and fees on securities sold short 0.02% 0.02% 0.02% 0.01% N/A N/A

Ratios to Average Net Assets
Net operating expenses (net of
waiver/reimbursement, if applicable, but gross of all

other operating expenses) 1.32% 1.67% 2.68% 3.39% 3.10% 1.79%
Interest expense and commitment fees, and preferred

dividend expense 0.80% 0.86% 1.71% 1.90% 1.63% 0.49%
Dividends and fees on securities sold short 0.02% 0.02% 0.03% 0.01% —%0) —%0

Borrowing at end of year/period:
Aggregate Amount Outstanding Excluding Preferred

Shares™ 21,722,000 — 200,000,000 419,796,600 496,141,100 498,563,423
Asset Coverage Per $1,000* 44,549.75 — 5,751.74 3,371.16 3,068.79 3,177.35
Aggregate Amount Outstanding Including
Preferred Shares* 166,722,000 145,000,000 345,000,000 564,796,600 496,141,100 498,563,423
Asset Coverage Per $1,000* 6,674.04 7,859.92 3,754.63 2,762.41 3,068.79 3,177.35
* See Note 10 for further details.

() Represents less than 0.005%.

See accompanying Notes to Financial Statements. | 17
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Note 1. Organization

Highland Income Fund (the “Fund”) is organized as an
unincorporated business trust under the laws of The Commonwealth
of Massachusetts. The Fund is registered with the U.S. Securities
and Exchange Commission (the “SEC”) under the Investment
Company Act of 1940, as amended (the “1940 Act”), as a
non-diversified, closed-end management investment company. On
September 25, 2017, the Fund acquired the assets of Highland
Floating Rate Opportunities Fund (the “Predecessor Fund”), a series
of NexPoint Funds | (formerly Highland Funds 1), a Delaware
statutory trust. The Fund is the successor to the accounting and
performance information of the Predecessor Fund.

On July 29, 2019, the Fund issued 5.4 million 5.375% Series A
Cumulative Preferred shares (NYSE: HFRO.PR.A) with an aggregate
liguidation value of $135 million. Subsequently on August 9, 2019,
the underwriters exercised their option to purchase additional
overallotment shares of $10mm, resulting in a total Preferred
outstanding offering of $145mm.

The Series A Cumulative Preferred shares are perpetual,
non-callable for five years, and have a liquidation preference of
$25.00 per share. Distributions are scheduled quarterly, with
payments beginning on September 30, 2019. Series A Preferred
shares trade on the NYSE. Moody’s Investors Service has assigned
an A1 rating to the preferred shares.

On October 13, 2021, the Board authorized the repurchase of
$40 million common shares over a six-month period. Under this
program from October 2021 to March 2022, the Fund repurchased
3,533,986, at an average price of $11.29, for a total investment of
$40.0 million. Upon retirement of the repurchased shares, the net
asset value was $50.4 million, or $14.26 per share.

Note 2. Significant Accounting Policies

The following summarizes the significant accounting policies
consistently followed by the Fund in the preparation of its financial
statements.

Use of Estimates

The Fund is an investment company that follows the investment
company accounting and reporting guidance of Financial Accounting
Standards Board (“FASB”) Accounting Standards Codification
(“ASC”) Topic 946 Financial Services — Investment Companies
applicable to investment companies. The Fund’s financial statements
have been prepared in conformity with accounting principles
generally accepted in the United States of America (“GAAP”), which
require NexPoint Asset Management, L.P. (formerly Highland Capital
Management Fund Advisors, L.P.) (“NexPoint” or the “Investment
Adviser”) to make estimates and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of contingent assets
and liabilities at the date of

18 | Annual Report
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the financial statements and the reported amounts of increases or
decreases in net assets from operations during the reporting period.
Changes in the economic environment, financial markets and any
other parameters used in determining these estimates could cause
actual results to differ materially.

Fund Valuation

The net asset value (“NAV”) of the Fund’'s common shares is
calculated daily on each day that the NYSE is open for business as of
the close of the regular trading session on the NYSE, usually 4:00 PM,
Eastern Time. The NAV is calculated by dividing the value of the
Fund’s net assets attributable to common shares by the numbers of
common shares outstanding.

Valuation of Investments

Pursuant to Rule 2a-5 under the 1940 Act, the Board has designated
NexPoint as the Fund’s valuation designee to perform the fair valuation
determination for securities and other assets held by the Fund.
NexPoint acting through its “Valuation Committee,” is responsible for
determining the fair value of investments for which market quotations
are not readily available. The Valuation Committee is comprised of
officers of NexPoint and certain of NexPoint’s affiliated companies and
determines fair value and oversees the calculation of the NAV. The
Valuation Committee is subject to Board oversight and certain
reporting and other requirements intended to provide the Board the
information it needs to oversee NexPoint's fair value determinations.

The Fund’s investments are recorded at fair value. In computing the
Fund’s net assets attributable to shares, securities with readily
available market quotations on the NYSE, National Association of
Securities Dealers Automated Quotation (“NASDAQ”) or other
nationally recognized exchange, use the closing quotations on the
respective exchange for valuation of those securities. Securities for
which there are no readily available market quotations will be valued
pursuant to policies and procedures adopted by NexPoint and
approved by the Board. Typically, such securities will be valued at the
mean between the most recently quoted bid and ask prices provided
by the principal market makers. If there is more than one such principal
market maker, the value shall be the average of such means.
Securities without a sale price or quotations from principal market
makers on the valuation day may be priced by an independent pricing
service. Generally, the Fund’s loan and bond positions are not traded
on exchanges and consequently are valued based on a mean of the
bid and ask price from the third-party pricing services or broker-dealer
sources that the Investment Adviser has determined to have the
capability to provide appropriate pricing services.

Appx. 000137
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Securities for which market quotations are not readily available, or for
which the Fund has determined that the price received from a pricing
service or broker-dealer is “stale” or otherwise does not represent fair
value (such as when events materially affecting the value of
securities occur between the time when market price is determined
and calculation of the Fund’s NAV, will be valued by the Fund at fair
value, as determined by the Valuation Committee in good faith in
accordance with policies and procedures established by NexPoint
and approved by the Board, taking into account factors reasonably
determined to be relevant, including, but not limited to: (i) the
fundamental analytical data relating to the investment; (ii) the nature
and duration of restrictions on disposition of the securities; and (iii) an
evaluation of the forces that influence the market in which these
securities are purchased and sold. In these cases, the Fund’s NAV
will reflect the affected portfolio securities’ fair value as determined in
the judgment of the Valuation

Deferred Financing Costs on the Preferred Stock

Highland Income Fund

Committee instead of being determined by the market. Using a fair
value pricing methodology to value securities may result in a value that
is different from a security’s most recent sale price and from the prices
used by other investment companies to calculate their NAVs.
Determination of fair value is uncertain because it involves subjective
judgments and estimates.

There can be no assurance that the Fund’s valuation of a security will
not differ from the amount that it realizes upon the sale of such
security. Those differences could have a material impact to the Fund.
The NAV shown in the Fund’s financial statements may vary from the
NAV published by the Fund as of its period end because portfolio
securities transactions are accounted for on the trade date (rather than
the day following the trade date) for financial statement purposes.

Deferred financing costs on the preferred shares consist of fees and expenses incurred in connection with the closing of the preferred stock
offerings, and are capitalized at the time of payment. Based on ASC 480-10-S99, preferred stock that, by its terms, is contingently redeemable
upon the occurrence of an event that is outside of the issuer’s control should be classified as mezzanine equity; therefore, these costs are only
amortized once it is probable the shares will become redeemable. As of December 31, 2022, the Fund is compliant with all contingent
redemption provisions of the preferred offering, therefore the financing costs are currently unamortized until probable. Deferred financing costs of
$5.2 million are presented net with the mezzanine equity on the Statement of Assets and Liabilities.

Cumulative preferred shares (Series A) 5,800,000

$ 139,756,249

$145,000,000 $5,243,751 $ — 139,756,249 5,800,000

Fair Value Measurements

The Fund has performed an analysis of all existing investments and
derivative instruments to determine the significance and character of
inputs to their fair value determination. The levels of fair value inputs
used to measure the Fund’s investments are characterized into a fair
value hierarchy. Where inputs for an asset or liability fall into more
than one level in the fair value hierarchy, the investment is classified
in its entirety based on the lowest level input that is significant to that
investment’s valuation. The three levels of the fair value hierarchy are
described below:

Level 1 —Quoted unadjusted prices for identical instruments in active
markets to which the Fund has access at the date of
measurement;

Level 2 —Quoted prices for similar instruments in active markets;
quoted prices for identical or similar instruments in markets
that are not active, but are valued based on executed
trades; broker

https://www.sec.gov/Archives/edgar/data/1710680/000119312523067397/d398748dncsr.htm

quotations that constitute an executable price; and
alternative pricing sources supported by observable inputs
are classified within Level 2. Level 2 inputs are either directly
or indirectly observable for the asset in connection with
market data at the measurement date; and

Level 3—Model derived valuations in which one or more significant
inputs or significant value drivers are unobservable. In
certain cases, investments classified within Level 3 may
include securities for which the Fund has obtained indicative
quotes from broker-dealers that do not necessarily represent
prices the broker may be willing to trade on, as such quotes
can be subject to material management judgment.
Unobservable inputs are those inputs that reflect the Fund’s
own assumptions that market participants would use to price
the asset or liability based on the best available information.
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The Investment Adviser has established policies and procedures, as
described above and approved by the Board, to ensure that valuation
methodologies for investments and financial instruments that are
categorized within all levels of the fair value hierarchy are fair and
consistent. A Pricing Committee has been established to provide
oversight of the valuation policies, processes and procedures, and is
comprised of personnel from the Investment Adviser and its affiliates.
The Pricing Committee meets monthly to review the proposed
valuations for investments and financial instruments and is
responsible for evaluating the overall fairness and consistent
application of established policies.

As of December 31, 2022, the Fund’s investments consisted of
common stocks, U.S. senior loans, collateralized loan obligations,
preferred stock, LLC interests, exchange-traded funds, warrants,
registered investment companies, corporate bonds and notes, a
master limited partnership, rights, repurchase agreements, a reverse
repurchase agreement, and a cash equivalent. The fair value of the
Fund’s senior loans and bonds are generally based on quotes
received from brokers or independent pricing services. Loans, bonds
and asset-backed securities with quotes that are based on actual
trades with a sufficient level of activity on or near the measurement
date are classified as Level 2 assets. Loans and bonds that are
priced using quotes derived from implied values, indicative bids, or a
limited number of actual trades are classified as Level 3 assets
because the inputs used by the brokers and pricing services to derive
the values are not readily observable. The fair value of the Fund’s
futures contracts are valued based on the settlement price
established each day by the board of trade or exchange on which
they principally trade and are classified as Level 1 liabilities.

The fair value of the Fund’s common stocks, registered investment
companies, rights and warrants that are not

Highland Income Fund

actively traded on national exchanges are generally priced using
quotes derived from implied values, indicative bids, or a limited amount
of actual trades and are classified as Level 3 assets because the
inputs used by the brokers and pricing services to derive the values
are not readily observable. Exchange-traded options are valued based
on the last trade price on the primary exchange on which they trade. If
an option does not trade, the mid-price, which is the mean of the bid
and ask price, is utilized to value the option.

At the end of each calendar quarter, the Investment Adviser evaluates
the Level 2 and 3 assets and liabilities for changes in liquidity,
including but not limited to: whether a broker is willing to execute at the
quoted price, the depth and consistency of prices from third party
services, and the existence of contemporaneous, observable trades in
the market. Additionally, the Investment Adviser evaluates the Level 1
and 2 assets and liabilities on a quarterly basis for changes in listings
or delistings on national exchanges.

Reverse repurchase agreements are priced at their acquisition cost,
and assessed for credit adjustments, which represent fair value. These
investments will generally be categorized as Level 2 liabilities.

Due to the inherent uncertainty of determining the fair value of
investments that do not have a readily available market value, the fair
value of the Fund’s investments may fluctuate from period to period.
Additionally, the fair value of investments may differ significantly from
the values that would have been used had a ready market existed for
such investments and may differ materially from the values the Fund
may ultimately realize. Further, such investments may be subject to
legal and other restrictions on resale or otherwise be less liquid than
publicly traded securities.

The inputs or methodology used for valuing securities are not necessarily an indication of the risk associated with investing in those securities. A
summary of the inputs used to value the Fund’s assets and liabilities as of December 31, 2022, is as follows:

Highland Income Fund
Assets
Common Stocks

Communication Services 11,344,608 1,457,250 — 9,887,358
Consumer Discretionary 13,895 — — 13,895
Energy — — — -
Gaming/Leisure 5,635,995 — — 5,635,995
Healthcare 22,261,348 — — 22,261,348
Materials 1,495,160 — 1,495,160 —
Real Estate 546,560,722 119,138,060 — 427,422,662
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U.S. Senior Loans

Communication Services 8,616,085 — — 8,616,085

Energy 6,389,333 — 6,389,333 —

Gaming/Leisure 13,833,090 — — 13,833,090

Healthcare 28,151,521 — 12,742,864 15,408,657

Information Technology 59,271,980 — — 59,271,980

Real Estate 108,158,431 — — 108,158,431

Retail 3,570,052 — 3,570,052 —
Collateralized Loan Obligations 103,784,904 — 103,784,904 —
LLC Interest 59,010,136 — — 59,010,136
Warrants

Energy 38,073,368 — 38,073,368 —
Preferred Stock

Financials 4,770,790 2,818,544 686,000 1,266,246

Healthcare 22,083,025 — — 22,083,025

Real Estate 5,813,329 5,813,329 — —
Registered Investment Company 458,274 458,274 — —
Exchange-Traded Funds 11,867,027 11,867,027 — —
Corporate Bonds & Notes

Communication Services 2,857 — 2,857 —

Financials 3,480,000 — 3,480,000 —

Industrials — — — —m

Utilities — — —m —
Master Limited Partnership

Energy 2,127,104 2,127,104 — —
Rights

Utilities 6,228 — 6,228 —
Repurchase Agreements 402,719 402,719 — —
Cash Equivalent 25,072,014 25,072,014 — —

Total Assets 1,092,253,995 169,154,321 170,230,766 752,868,908
Liabilities

Securities Sold Short
Common Stocks

Information Technology (6,790,542) (6,790,542) — —
Reverse Repurchase Agreement (21,722,000) — (21,722,000) —
Total Liabilities (28,512,542) (6,790,542) (21,722,000) —
Total 1,063,741,453 162,363,779 148,508,766 752,868,908

(™ This category includes securities with a value of zero.
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Highland Income Fund

The table below sets forth a summary of changes in the Fund’s assets measured at fair value using significant unobservable inputs (Level 3) for
the year ended December 31, 2022.

Common Stocks
Communication

Services 9,098,844 — — — — — 788,514 — — 9,887,358 788,514
Consumer
Discretionary 31,683 — — — (82,427) — 64,639 — — 13,895 63,639
Gaming/Leisure 3,321,591 — — — — — 2,314,404 — — 5,635,995 2,314,404
Healthcare 385,699 — — — — — (24,095,605) 45,971,254 — 22,261,348  (24,095,605)
Real Estate 379,145,661 — — — (190,163,539) (509,145)  (21,111,900) 260,061,585 — 427,422,662  (21,294,900)
U.S. Senior
Loans
Communication
Services 7,755,762 — — 31 — — (45,453) 905,745 — 8,616,085 (45,453)
Gaming/Leisure 16,635,684 — — — — (67,924,983) 63,017,931 3,533,154 (1,428,696) 13,833,090 (4,191,765)
Healthcare 48,880,946 — — — — — 20,545,024 40,848,841  (94,866,154)" 15,408,657 (25,270,184)
Information
Technology 49,533,000 — — — — — 5,327,744 4,411,236 — 59,271,980 5,327,744
Real Estate 80,337,570 — — — — — (6,018,912) 173,652,315 (139,812,542)" 108,158,431 (6,018,912)
Utilities 59,423 — — — —  (1,840,163) 1,780,740 — — — —
Collateralized
Loan
Obligations 1,471,635 — (1,471,635) — — — — — — — —
LLC Interest 46,562,687 — — — — (333,599) 8,637,141 15,665,294  (11,521,387) 59,010,136 8,028,886
Preferred Stock
Financials 133,611,395 24,278,638 — — 375,432 92,371,672 (143,630,849) — (105,740,042) 1,266,246  (50,964,592)
Healthcare — — — — — — 913,012 21,170,013 — 22,083,025 913,012
Real Estate 249,514 — — — — 111,635 — — (361,149) — —
Claims 52,138 — — — — (1,814,883) 1,762,745 — — — —
Total 777,133,232 24,278,638 (1,471,635) 31 (189,870,534) 20,060,534  (89,750,825) 566,219,437 (353,729,970) 752,868,908 (114,445212)
1 Sales from paydowns. There was no realized gain (loss).

Investments designated as Level 3 may include assets valued using
quotes or indications furnished by brokers which are based on
models or estimates without observable inputs and may not be

executable prices. In light of the developing
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received for portfolio investments.
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Highland Income Fund

Determination of fair value is uncertain because it involves subjective judgements and estimates that are unobservable. The following is a
summary of significant unobservable inputs used in the fair valuations of assets and liabilities categorized within Level 3 of the fair value

hierarchy:

Transaction Indication of Value

Transaction Indication of Value
Discounted Cash Flow

Common Stocks 465,221,258
U.S. Senior Loans 205,288,243
Preferred Stock 23,349,271
LLC Interest 59,010,136

752,868,908

In addition to the unobservable inputs utilized for various valuation
methodologies, the Fund frequently uses a combination of two or
more valuation methodologies to determine fair value for a single
holding. In such instances, the Fund assesses the methodologies
and ascribes weightings to each methodology. The weightings
ascribed to any individual methodology ranged from as low as 10% to
as high as 90% as of December 31, 2022. The selection of
weightings is an inherently subjective process, dependent on
professional judgement. These selections may have a material
impact to the concluded fair value for such holdings.

The significant unobservable inputs used in the fair value
measurement of the Fund’s Preferred Stock are the discount rate and
volatility. Significant decreases (increases) in any of those inputs in
isolation could result in a significantly higher (lower) fair value
measurement.

The significant unobservable inputs used in the fair value
measurement of the Fund’s U.S. Senior Loans are the discount rate
and volatility. Significant decreases (increases) in any of those inputs
in isolation could result in a significantly higher (lower) fair value
measurement.

The significant unobservable input used in the fair value
measurement of the Fund’s LLC interests is the discount rate.
Significant decreases (increases) in any of those inputs

https://www.sec.gov/Archives/edgar/data/1710680/000119312523067397/d398748dncsr.htm

Discounted Cash Flow

Discounted Cash Flow

Multiples Analysis Unadjusted Price/MHz-PoP $0.09 - $0.95 ($0.52)
NAV / sh multiple 1.10x - 1.45x (1.28x)
Revenue Multiples 0.32x -0.42x (0.37x)
N/A $28.00
Recovery Rate 40% -100% (70%)
Discount Rate 8.75% -32.50% (15.70%)
Capitalization Rate 5.13% - 9.50% (6.75%)
Transaction Analysis Multiple of EBITDA less CAPEX 12.50x - 15.00x (13.75x)
Price per Sq. Ft. $22.00 - $33.00 ($28.67)
Enterprise Value ($mm) $872 -$969 ($920.50)
Cost Price ($mm) $56.20
Discount Rate 8.00%- 20.00% (11.18%)
Volatility 30.00% -60.00% 46.67%)
Discount Rate 70.0%
Volatility 40% - 60% (50%)
Recap Price $11.10
Discount Rate 4.73% - 14.00% (9.22%)

Net Asset Value
Liquidation Analysis

Volatility Analysis
NAV Approach
Option Pricing Model

in isolation could result in a significantly higher (lower) fair value
measurement.

The significant unobservable inputs used in the fair value
measurement of the Fund’s common stock are the unadjusted
price/MHz-PoP multiple, EBITDA multiple, revenue multiple, discount
rate, price per sq. ft., enterprise value, NAV per share multiple, and
capitalization rate. Significant increases (decreases) in any of those
inputs in isolation could result in a significantly lower (higher) fair value
measurement. Generally, a change in the assumption used for the risk
discount is accompanied by a directionally opposite change in the
assumption for the price/MHz-PoP multiple.

Security Transactions

Security transactions are accounted for on the trade date. Realized
gains/(losses) on investments sold are recorded on the basis of the
specific identification method for both financial statement and U.S.
federal income tax purposes taking into account any foreign taxes
withheld.

Income Recognition

Corporate actions (including cash dividends) are recorded on the
ex-dividend date, net of applicable withholding taxes, except for certain
foreign corporate actions, which are recorded as soon after
ex-dividend date as such information
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becomes available and is verified. Interest income and PIK are Distributions to Shareholders
recorded on the accrual basis. The Fund plans to pay distributions from net investment income
Accretion of discount on taxable bonds and loans is computed to the monthly and net realized capital gains annually to common
maturity date, while amortization of premium on taxable bonds and shareholders. To permit the Fund to maintain more stable monthly
loans is computed to the earliest call date, whichever is shorter, both distributions and annual distributions, the Fund may from time to time
using the effective yield method. Withholding taxes on foreign distribute less than the entire amou.nt of income a.nd.galns fearned in
dividends have been provided for in accordance with the Fund’s the relevant month or year, respectively. The undistributed income and
understanding of the applicable country’s tax rules and rates. gains wquld be gvallable to supplement future Q|str.|but|ons.. In certain
years, this practice may result in the Fund distributing, during a
The Fund records distributions received from investments in real particular taxable year, amounts in excess of the amount of income
estate investment trusts (“REIT”) and partnerships in excess of and gains earned therein. Such distributions would result in a portion
income from underlying investments as a reduction of cost of of each distribution occurring in that year to be treated as a return of
investments and/or realized gain. Such amounts are based on capital to shareholders. Shareholders of the Fund will automatically
estimates if actual amounts are not available, and actual amounts of have all distributions reinvested in Common Shares of the Fund issued
income, realized gain and return of capital may differ from the by the Fund in accordance with the Fund’s Dividend Reinvestment
estimated amounts. The Fund adjusts the estimated amounts once Plan (the “Plan”) unless an election is made to receive cash. The
the issuers provide information about the actual composition of the number of newly issued Common Shares to be credited to each
distributions. participant’s account will be determined by dividing the dollar amount
of the dividend by the lesser of (i) the NAV per Common Share
U.S. Federal Income Tax Status determined on the Declaration Date and (i) the market price per
The Fund is treated as a separate taxpayer for U.S. federal income Common Share as of the close of regular trading on the NYSE on the
tax purposes. The Fund intends to qualify each year as a “regulated Declaration Date. Participants in the Plan requesting a sale of
investment company” under Subchapter M of the Internal Revenue securities through the plan agent of the Plan are subject to a sales fee
Code of 1986 (the “Code”), as amended, and will distribute and a brokerage commission.

substantially all of its taxable income and gains, if any, for the tax
year, and as such will not be subject to U.S. federal income taxes. In Statement of Cash Flows

addition, the Fund intends to distribute, in each calendar year, all of Information on financial transactions which have been settled through
its net investment income, capital gains and certain other amounts, if the receipt or disbursement of cash is presented in the Statement of
any, such that the Fund should not be subject to U.S. federal excise Cash Flows. The cash amount shown in the Statement of Cash Flows
tax. Therefore, no U.S. federal income or excise tax provisions are is the amount included within the Fund’s Statement of Assets and
recorded. The Fund recognizes interest and penalties, if any, related Liabilities and includes cash on hand at its custodian bank and/or

to unrecognized tax benefits as income tax expense in Statement of sub-custodian bank(s) cash equivalents, foreign currency and
Operations. There were no interest or penalties during the year restricted cash held at broker(s).

ended December 31, 2022.

The Investment Adviser has analyzed the Fund’s tax positions taken

Cash & Cash Equivalents

on U.S. federal income tax returns for all open tax years (current and The Fund considers liquid assets deposited with a bank and certain
prior three tax years), and has concluded that no provision for U.S. short-te_rm debt instruments of sufficient credit qu_allty with original
federal income tax is required in the Fund’s financial statements. The maturities of three months or less to be cash equivalents. These
Fund’s U.S. federal and state income and U.S. federal excise tax |nve§tments represent amounts held with financial |nst‘|tut|ons that are
returns for tax years for which the applicable statutes of limitations readily accessible to pay Fund expenses or purchase investments.
have not expired are subject to examination by the Internal Revenue Cash and cash equivalents are valued at cost plus accrued interest,
Service and state departments of revenue. Furthermore, the which approximates fair value. The value of cash equivalents
Investment Adviser of the Fund is also not aware of any tax positions denominated in foreign currencies is determined by converting to U.S.
for which it is reasonably possible that the total amounts of dollars on the date of this financial report.

unrecognized tax benefits will significantly change in the next 12 ) _

months. These balances may exceed the federally insured limits under the

Federal Deposit Insurance Corporation (“FDIC”).
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Foreign Currency

Accounting records of the Fund are maintained in U.S. dollars.
Foreign currencies, investments and other assets and liabilities
denominated in foreign currencies are translated into U.S. dollars at
exchange rates using the current 4:00 PM London Time Spot Rate.
Fluctuations in the value of the foreign currencies and other assets
and liabilities resulting from changes in exchange rates, between
trade and settlement dates on securities transactions and between
the accrual and payment dates on dividends, interest income and
foreign withholding taxes, are recorded as unrealized foreign
currency gains/(losses). Realized gains/(losses) and unrealized
appreciation/(depreciation) on investment securities and income and
expenses are translated on the respective dates of such transactions.
The effects of changes in foreign currency exchange rates on
investments in securities are not segregated in the Statement of
Operations from the effects of changes in market prices of those
securities, but are included with the net realized and unrealized gain
or loss on investment securities.

Securities Sold Short

The Fund may sell securities short. A security sold short is a
transaction in which the Fund sells a security it does not own in
anticipation that the market price of that security will decline. When
the Fund sells a security short, it must borrow the security sold short
from a broker-dealer and deliver it to the buyer upon conclusion of
the transaction. The Fund may have to pay a fee to borrow particular
securities and is obligated to pay over any dividends or other
payments received on such borrowed securities. In some
circumstances, the Fund may be allowed by its prime broker to utilize
proceeds from securities sold short to purchase additional
investments, resulting in leverage. Cash held as collateral for
securities sold short is classified as restricted cash on the Statement
of Assets and Liabilities, as applicable. Restricted cash in the amount
of $6,782,322 was held with the broker for the Fund. Securities
valued at $39,693,247 were posted in the Fund’s segregated account
as collateral.

Other Fee Income

Fee income may consist of origination/closing fees, amendment fees,
administrative agent fees, transaction break-up fees and other
miscellaneous fees. Origination fees, amendment fees, and other
similar fees are nonrecurring fee sources. Such fees are received on
a transaction by transaction basis and do not constitute a regular
stream of income and are recognized when incurred.

Conversion Costs

In conjunction with the shareholder proposal to convert the Fund from
an open-end fund to a C-Corporation (see Note 1), the Fund has
incurred legal fees and other fees in

https://www.sec.gov/Archives/edgar/data/1710680/000119312523067397/d398748dncsr.htm
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preparation of this conversion. These conversion costs include both
actual and estimated fees, and are included in the Statement of
Operations as conversion fees.

Note 3. Derivative Transactions

The Fund is subject to equity securities risk, interest rate risk and
currency risk in the normal course of pursuing its investment
objectives. The Fund enters into derivative transactions for the
purpose of hedging against the effects of changes in the value of
portfolio securities due to anticipated changes in market conditions, to
gain market exposure for residual and accumulating cash positions
and for managing the duration of fixed income investments.

Futures Contracts

A futures contract represents a commitment for the future purchase or
sale of an asset at a specified price on a specified date. The Fund may
invest in interest rate, financial and stock or bond index futures
contracts subject to certain limitations. The Fund invests in futures
contracts to manage its exposure to the stock and bond markets and
fluctuations in currency values. Buying futures tends to increase the
Fund’s exposure to the underlying instrument while selling futures
tends to decrease the Fund’s exposure to the underlying instrument, or
economically hedge other Fund investments. With futures contracts,
there is minimal counterparty credit risk to the Fund since futures
contracts are exchange-traded and the exchange’s clearinghouse, as
counterparty to all traded futures, guarantees the futures against
default. The Fund’s risks in using these contracts include changes in
the value of the underlying instruments, non-performance of the
counterparties under the contracts’ terms and changes in the liquidity
of the secondary market for the contracts. Futures contracts are valued
at the settlement price established each day by the board of trade or
exchange on which they principally trade.

Upon entering into a financial futures contract, the Fund is required to
pledge to the broker an amount of cash and/or other assets equal to a
certain percentage of the contract amount, known as initial margin
deposit. Subsequent payments, known as variation margins, are made
or can be received by the Fund each day, depending on the daily
fluctuation in the fair value of the underlying security. The Fund records
an unrealized gain/(loss) equal to the daily variation margin. Should
market conditions move unexpectedly, the Fund may not achieve the
anticipated benefits of the futures contracts and may incur a loss. The
Fund recognizes a realized gain/(loss) on the expiration or closing of a
futures contract.

During the year ended December 31, 2022, the Fund entered into
futures transactions for the purpose of hedging against the effects of
changes in the value of portfolio securities due
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to anticipated changes in market conditions, and to gain market
exposure for residual and accumulating cash positions. Cash held as
collateral for futures contracts is shown on the Statement of Assets
and Liabilities as “Restricted Cash — Futures.” As of December 31,
2022, the Fund did not have any cash held as collateral for futures
contract.

Options

The Fund may utilize options on securities or indices to varying
degrees as part of their principal investment strategy. An option on a
security is a contract that gives the holder of the option, in return for a
premium, the right to buy from (in the case of a call) or sell to (in the
case of a put) the writer of the option the security underlying the
option at a specified exercise or “strike” price. The writer of an option
on a security has the obligation upon exercise of the option to deliver
the underlying security upon payment of the exercise price or to pay
the exercise price upon delivery of the underlying security. The Fund
may hold options, write option contracts, or both.

If an option written by the Fund expires unexercised, the Fund
realizes on the expiration date a capital gain equal to the premium
received by the Fund at the time the option was written. If an option
purchased by the Fund expires unexercised, the Fund realizes a
capital loss equal to the premium paid. Prior to the earlier of exercise
or expiration, an exchange-traded option may be closed out by an
offsetting purchase or sale of an option of the same series (type,
underlying security, exercise price and expiration). There can be no
assurance, however, that a closing purchase or sale transaction can
be effected when the Fund desires.

The Fund will realize a capital gain from a closing purchase
transaction if the cost of the closing option is less than the premium
received from writing the option, or, if the cost of the closing option is
more than the premium received from writing the option, a capital
loss. The Fund will realize a capital gain from a closing sale
transaction if the premium received from the sale is more than the
original premium paid when the option position was opened, or a
capital loss, if the premium received from a sale is less than the
original premium paid.

As of December 31, 2022, the Fund did not hold written options.

Reverse Repurchase Agreements

The Fund may engage in reverse repurchase agreement transactions
with respect to instruments that are consistent with the Fund’s
investment objective or policies. This creates leverage for the Fund
because the cash received can be used to purchase other securities.

26 | Annual Report
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A reverse repurchase transaction is a repurchase transaction in which
the Fund is the seller of securities or other assets and agrees to
repurchase them at a date certain or on demand. Pursuant to the
Repurchase Agreement, the Fund may agree to sell securities or other
assets to Mizuho Securities for an agreed upon price (the “Purchase
Price”), with a simultaneous agreement to repurchase such securities
or other assets from Mizuho Securities for the Purchase Price plus a
price differential that is economically similar to interest. The price
differential is negotiated for each transaction. This creates leverage for
the Fund because the cash received can be used to purchase other
securities.

At December 31, 2022, the Fund had investments in a reverse
repurchase agreement with a gross value of $21,722,000, which is
reflected as reverse repurchase agreements on the consolidated
statement of assets and liabilities. The value of the related collateral
exceeded the value of the reverse repurchase agreements at
December 31, 2022. The collateral pledged for the reverse repurchase
agreements includes Agency Collateralized Mortgage Obligations and
cash, both of which are reflected on the consolidated statement of
assets and liabilities. The Fund’s average daily balance was
$7,124,753 at a weighted average interest rate of 4.97% for the days
outstanding.

Additional Derivative Information

The Fund is required to disclose; a) how and why an entity uses
derivative instruments; b) how derivative instruments and related
hedged items are accounted for; c) how derivative instruments and
related hedged items affect an entity’s financial position, financial
performance and cash flows; and d) how the netting of derivatives
subject to master netting arrangements (if applicable) affects the net
exposure of the Fund related to the derivatives.

The fair value of derivative instruments on the Statement of Assets and
Liabilities have the following risk exposure at December 31, 2022:

$ —M $ —

™ As of December 31, 2022, the Fund did not have any outstanding derivatives.
Includes cumulative unrealized depreciation of futures contracts as reported in the
Investment Portfolio, if applicable, and within the components of net assets section of
the Statement of Assets and Liabilities.

Equity Price Risk
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The effect of derivative instruments on the Statement of Operations
for the year ended December 31, 2022, is as follows:

$ 41,955,904 $  4,568,959@

(™ Statement of Operations location: Realized gain (loss) on futures and written
options contracts.

@ Statement of Operations location: Net change in unrealized appreciation
(depreciation) on futures contracts.

Equity Price Risk

The average monthly volume of derivative activity for the year ended
December 31, 2022, is as follows:

Futures Contracts — $ 1,164,004

The Fund had insignificant levels of written options transactions
during the year ended December 31, 2022.

Highland Income Fund

Note 4. Securities Lending

Effective January, 7, 2020, the Fund entered into a securities lending
agreement with The Bank of New York Mellon (“BNY” or the “Lending
Agent”).

Securities lending transactions are entered into by the Fund under the
Securities Lending Agreement (“SLA”), which permits the Fund, under
certain circumstances such as an event of default, to offset amounts
payable by the Fund to the same counterparty against amounts
receivable from the counterparty to create a net payment due to or
from the Fund.

The following is a summary of securities lending agreements held by
the Fund, with cash collateral of overnight maturities, which would be
subject to offset as of December 31, 2022:

$389,253 $ 389,253 $ — 3 —

(™ Collateral received in excess of market value of securities on loan is not presented in
this table. The total cash collateral received by the Fund is disclosed in the Statement
of Assets and Liabilities.

Amounts designated as (—) are $0.

The value of loaned securities and related collateral outstanding at December 31, 2022 are shown in the Investment Portfolio. The value of the
collateral held may be temporarily less than that required under the lending contract. As of December 31, 2022, the cash collateral was invested

in repurchase agreements with the following maturities:

Remaining Contractual Maturity of the Agreements, as of December 31, 2022

Repurchase Agreements $ 402,719
Total $ 402,719
Amounts designated as (—) are $0.

The Fund could seek additional income by making secured loans of
its portfolio securities through its custodian. Such loans would be in
an amount not greater than one-third of the value of the Fund’s total
assets. BNY would charge a fund fees based on a percentage of the
securities lending income.

The fair value of the loaned securities is determined at the close of
each business day of the Fund and any additional required collateral
is delivered to the Fund, or excess collateral is returned by the Fund,
on the next business day.

The Fund would receive collateral consisting of cash (U.S. and
foreign currency), securities issued or guaranteed by the U.S.
government or its agencies or instrumentalities, sovereign debt,
convertible bonds, irrevocable bank letters of credit or such other
collateral as may be agreed on by the parties to a securities lending
arrangement, initially with a value of 102% or 105% of the market
value of the loaned
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securities and thereafter maintained at a value of 100% of the market
value of the loaned securities. If the collateral consists of non-cash
collateral, the borrower would pay the Fund a loan premium fee. If the
collateral consists of cash, BNY would reinvest the cash in repurchase
agreements and money market accounts. Although voting rights, or
rights to consent, with respect to the loaned securities pass to the
borrower, the Fund would recall the loaned securities upon reasonable
notice in order that the securities could be voted by the Fund if the
holders of such securities are asked to vote upon or consent to matters
materially affecting the investment. The Fund also could call such
loans in order to sell the securities involved.

Securities lending transactions were entered into pursuant to SLAs,
which would provide the right, in the event of default (including
bankruptcy or insolvency) for the
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non-defaulting party to liquidate the collateral and calculate a net
exposure to the defaulting party or request additional collateral. In the
event that a borrower defaulted, the Fund, as lender, would offset the
market value of the collateral received against the market value of
the securities loaned. The value of the collateral is typically greater
than that of the market value of the securities loaned, leaving the
lender with a net amount payable to the defaulting party. However,
bankruptcy or insolvency laws of a particular jurisdiction may impose
restrictions on or prohibitions against such a right of offset in the
event of an SLA counterparty’s bankruptcy or insolvency. Under the
SLA, the Fund can reinvest cash collateral, or, upon an event of
default, resell or repledge the collateral, and the borrower can resell
or repledge the loaned securities. The risks of securities lending also
include the risk that the borrower may not provide additional collateral
when required or may not return the securities when due. To mitigate
this risk, the Fund benefits from a borrower default indemnity
provided by BNY. BNY’s indemnity generally provides for
replacement of securities lent or the approximate value thereof.

Note 5. U.S. Federal Income Tax Information

The character of income and gains to be distributed is determined in
accordance with income tax regulations which may differ from GAAP.
These differences include (but are not limited to) investments
organized as partnerships for tax purposes, tax treatment of
organizational start-up costs, losses deferred due to wash sale
transactions, and tax attributes from Fund reorganizations.
Reclassifications are made to the Fund’s capital accounts to reflect
income and gains available for distribution (or available capital loss
carryovers) under income tax regulations. These reclassifications
have no impact on net investment income, realized gains or losses,
or NAV of the Fund. The calculation of net investment income per
share in the Financial Highlights table excludes these adjustments.

For the year ended December 31, 2022, permanent differences
chiefly resulting from return of capital distributions paid by the Fund
were identified and reclassified among the components of the Fund'’s
net assets as follows:

$4,877,268 $ (4,877,268)
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At December 31, 2022, the Fund’s most recent tax year end,
components of distributable earnings (accumulated losses) on a tax
basis are as follows:

$— $(193,465,924)

™ Any differences between book-basis and tax-basis net unrealized
appreciation/(depreciation) are primarily due to wash sales, non-taxable dividends,
partnerships, PFICs, REIT basis adjustments and difference in premium amortization
methods for book and tax.

