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OATH OR AFFIRMATION

I, David Klos . swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the

firm of Highland Capital Funds Distributor, Inc. ,as
of December 31 2017 , are true and correct. [ further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any
account classified solely as that of a customer, except as follows:
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(b) Statement of Financial Condition. April 15, 2019

(¢) Statement of Income (L.oss).
(d) Statement ol Changes in Financial Condition.

(e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprictors' Capital.
(B Statement of Changes in Liabilities Subordinated to Claims ol Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(i) Information Relating Lo the Possession or Control Requirements Under Rule 15¢3-3.

(i) A Reconciliation. including appropriate exp lanation of the Computation of Net Capital Under Rule

I N A

15¢-3-1 and the Computation for Determination of the Reserve Requirements Under Exhibit A of Rule
15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with

respect to methods of consolidation.
(1) An Oath or Affirmation.
(m) A copy of the SIPC Sﬁpplemcntal Report.

(n) A report describing any material inadequacies found to exist or found to have existed since the

[« I« I«

date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.1 7ua-3(e)(3).



HIGHLAND CAPITAL FUNDS DISTRIBUTOR, INC.

Page(s)
Report of Independent Registered Public Accounting FirMl ... ere e e !
Audited Financial Statements
BALANCE SHEEL L.vuitviiitiirii i ear b b a4ttt et e e AR ena et ena e e a bt e b 2
SEALSIMENT OF IICOMIE vttt s bbb er bbb e eh R ebsas s a et s s b e st bt b et s baebeban st s ensebasresanbiess 3
Statement of Changes in StoCKROIAEI™S EQUILY ..ieiviiiieiiemieireiiniinssnisosin s seseoseeessserssssssss e ssesessessesstevssessssssne 4
StatemMent 0F Cash FIOWS v...ccviviiiriiiiiiciitiiis ettt st bt bs b sttt as b s st sbes s st bas b st enb et ensesseaesrassaeseseeae 3
Notes to Financial Stalements. ... ssssns s 6-12

Supplemental INFOrmMation. ... ...ttt e a et e e e 13-14



pwc

Report of Independent Registered Public Accounting Firm
To the Board of Directors and Stockholder of Highland Capital Funds Distributor, Inc.
Opinion on the Financial Statements

We have audited the accompanying balance sheet of Highland Capital Funds Distributor, Inc. as of
December 31, 2017, and the related statements of income, of changes in stockholder’s equity and cash
flows for the year then ended, including the related notes (collectively referred to as the “financial
statements”). In our opinion, the financial statements present fairly, in all material respects, the financial
position of the Company as of December 31, 2017, and the results of its operations and its cash flows for
the year then ended in conformity with accounting principles generally accepted in the United States of
America,

Basis for Opinion

These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on the Company’s financial statements based on our audit. 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 Company 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 audit of these financial statements 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 audit 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 audit 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 audit provides a reasonable basis for our opinion.

Supplemental Information

The accompanying information contained within Schedules I and II is supplemental information required
by Rule 17a-5 under the Securities Exchange Act of 1934. The supplemental information is the
responsibility of the Company’s management. The supplemental information has been subjected to audit
procedures performed in conjunction with the audit of the Company’s financial statements. Our audit
procedures included determining whether the supplemental information reconciles to the financial
statements or the underlying accounting and other records, as applicable, and performing procedures to
test the completeness and accuracy of the information presented in the supplemental information. In
forming our opinion on the supplemental information, we evaluated whether the supplemental
information, including its form and content, is presented in conformity with Rule 17a-5 under the
Securities Exchange Act of 1934. In our opinion, the information contained within Schedules I and II is
fairly stated, in all material respects, in relation to the financial statements as a whole.

P sroms Congen LI

Dallas, Texas
February 23, 2018

We have served as the Company's auditor since 2014.

PricewaterhouseCoopers LLP, 2001 Ross Avenue, Suite 1800, Dallas, Texas 75201
T: (214) 999 1400, F: (214) 754 7991, www.pwc.com/us



HIGHLAND CAPITAL FUNDS DISTRIBUTOR, INC.

Balance Sheet
As of December 31, 2017

(In Thousands)

Assels
Cash and cash equivalents $ 1,830
Segrepated cash 27
Investments in marketable securities, at fair value (cost $865) 698
Receivables from affiliates 1,438
Fixed assets, net of accumulated depreciation of $11 4
Income tax receivable 124
Prepaid expenses 9
Deferred tax asset 80

Total asscts $ 4,210

Liabilities and S tockholder's Equity

Liabilities
Accounts payable 3 40
Amounts payable on behalf of the 12b-1 Plan 27
Pay able to affiliates 401
Accrued and other liabilities 688
Total liabilities 1.156
Stockholder's equity 3,054
Total liabilities and stockholder's cquity $ 4,210

See¢ accompartying notes to financial statements.
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HIGHLAND CAPITAL FUNDS DISTRIBUTOR, INC.

Statement of Income
For the Year Ended December 31, 2017
(In Thousands)
Revenue:
Marketing and administrative services
M anaging broker dealer fees

Underwriter commissions
Dividend income

Total revenue
Expenses:
Compensation and benefits
Professional fees

Shared services expenses
Other operating expenses

Total expenses
Income before unrealized ap preciation on investments in marketable securities
Unrealized depreciation on investments in marketable securitics
Income before income tax expense
Income tax expense

Net income

See accompanying notes to financial statements.

"
-3

$ 8,247
448
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8,869

7,289
241
734
265

8,529

$ 144



HIGHLAND CAPITAL FUNDS DISTRIBUTOR, INC.

Statement of Changes in Stockholder’s Equity
For the Year Ended December 31, 2017

(In Thousands)

Common Paidin Retained
Stock Surplus Earnings Total
Balances, December 31, 2016 $ 4 $ 452 3 2,454 3 2.910
Net income - - 144 144
Balances, December 31, 2017 $ 4 $ 452 $ 2.598 $ 3.034

Sce accompanying notes o financial statements.
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HIGHLAND CAPITAL FUNDS DISTRIBUTOR, INC.

