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PAYNE SMITH LLC

Certified Public Accountants

Independent Auditors Report

Fhe Board of Directors

lighland Capital Funds Distributor Inc

We have audited the accompanying balance sheet of highland Capital Funds listrihutor mc Company as ol December 31

2013 and the related statements of income and comprehensive income changes in stockholders equity and cash flows for the

enr then ended and the related notes to the financial statements

Managements Responsibility for the Financial Statements

Management is responsible tor the preparation and fair presentation of these financial statements in accordance with accounting

principles generally accepted in the United States of America this includes the design implementation and maintenance of

internal control relevant to the preparation and fair presentation ol financial statements that are free from material misstatement

whether due to fraud or error

Auditors Responsibility

Our responsibility is to exress an opinion on these financial statements based upon our audit We conducted our audit in

accordance with auditing standards generally accepted in the tinited States of America Those standards require that we plan and

perform the audit to obtain reasonable assurance about whether the financial statements arc free of material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements

the procedures selected depend on the auditors judgment including the assessment of the risks of material misstatement of the

financial statements whether due to fraud or error In making those risk assessments the auditor considers internal control

relevant to the entitys prefaration and fair presentation of the financial statements in order to design audit procedures that are

appropriate in the circumstances hut not for the purpose of expressing an opinion on the effectiveness of the entitys intcmal

control Accordingly we express no such opinion An audit also includes evaluating the appropriateness of accountmg policies

used and the reasonableness of significant accounting estimates made by management as well as evaluating the overall

presentation of the financial statements

We believe that the audit evidence have obtained is sufficient and appropriate to provide basis for our opinion

Opinion

In our opiruon the financial statements refirred to above present fiuirly
in all material respects the financial position of lighland

Capital Funds listrihutor Inc as of Ieccmher 31 2013 and the results of its operations and its cash flows for the ear then

ended in conformity with accounting principles generally accepted in the United States of America

Fehruar 24 2014

5952 Royal ate Suite 158 Dallas TX 75230 214 363-9927 Fax 214 /363-9980



HIGHLAND cAPITAL FUNDS DISTRIBUTOR INc

Balance Sheet

Ecccmher 31 2013

In Thousands

ASSETS

Cash and cash equivalents

94

Receivables from aIlliates

03

other assets

27

Iota assets

U\fflW1lSMb0K
Accounts payable and accrued expenses

Total liabilities

_j

Stockholders equity

Common stock $0.Dl par value 1.000.000 shares authorii.ed

136.100 shares issued and outstanding

Additional paid-in capital

135

Retained earnings

17

total stockholders eqUII

153

lotal liabilities and stockholders equity

See accompanying notes to financial statements
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HIGHLAND CAPITAL FUNDS DISTRIBUTOR INC

Statement of Income and Comprehensive Income

For the Year Ended December31 2013

In Thousands

Revenue

Account supervision investment advisory and administrative services ______

Total revenue 108

Expenses

Compensation and benefits 29

Occupancy furniture and fixtures

Legal and professional 32

Regulatory fees

Other

Total expenses 86

Net income from operations 22

Development stage costs
_________________

Income before income tax expense

Income tax expense

Net income

Other comprehensive income

Total comprehensive income

See accompanying notes to financial statements



HIGHLAND CAPITAL FUNDS DISTRIBUTOR INC

Statement of Changes in Stockholders Equity

For the Year Ended December 31 2013

In Thousands

Retained

Earnings

Accumulated

_____________
Deficit

Sec accompanying notes to financial statements

-4-

Additional

Common Paid-in

Stock

Balances January 1.2013

Issuance of common stock

Net income

1istributions to stockholder

Balances December 2013

Total

136135

135 _i

21 21

153



HIGHLAND CAPITAL FUNDS DISTRIBUTOR INC

Statement of Cash Flows

lor the Year Inded lecemher 2013

In Thousands

ash liows from operating activities

Net income 21

Adjustments to reconcile net income to net

cash used in operating activities

Increase in assets

Receivables row affiliates

01 her assets

Increase in liabilities

Accounts payable and accrued CXPCflSCS 31

Net cash used in op crating act ivit ics 42k

Cash flows from investing activities

ash flows from financing activities

Proceeds from issuance of common stock 136

Net cash provided by financing activities 136

Net increase in cash and cash equivalents 94

Cash and cash equivalents at beginning ofycar
________________________

ash and cash equivalents at end of year 94

See accompanying notes to financial statements
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hIGHLAND CAPITAL FUNDS DISTRIBUTOR INC

