Filed Pursuant to Rule 497

NEXPOINT

CAPITAL

NexPoint Capital, Inc.
Maximum Offering of 150,000,000 Shares of Common St%

Supplement No. 21 dated March 14, 20\61/Q

to

Prospectus dated May ]ﬁé&?

This supplement contains information @9 amends, supplements or modifies certain
information contained in the Prospectus of Nex Capital, Inc. (the “Company”’) dated May 12, 2017
(the “Prospectus”), Supplement No. 1, da‘@ne 14, 2017, Supplement No. 2, dated June 28, 2017,
Supplement No. 3, dated July 26, 2017@ ement No. 4, dated August 23, 2017, Supplement No. 5,
dated September 13, 2017, Supplement , dated October 20, 2017, Supplement No. 7, dated October
23, 2017, Supplement No. 8, dated ember 15, 2017, Supplement No. 9, dated November 22, 2017,
Supplement No. 10, dated Noﬁ 29, 2017, Supplement No. 11, dated November 30, 2017,
Supplement No. 12, dated ber 6, 2017, Supplement No. 13, dated December 13, 2017,
Supplement No. 14, d cember 20, 2017, Supplement No. 15, dated December 28, 2017,
Supplement No. 16, d uary 4, 2018, Supplement No. 17, dated January 10, 2018, Supplement
No. 18, dated Janu »2018, Supplement No. 19, dated January 31, 2018, and Supplement No. 20,
dated February 14 8. The Prospectus has been filed with the U.S. Securities and Exchange
Commission, and is available at www.sec.gov or by calling us toll-free at (877) 665-1287. Unless
otherwise defined in this supplement, capitalized terms used in this supplement shall have the same
meanings as set forth in the Prospectus.

You should carefully consider the “Risk Factors” beginning on page 31 of the Prospectus before
you decide to invest in shares of our common stock.

Effective immediately, Nate Burns has been added as a portfolio manager for the Company.



Management of the Company - Portfolio Manager

Effective immediately, the section of the Prospectus entitled “Management of the Company -

Portfolio Manager”

replaced with the following:

beginning on page 113 of the Prospectus is hereby deleted in its entirety and

Our portfolio managers are James Dondero, Michael Gregory and Nate Burns. Their investment
decisions are not subject to the oversight, approval or ratification of a committee.

Name

James Dondero

Michael Gregory

o)

Title Length of Time Served

Principal Occupation(s)
During the Past 5 Years

President Since 2014

Mg@g b Since 2014
Head

Healthcare

President of Highland Capital Management,
L.P., which he co-founded in 1993; Chairman of

the Board of NexPoig&Residential Trust, Inc.
since May 2015; O%Manager of NHF,
Portfolio Mana e& land Energy MLP
Fund, Highla@ob | Allocation Fund,
Highland p Equity Fund and Highland
Premier'Gro Equity Fund (all series of

HFII falio Manager of Highland

ofgdMistic Credit Fund (series of Highland
I (“HFT”); President of NexPoint Real

NexPoint Real Estate Advisors Il, L.P. since
June 2016; President and Portfolio Manager of
NexPoint Discount Yield Fund, NexPoint
Energy and Materials Opportunities Fund,
NexPoint Healthcare Opportunities Fund,
NexPoint Latin American Opportunities Fund,
NexPoint Merger Arbitrage Fund, NexPoint
Opportunistic Credit Fund and NexPoint Real
Estate Strategies Fund since 2016; and a
Portfolio Manager of NexPoint Capital since
2014.

Managing Director and Head of Healthcare
Credit and Healthcare Long/Short Equity
investment strategies; Portfolio Manager of
Highland Long/Short Healthcare Fund (series of
HFI) since May 2010 and Highland Small-Cap
Equity Fund and Highland Premier Growth
Equity Fund (each a series of HFII) from July
2015 to March 2018 and from January 2016 to
March 2018, respectively.

(Ltate Advisors, L.P. since May 2015; President



Nate Burns Managing

Director

Since 2018

Mr. Burns is a Managing Director at Highland
Capital Management, L.P. and is a Portfolio
Manager at NexPoint Advisors, L.P. Prior to
joining Highland in 2013, he was an Associate at
Ripplewood Holdings, a global private equity
firm focused on control-oriented buyout,
distressed and special situations investments.
Prior to joining Ripplewood, he was an Analyst
in the Global Technology Mergers &
Acquisitions group at Lehman Brothers. Mr.
Burns received a B.S. in Analytical Finance and
Economics, summa cum laude and Phi Beta
Kappa, from Wake Forest University and an
MBA, with Dean’s Honors and Distinction,

from Columbia Bus eys School. Mr. Burns is a
holder of the righgto tge Jhe Chartered Financial
Analyst desig tik

As of December 31, 2017, the portfolio managers managed the followi@ accounts:

Type of Account

James Dondero
Registered investment companies
Other pooled investment vehicles
Other accounts

Michael Gregory
Registered investment companies

Other pooled investment vehicles \@
Other accounts < ’ 0

Nate Burns
Registered investment co

Other pooled investm icles
Other accounts

of

N
counts Assets Subject
S

Number of t ject to a to a Performance
Accounts s) 'erformance Fee  Fee (in millions)
9 @y 1 s %
2 2 $ 655
0 é 0 $ 0
% 0 $ 0
1 $ 7
0 $ 0
1 $ 95 1 $ 95
0 $ 0 0 $ 0
0 $ 0 0 $ 0

Effective imm@ he last paragraph and table under the section entitled “Control Persons

and Principal Stoc
with the following:

rs” on page 121 of the Prospectus are deleted in their entirety and replaced

The table below shows the dollar range of shares of common stock beneficially owned by each of our
portfolio managers after giving effect to the private placement as of December 31, 2016.

Name of Portfolio Manager

Dollar Range of
Equity Securities in
NexPoint Capital ®

James Dondero
Michael Gregory
Nate Burns®®

Over $1 million

@ Dollar ranges are as follows: None, $1 - $10,000, $10,001 - $50,000, $50,001 -
$100,000, $100,001 - $500,000, $500,001 - $1,000,000, or over $1,000,000.



@ As of February 28, 2018.
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NEXPOINT

CAPITAL

NexPoint Capital, Inc.
Maximum Offering of 150,000,000 Shares of Common St%

Supplement No. 20 dated February 14, 2@

to

Prospectus dated May X

This supplement contains information §amends, supplements or modifies certain
information contained in the Prospectus of XPoint Capital, Inc. dated May 12, 2017 (the
“Prospectus”), Supplement No. 1, dated@ 4, 2017, Supplement No. 2, dated June 28, 2017,
Supplement No. 3, dated July 26, 201 ment No. 4, dated August 23, 2017, Supplement No. 5,
dated September 13, 2017, Supplement , dated October 20, 2017, Supplement No. 7, dated October
23, 2017, Supplement No. 8, dated ember 15, 2017, Supplement No. 9, dated November 22, 2017,
Supplement No. 10, dated Noﬁ 29, 2017, Supplement No. 11, dated November 30, 2017,
Supplement No. 12, dated ber 6, 2017, Supplement No. 13, dated December 13, 2017,
Supplement No. 14, date cember 20, 2017, Supplement No. 15, dated December 28, 2017,
Supplement No. 16, d uary 4, 2018, Supplement No. 17, dated January 10, 2018, Supplement
No. 18, dated Janu »2018, and Supplement No. 19, dated January 31, 2018. The Prospectus has
been filed with the » Securities and Exchange Commission, and is available at www.sec.gov or by
calling us toll-free at (877) 665-1287. Unless otherwise defined in this supplement, capitalized terms
used in this supplement shall have the same meanings as set forth in the Prospectus.

You should carefully consider the “Risk Factors” beginning on page 31 of the Prospectus before
you decide to invest in shares of our common stock.

Management of the Company - Directors
Effective February 7, 2018, the Board of Directors (the “Board”) of NexPoint Capital, Inc. (the

“Company”) appointed Dustin Norris to serve as an Interested Director of the Company effective on that
date. The Board currently consists of six members, five of whom are not “interested persons” of the



Company as defined in Section 2(a)(19) of the Investment Company Act of 1940, as amended. Mr.
Norris is an Interested Director because of his position with an affiliate of the Company’s investment
adviser. Mr. Norris was appointed to serve as an Interested Director for a three-year term to expire in
2021,

The Board has not appointed Mr. Norris to serve on any committees of the Company. As an
officer and Interested Director of the Company, Mr. Norris receives no direct remuneration from the
Company.

There are no arrangements or understandings between Mr. Norris and any other persons pursuant
to which he was selected as an Interested Director, and he does not have any direct or indirect material
interest in any transaction required to be disclosed pursuant to Item 404(a) of Regulation S-K.

Mr. Norris, age 34, has served as Secretary of the Company since 20% retary of Highland
Funds I (“HFI”), Highland Funds II (“HFII”’) and Highland Floating Rate unities Fund (“FRO”)

since October 2017; Assistant Secretary of FRO from August 2017 er 2017; Chief Product
Strategist at Highland Capital Management Fund Advisors, L.P. ( A”) since September 2015;
Director of Product Strategy at HCMFA from May 2014 to S 2015; Secretary of NexPoint

Credit Strategies Fund (“NHF”) since December 2015; Assista etary of HFI and HFII from March
2017 to October 2017; Assistant Treasurer of HFI and Aﬂ(om November 2012 to March 2017;
Assistant Treasurer of NHF from November 2012 to De':g/I 015; Secretary of NexPoint Real Estate
Strategies Fund since March 2016; and Senior Accouti anager at HCMFA from August 2012 to
May 2014. 8
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NEXPOINT

CAPITAL

NexPoint Capital, Inc.
Maximum Offering of 150,000,000 Shares of Common Stock

to

Supplement No. 19 dated January 31, 2018 %
Prospectus dated May 12, 2017 @:

This supplement contains information which amends, supplem
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectu
2, dated June 28, 2017, Supplement No. 3, dated July 26, 2017, Supple
September 13, 2017, Supplement No. 6, dated October 20, 2017, Supf 0. 7, dated October 23, 2017, Supplement No. 8, dated
November 15, 2017, Supplement No. 9, dated November 22, 2017, lement No. 10, dated November 29, 2017, Supplement No.
11, dated November 30, 2017, Supplement No. 12, dated Def¢) 6, 2017, Supplement No. 13, dated December 13, 2017,
Supplement No. 14, dated December 20, 2017, Supplement Ne_’s¢dated December 28, 2017, Supplement No. 16, dated January 4,
2018, Supplement No. 17, dated January 10, 2018, and SypalE@&nt No. 18, dated January 24, 2018. The Prospectus has been filed
with the U.S. Securities and Exchange Commission ailable at www.sec.gov or by calling us toll-free at (877) 665-1287.
Unless otherwise defined in this supplement, capital@ s used in this supplement shall have the same meanings as set forth in the

Prospectus.

ment No. 1, dated June 14, 2017, Supplement No.
. 4, dated August 23, 2017, Supplement No. 5, dated

You should carefully consider the “}i tors™ beginning on page 31 of the Prospectus before you decide to invest in
shares of our common stock.

*
@K\ Increase in Public Offering Price

On January 31, 2018y s'%eased our public offering price from $10.69 per share to $10.75 per share. This increase in the
public offering price is effe i@ s Of our January 31, 2018 closing and first applied to subscriptions received from January 24, 2018
through January 30, 2018. Inseebrdance with our previously disclosed share pricing policy, our net asset value per share is not above,
nor more than 2.5% below, our net offering price per share as of January 29, 2018.
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NEXPOINT

CAPITAL

NexPoint Capital, Inc.
Maximum Offering of 150,000,000 Shares of Common Stock

to

Supplement No. 18 dated January 24, 2018 %
Prospectus dated May 12, 2017 @:

This supplement contains information which amends, supplem
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectu
2, dated June 28, 2017, Supplement No. 3, dated July 26, 2017, Supple
September 13, 2017, Supplement No. 6, dated October 20, 2017, Supf
November 15, 2017, Supplement No. 9, dated November 22, 2017,
11, dated November 30, 2017, Supplement No. 12, dated D
Supplement No. 14, dated December 20, 2017, Supplement Ne_IS
2018, and Supplement No. 17, dated January 10, 2018. asorospectus has been filed with the U.S. Securities and Exchange
Commission, and is available at www.sec.gov or :
supplement, capitalized terms used in this suppleme ave the same meanings as set forth in the Prospectus.

ment No. 1, dated June 14, 2017, Supplement No.
. 4, dated August 23, 2017, Supplement No. 5, dated
0. 7, dated October 23, 2017, Supplement No. 8, dated
lement No. 10, dated November 29, 2017, Supplement No.
6, 2017, Supplement No. 13, dated December 13, 2017,

You should carefully consider the “Risk®actors’ beginning on page 31 of the Prospectus before you decide to invest in
shares of our common stock.

*
K\Q Increase in Public Offering Price

public offering price is effectiug ur January 24, 2018 closing and first applied to subscriptions received from January 17, 2018
through January 23, 2018. | @ ance with our previously disclosed share pricing policy, our net asset value per share is not above,
nor more than 2.5% below, OWs#fet offering price per share as of January 22, 2018.

On January 24, 2018, %@ed our public offering price from $10.64 per share to $10.69 per share. This increase in the
j 0
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NEXPOINT

CAPITAL

NexPoint Capital, Inc.
Maximum Offering of 150,000,000 Shares of Common Stock

Supplement No. 17 dated January 10, 2018 %

to

Prospectus dated May 12, 2017 @:

This supplement contains information which amends, supplem r modifies certain information contained in the
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectugml®S ment No. 1, dated June 14, 2017, Supplement No.
2, dated June 28, 2017, Supplement No. 3, dated July 26, 2017, Supplem . 4, dated August 23, 2017, Supplement No. 5, dated
September 13, 2017, Supplement No. 6, dated October 20, 2017, Supalem 0. 7, dated October 23, 2017, Supplement No. 8, dated
November 15, 2017, Supplement No. 9, dated November 22, 2017, lement No. 10, dated November 29, 2017, Supplement No.
11, dated November 30, 2017, Supplement No. 12, dated D 6, 2017, Supplement No. 13, dated December 13, 2017,
Supplement No. 14, dated December 20, 2017, Supplement Ng ated December 28, 2017, and Supplement No.16, dated January
4, 2018. The Prospectus has been filed with the U.S. Secy#s nd Exchange Commission, and is available at www.sec.gov or by

calling us toll-free at (877) 665-1287. Unless other \ ed in this supplement, capitalized terms used in this supplement shall
have the same meanings as set forth in the Prospectxé)

You should carefully consider the “Risp®Ractors” beginning on page 31 of the Prospectus before you decide to invest in
shares of our common stock.

e

*
K\Q Increase in Public Offering Price

ur January 10, 2018 closing and first applied to subscriptions received from January 3, 2018

On January 10, 2018, (@’ed our public offering price from $10.60 per share to $10.64 per share. This increase in the
public offering price is effecf

through January 9, 2018. Ina ce with our previously disclosed share pricing policy, our net asset value per share is not above,
nor more than 2.5% below, o€t offering price per share as of January 8, 2018.
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NEXPOINT

CAPITAL

NexPoint Capital, Inc.
Maximum Offering of 150,000,000 Shares of Common Stock

to

Supplement No. 16 dated January 4, 2018 %
Prospectus dated May 12, 2017 @:

This supplement contains information which amends, supplem r modifies certain information contained in the
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectusa.*S ment No. 1, dated June 14, 2017, Supplement No.
2, dated June 28, 2017, Supplement No. 3, dated July 26, 2017, Supplem . 4, dated August 23, 2017, Supplement No. 5, dated
September 13, 2017, Supplement No. 6, dated October 20, 2017, Supflem 0. 7, dated October 23, 2017, Supplement No. 8, dated
November 15, 2017, Supplement No. 9, dated November 22, 2017, lement No. 10, dated November 29, 2017, Supplement No.
11, dated November 30, 2017, Supplement No. 12, dated D 6, 2017, Supplement No. 13, dated December 13, 2017,
Supplement No. 14, dated December 20, 2017, and Suppleme , dated December 28, 2017. The Prospectus has been filed with
the U.S. Securities and Exchange Commission, and is avaj www.sec.gov or by calling us toll-free at (877) 665-1287. Unless
otherwise defined in this supplement, capitalized ter in this supplement shall have the same meanings as set forth in the
Prospectus.

e

You should carefully consider the “Risk®actors™ beginning on page 31 of the Prospectus before you decide to invest in
shares of our common stock.

*
K\Q Increase in Public Offering Price

On January 4, 2018, wepi our public offering price from $10.58 per share to $10.60 per share. This increase in the
public offering price is effectg@goMour January 3, 2018 closing and first applied to subscriptions received from December 27, 2017
through January 2, 2018. Ina ce with our previously disclosed share pricing policy, our net asset value per share is not above,
nor more than 2.5% below, OM#ftt offering price per share as of January 2, 2018.
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NEXPOINT

CAPITAL

NexPoint Capital, Inc.
Maximum Offering of 150,000,000 Shares of Common Stock

to

Supplement No. 15 dated December 28, 2017 %
Prospectus dated May 12, 2017 @:

This supplement contains information which amends, supplem
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectu
2, dated June 28, 2017, Supplement No. 3, dated July 26, 2017, Supple
September 13, 2017, Supplement No. 6, dated October 20, 2017, Su
November 15, 2017, Supplement No. 9, dated November 22, 2017,
11, dated November 30, 2017, Supplement No. 12, dated Dec
Supplement No. 14, dated December 20, 2017. The Prospe
and is available at www.sec.gov or by calling us toll-free

terms used in this supplement shall have the same mez:

ment No. 1, dated June 14, 2017, Supplement No.
. 4, dated August 23, 2017, Supplement No. 5, dated
0. 7, dated October 23, 2017, Supplement No. 8, dated
lement No. 10, dated November 29, 2017, Supplement No.
, 2017, Supplement No. 13, dated December 13, 2017, and
been filed with the U.S. Securities and Exchange Commission,
65-1287. Unless otherwise defined in this supplement, capitalized
et forth in the Prospectus.

You should carefully consider the “Risk Fal beginning on page 31 of the Prospectus before you decide to invest in
shares of our common stock.

o Q%rease in Public Offering Price

On December 28, 2017, we j &;ed our public offering price from $10.54 per share to $10.58 per share. This increase in the
public offering price is effectivegas % December 27, 2017 closing and first applied to subscriptions received from December 20,
2017 through December 26, 2847Nn%ccordance with our previously disclosed share pricing policy, our net asset value per share is
not above, nor more than 2. dlow, our net offering price per share as of December 26, 2017.
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NEXPOINT

CAPITAL

NexPoint Capital, Inc.
Maximum Offering of 150,000,000 Shares of Common Stock

to

Supplement No. 14 dated December 20, 2017 %
Prospectus dated May 12, 2017 @:

This supplement contains information which amends, supplem
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectu
2, dated June 28, 2017, Supplement No. 3, dated July 26, 2017, Supple
September 13, 2017, Supplement No. 6, dated October 20, 2017, Supflem

ment No. 1, dated June 14, 2017, Supplement No.
. 4, dated August 23, 2017, Supplement No. 5, dated
0. 7, dated October 23, 2017, Supplement No. 8, dated

November 15, 2017, Supplement No. 9, dated November 22, 2017, lement No. 10, dated November 29, 2017, Supplement No.
11, dated November 30, 2017, Supplement No. 12, dated Decem 2017, and Supplement No. 13, dated December 13, 2017. The
Prospectus has been filed with the U.S. Securities and Exchaj mission, and is available at www.sec.gov or by calling us toll-
free at (877) 665-1287. Unless otherwise defined in this ent, capitalized terms used in this supplement shall have the same
meanings as set forth in the Prospectus.

You should carefully consider the “Risk Fag) beginning on page 31 of the Prospectus before you decide to invest in

shares of our common stock.
o Q rease in Public Offering Price

On December 20, 2017, wye j &;ed our public offering price from $10.52 per share to $10.54 per share. This increase in the
public offering price is effectivegas % December 20, 2017 closing and first applied to subscriptions received from December 13,
2017 through December 19, 2847Nn%ccordance with our previously disclosed share pricing policy, our net asset value per share is
not above, nor more than 2. dlow, our net offering price per share as of December 18, 2017.
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NEXPOINT

CAPITAL

NexPoint Capital, Inc.
Maximum Offering of 150,000,000 Shares of Common Stock

to

Prospectus dated May 12, 2017 @:

This supplement contains information which amends, supplem r modifies certain information contained in the
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectu?’ : S ment No. 1, dated June 14, 2017, Supplement No.

Supplement No. 13 dated December 13, 2017 %

2, dated June 28, 2017, Supplement No. 3, dated July 26, 2017, Supple . 4, dated August 23, 2017, Supplement No. 5, dated
September 13, 2017, Supplement No. 6, dated October 20, 2017, Supflem 0. 7, dated October 23, 2017, Supplement No. 8, dated
November 15, 2017, Supplement No. 9, dated November 22, 2017,%Iement No. 10, dated November 29, 2017, Supplement No.
11, dated November 30, 2017, and Supplement No. 12, dated er 6, 2017. The Prospectus has been filed with the U.S.
Securities and Exchange Commission, and is available at . v or by calling us toll-free at (877) 665-1287. Unless otherwise
defined in this supplement, capitalized terms used in this s nt shall have the same meanings as set forth in the Prospectus.