Statement of Cash Flows
For the Year Ended December 31, 2017

(In Thousands)

Cash flows from operating activities:

Net income $ 144
Adjustment to reconcile net income to cash and cash equivalents provided by operating acivities:
Depreciation 3
Net change in unrealized depreciation on investments in marketable securitics 37
Dividend income received in-kind (35)
Changes in assets and liabilities:
Segregated cash 27
Receivables from affiliates (217)
Deferred tax asset (42)
Prepaid expenses (3)
Income tax receivable 136
Other asscts h
Amounts payable on behalf ol the 12b-1 Plan 27
Accrued and other liabilities 432
Net cash provided by operating activities 460
Net increase in cash and cash equivalents 460
Cash and cash equivalents
Beginning of year 1,370
End of year $ 1830
Supplemental disclosure of cash flow information:
Taxes paid during the year $ 59

Sce accompanying notes to linancial slatements.
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HIGHLAND CAPITAL FUNDS DISTRIBUTOR, INC.

Notes to Financial Statements

December 31,2017

Organization and Nature ol Business

Highland Capital Funds Distributor, Inc. (Company), a Delaware Corporation, is a wholly-owned subsidiary of Fightand
Capital Management Fund Advisors, L.P. (HCMFA), a mutual fund investment advisor.

The Company is a registered broker-dealer with the Securitics and Exchange Commission (SEC) and is a member of the
Financial Industry Regulatory Authority (FINRA).

The Company was incorporated in the State of Delaware on Junc 14, 2012 as Pyxis Distributors, Inc. Effective March 19,
2013, the Company changed its name to Highland Capital Funds Distributor, Inc. For the period from June 14, 2012 through
December 31, 2012 and for the period [rom January [, 2013 through November 19, 2013, the Company was in the development
stage, engaging in preparation of applications for regulatory approvals. raising of capital, linancial planning, systems
development, procurement of equipment and facilities, and recruiting activities. On November 20, 2013, the Company, upon
receiving all the necessary regulatory approvals, officially began operations.

The Company is the distributor and underwriter of the mutual funds advised by HCMFA and closed-end funds, a non-traded
business development company, Delaware statutory trusts, and other funds advised by NexPoint Advisors, L.P. (NexPaoiot).
The Company does not cngage in direct transactions with investors. The primary business activities of the Company arc
underwriting, wholesale fund marketing and distribution activities.

Significant Accounting Policies

Basis of Accounting

The accompanying financial statcments have been prepared in accordance with accounting principles generally accepted in
the United States ol America.

Lise of Estimates

The preparation of {inancial statements in conformity with generally accepted accounting principles requires management to
make cstimates and assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual
results could differ from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash held at U.S. and foreign banks, deposits with original maturitics of less than 90
days, and money market funds. Cash equivalents are carried at cost, which approximates market value. At December 31.
2017, the Company held cash balances at certain financial institutions in excess ol the federally insured limit of $0.3M. The
Company regularly monitors the credit quality of these institutions.

Investments in Marketable Securitics

Investments in marketable securities are classified as trading and carried at fair value. Unrealized gains or losses related to
trading securities are reported within the Statement of [ncome in the period they occur.

Recognition of Revenue

Marketing and administrative services revenues, managing broker dealer fees. and underwriter commissions are accrued and
recognized as they are earned.

-6-



HIGHLAND CAPITAL FUNDS DISTRIBUTOR, INC.

Notes to Financial Statements

December 31, 2017

Income Taxes

The Company accounts for income taxes under the liability method. Delcrred tax assets and liabilities are recognized lor the
future tax consequences attributable to differences between the statement ol financial condition carrying amounts of existing
assets and liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using the enacted tax rates
in the years in which those temporary differences are expected to be recovered or settled. When applicable, a valuation
allowance is established to reduce any deferred tax asset when it is determined that it is more-likely-than-not that some portion
of'the deferred tax asset will not be realized.

Benefits from uncertain tax positions are recognized in the statement of financial condition only when it is more-likely-than~
not that the tax position will be sustaincd upon examination by the appropriate taxing authority having full knowledge of all
relevant information, A tax position that meets the more-likely-than-not recognition threshold is measured at the largest
amount of cumulative benefit that is greater than fifty percent likely of being realized upon ultimate settlement, Tax positions
that previously failed to meet the more-likely-than-not recognition threshold are recognized in the reporting period in which

that threshold is met. Previously recognized tax positions that no longer meet the more-likely-than-not recognition threshold
are derecognized in the reporting period in which that threshold is no longer met. The Company has not recorded any liability

for uncertain tax positions.
As of December 31, 2017 the Company had a deferred tax asset of $0.1M.
Fixed Assets

Fixed assets are carried at cost, less accumulated depreciation. Depreciation is provided using the straight-line method over
the estimated useful life of the assets.

3. Investments in Marketable Securitics
Detailed below is a summary of the Company’s held for trading investments at December 31, 2017:
(in thousands) Fair
Cost Value
Mutual funds $ 865 $ 698
Total investments $ 865 $ 698
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HIGHLAND CAPITAL FUNDS DISTRIBUTOR, INC.

Notes to Financial Statements

December 31,2017

Fair Valuce of Financial Instruments

Fair Value Measurement ‘
U.S. GAAP defines fair value as the price an eatity would receive to scll an asset or pay to transfer a liability in an orderly
transaction between market participants as of the measurement date, The standard requires fair value measurement techniques
to reflect the assumptions market participants would use in pricing an asset or liability and, where possible, to maximize the
use of observable inputs and minimize the use of unobservable inputs. It also establishes the following hierarchy that prioritizes
the valuation inputs into three broad levels:

e Level | - Valuation based on unadjusted quoted prices in active markets for identical assets and liabilitics that the
Partnership and the Consolidated Investment Funds have the ability to access as of the measurement date. Valuations

utilizing Level | inputs do not require any degree ol judgment.