Notes to Financial Statements

December 31 2013

Organization and Nature of Business

lighiand Capital Funds Distributor Inc Company Delaware Corporation is whollyowned subsidiary of lighland

Capital Management Fund Ad isors .1 ICMFA

the Conipanv is registered brokerdealer with the Securities and Exchange Commission SFC and is member of the

Financial Industry Reaulatory Authorir FINRA The Company operates under the exemptive provision of SFC Rule

5c3-3 ku 2i

llic ompanv was incorporated in the State of lelaware on June 14 2012 as lyxis 1istrihulors Inc Effective March 19

2013 the Company changed its name to Highland Capital Funds listrihutor Inc For the period from June 14 2012

through December 31 2012 and for the period from January 12013 through November 19 2013 the Company was in the

deelopment stage engaging in preparation of applications for regulatory approvals raising of capital financial planning

systems development procurement of equipment and facilities and recruiting activities On November 20 2013 the

Company upon receiving all the necessaty regulatory approvals officially began operations

Siniflcant Accountin2 Policies

Basis of Accounting

lhe accompanying financial statements have been prepared in accordance with accounting principles generally accepted in

the United States of America

Use of Estimates

The preparation of limincial statements in con tbrmity with generally accepted accounting principles requires management to

make estimates and assumptions that alTeet the amounts reported in the financial statements and accompanying notes

Actual results could differ from those estimates

Cash and Cash Equi%alens

Cash and cash equivalents include cash on deposit

The Company USeS the indirect method to present cash flows from operating activities During 2013 no cash was paid for

interest expense or federal income tax expense

Recognition of Revenue

Account supervision investment advisory and administrative services arc accrued and recognized as they arc earned

Income Taxes

letrred tax assets and liabilities arc reflected at currently enacted income tax rates applicable to the period in which the

deferred tax assets and liabilities are expected to be realized or settled As changes in tax laws or rates are enacted deferred

tax assets and liabilities are adjusted through the provision for income taxes Valuation allowances are established when

necessary to reduce deferred tax assets to the amount expected to be realized

Accounting principles generally accepted in the United States of America require Company management to evaluate tax

positions taken by the Company Management evaluated the Companys tax positions and concluded that the Company had

taken no uncertain tax positions that require recognition or disclosure in the financial statements Therefore no liability
for

tax penalties has been included in the consolidated financial statements

Advertising

Advertising consists of the Companys advertising in its local market area Advertising is expensed as incurred lhe

Company incurred no advertising expense for the year ended leccrnher 31 2013

-6-



HIGHLAND CAPITAL FUNDS DISTRiBUTOR INC

Compensated Absences

Company crnployees are entitled to Paid Time OfiPTO depending on job classification and years of service PlO accrues on

each semi-monthly pay date An employee may carry over PTO from one calendar year to the next with maximum accrual of

two weeks

Fair Values of Financial Instruments

ASC Topic 20 Fair Value Measurements and Disclosures defines fair value establishes framework for measuring fur

value in generally accepted accounting principles and requires certain disclosures about fuir value mcasurcmdnts In

general fuir values ot linancial instruments are based upon quoted market prices where available If such quoted market prices

are not available fuir value is based upon internally developed models that primarily use as inputs observable market-based

parameters Valuation adjustments may he made to ensure that financial instruments are recorded at titir value These

adjustments ma inekde amounts to reflect counterpartv credit quality and the Companvs creditworthiness among other

things as well as unobservable parameters Any such valuation adjustments are applied consistently over time