You should carefully consider the “Risk Fa@eginning on page 31 of the Prospectus before you decide to invest in

shares of our common stock.
@rease in Public Offering Price
. Q
0

On December 13, 2017, we in ur public offering price from $10.48 per share to $10.52 per share. This increase in the
public offering price is effective a o%ecember 13, 2017 closing and first applied to subscriptions received from December 6,
2017 through December 12, 20 % rdance with our previously disclosed share pricing policy, our net asset value per share is
not above, nor more than 2.5% our net offering price per share as of December 11, 2017.
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NEXPOINT

CAPITAL

NexPoint Capital, Inc.
Maximum Offering of 150,000,000 Shares of Common Stock

to

Supplement No. 12 dated December 6, 2017 %
Prospectus dated May 12, 2017 @:

This supplement contains information which amends, supplem r modifies certain information contained in the
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectusa.*S ment No. 1, dated June 14, 2017, Supplement No.
2, dated June 28, 2017, Supplement No. 3, dated July 26, 2017, Supplem . 4, dated August 23, 2017, Supplement No. 5, dated
September 13, 2017, Supplement No. 6, dated October 20, 2017, Supflem 0. 7, dated October 23, 2017, Supplement No. 8, dated
November 15, 2017, Supplement No. 9, dated November 22, 2017, lement No. 10, dated November 29, 2017, and Supplement
No. 11, dated November 30, 2017. The Prospectus has been file e U.S. Securities and Exchange Commission, and is available
at www.sec.gov or by calling us toll-free at (877) 665-1287. otherwise defined in this supplement, capitalized terms used in
this supplement shall have the same meanings as set forth i ospectus.

e

You should carefully consider the “Risk Fa@eginning on page 31 of the Prospectus before you decide to invest in

shares of our common stock.
@rease in Public Offering Price
*

On December 6, 2017, we incr ur public offering price from $10.47 per share to $10.48 per share. This increase in the
public offering price is effective a oﬁecember 6, 2017 closing and first applied to subscriptions received from November 29,
2017 through December 5, 2017 dance with our previously disclosed share pricing policy, our net asset value per share is not
above, nor more than 2.5% \ net offering price per share as of December 4, 2017.
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NEXPOINT

CAPITAL

NexPoint Capital, Inc.
Maximum Offering of 150,000,000 Shares of Common Stock

to

Supplement No. 11 dated November 30, 2017 %
Prospectus dated May 12, 2017 @:

This supplement contains information which amends, supplem
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectu
2, dated June 28, 2017, Supplement No. 3, dated July 26, 2017, Supple
September 13, 2017, Supplement No. 6, dated October 20, 2017, Su
November 15, 2017, Supplement No. 9, dated November 22, 2
Prospectus has been filed with the U.S. Securities and Exchange
free at (877) 665-1287. Unless otherwise defined in this su
meanings as set forth in the Prospectus.

ment No. 1, dated June 14, 2017, Supplement No.
. 4, dated August 23, 2017, Supplement No. 5, dated
0. 7, dated October 23, 2017, Supplement No. 8, dated
d Supplement No. 10, dated November 29, 2017. The
ission, and is available at www.sec.gov or by calling us toll-
, capitalized terms used in this supplement shall have the same

You should carefully consider the “Risk F torx\eginning on page 31 of the Prospectus before you decide to invest in
shares of our common stock.

Public Offering of Shares

. Q
On November 22, 2017, the Iﬂa}\ of Directors of NexPoint Capital, Inc. (the “Company”) approved the closing of the
Company’s public offering to @ rs on February 14, 2018. The last weekly closing in the Company’s continuous public
offering to new investors is exp% ke place on or about February 14, 2018.

O
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NEXPOINT

CAPITAL

NexPoint Capital, Inc.
Maximum Offering of 150,000,000 Shares of Common Stock

Supplement No. 10 dated November 29, 2017 %

to

Prospectus dated May 12, 2017 @:

This supplement contains information which amends, supplem
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectu
2, dated June 28, 2017, Supplement No. 3, dated July 26, 2017, Supple . 4, dated August 23, 2017, Supplement No. 5, dated
September 13, 2017, Supplement No. 6, dated October 20, 2017, Su%em 0. 7, dated October 23, 2017, Supplement No. 8, dated

t

ment No. 1, dated June 14, 2017, Supplement No.

November 15, 2017 and Supplement No. 9, dated November 22, 2 The Prospectus has been filed with the U.S. Securities and
Exchange Commission, and is available at www.sec.gov or by ¢ oll-free at (877) 665-1287. Unless otherwise defined in this
supplement, capitalized terms used in this supplement shall h ame meanings as set forth in the Prospectus.

You should carefully consider the “Risk Fac "@nning on page 31 of the Prospectus before you decide to invest in
shares of our common stock.

ncr&ase in Public Offering Price
On November 29, 2017, we mcma@r&blic offering price from $10.42 per share to $10.47 per share. This increase in
the public offering price is effective as ovember 29, 2017 closing and first applied to subscriptions received from November
22, 2017 through November 28, 2 1% cordance with our previously disclosed share pricing policy, our net asset value per share
is not above, nor more than 2.59 ur net offering price per share as of November 27, 2017.
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NEXPOINT

CAPITAL

NexPoint Capital, Inc.
Maximum Offering of 150,000,000 Shares of Common Stock

to

Prospectus dated May 12, 2017 @:

This supplement contains information which amends, supplem r modifies certain information contained in the
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectug" : S ment No. 1, dated June 14, 2017, Supplement No.

Supplement No. 9 dated November 22, 2017 %

2, dated June 28, 2017, Supplement No. 3, dated July 26, 2017, Supple . 4, dated August 23, 2017, Supplement No. 5, dated
September 13, 2017, Supplement No. 6, dated October 20, 2017, Supple No. 7, dated October 23, 2017 and Supplement No. 8,
dated November 15, 2017. The Prospectus has been filed with tS. Securities and Exchange Commission, and is available
at www.sec.gov or by calling us toll-free at (877) 665-1287. U Btherwise defined in this supplement, capitalized terms used in
this supplement shall have the same meanings as set forth in t@ectus.

You should carefully consider the “Risk Fact @nning on page 31 of the Prospectus before you decide to invest in
shares of our common stock.

ncrease in Public Offering Price
On November 22, 2017, we increa regUblic offering price from $10.35 per share to $10.42 per share. This increase in
the public offering price is effective as Q@ ovember 22, 2017 closing and first applied to subscriptions received from November
15, 2017 through November 21, 2 1@) cordance with our previously disclosed share pricing policy, our net asset value per share
is not above, nor more than 2.5% ur net offering price per share as of November 20, 2017.

O
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to

Supplement No. 8 dated November 15, 2017 %
Prospectus dated May 12, 2017 @:

This supplement contains information which amends, supplem
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectu
2, dated June 28, 2017, Supplement No. 3, dated July 26, 2017, Supple
September 13, 2017, Supplement No. 6, dated October 20, 2017 and
been filed with the U.S. Securities and Exchange Commission, and i
1287. Unless otherwise defined in this supplement, capitalized ¢€j

forth in the Prospectus. %

ment No. 1, dated June 14, 2017, Supplement No.
. 4, dated August 23, 2017, Supplement No. 5, dated

@- jlable at www.sec.gov or by calling us toll-free at (877) 665-
sed in this supplement shall have the same meanings as set

You should carefully consider the “Risk Fac "@nning on page 31 of the Prospectus before you decide to invest in
shares of our common stock.

ecrease in Public Offering Price

On November 15, 2017, we dec;ea@u blic offering price from $10.40 per share to $10.35 per share. This decrease in
the public offering price is effective as n@‘ ovember 15, 2017 closing and first applied to subscriptions received from November
0

8, 2017 through November 14, 2017, rdance with our previously disclosed share pricing policy, our net asset value per share is
not above, nor more than 2.5% net offering price per share as of November 13, 2017.

O
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Supplement No. 7 dated October 23, 2017 %

) Q
Prospectus dated May 12, 2017 @
%odifies certain information contained in the
rospectus has been filed with the U.S. Securities

-free at (877) 665-1287. Unless otherwise defined in
meanings as set forth in the Prospectus.

This supplement contains information which amends, supplem
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectysly.
and Exchange Commission, and is available at www.sec.gov or by calli
this supplement, capitalized terms used in this supplement shall have %ge sa

You should carefully consider the “Risk Factors” begin page 31 of the Prospectus before you decide to invest in
shares of our common stock. %

C}Qctus Summary

This supplement supplements and amepésthe section of the Prospectus entitled “Prospectus Summary — Summary Risk
Factors™ beginning on page 4 of the Prospe ding the following summary risk factor at the end of such section:
*

We have entered into a prime ?esage arrangement (the “Financing Arrangement”) that exposes us to certain risks,
including counterparty and primeg@ risk and leverage risk.

This supplement suppls @ amd amends the section of the Prospectus entitled ““Prospectus Summary — Use of Leverage”
beginning on page 11 of the Rgg#pectus by adding the following paragraph after the second paragraph of such section:

On October 19, 2017, we entered into a Financing Arrangement with BNP Paribas Prime Brokerage International, Ltd.
(“BNPP PBI”), BNP Prime Brokerage, Inc. (“BNPP PB”), and BNP Paribas (each a “BNPP Entity” and, together, the “BNPP
Entities™). Under the Financing Arrangement, the Company may borrow a maximum of the average amount of aggregate cash
borrowings held by the Company under the Financing Agreements (as that term is defined below) over the twenty business days
immediately preceding a notice date established by BNPP PBI or otherwise the number of business days since October 19, 2017. In no
event may borrowings under the Financing Agreements exceed that permitted by the Investment Company Act of 1940, as amended,
which requires the Company to maintain a coverage ratio of total assets to total borrowings and other senior securities, including all
borrowings under the Financing Arrangement, of at least 200%. The Financing Arrangement was effected through a U.S. prime
brokerage agreement by and between the Company and BNPP PB, on behalf of itself and as agent for the BNPP Entities (the “U.S. PB
Agreement”), a prime brokerage agreement by and between the Company, BNPP PBI, and BNP Paribas acting through its New York
branch (the “International PB Agreement”), a committed facility agreement by and between the Company and BNPP PBI (the
“Committed Facility Agreement”), a special custody and pledge agreement (the “U.S. Triparty Agreement”) by and between the
Company, BNPP PB, and State Street Bank and Trust Company, as custodian, and a special custody and pledge agreement (the
“International Triparty Agreement”) by and between the Company, BNPP PBI and State Street Bank and Trust Company, as custodian



(collectively, the “Financing Agreements™). The Financing Arrangement permits the Company to borrow funds from the BNPP
Entities, subject to certain conditions, and to retain the BNPP Entities for a variety of brokerage services.

Risk Factors

This supplement supplements and amends the section of the Prospectus entitled “Risk Factors — Risks Relating to Our
Business and Structure” beginning on page 31 of the Prospectus by adding the following risk factor to such section:

We have entered into a Financing Arrangement that exposes us to certain risks, including counterparty and prime brokerage
risk and leverage risk.

We have entered into a Financing Arrangement with BNPP PBI, BNPP PB, and BNP Paribas pursuant to which the
Company may borrow a maximum of the average amount of aggregate cash borrowings held by the Company under the Financing
Agreements over the twenty business days immediately preceding a notice date established by BNPP %r otherwise the number of
business days since October 19, 2017. See “Management’s Discussion and Analysis of Financial di and Results of
Operations—Financial Condition, Liquidity and Capital Resources—BNP Paribas Financing C'g&ent” for a more detailed
discussion of the terms of the Financing Arrangement. A@

The Financing Arrangement is subject to counterparty and prime brokerage ri XQ n entities that have served as prime
brokers or counterparties have incurred significant financial hardships including bagkr nd losses as a result of exposure to sub-
prime mortgages and other lower quality credit investments that have experienc ts or otherwise suffered extreme credit
deterioration. As a result, such hardships have reduced such entities’ capital cAlled into question their continued ability to perform
their obligations under such transactions. By entering into leverage transagtions as the Financing Arrangement or by using
derivatives, swaps or other transactions, the Company assumes the risk tr% nterparties could experience similar financial
hardships. If a BNPP Entity or another counterparty becomes bankru
Financing Arrangement or other contract with the Company, the Co
recovery of collateral under such contract; if the Company’s clai
the counterparty and will not have any claim with respect to t
or may obtain no recovery in such circumstances.

or wise fails to perform its obligations under the
may experience significant delays in obtaining any
cured, the Company will be treated as a general creditor of

ying security. The Company may obtain only a limited recovery

In addition, because we incur leverage thro@cmancing Arrangement, such arrangement is subject to leverage risk.

Management’s Discussj nalysis of Financial Condition and Results of Operation
*
This supplement supplemenﬁ\ad mends the section of the Prospectus entitled ‘““Management’s Discussion and Analysis
of Financial Condition and Resulig o tion — Financial Condition, Liquidity and Capital Resources’ by adding the following
section immediately prior to the (O™€ntitled “Capital Contribution” on page 81 thereof:

BNP Paribas Fina@Arrangement

On October 19, 2017, we entered into a Financing Arrangement with BNPP PBI, BNPP PB, and BNP Paribas. Under the
Financing Arrangement, the Company may borrow a maximum of the average amount of aggregate cash borrowings held by the
Company under the Financing Agreements over the twenty business days immediately preceding a notice date established by BNPP
PBI or otherwise the number of business days since October 19, 2017. In no event may borrowings under the Financing Agreements
exceed that permitted by the Investment Company Act of 1940, as amended, which requires the Company to maintain a coverage ratio
of total assets to total borrowings and other senior securities, including all borrowings under the Financing Arrangement, of at least
200%. The Financing Arrangement was effected through a U.S. P.B. Agreement by and between the Company and BNPP PB, on
behalf of itself and as agent for the BNPP Entities, an International PB Agreement by and between the Company, BNPP PBI, and
BNP Paribas acting through its New York branch, a Committed Facility Agreement by and between the Company and BNPP PBI, a
U.S. Triparty Agreement by and between the Company, BNPP PB, and State Street Bank and Trust Company, as custodian, and an
International Triparty Agreement by and between the Company, BNPP PBI and State Street Bank and Trust Company, as custodian.

Pursuant to the U.S. PB Agreement, BNPP PB will provide the Company with prime brokerage services, including opening
and maintaining accounts for margin loans, execution, settlement, and other products or services, and otherwise transact business with



the Company. Pursuant to the International PB Agreement, BNPP PBI agrees to provide services to the Company similar to those set
forth in the U.S. PB Agreement with BNPP PB.

Borrowings under the Committed Facility Agreement accrue interest at a rate equal to the one-month London Interbank
Offered Rate, plus 1.60% per annum depending on the asset type of the underlying security. Interest is payable monthly in arrears. The
Company may terminate the Committed Facility Agreement upon 179 days’ notice. Absent a default or facility termination event or
the ratings decline described in the following sentence, BNPP PBI is required to provide the Company with 179 days’ notice prior to
(i) modifying the method for calculating collateral requirements, (ii) recalling or causing repayment of any borrowings under the
Committed Facility Agreement, (iii) modifying the interest rate spread on borrowings under the Committed Facility Agreement, (iv)
modifying any other fees, provided that BNPP PBI may modify fees immediately if (x) the amount of such fees charged to BNPP PBI
have been increased by a service provider or (y) consistent with increases generally to BNPP PBI’s customers made at the same time,
and (v) terminating any of the Financing Agreements. BNPP PBI has a cancellation right if BNP Paribas’ long-term credit rating
declines three or more notches below its highest rating by any of Standard & Poor’s Ratings Services, Moody’s Investors Service,
Inc., or Fitch Ratings, Ltd., during the period commencing on the closing date of the Committed Facility Agreement (October 19,
2017) and ending on the date of such long-term credit rating decline. Upon any such termination, BNPP PBI shall pay the Company a
fee equal to 0.20% of the maximum amount of financing available on the termination date.

% a first priority security

The Company’s obligations to the BNPP Entities under the Financing Arrangement are seh%
interest in the collateral delivered to the BNPP Entities under the Financing Agreements. The lio"of securities pledged under the
U.S. Triparty Agreement and the International Triparty Agreement will be held in a segreg dy account with the Custodian,
though BNP Paribas, acting through its New York branch, may act as custodian for certai %not otherwise held by the Custodian
under the Financing Agreements. The value of securities required to be pledged as collfra\by the Company is determined in
accordance with the margin requirements described in the Financing Agreements. \

In connection with the Financing Arrangement, the Company has citain representations and warranties and is required
to comply with various covenants, reporting requirements, and other custgmgry irements for similar facilities. The Financing
Agreements contain the following customary events of default and termi ents, among others: (a) the occurrence of a default or
similar condition under certain third-party contracts of the Company; ) any change in BNPP PBI’s interpretation of applicable law
that, in the reasonable opinion of counsel to BNPP PPBI, has the e impeding or prohibiting the Financing Arrangement;

(c) certain events of insolvency or bankruptcy of the Company; (@mfied material reductions in the Company’s net asset value;

(e) any change in the Company’s fundamental investment poIi@ d () the termination of the investment advisory agreement
between the Company and NexPoint Advisors, L.P., or jf ¥t Advisors, L.P. otherwise ceases to act as investment adviser to the
Company and is not immediately replaced by an affb@er investment adviser acceptable to BNPP PBI.

Under the terms of the Financing AgreegentSTBNPP PB and BNPP PBI each have the ability to borrow a portion of the
pledged collateral (collectively, the “Hypothecafed¥gecurities™), subject to certain limits. The Company receives a fee from BNPP PB
or BNPP PBI in connection with any Hygotifeay[® q Jecurities. The Company may designate any security within the pledged collateral
as ineligible to be a Hypothecated SecurigMoMvided that after such designation there are eligible securities within the segregated
custody accounts in an amount at lea
Company may recall any Hypot

security within a commercial ble period. In the event BNPP PB or BNPP PBI does not return the security, the Company will
have the right to, among ot)@‘ , apply and set off an amount equal to 100% of the then-current fair market value of such
Hypothecated Securities ag y outstanding borrowings owed to BNPP PB or BNPP PBI under the Financing Agreements.
Hypothecated Securities are marked-to-market daily and if the value of all Hypothecated Securities exceeds 100% of the outstanding
borrowings owed by the Company under the Financing Agreements, BNPP PB and BNPP PBI may either reduce the amount of
Hypothecated Securities to eliminate such excess or deposit into the segregated custody accounts an amount of cash equal to such
excess. The Company will continue to receive interest and the scheduled repayment of principal balances on Hypothecated Securities.
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Supplement No. 6 dated October 20, 2017 %

to

Prospectus dated May 12, 2017 \(L:

This supplement contains information which amends, supplem r modifies certain information contained in the
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectugay*S ment No. 1, dated June 14, 2017, Supplement No.
2, dated June 28, 2017, Supplement No. 3, dated July 26, 2017, Suppl 0. 4, dated August 23, 2017 and Supplement No. 5,
dated September 13, 2017. The Prospectus has been filed with theNJ.S. urities and Exchange Commission, and is available at
www.sec.gov or by calling us toll-free at (877) 665-1287. Unless o u@ ise defined in this supplement, capitalized terms used in this
supplement shall have the same meanings as set forth in the Prosp gv‘ .

You should carefully consider the “Risk Factors” 6%@ on page 31 of the Prospectus before you decide to invest in

shares of our common stock. \
@/Ianagement of the Company

This supplement supplements a I %ﬁs the section of the Prospectus entitled “Management of the Company — Executive
Officers Who are Not Directors™ begi page 110 of the Prospectus, by replacing the “Executive Officers Who are Not
Directors” portion of the table % ection with the following:
Executive Officers Who a irectors

Information regarding our executive officers who are not directors is as follows:



Name, Address,
Date of Birth @

Position(s) with NexPoint Term of Office and
Capital, Inc. Length of Time Served

Principal Occupation(s)
During the Past 5 Years

James Dondero
(6/29/1962)

Frank
Waterhouse
(4/24/1971)

Clifford Stoops
(11/17/1970)

President and Principal  Indefinite Term;
Executive Officer President since 2014

Treasurer, Principal Indefinite Term;

Financial Officer and Treasurer since May

Principal Accounting 2015 and Principal

Officer Financial Officer and
Principal Accounting
Officer since Octobe
2017

\0%

&
O‘\

Assistant Treasurer Indefinite Term;
Assistant Treasurer
since March 2017

President of Highland Capital Management, L.P., which
he co-founded in 1993; Chairman of the Board of
NexPoint Residential Trust, Inc. since May 2015;
Portfolio Manager of NHF, Portfolio Manager of
Highland Energy MLP Fund, Highland Global Allocation
Fund, Highland Small-Cap Equity Fund and Highland
Premier Growth Equity Fund (all series of HFII);
Portfolio Manager of Highland Opportunistic Credit Fund
and Highland Merger Arbitrage Fund (series of Highland
Funds I (“HFI”); President of NexPoint Real Estate
Advisors, L.P. since May 2015; President of NexPoint
Real Estate Advisors I, L.P. since July 2016; President
and Portfolio Manager of NexPoint Real Estate Strategies
Fund, NexPoint Discount Fund, NexPoint Energy
and Materials OpporturiiestEyhd, NexPoint Healthcare
mnt Latin American
Point Merger Arbitrage Fund and
Credit Fund since 2016; and a
Portfolio Mgnayer§f NexPoint Capital, Inc. since 2014.
Fi&

Princip ial Officer and Principal Accounting
Offic ofWighland Funds I, Highland Funds 11, NHF,

oKt Capital, Inc., Highland Floating Rate
ppptinities Fund, Highland Global Allocation Fund 11
exPoint Real Estate Advisors, L.P. since October

7; Treasurer of Highland Floating Rate Opportunities
Fund and Highland Global Allocation Fund Il since
August 2017; Assistant Treasurer of Acis Capital
Management, L.P. from December 2011 until February
2012; Treasurer of Acis Capital Management, L.P. since
February 2012; Assistant Treasurer of HCM from
November 2011 until April 2012; Treasurer of HCM since
April 2012; Assistant Treasurer of HCMFA from
December 2011 until October 2012; Treasurer of HCMFA
since October 2012; Treasurer of NexPoint Advisors, L.P.
since March 2012; Treasurer of NexPoint Real Estate
Advisors Il, L.P. since June 2016; Treasurer of NexPoint
Discount Yield Fund, NexPoint Energy and Materials
Opportunities Fund, NexPoint Healthcare Opportunities
Fund, NexPoint Latin American Opportunities Fund,
NexPoint Merger Arbitrage Fund, NexPoint Opportunistic
Credit Fund and NexPoint Real Estate Strategies Fund
since March 2016; and Treasurer of NexPoint Capital,
Inc., NHF, Highland Funds I, Highland Funds II, and
NexPoint Real Estate Advisors, L.P. since May 2015.