$(315,342,241)

As of December 31, 2022, the Fund has capital loss carryovers as
indicated below. The capital loss carryovers are available to offset
future realized capital gains to the extent provided in the Code and
regulations promulgated thereunder. To the extent that these carryover
losses are used to offset future capital gains, the gains offset will not
be distributed to shareholders. During the year ended December 31,
2022, the Fund utilized $142,321,291 of capital carryforwards to offset
capital gains.

$— $(193,465,924)

The tax character of distributions paid during the last two fiscal years
ended December 31, is as follows:

$(193,465,924)

2022 $35,874,540 $ — $27,155,040
2021 15,595,827 — 50,110,849
Amounts designated as (—) are $0.

Unrealized appreciation (depreciation) at December 31, 2022, based
on cost of investments, securities sold short and foreign currency
transactions for U.S. federal income tax purposes was:

$131,976,649 $ (447,318,890) $ (315,342,241) $ 1,405,718,901
Qualified Late Year Ordinary and Post October Losses
Under current laws, certain capital losses and specified losses realized
after October 31 may be deferred and treated as occurring on the first
day of the following fiscal year. For the fiscal year ended December 31,
2022, the Fund did not defer any qualified late year ordinary nor post

October losses.
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Note 6. Investment Advisory, Administration and
Trustee Fees

For its investment advisory services, the Fund pays the Investment
Adviser a monthly fee, computed and accrued daily, based on an
annual rate of the Fund’s Average Daily Managed Assets. Average
Daily Managed Assets of a Fund means the average daily value of
the total assets of a Fund less all accrued liabilities of a Fund (other
than the aggregate amount of any outstanding borrowings
constituting financial leverage). On occasion, the Investment Adviser
voluntarily waives additional fees to the extent assets are invested in
certain affiliated investments.

The table below shows the Fund’s contractual advisory fee with the
Investment Adviser for the year ended December 31, 2022:

0.65% 0.60% 0.55%
Administration Fee

The Investment Adviser provides administrative services to the Fund.
For its services, the Investment Adviser receives an annual fee,
payable monthly, in an amount equal to 0.20% of the average weekly
value of the Fund’s Managed Assets. Under a separate
sub-administration agreement, the Investment Adviser delegates
certain administrative functions and pays the sub-administrator
directly for these sub-administration services. Effective October 1,
2018, the Investment Adviser entered into an administrative services
agreement with SEI Investments Global Funds Services, a wholly
owned subsidiary of SEI Investments Company.

Fees Paid to Officers and Trustees

Each Trustee who oversees all of the funds in the NexPoint Fund
Complex receives an annual retainer of $150,000 payable in
quarterly installments and allocated among each portfolio in the
NexPoint Fund Complex based on relative net assets. The annual
retainer for a Trustee who does not oversee all of the funds in the
NexPoint Fund Complex is prorated based on the portion of the
$150,000 annual retainer allocable to the funds overseen by such
Trustee. The Chairman of the Audit Committee and the Chairman of
the Board each receive an additional annual payment of $10,000
payable in quarterly installments and allocated among each portfolio
in the NexPoint Fund Complex based on relative net assets. The
“NexPoint Fund Complex” consists of all of the registered investment
companies advised by the Investment Adviser or its affiliated advisers
as of the date of this report and NexPoint Capital, Inc., a closed-end
management investment company that has elected to be treated as a
business development company under the 1940 Act.
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The Fund pays no compensation to its officers, all of whom are
employees of the Investment Adviser or one of its affiliates.

Trustees are reimbursed for actual out-of-pocket expenses relating to
attendance at meetings.

The Trustees do not receive any separate compensation in connection
with service on Committees or for attending Board or Committee
Meetings. The Trustees do not have any pension or retirement plan.

Expedited Settlement Agreements

On June 15, 2017 and May 14, 2019, the Fund entered into Expedited
Settlement Agreements with two major dealers in the floating rate loan
market, pursuant to which the Fund has the right to designate certain
loans it sells to the dealer to settle on or prior to three days from the
trade date in exchange for a quarterly fee (the “Expedited Settlement
Agreements”). The Expedited Settlement Agreements are designed to
reduce settlement times from the standard seven days to three days
for eligible loans. For the year ended December 31, 2022, the
Expedited Settlement Agreement was not used by the Fund.

While the Expedited Settlement Agreements are intended to provide
the Fund with additional liquidity with respect to such loans, and may
not represent the exclusive method of expedited settlement of such
loans, no assurance can be given that the Expedited Settlement
Agreements or other methods for expediting settlements will provide
the Fund with sufficient liquidity in the event of abnormally large
redemptions.

Other Matters

NexPoint has entered into a Services Agreement (the “Services
Agreement”) with Skyview Group (“Skyview”), effective February 25,
2021, pursuant to which NexPoint will receive administrative and
operational support services to enable it to provide the required
advisory services to the Fund. The Investment Adviser, and not the
Fund, will compensate all Investment Adviser and Skyview personnel
who provide services to the Fund.

Effective July 12, 2022, certain Skyview personnel became dual-
employees of NexPoint Services, Inc., a wholly-owned subsidiary of
the Investment Adviser. The same services are being performed by the
dual-employees. The Investment Adviser, and not the Fund, will
compensate all Investment Adviser, Skyview, and dual-employee
personnel who provide services to the Fund.

Indemnification

Under the Fund’s organizational documents, the officers and Trustees
have been granted certain indemnification rights against certain
liabilities that may arise out of performance
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of their duties to the Fund. Additionally, in the normal course of
business, the Fund may enter into contracts with service providers
that contain a variety of indemnification clauses. The Fund’s
maximum exposure under these arrangements is dependent on
future claims that may be made against the Fund and, therefore,
cannot be estimated.

Note 7. Disclosure of Significant Risks and
Contingencies

The Fund’s investments expose the Fund to various risks, certain of
which are discussed below. Please refer to the Fund’s Prospectus
and Statement of Additional Information for a full listing of risks
associated with the Fund’s investments.

Concentration in Real Estate Securities Risk

Although the Fund does not invest directly in real estate, the Fund
will concentrate its investments in investment vehicles that invest
principally in real estate and real estate related securities, its portfolio
will be significantly impacted by the performance of the real estate
market and may experience more volatility and be exposed to greater
risk than a more diversified portfolio. The values of companies
engaged in the real estate industry are affected by: (i) changes in
general economic and market conditions; (ii) changes in the value of
real estate properties; (iii) risks related to local economic conditions,
overbuilding and increased competition; (iv) increases in property
taxes and operating expenses; (v) changes in zoning laws;

(vi) casualty and condemnation losses; (vii) variations in rental
income, neighborhood values or the appeal of property to tenants;
(viii) the availability of financing and (ix) changes in interest rates and
leverage.

Counterparty Risk

Counterparty risk is the potential loss the Fund may incur as a result
of the failure of a counterparty or an issuer to make payments
according to the terms of a contract. Counterparty risk is measured
as the loss the Fund would record if its counterparties failed to
perform pursuant to the terms of their obligations to the Fund.
Because the Fund may enter into over-the-counter forwards, options,
swaps and other derivative financial instruments, the Fund may be
exposed to the credit risk of its counterparties. To limit the
counterparty risk associated with such transactions, the Fund
conducts business only with financial institutions judged by the
Investment Adviser to present acceptable credit risk.

Credit Risk

The value of debt securities owned by the Fund may be affected by
the ability of issuers to make principal and interest payments and by
the issuer’s or counterparty’s credit quality. If an issuer cannot meet
its payment obligations or if its credit rating is lowered, the value of its
debt securities may decline. Lower quality bonds are generally more
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sensitive to these changes than higher quality bonds. Non-payment
would result in a reduction of income to the Fund, a reduction in the
value of the obligation experiencing non-payment and a potential
decrease in the Fund’s net asset value and the market price of the
Fund’s shares.

Currency Risk

A portion of the Fund’s assets may be quoted or denominated in
non-U.S. currencies. These securities may be adversely affected by
fluctuations in relative currency exchange rates and by exchange
control regulations. The Fund’s investment performance may be
negatively affected by a devaluation of a currency in which the Fund’s
investments are quoted or denominated. Further, the Fund’s
investment performance may be significantly affected, either positively
or negatively, by currency exchange rates because the U.S. dollar
value of securities quoted or denominated in another currency will
increase or decrease in response to changes in the value of such
currency in relation to the U.S. dollar.

Derivatives Risk

Derivatives risk is a combination of several risks, including the risks
that: (1) an investment in a derivative instrument may not correlate well
with the performance of the securities or asset class to which the Fund
seeks exposure, (2) derivative contracts, including options, may expire
worthless and the use of derivatives may result in losses to the Fund,
(3) a derivative instrument entailing leverage may result in a loss
greater than the principal amount invested, (4) derivatives not traded
on an exchange may be subject to credit risk, for example, if the
counterparty does not meet its obligations (see also “Counterparty
Risk”), and (5) derivatives not traded on an exchange may be subject
to liquidity risk and the related risk that the instrument is difficult or
impossible to value accurately.

Effective August 19, 2022 (the “Compliance Date”), Rule 18f-4 under
the 1940 Act (the “Derivatives Rule”) replaced the asset segregation
regime of Investment Company Act Release No. 10666 (Release
10666) with a new framework for the use of derivatives by registered
funds. As of the Compliance Date, the SEC rescinded Release 10666
and withdrew no-action letters and similar guidance addressing a
fund’s use of derivatives and began requiring funds to satisfy the
requirements of the Derivatives Rule. As a result, on or after the
Compliance Date, the Fund will no longer engage in “segregation” or
“coverage” techniques with respect to derivatives transactions and will
instead comply with the applicable requirements of the Derivatives
Rule. The Derivatives Rule mandates that a fund adopt and/or
implement: (i) value-at-risk limitations (VaR); (ii) a written derivatives
risk management program; (iii) new Board oversight responsibilities;
and (iv) new reporting and record-
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keeping requirements. In the event that a fund’s derivative exposure
is 10% or less of its net assets, excluding certain currency and
interest rate hedging transactions, it can elect to be classified as a
limited derivatives user (Limited Derivatives User) under the
Derivatives Rule, in which case the fund is not subject to the full
requirements of the Derivatives Rule. Limited Derivatives Users are
excepted from VaR testing, implementing a derivatives risk
management program, and certain Board oversight and reporting
requirements mandated by the Derivatives Rule. However, a Limited
Derivatives User is still required to implement written compliance
policies and procedures reasonably designed to manage its
derivatives risks.

Distressed and Defaulted Securities Risk

The Fund may invest in companies that are troubled, in distress or
bankrupt. As such, they are subject to a multitude of legal, industry,
market, environmental and governmental forces that make analysis
of these companies inherently difficult. Further, the Investment
Adviser relies on company management, outside experts, market
participants and personal experience to analyze potential
investments for the Fund. There can be no assurance that any of
these sources will prove credible, or that the resulting analysis will
produce accurate conclusions.

Equity Securities Risk

The risk that stock prices will fall over short or long periods of time. In
addition, common stocks represent a share of ownership in a
company, and rank after bonds and preferred stock in their claim on
the company’s assets in the event of bankruptcy. In addition to these
risks, preferred stock and convertible securities are also subject to
the risk that issuers will not make payments on securities held by the
Fund, which could result in losses to the Fund. The credit quality of
preferred stock and convertible securities held by the Fund may be
lowered if an issuer’s financial condition changes, leading to greater
volatility in the price of the security.

Exchange-Traded Funds (“ETF”) Risk

The risk that the price movement of an ETF may not exactly track the
underlying index and may result in a loss. In addition, shareholders
bear both their proportionate share of the Fund’s expenses and
similar expenses of the underlying investment company when the
Fund invests in shares of another investment company.

Financial Services Industry Risk

The risk associated with the fact that the Fund’s investments in
Senior Loans are arranged through private negotiations between a
borrower (“Borrower”) and several financial institutions. Investments
in the financial services sector may be subject to credit risk, interest
rate risk, and regulatory risk, among others. Banks and other
financial institutions can
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be affected by such factors as downturns in the U.S. and foreign
economies and general economic cycles, fiscal and monetary policy,
adverse developments in the real estate market, the deterioration or
failure of other financial institutions, and changes in banking or
securities regulations. The financial services industry is subject to
extensive government regulation, which can limit both the amounts
and types of loans and other financial commitments financial services
companies can make and the interest rates and fees they can charge.
Profitability is largely dependent on the availability and cost of capital
funds, and can fluctuate significantly when interest rates change.
Because financial services companies are highly dependent on short-
term interest rates, they can be adversely affected by downturns in the
U.S. and foreign economies or changes in banking regulations. Losses
resulting from financial difficulties of Borrowers can negatively affect
financial services companies. The financial services industry is
currently undergoing relatively rapid change as existing distinctions
between financial service segments become less clear. This change
may make it more difficult for the Investment Adviser to analyze
investments in this industry. Additionally, the recently increased
volatility in the financial markets and implementation of the recent
financial reform legislation may affect the financial services industry as
a whole in ways that may be difficult to predict.

Hedging Risk

The Fund may engage in “hedging,” the practice of attempting to offset
a potential loss in one position by establishing an opposite position in
another investment. Hedging strategies in general are usually intended
to limit or reduce investment risk, but can also be expected to limit or
reduce the potential for profit. For example, if the Fund has taken a
defensive posture by hedging its portfolio, and stock prices advance,
the return to investors will be lower than if the portfolio had not been
hedged. No assurance can be given that any particular hedging
strategy will be successful, or that the Investment Adviser will elect to
use a hedging strategy at a time when it is advisable.

High Yield Debt Securities Risk

The risk that below investment grade securities or unrated securities of
similar credit quality (commonly known as “high yield securities” or
“junk securities”) are more likely to default than higher rated securities.
The Fund’s ability to invest in high-yield debt securities generally
subjects the Fund to greater risk than securities with higher ratings.
Such securities are regarded by the rating organizations as
predominantly speculative with respect to capacity to pay interest and
repay principal in accordance with the terms of the obligation. The
market value of these securities is generally more sensitive to
corporate developments and
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economic conditions and can be volatile. Market conditions can
diminish liquidity and make accurate valuations difficult to obtain.

llliquid and Restricted Securities Risk

Certain investments made by the Fund may be illiquid, and
consequently the Fund may not be able to sell such investments at
prices that reflect the Investment Adviser’s assessment of their value
or the amount originally paid for such investments by the Fund.
llliquidity may result from the absence of an established market for
the investments as well as legal, contractual or other restrictions on
their resale and other factors. Furthermore, the nature of the Fund’s
investments, especially those in financially distressed companies,
may require a long holding period prior to profitability.

Restricted securities (i.e., securities acquired in private placement
transactions) and illiquid securities may offer higher yields than
comparable publicly traded securities. The Fund, however, may not
be able to sell these securities when the Investment Adviser
considers it desirable to do so or, to the extent they are sold privately,
may have to sell them at less than the price of otherwise comparable
securities. Restricted securities are subject to limitations on resale
which can have an adverse effect on the price obtainable for such
securities. Also, if in order to permit resale the securities are
registered under the Securities Act at the Fund’s expense, the Fund’s
expenses would be increased.

Interest Rate Risk

The risk that fixed income securities will decline in value because of
changes in interest rates. When interest rates decline, the value of
fixed rate securities already held by the Fund can be expected to
rise. Conversely, when interest rates rise, the value of existing fixed
rate portfolio securities can be expected to decline. A fund with a
longer average portfolio duration will be more sensitive to changes in
interest rates than a fund with a shorter average portfolio duration.

On July 27, 2017, the head of the United Kingdom’s Financial
Conduct Authority announced that it will stop encouraging banks to
provide the quotations needed to sustain LIBOR. The ICE
Benchmark Administration Limited, the administrator of LIBOR,
ceased publishing most LIBOR maturities, including some US LIBOR
maturities, on December 31, 2021, and is expected to cease
publishing the remaining and most liquid US LIBOR maturities on
June 30, 2023. It is expected that market participants will transition to
the use of alternative reference or benchmark rates prior to the
applicable LIBOR cessation date. Additionally, although regulators
have encouraged the development and adoption of alternative rates,
such as the Secured Overnight Financing Rate (“SOFR”), the future
utilization of LIBOR or of any particular replacement rate remains
uncertain.
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Although the transition process away from LIBOR has become
increasingly well-defined in advance of the anticipated discontinuation
dates, the impact on certain debt securities, derivatives and other
financial instruments remains uncertain. It is expected that market
participants will adopt alternative rates such as SOFR or otherwise
amend financial instruments referencing LIBOR to include fallback
provisions and other measures that contemplate the discontinuation of
LIBOR or other similar market disruption events, but neither the effect
of the transition process nor the viability of such measures is known.
Further, uncertainty and risk remain regarding the willingness and
ability of issuers and lenders to include alternative rates and revised
provisions in new and existing contracts or instruments. To facilitate
the transition of legacy derivatives contracts referencing LIBOR, the
International Swaps and Derivatives Association, Inc. launched a
protocol to incorporate fallback provisions. While the transition process
away from LIBOR has become increasingly well-defined in advance of
the expected LIBOR cessation dates, there are obstacles to converting
certain longer term securities and transactions to a new benchmark or
benchmarks and the effectiveness of one alternative reference rate
versus multiple alternative reference rates in new or existing financial
instruments and products has not been determined. Furthermore, the
risks associated with the cessation of LIBOR and transition to
replacement rates may be exacerbated if an orderly transition to
alternative reference rates is not completed in a timely manner. Certain
proposed replacement rates to LIBOR, such as SOFR, which is a
broad measure of secured overnight US Treasury repo rates, are
materially different from LIBOR, and changes in the applicable spread
for financial instruments transitioning away from LIBOR will need to be
made to accommodate the differences. Furthermore, the risks
associated with the expected discontinuation of LIBOR and transition
to replacement rates may be exacerbated if an orderly transition to an
alternative reference rate is not completed in a timely manner. As
market participants transition away from LIBOR, LIBOR’s usefulness
may deteriorate and these effects could be experienced until the
permanent cessation of the majority of U.S. LIBOR rates in 2023. The
transition process may lead to increased volatility and illiquidity in
markets that currently rely on LIBOR to determine interest rates.
LIBOR’s deterioration may adversely affect the liquidity and/or market
value of securities that use LIBOR as a benchmark interest rate.

Alteration of the terms of a debt instrument or a modification of the
terms of other types of contracts to replace LIBOR or another
interbank offered rate (“IBOR”) with a new reference rate could result
in a taxable exchange and the realization of income and gain/loss for
U.S. federal income tax purposes. The Internal Revenue Service
(“IRS”) has issued final regulations regarding the tax consequences of
the transition from IBOR to a new reference rate in debt instruments
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and non-debt contracts. Under the final regulations, alteration or
modification of the terms of a debt instrument to replace an operative
rate that uses a discontinued IBOR with a qualified rate (as defined in
the final regulations) including true up payments equalizing the fair
market value of contracts before and after such IBOR transition, to
add a qualified rate as a fallback rate to a contract whose operative
rate uses a discontinued IBOR or to replace a fallback rate that uses
a discontinued IBOR with a qualified rate would not be taxable. The
IRS may provide additional guidance, with potential retroactive effect.

Leverage Risk

The Fund may use leverage in its investment program, including the
use of borrowed funds and investments in certain types of options,
such as puts, calls and warrants, which may be purchased for a
fraction of the price of the underlying securities. While such strategies
and techniques increase the opportunity to achieve higher returns on
the amounts invested, they also increase the risk of loss. To the
extent the Fund purchases securities with borrowed funds, its net
assets will tend to increase or decrease at a greater rate than if
borrowed funds are not used. If the interest expense on borrowings
were to exceed the net return on the portfolio securities purchased
with borrowed funds, the Fund’s use of leverage would result in a
lower rate of return than if the Fund were not leveraged.

Management Risk

The risk associated with the fact that the Fund relies on the
Investment Adviser’s ability to achieve its investment objective. The
Investment Adviser may be incorrect in its assessment of the intrinsic
value of the companies whose securities the Fund holds, which may
result in a decline in the value of fund shares and failure to achieve
its investment objective.

Mortgage-Backed Securities Risk

The risk of investing in mortgage-backed securities, and includes
interest rate risk, liquidity risk and credit risk, which may be
heightened in connection with investments in loans to “subprime”
borrowers. Certain mortgage-backed securities are also subject to
prepayment risk. Mortgage-backed securities, because they are
backed by mortgage loans, are also subject to risks related to real
estate, and securities backed by private-issued mortgages may
experience higher rates of default on the underlying mortgages than
securities backed by government-issued mortgages. The Fund could
lose money if there are defaults on the mortgage loans underlying
these securities.

Non-Diversification Risk

The risk that an investment in the Fund could fluctuate in value more
than an investment in a diversified fund. As a non-diversified fund for
purposes of the 1940 Act, the Fund
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may invest a larger portion of its assets in the securities of fewer
issuers than a diversified fund. The Fund’s investments in fewer
issuers may result in the Fund’s shares being more sensitive to the
economic results of those issuers. An investment in the Fund could
fluctuate in value more than an investment in a diversified fund.

Non-U.S. Securities Risk

The Fund may invest in non-U.S. securities. Investing in non-U.S.
securities involves certain risks not involved in domestic investments,
including, but not limited to: fluctuations in foreign exchange rates;
future foreign economic, financial, political and social developments;
different legal systems; the possible imposition of exchange controls or
other foreign governmental laws or restrictions; lower trading volume;
much greater price volatility and illiquidity of certain non-U.S. securities
markets; different trading and settlement practices; less governmental
supervision; changes in currency exchange rates; high and volatile
rates of inflation; fluctuating interest rates; less publicly available
information; and different accounting, auditing and financial
recordkeeping standards and requirements.

Options Risk

There are several risks associated with transactions in options on
securities. For example, there are significant differences between the
securities and options markets that could result in an imperfect
correlation between these markets, causing a given transaction not to
achieve its objectives. A transaction in options or securities may be
unsuccessful to some degree because of market behavior or
unexpected events.

When the Fund writes a covered call option, the Fund forgoes, during
the option’s life, the opportunity to profit from increases in the market
value of the security covering the call option above the sum of the
premium and the strike price of the call, but retains the risk of loss
should the price of the underlying security decline. The writer of an
option has no control over the time when it may be required to fulfill its
obligation and once an option writer has received an exercise notice, it
must deliver the underlying security in exchange for the strike price.

When the Fund writes a covered put option, the Fund bears the risk of
loss if the value of the underlying stock declines below the exercise
price minus the put premium. If the option is exercised, the Fund could
incur a loss if it is required to purchase the stock underlying the put
option at a price greater than the market price of the stock at the time
of exercise plus the put premium the Fund received when it wrote the
option. While the Fund’s potential gain in writing a covered put option
is limited to distributions earned on the liquid assets securing the put
option plus the premium received from the purchaser of the put option,
the Fund risks
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a loss equal to the entire exercise price of the option minus the put
premium.

Pandemics and Associated Economic Disruption

An outbreak of respiratory disease caused by a novel coronavirus
was first detected in China in late 2019 and subsequently spread
globally (“COVID-19"). This coronavirus has resulted, and may
continue to result in, the closing of borders, enhanced health
screenings, disruptions to healthcare service preparation and
delivery, quarantines, cancellations, disruptions to supply chains and
customer activity, as well as general anxiety and economic
uncertainty. Health crises caused by outbreaks of disease, such as
the coronavirus, may exacerbate other preexisting political, social
and economic risks. The impact of this outbreak, and other epidemics
and pandemics that may arise in the future, could continue to
negatively affect the global economy, as well as the economies of
individual countries, individual companies and the market in general
in significant and unforeseen ways. For example, a widespread
health crisis such as a global pandemic could cause substantial
market volatility, exchange trading suspensions and closures, and
impact the Fund’s ability to complete repurchase requests. Any such
impact could adversely affect the Fund’s performance, the
performance of the securities in which the Fund invests, lines of
credit available to the Fund and may lead to losses on your
investment in the Fund. In addition, the increasing
interconnectedness of markets around the world may result in many
markets being affected by events or conditions in a single country or
region or events affecting a single or small number of issuers.

The United States responded to the coronavirus pandemic and
resulting economic distress with fiscal and monetary stimulus
packages, including the Coronavirus Aid, Relief, and Economic
Security Act (the “CARES Act”) passed in late March 2020. The
CARES Act provides for over $2.2 trillion in resources to small
businesses, state and local governments, and individuals adversely
impacted by the COVID-19 pandemic. In late December 2020, the
government also passed a spending bill that included $900 billion in
stimulus relief for the COVID-19 pandemic. Further, in March 2021,
the government passed the American Rescue Plan Act of 2021, a
$1.9 trillion stimulus bill to accelerate the United States’ recovery
from the economic and health effects of the COVID-19 pandemic. In
addition, in mid-March 2020, the U.S. Federal Reserve (the “Fed”)
cut interest rates to historically low levels and announced a new
round of quantitative easing, including purchases of corporate and
municipal government bonds. The Fed also enacted various
programs to support liquidity operations and funding in the financial
markets, including expanding its reverse repurchase agreement
operations, which added $1.5 trillion of liquidity to the banking
system; establishing swap lines with other major
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central banks to provide dollar funding; establishing a program to
support money market funds; easing various bank capital buffers;
providing funding backstops for businesses to provide bridging loans
for up to four years; and providing funding to help credit flow in asset-
backed securities markets. In addition, the Fed extended credit to
small- and medium-sized businesses. As the Fed “tapers” or reduces
the amount of securities it purchases pursuant to quantitative easing,
and/or if the Fed raises the federal funds rate, there is a risk that
interest rates will rise, which could expose fixed-income and related
markets to heightened volatility and could cause the value of a fund’s
investments, and the fund’s NAV, to decline, potentially suddenly and
significantly. As a result, the Fund may experience high redemptions
and, as a result, increased portfolio turnover, which could increase the
costs that the Fund incurs and may negatively impact the Fund’s
performance. There is no assurance that the U.S. government’s
support in response to COVID-19 economic distress will offset the
adverse impact to securities in which the Fund may invest and future
governmental support is not guaranteed.

Preferred Share Risk

The risk associated with the issuance of preferred shares to leverage
the common shares. When preferred shares are issued, the NAV and
market value of the common shares become more volatile, and the
yield to the holders of common shares will tend to fluctuate with
changes in the shorter-term dividend rates on the preferred shares.
The Trust will pay (and the holders of common shares will bear) all
costs and expenses relating to the issuance and ongoing maintenance
of the preferred shares, including higher advisory fees. Accordingly, the
issuance of preferred shares may not result in a higher yield or return
to the holders of the common shares. If the dividend rate and other
costs of the preferred shares approach the net rate of return on the
Fund’s investment portfolio, the benefit of leverage to the holders of
the common shares would be reduced. If the dividend rate and other
costs of the preferred shares exceed the net rate of return on the
Fund’s investment portfolio, the leverage will result in a lower rate of
return to the holders of common shares than if the Fund had not
issued preferred shares.

Preferred Stock Risk

Preferred stock, which may include preferred stock in real estate
transactions, represents an equity or ownership interest in an issuer
that pays dividends at a specified rate and that has precedence over
common stock in the payment of dividends. In the event an issuer is
liquidated or declares bankruptcy, the claims of creditors and owners
of bonds take precedence over the claims of those who own preferred
and common stock. If interest rates rise, the fixed dividend on
preferred stocks may be less attractive, causing the price of
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preferred stocks to decline. Preferred stock may have mandatory
sinking fund provisions, as well as provisions allowing the stock to be
called or redeemed prior to its maturity, which can have a negative
impact on the stock’s price when interest rates decline. Unlike
interest on debt securities, preferred stock dividends are payable only
if declared by the issuer’s board. The value of convertible preferred
stock can depend heavily upon the value of the security into which
such convertible preferred stock is converted, depending on whether
the market price of the underlying security exceeds the conversion
price.

Real Estate Investment Trust Risk

Real estate investments are subject to various risk factors. Generally,
real estate investments could be adversely affected by a recession or
general economic downturn where the properties are located. Real
estate investment performance is also subject to the success that a
particular property manager has in managing the property.

Real Estate Market Risk

The Fund is exposed to economic, market and regulatory changes
that impact the real estate market generally through its investment in
NFRO REIT Sub, LLC, NFRO REIT Sub II, LLC, and NFRO SFR
REIT, LLC (together the “REIT Subsidiaries”), which may cause the
Fund’s operating results to suffer. A number of factors may prevent
the REIT Subsidiaries’ properties and other real estate-related
investments from generating sufficient net cash flow or may
adversely affect their value, or both, resulting in less cash available
for distribution, or a loss, to us. These factors include: national,
regional and local economic conditions; changing demographics; the
ability of property managers to provide capable management and
adequate maintenance; the quality of a property’s construction and
design; increases in costs of maintenance, insurance, and operations
(including energy costs and real estate taxes); potential
environmental and other legal liabilities; the level of financing used by
each REIT Subsidiary and the availability and cost of refinancing;
potential instability, default or bankruptcy of tenants in the properties
owned by each REIT Subsidiary; the relative illiquidity of real estate
investments in general, which may make it difficult to sell a property
at an attractive price or within a reasonable time frame.

Securities Lending Risk

The Fund may make secured loans of its portfolio securities. Any
decline in the value of a portfolio security that occurs while the
security is out on loan is borne by the Fund, and will adversely affect
performance. Also, there may be delays in recovery of securities
loaned, losses in the investment of collateral, and loss of rights in the
collateral should the borrower of the securities fail financially while
holding the security.
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Senior Loans Risk

The risk associated with Senior Loans, which are typically below
investment grade and are considered speculative because of the credit
risk of their issuers. As with any debt instrument, Senior Loans are
generally subject to the risk of price declines and as interest rates rise,
the cost of borrowing increases, which may increase the risk of default.
In addition, the interest rates of floating rate loans typically only adjust
to changes in short-term interest rates; long-term interest rates can
vary dramatically from short-term interest rates. The secondary market
for loans is generally less liquid than the market for higher grade debt.
Less liquidity in the secondary trading market could adversely affect
the price at which the Fund could sell a loan, and could adversely
affect the NAV of the Fund’s shares. The volume and frequency of
secondary market trading in such loans varies significantly over time
and among loans. Declines in interest rates may increase
prepayments of debt obligations and require the Fund to invest assets
at lower yields. No active trading market may exist for certain Senior
Loans, which may impair the ability of the Fund to realize full value in
the event of the need to liquidate such assets. Adverse market
conditions may impair the liquidity of some actively traded Senior
Loans.

Short Sales Risk

Short sales by the Fund that are not made where there is an offsetting
long position in the asset that it is being sold short theoretically involve
unlimited loss potential since the market price of securities sold short
may continuously increase. Short selling allows the Fund to profit from
declines in market prices to the extent such decline exceeds the
transaction costs and costs of borrowing the securities. However, since
the borrowed securities must be replaced by purchases at market
prices in order to close out the short position, any appreciation in the
price of the borrowed securities would result in a loss. Purchasing
securities to close out the short position can itself cause the price of
securities to rise further, thereby exacerbating the loss. The Fund may
mitigate such losses by replacing the securities sold short before the
market price has increased significantly. Under adverse market
conditions, the Fund might have difficulty purchasing securities to meet
margin calls on its short sale delivery obligations, and might have to
sell portfolio securities to raise the capital necessary to meet its short
sale obligations at a time when fundamental investment considerations
would not favor such sales.

If other short positions of the same security are closed out at the same
time, a “short squeeze” can occur where demand exceeds the supply
for the security sold short. A short squeeze makes it more likely that
the Fund will need to replace the borrowed security at an unfavorable
price.
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Structured Finance Securities Risk

A portion of the Fund’s investments may consist of equipment trust
certificates, collateralized mortgage obligations, collateralized bond
obligations, collateralized loan obligations or similar instruments.
Such structured finance securities are generally backed by an asset
or a pool of assets, which serve as collateral. Depending on the type
of security, the collateral may take the form of a portfolio of mortgage
loans or bonds or other assets. The Fund and other investors in
structured finance securities ultimately bear the credit risk of the
underlying collateral. In some instances, the structured finance
securities are issued in multiple tranches, offering investors various
maturity and credit risk characteristics, often categorized as senior,
mezzanine and subordinated/equity according to their degree of risk.
The riskiest securities are the equity tranche, which bears the bulk of
defaults from the bonds or loans serving as collateral, and thus may
protect the other, more senior tranches from default. If there are
defaults or the relevant collateral otherwise underperforms,
scheduled payments to senior tranches of such securities take
precedence over those of mezzanine tranches, and scheduled
payments to mezzanine tranches take precedence over those to
subordinated/equity tranches. A senior tranche typically has higher
ratings and lower yields than the underlying securities, and may be
rated investment grade. Despite the protection from the equity
tranche, other tranches can experience substantial losses due to
actual defaults, increased sensitivity to defaults due to previous
defaults and the disappearance of protecting tranches, market
anticipation of defaults and aversion to certain structured finance
securities as a class.

Note 9. Affiliated Issuers

Highland Income Fund

Valuation Risk

Certain of the Fund’s assets are fair valued, including the Fund'’s
investment in equity issued by TerreStar Corporation (“TerreStar”).
TerreStar is a nonoperating company that does not currently generate
substantial revenue and which primarily derives its value from licenses
for use of two spectrum frequencies, the license with respect to one of
which was granted a conditional waiver by the FCC on April 30, 2020.
The fair valuation of TerreStar involves significant uncertainty as it is
materially dependent on estimates of the value of both spectrum
licenses.

Gain Contingency

Claymore Holdings, LLC, a partially-owned affiliate of the Fund, is
engaged in ongoing litigation that could result in a possible gain
contingency to the Fund. The probability, timing, and potential amount
of recovery, if any, are unknown.

Note 8. Investment Transactions

Purchases & Sales of Securities

The cost of purchases and the proceeds from sales of investments,
other than short-term securities for the year ended December 31,
2022, were as follows:

$625,142,978 $500,400,792

Under Section 2(a)(3) of the 1940 Act, as amended, a portfolio company is defined as “affiliated” if a fund owns five percent or more of its
outstanding voting securities or if the portfolio company is under common control. The table below shows affiliated issuers of the Fund as of

December 31, 2022:

Majority Owned, Not Consolidated

Allenby (Common Stocks) 1,474,379 — — — — — — — 1,474,379 —

Claymore (Common Stocks) 10,359,801 — — — — — — — 10,359,801 —
Other Affiliates
CCS Medical, Inc. (U.S. Senior

Loans & Common Stocks) 72,299,652 40,766,645 85,754,878 (101,386,296) — — 12,534,778 37,670,005 27,528,327 577,484
EDS Legacy Partners (U.S. Senior

Loans) 57,000,000 49,533,000 4,411,237 — — — 5,327,743 59,271,980 61,411,237 4,308,176
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Highland Global Allocation
Fund (Registered
Investment Company)

Highland Income Fund
(Registered Investment
Company)

LLV Holdco LLC (U.S.
Senior Loans & Common
Stocks)

NEXLS LLC (LLC Interest)

NexPoint Diversified Real
Estate Trust REIT
(Common Stocks)

NexPoint Real Estate
Finance REIT (Common
Stocks & Preferred Stock)

NexPoint Residential Trust,
Inc. (Common Stocks)

NexPoint SFR Operating
Partnership, LP (U.S.
Senior Loans) —

NexPoint Storage Partners,
Inc. (Common Stocks)

NFRO REIT SUB II, LLC,
NFRO REIT SUB, LLC,
NFRO SFR REIT, LLC
(Common Stocks)

NexPoint Real Estate
Finance Operating
Partnership, L.P., NREF
OP Il (LLC Interest)

NHT Operating Partnership
LLC Convertible
Promissory Note (U.S.
Senior Loans) —

NHT Operating Partnership
LLC Secured Promissory
Note (U.S. Senior Loans) —

SFR WLIF I, Ill, LLC (LLC
Interest)

48,649

9,600

13,247,111
763

1,156,943

552,534

153,276

18,568

106,355,853

624,311

11,854,986

441,246

105,504

19,078,993
35,315,956

15,711,286

10,636,280

12,849,127

25,868,009

310,315,649

12,017,981

11,246,731

19,033,778

3,533,154
5,665,294

1,641,249

87,142,412

1,524,948

65,000,000

18,995,600

241,215,043

11,521,327

6,400,000

42,777,343

10,000,000

(25,301,659)

(1,272,062)@

(23,832,735)

(11,521,387)

(29,817) — 46,845

— 6,160,372 2,005

(1,871,000)
8,620,116

(3,052,880)

(25,484,527)

(6,099,264)

(1,409,200)

(6,200,495)

(190,163,540) —  (28,201,331)

—  (174,807) 468,234

(601,600)

(4,008,112)

— _(333,599) 17,025

333,165,821

Highland Income Fund

458,274 48,649 17,470

19,469,085
49,601,366

15,508,203 3,881,591
882 —

14,299,655 1,275,616 711,967

72,294,165 4,523,263 4,989,861

8,110,910 186,372 1,471

63,590,800 65,000,000 2,681,250

38,663,114 32,203 —

139,114,085 —

5,798,400 6,400,000 121,333

38,769,231 42,777,343 1,705,854

9,408,770 _ 10,000,000 479,216

Total 275,156,426

543,886,407

604,616,263

(163,314,139)

(190,357,258) 5,651,966 _(49,911,663)

750,571,576

385,640,360 19,475,673

(a) Denotes paydown.

Excludes capital gain distributions of $2,693,588 included in realized gain (loss) on investments from affiliated issuers on the Statement of Operations.
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Note 10. Asset Coverage

The Fund is required to maintain 300% asset coverage with respect
to amounts outstanding (excluding short-term borrowings) under its
various leverage facilities. Additionally, the Fund is required to
maintain 200% asset coverage with respect to the preferred share
issuance as well as its various leverage facilities. Asset coverage is
calculated by subtracting the Fund’s total liabilities, not including any
amount representing bank borrowings and senior securities, from the
Fund’s total assets and dividing the result by the principal amount of
the borrowings outstanding. As of the dates indicated below, the
Fund’s debt outstanding and asset coverage was as follows:

12/31/2022 21,722,000 4,454.98 166,722,000 667.40
12/31/2021 N/A N/A 145,000,000 785.99
12/31/2020 200,000,000 575.25 345,000,000 375.50
12/31/2019 419,796,600 337.13 564,796,600 276.25
12/31/2018" 496,141,100 306.80 496,141,100 306.80
6/30/2018 498,563,423 317.70 498,563,423 317.70
6/30/2017 N/A N/A N/A N/A
6/30/2016 N/A N/A N/A N/A
6/30/2015 51,500,000 1,641.40 51,500,000 1,641.40
6/30/2014 60,000,000 1,577.60 60,000,000 1,677.60
6/30/2013 N/A N/A N/A N/A

" For the six-month period ended December 31, 2018. Effective April 11, 2019, the
Fund had a fiscal year change from June 30 to December 31.