Subsequent Events

lhe Company has evaluated events and transactions fur potential recognition or disclosure through Fehruar 24 2014 the

date the financial statements were available to he issued

-7-



HIGHLAND CAPITAL FUNDS DISTRIBUTOR INC

Recent Accountini Pronouncements

In Jul 2012 the FASI3 issued Accounting Standards tipdate 201202 lrnangihksGoodwill and Oilier Topic $ij In

accordance with this ainendnicnt an entity will have an option not to calculate annually the fair value otan indetinite-lived

intangible asset if the entity determines that it is not more likely than not that the asset is impaired An entity also has the

option to bypass the qualitative assessment for any indefinite-lived intangible asset in any period and proceed directly to

performing the quanitativc impairment test This standard is effective for fiscal years ending after September 15 2012 This

statement did not have material impact on the Companys financial statements

In October 2012 the FASH issued Accounting Standards Update 2012-04 Technical Corrections and /mprovenenls The

amendments in this update cover wide range of topics in the Accounting Standards Codification These ameiidnients

include technical corrections and improvements to the Accounting Standards Codification and conforming amendments

related to foir value measurements The amendments in this update will be effective for fiscal periods beginning after

December 15 2013 This statement is not expected to have material impact on the Companys financial statements

In October 2012 the FASI3 issued Accounting Standards Update 201206 Subsequent .1ccouningjir an Indemni/ication

Asset Recogni the Acquisition 1ae as Result of Government-Assisted Acquisition of /inancial Ins/italian Topic

805 lhe update indicates that when reporting entity initially recognizes an indemnification asset as result of

government-assisted acquisition of financial institution and subsequently change in the cash flows expected to he

collected on the indemnification asset occurs the reporting entity should subsequently account for the change in the

measurement of the indemnification asset on the same basis as the change in the assets subject to indemnification An
amortization of changes in value should he limited to the contractual term of the indemnification agreement that is the

lesser ui the term of the indemnification agreement or the remaining life of the indemnified assets Ihe amendments in the

update are effective for fiscal years and interim periods within those years beginning on or aFter December 2012 and

should he applied prospectivcl to any new indemnification assets acquired alter the date of adoption and to indemnification

assets existing as of the date of adoption This statement did not have material impact on the ornpariys financial

statements

In January 2013 the FASts issued Accounting Standards Update 2013-01 Rn/once Sheet Topic 210i The amendments in

this update clarii the scope of disclosures about offsetting assets and liabilities The amendments clarify that the scope of

update 2011-Il applies to derivatives accounted for in accordance with Derivatives and fledging Topic 8/5 including

bifurcated embedded derivatives repurchase agreements and reverse repurchase agreements and securities borrowing and

securities lending transactions that are either offset or subject to an enforceable master netting arrangement or similar

agreement This standard is effective for fiscal years beginning on or after January 2013 This statement did not have

material impact on the Companys financial statements

In February 2013 the FiS13 issued Accounting Standards Update 2013-02 Comprehensive Income Topic 220i The

objective of this update is to improve the reporting of reclassifications out of accumulated other comprehensive income

amendments seek to attain that objective by requiring au entity to report the etThct of significant reclassilications out of

accumulated other comprehensive income on the respective line items in net income if the amount being reclassified is

required under U.S generally accepted accounting principles to he reclassified in its entirety to net income standard is

ctThctive for annual reporting periods beginning after December 15 2013 This statement is not expected to have

material impact on the Companys financial statements

In February 2013 the FASts issued Accounting Standards Update 2013-03 Financial Instruments Topic 825 lar/ving

the Scope and App/icabi/itt qf Particular l.isclosure to Nonpublic itities amendments in this update clarify that the

requirement to disclose the level of the fair value hierarchy within which the fair value measurements are categorized in

their entirety I.cvel or 3t does not apply to nonpublic entities for items that are not measured at Iair value in the

statement of financial position but for which air value is disclosed The guidance in this update became effective upon

issuance ibis statement did not have material impact on the Companys financial statements