Assistant Treasurer of NexPoint Capital, Inc., Highland
Funds I, Highland Funds 11, NexPoint Credit Strategies
Fund, and NexPoint Real Estate Strategies Fund since
March 2017; Chief Accounting Officer at Highland
Capital Management, L.P. since December 2011; and
Assistant Treasurer of Highland Floating Rate
Opportunities Fund and Highland Global Allocation Fund
Il since August 2017.



Name, Address, Position(s) with NexPoint Term of Office and
Date of Birth @ Capital, Inc. Length of Time Served

Principal Occupation(s)
During the Past 5 Years

Dustin Norris Secretary Indefinite Term;
(1/6/1984) Secretary since 2014

Jason Post Chief Compliance Indefinite Term; Chib
(1/9/1979) Officer and Anti- Compliance Offi
Money Laundering and Anti-Mon @

Officer Launderin %r
since So%\ r 2015

S

Chief Product Strategist at HCMFA since September
2015, Director of Product Strategy at HCMFA from May
2014 to September 2015; Secretary of NHF since
December 2015; Secretary of NexPoint Discount Yield
Fund, NexPoint Energy and Materials Opportunities
Fund, NexPoint Healthcare Opportunities Fund, NexPoint
Latin American Opportunities Fund, NexPoint Merger
Arbitrage Fund, NexPoint Opportunistic Credit Fund and
NexPoint Real Estate Strategies Fund since March 2016;
Assistant Secretary of Highland Funds I and Highland
Funds Il from March 2017 to October 2017; Assistant
Treasurer of Highland Funds | and Highland Funds II
from November 2012 until March 2017; Assistant
Treasurer of NHF from N ber 2012 to December
2015; Assistant Treasurer Point Real Estate
Advisors, L.P. since M% , Assistant Treasurer of
NexPoint Real Estw rs 11, L.P. since June 2016;
Secretary of N Chpital, Inc. since 2014; Assistant
Secretary of H\ghlgng Floating Rate Opportunities Fund
and Highla I Allocation Fund Il from August
2017 togQct 017; Secretary of Highland Funds I,
High r&nds I1, Highland Floating Rate Opportunities
F¢™ axd Highland Global Allocation Fund Il since

ct 2017; and Senior Accounting Manager at

A from August 2012 to May 2014.

Chief Compliance Officer and Anti-Money Laundering
Officer of Highland Floating Rate Opportunities Fund and
Highland Global Allocation Fund Il since August 2017;
Chief Compliance Officer and Anti-Money Laundering
Officer of Highland Funds I, Highland Funds 11, NexPoint
Credit Strategies Fund and NexPoint Real Estate
Strategies Fund since September 2015; and Chief
Compliance Officer for HCMFA and NexPoint Advisors,
L.P since September 2015. Prior to this role served as
Deputy Chief Compliance Officer and Director of
Compliance for HCM.

(1) The address for each f%e officer is c/o NexPoint Advisors, L.P., 300 Crescent Court, Suite 700, Dallas, Texas 75201.
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Supplement No. 5 dated September 13, 2017 %

Prospectus dated May 12, 2017 \(L

This supplement contains information which amends, supplem r modlfles certain information contained in the
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectu“ S ment No. 1, dated June 14, 2017, Supplement No.

2, dated June 28, 2017, Supplement No. 3, dated July 26, 2017 and Supg No. 4, dated August 23, 2017. The Prospectus has
been filed with the U.S. Securities and Exchange Commission, and ist\gvail2¥sfe at www.sec.gov or by calling us toll-free at (877) 665-
1287. Unless otherwise defined in this supplement, capitalized ter ed in this supplement shall have the same meanings as set

forth in the Prospectus. @

You should carefully consider the “Risk Factors™ ng on page 31 of the Prospectus before you decide to invest in

shares of our common stock. \
D@ in Public Offering Price

On September 13, 2017, we decreas d%ublic offering price from $10.60 per share to $10.40 per share. This decrease in
the public offering price is effective as ofo ber 13, 2017 closing and first applied to subscriptions received from September
6, 2017 through September 12, 2017. In ance with our previously disclosed share pricing policy, our net asset value per share is
not above, nor more than 2.5% be% et offering price per share as of September 11, 2017.

o)
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to

Prospectus dated May 12, 2017 \(L:

This supplement contains information which amends, supplem r modifies certain information contained in the
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectui" | S ment No. 1, dated June 14, 2017, Supplement No.
t

Supplement No. 4 dated August 23, 2017 %

2, dated June 28, 2017 and Supplement No. 3, dated July 26, 2017. spectus has been filed with the U.S. Securities and
Exchange Commission, and is available at www.sec.gov or by calling\us tON=free at (877) 665-1287. Unless otherwise defined in this
supplement, capitalized terms used in this supplement shall have the meanings as set forth in the Prospectus.

You should carefully consider the “Risk Factors” be@on page 31 of the Prospectus before you decide to invest in

shares of our common stock.
De@\gublic Offering Price

On August 23, 2017, we decreased our gyblic offering price from $10.77 per share to $10.60 per share. This decrease in the
public offering price is effective as of our Au 1%2017 closing and first applied to subscriptions received from August 16, 2017
through August 22, 2017. In accordance wihé‘ iously disclosed share pricing policy, our net asset value per share is not above,
nor more than 2.5% below, our net offer'ﬂw e per share as of August 21, 2017.

«<
O‘\
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Maximum Offering of 150,000,000 Shares of Common Stock

to

Prospectus dated May 12, 2017 \(L:

This supplement contains information which amends, supplem \emodifies certain information contained in the
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospectut" : S@ppement No. 1, dated June 14, 2017 and Supplement
e

Supplement No. 3 dated July 26, 2017 %

No 2, dated June 28, 2017. The Prospectus has been filed with the urities and Exchange Commission, and is available
at www.sec.gov or by calling us toll-free at (877) 665-1287. UnIes e defined in this supplement, capitalized terms used in

this supplement shall have the same meanings as set forth in the ProsieCWs.

You should carefully consider the “Risk Factors” be@on page 31 of the Prospectus before you decide to invest in

shares of our common stock.
InQE@ublic Offering Price

On July 26, 2017, we increased our publdc offering price from $10.65 per share to $10.77 per share. This increase in the
public offering price is effective as of our Jul %17 closing and first applied to subscriptions received from July 19, 2017 through
July 25, 2017. In accordance with our pravigus losed share pricing policy, our net asset value per share is not above, nor more
than 2.5% below, our net offering price( re as of July 24, 2017.

«<
O‘\
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Supplement No. 2 dated June 28, 2017 %

to

Prospectus dated May 12, 2017 \(L:

r modifies certain information contained in the

Supplement No. 1, dated June 14, 2017. The
,¥nd is available at www.sec.gov or by calling us toll-
ized terms used in this supplement shall have the same

This supplement contains information which amends, supplem
Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospe
Prospectus has been filed with the U.S. Securities and Exchange Comm
free at (877) 665-1287. Unless otherwise defined in this supplemert, cap
meanings as set forth in the Prospectus. b

You should carefully consider the “Risk Factors” be&’on page 31 of the Prospectus before you decide to invest in

shares of our common stock.
In@@ublic Offering Price

On June 28, 2017, we increased our puldic offering price from $10.50 per share to $10.65 per share. This increase in the
public offering price is effective as of our Jun %17 closing and first applied to subscriptions received from June 21, 2017 through
June 27, 2017. In accordance with our previgu losed share pricing policy, our net asset value per share is not above, nor more
than 2.5% below, our net offering price{

re as of June 26, 2017.
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Maximum Offering of 150,000,000 Shares of Common Stock

Supplement No. 1 dated June 14, 2017 %

) Q
Prospectus dated May 12, 2017 @

This supplement contains information which amends, suppw modifies certain information contained in the

Prospectus of NexPoint Capital, Inc. dated May 12, 2017 (the “Prospect Prospectus has been filed with the U.S. Securities
and Exchange Commission, and is available at www.sec.gov or by callin -free at (877) 665-1287. Unless otherwise defined in
this supplement, capitalized terms used in this supplement shall have #ge saf meanings as set forth in the Prospectus.

You should carefully consider the “Risk Factors” begin page 31 of the Prospectus before you decide to invest in
shares of our common stock.
s Summary
This supplement supplements and amends tion of the Prospectus entitled “Prospectus Summary — Summary Risk

Factors™ beginning on page 4 of the Prospectu@dding the following summary risk factor at the end of such section:

e We have entered into a tot \ n'swap agreement that exposes us to certain risks, including market risk, liquidity risk
and other risks similar tg e wssociated with the use of leverage.

beginning on page 10 of th tus by adding the following summary risk factor after the second paragraph of such section:

This supplement supplemg %Xamends the section of the Prospectus entitled “Prospectus Summary — Use of Leverage™
&

On June 13, 2017, we entered into a total return swap (“TRS”) with BNP Paribas (“BNP Paribas”) over one or more loans,
with a maximum aggregate notional amount of the portfolio of debt securities subject to the TRS of $40 million. A TRS is a contract
in which one party agrees to make payments to another party based on the increase, if any, in the market value of the asset(s)
underlying the TRS, which may include a specified security, basket of securities or securities indices during a specified period, and the
other party agrees to make payments to the first party based on the decrease, if any, in the market value of such underlying assets plus
periodic payments based on a fixed or variable interest rate. A TRS effectively adds leverage to a portfolio by providing investment
exposure to an underlying asset without owning or taking physical custody of the underlying asset. A TRS often offers lower
financing costs than are offered through more traditional borrowing arrangements.



Risk Factors

This supplement supplements and amends the section of the Prospectus entitled “Risk Factors — Risks Relating to our
Business and Structure” beginning on page 31 of the Prospectus by adding the following risk factor to such section:

We have entered into a total return swap agreement that exposes us to certain risks, including market risk, liquidity risk and
other risks similar to those associated with the use of leverage.

We have entered into a TRS with BNP Paribas over one or more loans. See “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Financial Condition, Liquidity and Capital Resources—BNP Paribas Total Return
Swap Facility” for a more detailed discussion of the terms of the TRS.

A TRS is a contract in which one party agrees to make payments to another party based on the increase, if any, in the market
value of the asset(s) underlying the TRS, which may include a specified security, basket of securities or securities indices during a
specified period, and the other party agrees to make payments to the first party based on the decrease, gfgny, in the market value of
such underlying assets plus periodic payments based on a fixed or variable interest rate. A TRS eff t%dds leverage to a portfolio
by providing investment exposure to an underlying asset without owning or taking physical cus d&t underlying asset. A TRS
often has lower financing costs than more traditional borrowing arrangements. 6

actually owning such securities, in return for making periodic interest-type payments t Paribas plus an amount equal to the
depreciation in value of the securities. The TRS is subject to market risk, liquidi drisk of imperfect correlation between the
value of the TRS and the securities underlying the TRS. In addition, we may i certin costs in connection with the TRS, including
an underutilization fee in the event that we utilize less than 80% of the amoult df the TRS. Costs associated with the TRS could, in
the aggregate, be significant. Because this arrangement is not an acquisiti%t underlying securities, we have no right to enforce
contractual provisions that stem from ownership in the securities and Eave oting or other rights of ownership. In the event of

The TRS with BNP Paribas enables us to obtain the economic benefit of owns‘ g@lrities subject to the TRS without

insolvency of BNP Paribas, we expect that we would be treated as a al creditor of BNP Paribas and would have no claim of title

with respect to the underlying securities. @
A TRS is also subject to the risk that a counterpar efault on its payment obligations thereunder or that we will not be
able to meet our obligations to the counterparty. In the e TRS with BNP Paribas, we are required to post collateral to secure

our obligations to BNP Paribas under the TRS. BNPfPari however, is not required to collateralize any of its obligations to us under
the TRS. We bear the risk of depreciation with respesgtg#he value of the securities underlying the TRS and are required under the
terms of the TRS to post additional collateral o ollar-for-dollar basis in the event of depreciation in the value of the underlying
securities after such value decreases below a amount. The amount of collateral required to be posted by us is determined
primarily on the basis of the aggregate val éﬁ derlying securities.

In addition, because a T @) m of leverage, such arrangements are subject to risks similar to those associated with the
use of leverage.

Management’s Discussion and Analysis of Financial Condition and Results of Operations

This supplement supplements and amends the section of the Prospectus entitled “Management’s Discussion and Analysis
of Financial Condition and Results of Operations — Financial Condition, Liquidity and Capital Resources™ by adding the following
section immediately prior to the section entitled “Capital Contribution’ on page 81 thereof:

BNP Paribas Total Return Swap Facility

On June 13, 2017, we entered into a TRS with BNP Paribas with respect to one or more loans, with a maximum aggregate
notional amount of the portfolio of securities subject to the TRS of $40 million. Each individual security subject to the TRS, and the
portfolio of securities taken as a whole, must meet certain criteria described in the agreements that establish the TRS (the “TRS
Agreement”), including a requirement that the securities underlying the TRS be rated by either Moody’s or S&P, and, if rated by
Moody’s, have a rating of at least Caa3 and, if rated by S&P, have a rating of at least CCC-. Under the terms of the TRS, BNP Paribas
determines whether there has been a failure to satisfy the portfolio criteria in the TRS but may, in its sole discretion, permit assets that
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do not meet the minimum portfolio criteria set forth in the TRS. If BNP Paribas determines that an asset has failed to meet the
minimum portfolio criteria, BNP Paribas may exercise certain rights, including increasing the amount of collateral we are required to
provide to it or terminating all or part of the TRS, subject to certain conditions. We receive from BNP Paribas interest and fees
payable to holders of the securities included in the portfolio. We pay interest to BNP Paribas generally based on a percentage of the
notional amount of the securities subject to the TRS. In addition, upon the termination or repayment of any security subject to the
TRS, we will either receive from BNP Paribas the appreciation in the value of such security or pay to BNP Paribas any depreciation in
the value of such security.

Under the terms of the TRS, we or BNP Paribas may be required to post additional collateral, on a dollar-for-dollar basis, in
certain circumstances, including in the event of depreciation or appreciation in the value of the underlying loans. The limit on the
additional collateral that we may be required to post pursuant to the TRS is equal to the difference between the full notional amount of
the loans underlying the TRS and the amount of cash collateral already posted by us. The amount of collateral required to be posted is
determined primarily on the basis of the aggregate value of the underlying securities.

Our maximum liability under the TRS is expected to be the amount of any decline in the aggregate value of the security
subject to the TRS, less the amount of the cash collateral previously posted by us and the value of the @€}igdic interest payments we
are required to make to BNP Paribas. Therefore, the absolute risk of loss with respect to the TRS ijexp to correspond to the
notional amount of the TRS. K

Included among the customary events of default and termination events in the T %ement are: bankruptcy or insolvency
of a party, failure to satisfy any obligations under the TRS (including payment of collaggra misrepresentation. BNP Paribas also
has the right to terminate the TRS in certain circumstances, including if the relevang lo | to meet the agreed-upon criteria
specified in the TRS Agreement or if certain credit events with respect to the “re e entity” specified with respect to a security
occur, and we decline to provide additional collateral to BNP Paribas upon r s\

L T

We may terminate the TRS at any time more than one month pri@ RS’s scheduled termination date upon providing
no less than 30 days’ prior notice to BNP Paribas. Any termination prigg to D€cember 10, 2017 will result in payment of an early
termination fee to BNP Paribas that is generally based on the net pre lue of the underutilization fee through the scheduled TRS
termination date.

of the securities subject to the TRS or, alternatively, y# itled to receive the amount of any appreciation in the aggregate value
of such securities. In the event that BNP Paribas chapses Yo exercise its termination rights, it is possible that we will owe more to BNP
Paribas or, alternatively, will be entitled to receivg le m BNP Paribas than we would have if we controlled the timing of such
termination, due to the existence of adverse ma onditions at the time of such termination.

Upon any termination of the TRS, we will be rﬁn.@%ay BNP Paribas the amount of any decline in the aggregate value

>

Q'&\Q Regulation

This supplement suppl \O amends the section of the Prospectus entitled *““Regulation — Senior Securities™ on page
145 of the Prospectus by addk llowing section:

BNP Paribas Total rn Swap Facility

On June 13, 2017, we entered into a TRS with BNP Paribas over one or more loans, with a maximum aggregate notional
amount of the portfolio of debt securities subject to the TRS of $40 million.

A TRS is a contract in which one party agrees to make payments to another party based on the increase, if any, in the market
value of the asset(s) underlying the TRS, which may include a specified security, basket of securities or securities indices during a
specified period, and the other party agrees to make payments to the first party based on the decrease, if any, in the market value of
such underlying assets plus periodic payments based on a fixed or variable interest rate. A TRS effectively adds leverage to a portfolio
by providing investment exposure to an underlying asset without owning or taking physical custody of the underlying asset. A TRS
often offers lower financing costs than are offered through more traditional borrowing arrangements.

The TRS with BNP Paribas enables us to obtain the economic benefit of owning the securities subject to the TRS without
actually owning such securities, in return for an interest-type payment to BNP Paribas. Pursuant to the terms of the TRS, we may
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select a portfolio of securities with a maximum aggregate notional amount (determined at the time each such loan becomes subject to
the TRS) of $40 million. We are required to initially collateralize a specified percentage of the notional amount of each security that
becomes subject to the TRS in accordance with margin requirements described in the TRS Agreement. Under the terms of the TRS,
we are not permitted to draw upon, or post to another lender or counterparty as collateral, such collateral in respect of other financings
or operating requirements while such collateral is posted to BNP Paribas. Accordingly, the collateral required to be posted with BNP
Paribas is not available to pay our debts.

The value of the TRS is based primarily on the valuation of the underlying portfolio of securities subject to the TRS. Pursuant
to the terms of the TRS, on each business day, BNP Paribas values each underlying security by determining how much BNP Paribas
would receive on such date if it sold the loan in the open market. BNP then reports the mark-to-market values of the underlying
securities to us.

For purposes of the asset coverage ratio test applicable to us as a BDC, we treat the outstanding notional amount of the TRS,
less the initial amount of any cash collateral required to be posted by us under the TRS, as a senior security for the life of that
instrument. We may, however, accord different treatment to the TRS in the future in accordance with any applicable new rules or
interpretations adopted by the staff of the SEC.

Further, for purposes of Section 55(a) under the 1940 Act, we treat each security und gNe TRS as a qualifying asset if
such security is a loan and the obligor on such loan is an eligible portfolio company, and as alifying asset if the obligor is not
an eligible portfolio company. We may, however, accord different treatment to the TRS i\e ure in accordance with any

applicable new rules or interpretations adopted by the staff of the SEC.
('v\ NEX-SUPP1-0617



PROSPECTUS

Maximum Offering of
150,000,000 Shares of Common Stock

NEXPOINT

CAPITAL

NexPoint Capital, Inc.

We are an externally managed, non-diversified, closed-end management investment cgepany that has
elected to be treated as a business development company under the Investment Compan A 940, as
amended. We have elected to be treated and intend each year to qualify and to be eligjbl® Wybe treated as a
regulated investment company (a “RIC”) under Subchapter M of the Internal Revende of 1986, as amended
(the “Code”). Our investment objective is to generate current income and capitalfappre#ition primarily through
investments in middle-market healthcare companies, middle-market compai 'e;\a -healthcare sectors,
syndicated floating rate debt of large public and nonpublic companies and c‘% lized loan obligations
(“CLOs”). Our investments in CLOs will focus on the equity and eN e tranches of CLOs, which are
subject to the highest risk of loss of all tranches of a CLO. (IL\

We invest in securities that are rated below investmen y rating agencies or that would be
rated below investment grade if they were rated, whichqre o referred to as “junk.” These securities
have predominantly speculative characteristics with re to the issuer’s capacity to pay interest and
repay principal and may also be difficult to value a id. We expect that many of our debt
investments will include floating interest rates t on a periodic basis and typically will not require
the borrowers to pay down the outstanding prj h% of such debt prior to maturity. These features of our
debt investments will increase our risk o NE Ssubstantial amount of our investments if borrowers are
unable to pay the increased interest re@ om these reset provisions or if borrowers are unable to
repay or refinance their debts at maturil

Investing in our shares of ¢ tock may be considered speculative and involves a high degree of
risk, including the risk of a sh al loss of investment.

See “Risk Facto l@ning on page 31 to read about the risks you should consider before buying
our shares, includind¢hdgIsk of leverage.

ot expect to be able to sell your shares of our common stock regardless of how we

e If you are able to sell your shares of common stock, you will likely receive less than your
purchase price.

*  We may not list our shares of common stock on any securities exchange for what may be a
significant time after the offering period, or ever, and we do not expect a secondary market in the
shares of common stock to develop.

* Because our common stock will not be listed on a securities exchange, you may be unable to sell
your shares and, as a result, you may be unable to reduce your exposure on any market
downturn.

*  We have implemented a share repurchase program, but we do not expect to repurchase more
than 10% of the weighted average number of shares that were outstanding in the prior calendar
year. In the event a repurchase offer is oversubscribed, we may not repurchase all of the shares



tendered, and no assurance can be given that we will repurchase all of a stockholder’s tendered
shares over any period. In addition, any such repurchases will be at a 10% discount to the
current offering price in effect on the date of repurchase.