2 As referenced in Note 1, the Fund issued $145mm in preferred shares subject to
the 200% Asset Coverage of Indebtedness requirements under the 1940 Act.

Note 11. Unconsolidated Significant Subsidiaries

In accordance with Regulation S-X and GAAP, the Fund is not
permitted to consolidate any subsidiary or other entity that is not an
investment company, including those in which the Fund has a
controlling interest unless the business of the controlled subsidiary
consists of providing services to the Fund. In accordance with
Regulation S-X Rules 3-09 and 4-08(g), the Fund evaluates its
unconsolidated controlled subsidiaries as significant subsidiaries
under the respective rules. As of December 31, 2022, NFRO REIT
Sub, LLC, NFRO REIT Sub II, LLC, and NFRO SFR REIT, LLC were
considered significant unconsolidated subsidiaries under Regulation
S-X Rule 4-08(g). This subsidiary is wholly owned by the Fund.
Based on the requirements under Regulation S-X
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Rule 4-08(g), the summarized financial information of these
unconsolidated subsidiaries is presented below:

Balance Sheet:
Current Assets
Noncurrent Assets
Total Assets
Current Liabilities
Noncurrent Liabilities
Total Liabilities
Preferred Stock
Non-Controlling interest (in
consolidated investments)
Invested Equity
Total Equity

Summary of Operations:

Net Sales

Gross Profit (Loss)

Net Income (Loss)

Net Income (Loss)
attributable to
non-controlling interest
(in consolidated
investments), preferred
shares, and other
comprehensive income

26,251,000 188,000
285,967,000 134,882,000
312,218,000 135,070,000
20,358,000 —
160,232,000 —
180,590,000 —
1,000 104,000
3,642,000 _
127,985,000 134,966,000
131,628,000 135,070,000
9,478,000 (4,640,000)
(1,767,000) (4,648,000)
(2,554,000) 44,544,000
147,000 —

Note 12. Subsequent Events
Management has evaluated the impact of all subsequent events on the
Fund through the date the financial statements were issued, and has
determined that there were no such subsequent events to report which
have not already been recorded or disclosed in these financial
statements and accompanying notes.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Board of Trustees of
Highland Income Fund:

Opinion on the Financial Statements

We have audited the accompanying statement of assets and liabilities, including the investment portfolio, of Highland Income Fund (the “Fund”)
as of December 31, 2022, the related statements of operations and cash flows for the year then ended, the statements of changes in net assets
for each of the two years in the period then ended, the related notes, and the financial highlights for each of the three years in the period then
ended (collectively referred to as the “financial statements”). In our opinion, the financial statements present fairly, in all material respects, the
financial position of the Fund as of December 31, 2022, the results of its operations and its cash flows for the year then ended, the changes in
net assets for each of the two years in the period then ended, and the financial highlights for each of the three years in the period then ended, in
conformity with accounting principles generally accepted in the United States of America.

The Fund’s financial highlights for the years ended December 31, 2019, and prior, were audited by other auditors whose report dated April 10,
2020, expressed an unqualified opinion on those financial highlights.

Basis for Opinion

These financial statements are the responsibility of the Fund’s management. Our responsibility is to express an opinion on the Fund’s financial
statements based on our audits. We are a public accounting firm registered with the Public Company Accounting Oversight Board (United States)
(“PCAOB”) and are required to be independent with respect to the Fund in accordance with the U.S. federal securities laws and the applicable
rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement whether due to error or fraud.

Our audits included performing procedures to assess the risks of material misstatement of the financial statements, whether due to error or fraud,
and performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts
and disclosures in the financial statements. Our procedures included confirmation of securities owned as of December 31, 2022, by
correspondence with the custodian, agent banks, transfer agents, issuers and brokers; when replies were not received from brokers, we
performed other auditing procedures. Our audits also included evaluating the accounting principles used and significant estimates made by
management, as well as evaluating the overall presentation of the financial statements. We believe that our audits provide a reasonable basis for
our opinion.

We have served as the Fund’s auditor since 2020.

Clon % logpany, K.

COHEN & COMPANY, LTD.
Cleveland, Ohio
March 3, 2023
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Investment Objective and Strategy Overview
The Fund’s investment objective is to provide a high level of current
income, consistent with preservation of capital.

The Fund seeks to achieve its objective by investing directly and
indirectly (e.g., through derivatives that are the economic equivalent
of direct investments) in the following categories of securities and
instruments: (i) floating rate loans and other securities deemed to be
floating rate investments; (ii) investments in securities or other
instruments directly or indirectly secured by real estate, including real
estate investment trusts (“REITs”), preferred equity, securities
convertible into equity securities and mezzanine debt; and (jii) other
instruments, including, but not limited to, secured and unsecured
fixed-rate loans and corporate bonds, distressed securities,
mezzanine securities, structured products (including but not limited to
mortgage-backed securities, collateralized loan obligations and
asset-backed securities), convertible and preferred securities,
equities (public and private), and futures and options.

The Fund will invest at least 25% of its assets in investments in
securities or other instruments directly or indirectly secured by real
estate, including REITs, preferred equity, securities convertible into
equity securities and mezzanine debt.

Floating Rate Investments. Floating rate investments are debt
obligations of companies or other entities, the interest rates of which
float or vary periodically based upon a benchmark indicator of
prevailing interest rates. Floating rate investments may include, by
way of example, floating rate debt securities, money market
securities of all types, repurchase agreements with remaining
maturities of no more than 60 days, collateralized loan obligations
and asset backed securities. The reference in the Fund'’s investment
objective to capital preservation does not indicate that the Fund may
not lose money. NexPoint seeks to employ strategies that are
consistent with capital preservation, but there can be no assurance
that the Investment Adviser will be successful in doing so. In making
floating rate investments for the Fund, the Fund’s Investment Adviser
will seek to purchase instruments that it believes are undervalued or
will provide attractive income, while attempting to minimize losses.

Floating rate loans in which the Fund invests are expected to be
adjustable rate senior loans (“Senior Loans”) to domestic or foreign
corporations, partnerships and other entities that operate in a variety
of industries and geographic regions (“Borrowers”). Senior Loans are
business loans that have a right to payment senior to most other
debts of the Borrower. Senior Loans generally are arranged through
private negotiations between a Borrower and several financial
institutions (the “Lenders”) represented in each case by one or more
such Lenders acting as agent (the “Agent”) of the
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several Lenders. On behalf of the Lenders, the Agent is primarily
responsible for negotiating the loan agreement (“Loan Agreement”)
that establishes the relative terms and conditions of the Senior Loan
and rights of the Borrower and the Lenders.

The Fund may invest in securities of any credit quality. Senior Loans
are typically below investment grade securities (also known as “high
yield securities” or “junk securities”). Such securities are rated below
investment grade by a nationally recognized statistical rating
organization (“NRSRO”) or are unrated but deemed by the Investment
Adviser to be of comparable quality. The Fund may invest without
limitation in below investment grade or unrated securities, including in
insolvent borrowers or borrowers in default.

The Fund may invest in participations (“Participations”) in Senior
Loans, may purchase assignments (“Assignments”) of portions of
Senior Loans from third parties, and may act as one of a group of
Lenders originating a Senior Loan (“Primary Lender”). Senior Loans
often are secured by specific assets of the Borrower, although the
Fund may invest without limitation in Senior Loans that are not secured
by any collateral. When the Fund acts as a Primary Lender, the Fund
or Investment the Adviser could be subject to allegations of lender
liability. Senior Loans in which the Fund invests generally pay interest
at rates that are periodically re-determined by reference to a base
lending rate plus a spread.

Real Estate Investments. The Fund defines securities of issuers
conducting their principal business activities in the real estate industry
to include common stock, convertible or non-convertible preferred
stock, warrants, convertible or non-convertible secured or unsecured
debt, and partnership or membership interests issued by:

« commercial mortgage-backed securities (“CMBS”),
residential mortgage-backed securities (‘RMBS”) and other
real estate credit investments, which include existing first and
second mortgages on real estate, either originated or
acquired in the secondary market, and secured, unsecured
and/or convertible notes offered by real estate operating
companies (“REOCs”) and REITs;

* publicly traded REITs managed by affiliated or unaffiliated
asset managers and their foreign equivalents (“Public
REITs”);

« REOCs;

» private real estate investment funds managed by affiliated or
unaffiliated institutional asset managers (“Private Real Estate
Investment Funds”);
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» registered closed-end funds that invest principally in real
estate (collectively, “Public Investment Funds”);

* real estate exchange traded funds (“ETFs”); and

* publicly-registered non-traded REITs (“Non-Traded REITs”)
and private REITs, generally wholly-owned by the Fund or
wholly-owned or managed by an affiliate.

REITs are pooled investment vehicles that invest primarily in income-
producing real estate or real estate-related loans or interests, and
REOCs are companies that invest in real estate and whose shares
trade on public exchanges. Foreign REIT equivalents are entities
located in jurisdictions that have adopted legislation substantially
similar to the REIT tax provisions in that they provide for favorable tax
treatment for the foreign REIT equivalent and require distributions of
income to shareholders. The Fund may enter into certain real estate
and real-estate related investments through its wholly-owned REIT
subsidiaries, NFRO REIT Sub, LLC, NFRO REIT Sub II, LLC, and
NFRO SFR REIT, LLC (together the “REIT Subsidiaries”). With
respect to the Fund’s real estate investments, the Investment Adviser
seeks to: (i) recognize and allocate capital based upon where the
Investment Adviser believes we are in the current real estate cycle,
and as a result (ii) minimize drawdowns during market downturns and
maximize risk adjusted returns during all market cycles, though there
can be no assurance that this strategy will achieve this objective. The
Fund will rely on the expertise of the Investment Adviser and its
affiliates to determine the appropriate structure for structured credit
investments, which may include bridge loans, common and preferred
equity or other debt-like positions, as well as the acquisition of such
instruments from banks, servicers or other third parties.

Preferred equity and mezzanine investments in real estate
transactions come in various forms which may or may not be
documented in the borrower’s organizational documents. Generally,
real estate preferred equity and/or mezzanine investments are
typically junior to first mortgage financing but senior to the borrower’s
or sponsor’s equity contribution. The investments are typically
structured as an investment by a third-party investor in the real estate
owner or various affiliates in the chain of ownership in exchange for a
direct or indirect ownership interest in the real estate owner entitling it
to a preferred/priority return on its investment. Sometimes, the
investment is structured much like a loan where (i) “interest” on the
investment is required to be paid monthly by the “borrower”
regardless of available property cash flow; (ii) the entire investment is
required to be paid by a certain maturity date; (iii) default rate
“interest” and penalties are assessed against the “borrower” in the
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event payments are not made timely; and (iv) a default in the
repayment of investment potentially results in the loss of management
and/or ownership control by the “borrower” in the company in favor of
the investor or other third-party.

Other Investments. The Fund may invest up to 15% of its net assets
in entities that are excluded from registration under the 1940 Act by
virtue of section 3(c)(1) and 3(c)(7) of the 1940 Act (such as private
equity funds or hedge funds). This limitation does not apply to any
collateralized loan obligations, certain of which may rely on

Section 3(c)(1) or 3(c)(7) of the 1940 Act.

In addition, the Fund may invest in equity securities of companies of
any market capitalization, market sector or industry. Equity securities
of U.S. or non-U.S. issuers in which the Fund may invest include
common stocks, preferred stocks, convertible securities, depositary
receipts and warrants to buy common stocks. The Fund may invest in
securities issued by other investment companies, including investment
companies that are advised by the Investment Adviser or its affiliates,
to the extent permitted by applicable law and/or pursuant to exemptive
relief from the SEC, and exchange-traded funds (“ETFs”). Fees and
expenses of such investments will be borne by shareholders of the
investing fund (the Fund), and the Investment Adviser voluntarily
waives the higher of the two fees for the portion of the Fund’s
management fee attributable to the Fund’s investment in the affiliated
investment company.

The Fund’s investment in fixed income securities may include
convertible securities. A convertible security is a bond, debenture,
note, preferred stock or other security that may be converted into or
exchanged for a prescribed amount of common stock or other equity
security of the same or a different issuer within a particular period of
time at a specified price or formula. A convertible security entitles the
holder to receive interest paid or accrued on debt or the dividend paid
on preferred stock until the convertible security matures or is
redeemed, converted or exchanged. Before conversion, convertible
securities have characteristics similar to nonconvertible income
securities in that they ordinarily provide a stable stream of income with
generally higher yields than those of common stocks of the same or
similar issuers, but lower yields than comparable nonconvertible
securities. The value of a convertible security is influenced by changes
in interest rates, with investment value declining as interest rates
increase and increasing as interest rates decline. The credit standing
of the issuer and other factors also may have an effect on the
convertible security’s investment value. Convertible securities rank
senior to common stock in a corporation’s capital structure but are
usually subordinated to comparable nonconvertible securities.
Convertible securities may be subject to redemption at the option of
the issuer at a price established
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in the convertible security’s governing instrument. Depending on the
relationship of the conversion price to the market value of the
underlying securities, convertible securities may trade more like
equity securities than debt instruments.

The Fund may invest without limitation in warrants and may also use
derivatives, primarily swaps (including equity, variance and volatility
swaps), options and futures contracts on securities, interest rates,
non-physical commodities and/or currencies, as substitutes for direct
investments the Fund can make. The Fund may also use derivatives
such as swaps, options (including options on futures), futures, and
foreign currency transactions (e.g., foreign currency swaps, futures
and forwards) to any extent deemed by the Investment Adviser to be
in the best interest of the Fund, and to the extent permitted by the
Investment Company Act of 1940, as amended (the “1940 Act”), to
hedge various investments for risk management and speculative
purposes.

The Fund may also engage in short sales of securities and may seek
additional income by making secured loans of its portfolio securities.

The Fund may engage in securities lending by making secured loans
of its portfolio securities amounting to not more than one-third of its
total assets, thereby realizing additional income.

The Fund may invest in illiquid and restricted securities. llliquid
securities are those that cannot be disposed of within seven days in
the ordinary course of business at approximately the amount at which
the Fund has valued the securities.

The Fund may invest without limitation in securities (including loans)
of non-U.S. issuers, including emerging market issuers. Such
securities (including loans) may be denominated in U.S. dollars,
non-U.S. currencies or multinational currency units. Except as
otherwise expressly noted in the Statement of Additional Information
(“SAI"), all percentage limitations and ratings criteria apply at the time
of purchase of securities.

The Fund may borrow an amount up to 33 1/3% of its total assets
(including the amount borrowed) and may use leverage in the form of
preferred shares in an amount up to 50% of the Fund’s total assets
(including the amount borrowed. The Fund may borrow for
investment purposes and for temporary, extraordinary or emergency
purposes. To the extent the Fund borrows more money than it has
cash or short-term cash equivalents and invests the proceeds, the
Fund will create financial leverage. The use of borrowing for
investment purposes increases both investment opportunity and
investment risk.

When adverse market, economic, political or currency conditions
domestically or abroad occur, the Fund may temporarily invest all or
a portion of its total assets in
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defensive investments. Such investments may include fixed-income
securities, high quality money market instruments, cash and cash
equivalents. To the extent the Fund takes a temporary defensive
position, it may not achieve its investment objective.

The Fund is a non-diversified fund as defined in the 1940 Act, but it
intends to adhere to the diversification requirements applicable to
regulated investment companies (“RICs”) under Subchapter M of the
Internal Revenue Code of 1986, as amended. The Fund is not
intended to be a complete investment program.

Tax Information

For shareholders that do not have a December 31, 2022 tax year end,
this notice is for informational purposes only. For shareholders with a
December 31, 2022 tax year end, please consult your tax adviser as to
the pertinence of this notice. For the fiscal year ended December 31,
2022, the Fund is designating the following items with regard to
earnings for the year.

43.08% 0.00% 56.92% 100.00%

0.45% 0.58% 42.21% 0.00% 13.58%

(1) The percentage in this column represents the amount of “Qualifying for Corporate
Receivable Deduction Dividends” and is reflected as a percentage of ordinary income
distributions.

(2) The percentage in this column represents the amount of “Qualifying Dividend
Income” and is reflected as a percentage of “Ordinary Income Distributions.” It is the
intention of the Fund to designate the maximum amount permitted by law.

(3) The percentage in this column represents the amount of “Interest Related Dividends”
and is reflected as a percentage of ordinary income distributions exempt from U.S.
withholding tax when paid to foreign investors.

(4) “U.S. Government Interest” represents the amount of interest that was derived from
direct U.S. Government obligations and distributed during the fiscal year. This
amount is reflected as a percentage of total ordinary income distributions (the total of
short term capital gain and net investment income distributions). Generally, interest
from direct U.S. Government obligations is exempt from state income tax. However,
for shareholders who are residents of California, Connecticut and New York, the
statutory threshold requirements were not satisfied to permit exemption of these
amounts from state income.

(5) The percentage of this column represents that amount of ordinary dividend income
that qualified for 20% Business Income Deduction.

The information reported herein may differ from the information and
distributions taxable to the shareholder for the calendar year ended
December 31, 2022. Complete information will be computed and
reported with your 2022 Form 1099-DIV.
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Additional Portfolio Information

The Investment Adviser and its affiliates manage other accounts,
including registered and private funds and individual accounts.
Although investment decisions for the Fund are made independently
from those of such other accounts, the Investment Adviser may,
consistent with applicable law, make investment recommendations to
other clients or accounts that may be the same or different from those
made to the Fund, including investments in different levels of the
capital structure of a company, such as equity versus senior loans, or
that involve taking contradictory positions in multiple levels of the
capital structure. The Investment Adviser has adopted policies and
procedures that address the allocation of investment opportunities,
execution of portfolio transactions, personal trading by employees
and other potential conflicts of interest that are designed to ensure
that all client accounts are treated equitably over time. Nevertheless,
this may create situations where a client could be disadvantaged
because of the investment activities conducted by the Investment
Adviser for other client accounts. When the Fund and one or more of
such other accounts is prepared to invest in, or desire to dispose of,
the same security, available investments or opportunities for each will
be allocated in a manner believed by the Investment Adviser to be
equitable to the Fund and such other accounts. The Investment
Adviser also may aggregate orders to purchase and sell securities for
the Fund and such other accounts. Although the Investment Adviser
believes that, over time, the potential benefits of participating in
volume transactions and negotiating lower transaction costs should
benefit all accounts including the Fund, in some cases these
activities may adversely affect the price paid or received by the Fund
or the size of the position obtained or disposed of by the Fund.

Dividend Reinvestment Plan

Unless the registered owner of Common Shares elects to receive
cash by contacting American Stock Transfer & Trust Company (“AST”
or the “Plan Agent”), as agent for shareholders in administering the
Plan, a registered owner will receive newly issued Common Shares
for all dividends declared for Common Shares of the Fund. If a
registered owner of Common Shares elects not to participate in the
Plan, they will receive all dividends in cash paid by check mailed
directly to them (or, if the shares are held in street or other nominee
name, then to such nominee) by AST, as dividend disbursing agent.

Shareholders may elect not to participate in the Plan and to receive
all dividends in cash by sending written instructions or by contacting
AST, as dividend disbursing agent, at the address set forth below.
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Participation in the Plan is completely voluntary and may be terminated
or resumed at any time without penalty by contacting the Plan Agent
before the dividend record date; otherwise such termination or
resumption will be effective with respect to any subsequently declared
dividend. Some brokers may automatically elect to receive cash on the
shareholders’ behalf and may reinvest that cash in additional Common
Shares of the Fund for them. The Plan Agent will open an account for
each shareholder under the Plan in the same name in which such
shareholder’'s Common Shares are registered.

Whenever the Fund declares a dividend payable in cash,
non-participants in the Plan will receive cash and participants in the
Plan will receive the equivalent in Common Shares. The Common
Shares will be acquired by the Plan Agent through receipt of additional
unissued but authorized Common Shares from the Fund (“newly
issued Common Shares”). The number of newly issued Common
Shares to be credited to each participant’s account will be determined
by dividing the dollar amount of the dividend by the lesser of (i) the net
asset value per Common Share determined on the Declaration Date
and (i) the market price per Common Share as of the close of regular
trading on the New York Stock Exchange (the “NYSE”) on the
Declaration Date. The Plan Agent maintains all shareholders’ accounts
in the Plan and furnishes written confirmation of all transactions in the
accounts, including information needed by shareholders for tax
records. Common Shares in the account of each Plan participant will
be held by the Plan Agent on behalf of the Plan participant, and each
shareholder proxy will include those shares purchased or received
pursuant to the Plan. The Plan Agent will forward all proxy solicitation
materials to participants and vote proxies for shares held under the
Plan in accordance with the instructions of the participants. In the case
of shareholders such as banks, brokers or nominees which hold
shares for others who are the beneficial owners, the Plan Agent will
administer the Plan on the basis of the number of Common Shares
certified from time to time by the record shareholder’s name and held
for the account of beneficial owners who participate in the Plan. There
will be no brokerage charges with respect to Common Shares issued
directly by the Fund.

The automatic reinvestment of dividends will not relieve participants of
any federal, state or local income tax that may be payable (or required
to be withheld) on such dividends. Accordingly, any taxable dividend
received by a participant that is reinvested in additional Common
Shares will be subject to federal (and possibly state and local) income
tax even though such participant will not receive a corresponding
amount of cash with which to pay such taxes. Participants who request
a sale of shares through the Plan
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Agent are subject to a $2.50 sales fee and pay a brokerage
commission of $0.05 per share sold. The Fund reserves the right to
amend or terminate the Plan. There is no direct service charge to
participants in the Plan; however, the Fund reserves the right to
amend the Plan to include a service charge payable by the
participants. All correspondence concerning the Plan should be
directed to the Plan Agent at American Stock Transfer & Trust
Company, LLC 6201 15th Avenue Brooklyn, NY 11219; telephone
(718) 921-8200.

Shareholder Loyalty Program

To promote loyalty and long-term alignment of interests among the
Company’s shareholders, the Investment Adviser offers an incentive
to shareholders that buy and hold the Company’s common shares for
a period of at least twelve months through its Shareholder Loyalty
Program (the “Program”). To participate in the Program, existing
shareholders must open an account (the “Account”) with the
Program’s administrator, Maxim Group, LLC (“Maxim”).
Subsequently, if a participant makes contributions to the Account
during a defined trading period to purchase shares, the Investment
Adviser will make a corresponding contribution equal to 2% of the
participant’s contributions. For example, if a participant contributes
$10,000 to the Account during a defined trading period to purchase
shares, the Investment Adviser will make a corresponding
contribution of $200, to purchase additional shares for the participant
(the “Bonus Shares”). In addition, Program participants will not be
required to pay any customary selling commissions or distribution
fees on the purchase of shares under the Program. The Investment
Adviser will bear the costs of brokerage fees in connection with the
Program. While the portion of the Company’s common shares that
are acquired through the participant’s contribution will vest
immediately, Bonus Shares will not vest until the first anniversary of
the date that the Bonus Shares were purchased. Vested shares will
be held in the Account and Bonus Shares will be held in an account
at Maxim for the conditional benefit of the shareholder. Under the
Program, Participants must purchase a minimum of $10,000 worth of
shares in the initial subscription and $5,000 in each Subsequent
subscription, unless the Investment Adviser, in its sole discretion,
decides to permit subscriptions for a lesser amount. If the Company’s
common shares are trading at a discount, Maxim will purchase
common shares on behalf of participants in open-market purchases.
If the Company’s common shares are trading at a premium, Maxim
may purchase common shares on behalf of participants in open
market purchases or the Company may sell common shares to the
shareholder Loyalty Program by means of a prospectus or otherwise.
All dividends received on shares that are purchased under the
Program will be automatically reinvested through the Program. A
participant’s interest in a
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dividend paid to the holder of a vested share will vest immediately. A
participant’s interest in a dividend paid to the holder of a Bonus Share
will vest at the same time that the Bonus Share’s vesting requirements
are met. In addition, for dividends paid to holders of shares that were
purchased with a participant’s contributions, the Investment Adviser
will take a corresponding contribution to the amount of the reinvested
dividend equal to 2% of the dividend amount. Maxim maintains all
shareholders’ accounts in the Program and furnishes written
confirmation of all transactions in the accounts, including information
needed by shareholders for tax records. Shares in the account of each
Program participant will be held by Maxim on behalf of the Program
participant, and each shareholder proxy will include those shares
purchased or received pursuant to a Program. Maxim will forward all
proxy solicitation materials to participants and vote proxies for shares
held under the Program in accordance with the instructions of the
participants. In the case of shareholders such as banks, brokers or
nominees which hold shares for others who are the beneficial owners,
Maxim will administer the Program on the basis of the number of
common shares certified from time to time by the record shareholder’s
name and held for the account of beneficial owners who participate in
the Program. The Company and the Investment Adviser reserve the
right to amend or terminate the Program. To help align the interests of
the Investment Adviser’s employees with the interests of the
Company’s shareholders, the Investment Adviser offers a similar
program to its employees. Participants in the Program should be
aware that their receipt of Bonus Shares under the Program
constitutes taxable income to them. In addition, such participants owe
taxes on that portion of any distribution that constitutes taxable income
in respect of shares of our common stock held in their Program
accounts, whether or not such shares of common stock have vested in
the hands of the participants. To the extent any payments or
distributions under the Program are subject to U.S. federal, state or
local taxes, the Company, any participating affiliate of the Company or
the agent for the Program may satisfy its tax withholding obligation by
(1) withholding shares of Stock allocated to the participant’s account,
(2) deducting cash from the participant’s account or (3) deducting cash
from any other compensation the participant may receive. Program
participants should consult their tax advisers regarding the tax
consequences to them of participating in the Program. The Program
may create an incentive for shareholders to invest additional amounts
in the Company. Because the Investment Adviser's management fee is
based on a percentage of the assets of the Company, the Program will
result in increased net revenues to the Investment Adviser if the
increase in the management fee due to the increased asset base
offsets the costs associated with establishing and maintaining the
Program.
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Approval of Highland Income Fund Advisory
Agreement.

The Fund has retained NexPoint Asset Management, L.P. (the
“Investment Adviser”) to manage the assets of the Fund pursuant to
an investment advisory agreement between the Investment Adviser
and the Fund (the “Agreement”). The Agreement has been approved
by the Fund’s Board of Trustees, including a majority of the
Independent Trustees. The Agreement continues in effect from
year-to-year, provided that such continuance is specifically approved
at least annually by the vote of holders of at least a majority of the
outstanding shares of the Fund or by the Board of Trustees and, in
either event, by a majority of the Independent Trustees of the Fund
casting votes virtually at a meeting called for such purpose.

During a telephonic meeting with the Investment Adviser held on
August 19, 2022, and separately with independent counsel on
September 1, 2022, the Board of Trustees considered information
bearing on the continuation of the Agreement for an additional
one-year period. The Board of Trustees further discussed and
considered information with respect to the continuation of the
Agreement at Board meetings held telephonic on September 15-16,
2022 and in person on September 28, 2022.

On March 25, 2020, as a result of health and safety measures put in
place to combat the global COVID-19 pandemic, the Securities and
Exchange Commission issued an exemptive order (the “Order”)
pursuant to Sections 6(c) and 38(a) of the Investment Company Act
of 1940, as amended (the “1940 Act”), that temporarily exempts
registered investment management companies from the in-person
voting requirements under the 1940 Act, subject to certain
requirements, including that votes taken pursuant to the Order are
ratified at the next in-person meeting. The Board determined that
reliance on the Order was necessary or appropriate due to the
circumstances related to current or potential effects of COVID-19.
Following in person and telephonic review and discussion of the
Agreement and information provided by the Adviser discussed above,
at a telephonic meeting held on October 21, 2022, the Board of
Trustees, including the Independent Trustees, approved the
continuance of the Agreement for a one-year period commencing on
November 1, 2022. As part of its review process, the Board of
Trustees requested, through Fund counsel and independent legal
counsel, and received from the Investment Adviser, various
information and written materials, including: (1) information regarding
the financial soundness of the Investment Adviser and the profitability
of the Agreement to the Investment Adviser; (2) information on the
advisory, legal and compliance personnel of the Investment Adviser,
including ongoing updates regarding the Highland Capital
Management L.P. (‘HCMLP”) bankruptcy;

https://www.sec.gov/Archives/edgar/data/1710680/000119312523067397/d398748dncsr.htm

Highland Income Fund

(3) information regarding the role of Skyview Group (“Skyview”) as a
service provider to the Investment Adviser pursuant to the services
agreement between Skyview and the Investment Adviser (the “Skyview
Services Agreement”) to assist the Investment Adviser in providing
certain services to the Fund pursuant to the Agreement and the
Administration Services Agreement between the Investment Adviser
and the Fund, as well as information regarding the Investment
Adviser’s oversight role over Skyview; (4) information on the internal
compliance procedures of each of the Investment Adviser, including
policies and procedures for personal securities transactions, conflicts
of interest and with respect to cybersecurity, business continuity and
disaster recovery; (5) comparative information showing how the Fund’s
fees and operating expenses compare to those of other accounts of
the Investment Adviser, if any, with investment strategies similar to
those of the Fund; (6) information on the investment performance of
the Fund, including comparisons of the Fund’s performance against
that of other registered investment companies and comparable funds
managed by the Investment Adviser that follow investment strategies
similar to those of the Fund; (7) information regarding brokerage and
portfolio transactions; and (8) information on any legal proceedings or
regulatory audits or investigations affecting the Investment Adviser,
including potential claims in the HCMLP bankruptcy. After the August
2022 meeting and throughout the annual contract renewal process,
including at the September 15-16, 2022 and September 28, 2022
Board meetings, the Board of Trustees requested that the Investment
Adviser provide additional information and written responses regarding
various matters in connection with the Board of Trustee’s review and
consideration of the Agreement. It was further noted that throughout
the process, the Board of Trustees, including separately the
Independent Trustees, had also met in executive sessions to further
discuss the materials and information provided.

In addition, the Board of Trustees received an independent report from
FUSE Research Network (“FUSE”), an independent third-party
provider of investment company data, relating to the Fund’s
performance and expenses compared to the performance and
expenses of a group of funds deemed by FUSE to be comparable to
the Fund (the “peer group”), and to a larger group of comparable funds
(the “peer universe”).

The Board of Trustees discussed the materials and information
provided by the Investment Adviser in detail over the course of multiple
meetings, including the Investment Adviser’s responses to the Board of
Trustees’ specific written questions, comparative fee and performance
information and information concerning the Investment Adviser’s
business and financial condition. The factors
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considered and the determinations made by the Board of Trustees in
connection with the approval of the renewal of the Agreement with
the Investment Adviser are set forth below but are not exhaustive of
all matters that were discussed by the Board of Trustees.

The Board of Trustees’ evaluation process with respect to the
Investment Adviser is an ongoing one. In this regard, the Board of
Trustees also took into account discussions with management and
information provided to the Board of Trustees at meetings of the
Board of Trustees over the course of the year and in past years with
respect to the services provided by the Investment Adviser to the
Fund, including quarterly performance reports prepared by
management containing reviews of investment results and prior
presentations from the Investment Adviser with respect to the Fund.
The information received and considered by the Board of Trustees in
connection with the Board’s determination to approve the
continuance of the Agreement was both written and oral.

The Board of Trustees reviewed various factors that were discussed
in a legal memorandum provided by independent counsel regarding
trustee responsibilities in considering the Agreement, the detailed
information provided by the Investment Adviser and other relevant
information. The Board of Trustees also considered other factors
(including conditions and trends prevailing generally in the economy,
the securities markets, and the effect of the COVID-19 pandemic on
the Fund and the industry). Some of the factors that figured
particularly in the Board of Trustees’ deliberations are described
below, although individual Trustees may have evaluated the
information presented differently from one another, giving different
weights to various factors. In addition, the Board of Trustees’
conclusions may be based in part on its consideration of the advisory
arrangements in prior years and on the Board of Trustees’ ongoing
regular review of fund performance and operations throughout the
year. The Board of Trustees’ conclusions as to the approval of the
Agreement were based on a comprehensive consideration of all
information provided to the Board of Trustees without any single
factor being dispositive in and of itself.

Throughout the process, the Board of Trustees had the opportunity to
ask questions of and request additional information from the
Investment Adviser. The Board of Trustees was assisted by legal
counsel for the Trust and the Independent Trustees were also
separately assisted by independent legal counsel throughout the
process. The Board of Trustees also met separately without
representatives of the Investment Adviser present. The Independent
Trustees were advised by and met in executive sessions with their
independent legal counsel at which no representatives of
management were present to discuss the proposed continuation of
the Agreement.
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The nature, extent, and quality of the services to be
provided by the Investment Adviser.

The Board of Trustees considered the Investment Adviser’s services
as investment manager to the Fund.

The Board of Trustees considered the portfolio management services
to be provided by the Investment Adviser under the Agreement and the
activities related to portfolio management, including use of technology,
research capabilities and investment management staff. The Board of
Trustees also considered the relevant experience and qualifications of
the personnel providing advisory services, including the background
and experience of the members of the Fund’s portfolio management
team. The Board of Trustees reviewed the management structure,
assets under management and investment philosophies and
processes of the Investment Adviser, including with respect to liquidity
management. The Board of Trustees also reviewed and discussed
information regarding the Investment Adviser’s compliance policies,
procedures and personnel, including compensation arrangements, and
with respect to valuation, cybersecurity, business continuity and
disaster recovery. The Board of Trustees also considered the
Investment Adviser’s risk management and monitoring processes. The
Board of Trustees took into account the terms of the Agreement and
considered that, the Investment Adviser, subject to the direction of the
Board of Trustees, is responsible for providing advice and guidance
with respect to the Fund and for managing the investment of the
assets of the Fund. The Board of Trustees also took into account that
the scope of services provided to the Fund and the undertakings
required of the Investment Adviser in connection with those services,
including with respect to its own and the Fund’s compliance programs,
had expanded over time as a result of regulatory, market and other
developments. The Board of Trustees also considered operational,
staffing and organizational changes with respect to the Investment
Adviser over the prior year, including in connection with the transitions
of certain shared services arrangements and the fact that there were
no material operational or compliance issues with respect to the Fund
or decrease in the level and quality of services provided to the Fund as
a result. The Board of Trustees also considered the Investment
Adviser’s legal and regulatory history. The Board of Trustees also
considered the Investment Adviser’s current litigation matters related to
the HCMLP bankruptcy and took into account the Investment Adviser’s
representation that such matters would not impact the quality and level
of services the Investment Adviser will provide to the Fund under the
Agreement.

The Investment Adviser’s services in coordinating and overseeing the
activities of the Fund’s other service providers, as well of the services
provided by Skyview to the Investment Adviser under the Skyview
Services Agreement, were also

Appx. 000165

51/78



2/8/24, 12:50 PM

Form N-CSR

Case 3:21-cv-00881-X Document 190-5 Filed 02/09/24 Page 53 of 79 PagelD 68238
ADDITIONAL INFORMATION (unaudited) (continued)

December 31, 2022

considered. The Board of Trustees also evaluated the expertise and
performance of the personnel of the Investment Adviser who
performed services for the Fund throughout the year. They also
considered the quality of the Investment Adviser’s compliance
oversight program with respect to the Fund’s service providers. The
Board of Trustees also considered both the investment advisory
services and the nature, quality and extent of any administrative and
other non-advisory services, including shareholder servicing and
distribution support services that are provided to the Fund and its
shareholders by the Investment Adviser and its affiliates, as well as
considered the services provided by Skyview to the Investment
Adviser under the Skyview Services Agreement. The Board of
Trustees noted that the level and quality of services to the Fund by
the Investment Adviser and its affiliates had not been materially
impacted by the HCMLP bankruptcy and took into account the
Investment Adviser’s representations that the level and quality of the
services provided by the Investment Adviser and their affiliates, as
well as of those services provided by Skyview to the Investment
Adviser under the Skyview Services Agreement, would continue to be
provided to the Fund at the same or higher level and quality.

The Board of Trustees also considered the significant risks assumed
by the Investment Adviser in connection with the services provided to
the Fund, including entrepreneurial risk and ongoing risks including
investment, operational, enterprise, litigation, regulatory and
compliance risks with respect to the Fund. The Board of Trustees
also noted various cost savings initiatives that had been implemented
by the Investment Adviser with respect to the Fund and the other
funds in the Highland complex over the years. The Board of Trustees
considered the Investment Adviser’s financial condition and financial
wherewithal. The Board of Trustees also considered the financial
condition and operations of the Investment Adviser during the
COVID-19 pandemic and noted that there had been no material
disruption of the Investment Adviser’s services to the Fund and that
the Investment Adviser had continued to provide the same level,
quality and extent of services to the Fund.

The Board of Trustees also noted that on a regular basis it receives
and reviews information from the Fund’s Chief Compliance Officer
(CCO) regarding the Fund’s compliance policies and procedures
established pursuant to Rule 38a-1 under the 1940 Act. The Board of
Trustees also took into account the CCQO’s ongoing reports
concerning the CCO’s oversight of the risk assessment processes.

In considering the nature, extent, and quality of the services provided
by the Investment Adviser, the Board of Trustees also took into
account its knowledge of the Investment Adviser’'s management and
the quality of the performance of
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its duties, through discussions and reports and interactions during the
preceding year and in past years.

The Board of Trustees concluded that the Investment Adviser had the
quality and depth of personnel and investment methods essential to
performing its duties under the Agreement, and that the nature and the
quality of such advisory services supported the approval of the
Agreement.

The Investment Adviser’s historical performance.

In considering the Fund’s performance, the Board of Trustees noted
that it reviews at its regularly scheduled meetings information about
the Fund’s performance results. The Board of Trustees considered the
performance of the Fund as described in the quarterly and other
reports provided by management over the course of the year. The
Board of Trustees noted that the Investment Adviser reviewed with the
Board of Trustees on at least a quarterly basis detailed information
about the Fund’s performance results, portfolio composition and
investment strategies. The Board of Trustees reviewed the historical
performance of the Fund over various time periods and reflected on
previous discussions regarding matters bearing on the Investment
Adviser’s performance at its meetings throughout the year. The Board
of Trustees discussed the historical performance of the Fund and
considered the relative performance of the Fund and its portfolio
management team as compared to that of the Fund’s peer group as
selected by FUSE, as well as comparable indices. Among other data,
the Board of Trustees also received data with respect to the Fund'’s
leverage, discounts and distribution rates as compared to its peer
group.