¢ Level 2 - Valuations based on (a) quoted prices [or similar instruments in active markets; (b) quoted prices for identical
or similar instruments in markets that are not active that are reflective of recent market transactions; or (c) models in
which all significant inputs are observable, either directly or indirectly.

e  Level 3 — Valuations based on indicative quotes that do not reflect recent market transactions and models or other
valjuation techniques in which the inputs arc unobservable and signilicant to the fair value measurement, which includes
situations where there is little, it any, market activity for the asset or liability.

As ol December 31, 2017, the Company’s investments consisted entirely of mutual funds which are valued based off of

unadjusted quoted prices.

The Company categorizes investments recorded at fair value in accordance with the hicrarchy established under U.S. GAAPD.
All of the Company’s investiments at December 31, 2017 are classified as Level | positions.



HIGHLAND CAPITAL FUNDS DISTRIBUTOR, INC.

Notes to Financial Statements

December 31. 2017

5. Fixed Assets

Fixed assets are comprised of the following as of December 31, 2017:

(in thousands)

Computer and equipment $ 15
Accumulated depreciation an
b 4

The Company depreciates fixed assets as follows:
Period

Computer and equipment 5

<

ears

6. Income Taxes
Components of the income taxes for the year ended December 31, 2017 arc as [ollows:

(in thousandls)

Current;
Federal $ 174
State 27
Total current ‘ 201
Deferred:
Federal (33)
State (9)
Total deferred (42)
Tolal provision for incomes taxes $ 159

A reconciliation between the amount of the reported provision for income taxes and expected income tax (computed by
multiplying the statutory federal income tax rate (34%) times income before provision for income taxes) is as follows:

(in thousands)

Expected pravision for income taxes $ 103
Remeasurement ol net delerred lax asset 55
Other (10)
Nondeductible expenses 2
State income taxes ()]
Provision for income taxes $ 141



HIGHLAND CAPITAL FUNDS DISTRIBUTOR, INC.

Notes to Financial Statemenis

December 31. 2017

The net deferred tax benefit for the year ended December 31, 2017 includes the impact of the Tax Cuts and Jobs Act, which
was enacted into law in December 2017, Remeasurement of deferred taxes is required in the period that law is enacted 1o
change tax rates. The Tax Cuts and Jobs Act reduced the Company's corporate tax rate [rom 34% to 21%.

The components of delerred tax assets and liabilities arc as follows:

(in thousancdls)

Deferred Tax Assets

Capital assets $ 41
Accrued expenses St
Depreciation and amortization 2
Total deferred tax assets 124
Valuation allowance “@n
Deferred tax assets, net of valuation allowance $ 83
Deferred Tax Liabilities
Accrued expenses (2)
Depreciation and amortization €h]
Total deferred tax liabilitics (3)
Net deferred tax assct § 80

Deferred tax assets are primarily the result of tax deductions for the Company’s delerred compensation plans. The Company
has awarded bonuses to cligible employees which will not be deducted for tax purposes untit payment is made, This temporary
liming difference gencrates deferred taxes. The Company's accrued expenses also generate delerred taxes because the
Company’s tax deductions are lower than the expense recorded (or {inancial statement purposes.

The Company is subject to UJ.S. federal income tax examinations by tax authorities for years since inception.

Related Party Transactions

The Company has entered into a Shared Services Agreement (Agreement), as most recently amended April 10, 2013, with
HCMFA, a related party. During the term of the Agreement, HCMFA will provide to the Company certain shared services,
including without limitation, all of the (i) finance and accounting services, (ii) human resources services, (iii) marketing
services, (iv) legal scrvices, (v) corporate services, (vi) information technology services, and (vii) operations services. The
actual cost of such services will be allocated bascd on specific identification of such costs or a pereentage ol such costs between
the Company and HCMFA, plus an applicable margin, and will be billed monthly. The term of the Agreement shall
automatically renew [or successive one year periods, unless cancelled by ecither party upon at least 60 days advance writien
notice. During the year cuded December 31, 2017, the Company was allocated and expensed approximately $0.7M, which is
included in the “Shared scrvices™ expenses financial statement line item.

The Company derives a signiticant portion of its income on marketing and administrative services it performs for and on
behalf of HCMFA and Nexpoint Advisors, L.P. (NPA). The actual cost of such services will be allocated, plus an applicable
margin, and will be billed monthly. During the year ended December 31, 2017, the Company derived approximately $8.2M
in income, which is included in the “Marketing and administrative services™ financial statement line item.

The Company scrves as the principal underwriter for, and ollers for sale on a continuous basis, each of NPA's Delawarce
statutory trusts. A portion of the Company’s income is derived from managing broker dealer fees collected in relation to
serving as the principal underwriter. During the year ended December 31, 2017, the Company derived approximately $0.4M
in income, which is included in the “Managing broker dealer fees” financial statement line item.

The Company serves as the principal underwriter for, and offers for sale on a continuous basis, cach o HCMFA's and NPA's
advised funds. A portion of the Company’s income is derived [rom underwriter commissions collected in relation to serving
as the principal underwriter. During the year ended December 31, 2017, the Company derived approximately $0.1M in income,
which is included in the “Underwriter commissions” financial statement line item.

The Company’s held for trading investment is held in a mutual fund managed by an affiliate of the Company.

-10-
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HIGHLAND CAPITAL FUNDS DISTRIBUTOR, INC.