In February 2013 the FASI3 issued Accounting Standards Update 2013-04 Liabilities Topic 405 Obligations Resulting

from Join and Several LIahillit ii reangements Jar which the Total Amount of the Obligation is Jxed at the Reporting law
The guidance in this update requires an entity to measure obligations resulting from joint and several

liability arrangements

for which the total amount of the obligation within the scope of thit guidance is fixed at the reporting date as the sum of the

following The amount the reporting entity agreed to pay on the basis of its arrangement among its co-obligors and

any additional amount the reporting entity expects to pay on behalf of its co-obligors The guidance in this update also

requires an entity to disclose the nature and amount of the obligation as well as other information about those obligations

The guidance in this update becomes effective for fiscal years ending after December IS 2014 This statement is not

expected to have material impact on the Companys financial statements

-8-



HIGHLAND CAPITAL FUNDS DISTRIBUTOR INC

In July 2013 the FASR issued Accounting Standards Update 2013-10 Derivatives and I/edging Thpw 8I5 Inclusion of

the Fed ends Effective Swap Rare or Overnight Index Swap Rate as IJenchnark Interest Rate fhr fledge lccouffling

Parposes the amendments in this update permit the Fed Funds Effective Swap Rate OIS to be used as U.S benchmark

interest rate for hedge accounting purposes under Topic 815 in addition to usr and til3OR ihc amendments also remoc

the restriction on using different benchmark rates for similar hedges The amendments in this update are effective

prospectively for quaifying ne or redesignated hedging relationships entered into on or after July 17 2013 This

statement is not expecled to have material impact on the Companys financial stalenlents

in July 2013 the FASR issued Accounting Standards Update 2013-Il Income Thxes Thpic 740j The ohcciive nt this

update is to eliminate the diversity in practice of the presentation of an unrecognized tax benefit when net operating loss

carryforward similar tax loss or tax credit carryforward exists and will better reflect the manner in which an entity

would settle at the reporting date any additional income taxes that would result from the disallowance of tax position when

net operating loss carrytorwards similar tax losses or tax credit carryforwards exist This standard is el1ctive for fiscal

years beginning atler lcccrnher 15 2014 This statement is not expected to have material impact on the Companys
financial statements

Income Taxes

income taxes reflect the oct tax cilects of temporary differences between the recorded amounts of assets and

liabilities for financial reporting purposes and the amounts used for income tax purposes Fhc Company had no significant

derred tax assets or liabilities as of December 31 2013

For the year ended December 31 2013 the Company has not accrued any federal income tax expense Management

helices the accrual would be immaterial to the financial statements taken as whole



HIGHLAND CAPITAL FUNDS DISTRIBUTOR INC

Related Party Transactions

the Company has entered into Shared Services Agreement Agreement as most recently amended September 12 2012

ith IICMFA During the tern of the Agreement HCMFA will provide to the Company certain shared services including

without limitation all jf the it tinance and accounting services ii human resources services iii marketing services iv
legal services corporate services vi iniormation technology services and vii operations services The actual cost ol

such services will he allocated based on specific identification of such costs or percentage of such costs as agreed in good

faith between the Company and UCMFA and will be billed monthly Ihe term of the Agreement shall automatically renew

for successive one year periods unless cancelled by either party upon at least 60 days advance written notice During the

year ended December 31 2013 the Company was allocated and expensed approximately 3900 pursuant to this

agreement

The Company derives significant portion of its income on products marketing and management services it performs for

and on behalf of 11CM Fi and its affiliates All of the Companys revenue was derived from transactions involving l-ICMFA

and/or various other affiliated entities during 2013 The Companys future operations are dependent on its continued

revenue stream from ICMFA

summary of receivables from and payahtcs to IICMEA at December 31 2013 is as follows