The Board of Trustees reviewed and considered the FUSE report,
which provided a statistical analysis comparing the Fund’s investment
performance, expenses and fees to those of comparable funds for
various periods ended June 30, 2022 and management’s discussion of
the same, including the effect of current market conditions on the
Fund’s more-recent performance. The Board of Trustees also received
a review of the data contained in the FUSE report from representatives
of FUSE. The Board of Trustees noted that while it found the data
provided by FUSE, the independent third-party data provider, generally
useful, it recognized its limitations, including in particular that the data
may vary depending on the end date selected and the results of the
performance comparisons may vary depending on the selection of the
peer group. The Board of Trustees also took into account
management’s discussion of the category in which the Fund was
placed for comparative purposes, including any differences between
the Fund’s investment strategy and the strategy of the funds in the
Fund’s respective category, as well as compared to the peer group
selected by FUSE. The Board of Trustees also took into account its
discussions with management over the course of
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the year regarding factors that contributed to the performance of the
Fund, including presentations with the Fund’s portfolio managers.

Among other data relating specifically to the Fund’s performance, the
Board took note of the peer group of tactical allocation funds and
FUSE’s explanation of the same that a peer group of tactical
allocation funds better reflects the Fund’s objective of seeking to
provide a high level of current income through investment in a highly
diverse set of securities and using a wide array of strategies.

The Board of Trustees then considered that the Fund had
outperformed its benchmark, the Credit Suisse Leveraged Loan USD
Index, as well as its peer group median for the one-, three-, five-, and
ten-year periods ended June 30, 2022. The Board also took into
account management’s discussion of the Fund’s performance,
including its recent performance differences in the Fund’s strategy
from the funds in its peer group. The Board also noted management
discussion of actions previously taken and potential further actions to
be taken to address the Fund’s discount.

The Board of Trustees concluded that the Fund’s overall performance
and other relevant factors supported the continuation of the
Agreement with respect to the Fund for an additional one-year
period.

The costs of the services to be provided by the
Investment Adviser and the profits to be realized by
the Investment Adviser and its affiliates from the
relationship with the Fund.

The Board of Trustees also gave consideration to the fees payable
under the Agreement, the expenses the Investment Adviser incur in
providing advisory services and the profitability to the Investment
Adviser from managing the Fund, including: (1) information regarding
the financial condition of the Investment Adviser and regarding
profitability from the relationship with the Fund; (2) information
regarding the total fees and payments received by the Investment
Adviser for its services and, with respect to the Investment Adviser,
whether such fees are appropriate given economies of scale and
other considerations; (3) comparative information showing (a) the
fees payable under the Agreement versus the investment advisory
fees of certain registered investment companies and comparable
funds that follow investment strategies similar to those of the Fund
and (b) the expense ratios of the Fund versus the expense ratios of
certain registered investment companies and comparable funds that
follow investment strategies similar to those of the Fund; and

(4) information regarding the total fees and payments received and
the related amounts waived and/or reimbursed by the Investment
Adviser for administrative services with respect to the Fund under
separate agreements and whether such fees are appropriate. The
Board of Trustees took into

48 | Annual Report

https://www.sec.gov/Archives/edgar/data/1710680/000119312523067397/d398748dncsr.htm

Highland Income Fund

account the management fee structure, including that management
fees for the Fund were based on the Fund’s total managed assets.

Among other data, the Board of Trustees considered that the Fund’s
total net expenses were higher than its peer group median and that the
Fund’s net management fees (the Fund’s actual advisory fee plus
actual administrative fee) were lower than those of its peer group
median. The Board of Trustees also took into account management’s
discussion of the Fund’s expenses.

The Board of Trustees also considered the so-called “fallout benefits”
to the Investment Adviser with respect to the Fund, such as the
reputational value of serving as Investment Adviser to the Fund,
potential fees paid to the Investment Adviser’s affiliates by the Fund or
portfolio companies for services provided, including administrative
services provided to the Fund by the Investment Adviser pursuant to
separate agreements, the benefits of scale from investment by the
Fund in affiliated funds, and the benefits of research made available to
the Investment Adviser by reason of brokerage commissions (if any)
generated by the Fund’s securities transactions. The Board of Trustees
concluded that the benefits received by the Investment Adviser and its
affiliates were reasonable in the context of the relationship between
the Investment Adviser and the Fund.

After such review, the Board of Trustees determined that the
profitability to the Investment Adviser and its affiliates from their
relationship with the Fund was not excessive.

The extent to which economies of scale would be
realized as the Fund grows and whether fee levels
reflect these economies of scale for the benefit of
shareholders.

The Board of Trustees also considered the effect of the Fund’s growth
in assets under management on its fees. The Board of Trustees noted
that breakpoints recently have been added to the Fund’s advisory fee
schedule. The Board of Trustees also took into account the Adviser’s
discussion of the fee structure, including that the Fund also benefits
from a waiver of a portion of its advisory and administration fees, which
the Investment Adviser believes can be more effective than
breakpoints at controlling overall costs borne by shareholders. The
Board of Trustees also noted the FUSE report, which compared fees
among peers, and included the Fund’s contractual fee schedule at
different asset levels. The Board of Trustees noted that the Fund’s
contractual advisory fee is lower than its peer group at all asset levels.
The Board of Trustees noted that, if the Fund’s assets increase over
time, The Board of Trustees also generally noted that, if the Fund’s
assets increase over time, the Fund may realize other economies of
scale if assets increase proportionally more than certain other fixed
expenses. The Board of Trustees
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ADDITIONAL INFORMATION (unaudited) (continued)

December 31, 2022 Highland Income Fund

concluded that the fee structure is reasonable, and with respect to the Investment Adviser, should result in a sharing of economies of scale in
view of the information provided. The Board of Trustees determined to continue to review the ways and extent to which economies of scale might
be shared between the Investment Adviser, on the one hand, and shareholders of the Fund, on the other.

Conclusion.

Following a further discussion of the factors above, it was noted that in considering the approval of the Agreement, no single factor was
determinative to the decision of the Board of Trustees. Rather, after weighing all factors and conside rations, including those discussed above,
the Board of Truste es, including separately, the Independent Trustees, unanimously agreed that the Agreement, including the advis ory fee to be
paid to the Investment Adviser, is fair and reas onable to the Fund in light of the services that the Investment Adviser provides, the expenses that
it incurs and the reasonably foreseeable asset levels of the Fund.
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ADDITIONAL INFORMATION (unaudited) (continued)

December 31, 2022 Highland Income Fund

Trustees and Officers

The Board provides broad oversight of the operations and affairs of the Fund and protects the interests of shareholders. The Board has overall
responsibility to manage and control the business affairs of the Fund, including the complete and exclusive authority to establish policies
regarding the management, conduct and operation of the Fund’s business. The names and birth dates of the Trustees and officers of the Fund,
the year each was first elected or appointed to office, their principal business occupations during the last five years, the number of funds
overseen by each Trustee and other directorships they hold are shown below. The business address for each Trustee and officer of the Fund is
c/o NexPoint Asset Management, L.P., 300 Crescent Court, Suite 700, Dallas, Texas 75201.

The “NexPoint Fund Complex,” as referred to herein consists of: each series of NexPoint Funds | (“NFI”), each series of NexPoint Funds Il
(“NF11”), Highland Global Allocation Fund (“GAF”), Highland Income Fund (“HFRO”), NexPoint Real Estate Strategies Fund (“NRESF”) and
NexPoint Capital, Inc. (the “BDC”), a closed-end management investment company that has elected to be treated as a business development
company under the 1940 Act.

Independent
Trustees
Dr. Bob Froehlich Trustee Trustee since Retired. 8 Director of KC Concessions, Inc. (since  Significant experience
(4/28/1953) December January 2013); Director of American in the financial industry;
2013; 3 year Sports Enterprise, Inc. (since January significant managerial
term (expiring 2013); Chairman and owner, Kane and executive
at 2023 annual County Cougars Baseball Club (since experience; significant
meeting). January 2013); Director of The Midwest experience on other
League of Professional Baseball Clubs, boards of directors,
Inc. (from January 2013 to December including as a member
2021); Director of Kane County Cougars of several audit
Foundation, Inc. (since January 2013); committees.

Director of Galen Robotics, Inc. (since
August 2016); Chairman and Director of
FC Global Realty, Inc. (from May 2017 to
June 2018); Chairman; Director of First

Capital Investment Corp. (from March

2017 to March 2018); Director and
Special Advisor to Vault Data, LLC (since
February 2018); and Director of
American Association of Professional
Baseball, Inc. (since February 2021).
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ADDITIONAL INFORMATION (unaudited) (continued)

December 31, 2022

Ethan Powell Trustee; Trustee since
(6/20/1975) Chairman  December

of the 2013;

Board Chairman of
the Board
since
December
2013; 3 year
term (expiring
at 2025
annual
meeting).

Bryan A. Ward Trustee Trustee since

(2/4/1955) inception in
2006; 3 year
term (expiring
at 2025
annual
meeting).

https://www.sec.gov/Archives/edgar/data/1710680/000119312523067397/d398748dncsr.htm

Independent Trustees

Principal and CIO of Brookmont
Capital Management, LLC since May
2020; CEO, Chairman and Founder
of Impact Shares LLC since
December 2015; Trustee/ Director of
the NexPoint Fund Complex from
June 2012 until July 2013 and since
December 2013; and Director of Kelly
Strategic Management since August
2021.

Business Development Banker,
CrossFirst Bank since January 2023
(President-Dallas from October 2020

until January 2023 and Senior Advisor

from April 2019 until October 2022),
Private Investor, BW Consulting, LLC
since 2014; and Anderson
Consulting/Accenture 1991-2013.

Highland Income Fund

Trustee of Impact Shares Funds |

Trust

None.

Significant
experience in the
financial industry;

significant executive
experience including
past service as an
officer of funds in
the NexPoint Fund
Complex; significant
administrative and
managerial
experience.

Significant
experience on this
and/ or other boards
of directors/
trustees, Audit
Committee Chair;
significant
managerial and
executive
experience;
significant
experience as a
management
consultant.
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ADDITIONAL INFORMATION (unaudited) (continued)

December 31, 2022

Independent Trustees

Highland Income Fund

Dorri McWhorter Trustee Trustee since President & CEO, YMCA of 8 Board Director of William Blair Significant
(6/30/1973) May 2022; Metropolitan Chicago (2021- Funds (since 2019); Board managerial and
3 year term Present); Chief Executive Officer, Director of Skyway Concession executive
(expiring at YWCA Metropolitan Chicago (2013- Company, LLC (since 2018); experience,
2023 annual  2021). Board Director of lllinois CPA including experience
meeting). Society (2017-2022); Board as president and
Director of Lifeway Foods, Inc. chief executive
(since 2020); Board Director of officer; significant
Green Thumb Industries, Inc. background and
(February 2022 to October 2022); experience in
Member of Financial Accounting  financial accounting;
Standards Advisory Council (since significant
2021); Board Director of experience on other
LanzaTech Global, Inc. (since boards of directors,
2023). including for other
registered
investment
companies.
Interested Trustee
John Honis Trustee Trustee since President of Rand Advisors, LLC 8 Manager of Turtle Bay Resort, Significant
(6/16/1958) July 2013; (August 2013 - August 2022); LLC (August 2011 — December experience in the
3 year term President of Valience Group, LLC 2018) financial industry;
(expiring at since July 2021. significant
2024 annual managerial and
meeting). executive
experience,
including experience
as president, chief
executive officer or
chief restructuring
officer of five
telecommunication
firms; experience on
other boards of
directors.
1 On an annual basis, as a matter of Board policy, the Governance and Compliance Committee reviews each Trustee’s performance and determines whether to extend each

such Trustee’s service for another year. The Board adopted a retirement policy wherein the Governance and Compliance Committee shall not recommend the continued
service as a Trustee of a Board member who is older than 80 years of age at the time the Governance and Compliance Committee reports its findings to the Board.
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ADDITIONAL INFORMATION (unaudited) (concluded)

December 31, 2022 Highland Income Fund
Officers
Dustin Norris Executive Vice Indefinite Term; Head of Distribution and Chief Product Strategist at NexPoint since March 2019;
(1/6/1984) President Executive Vice President of NexPoint Securities, Inc. since April 2018; Head of Distribution at NexPoint
President since from November 2017 until March 2019; Chief Product Strategist at NexPoint from
April 2019. September 2015 to March 2019; Officer of the NexPoint Fund Complex since November
2012.
Frank Waterhouse Treasurer, Indefinite Term; Chief Financial Officer of Skyview Group since February 2021; Chief Financial Officer
(4/14/1971) Principal Treasurer since and Partner of NexPoint Asset Management, L.P. (“NexPoint”) from December 2011 and
Accounting Officer, May 2015; March 2015, respectively, to February 2021; Treasurer of the NexPoint Fund Complex
Principal Financial Principal since May 2015; Principal Financial Officer October 2017 to February 2021; Principal
Officer and Accounting Officer Executive Officer February 2018 to February 2021.
Principal Executive since October
Officer 2017; Principal
Executive Officer
and Principal

Financial Officer
since April 2021.

Will Mabry Assistant Indefinite Term; Director, Fund Analysis of Skyview Group since February 2021. Prior to his current role
(7/2/1986) Treasurer Assistant at Skyview Group, Mr. Mabry served as Senior Manager — Fund Analysis, Manager —
Treasurer since Fund Analysis, and Senior Fund Analyst for HCMLP.
April 2021.
Stephanie Vitiello Secretary, Chief Indefinite Term; Chief Compliance Officer, Anti-Money Laundering Officer and Counsel of Skyview Group
(6/21/1983) Compliance Officer Secretary since since February 2021. Prior to her current role at Skyview Group, Ms. Vitiello served as
and Anti-Money April 2021; Chief Managing Director — Distressed, Assistant General Counsel, Associate General Counsel

Laundering Officer Compliance Officer and In- House Counsel for HCMLP.
and Anti-Money
Laundering Officer
since November

2021.
Rahim Ibraham Assistant Indefinite Term; Counsel and Compliance Manager at Skyview Group since March 2022. Prior to his
(8/17/1989) Secretary Assistant current role at Skyview Group, Mr. Ibrahim served as a Compliance Analyst for Skyview

Secretary since Group from May 2021 to March 2022; Compliance Associate for Loring, Wolcott &

November 2021. Coolidge Trust, LLC from October 2019 until May 2021; Corporate Paralegal at Maples
Group from April 2018 to October 2019; Associate Engagement Specialist-Compliance
at Eze Software Group from June 2017 to April 2018.
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Investment Adviser

NexPoint Asset Management, L.P.
300 Crescent Court, Suite 700
Dallas, TX 75201

Transfer Agent

American Stock Transfer & Trust Company, LLC

6201 15th Avenue
Brooklyn, NY 11219

Underwriter

NexPoint Securities, Inc.

300 Crescent Court, Suite 700
Dallas, TX 75201

Custodian

Bank of New York Mellon
240 Greenwich Street
New York, NY 10286

Independent Registered Public
Accounting Firm

Cohen & Company, Ltd.

1350 Euclid Ave., Suite 800
Cleveland, OH 44115

Fund Counsel
K&L Gates LLP

1 Lincoln Street
Boston, MA 02111
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This report has been prepared for shareholders of Highland Global Allocation Fund
(the “Fund”). As of January 1, 2021, paper copies of the Fund’s shareholder reports will
no longer be sent by mail. Instead, the reports will be made available on
https://www.nexpointassetmgmt.com/literature/, and you will be notified and provided
with a link each time a report is posted to the website. You may request to receive
paper reports from the Fund or from your financial intermediary free of charge at any
time. For additional information regarding how to access the Fund’s shareholder
reports, or to request paper copies by mail, please call shareholder services at
1-800-357-9167.

A description of the policies and procedures that the Fund uses to determine how to
vote proxies relating to their portfolio securities, and the Fund’s proxy voting records
for the most recent 12-month period ended June 30, are available (i) without charge,
upon request, by calling 1-800-357-9167 and (ii) on the Securities and Exchange
Commission’s website at http://www.sec.gov.

The Fund files its complete schedules of portfolio holdings with the Securities and
Exchange Commission for the first and third quarters of each fiscal year as an exhibit
to its report on Form N-PORT within sixty days after the end of the period. The Fund’s
Form N-PORT are available on the Commission’s website at http://www.sec.gov and
also may be reviewed and copied at the Commission’s Public Reference Room in
Washington, DC. Information on the Public Reference Room may be obtained by
calling 1-800-SEC-0330. Shareholders may also obtain the Form N-PORT by visiting
the Fund’s website at www.nexpointassetmgmt.com.

The Statement of Additional Information includes additional information about the

Fund’s Trustees and is available upon request without charge by calling
1-800-357-9167.
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American Stock Transfer & Trust Company, LLC
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Highland Income Fund
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Item 2. Code of Ethics.

(a) Highland Income Fund (the “Registrant”), as of the end of the period covered by this report, has adopted a code of ethics that applies to the Registrant’s
principal executive officer, principal financial officer, principal accounting officer or controller, or persons performing similar functions, regardless of
whether these individuals are employed by the Registrant or a third party.

(b)  Not applicable.

(c)  There have been no amendments, during the period covered by this report, to a provision of the code of ethics that applies to the Registrant’s principal
executive officer, principal financial officer, principal accounting officer or controller, or persons performing similar functions, regardless of whether
these individuals are employed by the Registrant or a third party, and that relates to any element of the code of ethics description.

(d)  The Registrant has not granted any waiver, including any implicit waiver, from a provision of the code of ethics that applies to the Registrant’s principal
executive officer, principal financial officer, principal accounting officer or controller, or persons performing similar functions, regardless of whether
these individuals are employed by the Registrant or a third party, that relates to one or more of the items set forth in paragraph (b) of this Item’s
instructions.

(e) Not applicable.

(f)  The Registrant’s code of ethics that applies to the Registrant’s principal executive officer, principal financial officer, principal accounting officer or
controller, or persons performing similar functions is filed herewith as Exhibit (a)(1).

Item 3. Audit Committee Financial Expert.

As of the end of the period covered by the report, the Registrant’s Board of Trustees (the “Board”) has determined that Bryan A. Ward, a member of the
Audit & Qualified Legal Compliance Committee of the Board (the “Audit Committee”), is an audit committee financial expert as defined by the Securities and
Exchange Commission (the “SEC”) in Item 3 of Form N-CSR. Mr. Ward is “independent” as defined by the SEC for purposes of this Item 3 of Form N-CSR.

Item 4. Principal Accountant Fees and Services.
Audit Fees

(a) The aggregate fees billed in each of the last two fiscal years for professional services rendered by the principal accountant for the audit of the Registrant’s
annual financial statements or services that are normally provided by the accountant in connection with statutory and regulatory filings or engagements
for those fiscal years are $155,000 for the fiscal year ended December 31, 2021 and $162,750 for the fiscal year ended December 31, 2022.

Audit-Related Fees

(b)  The aggregate fees billed in each of the last two fiscal years for assurance and related services by the principal accountant that are reasonably related to
the performance of the audit of the Registrant’s financial statements and are not reported under paragraph (a) of this Item are $0 for the fiscal year ended
December 31, 2021 and $0 for the fiscal year ended December 31, 2022.
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Tax Fees

(c)  The aggregate fees billed in each of the last two fiscal years for professional services rendered by the principal accountant for tax compliance, tax advice,
and tax planning are $14,000 for the fiscal year ended December 31, 2021 and $14,000 for the fiscal year ended December 31, 2022. The nature of the
services related to assistance on the Registrant’s tax returns and excise tax calculations.

All Other Fees

(d) The aggregate fees billed in each of the last two fiscal years for products and services provided by the principal accountant, other than the services
reported in paragraphs (a) through (c) of this Item are $0 for the fiscal year ended December 31, 2021 and $0 for the fiscal year ended December 31,
2022.

(e)(1) Disclose the Audit Committee’s pre-approval policies and procedures described in paragraph (c)(7) of Rule 2-01 of Regulation S-X:
The Audit Committee shall:

(a) have direct responsibility for the appointment, compensation, retention and oversight of the Registrant’s independent auditors and, in connection therewith,
to review and evaluate matters potentially affecting the independence and capabilities of the auditors; and

(b) review and pre-approve (including associated fees) all audit and other services to be provided by the independent auditors to the

Registrant and all non-audit services to be provided by the independent auditors to the Registrant’s investment adviser or any entity controlling, controlled by or
under common control with the investment adviser (an “Adviser Affiliate”) that provides ongoing services to the Registrant, if the engagement relates directly
to the operations and financial reporting of the Registrant; and

(c) establish, to the extent permitted by law and deemed appropriate by the Audit Committee, detailed pre-approval policies and procedures for such services;
and

(d) review and consider whether the independent auditors’ provision of any non-audit services to the Registrant, the Registrant’s investment adviser or an
Adviser Affiliate not pre-approved by the Audit Committee are compatible with maintaining the independence of the independent auditors.

(e)(2) The percentage of services described in each of paragraphs (b) through (d) of this Item that were approved by the Audit Committee pursuant to paragraph
(©)(7)(i)(C) of Rule 2-01 of Regulation S-X are as follows:

(b) 100%
(c) 100%
(d) 100%

(f)  The percentage of hours expended on the principal accountant’s engagement to audit the Registrant’s financial statements for the most recent fiscal year
that were attributed to work performed by persons other than the principal accountant’s full-time, permanent employees was less than fifty percent.

(g) The aggregate non-audit fees billed by the Registrant’s accountant for services rendered to the Registrant, and rendered to the Registrant’s investment
adviser (not including any sub-adviser whose role is primarily portfolio management and is subcontracted with or overseen by another investment
adviser), and an Adviser Affiliate that provides ongoing services to the Registrant for each of the last two fiscal years of the Registrant was $0 for the
fiscal year ended December 31, 2021 and $0 for the fiscal year ended December 31, 2022.

(h)  The Registrant’s Audit Committee has considered whether the provision of non-audit services that were rendered to the Registrant’s investment adviser
(not including any sub-adviser whose role is primarily portfolio management and is subcontracted with or overseen by another investment adviser), and
an Adviser Affiliate that provides ongoing services to the Registrant that were not pre-approved pursuant to paragraph
(c)(7)(ii) of Rule 2-01 of Regulation S-X is compatible with maintaining the principal accountant’s independence.
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Item S. Audit Committee of Listed Registrants.

(a)  The Registrant has a separately-designated standing Audit Committee established in accordance with Section 3(a)(58)(A) of the Securities Exchange Act
of 1934, as amended (the “Exchange Act”). It is composed of the following Trustees, each of whom is not an “interested person” as defined in the 1940
Act:

Item 6. Investments.

(a)  Schedule of Investments in securities of unaffiliated issuers as of the close of the reporting period is included as part of the Annual Report to shareholders
filed under Item 1 of this form.

(b)  Not applicable.

Item 7. Disclosure of Proxy Voting Policies and Procedures for Closed-End Management Investment Companies.

PROXY VOTING POLICY
Purpose and Scope

The purpose of these voting policies and procedures (the “Policy”) is to set forth the principles and procedures by which NexPoint Asset Management,
L.P. (the “Company”) votes or gives consents with respect to the securities owned by Clients for which the Company exercises voting authority and
discretion.! For avoidance of doubt, this includes any proxy and any shareholder vote or consent, including a vote or consent for a private company or other
issuer that does not involve a proxy. These policies and procedures have been designed to help ensure that votes are cast in the best interests of Clients in
accordance with the Company’s fiduciary duties and Rule 206(4)-6 under the Investment Advisers Act of 1940 (the “Advisers Act”).

This Policy applies to securities held in all Client accounts (including Retail Funds and other pooled investment vehicles) as to which the Company has
explicit or implicit voting authority. Implicit voting authority exists where the Company’s voting authority is implied by a general delegation of investment
authority without reservation of proxy voting authority to the Client.

If the Company has delegated voting authority to an investment sub-adviser with respect to any Retail Fund, such sub-adviser will be responsible for
voting all proxies for such Retail Funds in accordance with the sub-adviser’s proxy voting policies. The Compliance Department, to provide oversight over the
proxy voting by sub-advisers and to ensure that votes are executed in the best interests of the Retail Funds, shall (i) review the proxy voting policies and
procedures of each Retail Fund sub-adviser to confirm that they comply with Rule 206(4)-6, both upon engagement of the sub-adviser and upon any material
change to the sub-adviser’s proxy voting policies and procedures, and (ii) require each such sub-adviser to provide quarterly certifications that all proxies were
voted pursuant to the sub-adviser’s policies and procedures or to describe any inconsistent votes.
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General Principles

The Company and its affiliates engage in a broad range of activities, including investment activities for their own accounts and for the accounts of
various Clients and providing investment advisory and other services to Clients. In the ordinary course of conducting the Company’s activities, the interests of a
Client may conflict with the interests of the Company, other Clients and/or the Company’s affiliates and their clients. Any conflicts of interest relating to the
voting of proxies, regardless of whether actual or perceived, will be addressed in accordance with these policies and procedures. The guiding principle by which
the Company votes all proxies is to vote in the best interests of each Client by maximizing the economic value of the relevant Client’s holdings, taking into
account the relevant Client’s investment horizon, the contractual obligations under the relevant advisory agreements or comparable documents and all other
relevant facts and circumstances at the time of the vote. The Company does not permit voting decisions to be influenced in any manner that is contrary to, or
dilutive of, this guiding principle.

Voting Procedures
Third-Party Proxy Advisors

The Company may engage a third-party proxy advisor (“Proxy Advisor”) to provide proxy voting recommendations with respect to Client proxies. Proxy
Advisor voting recommendation guidelines are generally designed to increase investors’ potential financial gain. When considering whether to retain or
continue retaining any particular Proxy Advisor, the Compliance Department will ascertain, among other things, whether the Proxy Advisor has the capacity
and competency to adequately analyze proxy issues. In this regard, the Compliance Department will consider, among other things: the adequacy and quality of
the Proxy Advisor’s staffing and personnel; the robustness of its policies and procedures regarding its ability to (a) ensure that its proxy voting
recommendations are based on current and accurate information and (b) identify and address any conflicts of interest and any other considerations that the
Compliance Department determines would be appropriate in considering the nature and quality of the services provided by the Proxy Advisor. To identify and
address any conflicts that may arise on the part of the Proxy Advisor, the Compliance Department will ensure that the Proxy Advisor notifies the Compliance
Department of any relevant business changes or changes to its policies and procedures regarding conflicts.

Third-Party Proxy Voting Services

The Company may utilize a third-party proxy voting service (“Proxy Voting Service”) to monitor holdings in Client accounts for purposes of determining
whether there are upcoming shareholder meetings or similar corporate actions and to execute Client proxies on behalf of the Company pursuant to the
Company’s instructions, which shall be given in a manner consistent with this Policy. The Compliance Department will oversee each Proxy Voting Service to
ensure that proxies have been voted in a manner consistent with the Company’s instructions.

' In any case where a Client has instructed the Company to vote in a particular manner on the Client’s behalf, those instructions will govern in lieu of
parameters set forth in the Policy.

Monitoring
Subject to the procedures regarding Nonstandard Proxy Notices described below, the Compliance Department of the Company shall have responsibility

for monitoring Client accounts for proxy notices. Except as detailed below,

if proxy notices are received by other employees of the Company, such employees must promptly forward all proxy or other voting materials to the Compliance
Department.

Portfolio Manager Review and Instruction

From time to time, the settlement group of the Company may receive nonstandard proxy notices, regarding matters including, but not limited to,
proposals regarding corporate actions or amendments (“Nonstandard Proxy Notices”) with respect to securities held by Clients. Upon receipt of a Nonstandard
Proxy Notice, a member of the settlement group (the “Settlement Designee”) shall send an email notification containing all relevant information to

Appx. 000181
https://www.sec.gov/Archives/edgar/data/1710680/000119312523067397/d398748dncsr.htm 67/78



2/8/24, 12:50 PM Form N-CSR
Case 3:21-cv-00881-X Document 190-5 Filed 02/09/24 Page 69 of 79 PagelD 68254

the Portfolio Manager(s) with responsibility for the security and / .com]. Generally, the relevant Portfolio Manager(s) shall deliver voting instructions
for Nonstandard Proxy Notices by replying to the email notice sent to the Portfolio Manager(s) and / .com] by the Settlement Designee or by sending
voting instructions to / .com] and [ .com]. Any conflicts for Nonstandard Proxy Notices should also be disclosed to the Compliance
Department. In the event a Portfolio Manager orally conveys voting instructions to the Settlement Designee or any other member of the Company’s settlement
group, that Settlement Designee or member of the Company’s settlement group shall respond to the original notice email sent to [ .com] detailing the
Portfolio Manager(s) voting instructions.

With regard to standard proxy notices, on a weekly basis, the Compliance Department will send a notice of upcoming proxy votes related to securities
held by Clients and the corresponding voting recommendations of the Proxy Advisor to the relevant Portfolio Manager(s). Upon receipt of a proxy notice from
the Compliance Department, the Portfolio Manager(s) will review and evaluate the upcoming votes and recommendations. The Portfolio Managers may rely on
any information and/or research available to him or her and may, in his or her discretion, meet with members of an issuer’s management to discuss matters of
importance to the relevant Clients and their economic interests. Should the Portfolio Manager determine that deviating from the Proxy Advisor’s
recommendation is in a Client’s best interest, the Portfolio Manager shall communicate his or her voting instructions to the Compliance Department.

In the event that more than one Portfolio Manager is responsible for making a particular voting decision and such Portfolio Managers are unable to arrive
at an agreement as to how to vote with respect to a particular proposal, they should consult with the applicable Chief Compliance Officer (the “CCO”) for
guidance.

Voting

Upon receipt of the relevant Portfolio Managers’ voting instructions, if any, the Compliance Department will communicate the instructions to the Proxy
Voting Service to execute the proxy votes.

Supplemental Information of Issuers

In the event that the Company becomes aware that an issuer has filed with the Securities and Exchange Commission (the “SEC”) supplemental
information in response to a Proxy Advisor’s voting recommendation, sufficiently in advance of the submission deadline which would reasonably be expected
to affect the Company’s voting determination, the Compliance Department will review such supplemental information and provide the supplemental
information to the relevant Portfolio Manager(s). The Portfolio Manager shall communicate to the Compliance Department whether or not the previously
provided voting instructions should be changed, and the Compliance Department document the extent to which the supplemental information was considered
and/or impacted the voting.

Non-Votes

It is the general policy of the Company to vote or give consent on all matters presented to security holders in any vote, and these policies and procedures
have been designated with that in mind. However, the Company reserves the right to abstain on any particular vote if, in the judgment of the CCO, or the
relevant Portfolio Manager, the effect on the relevant Client’s economic interests or the value of the portfolio holding is insignificant in relation to the Client’s
portfolio, if the costs associated with voting in any particular instance outweigh the benefits to the relevant Clients or if the circumstances make such an
abstention or withholding otherwise advisable and in the best interests of the relevant Clients not to vote. Such determination may apply in respect of all Client
holdings of the securities or only certain specified Clients, as the Company deems appropriate under the circumstances. As examples, a Portfolio Manager may
determine: (a) not to recall securities on loan if, in his or her judgment, the matters being voted upon are not material events affecting the securities and the
negative consequences to Clients of disrupting the securities lending program would outweigh the benefits of voting in the particular instance or (b) not to vote
proxies relating to certain foreign securities if, in his or her judgment, the expense and administrative inconvenience outweighs the benefits to Clients of voting
the securities.
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Conflicts of Interest

The Company’s Compliance Department is responsible for monitoring voting decisions for any conflicts of interest, regardless of whether they are actual
or perceived. All voting decisions contrary to the recommendation of a Proxy Advisor require a mandatory conflicts of interest review by the Compliance
Department, which will include a consideration of whether the Company or any Portfolio Manager or other person recommending or providing input on how to
vote has an interest in the vote that may present a conflict of interest.

In addition, all Company investment professionals are expected to perform their tasks relating to the voting of proxies in accordance with the principles
set forth above, according the first priority to the best interest of the relevant Clients. If at any time a Portfolio Manager or any other investment professional
becomes aware of a potential or actual conflict of interest regarding any particular voting decision, he or she must contact the Compliance Department promptly
and, if in connection with a proxy that has yet to be voted, prior to such vote. If any investment professional is pressured or lobbied, whether from inside or
outside the Company, with respect to any particular voting decision, he or she should contact the Compliance Department promptly. The CCO will use his or
her best judgment to address any such conflict of interest and ensure that it is resolved in accordance with his or her independent assessment of the best interests
of the relevant Clients.

In the event of a conflict, the Company may choose to address such conflict by: (i) voting in accordance with the Proxy Advisor’s recommendation;
(i) the CCO determining how to vote the proxy (if the CCO approves deviation from the Proxy Advisor’s recommendation, then the CCO shall document the
rationale for the vote); (iii) “echo voting” or “mirror voting” the proxy in the same proportion as the votes of other proxy holders that are not Clients; or
(iv) with respect to Clients other than Retail Funds, notifying the affected Client of the material conflict of interest and seeking a waiver of the conflict or
obtaining such Client’s voting instructions. Where the Compliance Department deems appropriate, third parties may be used to help resolve conflicts. In this
regard, the CCO or his or her delegate shall have the power to retain fiduciaries, consultants or professionals to assist with voting decisions and/or to delegate
voting or consent powers to such fiduciaries, consultants or professionals.

Where a conflict of interest arises with respect to a voting decision for a Retail Fund, the Company shall disclose the conflict and the rationale for the
vote taken to the Retail Fund’s Board of Directors/Trustees at the next regularly scheduled quarterly meeting. The Compliance Department will maintain a log
documenting the basis for the decision and will furnish the log to the Board of Trustees.

Material Conflicts of Interest

The following relationships or circumstances are examples of situations that may give rise to a material conflict of interest for purposes of this Policy.
This list is not exclusive or determinative; any potential conflict (including payments of the types described below but less than the specified threshold) should
be identified to the Company’s Compliance Department:

(i)  The issuer is a Client of the Company, or of an affiliate, accounting for more than 5% of the Company’s or affiliate’s annual revenues.

(i)  The issuer is an entity that reasonably could be expected to pay the Company or its affiliates more than $1 million through the end of the Company’s next
two full fiscal years.

(iii) The issuer is an entity in which a “Covered Person” (as defined in the Company’s Policies and Procedures Designed to Detect and Prevent Insider
Trading and to Comply with Rule 17j-1 of the Investment Company Act of 1940, as amended (the “Code of Ethics”)) has a beneficial interest contrary to
the position held by the Company on behalf of Clients.

(iv)  The issuer is an entity in which an officer or partner of the Company or a relative of any such person is or was an officer, director or employee, or such
person or relative otherwise has received more than $150,000 in fees, compensation and other payment from the issuer during the Company’s last three
fiscal years; provided, however, that the Compliance Department may deem such a relationship not to be a material conflict of interest if the Company
representative serves as an officer or director of the issuer at the direction of the Company for purposes of seeking control over the issuer.
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(v)  The matter under consideration could reasonably be expected to result in a material financial benefit to the Company or its affiliates through the end of
the Company’s next two full fiscal years (for example, a vote to increase an investment advisor y fee for a Retail Fund advised by the Company or an
affiliate).

(vi)  Another Client or prospective Client of the Company, directly or indirectly, conditions future engagement of the Company on voting proxies in respect of
any Client’s securities on a particular matter in a particular way.

(vii) The Company holds various classes and types of equity and debt securities of the same issuer contemporaneously in different Client portfolios.
(viii) Any other circumstance where the Company’s duty to serve its Clients’ interests, typically referred to as its “duty of loyalty,” could be compromised.

Notwithstanding the foregoing, a conflict of interest described above shall not be considered material for the purposes of this Policy in respect of a
specific vote or circumstance if:

The securities in respect of which the Company has the power to vote account for less than 1% of the issuer’s outstanding voting securities, but only if:
(i) such securities do not represent one of the 10 largest holdings of such issuer’s outstanding voting securities and (ii) such securities do not represent more
than 2% of the Client’s holdings with the Company.

The matter to be voted on relates to a restructuring of the terms of existing securities or the issuance of new securities or a similar matter arising out of
the holding of securities, other than common equity, in the context of a bankruptcy or threatened bankruptcy of the issuer.

Recordkeeping
Following the submission of a proxy vote, the Fund will maintain a report of the vote and all relevant documentation.

The Fund shall retain records relating to the voting of proxies and the Company shall conduct due diligence, including on Proxy Voting Services and
Proxy Advisors, as applicable, to ensure the following records are adequately maintained by the appropriate party:

1) Copies of this Policy and any amendments thereto.
(i) A current copy of the Proxy Advisor’s voting guidelines, as amended.

(i) A copy of each proxy statement that the Company receives regarding Client securities, including any supplemental information an issuer files with
the SEC that the Company becomes aware of. The Company may rely on a third party to make and retain, on the Company’s behalf, a copy of a
proxy statement, provided that the Company has obtained an undertaking from the third party to provide a copy of the proxy statement promptly
upon request.

(iv) Records of each vote cast by the Company on behalf of Clients. The Company may satisfy this requirement by relying on a third party to make and
retain, on the Company’s behalf, a record of the vote cast, provided that the Company has obtained an undertaking from the third party to provide a
copy of the record promptly upon request.

W) A copy of any documents created by the Company that were material to making a decision how to vote or that memorializes the basis for that
decision.

(vi) A copy of each written request for information on how the Company voted proxies on behalf of the Client, and a copy of any written response by the

Company to any (oral or written) request for information on how the Company voted.

These records shall be maintained and preserved in an easily accessible place for a period of not less than five years from the end of the Company’s fiscal
year during which the last entry was made in the records, the first two years in an appropriate office of the Company.2
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Enforcement of this Policy

It shall be the responsibility of the Compliance Department to handle or coordinate the enforcement of this Policy. The Compliance Department will
periodically sample proxy voting records to ensure that proxies have been voted in accordance with this Policy, with a particular focus on any proxy votes that
require additional analysis (e.g., proxies voted contrary to the recommendations of a Proxy Advisor).

If the Compliance Department determines that a Proxy Advisor or Proxy Voting Service may have committed a material error, the Compliance
Department will investigate the error, taking into account the nature of the error, and seek to determine whether the Proxy Advisor or Proxy Voting Service is
taking reasonable steps to reduce similar errors in the future.