* You should consider that you may not have access to the money you invest for an indefinite
period of time, and may never recover your initial investment in us. An investment in our shares
of common stock is not suitable for you if you need access to the money you invest. See ‘“Share
Repurchase Program,” ‘‘Suitability Standards” and “Liquidity Event.”

*  Ouwur distributions may be funded from unlimited amounts of offering proceeds or borrowings,
which may constitute a return of capital and reduce the amount of capital available to us for
investment. Any capital returned to stockholders through distributions will be distributed after
payment of sales load, fees and expenses and such amounts will not be recoverable by our
stockholders.

e Ouwur distributions may be funded in significant part from the reimbursemenrtain expenses,
including through the waiver of certain investment advisory fees, that Wil ect to
repayment to our investment adviser, NexPoint Advisors, L.P. (‘“NexFP, Adwisors”). Significant
portions of these distributions may not be based on our investmen %ance and such
waivers and reimbursements by NexPoint Advisors may not con igythe future. If NexPoint
Adyvisors does not agree to reimburse certain of our expenses, iMg through the waiver of
certain of its advisory fees, significant portions of these distib s may come from offering
proceeds or borrowings. The repayment of any amounts VNO NexPoint Advisors will reduce
the future distributions to which you would 0therw1s% titled.

* You will pay a sales load of up to 8% and offering of up to 1% on the amount that you
invest. If you pay the maximum aggregate 9% 0r 8§ load and offering expenses, you must
achieve a total return on your investment of 9, in order to recover these expenses.

This prospectus contains important informatio @ould know before investing in our common stock.

Please read it before you invest and keep it for fi erence Upon our registration, we will file annual,
quarterly and current reports, proxy staten her information about us with the U.S. Securities and
Exchange Commission (the “SEC”). Thisfinforgntion will be available free of charge on our website
((http://www.nexpointcapital.com/investo ions/), by contacting us at 300 Crescent Court, Suite 700, Dallas,
Texas 75201, Attention: Investor Re s, or by calling us toll-free at (855) 498-1580. The SEC also maintains
a website at http://www.sec.gov a ic reference room at 100 F Street, NE, Washington, DC 20549 that
contains this information. '\

Neither the SE
or determined if this

n@ state securities commission has approved or disapproved of these securities
ectus is truthful or complete. Any representation to the contrary is a criminal

offense. We hav dthe forward-looking statements included in this prospectus on information
available to us o g/date of this prospectus, and we assume no obligation to update any such forward-
looking statements. Except as required by the federal securities laws, we undertake no obligation to revise
or update any forward-looking statements, whether as a result of new information, future events or
otherwise. You are advised to consult any additional disclosures that we may make directly to you or
through reports that we in the future may file with the SEC, including annual reports on Form 10-K,
quarterly reports on Form 10-Q and current reports on Form 8-K. The forward-looking statements and
projections contained in this prospectus are excluded from the safe harbor protection provided by
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of
1934, as amended. You should rely only on the information contained in this prospectus. Neither we nor
the dealer manager has authorized any other person to provide you with different information from that
contained in this prospectus. The information contained in this prospectus is complete and accurate only
as of the date of this prospectus, regardless of the time of delivery of this prospectus or sale of our common
stock. If there is a material change in our affairs, we will amend or supplement this prospectus.
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Proceeds to

Maximum Price Maximum Sales Us Before

to Public® Load Expenses®
Aggregate .......... ... $1,575,000,000  $126,000,000  $1,449,000,000
PerShare ...................... $ 1050 §$ 0.84 $ 9.66

The date of this prospectus is May 12, 2017.

(1) Assumes all shares are sold at the current offering price of $10.55 per share (as of May 8, 2017), which is
subject to adjustment based on, among other things, our NAV. There can be no assurance that we will be
able to sell all the shares that we have registered. The minimum permitted purchase of our shares is
generally $2,500.

(2) In addition to the sales load, we estimate that we will incur approximately $15,750,000 of offering expenses
if the maximum number of shares is sold. Because you pay an 8.0% sales load and we expect to pay
approximately 1.0% in offering expenses (assuming the maximum amount of sha%‘sold), for every
$100 you invest in shares in this offering, only $91 will actually be invested in gyw will be further
reduced by other expenses, in addition to organizational and offering expe paXd by us and
therefore you as an investor in us. Other entities affiliated with NexPoint will provide
reimbursements to our dealer manager and participating broker-dealers foNCerfajm expenses that constitute
underwriting compensation in such amounts that, together with the sal d reimbursements by us, do
not exceed 10% of the gross proceeds from this offering. ThereforeN ent that an investor pays an
aggregate of 8.0% sales load, entities affiliated with NexPoint A i&may pay an additional amount equal
to up to 2.0% of the gross proceeds from this offering. See “I§isqus\ion of Operating Plans—Expenses” and

“Plan of Distribution.” %
While we may only invest up to 30% of our total assemc s and other assets that are not “qualifying

assets” (as described below), there will otherwise be no m or maximum percentage of our assets that may
be invested in such investments. “Middle-market” comghies include companies with annual revenues between
$50 million and $2.5 billion and “syndicated ﬂoatin%e debt” refers to loans and other instruments originated
by a bank to a corporation that are sold off, ogs aled, to investors in pieces.

NexPoint Advisors serves as our inv@t adviser and our administrator. NexPoint Advisors was formed
on March 20, 2012 and had approximagely 0 million of capital under management as of February 28, 2017.
NexPoint Advisors has entered into eement with Highland Capital Management, L.P. (“Highland”), its
affiliate, pursuant to which Highlg KZs available to NexPoint Advisors experienced investment
professionals and other resou Highland and its affiliates. Highland was founded in 1993 to focus on credit
and alternative investm@ with its affiliates, including NexPoint Advisors, had approximately $14.9 billion

of capital under manag of February 28, 2017. NexPoint Advisors has limited experience operating under
the constraints applie a company that has elected to be treated as a business development company under
the Investment C@ y Act of 1940, as amended.

Through our affiliate, Highland Capital Funds Distributor, Inc., we are offering on a continuous basis up to
150,000,000 shares of common stock in this offering at a current offering price of $10.50 per share. However, to
the extent that our net asset value per share (“NAV”) increases, we will take steps to ensure that our shares are
not sold at a price per share, after deducting selling commissions and dealer manager fees (the “net offering
price”), that is below our NAV. In the event of a material decline in our NAV, which we consider to be a 2.5%
decrease below our then current net offering price, our board of directors (“our Board”) will establish a new net
offering price such that our NAV is not above, nor more than 2.5% below, our net offering price per share.
Therefore, persons who tender subscriptions for our shares of common stock in this offering must submit
subscriptions for a certain dollar amount, rather than a number of common shares and, as a result, may receive
fractional shares. The minimum permitted purchase of our shares is $2,500.

We are an “emerging growth company” within the meaning of the Jumpstart Our Business Startups Act.
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ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we filed with the SEC in connection with the
continuous offering of our shares.

Periodically, as we make material investments or experience other material developments, we will provide a
prospectus supplement that may add, update or change information contained in this prospectus. We will seek to
avoid interruptions in the continuous offering of our shares of common stock, including, to the extent permitted
under the rules and regulations of the SEC, by filing a post-effective amendment to the registration statement
with the SEC if our NAV declines more than 10% from our NAV as of the effective date of this registration
statement. We can offer no assurance, however, that our continuous offering will not be suspended while the
SEC reviews such amendment until the amended registration statement is declared effective.

made by us in a subsequent prospectus supplement. The registration statement we have fil the SEC
includes exhibits that provide more detailed descriptions of the matters discussed in this tus. You should
read this prospectus and the related exhibits filed with the SEC and any prospectus %m t, together with
additional information described below under “Additional Information.” In this s, we use the term
“day” to refer to a calendar day, and we use the term “business day” to refer to@ other than Saturday,

i

Any statement that we make in this prospectus will be modified or superseded by any iéonsistent statement

Sunday, a legal holiday or a day on which banks in The City of New York a ized or required to close.

INVESTOR SUITABILITY SZ?\ARDS
t

Pursuant to applicable state securities laws, shares of comy ck offered through this prospectus are
suitable only as a long-term investment for persons of adeq¥gte financial means who have no need for liquidity in
this investment. Initially, there is not expected to be any arket for the shares, which means that it may be
difficult for stockholders to sell shares. As a result, we established suitability standards which require
investors to have either (i) a net worth (not 1nclud1n e, furnishings, and personal automobiles) of at least
$70,000 and an annual gross income of at leagt or (ii) a net worth (not including home, furnishings, and
personal automobiles) of at least $250,00 b111ty standards also require that a potential investor: (1) can
reasonably benefit from an investment in §s b on such investor’s overall investment objectives and portfolio
structuring; (2) is able to bear the econgmic TIsk of the investment based on the prospective stockholder’s overall
financial situation; and (3) has appar%:erstanding of (a) the fundamental risks of the investment, (b) the risk
that such investor may lose his0 investment, (c) the lack of liquidity of the shares, (d) the background
and qualifications of NexPoir\& ors and (e) the tax consequences of the investment.

In addition, we VKK I shares to investors in the states named below unless they meet special suitability
standards:

Alabama. InQion to the general suitability standards, this investment will only be sold to Alabama
residents that represent they have a liquid net worth of at least 10 times their investment in this program and its
affiliates.

California. Investors must have either (a) a net worth of at least $250,000 or (b) an annual gross income of
at least $70,000 and a minimum net worth of at least $120,000. In addition, the state of California requires that
each investor in California cannot invest more than 10% of his or her net worth in us.

Idaho. In addition to the suitability standards noted above, an investment in us is limited to Idaho investors
who have either (i) a gross annual income of at least $85,000 and a liquid net worth of at least $85,000 or (ii) a
liquid net worth of at least $300,000. Additionally, an Idaho investor’s total investment in us shall not exceed
10% of his or her liquid net worth. (“Liquid net worth” shall include only cash plus cash equivalents. “Cash
equivalents” includes assets which may be convertible to cash within one year).
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Iowa. In addition to the suitability standards noted above, an investor in the State of lowa must have either
(i) a net worth of $100,000 and annual gross income of $100,000, or (ii) a net worth of $350,000. Additionally, it
is recommended that Jowa residents not invest, in the aggregate, more than 10% of their liquid net worth in this
and similar direct participation investments. For purposes of this recommendation, “liquid net worth” is defined
as that portion of net worth that consists of cash, cash equivalents and readily marketable securities.

Kansas. 1t is recommended by the Office of the Kansas Securities Commissioner that Kansas investors not
invest, in the aggregate, more than 10% of their liquid net worth in this and other similar investments. Liquid net
worth is defined as that portion of net worth which consists of cash, cash equivalents and readily marketable
securities.

Kentucky. In addition to the general suitability standards listed above, no Kentucky resident shall invest
more than 10% of his or her liquid net worth in our securities and the securities of any of our affiliates’
non-publicly traded business development companies. For these purposes, “liquid net worth#ghall be defined as
that portion of a person’s net worth (total assets exclusive of home, home furnishings angd a biles minus
total liabilities) that is comprised of cash, cash equivalents and readily marketable secur#i

Maine. 1t is recommended by the Maine Office of Securities that an inves
offering and similar non-traded business development companies not exceei 1

’S gate investment in this
e investor’s liquid net
at consists of cash, cash

worth. For this purpose, “liquid net worth” is defined as that portion of net
equivalents, and readily marketable securities. \

Massachusetts. In addition to the general suitability standard$ liftedbabove, Massachusetts investors may
not invest more than 10% of their liquid net worth in us or in o {18uid direct participation programs.

Nebraska. In addition to the suitability standards not@ve, Nebraska investors must have (i) either (a) an
annual gross income of at least $100,000 and a net wo ncluding home, furnishings and personal
automobiles) of at least $350,000, or (b) a net wort cluding home, furnishings and personal automobiles)
of at least $500,000; and (ii) investors must limi o gregate investment in us and in the securities of other
non-publicly traded business development m to 10% of such investor’s net worth. Accredited investors
in Nebraska, as defined in 17 C.F.R. §23()501 not subject to this limitation.

New Jersey. New Jersey invest ust have either (a) a minimum liquid net worth of at least $100,000 and
a minimum annual gross income than $85,000, or (b) a minimum liquid net worth of $350,000. For
these purposes, “liquid net wo’x efined as that portion of net worth (total assets exclusive of home, home
furnishings, and automobil ﬁn s total liabilities) that consists of cash, cash equivalents and readily
marketable securities. @n, a New Jersey investor’s investment in us, our affiliates, and other non-publicly
traded direct investi grams (including real estate investment trusts, business development companies, oil
ent leasing programs and commodity pools, but excluding unregistered, federally and

erings) may not exceed ten percent (10%) of his or her liquid net worth.

New Mexico. In addition to the suitability standards listed above, a New Mexico investor’s aggregate
investment in us, shares of our affiliates and in similar direct participation programs may not exceed ten percent
(10%) of his or her liquid net worth. “Liquid net worth” is defined as that portion of net worth (total assets
exclusive of home, home furnishings and automobiles minus total liabilities) that is comprised of cash, cash
equivalents and readily marketable securities.

North Dakota. North Dakota investors must represent that, in addition to the stated net income and net
worth standards, they have a net worth of at least ten times their investment in us.

Ohio. 1t shall be unsuitable for an Ohio investor’s aggregate investment in shares of the issuer, affiliates of
the issuer, and in other non-traded business development companies to exceed ten percent (10%) of his or her
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liquid net worth. “Liquid net worth” shall be defined as that portion of net worth (total assets exclusive of home,
home furnishings, and automobiles minus total liabilities) that is comprised of cash, cash equivalents, and readily
marketable securities.

Oklahoma. In addition to the suitability standards above, the state of Oklahoma requires that each
Oklahoma investor limit his or her investment in shares of our common stock to a maximum of 10% of his or her
net worth (excluding home, home furnishings and automobiles).

Oregon. In addition to the general suitability standards listed above, an Oregon investor’s maximum
investment in us and our affiliates may not exceed 10% of their liquid net worth, excluding home, furnishings
and automobiles.

Texas. Investors who reside in the state of Texas must have either (i) a minimum of $100,000 annual gross
income and a liquid net worth of $100,000; or (ii) a liquid net worth of $250,000 irrespectiyenf gross annual
income. Additionally, a Texas investor’s total investment in this offering shall not exce his or her
liquid net worth. For this purpose, liquid net worth is determined exclusive of home, ho urnishings and
automobiles.

The minimum purchase amount is $2,500 in shares of our common sto .K sfy the minimum purchase
requirements for retirement plans, unless otherwise prohibited by state law, nd and wife may jointly

contribute funds from their separate individual retirement accounts (* C) ¥provided that each such
contribution is made in increments of $100. You should note that aggn¥estntent in shares of our common stock
will not, in itself, create a retirement plan and that, in order to cre rerement plan, you must comply with all

applicable provisions of the Code.

If you have satisfied the applicable minimum purcha uirement, any additional purchase must be in
amounts of at least $500. The investment minimum for, uent purchases does not apply to shares acquired
pursuant to our distribution reinvestment plan. 6

or indirectly supplied the funds for the p the shares of our common stock or by the beneficiary of the

In the case of sales to fiduciary accoups; uitability standards must be met by the person who directly
chas
account. These suitability standards are in d to help ensure that, given the long-term nature of an investment

in shares of our common stock, our i ment objective and the relative illiquidity of our common stock, shares
of our common stock are an appropN estment for those of you who become stockholders. We, through our
affiliated dealer manager and ¢ ected broker-dealers selling shares on our behalf, must make every

investment for each p stockholder based on information provided by the prospective stockholder in the
subscription agreeme rding the prospective stockholder’s financial situation and investment objectives.
Each selected brq @ aer is required to maintain for six years records of the information used to determine that
an investment in g€ of our common stock is suitable and appropriate for a prospective stockholder.

reasonable effort to deterl@ atthe purchase of shares of our common stock is a suitable and appropriate

In purchasing shares, custodians or trustees of employee pension benefit plans may be subject to the
fiduciary duties imposed by applicable laws and to the prohibited transaction rules prescribed by ERISA and
related provisions. In addition, prior to purchasing shares, the trustee or custodian of an employee pension benefit
plan or an IRA should determine that such an investment would be permissible under the governing instruments
of such plan or account and applicable law.

Y



PROSPECTUS SUMMARY

This summary highlights some of the information in this prospectus. It is not complete and may not contain
all of the information that you may want to consider. You should read carefully the more detailed information set
forth under “Risk Factors” and the other information included in this prospectus. Except where the context
suggests otherwise, the terms:

“« » »

o we,” “us,” “our,” “Company” and “NexPoint Capital” refer to NexPoint Capital, Inc., a Delaware
corporation, and prior to our conversion to a corporation in June 2014, NexPoint Capital, LLC,
a Delaware limited liability company;

e “NexPoint Advisors” or the “investment adviser” or the “administrator” refers to NexPoint Advisors,
L.P., a Delaware limited partnership; and

*  “Highland” refers to Highland Capital Management, L.P., a Delaware limited pggership. Highland
Capital Management, L.P. employs all of NexPoint Capital’s investment profe i%as well as those
of NexPoint Advisors and its affiliates. &

NexPoint Capital \(L

We are an externally managed, non-diversified, closed-end manage er%estment company that has
elected to be treated as a business development company under the In stmnt Company Act of 1940, as
amended (the “1940 Act”). In addition, we have elected to be trea s { RIC under Subchapter M of the Code
and intend each year to qualify and to be eligible to be treated C

We are managed by NexPoint Advisors, a registered ighgstment adviser under the Investment Advisers Act
of 1940, as amended (the “Advisers Act”), which overs anagement of our operations and is responsible
for making investment decisions for our portfolio. @

Our investment policy is to invest, undegn rcumstances, at least 80% of our total assets in debt and
equity of middle-market companies, with 1s on healthcare companies, syndicated floating rate debt of
large public and nonpublic companies an@anine and equity tranches of collateralized loan obligations
(“CLOs”). Middle-market companies ipclu®Companies with annual revenues between $50 million and
$2.5 billion and syndicated floating rbt refers to loans and other instruments originated by a bank to a
corporation that are sold off, og s 2, to investors in pieces. We consider a healthcare company to be a
company that is engaged in t & development, production, sale, management, or distribution of products,
services or facilities use K connection with the healthcare industry. Additionally, we consider the term
healthcare company tg % companies that are materially impacted by the healthcare industry (such as a
contractor that degjuadNg®¥ficant revenue or profit from the construction of hospitals). We may invest without
@ are not in the healthcare sector.

Our portfolio of middle-market investments will have a focus on companies in the healthcare sector, as we
believe there is a large and growing investment opportunity in this sector. Changes in the U.S. healthcare
reimbursement system, including the implementation of value-based payment models and potential repeal and
replacement of the Affordable Care Act (the “ACA”), are creating a dramatic upheaval in the healthcare sector,
affecting each sub-sector differently, and will produce a positive impact for some sub-sectors and a negative
impact for others. We believe some companies are better positioned to take advantage of these changes while
others will consolidate with stronger players. Based on our deep understanding of the healthcare sector, we
believe these developments will create a changing landscape for years to come.

limit in companié

Our investment objective is to generate high current income and long-term capital appreciation. Our Board
may change our investment objective without prior notice or stockholder approval (except as required by the




1940 Act). We seek to achieve our objective by using the experience of the Highland healthcare, credit, and
structured products teams to source, evaluate and structure investments, identify attractive investment
opportunities that are primarily debt investments that generate high income without creating undue risk for the
portfolio, make equity investments where we believe there will be attractive risk-adjusted returns that
compensate for the lack of current income, and make investments in debt and equity tranches of CLOs that
deliver income and high relative value. We will focus on companies that are stable, have positive cash flow and
the ability to grow their business model. However, we will leverage the expertise of Highland with regard to
distressed investing and restructuring to make opportunistic investments in distressed companies.

We will utilize the Highland credit underwriting capability to identify the types of companies we believe
will provide high current income and/or long-term capital appreciation. In addition to the investments in the
healthcare industry, we may invest a portion of our capital in other opportunistic investments, including short
sales, in which NexPoint Advisors has expertise.

We seek to invest primarily in securities deemed by NexPoint Advisors to be hig ¢ generating debt
investments and income generating equity securities of privately held companies in 'Q ited States. The
portfolio may be concentrated primarily in senior floating rate debt securities, Xo ghwde may invest without

limit in securities that rank lower than senior secured instruments and may igve out limit in investments
with a fixed rate of interest. We may buy syndicated loans, various tranches Os and other debt instruments
in the secondary market as well as originate debt so we can tailor the i nt parameters more precisely to
\
ig

our needs. We also may invest a portion of the portfolio in equity sggui\ties that are non-income producing, when
doing so will help us achieve our objective of long-term capital apprefiaNon. The size of our positions may range
from $2 million to $25 million, although investments may be 14 apour asset base increases. We may
selectively make investments in amounts larger than $25 m{llionNaome of our portfolio companies. We may
invest up to 15% of our net assets in entities that are exclug @ om registration under the 1940 Act by virtue of
section 3(c)(1) and 3(c)(7) of the 1940 Act (such as pri Suity funds or hedge funds). This limitation does not
apply to any CLOs, certain of which may rely on S '@c)(l) or 3(c)(7) of the 1940 Act.

We may invest without limitation in @d may also use derivatives, primarily swaps (including
equity, variance and volatility swaps), op@n futures contracts on securities, interest rates, commodities and/
or currencies, as substitutes for direct inve ts we can make. We may also use derivatives such as swaps,
options (including options on futures ures, and foreign currency transactions (e.g., foreign currency swaps,

futures and forwards) to any e):te by NexPoint Advisors to be in our best interest, and to the extent
permitted by the 1940 Act, to various investments for risk management and speculative purposes.