Notes to Financial Statements

December 31, 2017

In the normal course ol business, the Company typically paysexpenses related to marketing ol'managed funds. The company
will receive payment as reimbursement for paying the expenses on behalf of the respective funds, including 12b-1 related
expenses. As of December 31, 2017, approximately $1.4M in reimbursable expenses were due from various affiliated funds
and entitics for these expenses, and is included in “Receivables trom alfiliates” in the accompanying Balance Sheel.

A summary of receivables from and payables to alfiliates at December 31. 2017 is as follows:

Receivables rom affiliates:

12b-1 [ces $ 242
Trans(er pricing from HCMFA 484
Due from NexPoint Capital 513
Due from other affiliated entities 199
Total receivables from aftiliates 1,438

Due to affiliates:

Due to NexPoint Advisors 287
Due to other aftiliates 114
Amounts pay able on behalf of the 12b-1 Plan 27
Total due to afliliates 428
Net receivable from aftiliates § 1010

Segregated Cash

The Company scrves as Administrator to a 12b-1 Plan (the “Plan™) adopted by the mutual funds advised by HCMFA, The
Company collects 12b-1 fees [rom the mutual funds to be disbursed lor future eligible marketing and distribution costs of the
Plan. These amounts arce reported as “Segregated cash™ and “*Amounts payable on behall of the 12b-1 Plan™ on the Balanee
Sheet.

Emplovee Benefits

The Company, together with its parent company and other altiliates, has a noncontributory profit sharing plan integrated with
a contributory 401(k) employee benefit plan (Plan) covering substantially all employees. Employees generally become
eligible in the Plan upon attainment of the age of 21, with entry dates of January | and July I of each year. Under the Plan.
the Company may contribute, at their discretion and subject to annual limitations, certain amounts in the form of matching,
profit sharing and/or qualified non-elective contributions. Plan expense for the year ended December 31, 2017 was $0.2M
and is included in the “Compensation and benefits” financial statement line item.

Commitments, Guarantees and Contingent Liabilities

in the normal course of business the Company may enter into contracts which provide general indemnilications and contain a
variety of presentations and warranties that may expose the Company to some risk of loss. The amount of future losses arising
from such undertakings, while not quantifiable, is not expected to be signiticant.

-11-
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HIGHLAND CAPITAL FUNDS DISTRIBUTOR, INC.

Notes to Financial Statements

December 31, 2017

Regulatorv Requirements

The Company is required by Rule 15¢3-1 of the Securities Exchange Act of 1934 to maintain minimum net capital as defined,
which is the greater of $50,000 or 6.67% of total aggregate indebtedness.

At December 31, 2017, the Company had total net capital and total aggregate indebtedness, as defined, of approximately
$1.4M and $1.2M, respectively, resulting in a ratio of aggregate indebtedness to net capital of 0.9 to 1.0, Total net capital was
approximately $1.3M above the minimum required net capital of approximately $0.1M.

The Company is claiming an exemption from Rule 15¢3-3 of the 1934 Act in accordance with section (k)(1) of such rule.
Under this exemption, the Company is not required to maintain deposits in special reserve accounts or compute required
deposits in accordance with the reserve formula specified in Rule 15¢3-3.

Customer Protection, Reserves and Custody of Securities

The Company does not hold customer accounts, funds, or securities.

Subsequent Event
The Company has performed an evaluation of subsequent events through February 23, 2018, which is the date the financial

statements were available to be issued, and has determined that there are no material subsequent events that would require
disclosure in the Company’s financial statements.

-12-



HIGHLAND CAPITAL FUNDS DISTRIBUTOR, INC.

SUPPLEMENTAIL SCHEDULES

Supplemental Schedule 1
Computation of Net Capital under SEC Rule 15¢3-1
December 31, 2017

(In Thousands)

Computation of Net Capital under Rule 15¢3-1

Net capital:
Total stockholder's cquity $3.054

LLess non-allowable assets:

Receivables from aftitiates 1,438
Other assets 138
Deferred tax asset ' 80
Net capital prior to haircuts on securities positions 1,398
Less haircuts on securitics positions 63
Net capital as defined by Rule 15¢3-3 1,335
M inimum net capital required 77
Excess net capital 1.258

Aggregate indebtedness:

Accounts payable and accrued expenses 1,156
Total aggregate indebtedness $1,156
Ratio of aggregate indebtedness to net capital 87%

Statement Pursuant to Paragraph (d)(4) of Rule 17a-5 of the Sccuritics and Exchange Commission

There are no material differences between the above computation and the unaudited Part [ Focus filed by the Company as ol
December 31, 2017.

- 13-



 HIGHLAND CAPITAL FUNDS DISTRIBUTOR, INC.

Supplemental Schedule Il
Computation for Determination of Reserve Requirements under SEC Rule 15¢3-3

December 31, 2017

The Company is exempt from rule 15¢3-3 per provision (k)(1).
Statement Pursuant to Paragraph (k)(1) per Rule 15¢3-3 of the Securities and Exchange Commission

There are no material differences between the above computation and the unaudited Part 1 Focus filed by the Company as of
December 31, 2017.

See independent auditors’ report on supplemental information.
-14-



HIGHLAND CAPSTAL

ot b i e ar bk i g ot

MANAGEMENT

Highland Capital Funds Distributor, Inc.’s Exemption Report

Highland Capital Funds Distributor, Inc. (the “Company”) is a registered broker-dealer subject to Rule
17a-5 promulgated by the Securities and Exchange Commission (17 C.F.R. §240.17a-5, “Reports to be
made by certain brokers and dealers”). This Exemption Report was prepared as required by 17 C.F.R. §
240.17a-5(d)(1) and (4). To the best of its knowledge and belief, the Company states the following:

(1) The Company claimed an exemption from 17 C.F.R. § 240.15¢3-3 under the following provision of
17 C.F.R. § 240.15¢3-3 (k): (1).

(2) The Company met the identified exemption provision in 17 C.F.R. § 240.15¢3-3(k) throughout the
period January 1, 2017 to December 31, 2017, without exception.