In addition, no less frequently than annually, the Compliance Department will review the adequacy of this Policy to ensure that it has been implemented

effectively and to confirm that this Policy continues to be reasonably designed to ensure that proxies are voted in the best interest of Clients.

Disclosures to Clients and Investors

As a matter of policy, the Company does not disclose how it expects to vote on upcoming proxies. Additionally, the Company does not disclose the way
it voted proxies to unaffiliated third parties without a legitimate need to know such information.

2 If the Company has essentially immediate access to a book or record (on the Company’s proprietary system or otherwise) through a computer located at an
appropriate office of the Company, then that book or record will be considered to be maintained at an appropriate office of the Company. “Immediate
access” to books and records includes that the Company has the ability to provide promptly to Securities and Exchange Commission (the “SEC”)
examination staff hard copies of the books and records or access to the storage medium. The party responsible for the applicable books and records as
described above shall also be responsible for ensuring that those books and records for the first two years are either physically maintained in an appropriate
office of the Company or that the Company otherwise has essentially immediate access to the required books and records for the first two years.

Item 8. Portfolio Managers of Closed-End Management Investment Companies.

(a)(1) Identification of Portfolio Manager(s) or Management Team Members and Description of Role of Portfolio Manager(s) or Management Team
Members

The Registrant’s portfolio manager, who is primarily responsible for the day-to-day management of the Registrant’s portfolio, is James Dondero.

James Dondero — Mr. Dondero is the founder and principal of NexPoint Asset Management, LP (“NPA”), a Dallas-based alternative investment firm.
Mr. Dondero has over 30 years of experience investing across the alternative landscape. In that time, he established a number of integrated businesses to
manage investments in real estate, private equity, and high-yield and structured credit, among other areas. Mr. Dondero holds various leadership roles across the
NPA businesses; he serves as a portfolio manager for several funds and is an officer and director at NPA’s publicly traded REITs. Additionally, Mr. Dondero
holds director positions at several companies within financial services, real estate, and other industries. He is the chairman of NexBank Capital, Inc. and a
director of SeaOne Holdings, LLC. A dedicated philanthropist, Mr. Dondero actively contributes to initiatives in education, veterans’ affairs, and community
and economic development, and has been instrumental in supporting a number of civic and cultural institutions in the Dallas-Fort Worth area. He is a member
of the Southern Methodist University Cox School of Business Executive Board and the George W. Bush Presidential Center Executive Advisory Council. Mr.
Dondero graduated from the University of Virginia where he earned highest honors (Beta Gamma Sigma, Beta Alpha Psi) from the Mclntire School of
Commerce with dual majors in accounting and finance. He received certification as a Certified Managerial Accountant (CMA) and is a holder of the right to use
the Chartered Financial Analyst (CFA) designation.

(a)(2) Other Accounts Managed by Portfolio Manager(s) or Management Team Member and Potential Conflicts of Interest

The following table provides information about funds and accounts, other than the Registrant, for which the Registrant’s portfolio manager is primarily
responsible for the day-to-day portfolio management as of December 31, 2022.
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James Dondero
# of Accounts Total Assets with
Managed with Performance-
Total Performance- Based
# of Accounts Total Assets Based Adyvisory Fee
Type of Accounts Managed (millions) Advisory Fee (millions)
Registered Investment
Companies: 7 $ 1,793 1 $ 55
Other Pooled Investment
Vehicles: 3 $ 5397 4 $ 5,397
Other Accounts: — $ — — $ —

Potential Conflicts of Interests

NexPoint Asset Management, L.P. (“NAM” or the “Adviser”) and/or its general partner, limited partners, officers, affiliates and employees provide
investment advice to other parties and manage other accounts and private investment vehicles similar to the Registrant. For the purposes of this section, the
term “Highland” shall include the Adviser and its affiliated investment advisors, and all affiliates listed on its Form ADV, as filed via an amendment with the
SEC January 20th, 2022 (CRD No. 149653).

In connection with such other investment management activities, the Adviser and/or its general partner, limited partners, officers, affiliates and
employees may decide to invest the funds of one or more other accounts or recommend the investment of funds by other parties, rather than the Registrant’s
monies, in a particular security or strategy. In addition, the Adviser and such other persons will determine the allocation of funds from the Registrant and such
other accounts to investment strategies and techniques on whatever basis they consider appropriate or desirable in their sole and absolute discretion.

Highland has built a professional working environment, a firm-wide compliance culture and compliance procedures and systems designed to protect
against potential incentives that may favor one account over another. Highland has adopted policies and procedures that address the allocation of investment
opportunities, execution of portfolio transactions, personal trading by employees and other potential conflicts of interest that are designed to ensure that all
client accounts are treated equitably over time. Nevertheless, Highland furnishes advisory services to numerous clients in addition to the Registrant, and
Highland may, consistent with applicable law, make investment recommendations to other clients or accounts (including accounts that have performance or
higher fees paid to Highland or in which portfolio managers have a personal interest in the receipt of such fees) that may be the same as or different from those
made to the Registrant. In addition, Highland, its affiliates and any of their partners, directors, officers, stockholders or employees may or may not have an
interest in the securities whose purchase and sale the Adviser recommends to the Registrant. Actions with respect to securities of the same kind may be the
same as or different from the action that the Adviser, or any of its affiliates, or any of their partners, directors, officers, stockholders or employees or any
member of their families may take with respect to the same securities. Moreover, the Adviser may refrain from rendering any advice or services concerning
securities of companies of which any of the Adviser’s (or its affiliates’) partners, directors, officers or employees are directors or officers, or companies as to
which the Adviser or any of its affiliates or partners, directors, officers and employees of any of them has any substantial economic interest
or possesses material non-public information.

The Adviser, its affiliates or their partners, directors, officers or employees similarly serve or may serve other entities that operate in the same or related
lines of business, including accounts managed by an investment adviser affiliated with the Adviser. Accordingly, these individuals may have obligations to
investors in those entities or funds or to other clients, the fulfillment of which might not be in the best interests of the Registrant. As a result, the Adviser will
face conflicts in the allocation of investment opportunities to the Registrant and other funds and clients. In order to enable such affiliates to fulfill their fiduciary
duties to each of the clients for which they have responsibility, the Adviser will endeavor to allocate investment opportunities in a fair and equitable manner,
pursuant to policies and procedures adopted by the Adviser and its advisory affiliates that are designed to manage potential conflicts of interest, which may,
subject to applicable regulatory constraints, involve pro rata co-investment by the funds and such other clients or may involve a rotation of opportunities among
the funds and such other clients. The Registrant will only make investments in which the Adviser or an affiliate hold an interest to the extent permitted under
the 1940 Act and SEC staff interpretations or pursuant to the terms and conditions of the exemptive order received by certain advisers and funds affiliated with
the Registrant, dated April 19, 2016. For example, exemptive relief is not required for the Registrant to invest in syndicated deals and secondary loan market
transactions in which the Adviser or an affiliate has an interest where price is the only negotiated point. The order applies to all “Investment
Companies,” including future closed-end investment companies registered under the 1940 Act that are managed by affiliated advisers, which includes the
Registrant. The Registrant, therefore, may in the future invest in accordance with the terms and conditions of the exemptive order. To mitigate any actual or
perceived conflicts of interest, allocation of limited offering securities (such as IPOs and registered secondary offerings) to principal accounts that do not
include third party investors may only be made after all other client account orders for the security have been filled. However, there can be no assurance that
such
policies and procedures will in every case ensure fair and equitable allocations of investment opportunities, particularly when
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considered in hindsight.

Conflicts may arise in cases when clients and/or the Adviser and other affiliated entities invest in different parts of an issuer’s capital structure, including
circumstances in which one or more clients own private securities or obligations of an issuer and other clients may own public securities of the same issuer. In
addition, one or more clients may invest in securities, or other financial instruments, of an issuer that are senior or junior to securities, or financial instruments,
of the same issuer that are held by or acquired for, one or more other clients. For example, if such issuer encounters financial problems, decisions related to
such securities (such as over the terms of any workout or proposed waivers and amendments to debt covenants) may raise conflicts of interests. In such a
distressed situation, a client holding debt securities of the issuer may be better served by a liquidation of the issuer in which it may be paid in full, whereas a
client holding equity securities of the issuer might prefer a reorganization that holds the potential to create value for the equity holders. In the event of
conflicting interests within an issuer’s capital structure, Highland generally will pursue the strategy that Highland believes best reflects what would be expected
to be negotiated in an arm’s length transaction, but in all instances with due consideration being given to Highland’s fiduciary duties to each of its accounts
(without regard to the nature of the accounts involved or fees received from such accounts). This strategy may be recommended by one or more Highland
investment professionals. A single person may make decisions with respect to more than one part of an issuer’s capital structure. Highland personnel board
members may still make recommendations to the applicable investment professional(s). A portfolio manager with respect to any applicable Highland registered
investment company clients (“Retail Accounts”) will make an independent determination as to which course of action he or she determines is in the best interest
of the applicable Retail Accounts. Highland may use external counsel for guidance and assistance. The Adviser and its affiliates have both subjective and
objective procedures and policies in place designed to manage potential conflicts of interest involving clients so that, for example, investment opportunities are
allocated in a fair and equitable manner among the Registrant and such other clients. An investment opportunity that is suitable for multiple clients of the
Adviser and its affiliates 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 the Adviser’s or its affiliates’ efforts to allocate any particular
investment opportunity fairly among all clients for whom such opportunity is appropriate will result in an allocation of all or part of such opportunity to the
Registrant. Not all conflicts of interest can be expected to be resolved in favor of the Registrant.

Another type of conflict may arise if one client account buys a security and another client account sells or shorts the same security. Currently, such
opposing positions are generally not permitted within the same account without prior trade approval by the Adviser’s Chief Compliance Officer. However, a
portfolio manager may enter into opposing positions for different clients to the extent each such client has a different investment objective and each such
position is consistent with the investment objective of the applicable client. In addition, transactions in investments by one or more affiliated client accounts
may have the effect of diluting or otherwise disadvantaging the values, prices or investment strategies of other client accounts.

Because certain client accounts may have investment objectives, strategies or legal, contractual, tax or other requirements that differ (such as the need to
take tax losses, realize profits, raise cash, diversification, etc.), an affiliated adviser may purchase, sell or continue to hold securities for certain client accounts
contrary to other recommendations. In addition, an affiliated adviser may be permitted to sell securities or instruments short for certain client accounts and may
not be permitted to do so for other affiliated client accounts.

As a result of the Fund’s arrangements with NexPoint, there may be times when NexPoint, the Adviser or its affiliates have interests that differ from
those of the Fund’s shareholders, giving rise to a conflict of interest. The Fund’s officers serve or may serve as officers, directors or principals of entities that
operate in the same or a related line of business as the Fund does, or of investment funds managed by the Adviser or its affiliates. Similarly, the Adviser or its
affiliates may have other clients with similar, different or competing investment objectives. In serving in these multiple capacities, they may have obligations to
other clients or investors in those entities, the fulfillment of which may not be in the best interests of the Fund or its shareholders. For example, the Fund’s
officers have, and will continue to have, management responsibilities for other investment funds, accounts or other investment vehicles
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managed or sponsored by the Adviser and its affiliates. The Fund’s investment objective may overlap, in part or in whole, with the investment objective of such
affiliated investment funds, accounts or other investment vehicles. As a result, those individuals may face conflicts in the allocation of investment opportunities
among the Registrant and other investment funds or accounts advised by or affiliated with the Adviser. The Adviser 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. However, the Fund can offer no
assurance that such opportunities will be allocated to it fairly or equitably in the short-term or over time.

In addition, it is anticipated that a portion of the Registrant’s assets will be represented by real estate investment trusts (“REITs”), asset backed securities
and/or collateralized loan obligations (“CLOs”) sponsored, organized and/or managed by the Adviser and its affiliates or its historical affiliates. The Adviser
will monitor for conflicts of interest in accordance with its fiduciary duties and will provide the independent trustees of the Registrant with an opportunity to
periodically review the Registrant’s investments in such REITs, asset-backed securities and/or CLOs and assure themselves that continued investment in such
securities remains in the best interests of the Registrant and its shareholders. The Adviser may effect client cross-transactions where it causes a transaction to be
effected between the Registrant and another client advised by the Adviser or any of its affiliates. The Adviser may engage in a client cross-transaction involving
the Registrant any time that the Adviser believes such transaction to be fair to the Registrant and the other client of the Adviser or its affiliates. As further
described below, the Adviser may effect principal transactions where the Registrant may make and/or hold an investment, including an investment in securities,
in which the Adviser and/or its affiliates have a debt, equity or participation interest, in each case in accordance with applicable law, which may include the
Adviser obtaining the consent and approval of the Registrant prior to engaging in any such principal transaction between the Registrant and the Adviser or its
affiliates.

The Adviser may direct the Registrant to acquire or dispose of investments in cross trades between the Registrant and other clients of the Adviser or its
affiliates in accordance with applicable legal and regulatory requirements. In addition, to the extent permitted by the 1940 Act and SEC staff interpretations, the
Registrant may make and/or hold an investment, including an investment in securities, in which the Adviser and/or its affiliates have a debt, equity or
participation interest, and the holding and sale of such investments by the Registrant may enhance the profitability of the Adviser’s own investments in such
companies.

(a)(3) Compensation Structure of Portfolio Manager(s) or Management Team Members

NAM’s financial arrangements with its portfolio managers, its competitive compensation and its career path emphasis at all levels reflect the value senior
management places on key resources. Compensation may include a variety of components and may vary from year to year based on a number of
factors, including the pre-tax relative performance of a portfolio manager’s underlying account, the pre-tax combined performance of the portfolio manager’s
underlying accounts, and the pre-tax relative performance of the portfolio manager’s underlying accounts measured against other employees. Portfolio
managers are compensated generally based on their investment performance. The portfolio managers and other investment professionals are ranked based on
the alpha generated by their portfolio versus their target index benchmark. Their investment performance is evaluated both versus a target index benchmark
return and also compared to the returns of their peers at NAM and its affiliates. Other attributes which may be considered in the evaluation process are
communication, teamwork, attitude and leadership.

The target indices for the Registrant’s portfolio managers are the Morningstar Bank Loan Fund Category and CS Leveraged Loan Index.

NAM is owned by Highland Capital Management Services, Inc., a Delaware corporation (“HCM Services”) and its general partner, Strand Advisors
XVI, Inc., of which Mr. James Dondero is the sole stockholder. HCM Services is controlled by Mr. Dondero and Mr. Mark Okada by virtue of their respective
share ownership. Mr. Dondero does not receive compensation based upon investment performance of the funds for which he serves as portfolio manager and
instead shares in the profits of NAM.
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The principal components of compensation include a base salary, a discretionary bonus and various retirement benefits.

Base compensation. Generally, portfolio managers receive base compensation based on their seniority and/or their position with NAM, which may
include the amount of assets supervised and other management roles within NAM. Base compensation is determined by taking into account current industry
norms and market data to ensure that NAM pays a competitive base compensation.

Discretionary compensation. In addition to base compensation, portfolio managers may receive discretionary compensation, which can be a substantial
portion of total compensation. Discretionary compensation can include a discretionary cash bonus paid to recognize specific business contributions and to
ensure that the total level of compensation is competitive with the market.

Because each person’s compensation is based on his or her individual performance, NAM does not have a typical percentage split among base salary,
bonus and other compensation. Senior portfolio managers who perform additional management functions may receive additional compensation in these other
capacities. Compensation is structured such that key professionals benefit from remaining with NAM.

(a)(4) Disclosure of Securities Ownership

The following table sets forth the dollar range of equity securities beneficially owned by the portfolio managers in the Registrant as of December 31,
2022.

Dollar Ranges of Equity Securities Beneficially

Owned by
Name of Portfolio Managers Portfolio Managers
James Dondero Over $1,000,000

(b) Not applicable.
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Item 9. Purchases of Equity Securities by Closed-End Management Investment Company and Affiliated Purchasers.
(d)
(c) Total Approximate
Number of Dollar Value
Shares of Shares
Purchased that May Yet
(b) as Part of Be
(a) Total Average Publicly Purchased
Number of Price Announced Under the
Shares Paid per Plans or Plans or
Period! Purchased Share Programs Programs
January 1, 2022 to January 31, 2022 635,201 11.0189 635,201 12,001,130
February 1, 2022 to February 29, 2022 475,820 11.4852 475,820 6,536,238
March 1, 2022 to March 31, 2022 559,084 11.6910 559,084 —
April 1, 2022 to April 31, 2022 — — — —
May 1, 2022 to May 31, 2022 — — — —
June 1, 2022 to June 30, 2022 — — — —
July 1, 2022 to July 31, 2022 — — — —
August 1, 2022 to August 31, 2022 — — — —
September 1, 2022 to September 31, 2022 — — — —
October 1, 2022 to October 31, 20222 — — — —
November 1, 2022 to November 31, 2022 — — — —
December 1, 2022 to December 31, 2022 — — — —
Total 1,670,105 11.3768 1,670,105 —

(1) On October 13, 2021, the Board authorized the repurchase of $40 million of the Company’s common shares over a six-month period.

Item 10. Submission of Matters to a Vote of Security Holders.

There have been no material changes to the procedures by which the shareholders may recommend nominees to the Registrant’s Board.

Item 11. Controls and Procedures.

Assessment of the Registrant’s Control Environment
(a) Evaluation of Disclosure Controls and Procedures.

The Registrant maintains disclosure controls and procedures that are designed to ensure that information required to be disclosed in the Registrant’s filings
under the Securities Exchange Act of 1934 (the “Exchange Act”) and the 1940 Act is recorded, processed, summarized and reported within the periods specified
in the rules and forms of the Securities and Exchange Commission. Such information is accumulated and communicated to the Registrant’s management,
including its principal executive officer and principal financial officer, as appropriate, to allow timely decisions regarding required disclosure. The Registrant’s
management, including the principal executive officer and principal financial officer, recognizes that any set of controls and procedures, no matter how well
designed and operated, can provide only reasonable assurance of achieving the desired control objectives.

The Registrant’s principal executive and principal financial officers, or persons performing similar functions, have concluded that the Registrant’s disclosure
controls and procedures (as defined in Rule 30a-3(c) under the 1940 Act (17 CFR 270.30a-3 (c)) are effective, as of a date within 90 days of the filing date of
the report that includes the disclosure required by this paragraph, based on their evaluation of these controls and procedures required by Rule 30a-3(b) under the
1940 Act (17 CFR 270.30a-3(b)) and Rules 13a-15(b) or 15d-15(b) under the Securities Exchange Act of 1934, as amended (17

CFR 240.13a-15(b) or 240.15d-15(b)).

(b)  There were no changes in the Registrant’s internal control over financial reporting (as defined in Rule 30a-3(d) under the 1940 Act
(17 CFR 270.30a-3(d)) that occurred during the period covered by this report that has materially affected, or is reasonably likely to materially affect, the
Registrant’s internal control over financial reporting.

Appx. 000190
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Item 12. Disclosure of Securities Lending Activities for Closed-End Management Investment Companies.
(a)
(1)  Gross income from securities lending activities: $46,353
(2)  All fees and/or compensation for securities lending activities and related services: $0
(3)  Aggregate fees/compensation: $0
(4) Net income from securities lending activities: $46,353
(b)  “The Registrant’s most recent fiscal year ended December 31, 2021, The Bank of New York (“BNY”) served as the Registrant’s securities lending agent.”

As a securities lending agent, BNY is responsible for the implementation and administration of the Registrant’s securities lending program. Pursuant to
its respective Securities Lending Agreement (“Securities Lending Agreement”) with the Registrant, BNY, as a general matter, performs various services,
including the following:

. Locating borrowers;
. Monitoring daily the value of the loaned securities and collateral (i.e. the collateral posted by the party borrowing);
. Negotiation of loan terms;
. Selection of securities to be loaned;
. Recordkeeping and account servicing;
. Monitoring of dividend activity and material proxy votes relating to loaned securities, and;
. Arranging for return of loaned securities to the registrant at loan termination.
Item 13. Exhibits.
(a)(1) The Code of Ethics, or any amendment thereto, that is the subject of disclosure required by Item 2 is attached hereto.
(@)(2) Certification pursuant to Rule 30a-2(a)_under the 1940 Act and Section 302 of the Sarbanes-Oxley Act of 2002 are attached hereto.
@Q@3) Not applicable.

(@@ Not applicable.
(a)(4)(ii) Not applicable.
(b) Certification pursuant to Rule 30a-2(b)_under the 1940 Act and Section 906 of the Sarbanes-Oxley Act of 2002 are attached hereto.

Appx. 000191
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, and the Investment Company Act of 1940, as amended, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

HIGHLAND INCOME FUND

By (Signature and Title): /s/ Frank Waterhouse
Frank Waterhouse
Principal Executive Officer, Principal Financial
Officer, Principal Accounting Officer and Treasurer

Date: March 10, 2023

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, and the Investment Company Act of 1940, as amended, this report has been
signed below by the following person(s) on behalf of the Registrant and in the capacities and on the dates indicated.

By (Signature and Title): /s/ Frank Waterhouse
Frank Waterhouse
Principal Executive Officer, Principal Financial
Officer, Principal Accounting Officer and Treasurer

Date: March 10, 2023
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2023

OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number 001-32921

NexPoint Diversified Real Estate Trust

(Exact Name of Registrant as Specified in Its Charter)

Delaware 80-0139099
(State or other Jurisdiction of (I.R.S. Employer
Incorporation or Organization) Identification No.)
300 Crescent Court, Suite 700, Dallas, Texas 75201
(Address of Principal Executive Offices) (Zip Code)

(214) 276-6300
(Telephone Number, Including Area Code)

Securities registered pursuant to Section 12(b) of the Securities Exchange Act of 1934:

Title of each class Trading Symbol Name of each exchange on which registered
Common Shares, par value $0.001 per share NXDT New York Stock Exchange
5.50% Series A Cumulative Preferred Shares, par NXDT-PA New York Stock Exchange
value
$0.001 per share ($25.00 liquidation preference per
share)
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Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90 days. Yes XI No O

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be submitted
pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the
registrant was required to submit such files). Yes X No O

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting
company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated filer,” “smaller reporting
company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.

ELINT3

Large Accelerated Filer O Accelerated Filer O
Non-Accelerated Filer Smaller reporting company
Emerging growth company O

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for
complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. O

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes O No

As of November 14, 2023, the registrant had 37,813,729.99 common shares, par value $0.001 per share, outstanding.

Appx. 000195
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Cautionary Statement Regarding Forward-Looking Statements

This quarterly report contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of
1995 that are subject to risks and uncertainties. In particular, statements relating to our liquidity and capital resources, our performance
and results of operations contain forward-looking statements. Furthermore, all of the statements regarding future financial performance
(including market conditions and demographics) are forward-looking statements. We caution investors that any forward-looking
statements presented in this quarterly report are based on management’s current beliefs and assumptions made by, and information
currently available to, management. When used, the words “anticipate,” “believe,” “expect,” “intend,” “may,” “might,” “estimate,”
“project,” ““should,” “will,” “would,” “result,” "could," "future," "continue," "if," the negative version of these words and similar
expressions that do not relate solely to historical matters are intended to identify forward-looking statements. You can also identify

forward-looking statements by discussions of strategy, plans or intentions.

EEINT3 EEINT3

Forward-looking statements are subject to risks, uncertainties and assumptions and may be affected by known and unknown risks,
trends, uncertainties and factors that are beyond our control. Should one or more of these risks or uncertainties materialize, or should
underlying assumptions prove incorrect, actual results may vary materially from those anticipated, estimated or projected. We caution
you therefore against relying on any of these forward-looking statements.

Some of the risks and uncertainties that may cause our actual results, performance, liquidity or achievements to differ materially
from those expressed or implied by forward-looking statements include, among others, the following:

¢ Unfavorable changes in economic conditions and their effects on the real estate industry generally and our operations and
financial condition, including inflation, rising interest rates, tightening monetary policy or recession, which may limit our ability to
access funding and generate returns for shareholders;

*  Our loans and investments expose us to risks similar to and associated with real estate investments generally;

* Commercial real estate-related investments that are secured, directly or indirectly, by real property are subject to delinquency,
foreclosure and loss, which could result in losses to us;

¢ Risks associated with the ownership of real estate, including dependence on tenants and compliance with laws and regulations
related to ownership of real property;

* Risks associated with our investment in diverse issuers, industries and investment forms and classes, both in real estate and in
non-real estate sectors, including common equity, preferred equity securities, options or other derivatives, short sale contracts, secured
loans of securities, reverse repurchase agreements, structured finance securities, below investment grade senior loans, bonds,
convertible instruments, joint ventures, and emerging markets;

*  Fluctuations in interest rate and credit spreads, could reduce our ability to generate income on our loans and other investments,
which could lead to a significant decrease in our results of operations, cash flows and the market value of our investments;

* The use of leverage to finance our investments;

* Risks associated with our loans and investments in debt instruments including, senior loans, mezzanine loans, collateralized
loan obligations ("CLOs"), and structured finance securities;

*  Qur loans and investments are concentrated in terms of type of interest, geography, asset types, industry and sponsors and may
continue to be so in the future;

*  We have a substantial amount of indebtedness which may limit our financial and operating activities and may adversely affect
our ability to incur additional debt to fund future needs;

ii
Appx. 000197
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* We have limited operating history as a standalone company and may not be able to operate our business successfully, find
suitable investments, or generate sufficient revenue to make or sustain distributions to our shareholders;

*  We may not replicate the historical results achieved by other entities managed or sponsored by affiliates of NexPoint Advisors,
L.P. (“NexPoint” or our “Sponsor”), members of the NexPoint Real Estate Advisors X, L.P. (our “Adviser”) management team or their
affiliates.

* We are dependent upon our Adviser and its affiliates to conduct our day-to-day operations; thus, adverse changes in their
financial health or our relationship with them could cause our operations to suffer;

*  Our Adviser and its affiliates face conflicts of interest, including significant conflicts created by our Adviser’s compensation
arrangements with us, including compensation which may be required to be paid to our Adviser if our advisory agreement is
terminated, which could result in decisions that are not in the best interests of our shareholders;

*  We pay substantial fees and expenses to our Adviser and its affiliates, which payments increase the risk that you will not earn
a profit on your investment;

e If we fail to qualify as a real estate investment trust (a “REIT”) for U.S. federal income tax purposes, cash available for
distributions to be paid to our sharcholders could decrease materially, which would limit our ability to make distributions to our
shareholders; and

*  Any other risks included under Part I, Item 1A, “Risk Factors,” of our Annual Report on Form 10-K filed with the Securities
and Exchange Commission (“SEC”) on March 31, 2023.

While forward-looking statements reflect our good faith beliefs, they are not guarantees of future performance. They are based on
estimates and assumptions only as of the date of this quarterly report. We undertake no obligation to update or revise any forward-
looking statement to reflect changes in underlying assumptions or factors, new information, data or methods, future events or other
changes, except as required by law.

il
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NEXPOINT DIVERSIFIED REAL ESTATE TRUST AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands, except share and par value amounts)
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ptember
2023 December 31,
(Unaudited) 2022
ASSETS
Consolidated Real Estate Investments
Land $ 47,708 $ 47,708
Buildings and improvements 198,190 174,469
Intangible lease assets 10,979 10,979
Construction in progress 24,928 39,731
Furniture, fixtures, and equipment 362 354
Total Gross Consolidated Real Estate Investments 282,167 273,241
Accumulated depreciation and amortization (17,673) (7,158)
Total Net Consolidated Real Estate Investments 264,494 266,083
Investments, at fair value ($540,161 and $576,419 with related parties, respectively) 714,186 754,910
Equity method investments ($7,200 and $7,272 with related parties, respectively) 67,585 70,656
Life insurance policies, at fair value — 67,711
Cash and cash equivalents 3,713 13,360
Restricted cash 34,121 35,289
Accounts receivable, net 1,853 1,903
Prepaid and other assets 9,726 6,441
Accrued interest and dividends 4,706 4,302
Deferred tax asset, net 651 2,247
TOTAL ASSETS $ 1,101,035 $ 1,222,902
LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities:
Mortgages payable, net $ 142,561 $ 144,414
Notes payable, net ($20,000 and $0 with related party, respectively) 35,000 24,250
Prime brokerage borrowing 1,760 2,624
Accounts payable and other accrued liabilities 9,207 13,865
Income tax payable — 10,720
Accrued real estate taxes payable 3,389 254
Accrued interest payable 1,206 1,115
Security deposit liability 414 416
Prepaid rents 843 1,273
Intangible lease liabilities, net 4913 6,027
Due to affiliates 112 112
Total Liabilities $ 199,405 § 205,070

Shareholders' Equity:

Appx. 000201
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Preferred shares, $0.001 par value: 4,800,000 shares authorized; 3,359,593 shares issued and

outstanding 3 3

Common shares, $0.001 par value: unlimited shares authorized; 37,682,699 and 37,171,807

shares issued and outstanding, respectively 38 37

Additional paid-in capital 1,005,364 999,845

Accumulated earnings (loss) (103,775) 17,947
Total Shareholders' Equity 901,630 1,017,832
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 1,101,035 $ 1,222,902

See Notes to Consolidated Financial Statements
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NEXPOINT DIVERSIFIED REAL ESTATE TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

AND COMPREHENSIVE INCOME (LOSS)
(in thousands, except per share amounts)
(Unaudited)
For the Three For the Three For the Nine
Months Ended Months Ended Months Ended
September 30, September 30, September 30,
2023 2022 2023
Revenues
Rental income $ 5,404 $ 4,603 $ 15,541
Interest income ($573, $1,472 and $1,890 with related parties,
respectively) 1,863 1,836 5,632
Dividend income ($4,853, $6,371 and $17,717 with related parties,
respectively) 5,000 34,306 19,809
Other income 97 18 128
Total revenues 12,364 40,763 41,110
Expenses
Property operating expenses 1,527 1,756 5,553
Property management fees 191 166 553
Real estate taxes and insurance 1,360 1,502 4,057
Advisory and administrative fees 3,469 2,939 8,707
Property general and administrative expenses 833 858 2,601
Corporate general and administrative expenses 1,685 1,938 5,433
Conversion expenses — — 1,444
Depreciation and amortization 3,820 3,561 10,928
Total expenses 12,885 12,720 39,276
Operating income (loss) (521) 28,043 1,834
Interest expense (4,173) (2,541) (11,397)
Equity in income (losses) of unconsolidated equity method ventures
($286, $(1,155) and $498 with related parties, respectively) (369) (1,581) (23)
Change in unrealized gains (losses) ($(82,240), $(43,785) and $(98,248)
with related parties, respectively) (61,626) (78,238) (89,598)
Realized gains (losses) (939) 2,846 (718)
Net income (loss) before income taxes (67,628) (51,471) (99,902)
Income tax expense (330) (7,516) (1,444)
Net income (loss) (67,958) (58,987) (101,346)
Net (income) loss attributable to preferred shareholders (1,155) (1,155) (3,465)
Net income (loss) attributable to common shareholders $ (69,113) § (60,142)  § (104,811)
Weighted average common shares outstanding - basic 37,187 37,172 37,177
Weighted average common shares outstanding - diluted 37,187 37,172 37,177

https://www.sec.gov/Archives/edgar/data/1356115/000135611523000015/nxdt-20230930.htm
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Earnings (loss) per share - basic $ (1.86) $ (1.62) $ (2.82)
Earnings (loss) per share - diluted $ (1.86) $ (1.62) $ (2.82)

See Notes to Consolidated Financial Statements
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NEXPOINT DIVERSIFIED REAL ESTATE TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF OPERATIONS (Predecessor Basis)
(in thousands)

(Unaudited)

For the Six Months
Ended June 30,

2022

Investment income:

Income:
Dividends from unaffiliated issuers
Dividends from affiliated issuers
Interest from unaffiliated issuers

Interest from affiliated issuers

60,178
15,025
991
3,002

Total income

79,196

Expenses:
Investment advisory
Income tax expense
Legal fees
Interest expense and commitment fees
Conversion expense
Accounting services fees
Insurance
Reports to shareholders
Trustees fees
Audit and tax preparation fees
Transfer agent fees
Pricing fees
Registration fees
Other

6,279
2,000
987
696
471
334
185
136
109
77

72

68

56
322

Total operating expenses

11,792

Net investment income

67,404

Preferred dividend expenses

(2,310)

Net realized and unrealized gain (loss) on investments
Realized gain on:
Investments from unaffiliated issuers

Securities sold short

Net change in unrealized gain on:
Investments from unaffiliated issuers

Investments from affiliated issuers

28,893
253

(43,752)
76,346

Net realized and unrealized gain on investments

61,740

Total increase in net assets resulting from operations

126,834

https://www.sec.gov/Archives/edgar/data/1356115/000135611523000015/nxdt-20230930.htm
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NEXPOINT DIVERSIFIED REAL ESTATE TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

(in thousands, except share and per share amounts)
(Unaudited)

Preferred Shares Common Shares

Three Months Additional
Ended September Number of Number of Paid-in
30,2023 Shares Amount Shares Amount Capital

Accumulated

Earnings (Loss) Total

Balances, June 30,

2023 3,359,593 § 3 37,171,807 $ 37 § 1,000,281

Stock-based
compensation

expense — — — — 477

Shares issued to
Advisor for admin
and advisory fees —

Net loss attributable
to common

shareholders — — — _ _

Net income

attributable to

preferred

shareholders —

Common share
dividends declared

($0.15 per share) — — 496,303 1 4,450

Preferred share
dividends declared
($0.34375 per

share) — — — — —

14,589 — 156

$ (28,992) $

(69,113)

1,155

(5,670)

(1,155)

971,329

477

156

(69,113)

1,155

(1,219)

(1,155)

Balances,

September 30, 2023 3,359,593 § 3 37,682,699 $ 38§ 1,005,364

$ (103,775) $

901,630

https://www.sec.gov/Archives/edgar/data/1356115/000135611523000015/nxdt-20230930.htm
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Preferred Shares Common Shares

Additional Accumulated
Nine Months Ended Number of Number of Paid-in Earnings
September 30, 2023 Shares Amount Shares Amount Capital (Loss) Total

Balances, December
31,2022 3,359,593 § 3 37,171,807 $ 37 % 999,845 $ 17,947 $ 1,017,832

Stock-based
compensation
expense — — — — 913 — 913

Shares issued to

Advisor for admin

and advisory fees — — 14,589 — 156 — 156

Net loss attributable

to common

shareholders — — — — — (104,811) (104,811)
Net income

attributable to

preferred

shareholders — — — — — 3,465 3,465

Common share

dividends declared

($0.45 per share) — — 496,303 1 4,450 (16,911) (12,460)
Preferred share

dividends declared
($1.03125 per

share) — — — — — (3,465) (3,465)
Balances,
September 30, 2023 3,359,593 § 3 37,682,699 $ 38§ 1,005,364 $ (103,775) $ 901,630

See Notes to Consolidated Financial Statements
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NEXPOINT DIVERSIFIED REAL ESTATE TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN NET ASSETS (Predecessor Basis)
(in thousands, except share amounts)

(Unaudited)
For the Six Months Ended June
30,
2022
Increase (decrease) in net assets operations:

Net investment income $ 67,404

Preferred dividend expenses (2,310)

Accumulated net realized gain (loss) on investments, securities sold short, written options,

futures contracts, and foreign currency transactions 29,146

Net change in unrealized appreciation on investments, securities sold short, written options

contracts and translation of assets and liabilities denominated in foreign currency 32,594
Net increase from operations 126,834

Distributions declared to common shareholders:

Distribution (11,139)
Total distributions declared to common shareholders: (11,139)
Increase in net assets from operations and distributions 115,695

Share transactions:

Value of distributions reinvested 1,425

Proceeds from sale of shares 1,288
Net increase from shares transactions 2,713
Total increase in net assets 118,408

Net assets
Beginning of period 911,208
End of period $ 1,029,616
Change in Common Shares
Issued for distribution reinvested 92
Net increase in common shares 92

See Notes to Consolidated Financial Statements
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Three Months
Ended September
30,2022

NEXPOINT DIVERSIFIED REAL ESTATE TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY
(in thousands, except share and per share amounts)
(Unaudited)

Preferred Shares Common Shares

Additional
Number of Number of Paid-in Accumulated

Shares Amount Shares Amount Capital Earnings (Loss) Total

Balances, June 30,
2022

Costs associated
with Business
Change

Net loss attributable
to common
shareholders

Net income
attributable to
preferred
shareholders

Common stock
dividends declared
($0.15 per share)
Preferred stock
dividends declared
($0.34375 per
share)

Balances,
September 30, 2022

3,359,593 § 3 37,171,807 $ 37§ 998,557 ' $ 114271 § 1,1

— — — — (92) —

— — — — — 1,155

- . _ _ _ (5,577)

o _ _ _ — (1,155)

12,868

92)

— — — — (60,142) (60,142)

1,155

(5,577)

(1,155)

3,359,593 § 3 37,171,807 § 37§ 998,465 $ 48,552 $ 1,047,057

See Notes to Consolidated Financial Statements
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NEXPOINT DIVERSIFIED REAL ESTATE TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
(Unaudited)
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ree
Months Ended Months Ended
September 30, September 30,

2023 2022

Cash flows from operating activities
Net loss $ (101,346) $ (58,987)

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization 10,928 3,643
Amortization of intangible lease assets and liabilities 912) (371)
Amortization of deferred financing costs 441 (25)
Paid-in-kind interest (3,444) (1,016)
Realized (gain) loss 718 (2,846)
Net change in unrealized (gain) loss on investments held at fair value ($98,248 and
$(43,785) with related parties, respectively) 89,598 78,238
Equity in income (losses) of unconsolidated ventures ($498 and $(1,155) with related
parties, respectively) 23 1,581
Distributions of earnings from unconsolidated ventures ($570 and $110 with related
parties, respectively) 3,048 1,692
Stock-based compensation expense 913 —
Cash paid for life settlement premiums (3,355) (3,022)
Changes in operating assets and liabilities, net of effects of acquisitions:
Deferred tax asset 1,596 —
Income tax payable (10,720) —
Real estate taxes payable 3,135 —
Operating assets (4,210) (3,795)
Operating liabilities (4,887) 9,459
Net cash provided by (used in) operating activities: (18,474) 24,551

Cash flows from investing activities

Proceeds from asset redemptions — 10,872
Distributions from CLO investments — 18,100
Proceeds from sale of investments 29,490 —
Purchases of investments ($4,034 and $(9,925) with related parties, respectively) (3,579) (9,925)
Contributions to equity method investments — (1,382)
Additions to consolidated real estate investments (8,926) (1,317)
Acquisitions of consolidated real estate investments — (26,500)
Proceeds from life settlement policy maturities 2,999 —
Cash from deconsolidation of investment (3,993) —
Net cash provided by (used in) investing activities 15,991 (10,152)

Cash flows from financing activities

Proceeds received from notes payable 20,000 13,250

10
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Mortgage payments (1,773) (591)
Prime brokerage borrowing 11,892 2,567
Credit facilities payments (8,999) (9,500)
Prime brokerage payments (12,756) (92)
Deferred financing costs paid (771) (379)
Dividends paid to preferred shareholders (3,465) (1,155)
Dividends paid to common shareholders (12,460) (5,577)
Net cash used in financing activities: (8,332) (1,477)

Net decrease in cash, cash equivalents and restricted cash (10,815) 12,922
Cash, cash equivalents and restricted cash, beginning of period 48,649 50,776
Cash, cash equivalents and restricted cash, end of period $ 37,834 $ 63,698

Supplemental Disclosure of Cash Flow Information

Interest paid $ 11,306 $ 2,722

Income tax paid $ 13,700 $ —
Supplemental Disclosure of Noncash Activities

Non-cash dividend payment $ 4,462 $ —

Fair value assets acquired from the sale of consolidated investments* $ 68,500 $ —

Non-cash advisory fee payment $ 156 § —

*For more information about this transaction, refer to Note 10. Life Settlement Portfolio

See Notes to Consolidated Financial Statements

11

Appx. 000214
https://www.sec.gov/Archives/edgar/data/1356115/000135611523000015/nxdt-20230930.htm 21/91



2/8/24,12:47 PM nxdt-20230930
Table of €856n3:21-cv-00881-X Document 190-6 Filed 02/09/24 Page 23 of 92 PagelD 68287

NEXPOINT DIVERSIFIED REAL ESTATE TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOWS (Predecessor Basis)
(in thousands)
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Cash flows from operating activities:

Net increase in net assets resulting from operations
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For the Six
Months Ended
June 30,

2022

$

Adjustments to reconcile net increase in net assets resulting from operations to net cash provided by

operating activities:

Purchases of investment securities from unaffiliated issuers

Purchases of investment securities from affiliated issuers

Proceeds from the disposition of investment securities from unaffiliated issuers

Proceeds from the disposition of investment securities from affiliated issuers

Purchases of securities sold short

Amortization (accretion) of premiums

Net realized (gain) loss on investments from unaffiliated issuers

Net realized (gain) loss on securities sold short

Net change in unrealized depreciation on unaffiliated investments

Net change in unrealized appreciation on investments in affiliated investments
Changes in operating assets and liabilities

Dividends and interest receivable

Due from custodian

Prepaid expenses and other assets

Reclaim receivable

Foreign tax reclaim receivable

Due to broker

Payable for administrative fees

Payable for investment advisory fees

Due to custodian

Payable for interest expense and commitment fees

Accrued expenses and other liabilities

Net cash provided by operating activities

Cash flows from financing activities:
Payments on notes payable
Distributions paid in cash
Proceeds from shares sold
Proceeds from dividend reinvestment

Net cash used in financing activities

Net increase in cash

Cash, cash equivalents and restricted cash:

Beginning of period

12
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126,834

(350,369)
(105,674)

428,007

2,135
(177)
(171)

(28,893)
(253)

43,752

(76,346)

741
192
(1,583)
1,250
(1,274)
(1,695)
(11)
49
(110)
82
(150)

36,336

(26,500)
(9,714)
1,288
(44)

(34,970)

1,366

2,678
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End of period $ 4,044

Supplemental disclosure of cash flow information

Reinvestment of distributions $ 1,425

Cash paid during the period for interest expense and commitment fees $ 614

See Notes to Consolidated Financial Statements

13
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NEXPOINT DIVERSIFIED REAL ESTATE TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Description of Business

NexPoint Diversified Real Estate Trust (the "Company", "we", "us", or "our") was formed in Delaware and has elected to be
taxed as a real estate investment trust (a “REIT”). Substantially all of the Company’s business is conducted through NexPoint
Diversified Real Estate Trust Operating Partnership, L.P. (the "OP"), the Company’s operating partnership. The Company conducts its
business (the "Portfolio") through the OP and its wholly owned taxable REIT subsidiaries ("TRSs"). The Company's wholly owned
subsidiary, NexPoint Diversified Real Estate Trust OP GP, LLC (the "OP GP"), is the sole general partner of the OP. As of
September 30, 2023, there were 2,000 partnership units of the OP (the “OP Units”) outstanding, of which 100.0% were owned by the
Company.