Although our co ck may eventually be listed on an exchange and publicly traded, we do not intend
to list our common st an exchange and do not expect a public market to develop for them in the
foreseeable futur ieve that a non-traded structure is more appropriate for the nature of the assets in
which we invest wing us to take a long-term view. While our offering price is subject to adjustment in

accordance with the 1940 Act and our valuation policy, because our shares will not be listed on a national
securities exchange, our stockholders will not be subject to the daily share price volatility associated with the
public markets. To provide our stockholders with limited liquidity, we intend to conduct quarterly tender offers
pursuant to our share repurchase program. This will be the only method by which our stockholders may obtain
liquidity prior to a liquidity event. See “Share Repurchase Program.” Therefore, stockholders may not be able to
sell their shares promptly or at a desired price.

We intend to seek to complete a liquidity event within five years following the completion of our offering
stage; however, the offering period may extend for an indefinite period. Accordingly, you should consider that
you may not have access to the money you invest for an indefinite period of time until we complete a liquidity
event. We will view our offering stage as complete as of the termination date of our most recent public equity




offering if we have not conducted a public equity offering in any continuous two-year period. See “—Liquidity
Event” for a discussion of what constitutes a liquidity event. We can offer no assurance that we will be able to
complete a liquidity event on satisfactory terms or at all.

Our Investment Adviser

Our investment activities are managed by our investment adviser, NexPoint Advisors. NexPoint Advisors is
an SEC-registered investment adviser and had approximately $620 million of capital under management as of
February 28, 2017. Together with NexPoint Advisors and its other affiliates, Highland had approximately
$14.9 billion in assets under management as of February 28, 2017. Highland specializes in credit strategies, such
as credit hedge funds, long-only funds and separate accounts, distressed-for-control private equity and CLOs.
NexPoint Advisors’ affiliates also offer alternative investment-oriented investment vehicles, including asset
allocation, long/short equities, real estate and natural resources.

on prospective investments and equity sponsors, analyzing investment opportunitj turing our investments
and monitoring our investments and portfolio companies on an ongoing basis. jpt Advisors was organized
in March 2012 and is a registered investment adviser under the Advisers Ac@\UieMhe investment advisory
agreement, as amended, with NexPoint Advisors (the “Investment Advisgry ment”), we pay NexPoint
Advisors both a base management fee and an incentive fee. See “The K&g — Investment Advisory

Our investment adviser is responsible for sourcing potential investments, cond@emch and diligence

Agreement.”

NexPoint Advisors has entered into an agreement with Hi$ d¥1ts affiliate, pursuant to which Highland
makes available to NexPoint Advisors experienced investniat professionals and other resources of Highland and
its affiliates. Any amounts payable under this agreement afg able by NexPoint Advisors and not us. Highland
was founded in 1993 by Jim Dondero and Mark Okadal 1dent, co-founder and majority partner, Mr. Dondero
has led Highland since its inception over 24 years a er the past 24 years, Highland has been an early
pioneer of the syndicated bank loan asset class. , Highland launched its first CLO, the first non-bank
issued asset backed security structure wit {o€d bank loans as the underlying asset. Highland has been a
leading alternative asset manager with a lystori§al focus on the healthcare sector. As of March 31, 2017,
Highland has made over $1.5 billion in_heal¥€are investments, currently manages a distressed private equity
fund with a heavy healthcare focus, oes several healthcare focused funds and, as of March 31, 2017, had a

team of ten investment profesgjoRf

who provide services to NexP

NexPoint Advis@ management has significant experience in healthcare related investments, in

underwriting invesgg middle-market and privately held companies and in identifying, evaluating and
managing distrese tments. The team is also familiar with how to utilize all levels of a company’s capital
structure to generddawiffcome and long-term value and appreciation. In addition to the management and
investment teams, the operations team has significant experience in the operational and regulatory management
of registered funds. The business development company team will utilize 16 professionals, ten of which are
focused on healthcare, a team of operations personnel, a team of compliance professionals and a team of
restructuring specialists.

In the future, we may create a real estate investment trust (“REIT”) subsidiary (a “REIT Subsidiary”).
Through a REIT Subsidiary, we would make qualifying real estate investments in the form of debt securities,
structured credit, preferred equity and mezzanine investments in real estate properties, with an emphasis on
healthcare properties. Based on current market conditions, once fully invested, we anticipate that we might gain
exposure to such real estate-related investments by investing up to 25% of the value of our total assets in
securities of a REIT Subsidiary.




Investing through a REIT Subsidiary involves risks, including the risk that the REIT Subsidiary will fail to
qualify as a REIT for U.S. federal income tax purposes. Such failure would have severe adverse tax
consequences on the REIT Subsidiary and would reduce the net earnings of the REIT Subsidiary and would
likely significantly reduce the value of the Company’s investment in the REIT Subsidiary.

Conversion

On June 10, 2014, NexPoint Capital, LLC converted into a Delaware corporation, NexPoint Capital, Inc.,
and all of the outstanding limited liability company interests in NexPoint Capital, LLC converted into shares of
common stock in NexPoint Capital, Inc. As part of this conversion the existing member of NexPoint Capital,
LLC, NexPoint Advisors, received an aggregate of 21,739.13 shares of our common stock in exchange for the
21,739.13 limited liability company interests it owned in NexPoint Capital, LLC, representjsms an estimated
equivalent price of $9.20 per share based on the fair value of the assets contributed by N@Advisors in

connection with our formation, as determined by our Board.

Summary Risk Factors
Investing in our shares involves an above average degree of rj l@%ntended for long-term
e

investors. You may lose all or part of your investment. The dis irPthis section is only a summary of
the risks of an investment in our shares. See ‘“Risk Factors” b on page 31 for more information on
these and other risks you should carefully consider before to invest in shares of our common
stock.

e Operating under the constraints imposed on u siness development company and regulated
investment company may hinder the achieve of our investment objective.

e We intend to finance our investments y# owed money, which will magnify the potential for gain
se the risk of investing in us.

or loss on amounts invested and i
e There are significant potential t@s of interest that could affect our investment returns.

e Our shares will not be liste, an exchange or quoted through a quotation system for the foreseeable
future, if ever. Thereforgmy urchase shares in this offering, it is unlikely that you will be able to
sell them and, if you’ to do so, it is unlikely that you will receive a full return of your invested
capital. 6

e  Weintend t¢ 8 Qrepurehase your shares on a quarterly basis. Only a limited number of shares will
be repu Towever, and, to the extent you are able to sell your shares under the repurchase

may not be able to recover the amount of your investment in those shares.

e We are subject to risks associated with middle-market healthcare companies, including competition,
extensive government regulation and commercial difficulties.

*  We may expose ourselves to risks if we engage in hedging transactions, including the risk that hedging
will limit the opportunity for gain if the values of the underlying portfolio positions should increase and
the risk that an imperfect correlation between hedging instruments and the portfolio holdings being
hedged may prevent us from achieving the intended hedge and expose us to risk of loss.

e Our distributions may exceed our earnings and profits, particularly during any period before we have
substantially invested the net proceeds from our public offering. We may pay distributions from an
unlimited amount of offering proceeds, borrowings or the sale of assets to the extent our cash flow
from operations, net investment income or earnings are not sufficient to fund declared distributions. As




a result, portions of the distributions that we make may represent a return of capital, which is the return
of your original investment in us, after subtracting sales load, fees and expenses directly or indirectly
paid by you. A return of capital reduces the amount of funds we have available for investment in
targeted assets. While a return of capital is not currently taxable, it will lower your tax basis in your
shares, which may increase your taxable gain or decrease your taxable loss in connection with a
subsequent sale of our shares.

This is a “best efforts” offering, and if we are unable to raise substantial funds, we will be more limited
in the number and type of investments we may make, and the value of your investment in us may be
reduced in the event our assets underperform.

Investors will not know the purchase price per share at the time they submit their subscription
agreements and could receive fewer shares of common stock than anticipated if our Board determines
to increase the offering price to comply with the requirement that we avoid sellingsghares below NAV.

Investors will not know the purchase price per share at the time they submit thINg s ription
agreements and could pay a premium for their shares of common stock in ved of a decline in the
value of our shares.

subject us to a risk of significant loss if any of these companies de n its obligations under any of

Our portfolio investments may be concentrated in a limited numbi OX(; lio companies, which will
its debt instruments.

If we invest in the loan of a portfolio company that is u pay interest and principal when due,
our NAV may decline and we may be unable to pay @ or to service our contractual obligations.

When interest rates increase, floating rate interesayate t features on debt instruments may make it

more difficult for borrowers to repay their loans eparately, will make it easier for NexPoint
Advisors to meet its income incentive fee thr ithout any additional effort.
We may recover little or no unpaid princi interest on a loan or other security if the borrower of

such loan or other security were to {eff even when such debt obligations are first lien or second lien
debt obligations or are otherwisgZS€c "

Investors in our common stock se all or part of their investment in us.

Our CLO investments ma @ \kier and less transparent to us and our stockholders than direct
investments in the unda{lyMg ®dmpanies. Our investments in equity and mezzanine tranches of CLOs

will likely be subor& o the other debt tranches of such CLOs, and are subject to a higher degree of
risk of total 1

S
We may be%xposed to both business and tax risks associated with a REIT Subsidiary and such
REIT a ’s investments, including the risk that the failure of a REIT Subsidiary to qualify as a
REIT cON\]ddlave severe adverse tax consequences on the REIT Subsidiary and could significantly and
adversely affect our performance.

A REIT Subsidiary may have difficulty paying distributions required for it to remain qualified as a
REIT if it recognizes income before or without receiving cash representing such income.

Complying with REIT requirements may force the REIT Subsidiary to liquidate or forego otherwise
attractive investments.

To the extent we invest in healthcare facilities, in order to satisfy the REIT qualification tests, we may
be required to structure our investments using complex lease structures from controlled taxable
corporate subsidiaries referred to in the Code as taxable REIT subsidiaries (“TRSs”) so as to qualify
the income as permitted rents.




e In order to qualify income as permitted rents or interest from real estate loans, we may be required to
structure our investments in complex structures that are relatively inflexible, undesirable from a
business perspective, or are not market competitive.

Potential Market Opportunity

We believe there are currently, and will continue to be, significant investment opportunities in middle-
market companies and larger private companies, particularly in the healthcare sector and particularly in income
producing securities, in the United States. Additionally, we believe there continue to be attractive investment
opportunities in the syndicated floating rate debt and CLO markets.

The size of our investments will generally range from $2 million to $25 million, primapsy in debt securities
of middle-market companies. We may selectively make investments in amounts larger than illion in some
of our portfolio companies. We generally expect that the size of our individual investme il vary
proportionately with the size of our capital base. Target businesses will typically exome or all of the
following characteristics: (1) exposure to healthcare sub-sectors we believe will Perfei™#fom changes in the
healthcare reimbursement system and the potential repeal and replacement of ACA exposure to
non-healthcare sub-sectors we believe will benefit from a rising interest rate PNgidonment and the Federal
Reserve’s policies in response to rising rates; (3) a U.S. base of operatjof%(#) an experienced management team
executing a long-term growth strategy; (5) discernible downside pr jon through recurring revenue or strong
tangible asset coverage; (6) defensible niche product/service; (7) prodqucy and services with distinctive
competitive advantages or other barriers to entry; (8) stable an i¥able free cash flows; (9) existing
indebtedness that may be refinanced on attractive terms; (1%? lo hnology and market risk; (11) strong

customer relationships; and (12) low to moderate capital e iture requirements.

We expect that deal flow and idea generation fgr®i tments will primarily originate from NexPoint
Advisors and its affiliates’ existing and extensiv k of informal and unconventional deal sources in the
middle-market business community. Once mnvestments have been identified, we, through our
investment adviser, will conduct a rigorofs dugdligence process that draws from our investment adviser’s
investment experience, industry expertise etwork of contacts. Our investment adviser will then work with
outside counsel in an effort to struct ans with strong creditor protections and contractual controls over
borrower operations. Our invest r will seek to obtain extensive operating and financial covenants,
detailed reporting requirement‘,%nance rights and board seats to protect our investment while allowing the
borrower the necessary flexj %0 execute its business plan. We will actively monitor and manage our
portfolio with regard al company performance as well as general market conditions. Investment
decisions on new orig s generally will include an analysis of the impact of the new loan on our broader
portfolio, includi @ op-down” assessment of portfolio structure and risk exposure.

Investments in Middle-Market Healthcare Companies

Our portfolio of middle-market investments has a focus on companies in the healthcare sector as we believe
there is a large and growing opportunity in this sector. Changes in the U.S. healthcare reimbursement system,
including the implementation of value-based payment models and potential repeal and replacement of the
Affordable Care Act, are creating a dramatic upheaval in the healthcare sector, affecting each sub-sector
differently, and will produce a positive impact for some sub-sectors and a negative impact for others.

We believe some companies are better positioned to take advantage of these changes while others will
consolidate with stronger players. Based on our deep understanding of the healthcare sector, we believe these
developments will create a changing landscape for years to come.




Healthcare has historically been a defensive and stable sector that has experienced out-sized growth and
consistency during the past four decades. We believe that there are three primary growth drivers of healthcare:
(1) demographics, (2) price inflation and (3) per-person utilization of care. The demographic growth rate of those
65 years and older was 14.8% in 2015 and is expected to be 21.3% by 2055. In 2017, price inflation in healthcare
is expected to be 18.4% of the U.S. GDP. Healthcare prices have risen by almost double the baseline GDP
growth rate since 1970.

Investments in Middle-Market Non-Healthcare Companies

Since 2009, credit market conditions have improved as stability has returned to the U.S. financial system.
The Federal Reserve instituted a zero interest rate policy that was successful in keeping rates low across the yield
curve. As a result, investor and business confidence returned and the economy and employment grew
accordingly, although slower than pre-2008. Despite the improvement, growth and employmgnt remain sluggish.
Despite these headwinds, we believe that some industries continue to flourish, such as heal . We believe
that, if interest rates rise, financing for middle-market companies in all sectors will beco difficult and
that the capital requirements of business in many sectors will be enormous in the co%ye s. These companies
will, in our opinion, turn more and more to specialty finance vehicles, such as u re the capital they need
for growth. We view the financing of middle-market companies to be an under Sgfvaea, presenting potential
opportunities.

The U.S. Census Bureau statistics from its economic census in 2 mcate there are over 40,000 U.S.
businesses classified as “middle-market” (annual revenues betwe illion and $2.5 billion) while there are
approximately only 1,200 companies with annual revenues in S 2.5 billion. We believe middle-market
companies represent an outsized potential for growth compare rger companies. Additionally, these
companies require large amounts of capital to grow their bydigesses but have limited access to more traditional
capital providers. Despite the size of the market, there a roviders of financing for middle-market
companies. Underwriting credit to a private compan es more diligence and a specific skill set that large
financial institutions typically do not possess and r s more time than they are willing to invest. We believe
that it is this lack of access and competition tl@s the opportunity, as it should allow us to pick the best

S

of middle-market companies that we will have an increasing income stream over time, particularly if
interest rates increase above thair {istNgiOws. Also, as floating rate debt may be exposed to less short-term interest
rate risk than certain longer d redit instruments, we can seek to build a portfolio that has mostly credit risk,
which we believe NexPK wors and its affiliates have significant experience at assessing.

Y

companies and negotiate more favorable qg
As a large percentage of our invesﬁen ay be in the form of floating rate debt, we seek to create a portfolio

ndicated Floating Rate Debt

Investments @

A large porti the investments we make in middle-market companies are expected to be in the form of
floating rate debt instruments. Also, a portion of the portfolio will be invested in large syndicated floating
rate debt of non-public and public companies. Syndicated floating rate debts are loans originated by a bank to a
corporation that are sold off, or syndicated, to investors in pieces. Floating rate loans have a base rate that adjusts
periodically plus a spread over the base rate. The base rate is typically the three-month London Interbank Offered
Rate (“LIBOR”), and resets every 90 days. With rates resetting in an environment where the prevailing base rate
is increasing, the income stream from a floating rate instrument will increase. Syndicated floating rate debt offers
certain benefits:

High current income. Historically, floating rate loans have lower yields than high yield bonds, due in part to
better credit and short-term interest-rate risk profile, but can still offer an attractive risk-reward income dynamic.
However, today, we believe floating rate yields are comparable to high-yield bonds.




Adjustable coupon payment. Floating rate loans are structured so that interest rates reset on a predetermined
schedule. When interest rates rise, coupon payments increase, and vice versa, with little lag time (typically 90
days or less). This feature greatly reduces the interest rate risk, or duration risk, inherent in high yield bonds,
which typically never reset. Therefore, as short-term rates rise, the value of a high yield bond should decline
while the value of a floating rate loan should remain stable.

Priority in event of default. In the event of a default, floating rate loans typically have a higher position in a
company’s capital structure, have first claim to assets and greater covenant protection than high yield bonds. As a
result, floating rate loans have generally recovered a greater percentage of value than high yield bonds. Also, the
default rate for floating rate loans has historically been lower than defaults of high yield bonds.

Reduced Volatility. The return of floating rate loans has historically had a low correlation to most asset
classes and a negative correlation with some asset classes. Therefore, adding floating rate 1gess to a portfolio
should reduce volatility and risk. %

In our view, an allocation to large syndicated floating rate debt provides stable % with high current
income and offers the portfolio liquidity.

Investments in CLOs v\

We view CLOs as an excellent way to gain exposure to syndi ex}oa ing rate debt at a less expensive
price and higher yield with greater upside potential for capital ap % n while minimizing interest rate risk.
CLO vehicles are entities formed to manage a portfolio of synd ank loans. The CLO vehicle raises capital
rochads to buy the underlying portfolio of

lowed to purchase is limited by criteria

also has certain priority of payment provisions
ranches. Documents governing CLOs typically

rtain tests are triggered, diverting cash to the higher

by issuing equity and multiple tranches of debt and uses th
syndicated bank loans. The syndicated bank loans the CL
established within the documents governing the CLO.
or “waterfall” provisions that benefit the higher rate,
provide for adjustments to the “waterfall” in the

rated debt tranches. @

We view CLOs as the last asset classCJs still dislocated from the fallout in 2008, providing high income
and high relative value. In our opini e long-term cost of capital that older vintage CLOs have secured is
relatively cheap compared to curr s and associated LIBOR floors. This creates opportunities to purchase
certain equity and mezzanine { es of CLO debt that may provide attractive risk-adjusted returns. The
secondary market for CLO @%&ine debt and equity, although still small, has become more liquid since 2009.

Additionally, Highlan the largest participants in the secondary market for CLO debt, which we believe
gives us greater a o Wye asset class and potential opportunities.

cces
Although WQVG that CLOs that closed prior to 2008, or pre-2008 vintage, present excellent
opportunities, we believe post-2010 CLOs, or post-2010 vintage, offer interesting features and potential value as
well. Generally, these CLOs have a higher cost of capital and thus lower return for the equity tranche, but they
offer appealing structural features that are superior to pre-2008 vintage CLOs. These features typically
include: better credit enhancements, lower leverage, stronger collateral packages and lower fees to the collateral
manager. We believe the pre-2008 vintage CLO market is beginning to shrink as many of these CLOs are past
their reinvestment periods and CLO managers will call the debt tranches at par. We believe that the CLO market
was revived after 2010 and market participants now experience enhanced liquidity and comfort with the asset
class. We therefore believe there will be long-term opportunities in CLO debt and equity tranches, as the post-
2010 vintage CLO market continues to grow and pre-2008 vintage CLOs wind down. We may invest in both
pre-2008 vintage and post-2010 vintage CLOs.




Potential Competitive Strengths

NexPoint Advisors has entered into an agreement with Highland, its affiliate, pursuant to which Highland
makes available to NexPoint Advisors experienced investment professionals and other resources of Highland and
its affiliates. Any amounts payable under this agreement are payable by NexPoint Advisors and not us. Highland
has invested in the healthcare sector since 1993, in credit across all sectors, and in structured products.
Highland’s investments have spanned the range from large capitalization companies that are publicly traded to
small, privately held companies and to distressed companies that have been successfully turned around. We
believe Highland’s expertise in underwriting credit across all sectors will give us an advantage in identifying and
investing in the best middle-market companies in syndicated loans and CLOs. Highland has a team of ten
professionals focused on healthcare investing across a wide range of asset classes, a team of six professionals
focused on investing in non-healthcare credit, a team of three professionals focused on investing in structured
products.

Highland’s head of healthcare investing, Michael Gregory, is an expert in healt amlcy, having received
a degree from the Yale School of Management’s highly specialized joint program i@hcare within the Yale
School of Medicine, Management and Public Policy. Mr. Gregory has been invefti e healthcare sector for
19 years. Mr. Gregory’s healthcare team includes, Andrew Hilgenbrink, a P D\1M emistry from Purdue
University who specializes in the biotechnology and pharmaceuticals sub—sek. r. Hilgenbrink’s advanced
degree and years of investing in these sectors gives him a deep knowlgd e science underpinning
biotechnology and drugs as well as an understanding of how the U, od & Drug Administration’s approval
process works. Highland also employs specialists in other sub-sectorgofWealthcare with an average of 15 years
of experience investing in healthcare. Of the Highland professil % used on the healthcare sector, six of them
are restructuring specialists that currently work closely wit% d»afment teams of healthcare companies and in

many cases hold a board seat on such companies.

Highland’s head of credit research, Trey Parke& years of investing experience, including experience
in middle-market and distressed investing. Mr. P, ads a team of 10 analysts focused on all economic
sectors. Over the past 24 years, Highland h \ billions of dollars in floating rate debt in thousands of
companies. Highland is a well—recognize(!iead?r nd innovator in the asset class. In the 1990s, Highland helped
bring the asset class into the mainstream fOwi@ftitutional and retail investors. In 1996, Highland developed the
Wall Street Office software program SO”), to track floating rate bank loans. Today, WSO, which is owned
by Markit Partners, is the de fa‘cto used for tracking loans by over 240 institutions.