I, David Klos, swear (or affirm) that, to my best knowledge and belief, this Exemption
Report is true correct.

By:
Title: FinOp
Date: 2/23/2018
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Report of Independent Registered Public Accounting Firm
To the Board of Directors of Highland Capital Funds Distributor, Inc.

We have reviewed Highland Capital Funds Distributor, Inc.’s assertions, included in the accompanying
Highland Capital Funds Distributor Inc.’s Exemption Report, in which (1) the Company identified 17
C.F.R. § 240.15¢3-3(k)(1) as the provision under which the Company claimed an exemption from 17 C.F.R.
§ 240.15¢3-3 (the "exemption provision") and (2) the Company stated that it met the identified exemption
provision throughout the year ended December 31, 2017 without exception. The Company’s management
is responsible for the assertions and for compliance with the identified exemption provision throughout
the year ended December 31, 2017.

Our review was conducted in accordance with the standards of the Public Company Accounting Oversight
Board (United States) and, accordingly, included inquiries and other required procedures to obtain
evidence about the Company’s compliance with the exemption provision. A review is substantially less in
scope than an examination, the objective of which is the expression of an opinion on management's
assertions. Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to

management's assertions referred to above for them to be fairly stated, in all material respects, based on
the provisions set forth in paragraph (k)(1) of 17 C.F.R. § 240.15¢3-3.

rcdsiros Compon L1

Dallas, Texas
February 23, 2018

PricewaterhouseCoopers LLP, 2001 Ross Avenue, Suite 1800, Dallas, Texas 75201
T: (214) 999 1400, F: (214) 754 7991, www.pwc.com/us
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Report of Independent Accountants
To the Board of Directors of Highland Capital Funds Distributor, Inc.

In accordance with Rule 17a-5(e)(4) of the Securities Exchange Act of 1934 and with the SIPC Series 600
Rules, we have performed the procedures enumerated below, which were agreed to by Highland Capital
Funds Distributor, Inc. and the Securities Investor Protection Corporation (“SIPC”) (collectively, the
“specified parties”) with respect to the accompanying General Assessment Reconciliation (Form SIPC-7) of
Highland Capital Funds Distributor, Inc. for the year ended December 31, 2017, solely to assist the
specified parties in evaluating Highland Capital Funds Distributor, Inc.'s compliance with the applicable
instructions of the General Assessment Reconciliation (Form SIPC-7). Management is responsible for
Highland Capital Funds Distributor, Inc.'s compliance with those requirements. This agreed-upon
procedures engagement was conducted in accordance with attestation standards established by the Public
Company Accounting Oversight Board (United States) and in accordance with attestation standards
established by the American Institute of Certified Public Accountants. The sufficiency of these procedures
is solely the responsibility of the parties specified in this report. Consequently, we make no representation
regarding the sufficiency of the procedures enumerated below either for the purpose for which this report
has been requested or for any other purpose.

The procedures performed and results thereof are as follows:

1. Compared the listed assessment payments on page 1, items 2B and 2G of Form SIPC-7 with the
respective cash disbursement records entries, as follows:

a. Compared the listed assessment payments on page 1, items 2B and 2G of Form SIPC-7 in
the amount of $579.67 and $100.85 to check number 1276 and 1298 dated July 26, 2017
and February 20, 2018, respectively, and payable to the order of Securities Investor
Protection Corp., noting no differences.

2. Compared the Total Revenue amount reported on page 3 of the audited Form X-17A-5 for the year
ended December 31, 2017 to the Total revenue amount of $8,831,912 reported on page 2, item 2a
of Form SIPC-7 for the year ended December 31, 2017, noting no differences.

3. Compared any adjustments reported on page 2, items 2b and 2¢ of Form SIPC-7 with the
supporting schedules and working papers, as follows:

a. Compared additions on line 2b.7, “net loss from securities in investment accounts,” of
$1,927 to the trial balance, noting no differences.

b. Compared deductions on line 2c.1, “revenues from the distribution of shares of a
registered open end investment Companies or unit investment trust, etc., of $133,449 to
the trial balance detail of account 45506 for the year ended December 31, 2017, which
agreed to the audited Form X-17A-5 Statement of Operations for the year ended
December 31, 2017, noting no differences.

c. Compared deductions on line 2¢.8, “non-securities related revenue-generated from
transfer pricing,” of $8,246,711 to the trial balance detail of account 45505 and 45506 for

PricewaterhouseCoopers LLP, 2001 Ross Avenue, Suite 1800, Dallas, Texas 75201
T: (214) 999 1400, F: (214) 754 7991, www.pwc.com/us



the year ended December 31, 2017, which agreed to the audited From X-17A-5 Statement
of Operations for the year ended December 31, 2017, noting no differences.

4. Recalculated the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the
related schedules and working papers obtained in procedure 3, as follows:

a. Recalculated the mathematical accuracy of the SIPC Net Operating Revenues of $453,679
on line 2d on page 2 of the Form SIPC 7, and the General Assessment @ .0015 of $680.52
on line 2e on page 2 of the Form SIPC-7, noting no differences.

b. Recalculated the mathematical accuracy of the SIPC adjustments noted above in section 3
above, noting no differences.

¢. Recalculated the sum of total additions of $1,927 and total deductions of $8,380,160 as
reported on page 2 of the form SIPC, noting no differences.

d. Recalculate the sum of total payments of $579.67 made on line 2b of page 1 and the payment
of $100.85 made on line 2G on page 1 of the form, noting no differences.

We were not engaged to and did not conduct an examination or review, the objective of which would be
the expression of an opinion or conclusion, respectively, on the Company's preparation of Form SIPC-7 in
accordance with the applicable instructions. Accordingly, we do not express such an opinion or
conclusion. Had we performed additional procedures, other matters might have come to our attention
that would have been reported to you.