On July 1, 2022 (the “Deregistration Date”), the Securities and Exchange Commission (the “SEC”) issued an order pursuant to
Section &(f) of the Investment Company Act of 1940 (the “Investment Company Act”’) declaring that the Company has ceased to be an
investment company under the Investment Company Act (the “Deregistration Order”). The issuance of the Deregistration Order
enabled the Company to proceed with full implementation of its new business mandate to operate as a diversified REIT that focuses
primarily on investing in various commercial real estate property types and across the capital structure, including but not limited to
equity, mortgage debt, mezzanine debt and preferred equity (the “Business Change”).

The Company is externally managed by NexPoint Real Estate Advisors X, L.P. (the “Adviser”), through an agreement dated July
1, 2022, amended on October 25, 2022 and April 11, 2023, (the “Advisory Agreement”), by and among the Company and the Adviser
for an initial three-year term that will expire on July 1, 2025 and successive one-year terms thereafter unless earlier terminated. The
Adviser manages the day-to-day operations of the Company and provides investment management services. The Company had no
employees as of September 30, 2023. All of the Company’s investment decisions are made by the Adviser, subject to general oversight
by the Adviser’s investment committee and our board of trustees (the “Board”). The Adviser is wholly owned by NexPoint Advisors,
L.P. (the “Sponsor” or “NexPoint”).

As a diversified REIT, the Company’s primary investment objective is to provide both current income and capital appreciation.
The Company seeks to achieve this objective through the Business Change. Target underlying property types primarily include, but are
not limited to, single-family rentals, multifamily, self-storage, life science, office, industrial, hospitality, net lease and retail. The
Company may, to a limited extent, hold, acquire or transact in certain non-real estate securities.

2. Summary of Significant Accounting Policies

Readers of this Quarterly Report on Form 10-Q ("Quarterly Report") should refer to the audited financial statements and notes to
consolidated financial statements of the Company for the year ended December 31, 2022, which are included in our 2022 Annual
Report on Form 10-K ("2022 Annual Report"), filed with the United States Securities and Exchange Commission (SEC) and also
available on our website (nxdt.nexpoint.com), since we have omitted from this Quarterly Report certain footnote disclosures which
would substantially duplicate those contained in such audited financial statements. You should also refer to Note 2, Summary of
Significant Accounting Policies, in the notes to consolidated financial statements in our 2022 Annual Report for further discussion of
our significant accounting policies and estimates. Information contained on, or accessible through, our website is not incorporated by
reference into and does not constitute a part of this Quarterly Report or any other report or documents we file or furnish with the SEC.

Income Taxes

As a REIT for U.S. federal income tax purposes, the Company may deduct earnings distributed to stockholders against the
income generated by our REIT operations. The Company continues to be subject to income taxes on the income of its taxable REIT
subsidiaries. Our consolidated net loss before income taxes was $67.6 million for the three months ended September 30, 2023 and
$99.9 million for the nine months ended September 30, 2023. The Company’s consolidated balance sheet as of September 30, 2023
consists of a $2.2 million net deferred tax asset at NHF TRS, LLC and a $1.5 million net deferred tax liability at NREO TRS, Inc. for a
consolidated net Deferred Tax asset of $0.7 million.

The Company’s tax provision for interim periods is determined using an estimate of its annual current and deferred effective tax
rates, adjusted for discrete items. Our effective tax rates for the three and nine months ended September 30,

Appx. 000218
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2023 were (0.49)% and (1.45)%, respectively. Our effective tax rate differs from the U.S. federal statutory corporate tax rate of 21.0%
primarily due to our REIT operations generally not being subject to federal income taxes.

3. Business Change

As discussed in Note 1, on the Deregistration Date, the SEC issued an order pursuant to Section 8(f) of the Investment Company
Act declaring that the Company has ceased to be an investment company under the Investment Company Act. The issuance of the
Deregistration Order enabled the Company to proceed with full implementation of the Business Change. Upon the Deregistration
Order, the Company discontinued the use of guidance in FASB ASC 946. To effectuate this change, the fair values of the Company’s
investments became the July 1, 2022 cost basis. The change also required the consolidation of several investments that were previously
not required to be consolidated under FASB ASC 946.

4. Investments in Real Estate Subsidiaries

The Company conducts its operations through the OP, which owns several real estate properties through single asset limited
liability companies that are special purpose entities (“SPEs”). The Company consolidates the SPEs that it controls as well as any VIEs
where it is the primary beneficiary. All of the properties the SPEs own are consolidated in the Company’s consolidated financial
statements. The assets of each entity can only be used to settle obligations of that particular entity, and the creditors of each entity have
no recourse to the assets of other entities or the Company.

As of September 30, 2023, the Company, through the OP, owned four properties through SPEs. The following table represents the
Company’s ownership in each property by virtue of its 100% ownership of the SPEs that directly own the title to each property as of
September 30, 2023:

Effective Ownership
Percentage at
Property Name Location Year Acquired September 30, 2023
White Rock Center Dallas, Texas 2013 100 %
5916 W Loop 289 Lubbock, Texas 2013 100 %
Cityplace Tower Dallas, Texas 2018 100 %
NexPoint Dominion Land, LLC (1) Plano, Texas 2022 100 %

(1) NexPoint Dominion Land, LLC owns 100% of 21.5 acres of undeveloped land in Plano, Texas.

5. Consolidated Real Estate Investments

As of September 30, 2023, the major components of the Company’s investments in real estate held by SPEs the Company
consolidates, which are included in "Consolidated Real Estate Investments" on the Consolidated balance sheet, were as follows (in
thousands):

Intangible Furniture,
Buildings and Intangible Lease Construction in  Fixtures, and
Operating Properties Land Improvements Lease Assets Liabilities Progress Equipment Totals

White Rock Center $ 1,315 $ 10,345 ' $ 1,921 § (101) $ — S 5 % 13485
5916 W Loop 289 1,081 2,938 — — — — 4,019
Cityplace Tower 18,812 184,907 9,058 (6,669) 24,928 357 231,393
NexPoint Dominion Land,
LLC 26,500 — — — — — 26,500

47,708 198,190 10,979 (6,770) 24,928 362 275,397
Accumulated depreciation
and amortization — (11,295) (6,155) 1,857 — (223) (15,816)
Total Operating Properties $ 47,708 § 186,895 $ 4824 $ (4,913) $ 24928 $ 139 § 259,581

Appx. 000220
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As of December 31, 2022, the major components of the Company’s investments in real estate held by SPEs the Company
consolidates, which are included in "Consolidated Real Estate Investments" on the Consolidated balance sheet, were as follows (in
thousands):

Intangible Furniture,
Buildings and Intangible Lease Construction in  Fixtures, and
Operating Properties Land Improvements Lease Assets Liabilities Progress Equipment Totals

White Rock Center $ 1,315 $ 10,314 $ 1,921 § (101) $ — 5 % 13454
5916 W Loop 289 1,081 2,939 — — — — 4,020
Cityplace Tower 18,812 161,216 9,058 (6,669) 39,731 349 222,497
NexPoint Dominion Land,

LLC 26,500 — — — — — 26,500

47,708 174,469 10,979 (6,770) 39,731 354 266,471

Accumulated depreciation

and amortization — (4,114) (2,863) 743 — (181) (6,415)
Total Operating Properties $ 47,708 § 170,355 $ 8,116 $ (6,027) $ 39,731 $ 173 $§ 260,056

Depreciation expense was $2.8 million and $7.2 million for the three and nine months ended September 30, 2023, respectively.
Amortization expense related to the Company’s intangible lease assets was $0.8 million and $3.3 million for the three and nine months
ended September 30, 2023, respectively. Amortization expense related to the Company's intangible lease liabilities was $0.4 million
and $1.1 million for the three and nine months ended September 30, 2023, respectively. The net amount amortized as an increase to
rental revenue for capitalized above and below-market lease intangibles was $0.3 million and $0.9 million for the three and nine
months ended September 30, 2023, respectively.

Acquisitions

There were no acquisitions by the Company for the nine months ended September 30, 2023.
6. Debt
Cityplace Debt

The Company has debt on its real estate property pursuant to a Loan Agreement, originally dated August 15, 2018 and
subsequently amended (the “Loan Agreement”). The debt is limited recourse to the Company and encumbers the property. The debt had
an original maturity of September 8, 2022, and the Company deferred the maturity date with the lender to May 8, 2023, with the
possibility to extend for an additional four months to September 8, 2023 provided certain metrics were met. On May 8, 2023, the lender
agreed to defer the maturity of the Cityplace debt by four months to September 8, 2023. Also on May 8, 2023, the parties to the Loan
Agreement agreed to convert the index upon which the interest rate is based to the one-month secured overnight financing rate
("SOFR") effective as of the first interest period beginning on or after May 8, 2023. On September 8, 2023, the lender agreed to defer
the maturity of the Cityplace debt by six months to March 8, 2024. The debt restructuring per the terms of the Twelfth Omnibus
Amendment Agreement is considered a debt modification. The purpose of the deferral was to allow for continued discussions around
refinancing the debt. Management recognizes that finding an alternative source of funding is necessary to repay the debt by the
maturity date. Management is evaluating multiple options to fund the repayment of the $142.9 million principal balance outstanding as
of September 30, 2023, including refinancing the debt, securing additional equity or debt financing, selling a portion of the portfolio, or
any combination thereof. Management believes that there is sufficient time before the maturity date and that the Company has
sufficient access to capital to ensure the Company is able to meet its obligations as they become due. Due to the short term nature of the
debt, the fair value of the debt is approximately the outstanding balance. The below table contains summary information related to the
mortgages payable (dollars in thousands):
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Outstanding
principal as of
September 30, 2023 Interest Rate Maturity Date

Note A-1 $ 101,535 7.69 % 3/8/2024
Note A-2 22,211 11.69 % 3/8/2024
Note B-1 12,782 7.69 % 3/8/2024
Note B-2 3,173 11.69 % 3/8/2024
Mezzanine Note 1 2,796 11.69 % 3/8/2024
Mezzanine Note 2 399 11.69 % 3/8/2024

Mortgages payable 142,896

Deferred financing costs, net (335)

Mortgages payable, net $ 142,561

The weighted average interest rate of the Company’s debt related to its Cityplace investment was 8.5% as of September 30, 2023
and 7.3% as of December 31, 2022.

The Loan Agreement contains customary events of default, including defaults in the payment of principal or interest, defaults in
compliance with the covenants contained in the documents evidencing the loan, defaults in payments under any other security
instrument covering any part of the property, whether junior or senior to the loan, and bankruptcy or other insolvency events. As of
September 30, 2023, the Company believes it is in compliance with all covenants.

Notes Payable

On August 9, 2022, the Company borrowed approximately $13.3 million from the seller, Gabriel Legacy, LLC to finance its
acquisition of 21.5 acres of land in Plano, Texas held through NexPoint Dominion Land, LLC, a wholly owned subsidiary of the OP.
Due to the short term nature of the note, the fair value of the note is approximately the outstanding balance. The note bears interest at
an annual rate equal to the WSJ Prime Rate and matures on August 8, 2025.

Credit Facility

On January 8, 2021, the Company entered into a $30.0 million credit facility (the "Credit Facility") with Raymond James Bank,
N.A. and drew the full balance. The Credit Facility, as amended, would have matured on November 6, 2023, (see Note 16 for
information regarding the extension of the maturity date of the Credit Facility) and as of September 30, 2023, bore interest at the one-
month SOFR plus 4.25%. During the nine months ended September 30, 2023, the Company paid down $9.0 million on the Credit
Facility. As of September 30, 2023, the Credit Facility had an outstanding balance of $2.0 million. Due to the short term nature of the
debt, the fair value of the debt is approximately the outstanding balance. Management believes that the Company has sufficient access
to capital to ensure the Company is able to meet its obligations as they become due.

Revolving Credit Facility

On May 22, 2023, the Company entered into a $20.0 million revolving credit facility (the "NexBank Revolver") with NexBank,
in the initial principal balance of $20.0 million, with the option for the Company to receive additional disbursements thereunder up to a
maximum of $50.0 million. As of September 30, 2023, the NexBank Revolver bears interest at one-month SOFR plus 3.50% and
matures on May 20, 2024, with the option to extend the maturity by one year, twice. Due to the short term nature of the debt, the fair
value of the debt is approximately the outstanding balance. As of September 30, 2023, the NexBank Revolver had an outstanding
balance of $20.0 million.

Deferred Financing Costs

The Company defers costs incurred in obtaining financing and amortizes the costs over the terms of the related loans using the
straight-line method, which approximates the effective interest method. Deferred financing costs, net of amortization, are recorded as a
reduction from the related debt on the Company’s consolidated balance sheet. Upon
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repayment of or in conjunction with a material change in the terms of the underlying debt agreement, any unamortized costs are
charged to loss on extinguishment of debt and modification costs.

Prime Brokerage Borrowing

Effective July 2, 2022, the Company entered a prime brokerage account with Jefferies to hold securities owned by the Company.
The Company from time to time borrows against the value of these securities. As of September 30, 2023, the Company had a margin
balance of approximately $1.8 million outstanding with Jefferies bearing interest at the Overnight Bank Funding Rate plus 0.50%.
Securities with a fair value of approximately $6.9 million are pledged as collateral against this margin balance. This arrangement has
no stated maturity date. Due to the floating interest rate nature of the debt, the fair value of the debt is approximately the outstanding
balance.

Schedule of Debt Maturities

The aggregate scheduled maturities, including amortizing principal payments, of total debt for the next five calendar years
subsequent to September 30, 2023 are as follows (in thousands):

Prime
Mortgages Brokerage
Payable Notes Payable Borrowing Total
2023 $ — S 2,000 $ — 2,000
2024 142,896 20,000 — 162,896
2025 — 13,250 — 13,250
2026 — — — —
2027 — — — —
Thereafter — — 1,760 1,760
Total $ 142,896 $ 35250 $ 1,760 $ 179,906
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7. Variable Interest Entities

As of September 30, 2023, the Company does not consolidate the investments below as it does not have a controlling financial interest

in these investments:
Percentage
Ownership as of Relationship as of
Entities Instrument Asset Type September 30, 2023 September 30, 2023

Unconsolidated Entities:

NexPoint Storage Partners, Inc. Common stock Self-storage 53.0 % VIE
NexPoint Storage Partners Operating
Company, LLC LLC interest Self-storage 29.7 % VIE
Perilune Aero Equity Holdings One, LLC LLC interest Aircraft 16.4 % VIE
SFR WLIF III, LLC LLC interest Single-family rental 20.0 % VIE
NexPoint Real Estate Finance Operating
Partnership, L.P. LP interest Mortgage 16.0 % VIE
VineBrook Homes Operating Partnership,
L.P. LP interest Single-family rental 11.1 % VIE
NexPoint SFR Operating Partnership, L.P. LP interest Single-family rental 30.8 % VIE
IQHQ Holdings, LP LP interest Life science 1.1 % VIE
NexAnnuity Holdings, Inc. Preferred 1)

Shares Annuities 100.0 % VIE

(1) The Company owns 100% of the preferred stock of NexAnnuity Holdings, Inc., but it does not own any of the outstanding
common stock of NexAnnunity Holdings, Inc.

Consolidated VIEs

The Company did not have any consolidated VIEs for the period ended September 30, 2023.
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8. Equity Method Investments

nxdt-20230930

Below is a summary of the Company’s equity method investments as of September 30, 2023 (dollars in thousands):

Share of
NXDT Investee's Basis Share of
Percentage Investment Net Assets Difference  Earnings
Investee Name  Instrument Asset Type Ownership Basis 1) 2) (Loss)

Sandstone
Pasadena
Apartments,
LLC LLC interest Multifamily 50.0 % $ 11,815 $ (9,590) $ 21,405 $ (14)
AM Uptown
Hotel, LLC LLC interest Hospitality 60.0% (3) 24,336 21,334 3,002 (111)
SFR WLIF 111, Single-family
LLC LLC interest rental 20.0 % 7,200 7,466 (266) 447
Las Vegas Land
Owner, LLC LLC interest Land 77.0% (4) 12,312 12,312 — —
Perilune Aero
Equity Holdings
One, LLC LLC interest Aircraft 16.4 % (7) 11,922 9,990 1,932 1,081
Claymore
Holdings, LLC LLC interest N/A 50.0% (5) — (6) — — —
Allenby, LLC LLC interest N/A 50.0% (5) — (6) — — —

$ 67,585 $ 41,512 $ 26,073 § 1,403
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Below is a summary of the Company’s equity method investments as of December 31, 2022 (dollars in thousands):

Share of
NXDT Investee's Basis Share of
Percentage Investment Net Assets Difference Earnings
Investee Name Instrument  Asset Type Ownership Basis ) ) (Loss)
Sandstone
Pasadena
Apartments,
LLC LLC interest Multifamily 50.0 % $ 13,013 $ — $ 13,013 $ (217)
AM Uptown
Hotel, LLC LLC interest Hospitality 60.0 % (3) 27,136 21,334 5,802 (227)
SFR WLIF 111, Single-family
LLC LLC interest rental 20.0 % 7,272 7,466 (194) 280
Las Vegas Land
Owner, LLC LLC interest Land 77.0 % (4) 12,312 12,312 — —
Perilune Aero
Equity Holdings
One, LLC LLC interest Aircraft 16.4 % (7) 10,923 8,751 2,172 665
Claymore
Holdings, LLC LLC interest N/A 50.0% (5) — (6) — — —
Allenby, LLC LLC interest N/A 50.0% (5) — (6) — — —
$ 70,656 § 49863 ¢ $ 20,793  § 501

Below is a summary of the Company's investments as of September 30, 2023 that qualify for equity method accounting for which
the Company has elected to account for using the fair value option. Amounts are included in "investments, at fair value" on the

consolidated balance sheet.

NXDT
Percentage
Investee Name Instrument Asset Type Ownership Fair Value
NexPoint Real Estate Finance
Operating Partnership, L.P. LP interest Mortgage 16.0% (7)$ 79,658
NexPoint Real Estate Finance, Inc. Common stock  Mortgage 122% (7) 34,356
VineBrook Homes Operating
Partnership, L.P. LP interest ~ Single-family rental 11.1% (7) 146,419
NexPoint Storage Partners, Inc. Common stock  Self-storage 53.0% (3) 69,484
NexPoint Storage Partners Operating
Company, LLC LLC interest Self-storage 29.7 % 37,863
NexPoint SFR Operating
Partnership, L.P. LP interest  Single-family rental 30.8 % 49,568
NexPoint Hospitality Trust Common stock  Hospitality 45.4 % 9,500
LLV Holdco, LLC LLC interest Land 26.8 % 3,267
$ 430,115

(1) Represents the Company’s percentage share of net assets of the investee per the investee’s books and records.
(2) Represents the difference between the basis at which the investments in unconsolidated ventures are carried by the
Company and the Company's proportionate share of the equity method investee's net assets. To the extent
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that the Company’s cost basis is different from the basis reflected at the joint venture level, the basis difference is generally
amortized over the lives of the related assets and liabilities, and such amortization is included in the Company’s share of
equity in earnings of the joint venture.

(3) The Company owns greater than 50% of the outstanding common equity but is not deemed by the Company to be the
primary beneficiary (for a VIE) or have a controlling financial interest of the investee and as such, accounts for the investee
using the equity method.

(4) The Company owns 100% of Las Vegas Land Owner, LLC which owns 77% of a joint venture that owns an 8.5 acre tract of
land (the "Tivoli North Property"). Through a tenants in common arrangement, the Company shares control and as such
accounts for this investment using the equity method.

(5) The Company has a 50% non-controlling interest in Claymore Holdings, LLC (“Claymore”) and Allenby, LLC,
(“Allenby”). The Company has determined it is not the primary beneficiary and does not consolidate these entities.

(6) The Company has elected the fair value option with respect to these investments. The basis in these investments is their
September 30, 2023 fair value.

(7) The Company owns less than 20% of the investee but has significant influence due to members of the management team
serving on the board of the investee or its parent and as such, accounts for the investee using the equity method.

Significant Equity Method Investments

The table below presents the unaudited summary balance sheets for the Company’s significant equity method investments as of
September 30, 2023 (dollars in thousands). NexPoint Real Estate Finance, Inc. ("NREF"), NexPoint Storage Partners, Inc. ("NSP") and
VineBrook Homes Trust, Inc. ("VineBrook") do not prepare standalone financials for their operating companies as all operations and
investments are owned through their operating companies and are consolidated by the corporate entities. As such, only the financial
information for NREF, NSP and VineBrook are presented below.

NREF VineBrook NSP
ASSETS

Investments $ 6,814,871 $ 2,500 $ —

Real estate assets 58,563 3,359,816 1,205,678

Cash and cash equivalents 10,977 34,115 12,746

Other assets 1,942 208,109 191,441
TOTAL ASSETS $ 6,886,353 § 3,604,540 $ 1,409,865

LIABILITIES AND SHAREHOLDERS' EQUITY

Liabilities:

Debt $ 1,212,740 $ 2,487,524 $ 890,508

Other liabilities 5,239,450 148,345 402,928
Total Liabilities 6,452,190 2,635,869 1,293,436
Redeemable noncontrolling interests in the operating company 89,148 482,149 211,082
Noncontrolling interests in consolidated VIEs — 12,786 —
Total Shareholders' Equity 345,015 473,736 (94,653)
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 6,886,353 § 3,604,540 § 1,409,865
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The table below presents the unaudited summary statement of operations for the nine months ended September 30, 2023 for the
Company’s significant equity method investments (dollars in thousands).

NREF VineBrook NSP

Revenues

Rental income $ 3,057 $ 259,121 $ 83,851

Net interest income 12,971 — 1,527

Other income — 4,362 6,154
Total revenues 16,028 263,483 91,532
Expenses

Total expenses 16,950 368,968 103,968
Gain (loss) on sales of real estate — (65,108) (8,276)
Other income (expense) 1,727 (43,130) (77,006)
Unrealized gain (loss) on derivatives — 6,297 —
Total comprehensive income (loss) $ 805 § (207,426) $ (97,718)

9. Fair Value of Derivatives and Financial Instruments

The inputs or methodology used for valuing securities are not necessarily an indication of the risk associated with investing in
those securities. The table below summarizes the inputs used to value the Company’s assets carried at fair value on a recurring basis as
of September 30, 2023 (in thousands):

Fair Value
Cost Basis Level 1 Level 2 Level 3 Total
Assets

Bond $ 17 $ — 22 3 — 3 22
CLO 34,958 — 563 18,251 18,814
Common stock 311,789 41,605 — 180,873 222,478
Convertible notes 46,260 — — 43,448 43,448
LLC interest 66,492 — — 41,148 41,148
LP interest 324,494 — 79,658 195,987 275,645
Preferred Shares 66,955 — — 66,955 66,955
Rights and warrants 3,937 — 3,751 — 3,751
Senior loan 41,428 — 58 41,867 41,925

$ 896,330 $ 41,605 $ 84,052 $ 588,529 $ 714,186

The table below summarizes the inputs used to value the Company’s assets carried at fair value on a recurring basis as of
December 31, 2022 (in thousands):
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Cost Basis Level 1 Level 2 Level 3 Total
Assets
Bond $ 17 $ — 3 20 $ — 35 20
CLO 34,958 — 563 6,412 6,975
Common stock 325,275 53,872 — 234,667 288,539
Convertible notes 54,802 — — 50,828 50,828
23
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Life settlement 64,267 — — 67,711 67,711
LLC interest 66,492 — — 60,836 60,836
LP interest 321,026 — 77,370 223,141 300,511
Rights and warrants 3,947 — 3,794 — 3,794
Senior loan 43,399 — 66 43,341 43,407

$ 914,183 $ 53,872 $ 81,813 § 686,936 $ 822,621

The table below sets forth a summary of changes in the Company’s Level 3 assets (assets measured at fair value using significant
unobservable inputs) for the nine months ended September 30, 2023 (in thousands):

December  Contributions/ Pti?l;n Redemptions/ Return of Realized Unrealized September

31,2022 Purchases dividends  Conversions capital gain/(loss) gain/(loss) 30,2023
CLO $ 6,412 § — 8 — 3 — 8 — — 8 11,839 § 18,251
Common stock 234,667 — — — — — (53,794) 180,873
Convertible notes 50,828 (8,542) — — — — 1,162 43,448
Life settlement 67,711 3,355 — (67,506) — (1,101) (2,459) —
LLC interest 60,836 70,222 — (68,500) — (1,722) (19,688) 41,148
LP interest 223,141 3,467 — — — — (30,621) 195,987
Preferred Shares — 68,500 455 (2,000) — — 66,955
Senior loan 43,341 — 2,989 4,971) — 11 497 41,867
Total $ 686,936 § 137,002 $ 3,444 § (142,977) $ — $ (2812) $ (93,064) $ 588,529
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The following is a summary of the significant unobservable inputs used in the fair valuation of assets categorized within Level 3
of the fair value hierarchy as of September 30, 2023.

Significant Input Value(s)
Category Valuation Technique = Unobservable Inputs (Arithmetic Mean) Fair Value
Discounted Net Asset
CLO Value Discount 70% $ 18,251
Unadjusted Price/MHz-
Common Stock Market Approach PoP $0.10 — $0.90 $(0.48) 180,873
Discounted Cash Flow Discount Rate 7.75% — 12.50% (10.2)%
Market Rent (per sqft) $4.91 — $24.98 $(14.95)
RevPAR $95.00 — $203.00  $(127.78)
Capitalization Rates 5.38% — 10% (8.88)%
NAV Approach Discount Rate 10.00%
Multiples Analysis Multiple of EBITDA  1.00x — 425x (2.43)x
Implied Enterprise
Value from Transaction
Recent Transaction Price ($mm) $841.00
N/A $25.31 — $28.00 $(26.606)
Offer Price per Share $1.10
Convertible Notes Discounted Cash Flow Discount Rate 8.00% — 10.25% (9.13)% 43,448
Option Pricing Model Volatilty 25.00% — 60.00%  (47.86)%
LLC Interest Discounted Cash Flow Discount Rate 7.75% — 30.00%  (14.06)% 41,148
Market Rent (per sqft) $4.91 — $24.98 $(14.95)
Capitalization Rate 5.375%
LP Interest Discounted Cash Flow Capitalization Rate 3.90% — 6.90% 5.51% 195,987
Discount Rate 10% — 20.0% (15)%
Recent Transaction Price per Share $22.88
Preferred Shares Recent Transaction Cost ($mm) $66.955 66,955
Senior Loan Discounted Cash Flow Discount Rate 12.30% — 20.00%  (16.15)% 41,867
Total $ 588,529
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10. Life Settlement Portfolio

As of June 30, 2023, the Company, through one of its TRSs, owned 100% of the outstanding equity and debt of Specialty
Financial Products, Ltd. ("SFP"), an Ireland domiciled private company with limited liability and a Designated Activity Company. At
the proposal of NexAnnuity Asset Management, L.P. ("NexAnnuity"), an affiliate of the Adviser, SFP was formed for the purpose of
entering into acquisitions of U.S. life settlement policies approved by NexAnnuity and funded by the issuance of debt securities, or the
Structured Note purchased by the Company. SFP utilizes proceeds from maturing life settlement contracts to repay the Structured Note
and to further invest in life settlement contracts. On June 30, 2023, as the Company owned the outstanding ordinary shares of and
Structured Note issued by SFP, the Company consolidated SFP in its entirety. On September 1, 2023, the Company, through one of its
TRSs, entered into a contribution agreement to transfer the Structured Note in SFP and all its rights, title and interests to a related party
NexAnnuity Holdings, Inc. ("NHI") and its wholly owned subsidiaries. The Company also transferred all of its ordinary shares in SFP
to a separate share trustee. In exchange, the Company was issued 68,500 shares of Class A Preferred Stock in NHI. As a result, the
Company now holds none of the outstanding equity and debt of SFP, and SFP no longer meets the requirements for consolidation under
ASC 810 — Consolidation. The Company will have no continuing involvement with SFP. As such, SFP has been deconsolidated herein
as of September 1, 2023. The Class A Preferred Stock in NexAnnuity Holdings, Inc. is accounted for as an investment in an equity
security. However, management has elected to account for the investment using the fair value option and presented it as Investments, at
fair value. The fair value of the Class A Preferred Stock is its original issue price of $1,000 per share due to the recent nature of the
transaction. Dividends on the Class A Preferred Stock are cumulative and are payable quarterly on March 31, June 30, September 30,
and December 31 at an annual rate of 8.0% for years one through seven, 9.5% for years eight through ten, 11.0% for years eleven
through thirteen, and 12.0% for years fourteen through sixteen and thereafter.

The transfer of the Structured Note qualified as a sale under ASC 860 — Transfers and Servicing as (1) the transfer legally isolated
the transferred assets from the transferor, (2) the transferee has the right to pledge or exchange the transferred assets and no condition
both constrains the transferee’s right to pledge or exchange the assets and provides more than a trivial benefit to the transferor, and (3)
the transferor does not maintain effective control over the transferred assets.

11. Shareholders’ Equity
Common Shares

As of September 30, 2023, the Company had 37,682,699 common shares, par value $0.001 per share, issued and outstanding.
510,891.75 shares were issued during the nine months ended September 30, 2023.

During the nine months ended September 30, 2023, the Company paid a distribution of $0.15 per share on its common shares on
March 31, 2023 to shareholders of record on March 15, 2023, June 30, 2023 to shareholders of record on June 15, 2023 and September
29, 2023 to shareholders of record on August 14, 2023. The dividend paid on September 29, 2023 consisted of a combination of cash
and shares, with the cash component of the dividend (other than cash paid in lieu of fractional shares) comprising 20% of the dividend,
with the balance being paid in the Company's common shares.

Preferred Shares

On January 8, 2021, the Company issued 3,359,593 5.50% Series A Cumulative Preferred Shares, par value $0.001 per share,
liquidation preference $25.00 per share ("Series A Preferred Shares") with an aggregate liquidation preference of approximately $84.0
million. The Series A Preferred Shares were issued as part of the consideration for an exchange offer for a portion of the Company’s
common shares. The Series A Preferred Shares are callable beginning on December 15, 2023 at a price of $25 per share. The Company
may exercise its call option at the Company's discretion. As a result, these are included in permanent equity.

During the nine months ended September 30, 2023, the Company declared three distributions on its Series A Preferred Shares,
each in the amount of $0.34375 per share, which were paid to holders of Series A Preferred Shares on March 31, 2023 to shareholders
of record on March 24, 2023, on June 30, 2023 to shareholders of record on June 23, 2023 and on September 30, 2023 to shareholders
of record on September 25, 2023.
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Dividends on the Series A Preferred Shares are cumulative from their original issue date at the annual rate of 5.5% of the $25 per
share liquidation preference and are payable quarterly on March 31, June 30, September 30, and December 31 of each year, or in each
case on the next succeeding business day.

Long Term Incentive Plan

On January 30, 2023, the Company’s shareholders approved a long-term incentive plan (the “2023 LTIP”) and the Company
subsequently filed a registration statement on Form S-8 registering 2,545,000 common shares, par value $0.001 per share, which the
Company may issue pursuant to the 2023 LTIP. The 2023 LTIP authorizes the compensation committee of the Board to provide equity-
based compensation in the form of share options, appreciation rights, restricted shares, restricted share units, performance shares,
performance units and certain other awards denominated or payable in, or otherwise based on, the Company’s common shares or
factors that may influence the value of the Company’s common shares, plus cash incentive awards, for the purpose of providing the
Company’s trustees, officers and other key employees (and those of the Adviser and the Company’s subsidiaries), and potentially
certain nonemployees who perform employee-type functions, incentives and rewards for performance (the "participants").

Restricted Share Units. Under the 2023 LTIP, restricted share units may be granted to the participants and typically vest over a
three to five-year period for officers, employees and certain key employees of the Adviser and annually for trustees. The most recent
grant of restricted share units to officers, employees and certain key employees of the Adviser will vest over a four-year period.
Beginning on the date of grant, restricted share units earn dividends that are payable in cash on the vesting date. On April 4, 2023,
pursuant to the 2023 LTIP, the Company granted 37,313 restricted share units to its trustees, on April 4, 2023, the Company granted
566,169 restricted share units to its officers and other employees of the Adviser. The following table includes the number of restricted
share units granted, vested, forfeited and outstanding as of September 30, 2023:

2023
Weighted Average
Number of Units Grant Date Fair Value
Outstanding January 1, 2023 — $ —
Granted 603,482 10.45
Vested — —
Forfeited — —
Outstanding September 30, 2023 603,482 $ 10.45

The following table contains information regarding the vesting of restricted share units under the 2023 LTIP for the next five
calendar years subsequent to September 30, 2023:

Shares Vesting
April Total
2023 — —
2024 178,856 178,856
2025 141,542 141,542
2026 141,542 141,542
2027 141,542 141,542
Total 603,482 603,482

As of September 30, 2023, the Company had issued no common shares under the 2023 LTIP. For the three and nine months ended
September 30, 2023, the Company recognized approximately $0.5 million and $0.9 million, respectively, of equity-based compensation
expense related to grants of restricted share units. As of September 30, 2023, the Company had recognized a liability of approximately
$0.2 million related to dividends earned on restricted share units that are payable in cash upon vesting.
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12. Earnings (Loss) Per Share

Basic earnings (loss) per share is computed by dividing net income (loss) attributable to common shareholders by the weighted
average number of the Company’s common shares outstanding and excludes any unvested restricted share units issued pursuant to the
2023 LTIP.

Diluted earnings (loss) per share is computed by adjusting basic earnings per share for the dilutive effect of the assumed vesting
of restricted share units. During periods of net loss, the assumed vesting of restricted share units is anti-dilutive and is not included in
the calculation of earnings (loss) per share.