Highland’s head of str @produots, Hunter Covitz, has 14 years of experience with structured products
and credit investing, i xperience in middle-market and distressed investing. Mr. Covitz leads a team of
k n structured products.

four professionals foc

Highland laQ the first non-bank CLO in 1996 and has issued and managed more than $30 billion of
CLO securitizations over the last 20 years. Highland is a large manager of CLOs in the United States and is a
large investor in CLO debt and equity in the secondary market. Because of our experience managing CLOs and
the underlying asset pools, including floating rate bank loans, we believe that we have an unparalleled ability to
evaluate CLO debt for purchase in the secondary market.

Highland’s credit platform has been through many credit cycles over the past 24 years, and Highland
remains a recognized leader in the credit space, winning numerous industry awards and recognition from peers.
Highland has a proprietary credit underwriting process and maintains coverage of many public and non-public
companies across all sectors. Investments are reviewed by the analyst team and approved by a credit committee
that meets daily. The process includes on-going monitoring of all investments.




We believe the breadth, depth and experience of Highland’s platform provides a significant advantage in
sourcing, analyzing, monitoring and managing investment opportunities. Highland has a large back office
operations team that has years of experience in settling and tracking bank loan investments. Highland also has a
dedicated team that operates registered funds, works with third party service providers, interacts with portfolio
managers to provide timely information and portfolio statistics, and has experience interacting with legal counsel
and a board of directors. Highland’s valuation team has over 20 years of experience valuing investments in
middle-market and other non-public companies.

We believe the long-term investment horizon we are afforded through a business development company
structure will allow us flexibility to find the investments that will deliver the highest value to our investors.
Unlike a typical private equity or venture fund, we are not required to return capital once a liquidity event is
realized in an underlying investment. With the uncertainties inherent in the Federal Reserve’s actions regarding
interest rates and quantitative easing and the possible repeal and replacement of the ACA, pasgicularly the delays
in implementation already experienced, we believe it is difficult to make the best invest esions if required
to work under a finite time line. Because of the business development company structurd, %&e Believe we can
offer an institutional-type strategy focused on the healthcare sector with institutiona agement capabilities to

investors. \(L

Operating and Regulatory Struc ev

Our investment activities are managed by NexPoint Advisorsgan ervised by our Board, a majority of
whom are not “interested persons” of NexPoint Capital, as suc@: efined in the 1940 Act (“Independent
Directors™).

As a business development company, we are gener, ibited from acquiring assets other than
“qualifying assets” unless, after giving effect to any sjion, at least 70% of our total assets are such
qualifying assets. Qualifying assets generally inclu%uriﬁes of eligible portfolio companies, cash, cash
equivalents, U.S. government securities and hig @ ity debt instruments maturing in one year or less from the
time of investments. Under the rules of t AMATL, “eligible portfolio companies” include:

e private U.S. operating companie

e public U.S. operating com whose securities are not listed on a national securities exchange (e.g.,
the New York StockeExCh r registered under the Securities Exchange Act of 1934, as amended
(the “Exchange Act \

e Public U.S.
and throug
portfolj

Sompanies whose securities are quoted on the over-the-counter bulletin board
eets LLC are not listed on a national securities exchange and therefore are eligible

e public UNOperating companies having a market capitalization of less than $250 million. See
“Regulation—Qualifying Assets.”

We have elected to be treated and intend each year to qualify and be eligible to be treated as a RIC under the
Code. In order to qualify as and be treated as a RIC, we must satisfy certain source of income, asset
diversification and distribution requirements. See “Tax Matters.”

Use of Leverage

As a business development company, we are permitted under the 1940 Act to borrow funds to finance a
portion of our investments. We expect to use leverage to finance a portion of our investments in the future

10




consistent with the rules and regulations under the 1940 Act. As a business development company, we generally
are required to meet a coverage ratio of total assets to total borrowings and other senior securities, which include
all of our borrowings and any preferred stock that we may issue in the future, of at least 200%. If this ratio
declines below 200%, we cannot issue additional senior securities and could be required to sell a portion of our
investments to repay debt when it is disadvantageous to do so.

We expect to incur leverage through either a traditional credit facility or a private, consolidated
securitization vehicle rather than through an issuance of preferred stock. We may grant a security interest in up to
100% of our assets under the terms of any debt instruments into which we enter. In addition, under the terms of
any credit facility or other debt instruments into which we enter, we may be required to use the net proceeds of
any investments that we sell to repay a portion of the amount borrowed under such facility or instrument before
applying such net proceeds to other uses.

To the extent that we form a REIT Subsidiary that directly incurs leverage in the form%bt (as opposed to
non-recourse borrowings made through special purpose vehicles), the amount of such ref\gr verage used by
us will be consolidated and treated as senior securities for purposes of complying wi e 1940 Act’s limitations
on leverage. Accordingly, it is our present intention to utilize leverage through mowings in an amount
not to exceed 50% of our total assets (i.e., to maintain 200% asset coverage), | ount of any non-recourse
direct debt or borrowing by a REIT Subsidiary, if any. Because a REIT Sub preferred shares would

represent a small amount of leverage by the REIT Subsidiary, such leveif\ge also be consolidated for
purposes of complying with the 1940 Act’s limitations on our ability t§1sst\ preferred shares. The use of
leverage is generally considered a speculative investment techniq \ncreases the risks associated with

investing in our securities. In the future, we may borrow from, is senior securities to, banks, insurance
companies and other lenders. If the value of our assets dect ase%erage would cause our NAV to decline more
sharply than it otherwise would have had we not leverage reby magnifying losses or eliminating our equity
stake in a leveraged investment. See “Risk Factors—Ri ting to our Business and Structure—We intend to
finance our investments with borrowed money, whic \@nagnify the potential for gain or loss on amounts
invested and may increase the risk of investing inéé

O\mlflicts of Interest

We are prohibited under the 19 t from participating in certain transactions with our affiliates without
the prior approval of our Indep’en@ tors and, in some cases, of the SEC. Among others, any person that
owns, directly or indirectly, fi ent or more of our outstanding voting securities is our affiliate for purposes
of the 1940 Act, and we ar rdlly prohibited from buying or selling any security from or to, or entering into
certain “‘joint” transaci ich could include investments in the same portfolio company) with such affiliates,
absent the prior app our independent directors and/or appropriate exemptive relief. Our investment
adviser and its af, cluding persons that control, or are under common control with, us or our investment
adviser, may also Bas#®nsidered our affiliates under the 1940 Act, and we are generally prohibited from buying or
selling any security from or to, or entering into ‘“joint” transactions with, such affiliates without prior approval of
our independent directors and, in some cases, exemptive relief from the SEC.

We may, however, invest alongside other clients of NexPoint Advisors and its affiliates in certain
circumstances where doing so is consistent with applicable law, SEC staff interpretations and specific exemptive
relief from the SEC. For example, we may invest alongside such accounts consistent with guidance promulgated
by the staff of the SEC permitting us and such other accounts to purchase interests in a single class of privately
placed securities so long as certain conditions are met, including that our investment adviser, acting on our behalf
and on behalf of other clients, negotiates no term other than price. In addition, we, Highland and NexPoint
Advisors have obtained an exemptive order dated April 19, 2016 from the SEC to permit co-investments among
the Company and other accounts managed by NexPoint Advisors or its affiliates, subject to certain conditions.
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We may also invest alongside our investment adviser’s other clients as otherwise permissible under
regulatory guidance, applicable regulations and the allocation policy of Highland and our investment adviser, as
amended and approved by our Board from time to time. We expect that allocation determinations will be made
similarly for other accounts sponsored or managed by our investment adviser and its affiliates (including clients
that may pay higher fees to NexPoint Advisors or its affiliates or in which our portfolio managers have personal
interest in the receipt of such fess). If sufficient securities or loan amounts are available to satisfy our and each
such account’s proposed demand, we expect that the opportunity will be allocated in accordance with our
investment adviser’s pre-transaction determination. Where there is an insufficient amount of an investment
opportunity to satisfy us and other accounts sponsored or managed by our investment adviser or its affiliates, the
allocation policy further provides that allocations among us and such other accounts will generally be made pro
rata, based on the amount that each such party would have invested if sufficient securities or loan amounts were
available. The allocation policies and procedures are intended to assist NexPoint Advisors and its affiliates in
ensuring that investment opportunities will be allocated to us fairly and equitably.

In situations where co-investment with other accounts managed by our investment Ner or its affiliates is
not permitted or appropriate, Highland and our investment adviser will need to deci ich client will proceed
with the investment. Our investment adviser makes these determinations based, df 1 cies and procedures,
which generally require that such investment opportunities be offered to eligjbl§acdgfints on a basis that is fair
and equitable over time, including, for example, through rotational methodsg.% over, except in certain
circumstances, we will generally be unable to invest in any issuer in N nd managed by our investment
adviser or its affiliates has previously invested. Similar restrictions '\u%ur bility to transact business with our
officers or directors or their affiliates. These restrictions may limi% pe of investment opportunities that
would otherwise be available to us. Q

Our investment adviser or its affiliates may have oth
objectives. Our investment adviser or its affiliates may ligations to other clients or investors in those
other entities, the fulfillment of which may not be i t interests of us or our stockholders. For example, our
officers have, and will continue to have, manage ponsibilities for other investment funds, accounts or
other investment vehicles managed or spo @he investment adviser and its affiliates. Our investment

objective may overlap, in part or in wholg{ witly the investment objectives of such affiliated investment funds,

nts with similar or competing investment

accounts or other investment vehicles. As It, those individuals may face conflicts in the allocation of
investment opportunities among us aj her investment funds, accounts or other investment vehicles advised by
our investment adviser or its affiligmes) investment adviser will seek to allocate investment opportunities

among eligible accounts in a that is fair and equitable over time and consistent with its allocation policy.
However, we can offer no nee that such opportunities will be allocated to it fairly or equitably in the
short-term or over ti %

See “Risk Fisks Relating to our Business and Structure—There are conflicts of interest related to
the obligations of Wggdoint Advisors or its affiliates to other clients.” Additionally, under our incentive fee
structure, NexPoint Advisors benefits when we recognize capital gains and, because NexPoint Advisors
determines when a holding is sold, NexPoint Advisors controls the timing of the recognition of such capital
gains. In addition, because the base management fee that we pay to NexPoint Advisors is based on our average
adjusted gross assets, including those assets acquired through the use of leverage, NexPoint Advisors has a
financial incentive to incur leverage. See “Risk Factors—Risks Relating to our Business and Structure—Our
management and incentive fee structure may create incentives for our investment adviser that are not fully
aligned with the interests of our stockholders and may induce our investment adviser to make speculative
investments.”

Because our dealer manager, Highland Capital Funds Distributor, Inc., is an affiliate of NexPoint Advisors,
its due diligence review and investigation of us cannot be considered an independent review.
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See “Risk Factors—Risks Relating to our Business and Structure—There are significant potential conflicts
of interest that could affect our investment returns” and “Certain Relationships and Related Party Transactions.”

Plan of Distribution

This is a continuous offering of our shares as permitted by the federal securities laws. This offering must be
registered in every state in which we offer or sell shares. Generally, such registrations are for a period of one
year. Thus, we may have to stop selling shares in any state in which our registration is not annually renewed or
otherwise extended. The dealer manager is not required to sell any specific number or dollar amount of shares
but will use its best efforts to sell the shares offered. The minimum permitted purchase is $2,500. We were
initially required to raise at least $10 million from public or private offerings of our shares within one year from
the date the initial registration statement was declared effective by the SEC in order to satisfyhe minimum
offering requirement. We entered into private placements with NexPoint Advisors and i , pursuant to
which we sold approximately 1,086,954 shares of our common stock at $9.20 per shage wing the
effectiveness of the initial registration statement, which reflects the then-current put@fermg price of $10.00
per share, less selling commissions and dealer manager fees, for gross proceed imately $10.0 million,
thereby satisfying the minimum offering requirement. Upon satisfying this 1nk ffering requirement, the
offering proceeds were released to us, and we commenced operations. We c& ed a second private placement

with NexPoint Advisors on October 8, 2014, for gross proceeds of ap ely $6.0 million, which amount

was used to repurchase our shares from NexPoint Advisors’ affilia ember 25,2014, we issued an
additional 271,739 shares to NexPoint Advisors for gross proceed$offa rox1mately $2.5 million. On
January 30, 2015, we issued 336,957 shares to NexPoint Advi .20 per share for gross proceeds of

including reinvestments of dividends, to NexPoint Adviso proceeds of approximately $18.4 million and
issued 5,098,194 shares, including reinvestments of div@ > to unaffiliated investors for proceeds of
approximately $46.8 million.

approximately $3.1 million. In aggregate through DecembE 31, 6, we have issued 2,004,032 shares,

the extent that our NAV increases, we wi ps to ensure that shares are not sold at a price per share, after
deduction of selling commissions and dea nager fees, that is below our NAV. In the event of a material
decline in our NAV, which we consi be a 2.5% decrease below our current net offering price, our Board
will establish a new net offermg that our NAYV is not above, nor more than 2.5% below, our net
offering price per share. Prom @wmg any such adjustment to the offering price per share, we will file a
prospectus supplement wit disclosing the adjusted offering price, and we will also post the updated

information on our w% ww.NexPointCapital.com.
Highland Cgp ds Distributor, Inc. will act as the dealer manager in connection with the sale of shares

registered in thls g. The dealer manager was formed in June 2012 and is an affiliate of our investment
adviser. Highland Capltal Funds Distributor, Inc. does not intend to act as a market maker in our shares.

We are offering our shares on a conti &Qs at a current offering price of $10.50 per share. However, to
tak

To purchase shares in this offering, you must complete and sign a subscription agreement (in the form
attached to this prospectus as Appendix A) for a specific dollar amount equal to or greater than $2,500 and pay
such amount at the time of subscription. You should make your check payable to “UMB Bank, N.A., as agent for
NexPoint Capital, Inc.” Subscriptions will be effective only upon our acceptance, and we reserve the right to
reject any subscription in whole or in part. Pending acceptance of your subscription, proceeds will be deposited
into an account for your benefit. See “How to Subscribe.”
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How to Subscribe

Investors who meet the suitability standards described in this prospectus may purchase shares of our
common stock. Investors seeking to purchase shares of our common stock should proceed as follows:

e Read this entire prospectus and any appendices and supplements accompanying this prospectus.

e Complete the execution copy of the subscription agreement provided by your financial representative.
A specimen copy of the subscription agreement, including instructions for completing it, is included in
this prospectus as Appendix A.

e Deliver a check for the full purchase price of the shares of our common stock you wish to purchase
along with the completed subscription agreement to the selected broker-dealer. You should make your
check payable to “NexPoint Capital, Inc.” The initial minimum permitted purchase is $2,500.
Additional purchases must be made in increments of $500.

* By executing the subscription agreement and paying the total purchase pric fN shares you wish to
purchase, you are attesting that you meet the suitability standards as statec@e subscription
agreement and agree to be bound by all of its terms.

Subscriptions will be effective only upon our acceptance, and we reser ight to reject any subscription
in whole or in part. Subscriptions will be accepted or rejected within sOf receipt by us and, if rejected, all
funds (without interest) will be returned to subscribers without dedygtiqn fo*any expenses within ten business
days from the date the subscription is rejected. We are not permitt: cept a subscription for shares of our
common stock until at least five business days after the date y e¥fe a final prospectus.

An approved trustee must process and forward to us iptions made through IRAs, Keogh plans and
401(k) plans. In the case of investments through IRAs, plans and 401(k) plans, we will send the
confirmation and notice of our acceptance to the tru%

investor must use the same participating aler for each purchase and must complete an additional
subscription agreement for additional purc , a form of which is included in Appendix B. Investors seeking to
purchase shares of our common stoc /or shares of NexPoint Multifamily Capital Trust, Inc. should read the
applicable prospectus and any ap nd supplements and complete a subscription agreement, a form of

P . T e
which is included in Appendlﬁ\
&& Use of Proceeds

We intend t(@ubstantially all of the proceeds from this offering, net of expenses, to make investments in
private or, to the extent allowable, in public U.S. companies in accordance with our investment objective and
using the strategies described in this prospectus. We may also use a significant portion of the proceeds from the
offering to pay down leverage or to make investments in debt securities, structured credit, preferred equity and
mezzanine investments in real estate properties, with an emphasis on healthcare properties, through a REIT
Subsidiary. In addition, a portion of the proceeds may be used to make investments in derivatives such as
warrants, swaps (including equity, variance and volatility swaps), options (including options on futures), futures,
and foreign currency transactions (e.g., foreign currency swaps, futures and forwards), interest rates,
commodities and/or currencies to hedge various investments for risk management and speculative purposes. The
remainder will be used for working capital and general corporate purposes. We can offer no assurance we will be
able to sell all the shares we are registering. If we sell only a portion of the shares we are registering, we may be
unable to achieve our investment objective or structure our investment portfolio as anticipated. Pending

To qualify for a volume discount as @ ultiple purchases of shares of our common stock, an
oke
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investment of the proceeds raised in this offering, we will invest the net proceeds primarily in short-term
securities consistent with our business development company election and our election to be treated as a RIC. We
may employ a portion of the net proceeds to pay operating expenses, distributions to stockholders and for general
corporate purposes. We may fund our cash distributions to stockholders from any sources of funds available to
us, including an unlimited amount of offering proceeds, borrowings, net investment income from operations,
capital gains proceeds from the sale of assets, non-capital gains proceeds from the sale of assets and expense
reimbursements from NexPoint Advisors. We have not established limits on the amount of funds we may use
from available sources to make distributions. See “Use of Proceeds.”

Share Repurchase Program

We do not currently intend to list our shares of common stock on any securities exchapsg and do not expect
a public market for them to develop in the foreseeable future. Therefore, stockholders s u% expect to be
able to sell their shares promptly or at a desired price. See “Share Repurchase Program.’

On a quarterly basis, we intend to offer to repurchase shares on such termg (s ha determined by our
Board unless, in the judgment of the Independent Directors of our Board, su, h& ases would not be in the
best interests of our stockholders or would violate applicable law. We will c% such repurchase offers in
accordance with the requirements of Rule 13e-4 of the Exchange Act agng&ae¥1940 Act. In months in which we
repurchase shares, we may, but will not necessarily, conduct repurchasds onthe same date that we hold our first
weekly closing for the sale of shares in this offering. Each offer toWefurdhase shares will be conducted solely
through tender offer materials mailed to each stockholder and owbe made through this prospectus.

urchased during any calendar year to the number
the sale of shares of our common stock under our
d, we may also use cash on hand, cash available from

We currently intend to limit the number of shares to
of shares we can repurchase with the proceeds we recei
distribution reinvestment plan. At the discretion of
borrowings and cash from liquidation of securitige tments as of the end of the applicable period to
repurchase shares. In addition, we will limi mer of shares to be repurchased in any calendar year to 10%
of the weighted average number of shareqoutstggixling in the prior calendar year, or 2.5% in each quarter, though

the actual number of shares that we offer t rchase may be less in light of the limitations noted above. We
will offer to repurchase such shares ice equal to 90% of the offering price in effect on each date of
repurchase. .

In connection with its &}ration of whether to conduct such tender offers, our Board will consider any
requests it has receive sgockholders. If you wish to tender your shares to be repurchased you must tender at
h¥ you own. If you choose to tender only a portion of your shares, you must maintain a
0 worth of shares following a tender of shares for repurchase. If the aggregate notional
value of repurchalyggfuests exceeds the number of shares we seek to repurchase, we will repurchase shares as
nearly as may be pro-rata, except as permitted by Rule 13e-4 of the Exchange Act. As a result, we may
repurchase less than the full number of shares that you request to have repurchased. If we do not repurchase the
full amount of your shares that you have requested to be repurchased, or we determine not to make repurchases
of our shares, you may not be able to dispose of your shares. Any periodic repurchase offers will be subject in
part to our available cash and to our intention to satisfy the RIC distribution requirement.

While we intend to conduct quarterly tender offers as described above, we are not required to do so and may
suspend or terminate the share repurchase program at any time. We intend to rely on an order dated
December 19, 2013, in which the SEC granted exemptive relief from certain prohibitions in Regulation M under
the Exchange Act to business development companies that adhere to the conditions in that order. See “Share
Repurchase Program.”

15




Liquidity Event

We intend to seek to complete a liquidity event for our stockholders within five years following the
completion of our offering stage; however, the offering period may extend for an indefinite period. Accordingly,
you should consider that you may not have access to the money you invest for an indefinite period of time until
we complete a liquidity event. We will view our offering stage as complete as of the termination date of our most
recent public equity offering if we have not conducted a public equity offering in any continuous two-year
period. We may not pursue a liquidity event if we believe that then-current market conditions are not favorable
for a liquidity event and that such conditions will improve in the future.

A liquidity event could include (1) a listing of our shares on a national securities exchange, (2) the sale of all
or substantially all of our assets either on a complete portfolio basis or individually followed by a liquidation or
(3) a merger or another transaction approved by our Board in which our stockholders likelygmill receive cash or
shares of a publicly traded company. We refer to the aforementioned scenarios as “liqui 't)%ts.” While our
intention is to seek to complete a liquidity event within five years following the completfoM\ot our offering stage,
we can offer no assurance that a suitable transaction will be available or that market! itions for a liquidity
event will be favorable during that timeframe. As such, we can offer no assurapdf that™w€ will complete a
liquidity event at all. In making a determination of what type of liquidity ev t\x{ ¢ best interest of our

P

stockholders, our Board, including our independent directors, may consider ty of criteria, including
portfolio structure, portfolio performance, our financial condition, pot ess to capital as a listed company,
market conditions for the sale of our assets or listing of our securit?t\tern 1 management considerations and

the potential for stockholder liquidity.

uQe program may provide a limited opportunity
iect to certain restrictions and limitations, at a

paid for the shares being repurchased. See “Share
repurchase program.