This report is intended solely for the information and use of management and the board of directors of

Highland Capital Funds Distributor, Inc. and the Securities Investor Protection Corporation and is not
intended to be and should not be used by anyone other than these specified parties.

Dallas, Texas
February 23, 2018



SECURITIES INVESTOR PROTECTION CORPORATION
P.O. Box 92185 %%sgi;‘gtgé\doo.c. 20090-2185

General Assessment Reconciliation

SIPC-7

(35-REV 6/17)

SIPC-7

(35-REV 6/17)

For the fiscal year ended =~ ' ——
{Read carelully the instructions in your Working Copy before completing this Form)

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

WORKING COPY

1. Name of Member, address, Designated Examining Authorily, 1934 Act registration no. and month in which fiscal year ends lor
purposes of the audit requirement of SEC Rule t7a-5:
Note: If any of the information shown on the
069128 FINRA DEC | mailing label requires correction, please e-mail
Highland Capital Funds Distributor, Inc. i“‘n"dﬁc‘;"l;’i%“l"h":[L°r;1°;g‘e%’5'9°-°rg and so
300 Crescent Court; Ste 700 '
Dallas, TX 75201 Name and telephone number of person to
contact respecting this form,
| | David Kios 972-628-4100
2. A. General Assessment {Item 2e from page 2) $680'52
B. Less payment made with SIPC-6 filed (exclude interest) { 579.67 )
712612017
Date Paid
C. Less prior overpayment applied { 0 )
D. Assessment balance due or (overpayment) 100.85
E. Interest computed on late payment (see instruction E) for______ days at 20% per anpum 0
F. Total assessment balance and interest due {or overpayment carried forward) $100'85
G. PAYMENT: v the box
Check mailed to P.O. BoxFunds Wiredl:] 100.85
Total (must be same as F above) $ :
H. Overpayment carried forward $(0 )

3. Subsidiaries (S) and predecessors (P) included in this form {give name and 1934 Act registration number):

The SIPC member submitting this form and the
person by whom it is executed represent thereby i i iatri

that all intarmation contained herein is true, correct nghland'ﬁ:apltal Funds Distributor, Inc.
and complete.

artrersten or other ergamization)

SAninonze Sigrature

Dated the 20 gay of FEbIUATY 2018 FinOp

{Title)

This form and the assessment payment is due 60 days after the end of the fiscal year, Retain the Working Copy of this form
for a period of not less than 6 years, the latest 2 years in an easily accessible place,

= Dates:

= Postmarked Received Reviewed

tad

E Calculations Documentation Forward Copy
x v

e Exceplions:

a.

o Disposition of exceptions:



DETERMINATION OF “SIPC NET OPERATING REVENUES”

AND GENERAL ASSESSMENT

item No.

2b. Additions:

2¢. Deductions:

Amounts for the fiscal period
beginning vi=ze17
and ending 12amn

Eliminate cents

2d. SIPC Net Operating Revenues

2a. Total revenue (FOCUS Line 12/Part liA Line 9, Code 4030) $8,831,912
(1) Total revenues from the securities business of subsidiaries (except foreign subsidiaries) and 0
predecessors not included above.
(2) Net loss from principal transactions in securities in trading accounts. 0
{3) Net loss from principal transactions in commodities In trading accounts. 0
{4) Interest and dividend expense deducted in determining item 2a. 0
{5) Net loss from managemenl of or participation in the underwriting or distribution of securities. 0
{6) Expenses other than advertising, printing, registration fees and legal fees deducted in determining net 0
profit from management of or participation in underwriting or distribution of securities.
(7) Net loss from securities in investment accounts. 1,927
Total additions 1,927
(1) Revenues fram the distribution of shares of a registered open end investment company or unit
investment trust, from the sale of variable annuities, from the business of insurance, from investmant
advisory services rendered to registered investment companies or insurance company separate 133 449
accounts, and from transactions in security futures products. ( ) )
{2} Revenues from commodity transactions. 0
{3) Commissions, floor brokerage and clearance paid to other SIPC members in connection with 0
securities transactions.
(4) Reimbursements tor postage in connection with proxy solicitation, 0
(5) Net gain from securities in investment accounts.
{6) 100% of commissians and markups earned from transactions in (i) certificates of deposit and
(ii) Treasury bllls, bankers acceptances or commercial paper that mature nine months or jess 0
from issuance date.
{7} Direct expenses of ptinting advertising and legal fees incurred in conneclion with other revenue 0
related to the securities business {revenue defined by Section 16{3)(L) of the Acl).
(8) Other revenue not related either directly or Indirectly to the sacurities business.
(See instruction C):
Non-securities related revenue generated from Transfer Pricing (8,246,711)
{Deductions in excess of $100,000 require documentation)
{9) (i) Total interest and dividend expense {(FOCUS Line 22/PART IIA Line 13,
Code 4075 plus line 2b{4) above) but not in excess 0
of lotal interest and dividend income. $
{ii) 40% ot margin interest earned on customers securities 0
accounts (40% of FOCUS line 5, Code 3960). $
Enter the greater of line (i) or (ii) 0
Total deductions (g\' 7)80\ “@0)
s 453,679
2e. General Assessment @ .0015  Rate effective 1/1/2017 $ 680.52

(to page 1, fine 2.A.}



SIPC-7 Instructions
‘This form i5 ta be liled by all members of the Securities Invesltor Protection Corporation whose fiscal years 2nd in 2017 ang annually
therealter, The farm logether with the payment is-due na laler than 60 days alter the end of the fiscal year. or after membersaip
termination, Amounts réported herein must te readlly retongilable with the member's records and the Securities and Exshange
Gommission Rule 17a-6 report. tiled. Guastions pertaining to this'lorm should be diresfed to $IPT via g-mail at ferm@aips.org o1

by 'a’emonu g 202- 3:1 #aoq,

A. For:the purposes of this form, the term “SIRC Net
‘Operating Revenues® shall mean gross revenues from Lhe
‘secufities business as defined in of parsuant 1o the appl:cabie
sections ol the Securities Investor Protection Act of 1970
(*Act*) and Arficle: 6 of SIPC's'bylaws (see.page 4}, less ftem
2¢(9) on page 2.