The following table sets forth the computation of basic and diluted earnings (loss) per share (in thousands, except per share
amounts):

Three Months Ended Nine Months Ended
September 30, September 30,
2023 2023

Numerator for loss per share:

Net income (loss) attributable to common shareholders $ (69,113)  § (104,811)

Denominator for loss per share:

Weighted average common shares outstanding 37,187 37,177
Denominator for basic and diluted loss per share 37,187 37,177
Weighted average unvested restricted share units 603 398
Denominator for diluted loss per share (N 37,187 37,177

Loss per weighted average common share:

Basic $ (1.86) §$ (2.82)
Diluted $ (1.86) § (2.82)

(1)  For the three and nine months ended September 30, 2023, excludes approximately 397,900 and 603,482 shares, related to
assumed vesting of RSUs as the effect would be anti-dilutive.

13. Related Party Transactions
Advisory and Administrative Fees

Prior to the Deregistration Date, the Company was party to an investment advisory agreement (the "Former Advisory
Agreement") with an affiliate of the Adviser (the "Former Adviser") pursuant to which the Former Adviser provided investment
advisory services to the Company and certain of its subsidiaries. The Company's contractual fee under the Former Advisory Agreement
was an annual fee, payable monthly, in an amount equal to 1.00% an amount (the "Former Managed Assets”) equal to the total assets of
the Company, including any form of investment leverage, minus all accrued expenses incurred in the normal course of operations, but
not excluding any liabilities or obligations attributable to investment leverage obtained through (i) indebtedness of any type (including,
without limitation, borrowing through a credit facility or the issuance of debt securities), (ii) the issuance of preferred stock or other
preference securities, (iii) the reinvestment of collateral received for securities loaned in accordance with the Company’s investment
objectives and policies, and/or (iv) any other means. The Former Adviser was permitted to waive a portion of its fees.

Prior to the Deregistration Date, the Company was also party to an administration services agreement (the “Administration
Services Agreement”) pursuant to which the Former Adviser previously performed administrative functions for us in connection with
our operation as a closed-end investment company. For its services, the Former Adviser received an annual fee, payable monthly, in an
amount equal to 0.20% of the average weekly value of the Former Managed Assets.
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In connection with the Business Change and effective on the Deregistration Date, the Company terminated its investment
advisory agreement and its administrative services agreement with the Former Adviser and entered into the Advisory Agreement with
the Adviser, a subsidiary of NexPoint. The Company also terminated the investment advisory agreements between NexPoint and its
wholly owned subsidiaries, NexPoint Real Estate Opportunities, LLC ("NREO") and NexPoint Real Estate Capital, LLC, effective on
the Deregistration Date. Pursuant to the Advisory Agreement, subject to the overall supervision of our Board, the Adviser manages the
day-to-day operations of the Company, and provides investment management services.

As of September 30, 2023, as consideration for the Adviser’s services under the Advisory Agreement, we pay our Adviser an
annual fee (the "Advisory Fee") of 1.00% of Managed Assets and an annual fee (the "Administrative Fee" and, together with the
Advisory Fee, the "Fees") of 0.20% of the Company’s Managed Assets (defined below).

On April 11, 2023, we entered into an amendment to the Advisory Agreement whereby the monthly installment of the Fees shall
be paid in cash unless the Adviser elects, in its sole discretion, to receive all or a portion of the monthly installment of the Fees in
common shares of the Company, subject to certain restrictions including that in no event shall the common shares issued to the Adviser
under the Advisory Agreement exceed five percent of the number of common shares or five percent of the voting power of the
Company outstanding prior to the first such issuance (the “Share Cap”) and that in no event shall the common shares issued to the
Adviser under the Advisory agreement exceed 6,000,000 common shares; provided, however, that the Share Cap will not apply if the
Company’s shareholders have approved issuances in excess of the Share Cap. At the Company’s annual meeting of shareholders, the
Company’s shareholders did not approve issuances in excess of the Share Cap. During the three and nine months ended September 30,
2023, we issued 14,588.75 and 14,588.75 common shares, respectively, to the Advisor in payment of the Fees in an amount of $0.16
million and $0.16 million, respectively .

Under the Advisory Agreement, “Managed Assets” means an amount equal to the total assets of the Company, including any form
of leverage, minus all accrued expenses incurred in the normal course of operations, but not excluding any liabilities or obligations
attributable to leverage obtained through (i) indebtedness of any type (including, without limitation, borrowing to purchase or develop
real estate or other investments, borrowing through a credit facility, or the issuance of debt securities), (ii) the issuance of preferred
shares or other preference securities, (iii) the reinvestment of collateral received for securities loaned in accordance with the
Company’s investment objectives and policies, and/or (iv) any other means. In the event the Company holds collateralized mortgage-
backed securities ("CMBS") where the Company holds the controlling tranche of the securitization and is required to consolidate under
GAAP all assets and liabilities of a specific CMBS trust, the consolidated assets and liabilities of the consolidated trust will be netted to
calculate the allowable amount to be included as Managed Assets. In addition, in the event the Company consolidates another entity it
does not wholly own as a result of owning a controlling interest in such entity or otherwise, Managed Assets will be calculated without
giving effect to such consolidation and instead such entity’s assets, leverage, expenses, liabilities and obligations will, on a pro rata
basis consistent with the Company’s percentage ownership, be considered those of the Company for purposes of calculation of
Managed Assets. The Adviser computes Managed Assets as of the end of each fiscal quarter and then computes each installment of the
Fees as promptly as possible after the end of the month with respect to which such installment is payable.

Revolving Credit Facility

On May 22, 2023, the Company entered into the NexBank Revolver pursuant to which the Company in the initial principal
amount of $20.0 million, with the option for the Company to receive additional disbursements thereunder up to a maximum of
$50.0 million, and bears interest at one-month SOFR plus 3.50% and matures on May 20, 2024. The Company drew the $20.0 million
on May 22, 2023. The fair value of the revolving credit facility is equal to its carrying value as the Company has the ability to repay the
outstanding principal at par value at any time. As of September 30, 2023, the NexBank Revolver had an outstanding balance of
$20.0 million.

Reimbursement of Expenses,; Expense Cap

The Company is required to pay directly or reimburse the Adviser for all of the documented “operating expenses” (all out-of-
pocket expenses of the Adviser in performing services for us, including but not limited to the expenses incurred by the Adviser in
connection with any provision by the Adviser of legal, accounting, financial, due diligence, investor relations or other services
performed by the Adviser that outside professionals or outside consultants would otherwise perform and our pro rata share of rent,
telephone, utilities, office furniture, equipment, machinery or other office, internal and overhead expenses of the Adviser required for
our operations) and any and all expenses (other than underwriters'
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discounts) paid or to be paid by us in connection with an offering of our securities, including, without limitation, our legal, accounting,
printing, mailing and filing fees and other documented offering expenses (collectively, "Offering Expenses"), paid or incurred by the
Adviser or its affiliates in connection with the services it provides to us pursuant to the Advisory Agreement. Direct payment of
operating expenses by us together with reimbursement of operating expenses to the Adviser, plus compensation expenses relating to
equity awards granted under a long-term incentive plan and all other corporate general and administrative expenses of the Company,
including the Fees payable under the Advisory Agreement, could not exceed 1.5% (the "Expense Cap") of Managed Assets, calculated
as of the end of each quarter, for the twelve-month period which followed the Company’s receipt of the Deregistration Order; provided,
however, that this limitation did not apply to Offering Expenses, legal, accounting, financial, due diligence and other service fees
incurred in connection with extraordinary litigation and mergers and acquisitions or other events outside the ordinary course of our
business or any out-of-pocket acquisition or due diligence expenses incurred in connection with the acquisition or disposition of certain
real estate-related investments; provided, further, in the event the Company consolidated another entity that it does not wholly own as a
result of owning a controlling interest in such entity or otherwise, expenses would have been calculated without giving effect to such
consolidation and instead such entity’s expenses would have been, on a pro rata basis consistent with the Company’s percentage
ownership, be considered those of the Company for purposes of calculation of expenses. On occasion, the Adviser may waive
additional fees to the extent assets are invested in certain affiliated investments. The Adviser may, at its discretion and at any time,
waive its right to reimbursement for eligible out-of-pocket expenses paid on the Company’s behalf. Once waived, these expenses are
considered permanently waived and become non-recoupable in the future. The Expense Cap expired on June 30, 2023.

The Advisory Agreement has an initial term of three years that will expire on July 1, 2025, and successive additional one-year
terms thereafter unless earlier terminated. We have the right to terminate the Advisory Agreement on 30 days’ written notice upon the
occurrence of a cause event (as defined in the Advisory Agreement). The Advisory Agreement can be terminated by us or the Adviser
without cause upon the expiration of the then-current term with at least 180 days’ written notice to the other party prior to the expiration
of such term. The Adviser may also terminate the agreement with 30 days’ written notice if we have materially breached the agreement
and such breach has continued for 30 days before we are given such notice. In addition, the Advisory Agreement will automatically
terminate in the event of Advisers Act Assignment (as defined in the Advisory Agreement) unless we provide written consent. A
termination fee will be payable to the Adviser by us upon termination of the Advisory Agreement for any reason, including non-
renewal, other than a termination by us upon the occurrence of a cause event or due to an Advisers Act Assignment. The termination fee
will be equal to three times the Fees earned by the Adviser during the twelve month period immediately preceding the most recently
completed calendar quarter prior to the effective termination date; provided, however, if the Advisory Agreement is terminated prior to
the one year anniversary of the date of the Advisory Agreement, the Fees earned during such period will be annualized for purposes of
calculating the Fees.

For the three and nine months ended September 30, 2023, the Company incurred Administrative Fees and Advisory Fees of
$3.5 million and $10.7 million, which excludes $0 and $2.0 million, respectively, in fees that were waived to comply with the Expense
Cap. Should the Fees and expenses and any other items subject to the Expense Cap have been less than the 1.5% limit for the twelve-
month period subsequent to the Deregistration Date, some or all of the deferred expenses could be recouped by the Adviser up to the
Expense Cap. No Advisory Fees were recouped by the Adviser as of September 30, 2023.

Guaranties of NexPoint Storage Partners, Inc. Debt

On September 14, 2022, the Company entered into guaranties (the “BS Guaranties™) for the benefit of JPMorgan Chase Bank,
National Association (“JPM”) and any additional or subsequent lenders from time to time (collectively, “BS Lender”) under a loan
agreement (the "BS Loan Agreement"), pursuant to which the Company guaranteed certain obligations of the borrowers (“BS
Borrower”) under the BS Loan Agreement. The Company, through its ownership in NSP, owns an indirect interest in BS Borrower and
entered into the BS Guaranties as a condition of BS Lender lending to BS Borrower under the BS Loan Agreement. Pursuant to the BS
Guaranties, the Company guaranteed certain carrying obligations, including interest payments, of BS Borrower and certain recourse
obligations of BS Borrower pertaining to exculpation or indemnification of BS Lender. The BS Guaranties also provide that the
Company may be required to repay principal amounts upon the occurrence of certain events, including certain action or inaction by BS
Borrower, but does not provide for a full guarantee of repayment in all circumstances. The BS Loan Agreement provides for a single
initial advance of the loan in the amount of $221.8 million to BS Borrower on the closing date, and provides BS Borrower the right to
request additional advances in connection with subsequently acquired properties. Amounts outstanding under the BS Loan Agreement
are due and payable on March 9, 2024 which date may, at the option of BS Borrower, be extended for an additional six months upon
the satisfaction of certain terms and conditions. Borrowings outstanding under the BS Loan
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Agreement are secured by mortgages on real property owned by one or more of the borrowers comprising BS Borrower and bear
interest at the one-month SOFR, subject to a floor of 0.5%, plus an applicable spread of approximately 4.0% with respect to
approximately $184.9 million of initial principal thereunder and approximately 5.4% with respect to approximately $36.9 million of
initial principal thereunder.

On December 8, 2022 and in connection with a restructuring of NSP, the Company, together with NREF, Highland Opportunities
and Income Fund ("HFRO") and NexPoint Real Estate Strategies Fund (collectively, the "Co-Guarantors"), as guarantors, entered into a
Sponsor Guaranty Agreement in favor of Extra Space Storage, LP ("Extra Space") pursuant to which the Company and the Co-
Guarantors guaranteed obligations of NSP with respect to NSP’s newly created Series D Preferred Stock and two promissory notes in
an aggregate principal amount of approximately $64.2 million issued to Extra Space. The guaranties by the Company and the Co-
Guarantors are capped at $97.6 million, which cap amount will be reduced as the guaranteed obligations of NSP are paid. Each of the
Company and the Co-Guarantors generally guaranteed the foregoing obligations of NSP up to the cap amount on a pro rata basis with
respect to its percentage ownership of NSP’s common stock. On February 15, 2023, NSP paid down approximately $15.0 million of
these promissory notes, resulting in an aggregate principal amount of approximately $49.2 million. As of September 30, 2023, the
maximum liability of the Company under the guaranties was approximately $71.0 million. The Company has not recorded a contingent
liability due to NSP being current on all debt and preferred dividend payments and in compliance with all debt compliance provisions
of the Sponsor Guaranty Agreement. As of September 30, 2023, the Company owns approximately 53.0% of the total outstanding
shares of common stock of NSP.

Separately, on September 14, 2022, the Company entered into a Guaranty Agreement (Recourse Obligations), dated
September 14, 2022 (the “CMBS Guaranty”) for the benefit of JPM and any additional or subsequent lenders from time to time
(collectively, the “CMBS Lender”) under a loan agreement (the "CMBS Loan Agreement"), by and among the borrowers thereunder
(collectively, “CMBS Borrower”) and the CMBS Lender. The Company, through its ownership in NSP, owns an indirect interest in
CMBS Borrower and entered into the CMBS Guaranty as a condition of CMBS Lender lending to CMBS Borrower under the CMBS
Loan Agreement. Pursuant to the CMBS Guaranty, the Company guaranteed certain recourse obligations of CMBS Borrower
pertaining to exculpation or indemnification of CMBS Lender. The CMBS Guaranty also provides that the Company may be required
to repay principal amounts upon the occurrence of certain events, including certain action or inaction by CMBS Borrower, but does not
provide for a full guarantee of repayment in all circumstances. The CMBS Loan Agreement provides for a loan of $356.5 million to
CMBS Borrower. Amounts outstanding under the CMBS Loan Agreement are due and payable on September 9, 2024 which date may,
at the option of CMBS Borrower, be extended for three successive one-year terms upon the satisfaction of certain terms and conditions.
Borrowings outstanding under the CMBS Loan Agreement are secured by mortgages on real property owned by one or more of the
borrowers comprising CMBS Borrower and bear interest at one-month SOFR plus a spread of approximately 3.6%, which will increase
by 0.1% upon a second extension of the loan maturity and by an additional approximately 0.15% upon a third extension of the loan
maturity.

Subsidiary Investment Management Agreement

SFP is a party to a management agreement (the "SFP IMA") with NexAnnuity pursuant to which NexAnnuity provides
investment management services to SFP. Mr. Dondero serves as President of NexAnnuity, which is indirectly owned by a trust of which
Mr. Dondero is the primary beneficiary. As discussed in Note 10, the Company disposed of its interest in SFP on September 1, 2023.
Prior to its disposition, the Company paid $0.1 million in management fees to NexAnnuity.

In exchange for its services, the SFP IMA provides that NexAnnuity will receive a management fee (the "SFP Management Fee')
paid monthly in an amount equal to 1.0% of the average weekly value of an amount equal to the total assets of SFP, including any form
of leverage, minus all accrued expenses incurred in the normal course of operations, but not excluding any liabilities or obligations
attributable to investment leverage obtained through (i) indebtedness of any type (including, without limitation, borrowing through a
credit facility or the issuance of debt securities), (ii) the issuance of preferred stock or other preference securities, (iii) the reinvestment
of collateral received for securities loaned in accordance with the investment objective, investment guidelines and policies under the
SFP IMA, and/or (iv) any other means, plus any value added tax or any other applicable tax, if any, thereon. NexAnnuity may waive all
or a portion of the SFP Management Fee.
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Other Related Party Transactions

The Company has in the past, and may in the future, utilize the services of affiliated parties. The Company holds multiple
operating accounts at NexBank an affiliate of the Adviser through common beneficial ownership. The Company’s operating properties,
other than undeveloped land, are managed by NexVest Realty Advisors, LLC ("NexVest"), an affiliate of the Adviser. For the nine
months ended September 30, 2023, the Company through its subsidiaries has paid approximately $0.5 million in property management
fees to NexVest. The property management agreement with NexVest for the retail property in Lubbock, Texas is dated January 1, 2014
and had a fixed fee of $750 per month. Effective January 1, 2023, the property management agreement was amended and the property
management fee was increased to $1,200 per month. The property management agreement with NexVest for Cityplace Tower is dated
August 15, 2018, and the management fee is calculated on 3% of gross revenues, with a minimum fee of $20,000 per month. The
property management agreement with NexVest for the White Rock Center is dated June 1, 2013, and the management fee is calculated
on 4% of gross receipts, payable monthly.

The Company is a limited guarantor and an indemnitor on one of NexPoint Hospitality Trust's ("NHTs") loans with an aggregate
principal amount of $77.4 million as of September 30, 2023. NHT is a publicly traded hospitality REIT that is managed by an affiliate
of the Adviser. The Company owns 45.4% of the outstanding common stock of NHT. The obligations include a customary
environmental indemnity and a so-called "bad boy" guarantee, which is generally only applicable if and when the borrower directly, or
indirectly through an agreement with an affiliate, joint venture partner or other third party, voluntarily files a bankruptcy or similar
liquidation or reorganization action or takes other actions that are fraudulent or improper. The Company has not recorded a contingent
liability as NHT is current on all debt payments and in compliance with all debt compliance provisions.

On March 31, 2022, the Company, through an unconsolidated subsidiary, borrowed approximately $13.5 million from NREF, an
entity advised by an affiliate of the Adviser, to finance its acquisition of a 77.0% interest in Tivoli North Property. The bridge note bore
interest at an annual rate equal to the WSJ Prime Rate plus 1.5% and had a maturity date of October 1, 2022. The Company refinanced
this bridge note with PNC Bank, N.A ("PNC Bank") on August 8, 2022. The new loan had a principal amount of $13.5 million and
bears interest at an annual rate of daily simple SOFR plus 3.5%. Proceeds from the note with PNC Bank were used to repay in full the
financing provided by NREF on August 9, 2022. On August 8, 2023, the Company elected to extend the maturity date of this loan to
January 8, 2024.

On December 8, 2022, the Company, through NREO, entered into a Contribution Agreement pursuant to which NREO
contributed all of its interests in the joint ventures (the "SAFStor Ventures") with SAFStor NREA GP — I, LLC, SAFStor NREA GP —
II, LLC and NREA GP - III, LLC to NexPoint Storage Partners Operating Company, LLC (the "NSP OC") in exchange for
approximately 47,064 newly created Class B Units of the NSP OC, representing 14.8% of the outstanding combined classes of
common units of the NSP OC (the "NSP OC Common Units") immediately after NREO’s acquisition of Class B Units. The NSP OC is
the operating company of NSP, of which the Company owns approximately 86,369 shares, or 53.0%, of the outstanding common stock
as of September 30, 2023. In connection with the foregoing, the NSP OC acquired all of the other interests in the SAFStor Ventures
from affiliates of the Adviser following which they were wholly owned by a subsidiary of the NSP OC. The SAFStor Ventures are
invested, through subsidiaries, in various self-storage real estate development projects primarily located on the East Coast of the United
States. As of September 30, 2023, the Company owns approximately 47,064 units, or 29.7%, of the outstanding NSP OC Common
Units.

On December 23, 2022, the Company, through NREO, redeemed 2,100,000 common units of limited partnership (the "NREF OP
Units") of NexPoint Real Estate Finance Operating Partnership, L.P. (the "NREF OP") for 2,100,000 shares of common stock of NREF.
The NREF OP is the operating partnership of NREF, a publicly traded mortgage REIT managed by an affiliate of the Adviser.

On September 1, 2023, the Company, through one of its wholly owned TRSs, entered into a contribution agreement to transfer the
Structured Note in SFP and all its rights, title and interests to related party NexAnnuity Holdings, Inc. and its wholly owned
subsidiaries. The Company also transferred all of its ordinary shares in SFP to a separate share trustee. In exchange, the Company was
issued 68,500 shares of Class A Preferred Stock in NexAnnuity Holdings, Inc. On September 28, 2023, the Company, through one of
its wholly owned TRSs, redeemed 2,000 shares of Class A Preferred Stock in NexAnnuity Holdings, Inc.

Related Party Investments
The Company, from time to time, may invest in entities managed by affiliates of the Adviser. For the nine months ended and as of

September 30, 2023, the Company has the following investments in entities managed or advised by, or directly or indirectly owned by
entities managed or advised by, affiliates of the Adviser (in thousands).
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Fair Change in Equity in

Value/Carrying Unrealized Realized income Interest and Total
Related Party Investment Value Gain/(Loss) Gain/(Loss) (loss) Dividends Income
NexPoint Hospitality Common
Trust Stock $ 9,500 $  (18,185) $ — — 3 — $ (18,185)
NexPoint Real Estate Common
Finance, Inc. Stock 34,356 987 — — 4,316 5,303
NexPoint Storage Common
Partners, Inc. Stock 69,484 (34,210) — — — (34,210)
NexPoint Residential Common
Trust, Inc. Stock 2,910 (1,027) — — 113 (914)
NexPoint SFR
Operating Partnership, ~ Convertible
L.P. Notes 21,275 468 — — 1,411 1,879
NexPoint Hospitality Convertible
Trust Notes 22,173 694 — — 479 1,173
NexPoint Storage
Partners Operating
Company, LLC LLC Units 37,863 (18,642) — — — (18,642)
SFR WLIF III, LLC LLC Units 7,200 — — 498 — 498
Claymore Holdings,
LLC LLC Units — — — — — —
Allenby, LLC LLC Units — — — — — —
VineBrook Homes
Operating Partnership, ~ Partnership
L.P. Units 146,419 (26,108) — — 2,866 (23,242)
NexPoint Real Estate
Finance Operating Partnership
Partnership, L.P. Units 79,658 2,288 — — 8,764 — 11,052
NexPoint SFR
Operating Partnership, ~ Partnership
L.P. Units 49,568 (4,513) — — 1,203 — (3,310)
NexAnnuity Holdings, Preferred
Inc. Shares 66,955 — — — 455 — 455
Total $ 547,361 $§  (98,248) § — § 498 $ 19,607 §  (78,143)

On June 13, 2023, HFRO, a fund managed by an affiliate of the Adviser, loaned $11 million to NexPoint SFR Operating
Partnership, L.P. (the "SFR OP") in exchange for $11 million of 7.50% convertible notes of the SFR OP (the "SFR OP Convertible
Notes"). The SFR OP Convertible Notes bear interest at 7.50%, are interest only during the term of the SFR OP Convertible Note and
mature on June 30, 2027. The SFR OP is a subsidiary of NexPoint Homes Trust, Inc. ("NXHT"), a single-family rental REIT managed
by an affiliate of the Adviser. From August 1, 2022 through March 31,
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2027, the SFR OP Convertible Notes are convertible into SFR OP Units at the election of the holder at the then-current net asset value,
subject to certain required approvals and limitations, including the SFR OP’s right to prohibit conversion if, among other things,
conversion would negatively impact NXHT’s REIT status or cause NXHT to own less than 50.0% of the SFR OP.

14. Commitments and Contingencies
Commitments

On December 8, 2022 and in connection with a restructuring of NSP, the Company, together with the Co-Guarantors, as
guarantors, entered into a Sponsor Guaranty Agreement in favor of Extra Space pursuant to which the Company and the Co-Guarantors
guaranteed obligations of NSP with respect to NSP’s newly created Series D Preferred Stock and two promissory notes in an aggregate
principal amount of approximately $64.2 million issued to Extra Space. The guaranties by the Company and the Co-Guarantors are
capped at $97.6 million, which cap amount will be reduced as the guaranteed obligations of NSP are paid. Each of the Company and
the Co-Guarantors generally guaranteed the foregoing obligations of NSP up to the cap amount on a pro rata basis with respect to its
percentage ownership of NSP’s common stock. On February 15, 2023, NSP paid down approximately $15.0 million of these
promissory notes, resulting in an aggregate principal amount of approximately $49.2 million. As of September 30, 2023, the maximum
liability of the Company under the guaranties was approximately $71.0 million. The Company has not recorded a contingent liability
due to NSP being current on all debt and preferred dividend payments and in compliance with all debt compliance provisions of the
Sponsor Guaranty Agreement. As of September 30, 2023, the Company owns approximately 53.0% of the total outstanding shares of
common stock of NSP. See Note 13 for additional information.

The Company is a limited guarantor and an indemnitor on one of NHT's loans with an aggregate principal amount of $77.4
million outstanding, as of September 30, 2023. The obligations include a customary environmental indemnity and a so-called "bad boy"
guarantee, which is generally only applicable if and when the borrower directly, or indirectly through an agreement with an affiliate,
joint venture partner or other third party, voluntarily files a bankruptcy or similar liquidation or reorganization action or takes other
actions that are fraudulent or improper. The Company has not recorded a contingent liability as NHT is current on all debt payments
and in compliance with all debt compliance provisions.

Contingencies

In the normal course of business, the Company is subject to claims, lawsuits, and legal proceedings. While it is not possible to
ascertain the ultimate outcome of all such matters, management believes that the aggregate amount of such liabilities, if any, in excess
of amounts provided or covered by insurance, will not have a material adverse effect on the consolidated balance sheets or consolidated
statements of operations and comprehensive income (loss) of the Company. The Company is not involved in any material litigation nor,
to management’s knowledge, is any material litigation currently threatened against the Company or its properties or subsidiaries.

Environmental liabilities could have a material adverse effect on the Company’s business, assets, cash flows or results of
operations. As of September 30, 2023, the Company was not aware of any environmental liabilities. There can be no assurance that

material environmental liabilities do not exist.

Claymore and Allenby are engaged in ongoing litigation that could result in a possible gain contingency to the Company. The
probability, timing, and potential amount of recovery, if any, are unknown.

15. Operating Leases

Lessor Accounting
The following table summarizes the future minimum lease payments to the Company as the lessor under the operating lease

obligations at September 30, 2023 (in thousands). These amounts do not reflect future rental revenues from renewal or replacement of
existing leases. Reimbursements of operating expenses and variable rent increases are excluded from the table below.
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Year: Operating Leases

2023 $2,939
2024 9,536
2025 9,227
2026 7,911
2027 7,097
Thereafter 26,222
Total $62,932

The following table lists the tenants where the rental revenue from the tenants during the period presented represented 10% or
more of total rental income in the Company’s consolidated statements of operations (in thousands):

For the Nine Months Ended September
30,

Tenant Rental Income
Hudson Advisors LLC $2,135

16. Subsequent Events
Dividends Declared

On November 6, 2023, the Board approved a quarterly dividend of $0.15 per common share, payable on December 29, 2023 to
shareholders of record on November 17, 2023. The dividend on the Company’s common shares consists of a combination of cash and
shares, with the cash component of the dividend (other than cash paid in lieu of fractional shares) not to exceed 20% in the aggregate,
with the balance being paid in the Company’s common shares. Also on November 6, 2023, the Board approved a quarterly dividend of
$0.34375 per Series A Preferred Share, payable on January 2, 2024 to shareholders of record on December 22, 2023.

Issuance of Common Shares to Adviser

On October 25, 2023, the Company issued 131,031.24 common shares to the Adviser as payment of a portion of the monthly
Advisory Fees pursuant to the April 11, 2023 amendment to Advisory Agreement.

Redemption of Series A Preferred Stock in NexAnnuity Holdings, Inc.

On October 24, 2023, the Company, through one of its wholly owned TRSs, redeemed 1,000 shares of Class A Preferred Stock in
NHI for $1.0 million .

Credit Facility Amendment

On October 20, 2023, Raymond James Bank, N.A. agreed to amend the terms of the Credit Facility, which, among other things,
extended the maturity date to October 6, 2025 and increased the credit limit to $20 million. On October 23, 2023, the Company drew
$7.0 million of the available balance.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

The following is a discussion and analysis of our financial condition and our historical results of operations. The following
should be read in conjunction with our financial statements and accompanying notes included herein and with our annual report on
Form 10-K for the year ended December 31, 2022 (our "Annual Report"), filed with the Securities and Exchange Commission (the
"SEC") on March 31, 2023. This discussion contains forward-looking statements that involve risks and uncertainties. Our actual
results could differ materially from those projected, forecasted, or expected in these forward-looking statements as a result of various
factors, including, but not limited to, those discussed below and elsewhere in this quarterly report. See “Cautionary Statement
Regarding Forward-Looking Statements” in this report and "Risk Factors" in Part I, Item 14, "Risk Factors" of our Annual Report.

Overview

As of September 30, 2023, our Portfolio consisted primarily of debt and equity investments in the single-family rental, self-
storage, office, hospitality, life science and multifamily sectors. Substantially all of our business is conducted through the OP. The OP
GP is the sole general partner of the OP and is owned 100% by the Company. As of September 30, 2023, there were 2,000 OP Units
outstanding, of which 100% were owned by us.

On July 1, 2022, or the Deregistration Date, the SEC issued the Deregistration Order pursuant to Section 8(f) of the Investment
Company Act declaring that the Company has ceased to be an investment company under the Investment Company Act. The issuance
of the Deregistration Order enabled the Company to proceed with full implementation the Business Change. As a result of the Business
Change, we have not provided a comparison of our financial statements to prior periods in which we were operating as a registered
investment company because it would not be useful to our shareholders.

As a diversified REIT, the Company’s primary investment objective is to provide both current income and capital appreciation.
The Company seeks to achieve this objective through the Business Change. Target underlying property types primarily include, but are
not limited to, single-family rentals, multifamily, self-storage, life science, office, industrial, hospitality, net lease and retail. The
Company may, to a limited extent, hold, acquire or transact in certain non-real estate securities. We are externally managed by the
Adpviser through the Advisory Agreement, by and among the Company and the Adviser. The Advisory Agreement was dated July 1,
2022, and amended on October 25, 2022 and April 11, 2023, for an initial three-year term that will expire on July 1, 2025 and
successive one-year terms thereafter unless earlier terminated. The Adviser is wholly owned by our Sponsor.

We have elected to be taxed as a REIT under Sections 856 through 860 of the Internal Revenue Code of 1986, as amended (the
"Code"). To qualify as a REIT, we must meet a number of organizational and operational requirements, including a requirement that we
distribute at least 90% of our REIT taxable income to our shareholders. As a REIT, we will be subject to federal income tax on our
undistributed REIT taxable income and net capital gain and to a 4% nondeductible excise tax on any amount by which distributions we
pay with respect to any calendar year are less than the sum of (1) 85% of our ordinary income, (2) 95% of our capital gain net income
and (3) 100% of our undistributed income from prior years. We believe we qualify for taxation as a REIT under the Code, and we
intend to continue to operate in such a manner, but no assurance can be given that we will operate in a manner so as to qualify as a
REIT. Taxable income from certain non-REIT activities is managed through one or more TRS entities and are subject to applicable
federal, state, and local income and margin taxes.

The macroeconomic environment remains challenging as central banks have continued to rapidly raise interest rates. The rising
rate environment, coupled with large bank failures in early 2023 and ongoing economic uncertainty, has limited credit availability to
commercial real estate. Less available and more expensive debt capital has had pronounced effects on the capital markets, making
property acquisitions and other investments harder to finance. Similar factors also impact the timing of and proceeds generated from
asset sales and our ability to obtain debt capital.

On October 15, 2021, Marc S. Kirschner, as litigation trustee of a litigation subtrust formed in connection with the bankruptcy
proceedings of Highland, a former affiliate of our Sponsor, filed a lawsuit (the “Bankruptcy Trust Lawsuit™) against various persons
and entities, including our Sponsor and James Dondero. In addition, on February 8, 2023, UBS Securities and its affiliate (collectively
“UBS”) filed a lawsuit in the Supreme Court of the State of New York, County of New York against Mr. Dondero and a number of
entities currently or previously affiliated with Mr. Dondero, seeking to collect on $1.3 billion in judgments UBS obtained against
entities that were managed indirectly by Highland (the “UBS Lawsuit”). Neither the Bankruptcy Trust Lawsuit nor the UBS Lawsuit
include claims related to our business or our assets.
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Our Sponsor and Mr. Dondero have informed us they believe the Bankruptcy Trust Lawsuit has no merit and Mr. Dondero has
informed us he believes the UBS Lawsuit has no merit; we have been advised that the defendants named in each of the lawsuits intend
to vigorously defend against the claims. We do not expect the Bankruptcy Trust Lawsuit or the UBS Lawsuit will have a material effect
on our business, results of operations or financial condition.

On February 22, 2023, as previously disclosed, the Board formed an independent special committee to oversee a review of the
potential impact to the Company of the UBS Lawsuit and the Bankruptcy Trust Lawsuit. The special committee retained Reichman
Jorgensen Lehman Feldberg LLP (“Reichman Jorgensen™) as independent legal counsel to advise the special committee on the review.
Reichman Jorgensen has reported to the special committee that they have substantially completed their review and found no evidence
that the Company engaged in any conduct that would expose it to liability from the UBS Lawsuit or the Bankruptcy Trust Lawsuit. On
June 13, 2023, the special committee delivered these findings to the Board. Following the review of the special committee, we reaffirm
our expectation that neither the Bankruptcy Trust Lawsuit nor the UBS Lawsuit will have a material effect on our business, results of
operations or financial condition.

Macroeconomic trends, including increases in inflation and rising interest rates, may adversely impact our business, financial
condition and results of operations. Inflation in the United States has recently accelerated and is currently expected to continue at an
elevated level in the near-term. Rising inflation could have an adverse impact on our operating expenses and our floating rate
mortgages and credit facilities, as these costs could increase at a rate higher than our rental and other revenue. There is no guarantee we
will be able to mitigate the impact of rising inflation. The Federal Reserve has raised interest rates to combat inflation and restore price
stability. In addition, to the extent our exposure to increases in interest rates on any of our debt is not eliminated through interest rate
swaps and interest rate protection agreements, such increases will result in higher debt service costs which will adversely affect our
cash flows. We cannot make assurances that our access to capital and other sources of funding will not become constrained, which
could adversely affect the availability and terms of future borrowings, renewals or refinancings. Such future constraints could increase
our borrowing costs, which would make it more difficult or expensive to obtain additional financing or refinance existing obligations
and commitments, which could slow or deter future growth.

Components of Our Revenues and Expenses
Revenues

Rental income. Our rental income is primarily attributable to the rental revenue from our investment in Cityplace Tower, a 42-
story, 1.35 million-square-foot, trophy office building acquired in 2018 as well as rental income from two retail properties. Our rental
income also includes utility reimbursements, late fees, common area maintenance reimbursements, and other rental fees charged to
tenants.

Interest income. Interest income includes interest earned from our debt investments.

Dividend income. Dividend income includes dividends from our equity investments.

Other income. Other income includes ancillary income earned from tenants such as non-refundable fees, parking fees, and other
miscellaneous fees charged to tenants and income items.

Expenses

Property operating expenses. Property operating expenses include property maintenance costs, salary and employee benefit costs,
utilities, casualty-related expenses and recoveries and other property operating costs of property owned directly or indirectly by us.

Property management fees. Property management fees include fees paid to NexVest, our property manager, for managing each
property directly or indirectly owned by us (see Note 13 to our unaudited consolidated financial statements).

Real estate taxes and insurance. Real estate taxes include the property taxes assessed by local and state authorities depending on
the location of each property owned directly or indirectly by us. Insurance includes the cost of commercial, general liability, and other
needed insurance for each property owned directly or indirectly by us.
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Advisory and administrative fees. Advisory and administrative fees include the fees paid to our Adviser pursuant to the Advisory
Agreement (see Note 13 to our unaudited consolidated financial statements).

Property general and administrative expenses. Property general and administrative expenses include the costs of marketing,
professional fees, general office supplies, and other administrative related costs of each property owned directly or indirectly by us.

Corporate general and administrative expenses. Corporate general and administrative expenses include, but are not limited to,
audit fees, legal fees, listing fees, board of trustee fees, investor relations costs and payments of reimbursements to our Adviser for
operating expenses. Corporate general and administrative expenses and the Advisory Fees and Administrative Fees paid to our Adviser
will not exceed the Expense Cap for the 12 months subsequent to the Deregistration Date, calculated in accordance with the Advisory
Agreement. The Expense Cap does not limit the reimbursement by us of expenses related to securities offerings paid by our Adviser.
The Expense Cap also does not apply to legal, accounting, financial, due diligence, and other service fees incurred in connection with
mergers and acquisitions, extraordinary litigation, or other events outside our ordinary course of business or any out-of-pocket
acquisition or due diligence expenses incurred in connection with the acquisition or disposition of real estate assets. Additionally, in the
sole discretion of the Adviser, the Adviser may elect to waive reimbursement for eligible out-of-pocket expenses paid on the
Company’s behalf. Once waived, such expenses are considered permanently waived and become non-recoupable in the future.

Conversion expense - Conversion expenses include the costs of the Business Change in conjunction with the Deregistration
Order, which primarily include legal fees and other fees incurred in preparation for or as a direct result of the conversion. These
conversion expenses are included in the consolidated statement of operations and comprehensive income (loss) as conversion expenses.

Depreciation and amortization. Depreciation and amortization costs primarily include depreciation of our real properties and
amortization of acquired in-place leases on property owned directly or indirectly by us.

Other Income and Expense

Interest Expense. Interest expense primarily includes the cost of interest expense on debt, the amortization of deferred financing
costs, if any, and the related impact of interest rate derivatives, if any, used to manage our interest rate risk.

Equity in Earnings (Losses) of Unconsolidated Ventures. Equity in earnings (losses) of unconsolidated ventures represents the
change in our basis in equity method investments resulting from our share of the investments’ income and expenses. Profit and loss
from equity method investments for which we’ve elected the fair value option are classified in divided income, change in unrealized
gains and realized gains as applicable.

Income Tax Expense. Income tax expense is primarily derived from taxable gains from asset sales and other income earned from
investments held in our TRSs.

Unrealized Gain (Loss) on Investments. Unrealized gains and losses represent changes in fair value for equity method
investments, CLO equity investments, bonds, common stock, convertible notes, LLC interests, LP interests, rights and warrants, and
senior loans for which the fair value option has been elected.