Prior to the completion of a liquidity event, our share
for you to have your shares of common stock repurchased,
price which may reflect a discount from the purchase p
Repurchase Program” for a detailed description of

G{j\ts to Stockholders

Within 45 days after the end of fiscal quarter, we will file our quarterly report on Form 10-Q. Within

90 days after the end of each fi‘sc will file our annual report on Form 10-K. These reports, along with
any prospectus supplements, % reports on Form 8-K or any amendments to these reports will be made
e

available free of charge on site at www.NexPointCapital.com and on the SEC’s website at www.sec.gov.

These reports should sidered a part of or as incorporated by reference in this prospectus or the
registration statement ich this prospectus is a part.
On a quarter is, we will send information to all stockholders of record regarding the source of

distributions paid to our stockholders in such quarter.

Company Information

Our principal executive offices are located at 300 Crescent Court, Suite 700, Dallas, Texas 75201, telephone
number (855) 498-1580. Our corporate website is located at www.NexPointCapital.com. Information on our
website is not incorporated into or a part of this prospectus.
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THE OFFERING
Up to a maximum of 150,000,000 shares.

We plan to invest the net proceeds of this offering and any private
placement in accordance with our investment objective and the
strategies described in this prospectus and for general corporate
purposes, including payment of operating expenses.

Pending the investment of the offering proceeds, we intend to invest
the net proceeds of this offering and the private placement primarily
in cash, cash equivalents, U.S. government securities and other high-
quality debt investments that mature in one yeareg less from the date
of investment. These securities may have lo r%s than our other
investments and, accordingly, may result i ‘I'&W 1stributions. See
“Use of Proceeds.” 6

Subject to our Board’s discretio a% cable legal restrictions, we
intend to authorize and declare (r)% y cash distributions on a
weekly basis and pay suchdig¥jb¥tions on a monthly basis on the
date two business days gffeNthe Mist declared ordinary distribution of
the month. We calculai cIdstockholder’s specific distribution
amount for the peri iy record and declaration dates. We also
intend to distribyte aMyeflet capital gains (i.e., realized net long-term
ss of realized net short-term capital losses) at

f the assets legally available for such distributions.
e, we may also pay special interim distributions in
ash or shares of common stock at the discretion of our

tions in order to reduce our NAV per share if necessary to

re that we do not sell shares at a price below NAV per share. Our
distributions may exceed our earnings and profits, especially during
any period before we have substantially invested the proceeds from
this offering. As a result, a portion of the distributions we make may
represent a return of capital for tax purposes. A return of capital is a
return of your investment rather than a return of earnings or gains
derived from our investment activities and will be made after
deduction of the fees and expenses payable in connection with the
offering, including any fees payable to NexPoint Advisors. Each year
a statement on Form 1099-DIV identifying the source of the
distribution will be mailed to our stockholders. See “Tax Matters.”
There can be no assurance that we will be able to pay distributions at
a specific rate or at all.

the f
@r example, our Board may periodically declare stock
< dis21

We have adopted an “opt in” distribution reinvestment plan pursuant
to which you may elect to reinvest the full amount of your cash
distributions in additional shares of our common stock. Participants in
our distribution reinvestment plan are free to elect to participate or
terminate participation in the plan within a reasonable time as
specified in the plan. If you do not elect to participate in the plan, you
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Investment Advisory Agreement . . ...
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will automatically receive any distributions we declare in cash.
Stockholders who elect to receive distributions in the form of shares
of common stock will be subject to the same federal, state and local
tax consequences as stockholders who receive their distributions in
cash. See “Distribution Reinvestment Plan.”

Under the Investment Advisory Agreement, we will pay NexPoint
Advisors a base management fee and an incentive fee for its services.

Management Fee

The base management fee will be calculated at an annual rate of 2.0%
of our gross assets, including cash and cash equjgglents and assets
purchased with borrowed funds, which equalg t al assets” line
on our Statement of Assets and Liabilities

NexPoint Advisors may, from time t{ t1 ygluntarily waive fees
under the Investment Advisory Aerdgmggf and/or the Administration
Agreement. NexPoint Advisors ct to recoup any fees
voluntarily waived from a d% une 10, 2016 within three years
from the date that such %r otherwise payable, provided that the
recoupment by NexPofit AdWisors will be limited to the amount of
such voluntarily wd % s (excluding any fees that NexPoint
Adpvisors has inqicatNs#e not subject to recoupment) and will not
cause the sum advisory fees, administration fees, and “Other
Expenses” ed in the expense limitation agreement), and any
xceed the lower of the annual rate of 3.40% of

recouprr%
aver s assets or the operating expense limit in effect at the
i a@coupment.

ncentive Fee

The incentive fee will consist of two components that are independent
of each other, with the result that one component may be payable
even if the other is not.

The first component, which is income-based and payable quarterly in
arrears, will equal 20.0% of the amount, if any, of our “Pre-Incentive
Fee Net Investment Income,” subject to a 1.875% quarterly Hurdle
Rate (as defined under “Fees and Expenses”) and a “catch-up”
provision that entitles our investment adviser to retain 100% of our
Pre-Incentive Fee Net Investment Income in excess of the Hurdle
Rate, but less than 2.34375% quarterly. The first component for a
quarter will therefore be zero if Pre-Incentive Fee Net Investment
Income with respect to that quarter is less than 1,875%, and will be
20.0% of such Pre-Incentive Fee Net Investment Income (as if the
Hurdle Rate did not apply) if our Pre-Incentive Fee Net Investment
Income exceeds 2.34375% for the quarter. There is no accumulation
of amounts on the Hurdle Rate from quarter to quarter. As a result,
there is no clawback of amounts previously paid if Pre-Incentive Fee
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Net Investment Income for subsequent quarters is below the quarterly
Hurdle Rate and there is no delay of payment if Pre-Incentive Fee Net
Investment Income for prior quarters was below the quarterly Hurdle
Rate. The portion of such incentive fee that is attributable to deferred
interest (such as payment-in-kind (“PIK”), interest or original issue
discount) will be paid to our investment adviser only if and to the
extent we actually receive such interest in cash. We will reverse any
such accrued incentive fees if and to the extent such accrued interest
is reversed in connection with any write-off or similar treatment of
the investment giving rise to any deferred interest accrual.

The second component, which is capital gains-based, will be
determined and payable in arrears as of the end gfyeach calendar year
(or upon termination of the Investment Advisory cement, as of the
termination date) and will be an amount egu U.0% of our
cumulative aggregate realized capital a@m our formation

e

through the end of such year, compN our aggregate
a

Q

cumulative realized capital losseg a egate cumulative
unrealized capital depreciation t the end of such calendar year,
less the aggregate amount of reviously paid capital gains
incentive fees. The sec mpdnent of the incentive fee is not
subject to any minimu r§tuw to stockholders.

n Agreement

nse limitation agreement (the “Expense Limitation
exPoint Advisors is contractually obligated to waive
ecessary, pay or reimburse certain other expenses to limit

3 ‘Other Expenses” (defined below) for the fiscal year to 1.0%
< of t! uarter-end value of our gross assets through April 30, 2017.

O

er the Expense Limitation Agreement, “Other Expenses” are all
expenses except interest, taxes, brokerage commissions, other
expenses which are capitalized in accordance with generally accepted
accounting principles, extraordinary expenses, (including litigation
expenses), acquired fund fees and expenses, expenses payable under
the Administration Agreement or expenses payable to NexPoint
Adpvisors for providing managerial assistance to our portfolio
companies or as an incentive fee.

The Expense Limitation Agreement will automatically renew for one-
year terms unless it is terminated by us or NexPoint Advisors upon
120 days’ written notice or upon termination of the Investment
Advisory Agreement, which can only be terminated by terminating
NexPoint Advisors. In the event that the Expense Limitation
Agreement is terminated by either party, investors will likely bear
higher expenses. Any fees waived or expenses reimbursed by
NexPoint Advisors pursuant to the Expense Limitation Agreement are
subject to possible recoupment by NexPoint Advisors within three
years from the date of the waiver or reimbursement. The recoupment
by NexPoint Advisors will be limited to the amount of previously
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Taxation

waived fees or reimbursed expenses and cannot cause our expenses to
exceed any expense limitation in place at the time of recoupment or
waiver.

Possible Non-Publicly Offered Status

If for any taxable year we were not a “publicly offered” RIC within
the meaning of Code Section 67(c)(2)(B), certain of our direct and
indirect expenses, including the Management Fee, the Incentive Fee
and certain other advisory expenses, would be subject to special
“pass-through” rules. Such rules would treat these expenses as
additional dividends to certain of our direct or indirect stockholders
(generally including individuals and entities that compute their
taxable income in the same manner as an indivi and as
deductible by those stockholders, subject to l% oor” on
miscellaneous itemized deductions and i ificant limitations
O

on itemized deductions set forth in t
See “The Adviser and the Admi té() Investment Advisory
Agreement.” \

We have elected to be gfc§e, and intend each year to qualify and be
eligible to be treate a under Subchapter M of the Code. As a
RIC, we generally \@3 have to pay corporate-level U.S. federal
income taxes oAy ordinary income or capital gains that we timely

distribute to kholders as dividends. In order to qualify for the
special ta ent accorded RICs and their stockholders, we must
meet ce\%gross income, diversification, and distribution

re@ s. See “Distributions” and “Tax Matters.”

Qation of REIT Subsidiary

If we form a REIT Subsidiary, we intend to operate the REIT
Subsidiary in a manner that will allow it to qualify as a REIT for U.S.
federal income tax purposes. For so long as the REIT Subsidiary
qualifies as a REIT, generally, the REIT Subsidiary would not have to
pay corporate-level U.S. federal income taxes on any income that it
timely distributes to its shareholders from its tax earnings and profits.
See “Tax Matters—REIT Subsidiary” for more information about the
REIT requirements that a REIT Subsidiary would have to satisfy in
order to qualify and maintain its qualification as a REIT.

If a REIT Subsidiary failed to qualify as a REIT for any taxable year
and did not qualify for certain statutory relief provisions, it would be
subject to U.S. federal income tax on its taxable income at corporate
rates. In addition, it would generally be disqualified from treatment as
a REIT for the four taxable years following the year of losing its
REIT status. Losing REIT status would reduce the REIT Subsidiary’s
net earnings available for investment or distribution to stockholders as
a result of the REIT-level tax liability. In addition, distributions to
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Leverage ...............

Distribution Reinvestment Plan . . . . ..

Administration Agreement

stockholders would no longer qualify for the dividends paid
deduction, and the REIT Subsidiary would no longer be required to
make distributions equal to at least 90% of its taxable income. If a
REIT Subsidiary failed to qualify as a REIT, it might be required to
borrow funds or liquidate some of its investments in order to generate
funds with which to pay any resulting entity-level tax.

As a business development company, we are permitted under the
1940 Act to borrow funds to finance a portion of our investments. See
“Risk Factors—Risks Relating to our Business and Structure—We
intend to finance our investments with borrowed money, which will
magnify the potential for gain or loss on amounts invested and may
increase the risk of investing in us.” and “Discu%of Operating
Plans.”

We have adopted an “opt in” distributio vestment plan pursuant
to which you may elect to have the ffll 3m®efit of your cash

distributions reinvested in additignaNshqg#S of our common stock.
Participants in our distribution re& ment plan are free to elect to
tfon

participate or terminate pagti in the plan within a reasonable

time as specified in the If y®u do not elect to participate in the
plan, you will automatfeallly feceive any distributions we declare in
cash. For example, ard authorizes, and we declare, a cash

distribution, th
reinvestment p

if ave “opted in” to our distribution

u will have your cash distributions reinvested in

our common stock, rather than receiving the cash

SFOwever, certain state authorities or regulators may

impo ctions from time to time that may prevent or limit a
@er’s ability to participate in our distribution reinvestment

plag. Wou should contact your broker or financial intermediary

rding any such restrictions that may be applicable to your
investment in shares of our common stock.

We expect to coordinate distribution payment dates so that the same
price that is used for the weekly closing date immediately before such
distribution payment date will be used to calculate the purchase price
for purchasers under our distribution reinvestment plan. In such case,
your reinvested distributions will purchase shares at a price equal to
92% of the price at which common shares are sold in the offering at
the last weekly closing of the month, and such price may represent a
premium to our NAV. See “Distribution Reinvestment Plan.” No
commissions or fees will be assessed on purchases pursuant to our
distribution reinvestment plan.

We have entered into an administration agreement (the
“Administration Agreement”) with NexPoint Advisors under which
we have agreed to reimburse NexPoint Advisors for our allocable
portion of overhead and other expenses incurred by NexPoint
Adpvisors in performing its obligations under the Administration
Agreement. To the extent that NexPoint Advisors outsources any of
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its functions, we will pay the fees associated with such functions on a
direct basis without profit to NexPoint Advisors. In no event,
however, will we reimburse NexPoint Advisors under the
Administration Agreement in an amount that exceeds an annual rate
of 0.4% of our gross assets, including cash and cash equivalents and
assets purchased with borrowed funds. See “The Adviser and the
Administrator—Administration Agreement.”

Anti-Takeover Provisions . .......... Our certificate of incorporation and bylaws, as well as certain
statutory and regulatory requirements, contain certain provisions that
may have the effect of discouraging a third party from making an
acquisition proposal for us. See “Description of Capital Stock.” In
addition, our Board is divided into three classesgfdirectors serving
staggered three-year terms. This structure is j t to increase the

likelihood of continuity of management, whi ay be necessary for
us to realize the full value of our invest A staggered board of

directors also may serve to deter hosi{le}§a ers or proxy contests,
as may certain other measures ad&& s. See “Description of

Capital Stock.”

Custodian and Transfer Agent . . ... .. State Street Bank and T X(l)m any (“State Street”) serves as our
custodian, and DST SystesMnc. serves as our transfer and
distribution paying d registrar. See “Custodian, Transfer
Agent, Distribugon g Agent and Registrar.”

Additional Information . .......... .. We have fil the SEC a registration statement on Form N-2

under th ties Act, which contains additional information about
us a %ares of our common stock being offered by this
@s. We are required to file periodic reports, proxy statements
élj er information with the SEC. This information will be
able at the SEC’s public reference room at 100 F Street,

N.E., Washington, D.C. 20549 and on the SEC’s website at
. http://www.sec.gov.

K\ Information on the operation of the SEC’s public reference room may
&0 be obtained by calling the SEC at 1-800-SEC-0330.
O& We maintain a website at www.NexPointCapital.com and intend to
make all of our annual, quarterly and current reports, proxy
statements and other information available, free of charge, on or
through our website. You may also obtain such information by
contacting us in writing at: 300 Crescent Court, Suite 700, Dallas,

Texas 75201, Attention: Investor Relations, or by telephone at
(855) 498-1580.
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FEES AND EXPENSES

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

Stockholder transaction expenses (as a percentage of offering price) @

Sales load @) . . oo 8.0%
Offering expenses ) . .. ... 1.0%
Total stockholder transaction €XPenses . . .. ... .......eueuninenenennenenennenn.. 9.0%
Annual expenses (as a percentage of average net assets attributable to common s )@
Base management fee ™ . ... .. .. . ‘% . 3.00%
Incentive fees payable under our Investment Advisory Agreement (20.0%) ©) \ ...... 0.00%
Interest payments on borrowed funds®©® ........ ... .. .o QO 1.41%
Other expenses 1) . ... g (L .......... 3.03%
Acquired fund fees and expenses® . ...... .. .. ... . L.l \ .............. 0.01%
Total Annual Expenses . ............... ... ... B 7 S 7.45%
Less: Fee waivers and expense reimbursement ® ... ..... \ .................. (0.93%)
ent ..., 6.52%

Total annual expenses after fee waivers and expense rei%

Example
The following example illustrates the projected do éunt of total cumulative expenses that you
would pay on a $1,000 hypothetical investment in o (zhon stock, assuming (1) a 8.0% sales load
(underwriting discounts and commissions) and offeRB)expenses totaling $10 or 1.0%, (2) total annual expenses
of 7.45% of net assets attributable to our co ck as set forth in the table above (other than performance-
based incentive fees) and (3) a 5% annualgfetur, e example reflects total annual expenses after fee waivers
and expense reimbursement of 6.52% of ts for the one-year period and the first year of the three-, five-,

and ten-year periods. Q
° 1Year 3Years 5Years 10 Years
Assuming a 5% annual rg]x assumes no return from net realized
capital gains or ge ized capital appreciation) () . ..... ... $149  $279  $403  $687

Assuming a 5% § urn (assumes return is attributable to

incentive ) @ . . ... $158  $302  $437 $736

This example and the expenses in the table above should not be considered a representation of our
future expenses; actual expenses may be greater or less than those shown.

The example assumes that no dividends or distributions are reinvested. While the example assumes, as
required by the SEC, a 5% annual return, our performance will vary and may result in a return greater or less than
5%. If we had an annual return of less than 5% on net investment income, the incentive fee under our Investment
Advisory Agreement would not be earned or payable. If our annual return derived entirely from net realized
gains from our inception to date, our expenses, and returns to investors, would be higher. The increased expense
to investors in this scenario would result from the fact that incentive fees based on capital gains are not subject to
a hurdle rate. Participants in our dividend reinvestment plan will receive a number of shares of our common
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stock determined by dividing the total dollar amount of the distribution payable to a participant by an amount
equal to 92% of the price at which common shares are sold in the offering at the last weekly closing of the
month. See “Distribution Reinvestment Plan” for more information regarding our distribution reinvestment plan.

(1) The following assumes that the registration statement of which this prospectus forms a part is declared
effective by the SEC and the amounts shown under “Stockholder transaction expenses” and “Annual
expenses” and in the example assume that we sell $42.0 million worth of shares of our common stock
during the year ending December 31, 2017, that our net offering proceeds from such sales equal
$38.2 million, that our average net assets during such period equal one-half of the net offering proceeds
added to our net assets from the beginning of the year, or $86.4 million, and that we borrow funds equal to
33% of our average net assets during such period, or $43.2 million. Actual expenses will depend on the
number of shares we sell in this offering and the amount of leverage we employ. If we are unable to raise
$42.0 million during the year ending December 31, 2017, our expenses as a percentaggsaf’ the offering price
may be significantly higher. There can be no assurance that we will sell any partic rnt of our
common stock during the year ending December 31, 2017.

(2) “Sales load” includes selling commissions of 7.0% and dealer manager fees of € may reimburse our
dealer manager for certain expenses that are deemed underwriting compensfiti@n- e have agreed to
reimburse the dealer manager in an amount up to 1.0% of the gross off ir& eds for reasonable fees
and expenses incurred in connection with: (a) legal counsel to the deal% ger, including fees and

expenses incurred prior to the effectiveness of the registration stage Yot which this prospectus forms a
part, provided such fees and expenses are incurred in relation jQti dedter manager; (b) customary travel,
lodging, meals and reasonable entertainment expenses incurrt nnection with this offering;

(c) attendance at broker-dealer sponsored conferences, ed oMl conferences sponsored by us, industry

sponsored conferences and informational seminars; (
our dealer manager or a participating broker-dealer; (
incentives. Total underwriting compensation pay
broker-dealers shall not exceed 8.0% of our gr ing proceeds. Other entities affiliated with NexPoint
Advisors will provide reimbursements to o manager and participating broker-dealers for the
categories listed above to the extent t regate amount of reimbursements, along with the payment
of selling commissions and dealer mfinag es, do not exceed 10% of our gross offering proceeds, which is
the maximum amount permitted by . Therefore, in the event that an investor pays an aggregate of
8.0% sales load, entities affiliat ith NexPoint Advisors may pay an additional amount equal to up to
2.0% of the gross proceecls fi ffering.

one€ountable due diligence expenses incurred by
tomary promotional items; and (f) sales
e Company to our dealer manager or participating

We have agreed to reiml \ e dealer manager or any participating broker-dealer for reasonable bona fide
due diligence expegs rth in an itemized and detailed invoice incurred by either, which may include
travel, lodging, other reasonable out-of-pocket expenses incurred by the dealer manager or any
participating d&aler and their personnel when visiting our offices or assets to verify information
relating to u r assets. These amounts are excluded from underwriting compensation but, when
combined with"the amounts that constitute underwriting compensation, cannot exceed 15.0% of the
aggregate proceeds raised in this offering. These amounts are reflected as offering expenses in the table
above.

(3) Amount reflects estimated offering expenses to be paid by us of $420,000 if we raise $42.0 million in gross
proceeds.

(4) Our base management fee is calculated at an annual rate of 2.0%, is based on the average value of our gross
assets (including cash and cash equivalents and assets acquired using borrowings for investment purposes)
and is payable quarterly in arrears. See “The Adviser and the Administrator—Investment Advisory
Agreement—Management Fee.” For purposes of calculating our adjusted average gross assets, we expect to
recognize any interest rate swap derivatives on the balance sheet as either an asset or liability measured at
fair value. Because the base management fee is based on our gross assets, when we utilize leverage, the base
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management fee as a percentage of the net assets attributable to common stock will increase. Net assets
equals adjusted gross assets less any outstanding liabilities and outstanding borrowings. For the purposes of
this table, we have assumed that we maintain no cash or cash equivalents and that the base management fee
will remain at 2.0% as set forth in the Investment Advisory Agreement. The base management fee shown in
the table above is higher than the contractual rate because the base management fee in the table is required
to be calculated as a percentage of our average net assets, rather than our gross assets. We may from time to
time decide it is appropriate to change the terms of the Investment Advisory Agreement. Under the 1940
Act, any material change to the Investment Advisory Agreement generally must be submitted to our
stockholders for approval.