Receivables

Transfer pricing 107

lay ables

Shared services 39

Other

Total pay ablcs 44

Net amount due from IIUMFA 63

Employee Benefits

the Company togethcr with it parent compan and other affiliates has noncontrihutory profit sharing plan integrated

with contributor 401k employee benefit plan Plan covering substantially all employees Employees generally become

eligible in the Plan upon attainment of the age of2l with entry dates of January and July of each year Under the Plan

the Roard of Iirectors may contribute at their discretion mmd subject to annual limitations certain amounts in the form of

matching profit sharing and/or qualified non-elective contributions There was no significant Plan expense for the year

ended 1ccemhcr 2013

Commitments Guarantees and Contin2ent Liabilities

From time to time the Company may be involved in legal actions arising from normal business activities There were no

such legal actions or pending litigation at December 31 2013

The Company is allocated rent expense as part of the shared services agreement more lilly discussed in Note Total rent

expense incurred for the year ended December 31 2013 amounted to approximately $4300 all otwhich was allocated from

related parties

ihe Company does not anticipate any material losses as result of the commitments and contingemn liabilities

-10-



HIGhLAND CAPITAL FUNDS DISTRIBUTOR INC

Net Capital Requirements

The .ompany is required by Rule 5c3l of the Securities lxchangc Act of 1934 to maintain minimum net capital as

defined which is the greater of $50.000 or 1250% of total aggregate indebtedness for its first ear of operations and the

greater of $50000 or 6.67% of aggregate indebtedness therealier

At Leceniher 2013 the Company had total net capital and total aggregate indebtedness as defined of approximately

$83000 and $31000 respceti%cl resulting in ratio of aggregate indebtedness to net capital of 0.37 to 1.00 lotat net

capital was approximately $33000 above the minimum required net capital of approximately $50000

In accordance with the disclosure requirements of slc Rule 17a-5d4 there were no material ditierences between the

audited computation of net capital and the Companys corresponding Part IIA of its quarterly Financial and Operational

Combined Uniform Single Report at December31 2013

Customer Protection Reserves and Custody of Securities

The Company does not hold customer accounts funds or securities

10 Fair Value

The fair value of an asset or liability is the price that would be received to sell that asset or paid to transfer that
liability

in an

ordcrl transaction occurring in the principal market or most advantageous market in the absence of principal market for

such asset or liability In estimating lair value the Company utilizes valuation techniques that are consistent with the market

approach the income approach and/or the cost approach Such valuation techniques are consistently applied Inputs to valuation

techniques include thc assumptions that market participants would use in pricing an asset or liability ASC Topic 820

Fair Value Measurements and liselosures establishes fair value hierarchy for valuation inputs that gives the highest priority

to quoted prices in active markets for identical assets or liabilities and the lowest priority to unobservable inputs The fair value

hierarchy is as follows

Level Inputs Unadjusted quoted prices in active markets for identical assets or liabilities that the reporting

entity has the ability to access at the measurement date

Level Inputs Inputs other than quoted prices included in Ievel that are observable fur the asset or

liahtlity either directly or indirectly These might include quoted prices for similar assets or liabilities in active

markets quoted prices for identical or similar assets or liabilities in markets that are not active inputs other

than quoted prices that are observable fur the asset or liability such as interest rates olatilities

prcpament speeds credit risks etc or inputs that arc derived principalI lroni or corroborated by market data

by correlation or other means

Level Inputs Unobservable inputs for determining the fair values of assets or liabilities that reflect art

entitys own assumptions about the assumptions that market participants would use in pricing the assets or

liabilities

In general fair value is based upon quoted market prices where available If such quoted market prices are not available fair

value is based upon internally developed models that primarily use as inputs observable market-based parameters Valuation

adjustments may he made to ensure that financial instruments are recorded at fair value lhese adjustments may include amounts

to reflect countcrparty credit quality and the Companys creditworthiness among other things as well as unobservable parameters