Realized Gain (Loss) on Investments. The Company recognizes the excess, or deficiency, of net proceeds received, less the
carrying value of such investments, as realized gains or losses, respectively. The Company reverses cumulative, unrealized gains or
losses previously reported in its Consolidated Statements of Operations on both the Successor and Predecessor basis with respect to the
investment sold at the time of the sale.
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Real Estate Investments Statistics

As of September 30, 2023, the Company was invested in two retail properties and one office and hospitality property (excluding

investments in undeveloped land), as listed below:

Average Effective

Monthly
Occupied Rent Per
Square Foot % Occupied (2) as
(1) as of of
Rentable Square
Footage Date September 30, September 30,
Property Name (in thousands) Property Type Acquired 2023 2023
White Rock Center 82,793  Retail 6/13/2013 $ 1.51 66.9 %
5916 W Loop 289 30,140 Retail 7/23/2013 $ 0.40 100.0 %
Office &
Cityplace Tower 1,353,087  Hospitality (3) 8/15/2018 $ 2.13 60.2 %
1,466,020

(1) Average effective monthly occupied rent per square foot is equal to the average of the contractual rent for commenced
leases as of September 30, 2023, minus any tenant concessions over the term of the lease, divided by the occupied square
footage of commenced leases as of September 30, 2023.

(2) Percent occupied is calculated as the rentable square footage occupied as of September 30, 2023, divided by the total

rentable square footage, expressed as a percentage.

(3) Cityplace is currently under development and the Company is converting part of the property into a hotel, which was still
under construction as of September 30, 2023.

Results of Operations for the Three Months Ended September 30, 2023 and June 30, 2023 and Nine Months Ended

September 30, 2023

The following table sets forth a summary of our operating results for the three months ended September 30, 2023 and June 30,

2023 and nine months ended September 30, 2023 (in thousands):

Total revenues
Total expenses
Operating income

Interest expense

Equity in income (losses) of unconsolidated ventures

Income tax expense

Change in unrealized gains (losses)

Realized gains (losses)

Net income (loss)

Net income (loss) attributable to preferred shareholders

Net income (loss) attributable to common shareholders

For the Three For the Three For the Nine
Months Ended Months Ended June Months Ended
September 30, 30, September 30
2023 2023 2023
$12,364 $13,880 $41,110
(12,885) (13,853) (39,276)
(521) 27 1,834
(4,173) (3,762) (11,397)
(369) 422 (23)
(330) (308) (1,444)
(61,626) (9,332) (89,598)
(939) (914) (718)
(67,958) (13,867) (101,346)
(1,155) (1,155) (3,465)
(69,113) $ (15,022) $ (104,811)
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nine months ended September 30, 2023 primarily relates to mark-to-market losses on our investments accounted for at fair value
partially offset by interest and dividends.
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Revenues

Rental income. Rental income was $5.4 million and $5.4 million for the three months ended September 30, 2023 and June 30,
2023, and $15.5 million for the nine months ended September 30, 2023. There was no change between the three months ended June 30,
2023 and the three months ended September 30, 2023. Rental income primarily consists of lease revenue from our investment in
Cityplace Tower.

Interest and dividends. Interest and dividends totaled $6.9 million and approximately $8.4 million for the three months ended
September 30, 2023 and June 30, 2023, and $25.4 million for the nine months ended September 30, 2023. There was a decrease of
$1.6 million between the three months ended June 30, 2023, and the three months ended September 30, 2023, which was primarily due
to a decrease in equity dividends.

Other income. Other income was approximately $97.0 thousand and $22.0 thousand for the three months ended September 30,
2023 and June 30, 2023, and $128.0 thousand for the nine months ended September 30, 2023. There was an increase of $75.0 thousand
between the three months ended June 30, 2023 and the three months ended September 30, 2023, which was primarily due to an
increase in asset management fees on a property.

Expenses

Property operating expenses. Property operating expenses were $1.5 million and $2.5 million for the three months ended
September 30, 2023 and June 30, 2023, and $5.6 million for the nine months ended September 30, 2023. There was a decrease of
$1.0 million between the three months ended June 30, 2023 and the three months ended September 30, 2023, which was primarily due
to a decrease in one-time repair and maintenance expenses. Property operating expenses consist primarily of expenses from our
investment in Cityplace Tower.

Property management fees. Property management fees were $191.0 thousand and $191.0 thousand for the three months ended
September 30, 2023 and June 30, 2023, and $553.0 thousand nine months ended September 30, 2023. There was no change between
the three months ended June 30, 2023 and the three months ended September 30, 2023. Property management fees are primarily based
on gross revenues derived primarily from our investment in Cityplace Tower.

Real estate taxes and insurance. Real estate taxes and insurance costs were $1.4 million and $1.3 million for the three months
ended September 30, 2023 and June 30, 2023, and $4.1 million for the nine months ended September 30, 2023. There was an increase
of $20.0 thousand between the three months ended June 30, 2023 and the three months ended September 30, 2023, which was
primarily due to an increase in property taxes at Cityplace Tower. Real estate taxes and insurance expenses consist primarily of
expenses from our investment in Cityplace Tower.

Advisory and administrative fees. For the three months ended September 30, 2023 and June 30, 2023, the Company incurred
Administrative Fees and Advisory Fees of $3.5 million and $3.7 million, which excludes $0 and $2.0 million in fees that were waived
to comply with the Expense Cap, and $10.7 million for the nine months ended September 30, 2023, which excludes $(2.0) million in
fees that were deferred to comply with the Expense Cap. There was an increase of approximately $1.8 million between the three
months ended June 30, 2023 and the three months ended September 30, 2023. The decrease in periods was primarily due to the
expiration of the Expense Cap on June 30, 2023. The fees that were deferred to comply with the Expense Cap have been waived and
cannot be recouped by the Adviser.

Property general and administrative expenses. Property general and administrative expenses were $0.8 million and $1.0 million
for the three months ended September 30, 2023 and June 30, 2023, and $2.6 million for the nine months ended September 30, 2023.
There was a decrease of approximately $0.2 million between the three months ended June 30, 2023 and the three months ended
September 30, 2023, which was primarily due to a decrease in professional fees. Property general and administrative expenses consist
primarily of expenses from our investment in Cityplace Tower.

Corporate general and administrative expenses. Corporate general and administrative expenses were $1.7 million and
$2.3 million for the three months ended September 30, 2023 and June 30, 2023, and approximately $5.4 million for the nine months
ended September 30, 2023. There was a decrease of approximately $0.6 million between the three months ended June 30, 2023 and the
three months ended September 30, 2023, which was primarily driven by a decrease in legal fees, tax prep fees and other professional
fees.
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decrease of approximately $1.3 million between the three months ended June 30, 2023 and the three months ended September 30,
2023, which was primarily driven by a decrease in legal fees and audit related fees associated to the conversion of the predecessor.

Depreciation and amortization. Depreciation and amortization costs were $3.8 million and $3.6 million for the three months
ended September 30, 2023 and June 30, 2023 and $10.9 million for the nine months ended September 30, 2023. There was an increase
of approximately $0.2 million between the three months ended June 30, 2023 and the three months ended September 30, 2023, which
was primarily due to a decrease in amortization of leases. Depreciation and amortization expenses consist primarily of expenses from
our investment in Cityplace Tower. Due to the Business Change, the fair value of our real estate properties as of July 1, 2022 became
the new cost basis for the Company. This change reset the depreciable basis of our properties as well as caused the recognition of new
intangible lease assets.

Other Income and Expense

Interest expense. Interest expense was $4.2 million and approximately $3.8 million for the three months ended September 30,
2023 and June 30, 2023 and approximately $11.4 million for the nine months ended September 30, 2023. There was an increase of
approximately $0.4 million between the three months ended June 30, 2023 and the three months ended September 30, 2023, which was
primarily due to an increase in interest expense at Cityplace Tower attributed to an increase in interest rates and the NexBank Revolver.

Equity in income (losses) of unconsolidated ventures. Equity in income (losses) of unconsolidated ventures was $(0.4) million and
$0.4 million for the three months ended September 30, 2023 and June 30, 2023 and $0.0 million for the nine months ended
September 30, 2023. There was a decrease of approximately $0.8 million between the three months ended June 30, 2023 and the three
months ended September 30, 2023, which was primarily driven by an increase in net income at Marriott Uptown, a 255 key upscale
hotel located in Dallas, Texas which is owned by the Company.

Income tax expense. The Company has recorded income tax expense (benefit) of $0.3 million and $0.3 million for the three
months ended September 30, 2023 and June 30, 2023, and $1.4 million associated with the TRSs for the nine months ended
September 30, 2023. There was no change between the three months ended June 30, 2023 and the three months ended September 30,
2023. The tax expense is partially offset by the quarterly change in valuation allowance on a deferred tax asset of $(0.4) million for a
net expense of $0.3 million for the three months ended September 30, 2023, that is recorded on the Consolidated Statement of
Operations.

Change in unrealized gains (losses). Unrealized gains (losses) from our investments accounted for at fair value was
$(61.6) million and $(9.3) million for the three months ended September 30, 2023 and June 30, 2023 and $(89.6) million for the nine
months ended September 30, 2023. There was a decrease of $52.3 million between the three months ended June 30, 2023 and the three
months ended September 30, 2023. The decrease is largely driven by mark-to-market losses on NSP common equity of $54.9 million
and VineBrook LP interest of $20.9 million offset by mark-to-market gains on NREF OP Units of $3.7 million and mark-to-market
gains on our legacy CLOs of $13.4 million.

Realized gains (losses). Realized gains (losses) were $(0.9) million and $(0.9) million for the three months ended September 30,
2023 and June 30, 2023, and $(0.7) million for the nine months ended September 30, 2023. There was a decrease of $0.0 million
between the three months ended June 30, 2023 and the three months ended September 30, 2023. The decrease was primarily driven by
realized losses on common stock of Elme Communities of $0.8 million, Whitestone REIT of $1.1 million, and realized losses on SFP
of $1.3 million .

Non-GAAP Measurements
Net Operating Income and Same Store Net Operating Income

Net Operating Income ("NOI") is a non-GAAP financial measure of performance. NOI is used by investors and our management
to evaluate and compare the performance of our properties to other comparable properties, to determine trends in earnings and to
compute the fair value of our properties as NOI is calculated by adjusting net income (loss) to add back (1) interest expense, (2)
Advisory Fees and Administrative Fees, (3) the impact of depreciation and amortization expenses as well as gains or losses from the
sale of operating real estate assets that are included in net income (loss) computed in accordance with GAAP, (4) corporate general and
administrative expenses, (5) income tax expenses, (6) conversion
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expenses, (7) non-operating property investment revenue, (8) realized and change in unrealized gains (losses) generated from non-real
estate investments, and (9) equity in income (losses) of unconsolidated equity method ventures.

The cost of funds is eliminated from net income (loss) because it is specific to our particular financing capabilities and
constraints. The cost of funds is also eliminated because it is dependent on historical interest rates and other costs of capital as well as
past decisions made by us regarding the appropriate mix of capital, which may have changed or may change in the future. Corporate
general and administrative expenses, advisory fees and administrative fees, conversion expenses, and income tax expenses are
eliminated because they do not reflect continuing operating costs of the property. Depreciation and amortization expenses are
eliminated because they may not accurately represent the actual change in value in our properties that result from use of the properties
or changes in market conditions. While certain aspects of real property do decline in value over time in a manner that is reasonably
captured by depreciation and amortization, the value of the properties as a whole have historically increased or decreased as a result of
changes in overall economic conditions instead of from actual use of the property or the passage of time. Equity in income (losses) of
unconsolidated equity method ventures are eliminated because they do not reflect continuing operating costs of the property. Gains and
losses from the sale of real property vary from property to property and are affected by market conditions at the time of sale, which will
usually change from period to period. Also, expenses that are incurred upon acquisition of a property do not reflect continuing
operating costs of the property owner. These gains and losses can create distortions when comparing one period to another or when
comparing our operating results to the operating results of other real estate companies that have not made similarly timed purchases or
sales. Non-operating property investment revenue and realized and unrealized gains (losses) from non-real estate investments are
eliminated as they do not reflect continuing operating costs of the properties. We believe that eliminating these items from net income
(loss) is useful because the resulting measure captures the actual ongoing revenue generated and actual expenses incurred in operating
our properties as well as trends in occupancy rates, rental rates and operating costs.

However, the usefulness of NOI is limited because it excludes corporate general and administrative expenses, interest expense,
Advisory Fees and Administrative Fees, conversion expenses, income tax expenses, depreciation and amortization expense, and gains
and losses from the sale of operating real estate assets that are included in net income (loss) as determined under GAAP, non-operating
property investment revenue and realized and change in unrealized gains and losses generated from non-real estate investments, and
equity in income or losses of unconsolidated equity method ventures, all of which may be material values. NOI may fail to capture
significant trends in these components of net income, which further limits its usefulness.

NOI is a measure of the operating performance of our properties but does not measure our performance as a whole. NOI is
therefore not a substitute for net income (loss) as computed in accordance with GAAP. This measure should be analyzed in conjunction
with net income (loss) computed in accordance with GAAP and discussions elsewhere in “—Results of Operations” regarding the
components of net income (loss) that are eliminated in the calculation of NOI.

Other companies may use different methods for calculating NOI or similarly entitled measures and, accordingly, our NOI may not
be comparable to similarly entitled measures reported by other companies that do not define the measure exactly as we do.

We define “Same Store NOI” as NOI for our properties that are comparable between periods and that are stabilized. Please see
below for a discussion of properties included as Same Store (defined below). We view Same Store NOI as an important measure of the
operating performance of our properties because it allows us to compare operating results of properties owned for the entirety of the
current and comparable periods and therefore eliminates variations caused by acquisitions or dispositions from the beginning of the
compared period to the end of the current period.

NOI and Same Store NOI for the Three Months Ended September 30, 2023 and June 30, 2023 and the Nine Months Ended
September 30, 2023

The following table, reconciles our NOI for the three months ended September 30, 2023 and June 30, 2023 and for the nine
months ended September 30, 2023 to net income (loss), the most directly comparable GAAP financial measure (in thousands):
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For the Three Months For the Three Months For the Nine Months
Ended September 30 Ended June 30 Ended September 30
2023 2023 2023
Net loss $ (67,958) § (13,867) $ (101,346)
Adjustments to reconcile net loss to NOI:
Advisory and administrative fees 3,469 1,660 8,707
Corporate general and administrative expenses 1,685 2,252 5,433
Conversion expenses — 1,281 1,444
Income tax expense 330 308 1,444
Depreciation and amortization 3,820 3,584 10,928
Interest expense 4,173 3,762 11,397
Non-operating property investment revenue (6,863) (8,441) (25,441)
Realized gains (losses) from non-real estate
investments 939 914 718
Change in unrealized gains (losses) from non-real
estate investments 61,626 9,332 89,598
Equity in income (losses) of unconsolidated equity
method ventures 369 (422) 23
NOI $ 1,590  $ 363 $ 2,905
Less Non-Same Store
Revenues $ (5,007) $ (5,064) $ (14,543)
Operating expenses 3,749 4,955 12,348
Same Store NOI $ 242§ 254  § 710

Net Operating Income for Our Same Store and Non-Same Store Properties for the Three Months Ended September 30, 2023 and
June 30, 2023 and the Nine Months Ended September 30, 2023

There are two properties, White Rock Center and 5916 W Loop 289, in our same store pool for the three months ended
September 30, 2023 and June 30, 2023, and the nine months ended September 30, 2023 (our "Same Store" properties). Our Same Store
properties exclude Cityplace Tower as of September 30, 2023 and June 30, 2023, because it was not yet stabilized. Non-Same Store
properties include properties not yet stabilized.
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The following table reflects the revenues, property operating expenses and NOI for the three months ended September 30, 2023
and June 30, 2023 for our Same Store and Non-Same Store properties (dollars in thousands):

For the Three For the Three
Months Ended Months Ended June
September 30 30
2023 2023 $ Change % Change
Revenues
Same Store
Rental income $ 404  $ 374 3 30 8.0 %
Same Store revenues 404 374 30 8.0 %
Non-Same Store
Rental income 5,000 5,042 (42) (0.8)%
Other income 97 22 75 N/M
Non-Same Store revenues 5,097 5,064 33 0.7 %
Total revenues 5,502 5,438 64 1.2 %
Operating expenses
Same Store
Property operating expenses 34 26 9 30.8 %
Real estate taxes and insurance 79 63 16 254 %
Property management fees 20 19 1 53%
Property general and administrative expenses 30 13 17 130.8 %
Same Store operating expenses 162 121 42 347 %
Non-Same Store
Property operating expenses 1,493 2,493 (1,000) (40.1)%
Real estate taxes and insurance 1,281 1,277 4 0.3%
Property management fees 171 173 (2) (1.2)%
Property general and administrative expenses 803 1,012 (209) (20.7)%
Non-Same Store operating expenses 3,749 4,955 (1,207) (24.4)%
Total operating expenses 3,911 5,076 (1,165) (23.0)%
NOI
Same Store 243 254 (13) 5.D)%
Non-Same Store 1,349 109 1,240 N/M
Total NOI $ 1,590 $ 363 $ 1,227 N/M

See reconciliation of net income (loss) to NOI above under “NOI and Same Store NOI for the Three Months Ended September 30,
2023 and June 30, 2023 and the Nine Months Ended September 30, 2023.”
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The following table reflects the revenues, property operating expenses and NOI for the nine months ended September 30, 2023
for our Same Store and Non-Same Store properties (dollars in thousands):

Revenues
Same Store
Rental income
Same Store revenues
Non-Same Store
Rental income
Other income
Non-Same Store revenues

Total revenues

Operating expenses
Same Store
Property operating expenses
Real estate taxes and insurance
Property management fees
Property general and administrative expenses
Same Store operating expenses
Non-Same Store
Property operating expenses
Real estate taxes and insurance
Property management fees
Property general and administrative expenses
Non-Same Store operating expenses

Total operating expenses

NOI
Same Store
Non-Same Store
Total NOI

For the Nine Months Ended
September 30

2023

1,126

1,126

14,415
128

14,543

15,669

85
223
55
53

416

5,468
3,834

498
2,548

12,348

12,764

710
2,195

2,905

See reconciliation of net income (loss) to NOI above under “NOI and Same Store NOI for the Three Months Ended September 30,

2023 and June 30, 2023 and Nine Months Ended September 30, 2023.”

Same Store Results of Operations for the Three Months Ended September 30, 2023 and June 30, 2023 and the Nine Months Ended

September 30, 2023

As of September 30, 2023, our Same Store properties were approximately 75.7% leased with a weighted average monthly
effective occupied rent per square foot of $1.21. As of June 30, 2023, our Same Store properties were approximately 75.4% leased with

a weighted average monthly effective rent per square foot of $1.21. For our Same Store
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properties, we recorded the following operating results for the three months ended September 30, 2023 as compared to the three months
ended June 30, 2023 and for the nine months ended September 30, 2023.

Revenues

Rental Income. Rental income was $404.5 thousand and $374.0 thousand for the three months ended September 30, 2023 and
June 30, 2023, and $1.1 million for the nine months ended September 30, 2023. There was an increase of approximately $30.5
thousand between the three months ended June 30, 2023 and three months ended September 30, 2023, which was primarily related to
an increase in rental revenue at White Rock Center.

Expenses

Property operating expenses. Property operating expenses were $34.5 thousand and $25.8 thousand for the three months ended
September 30, 2023 and June 30, 2023, and $84.8 thousand for the nine months ended September 30, 2023. There was an increase of
approximately $8.7 thousand, or approximately 30.8%, between the three months ended June 30, 2023 and the three months ended
September 30, 2023. The majority of the increase is related to an increase in repair and maintenance costs.

Real estate taxes and insurance. Real estate taxes and insurance costs were $78.5 thousand and $62.8 thousand for the three
months ended September 30, 2023 and June 30, 2023, and approximately $223.3 thousand for the nine months ended September 30,
2023. There was an increase of approximately $16.0 thousand, or approximately 25.4%, between the three months ended June 30, 2023
and the three months ended September 30, 2023. The majority of the increase is related to a decrease in recoverable taxes.

Property management fees. Property management fees were $19.6 thousand and $18.5 thousand for the three months ended
September 30, 2023 and June 30, 2023, and approximately $55.3 thousand for the nine months ended September 30, 2023. There was
an increase of approximately $1.0 thousand, or approximately 5.3%, between the three months ended June 30, 2023 and the three
months ended September 30, 2023. The majority of the increase is related to an increase in gross receipts upon which property
management fees are calculated.

Property general and administrative expenses. Property general and administrative expenses were $29.6 thousand and $13.5
thousand for the three months ended September 30, 2023 and June 30, 2023, and $52.8 thousand for the nine months ended
September 30, 2023. There was an increase of $17.0 thousand, or approximately 130.8% between the three months ended June 30,
2023 and the three months ended September 30, 2023. The majority of the increase is related to an increase in miscellaneous legal fees.

FFO and AFFO

We believe that net income (loss), as defined by GAAP, is the most appropriate earnings measure. We also believe that funds from
operations (“FFO”), as defined by the National Association of Real Estate Investment Trusts (“NAREIT”) and adjusted funds from
operations (“AFFO”) are important non-GAAP supplemental measures of operating performance for a REIT.

Since the historical cost accounting convention used for real estate assets requires depreciation except on land, such accounting
presentation implies that the value of real estate assets diminishes predictably over time. However, since real estate values have
historically risen or fallen with market and other conditions, presentations of operating results for a REIT that use historical cost
accounting for depreciation could be less informative. Thus, NAREIT created FFO as a supplemental measure of operating
performance for REITs that excludes historical cost depreciation and amortization, among other items, from net income (loss), as
defined by GAAP. FFO is defined by NAREIT as net income (loss) computed in accordance with GAAP, excluding gains or losses
from real estate dispositions, plus real estate depreciation and amortization. We compute FFO attributable to common shareholders in
accordance with NAREIT’s definition.

AFFO makes certain adjustments to FFO in order to arrive at a more refined measure of the operating performance of our
Portfolio. There is no industry standard definition of AFFO and practice is divergent across the industry. AFFO adjusts FFO to remove
items such as equity based compensation expense and the amortization of deferred financing costs incurred in connection with
obtaining long-term debt financing, and change in unrealized gains (losses). We believe AFFO is useful to investors as a supplemental
gauge of our operating performance and is useful in comparing our operating performance with other REITs that are not as involved in
the aforementioned activities.
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We believe that the use of FFO and AFFO, combined with the required GAAP presentations, improves the understanding of
operating results of REITs among investors and makes comparisons of operating results among such companies more meaningful.
While FFO and AFFO are relevant and widely used measures of operating performance of REITs, they do not represent cash flows
from operations or net income (loss) as defined by GAAP and should not be considered as an alternative or substitute to those measures
in evaluating our liquidity or operating performance. FFO and AFFO do not purport to be indicative of cash available to fund our future
cash requirements. Further, our computation of FFO and AFFO may not be comparable to FFO and AFFO reported by other REITs that
do not define FFO in accordance with the current NAREIT definition or that interpret the current NAREIT definition or define AFFO
differently than we do.

The following table reconciles our calculations of FFO and AFFO to net income (loss), the most directly comparable GAAP
financial measure, for the three months ended September 30, 2023 and June 30, 2023 and nine months ended September 30, 2023 (in
thousands, except per share amounts):

For the Three For the Three For the Nine

Months Ended Months Ended June Months Ended

September 30, 30, September 30,

2023 2023 2023

Net income (loss) $(67,958) $(13,867) $(101,346)
Depreciation and amortization 3,820 3,584 10,928
Realized gains (losses) 939 914 718
FFO (63,199) (9,369) (89,700)
Distributions to preferred shareholders (1,155) (1,155) (3,465)
FFO attributable to common shareholders (64,354) (10,524) (93,165)
FFO per share - basic $ (1.73) 8 (029) S (2.51)
FFO per share - diluted $ (1.71) % 0.28) % (2.48)
Equity-based compensation expense 477 436 913
Amortization of deferred financing costs - long term debt (197) 230 (441)
Change in unrealized losses 61,626 9,332 89,598
AFFO attributable to common shareholders (2,448) (526) (3,095)
AFFO per share - basic $ 0.07) $ 0.02) $ (0.08)
AFFO per share - diluted $ 0.06) $ 0.02) $ (0.08)
Weighted average common shares outstanding - basic 37,187 37,172 $ 37,177
Weighted average common shares outstanding - diluted (1) 37,790 37,755 37,575
Dividends declared per common share $ 015 $ 015 $ 0.45
FFO Coverage - diluted 2) -11.4x -1.85x -5.51x
AFFO Coverage - diluted ) -0.43x -0.16x -0.18x
Net income (loss) coverage 2) -12.18x -2.49x -6.06x

(1) The Company uses actual diluted weighted average common shares outstanding when in a dilutive position for FFO and AFFO.
(2) Indicates coverage ratio of FFO/AFFO/net income (loss) per common share (diluted) over dividends declared per common share
during the period.
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The three months ended September 30, 2023 and June 30, 2023 and nine months ended September 30, 2023

FFO was $(63.2) million and $(9.4) million for the three months ended September 30, 2023 and June 30, 2023 and $(89.7)
million for the nine months ended September 30, 2023, which was an increase of approximately $(53.8) million between the three
months ended June 30, 2023 and the three months ended September 30, 2023. The change in our FFO between the periods primarily
relates to an increase in unrealized losses.

AFFO was $(2.4) million and $(0.5) million for the three months ended September 30, 2023 and June 30, 2023 and $(3.1) million
for the nine months ended September 30, 2023, which was a decrease of approximately $(1.9) million between the three months ended
June 30, 2023 and the three months ended September 30, 2023. The change in our AFFO between the periods primarily relates to an
increase in interest expense.

Liquidity and Capital Resources

Our short-term liquidity requirements consist primarily of funds necessary to pay for debt maturities, operating expenses and
other expenditures including:

*  capital expenditures to continue the ongoing development of Cityplace Tower;

* interest expense and scheduled principal payments on outstanding indebtedness (see “—Obligations and Commitments”
below);

*  recurring maintenance necessary to maintain our properties;
»  distributions necessary to qualify for taxation as a REIT;

* income taxes for taxable income generated by TRS entities;
* acquisition of additional properties or investments;

* advisory and administrative fees payable to our Adviser;

» general and administrative expenses;

¢ reimbursements to our Adviser; and

*  property management fees.

We expect to meet our short-term liquidity requirements generally through net cash provided by operations and existing cash
balances. As of September 30, 2023, we had $3.7 million of cash available to meet our short-term liquidity requirements. As of
September 30, 2023, we also had $34.1 million of restricted cash held in reserve by the lender on the Cityplace debt. These reserves
include escrows for property taxes and insurance, reserves for tenant improvements as well as required excess collateral.

Our long-term liquidity requirements consist primarily of funds necessary to pay for the costs of acquiring additional properties,
make additional accretive investments pursuant to our investment strategy, renovations and other capital expenditures to improve our
properties and scheduled debt payments and distributions. We expect to meet our long-term liquidity requirements through various
sources of capital, which may include a revolving credit facility and future debt or equity issuances, existing working capital, net cash
provided by operations, long-term mortgage indebtedness and other secured and unsecured borrowings, and property and non-real
estate asset dispositions. However, there are a number of factors that may have a material adverse effect on our ability to access these
capital sources, including the state of overall equity and credit markets, our degree of leverage, our unencumbered asset base and
borrowing restrictions imposed by lenders (including as a result of any failure to comply with financial covenants in our existing and
future indebtedness), general market conditions for REITs, our operating performance and liquidity, market perceptions about us and
restrictions on sales of properties under the Code. The success of our business strategy will depend, in part, on our ability to access
these various capital sources.
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In addition to our ongoing renovation of Cityplace, our other properties will require periodic capital expenditures and renovation
to remain competitive. We estimate an additional $190 million to $210 million of capital expenditures to complete the Cityplace
renovation. Also, acquisitions, redevelopments, or expansions of our properties will require significant capital outlays. Long-term, we
may not be able to fund such capital improvements solely from net cash provided by operations because we must distribute annually at
least 90% of our REIT taxable income, determined without regard to the deductions for dividends paid and excluding net capital gains,
to qualify and maintain our qualification as a REIT, and we are subject to tax on any retained income and gains. As a result, our ability
to fund capital expenditures, acquisitions, or redevelopment through retained earnings long-term is limited. Consequently, we expect to
rely heavily upon the availability of debt or equity capital for these purposes. If we are unable to obtain the necessary capital on
favorable terms, or at all, our financial condition, liquidity, results of operations, and prospects could be materially and adversely
affected.

The macroeconomic environment remains challenging as central banks have continued to rapidly raise interest rates. The rising
rate environment, coupled with large bank failures in early 2023 and ongoing economic uncertainty, has limited credit availability to
commercial real estate. Less available and more expensive debt capital has had pronounced effects on the capital markets, making
property acquisitions and other investments harder to finance. Similar factors also impact the timing of and proceeds generated from
asset sales and our ability to obtain debt capital.

We believe that our available cash, expected operating cash flows, and potential debt or equity financings will provide sufficient
funds for our operations, anticipated scheduled debt service payments and dividend requirements for the twelve-month period
following September 30, 2023.

Cash Flows

The following table presents selected data from our consolidated statements of cash flows for the nine months ended
September 30, 2023 (in thousands):

For the Nine Months Ended

September 30
2023
Net cash provided by (used in) operating activities $(18,474)
Net cash provided by (used in) investing activities 15,991
Net cash provided by (used in) used in financing activities (8,332)
Net decrease in cash, cash equivalents and restricted cash (10,815)
Cash, cash equivalents and restricted cash, beginning of period 48,649
Cash, cash equivalents and restricted cash, end of period $37,834

Cash flows from operating activities. During the nine months ended September 30, 2023, net cash provided by (used in) operating
activities was $(18.5) million. Cash flows from operating activities was primarily driven by an income tax payment of $10.7 million.

Cash flows from investing activities. During the nine months ended September 30, 2023, net cash provided by (used in) investing
activities was $16.0 million. Cash flows from investing activities was primarily driven by proceeds from the sale of several equities and
senior loans.

Cash flows from financing activities. During the nine months ended September 30, 2023, net cash provided by (used in) financing
activities was $(8.3) million. Cash flows from financing activities was primarily driven by notes payable borrowings of $20.0 million,
offset by credit facility repayments of $9.0 million, and dividends paid to common shareholders of $16.9 million.

Debt
Mortgage Debt
As of September 30, 2023, our consolidated subsidiaries had aggregate mortgage debt outstanding to third parties of

approximately $142.9 million at a weighted average interest rate of 8.5%. See Note 7 to our unaudited consolidated financial
statements for additional information. Appx. 000272
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We intend to invest in additional real estate investments as suitable opportunities arise and adequate sources of equity and debt
financing are available. We expect that future investments in properties, including any improvements or renovations of current or newly
acquired properties, will depend on and will be financed by, in whole or in part, our existing cash, future borrowings and the proceeds
from additional issuances of common shares or other securities or investment and property dispositions.

Although we expect to be subject to restrictions on our ability to incur indebtedness, we expect that we will be able to refinance
existing indebtedness or incur additional indebtedness for acquisitions or other purposes, if needed. However, there can be no assurance
that we will be able to refinance our indebtedness, incur additional indebtedness or access additional sources of capital, such as by
issuing common shares or other debt or equity securities, on terms that are acceptable to us or at all.

Furthermore, following the completion of our renovation and development programs and depending on the interest rate
environment at the applicable time, we may seek to refinance our floating rate debt into longer-term fixed rate debt at lower leverage
levels.

Credit Facility

On January 8, 2021, the Company entered into the Credit Facility with Raymond James Bank, N.A. and drew the full balance.
The Credit Facility, as amended, matures on November 6, 2023 and as of September 30, 2023, bore interest at the one-month SOFR
plus 4.25%. During the three and nine months ended September 30, 2023, the Company paid down $3.0 million and $9.0 million,
respectively on the Credit Facility. As of September 30, 2023, the Credit Facility had an outstanding balance of $2.0 million. For
additional information regarding our Credit Facility, see Note 6.

Revolving Credit Facility
On May 22, 2023, the Company entered into the NexBank Revolver with NexBank , with the option for the Company to receive
additional disbursements thereunder up to a maximum amount of $50.0 million. As of September 30, 2023, the NexBank Revolver

bears interest at one-month SOFR plus 3.50% and matures on May 20, 2024, with the option to extend the maturity by one year, twice.
As of September 30, 2023, the NexBank Revolver had an outstanding balance of $20.0 million.
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Obligations and Commitments

The following table summarizes our contractual obligations and commitments as of September 30, 2023 for the next five calendar
years subsequent to September 30, 2023.

Payments Due by Period (in thousands)

Total 2023 2024 2025 2026 2027 Thereafter
Property Level Debt
Principal payments $ 156,146 $ — $14289 $ 13250 $ — 8 — 3 —
Interest expense 7,350 3,334 3,357 659 — — —
Total $ 163,496 $ 3,334 $146,253 $ 13909 § — 5 — 3 —
Prime Brokerage
Borrowing
Principal payments $ 1,760 $ — 3 — 3 — 5 — 5 — 3 1,760 (1)
Interest expense 511 102 103 102 102 102 — (1
Total $ 2271 $ 102 $ 103§ 102 3 102§ 102 $ 1,760
Preferred Shares
Dividend payments N/A (2)$ 1,155 $ 4,620 $ 4,620 $ 4,620 $ 4,620 N/A (2)
Credit Facility
Principal payments $ 22,000 $ 2,000 $ 20,000 $ — 5 — 5 — 3 —
Interest expense 1,152 465 687 — — — —
Total $ 23,152 $ 2,465 $§ 20,687 $ — 3 — 3 — 3 —
Total contractual
obligations and
commitments $ 188,919 $ 7,056 $171,663 $ 18,631 $ 4722 § 4722 § 1,760

(1) Assumes no additional borrowings or repayments. The Prime Brokerage balance has no stated maturity date.
(2) The Series A Preferred Shares are perpetual.

Credit Facility

The Credit Facility will mature on November 6, 2023 and is subject to monthly amortization payments through the maturity date.
We believe we will have adequate liquidity to pay these obligations when they come due.

Revolving Credit Facility

The NexBank Revolver will mature on May 20, 2024, with the option to extend the maturity by one year, twice, and is subject to
monthly interest payments through the maturity date, with the remaining principal being due on the maturity date. We believe we will
have adequate liquidity to pay these obligations when they come due.
Cityplace Debt

On May 8, 2023, we received lender consent to defer the maturity of the Cityplace debt to September 8, 2023. Also on May 8,

2023, the parties to the loan agreement agreed to convert the index upon which the interest rate is based to one-month SOFR effective
as of the first interest period beginning on or after May 8, 2023. On September 8, the lender agreed
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to defer the maturity of the Cityplace debt by six months to March 8, 2024. The purpose of the deferral was to allow for continued
discussions around refinancing the debt. Management recognizes that finding an alternative source of funding is necessary to repay the
debt by the maturity date. Management believes that there is sufficient time before the maturity date and that the Company has
sufficient access to capital to ensure the Company is able to meet its obligations as they become due.

Advisory Agreement

As consideration for the Adviser’s services under the Advisory Agreement, we pay our Adviser the Fees, which includes the
Advisory Fee equal to 1.00% of Managed Assets and the Administrative Fee equal to 0.20% of the Company’s Managed Assets. The
Advisory Agreement provides that the Fees shall be paid in cash, unless the Adviser, in its sole discretion, elects to have all or a portion
of the monthly installment of the Fees paid in common shares of the Company, subject to certain restrictions. For additional
information, see Notes 14 and 17 to our unaudited consolidated financial statements.

We also generally reimburse our Adviser for operating or offering expenses it incurs on our behalf or in connection with the
services it performs for us. Direct payment of operating expenses by us together with reimbursement of operating expenses to the
Adpviser, plus compensation expenses relating to equity awards granted under a long-term incentive plan and all other corporate general
and administrative expenses of the Company, including the Fees payable under the Advisory Agreement, may not exceed the Expense
Cap of 1.5% of Managed Assets, calculated as of the end of each quarter, for the twelve-month period following the Company’s receipt
of the Deregistration Order; provided, however, that this limitation will not apply to Offering Expenses, legal, accounting, financial,
due diligence and other service fees incurred in connection with extraordinary litigation and mergers and acquisitions or other events
outside the ordinary course of our business or any out-of-pocket acquisition or due diligence expenses incurred in connection with the
acquisition or disposition of certain real estate-related investments; provided, further, in the event the Company consolidates another
entity that it does not wholly own as a result of owning a controlling interest in such entity or otherwise, expenses will be calculated
without giving effect to such consolidation and instead such entity’s expenses will, on a pro rata basis consistent with the Company’s
percentage ownership, be considered those of the Company for purposes of calculation of expenses. The Adviser may, at its discretion
and at any time, waive its right to reimbursement for eligible out-of-pocket expenses paid on the Company’s behalf. Once waived,
these expenses are considered permanently waived and become non-recoupable in the future. The Expense Cap expired on June 30,
2023.

As of September 30, 2023, a total of $3.1 million in Fees to the Adviser have been waived to comply with the Expense Cap.
Should the Company’s Fees and expenses subject to the Expense Cap be less than the 1.5% limit for the twelve month period
subsequent to the Deregistration Date, some or all of the deferred expenses could be recouped by the Adviser up to the Expense Cap.
No Advisory Fees were recouped by the Adviser as of September 30, 2023, and all such deferred fees were waived.

Income Taxes

We anticipate that we will continue to qualify to be taxed as a REIT for U.S. federal income tax purposes, and we intend to
continue to be organized and to operate in a manner that will permit us to qualify as a REIT. However, we can give no assurance that
we will maintain REIT qualification. To qualify as a REIT, we must meet certain organizational and operational requirements,
including a requirement to distribute at least 90% of our annual “REIT taxable income”, as defined by the Code, to stockholders. As a
REIT, we will be subject to federal income tax on our undistributed REIT taxable income and net capital gain and to a 4%
nondeductible excise tax on any amount by which distributions we pay with respect to any calendar year are less than the sum of (1)
85% of our ordinary income, (2) 95% of our capital gain net income and (3) 100% of our undistributed income from prior years.
Taxable income from certain non-REIT activities is managed through a TRS and is subject to applicable federal, state, and local income
and margin taxes. The Company has recorded a current income tax expense of $1.4 million associated with the TRSs for the nine
months ended September 30, 2023, which is largely driven by income from the Company’s legacy CLO investments and investments in
debt instruments not secured by mortgages on real property. The tax expense is partially increased by the quarterly change in valuation
allowance on a deferred tax asset of $1.6 million and partially offset by a return-to-provision adjustment of $1.5 million for a net
expense of $1.4 million for the nine months ended September 