B. Gross revénues of subsidiarigs, eXcep! foreign
subsidiaries, are réquired 1o ba included in SIPC Ne!
Operaling Revenues on a consolidated basis except for 2
subsidiary liling separately as explained hereinafter.

It d subsidiary was required lo file a Rule 17a-5 annual
audited statemant of inconie separately and is alsoa SIPC
member, then such subsidiary must itself fite SIPC-7, pay the
assessment, and should net-be consolidated in your SIPC-7,

S1PC Nel Operatlng Revenues of a predecessor member
which are. fof included in item 2a were nhot reported
separalely and the SIPC aésessmenis weré riof paid thereon
by such predecéssor. shall be included in item 2b{1).

¢. Your General Assessmen! shauld be computed as lollows:

(1) Line 2a For the applicable perigd @nter tatal revenue

based upon amounts reporied in your Rule 172-5 Anriual
Audited Statément of Income prepared in ‘corformity with
genérally dccepted. accounling principles dpplicablé to

securities brokers and dealers. or if exempted from that

rule, use X-17A-5 (FOCUS Report) Line 12, ‘Cade 4030,
(2 é,i;ummmz,s, The purpose of the adwstmenis on page 2

is to determine SIPC Net Operating Revenues.

(a) Additigns Lines 2b{1} through 2b(7) ‘assure thal

assessable income and gain items of SIPC Nel.

Cperating Revenues aré totaled, unredicad by any
lo'sses (6.9., ilanetloss was incuired for tha period
from all transactions in trading account secufitiés,
that net loss does not reduce other assessable
revenues). Thus, fine 2b(4) viould include alf shiort
dividend and interest paymenis including those
incurred in revefse conversion accounis, rebates
an stoek loan posmons arid- repo inlerest. which
have been nelted in determining line 2{a),

(b) Qaductipng Ling 2¢(1) through line 2¢(9) are sither
provided for in the slatue, as in deduction 20(1) orare
altowed to'arrive at.an assessment base consisiing of
fiet-operating revenues froft the securities businéss.
For example, line 2¢(9) allows for a deduction of
either the talal of interest and dividend expense {not
te excead interest and dividend. income), as reposted
on FOCUS line 22/PART NA line 13 (Code. 4075}, plug
line 2b{4) or 40% of inierest edrned on customers’
secutities accounts {40% of FOCUS Line § Code
3960). Be certain to camplete both line (i) and (ii),
entering thé.greater of the two in the far right column;
Dividends: paid lo shafeholders are riot considered
"Expense" and thus are not 1o be included in the
deduction. Likewise, Interest and dividends: paid to
partners pursuani to the partnership agresments
would alse not be deducted.

it the amouni reported on ling, 2¢ (8} aggregates.

to $100.000 or greater, supporting documeniation
niust accampany ‘he form that identifies these
deductions.  Examplés of support [nfarmalion
include; contractual agreements, grospectuses,

and limiled parinership decumenlation,

{iy Delerminge your SIPG Net Operaling Revenuss,
item 2d, by adding to item 23, the tolal of item 2h,
and deducting the tolal o) m,m 2¢.

(iiy Multiply SIPC Net Operaling Revenues by the
applicable rate. Enter ihe tesulling amouni ia ilem
2a and on fing 2A-0f page. 1.

(i} Enter on lins 28 the assessment ¢
on the SIPC-B previously filed.

(iv) Subtract fine 28 and 2C from ling 24 and enfer the
ditferente on line 2D. This is the balarce due for
the period.

(v) Enter inferest computed on late payment [if
applicable) on ling 2E.

(vi) Eniér the lotal due on line 2F anpd the payment of
the amount due on line 2G!

{vii} Enter overpayment carried forward (i any) on
line 2H.

a5 reilacied

D. Any SIPC member which is alsa a bank {as dnt‘med in
the Securilies. Exchange Acl of ¥634) may exciude ! from SIPG
Net Operating. Revenues dividends and interes! received ca
securities. in its mvestmeril accounts to the exfent that it
can demonsirate 1o SIPC’s satisfagtion that such segurities
are, held, and such dividends and iniereal are raceived,
solely in connection with its cpcral ons-as a hank and not in
sonhection with its operations asd broker, dealei-or mémber
of a national securities exchange, Any member who excludes
from SIPC Net Operating Revenues any dividends or inferest
pursiant to the preceding sentence shall file. with this form
a supplementary statement setiifig forth the amoual 80
excluded and proof of its entillemént to such. exclusion.

ayzrbie ur»der %ectxon £ of H e Au nas nol Lceu naalmarued
within 15 days afler the due date theteof, the member shall
pay, in addition to the antount of the assessmeént, inferes!
at the rafe of 20% per annum on the unpmc portinn of the

~gssessment for each day it has been ovardue.

F. Secdrities. and Exchangs Co‘mmisS’rq'r‘. Rulé: 17a-5(s}
{4) fequires those who dre nol esempted ! from the audir
requirement of the rule. and whosz gross revanyes are in
sxcess of $500, 900 to flle a supplemental mdnperﬂent public

accountants céport covering this SIPC-7 no later than 60 days

after their fiscal year ends.