Any such valuation adjustments are applied consistently over time The Companys valuation methodologies may produce lair

value calculation that may not he indicative of net realizable value or reflective of future fair values While management
believes the Companys valuatiott methodologies are appropriate and consistent with other market participants the use of different

methodologies or assumptions to determine the fair value of certain financial instruments could result in difkrcnt estimate

of fair value at the reporting date Furthermore the reported fair value amottnts have not been comprehensively revalued since

the presentation dtaes and thereforc estimates of li.tir value after the balance sheet date may dif1ir significantly from the amounts

presented herein

he Company had no assets or liabilities subject to fair value measurement either on recurring or non-recurring basis at

December 31 2113

II



hIGhLAND CAPITAL FUNDS DISTRIBUTOR INC

II Subsequent Event

EtThctivc January 2014 the Company took over the account supervision investment advisory and administrative services

component of its business from related entity NexBank Securities Inc NSI which is an affiliate of IICMFA

Additionally NSFs employees related to this business segment were translrred to the Company In connection with this

1ranstr the Company assumed certain compensation related liabilities in the approximate amount ofS424.0O tbr which the

Company was reimbursed by NSI in January 2014

12-
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PAYNE SMITU LLC

Certified Public Accountants

Independent Auditors Report on Supplemental Information

Required by Rule 7a-5 Under use Securiuies Exchange Act of 1934

The Board of Directors

lighlarni Capital Funds Distributor Inc

We have audited the linancial statcilients of Highland Capital Funds Distributor Inc as ol and for the year ended December 31

13 and have isucd our report thereon dated February 24 2014 which contained an unmodified opinion ol those financial

statements Our audit was performed lbr the purpose of thrming an opinion on the financial statements as whole The

Computation of Net Capital under SFC Rule l5c3-l included in Supplemental Schedule is presented for the purpose cit

additional analysis and is not required part of the consolidated financial statements hut is supplementary information required

by Rule 17a-5 under the Securities Fxchange Act of 1934 Such information is the responsibility of management and was

derived from and relates directly to the underlying accounting and other records used to prepare the financial statements lice

information has been subjected to the auditing procedures applied in the audit of the financial statements and certain additional

procedures including comparing and reconciling such information directly to the underlying accounting and other records used

to prepare Ihe financial statements or to the financial statements themselves and other additional procedures in accordance with

auditing standards generally accepted in the United States of America In our opinion the information is fairly stated in all

material respects in relation to the consolidated financial statements as whole

Fehruar\ 24 2014

5952 Royal lane Suite 158 lallas TX 75230 21 363-9927 Fax 1$ 363M980



HIGHLAND CAPITAL FUNDS DiSTRIBUTOR INc

Coinputat ion of Net Capital under SEC Rule 5c3-

December 31 2013

In Thousands

Computation ot Net Capital under Rule 15c34

Net capital

lotal stockliolders equity 153

Less deduction and/or charges 15

ess nonallowahle assets

Receivables 1mm affiliates 63

Other assets

Net capital prior to haircuts on securities positions

Less haircuts on securities positions

Net capital as defined by Rule 5c3-3
_____________

Minimuni net
capital required 50

Excess net capital

Aggregate indebtedness

Accounts pa able ad accrued expenses

lotal aggregate indebtedness $31
Ratio of aggregate indetedness ta net capital

Ihe Company claims exemption from Rule 15c3-3 of the Securities Exchange Act of 1934 under the provisions 01

paragraph k2

In accordance with the disclosure requirements of SEC Rule 7a-5d4 there were no material difkrenecs between the

audited computation of net capital and the Cornpanys corresponding Pail llA of its quarterly Financial and Operational

Combined Uniform Single Report at December 31 2013

Sec independent auditors report on supplementary information
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highland CapiIsl Funds Dixtribulor In
Dallas Texas

Reporl ot Independent Auditors on

Internal Control Required

By SEC Rule 17a-5

December 31 2013



PAYNE SirniLLC

Ceiiificd Public Accountants

February 24 2014

CONFIDENTIAL

lo the Board of Directors of

Highland Capital Funds Distributor Inc

In planning and performing our audit of the financial statements and supplemental schedule of Highland Capital Funds

Distributor Inc Company as of and for the year ended December 31 2013 in accordance with auditing standards

generally accepted in the United States of America we considered the Companys internal control over financial reporting

internal control as basis for designing our auditing procedures for the purpose of expressing our opinion on the financial

statements hut not for the purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we do not express an opinion on the effectiveness of the Companys internal control

Also as required by Rule 17a-5gI of the Securities and lxchangc Commission SEC we have made study of the

practices and procedures iolloed by the Company including consideration of control activities for safeguarding securities

lhis study included tests of such practices and procedures that we considered relevant to the objectives stated in Rule 7a-

5g in making the periodic computations of aggregate indebtedness or aggregate debts and net capital under Rule 7a-

3a II and for determining compliance with the exemptive provisions of Rule 5c3-3 Because the ompany does not

carry securities accourts for customers or perform custodial functions relating to customer securities we did not rcvie the

practices and proccdurs followed the Company in an of the following

Making quarterly securities examinations counts verifications and comparisons and recordation of dit1rcnces

required by rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of Federal Reserve

Regulation of the Board of Governors of the Federal Reserve System

the management of the Company is responsible for establishing and maintaining internal control and the practices and

procedures referred to in the preceding paragraph In
fulfilling these responsibilities estimates and judgments by

management are requi ed to assess the expected benefits and related costs of controls and of the practices and procedures

ref rred to in the preceding paragraph and to assess whether those practices and procedures can be expected to achieve the

SFCs previously mentioned objectives Two of the objectives of internal control and the practices and procedures arc to

provide management with reasonable hut not absolute assurance that assets for which the Company has responsibility are

safeguarded against loss from unauthorized use or disposition and that transactions are executed in accordance with

managements authoriiation and recorded properly to permit the preparation of financial statements in accordance with

generally accepted accounting principles Rule 17a-5g lists additional objectives of the practices and procedures listed in

the preceding paragraph

Because of inherent hinitations in internal control or the practices and procedures referred to above errors Or fraud may
occur and not he detected Also projection of an evaluation of internal control to fhttire periods is subject to the risk that

controls inas become inadequate because of changes in conditions or that the effectiveness of their design and operation

may deteriorate

defIciency in inkral control exists when the design or operation of control does not allow management or employees

in the normal course of performing their assigned functions to prevent or detect misstatements on timely basis

significant deJicieacc is deficiency or combination of deficiencies in internal control that is less severe than material

weakness yet important enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that there is reasonable

possibility that materal misstatement of the Companys financial statements will not he prevented or detected on timely

basis

5952 Royal Lane Suite 158 Dallas TX 75230 214 363-9927 Fax 214 363-998



The Board of Eirectors

Highland Capital Funds Distributor Inc

Februar 24 2014

Our consideration of internal control was for the limited purpose described in the first and second paragraphs and would not

nccessaril identify all deficiencies in internal control that might be material wea We did not idcntifv any

deficiencies in internal control and control activities for satŁuarding securities that we consider to he material eaknesscs

as defined above

We understand that practices and procedures that accomplish the objectives refrred to in the second paragraph of this report

are considered by the SFC to he adequate for its purposes
in accordance with the Securities Ixchangc Act of 1934 and

related regulations and that practices and procedures that do not accomplish such objectives in all material respects indicate

material inadequacy thr such purposcs Based on this understanding and on our stud we believe that the Companys

practiee and procedures as described in the second paragraph of this report were adequate at December 31 2013 to meet

the SFCs objectives

This report is intended solely for the information and use of the Companys Board of Directors and Stockholder the SlC

the National Association of Securities Dealers Inc. FINRA and other regulatory agencies that rely on Rule 17a-5g under

the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers and is not intended to he and

should not he used by anyone other than these specified parties

Very truly yours

44r