Mafl this completed torm 1o SIPGC together with a
check for the amount dué, made payable to SIPC,
using the enclosed return PO BOX envelope or wire

the anment fo:

Bank Name: Citibank;, New York

Swift: CITIUS33

ABA#: 021000089

Account Number:. 30801482

Address! 111 Wall Street, New York, New York 10043 USA
On the wire identify the name of the firm and its SEC
Registration 8-# and label it as. “for assessment,”

Please fax a copy of the assessment form fo (202)-371-6728
ot e-mail a copy to form@sipe. org on the samé day as the

wire,



From Section 16(9} of the Act:

The:term “gross r¢venuds from the securitigs business” means tha sum of {but without dUphmtaorl-—

(A) cimmissions earned in connection with lransactions in securities effectad for customers as agent {(a e: o! commiszions pald
¢ oihet brokers a_nd dealers in connection with such transactions) and markups’ with fespect to purchases or sales ¢! secutities

as pnnmpal
{B) charges. fof ‘executing 'orcle‘,a‘ri'ng transactions in gecurities for other brokers and dealers:
(C) the net realized gain, il any, from principal transactions. in securitigs in trading accounts:
(D) the net profit, it any, fram the managemenl of dr participation in the underwriting or distribution of securities:
{) intgrast garned on customers' securitias accounts;

(F) iees lor Invasiment advisory services (nxcep! when renderéd o ohe of mote 1egz-'tmed invasiment compamos S0 insurance
company separate accounts) or account supervision with respéct to secyrilies;

{G) fees for-the solichation of proxie’s;with respect {0, or tenders or exchanges:ol, securilies;
(H) income from service.charges or other surcharges with respect to sequrifies;

(1} excepl as otherwise provided by rule of the Commission, dividends and inferest recaived on securities in invasimen! sc-
counts of the broker or dealer;

{J} Tees in connection with-put, call. .and other options transactions in securities;

(K} commisslons earned lor [ransact:ons in (1] certificates.af deposit, and {:1) Treasury bills, bankers acceptances, o -comner-
cial paper which have a malurity al the.time of isswrarice of not ex¢eeding nins. months, exclusive of days ol grace; ofr any renewal
thersof, the maturity of which is Iikewise limiled, except that SIPC shall by bylaw include in the aggregale ‘of gross revenuss only
ar appropriate percentage of such commissions based on SEPC's loss experience with respeet to such instruments over al least
the praceding tive years; and

[L} lees and olher income [rom such other categeries ¢t the sacuiitigs business as SIFC shall providé by bilaw.

Such rerm include révenuas earned by a broker or dealer in-connection with a-transaclion in the poriolid margining dcsount of
-a.customer carried as securities accounts pursuant to. a pa'itolm margining program approved by the Commission: Such tarm doe;
nol include fevenues receéived by a broket or deale incarinection with tha dnlrlbuhon of shares. oi a registered onzn e mue

ment company or unil invesiment trusl or revenuves derived by a broker or dealer irom the sales of variablg anauitizs..iha i—
ness of insurande, ¢r transactions in security Fulurés produéts.

From Section 16(14) of the Act:

The term “Secusity” means any note, stock, treasury stogk, bond, debenture, evidsnce of indebtsdness, any collateral irust cedirfigale,
prearganization cerlilicate gr subscription; transferable share, voiing frust ceniilicate, cerfiticala ol deposit, certificats of daposit for
a security, or-any securily future as (hat larm is defined fn séction 780(1}(55){;\: of ths title, any-investinéni coptract of ce,mzcale

ol intersst or paiticipation in any prom shaiing agreemeiit or in any oil, gas or mineral royally-or jease (il such investment cenlract
or interes! is the subject of a reglsiralron statemén! with lhe Commls..wn pussuanl to the pravisions of the Sacuritias Act 41 1933 [15
U.5.C. 77a et seq.]), any pul, call, straddle, option, or privilege on any securily, of group.or index ol-securities {including any interest
therein or based on the Value theieot), or any put, ¢all, straddle, opt]on or privilege enitered irito on a national securifies éxciange
relating. to foreign currency, any certificate of interest or participatiop in. temporasy or interim certilicate for, recelpt for, guaranlee
of, or warrani or right fo subsgribe 16 or purchase orséll.any of the foregaing, ahd any ather instrument:commonly Knm'm 3% 3 5eCU-
rity. Except as specitically provided above, lhe term *securily” does nat inglude any currency, or any commedily or reiajed sastiagl or
futures cantract, o any warrant or right to subscribe lo or purchasa or sell any of the. foreq\,mq

From SIPC Bylaw Article 6 (Assessments):
Section 1(1): ' _ ‘
The-term “gross tevénues from the securities business” includes the revenues.in the definiticn of gross revenues from (he securities
business sel forth in the applicable sections ol the Act, -

Section 3:

For purpese of this.article:

{a) The term “secyritiés in trading accounts” shall medn sécurities held o1 Sate in the ordinary courss of business and nat uigatitied
as having hean beld for invesiment,

{b} The ferni "secutities in lnv%tmem gecounts™ shall mean securtiies thaf are clearly identilfed as having beén gaquired for fnvest-
ment in accoidance with pravisions of the Internal Revenug Code applicable to dealers insecurities.

{¢) The term *teas and other income from such othér-calegoiies of the securilies business” shall mean all revenue related either
directly or indlreclly to.the secuyrities business except revenue inclyded:in Section 16(9)(A}-(L} and revenue spegitically exaapted in
Section 4(c)(3){C){Item 201}, page 2]

“Note! I the wmouns of ‘assessmant uriared en line .29 nl S(PG-7 i5 greatec than 142 of 3% ak :J105S rovanuas from the seounties birsinass” ab ddfinrd dboye, yoil miy swaed ikat cataatan
lang wilh the 81FC-? form ta $I6C and pay tbe smatior amount,:subjict 10 seview 5y yaur Examining Authority and by S1°C.
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HIGHLAND CAPITAL FUNDS
DISTRIBUTOR, INC.

Financial Statements for the Year Ended

December 31,2017

Supplementary Schedule pursuant to Rule 17a-5
Under the Securities Exchange Act of 1934