The SEC requires that the “management fees” percentage be shown as a percentage of net assets attributable
to common stockholders, rather than total assets, including assets that have been funded with borrowed
monies because common stockholders bear all of this cost. The base management fee in the table above
assumes average borrowings to fund investments of approximately $43.2 million duri first 12 months.

We anticipate that we may have capital gains and interest income that result in the Ment of an incentive
fee to NexPoint Advisors in the following twelve months. However, the incent# payable to NexPoint
Adbvisors is based on our performance and will not be paid unless we achii performance targets.

As we cannot predict whether we will meet the necessary performance targgts igfe have assumed that no
incentive fee will be paid for purposes of this table and if such fee were! paid, expenses would be
higher. Any incentive fee payable to NexPoint Advisors will not ct to the Company’s Expense
Limitation Agreement. We expect the incentive fees we pay tgdnc\easc™o the extent we earn greater interest
income through our investments in portfolio companies and realjze $apital gains upon the sale of
investments in our portfolio companies.

The incentive fee will consist of two components. Th
incentive fee, will be calculated and payable quarte ears based upon our “pre-incentive fee net
investment income” for the immediately precedi rter and will be subject to a hurdle rate equal
to 1.875% per quarter. The second component e incentive fee, which we refer to as the capital gains
incentive fee, will be an incentive fee o a@ ains earned on liquidated investments from our portfolio
and will be determined and payable P8 s of the end of each calendar year (or upon termination of the
Investment Advisory Agreement). TRis feg will equal 20.0% of our incentive fee capital gains, which will
equal our realized capital gains 05; cumulative basis from inception, calculated as of the end of the

t

st component, which we refer to as the income

applicable period, computed ne realized capital losses and unrealized capital depreciation on a
cumulative basis, less theoa 'mount of any previously paid capital gains incentive fees. See “The
Adviser and the Adm1n1 Investment Advisory Agreement—Incentive Fee” for a full explanation of
how this incentive fe ulated Because the example above assumes a 5.0% annual return, the incentive
fee under the In dvisory Agreement would not be payable in the following twelve months. As of
the date of t cttus, we have not paid any incentive fees to NexPoint Advisors.

We may bor nds to make investments, including before we have fully invested the initial proceeds of
this offering. The costs associated with any such outstanding borrowings, as well as issuing and servicing
debt securities or issuing preferred stock, would be indirectly borne by our investors. The figure in the table
assumes we borrow for investment purposes an amount equal to 33% of our average net assets (including
such borrowed funds) during such period and that the annual interest rate on the amount borrowed is 2.81%.
Our ability to incur leverage during the following twelve months depends, in large part, on the amount of
money we are able to raise through the sale of shares registered in this offering and capital markets
conditions. We do not plan to issue preferred stock during the next twelve months.

Other expenses include accounting, legal and auditing fees, as well as the reimbursement of the
compensation for administrative personnel and fees payable to our independent directors.

Acquired fund fees and expenses are the indirect costs of investing in other investment companies. These
indirect costs may include performance fees paid to the acquired fund’s adviser or its affiliates. It does not
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include brokerage or transaction costs incurred by the acquired funds. The operating expenses in this fee
table will not correlate to the expense ratio in our financial highlights because the financial statements
include only the direct operating expenses incurred by us.

Pursuant to an expense limitation agreement, NexPoint Advisors is contractually obligated to waive fees
and, if necessary, pay or reimburse certain other expenses to limit the ordinary “Other Expenses” in this
table to 1.0% of the quarter-end value of our gross assets through the one year anniversary of the date of this
prospectus. The obligation does not extend to interest, taxes, brokerage commissions, other expenses which
are capitalized in accordance with generally accepted accounting principles, extraordinary expenses,
Acquired Fund Fees and Expenses, expenses payable under the Administration Agreement or expenses
payable to NexPoint Advisors for providing managerial assistance to our portfolio companies or as an
incentive fee. The obligation will automatically renew for one-year terms unless it is terminated by us or
NexPoint Advisors upon written notice within 60 days of the end of the current term or upon termination of
the Investment Advisory Agreement. There can be no assurance that the expense li - ation agreement
will be renewed. In the event that the expense limitation agreement is terminated by eter)party, investors
will likely bear higher expenses. The expense limitation agreement provides that w carry forward the
amount of any foregone fees or “other expenses” paid, absorbed or reimbursed r investment adviser
(the “Excess Expenses”), for a period not to exceed three years from the ep§ o}t scal quarter in which
such fees are foregone or expense is incurred by our investment advise&sx‘ oupment Period”) and that

our investment adviser is entitled to recoup from us the amount of such s Expenses during the
Recoupment Period to the extent that such recoupment does not caydRo¥r “other expenses” plus recoupment
to exceed the lesser of any operating expense limits in effect &m of the original waiver or expense
reimbursement and at the time of recoupment or reimbursemdnt,

In addition, pursuant to the Administration Agreement, w% only reimburse NexPoint Advisors for our
allocable portion of overhead and other expense incurgdg by NexPoint Advisors in performing its
obligations under the Administration Agreement u aximum amount of 0.4% of our gross assets,
including cash and cash equivalents and assets @ed with borrowed funds. Expenses payable to
NexPoint Advisors for providing managerial a%nce to our portfolio companies are not subject to this cap
on reimbursement. Reimbursement to N dvisors under the Administration Agreement will be at

cost, with no mark-up paid by us. C)
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COMPENSATION OF THE DEALER MANAGER AND THE INVESTMENT ADVISER

The dealer manager receives compensation and reimbursement for services relating to this offering, and we
will compensate our investment adviser for the investment and management of our assets. All of the items of
compensation, fees, expense reimbursements and other payments that we pay or expect to pay to the dealer
manager and the investment adviser for services relating to this offering and the investment and management of
our assets are included in the table below. Each of these items will be borne directly or indirectly by investors in
this offering. The selling commissions and dealer manager fee may vary for different categories of purchasers.
See “Plan of Distribution.” This table assumes our shares are sold through distribution channels associated with
the highest possible selling commissions and dealer manager fees. For illustrations of how the base management
fee, the income incentive fee and capital gains incentive fee are calculated, see “The Adviser and the
Administrator—Investment Advisory Agreement.”

timated Amount for
aximum Offering

Type of Compensation Determination of Amount ($1,575,000,000)™
Fees to the Dealer Manager
Sales Load
Selling commissions® 7.0% of gross proceeds from this offering; %\Ung $110,250,000
commissions are expected to be reallowjN to¥elected

broker-dealers.

Dealer manager fee® Up to 1.0% of gross proceeds
portion of which may be re-all\

offering; all or a $15,750,000
O selected broker-

dealers. é
Other organization and We will reimburse Ne dvisors for the $15,750,000
offering expenses® organizational and ‘% costs it has incurred on our

behalf only to th; that the reimbursement would not

cause the or. nal and offering expenses borne by us

to exceedf1.0% W the gross proceeds as the amount of

proceeds ses. Based on our current estimate, we

esti that these expenses would be $15,750,000 , or

1 gross proceeds, if we use the maximum
S

K&O t*Offered.

Base management fee&&@ The base management fee is calculated at an annual rate of ~ $42,997,500
2.0% of our average gross assets, including cash and cash
equivalents and assets purchased with borrowed funds, and
payable quarterly in arrears.

Investment Adviser Fees
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Type of Compensation

Income incentive fee

O

Determination of Amount

Estimated Amount for
Maximum Offering
($1,575,000,000)®)

Income incentive fee will be calculated and payable
quarterly in arrears, commencing with the quarter ending
September 30, 2014, based on our Pre-Incentive Fee Net
Investment Income for the immediately preceding calendar
quarter. The operation of the first component of the
incentive fee for each quarter is as follows:

1. no incentive fee is payable to our investment adviser
in any calendar quarter in which our Pre-Incentive Fee
Net Investment Income does not exceed the Hurdle
Rate of 1.875%%;

We have not
accrued for any
income incentive
fee as of the date
of this prospectus.
We will disclose
the amount of the
income incentive
fee, if any, in our
quarterly and
nnual reports

a
2. 100% of our Pre-Incentive Fee Net Investment %ed with the SEC

Income with respect to that portion of such
Pre-Incentive Fee Net Investment Income, if ay
exceeds the Hurdle Rate but is less than 2.34

any calendar quarter is payable to our inv\ ;
e

at

fa

adviser. We refer to this portion of our ndéntive
Fee Net Investment Income (whicheex he
Hurdle Rate but is less than 2.34§7 as the
“catch-up.” The effect of the 4 -up’ provision is

that, if such Pre-Incentive Ee vestment Income
exceeds 2.34375% in an &N

I quarter, our
investment adviser will recé™t 20.0% of such
Pre-Incentive Fee N stment Income as if the
Hurdle Rate did ;

3.  and 20.0% of ount of such Pre-Incentive Fee
Net Invgsty @ come, if any, that exceeds
2.34 244 90y calendar quarter is payable to our
invegtmeit adviser.

oses of this fee, Pre-Incentive Fee Net Investment
ans in each case on a consolidated basis interest

For
I
JNoveMistribution income and any other income

uding any other fees (other than fees for providing

\nanagerial assistance), such as commitment, origination,

structuring, diligence and consulting fees or other fees that
we receive from portfolio companies) accrued during the
calendar quarter, minus our operating expenses for the
quarter (including the base management fee, expenses
payable under the Administration Agreement and any
interest expense and any dividends paid on any issued and
outstanding preferred stock, but excluding the incentive
fee). Pre-Incentive Fee Net Investment Income includes, in
the case of investments with a deferred interest feature
(such as original issue discount, debt instruments with PIK
interest and zero coupon securities), accrued income that
we have not yet received in cash. Pre-Incentive Fee Net
Investment Income does not include any realized capital
gains, realized capital losses or unrealized capital
appreciation or depreciation.

der the
Exchange Act.

28




Type of Compensation

Capital Gains Incentive Fee

Administration fee

(1) Assumes all
COMMISSIONSNg

on our NAV.

Determination of Amount

Estimated Amount for
Maximum Offering
($1,575,000,000)®)

The capital gains incentive fee will be determined and
payable in arrears as of the end of each calendar year (or
upon termination of the Investment Advisory Agreement),
and will be an amount equal to 20.0% of our realized
capital gains, if any, on a cumulative basis from inception
through the end of the applicable period, computed net of
all realized capital losses and unrealized capital
depreciation on a cumulative basis, less the aggregate
amount of any previously paid capital gains incentive fees.

As of

December 31,
2016, we had
accrued $175,567
of capital gains
incentive fees, all
of which was
voluntarily
waived. We will
disclose the

ount of any
\ entive fee on

»

Admi tion Fee

t Advisors for our allocable

er expenses incurred by
erforming its obligations under the
ement. In no event, however, will we

Administgses
reimburs§ Nexpoint Advisors under the Administration
Agreegient M an amount that exceeds an annual rate of

0.4‘7r gross assets, including cash and cash

uNales and assets purchased with borrowed funds.

NexPoint Advi

&1 nses payable to NexPoint Advisors for providing

anagerial assistance to our portfolio companies on our
behalf are not subject to this cap on reimbursement.

capital gains
earned on our
investments, if
any, in our
quarterly and
annual reports
filed with the SEC
under the
Exchange Act.

$8,599,500

e sold at the current offering price of $10.50 per share with no reduction in selling
g€aler manager fees. The offering price is subject to increase or decrease depending, in part,

(2) The selling commission and dealer manager fee may be reduced or waived in connection with certain
categories of sales, such as sales for which a volume discount applies, sales through investment advisers or
banks acting as trustees or fiduciaries and sales to our affiliates. No selling commission or dealer manager
fee will be paid in connection with sales under our distribution reinvestment plan.

(3) The organizational and offering expense reimbursement consists of costs incurred by NexPoint Advisors
and its affiliates on our behalf for legal, accounting, printing and other offering expenses, including costs
associated with technology integration between our systems and those of our selected broker-dealers,
marketing expenses, salaries and direct expenses of NexPoint Advisors employees, employees of its
affiliates and others while engaged in registering and marketing the shares of our common stock, which will
include development of marketing and marketing presentations and training and educational meetings and
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generally coordinating the marketing process for us. Any such reimbursements will not exceed actual
expenses incurred by NexPoint Advisors. NexPoint Advisors will be responsible for the payment of our
cumulative organizational and offering expenses to the extent they exceed 1.0% of the gross proceeds from
this offering, without recourse against or reimbursement by us.

(4) Arise in the general level of interest rates can be expected to lead to higher interest rates applicable to our
debt investments. Accordingly, an increase in interest rates would make it easier for us to meet or exceed the
incentive fee hurdle rate and may result in an increase in the amount of incentive fees payable to NexPoint
Advisors.

Certain of the advisory fees payable to NexPoint Advisors are not based on the performance of our
investments. See “The Adviser and the Administrator—Investment Advisory Agreement” and “Certain
Relationships and Related Party Transactions” for a more detailed description of the fees and expenses payable to
NexPoint Advisors, the dealer manager and their affiliates and the conflicts of interest relat%these

arrangements. \
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RISK FACTORS

Before you invest in our shares you should be aware of various risks associated with an investment in shares
of our common stock, as well as risks generally associated with investment in a company with investment
objectives, investment policies, capital structure or trading markets similar to ours. You should carefully consider
these risk factors, together with all of the other information included in this prospectus, before you decide
whether to make an investment in our common stock. The risks set out below are not the only risks we face.
Additional risks and uncertainties not currently known to us or that we do not expect to be material also may
materially adversely affect our business, financial condition and/or results of operations. If any of the following
events occur, our business, financial condition and results of operations could be materially adversely affected. In
such case, our NAV and the trading price of our common stock could decline and you may lose all or part of your
investment.

Risks Relating to our Business and Structure

Operating under the constraints imposed on us as a business development compam@C may hinder
the achievement of our investment objective. Q

The 1940 Act and the Code impose numerous constraints on the operatio % ess development
companies and RICs that do not apply to certain other investment vehicles ‘I;S\e y NexPoint Advisors and
its affiliates. Business development companies are required, for example, to S¥ at least 70% of their total
assets primarily in securities of U.S. private or “thinly” traded public Nnes, cash, cash equivalents, U.S.
government securities and other high-quality debt instruments thatgmgtie in one year or less from the date of
investment. Subject to certain exceptions for follow-on invest istressed companies, an investment in
an issuer that has outstanding securities listed on a national se:%s xchange may be treated as qualifying
assets only if such issuer has a common equity market capifliza that is less than $250 million at the time of
such investment. In addition, qualification for the special téatment accorded a RIC and its stockholders
requires satisfaction of source-of-income, asset diversi jon and distribution requirements. NexPoint Advisors
has limited experience operating under the constrai icable to a company that has elected to be treated as a
business development company under the 1940 Q may hinder its ability to take advantage of attractive
investment opportunities and to achieve o \ nt objective. As a result, we cannot assure you that our
investment adviser will be able to operatefour Wpusiness successfully under these constraints. Any failure to do so
could subject us to enforcement action by tR8SEC, cause us to fail to satisfy the requirements for qualifying to
be treated as a RIC, cause us to fail t Q‘ test described above or otherwise have a material adverse effect on
our business, financial conditign o IS (Q of operations.

We may be precluded &}vesting in what we believe are attractive investments if such investments are
not qualifying assets @es of the 1940 Act. If we do not invest a sufficient portion of our assets in
qualifying assets, wg wviolate the 1940 Act provisions applicable to business development companies and
possibly lose oura a business development company, which would have a material adverse effect on our
business, financiaNea#fdition and results of operations. Similarly, these rules could prevent us from making
follow-on investments in existing portfolio companies (which could result in the dilution of our position) or
could require us to dispose of investments at inopportune times in order to comply with the 1940 Act. If we need
to dispose of such investments quickly, it may be difficult to do so on favorable terms, or at all. For example, we
may have difficulty finding a buyer and, even if we do find a buyer, we may have to sell such investments for
less than we could have received if we were able to sell them at a later time.

We depend upon key personnel of NexPoint Advisors and its affiliates.

We are an externally managed business development company and therefore we do not have any internal
management capacity or employees. We will depend on the diligence, skill and network of business contacts of our
investment adviser to achieve our investment objective. We expect that our investment adviser will evaluate, negotiate,
structure, close and monitor our investments in accordance with the terms of the Investment Advisory Agreement.
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We depend upon the senior professionals of our investment adviser to maintain relationships with potential
sources of lending opportunities, and we intend to rely heavily upon these relationships to provide us with
potential investment opportunities. We cannot assure you that these individuals will continue to indirectly
provide investment advice to us. We do not intend to purchase any “key person” insurance coverage respecting
such investment personnel. If these individuals do not maintain their existing relationships with our investment
adviser, maintain existing relationships or develop new relationships with other sources of investment
opportunities, we may not be able to grow our investment portfolio. In addition, individuals with whom the
senior professionals of our investment adviser have relationships are not obligated to provide us with investment
opportunities. Therefore, we can offer no assurance that such relationships will generate investment opportunities
for us.

If our investment adviser is unable to manage our investments effectively, we may be unable to achieve our
investment objective.

Our ability to achieve our investment objective will depend upon our ability to ma %grow our
business. This will depend, in turn, on our investment adviser’s ability to identify, inyes#1M\and monitor
companies that meet our investment criteria. The achievement of our investment ob@ on a cost-effective
basis will depend upon our investment adviser’s execution of our investment pra€ess, bility to provide
competent, attentive and efficient services to us and our access to financing n% le terms. Our investment
adviser will have substantial responsibilities under the Investment Advisoryk ment. The personnel of our
investment adviser are engaged in other business activities and may b pon to provide managerial
assistance to our portfolio companies, either of which could distrac , d¥Vert their time and attention such
that they could no longer dedicate a significant portion of their ti o businesses or otherwise slow our rate
of investment. Any failure to manage our business and our fut % effectively could have a material
adverse effect on our business, financial condition, results 8 a#fons and cash flows.

An investment in our shares is not an investment i ing funds, accounts or other investment vehicles
managed by NexPoint Advisors or its affiliates e}@ o the extent that we, consistent with the 1940 Act,
invest in such entities. Our performance, t -@ ¢, 1S distinct from the prior performance of such entities.

Our primary focus in making investr@sf erally differs from that of existing investment funds, accounts
or other investment vehicles that are or ha en managed or sponsored by NexPoint Advisors or its affiliates.
In addition, investors in our commo k are not acquiring an interest in any such investment funds, accounts
or other investment vehicles that e been managed or sponsored by NexPoint Advisors or its affiliates
except to the extent that we, ¢ \ nt with the 1940 Act, invest in such entities. While we may consider
co-investing in portfolio in eftts with other investment funds, accounts or investment vehicles managed or
sponsored by NexPoi s or its affiliates, our ability to make such investments will be limited by the 1940
Act, including, potent®UWrequiring the prior approval of our independent directors and, in some cases, SEC
1®%hland and NexPoint Advisors have obtained an exemptive order dated April 19, 2016
from the SEC to pagg# co-investments among the Company and other accounts managed by NexPoint Advisors
or its affiliates, subject to certain conditions.

We also cannot assure you that we will replicate the historical results achieved by NexPoint Advisors or its
affiliates, and we caution you that our investment returns could be substantially lower than the returns achieved
by them in prior periods. Additionally, all or a portion of the prior results may have been achieved in particular
market conditions which may never be repeated.

The highly competitive market for investment opportunities in which we operate may limit our investment
opportunities.

A number of entities compete with us to make the types of investments we plan to make in middle-market
companies. We compete with public and private funds, including other business development companies,
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commercial and investment banks, commercial financing companies, and, to the extent they provide an
alternative form of financing, private equity funds. Additionally, as competition for investment opportunities
increases, alternative investment vehicles, such as hedge funds, may invest in middle-market companies. As a
result of these new entrants, competition for investment opportunities in middle-market companies may intensify.
Many of our potential competitors are substantially larger and have access to considerably greater financial,
technical and marketing resources than we do. For example, some competitors may have a lower cost of funds
and access to funding sources that are not available to us, which could allow them to offer more favorable terms
to borrowers. In addition, some of our competitors have higher risk tolerances or different risk assessments,
which could allow them to consider a wider variety of investments and establish more relationships than us.
Furthermore, many of our competitors are not subject to the regulatory restrictions the 1940 Act imposes on us as
a business development company. We cannot assure you that the competitive pressures we face will not have a
material adverse effect on our business, financial condition and results of operations. Also, as a result of this
competition, we may not be able to take advantage of attractive investment opportunities from time to time, and
we can offer no assurance that we will be able to identify and make investments that are copmstent with our
investment objective. %

Participants in our industry compete on several factors, including price, ﬂexibi% transaction structuring,
customer service, reputation, market knowledge and speed in decision-making ot seek to compete
primarily based on the interest rates we offer, and we believe that some of oyr ¢ tors may make loans with
interest rates that are lower than the rates we offer. We may lose investment tunities if we do not match our
competitors’ pricing, terms and structure. However, if we match our c& tit0rs’ pricing, terms and structure, we

may reduce our net investment income and increase our risk of credif 18ss.

The global capital markets are in a period of disruption an%& ility. These market conditions
materially and adversely affected debt and equity capit. arkets in the United States and abroad, which
could have a negative impact on our business, financj ition and results of operations.

Beginning in 2007, the global capital markets wficed a period of disruption resulting in increasing
spreads between the yields realized on riskier de ities and those realized on securities perceived to be risk
free, such as U.S. Treasuries, as well as a | idity in the debt capital markets, significant write-offs in the
financial services sector and the re-pricing of cgeW¥it risk in the syndicated loan market. These events were
accompanied by the deterioration of the hOWsiasfe market, illiquid market conditions, declining business and
consumer confidence and the failure rtain major financial institutions. These events contributed to a
worsening of general economic ¢ that materially and adversely affected the broader financial and credit
ebt and equity capital for the market as a whole and financial services
\ 'o s may return or worsen in the future, including as a result of actions of the

firms in particular. These

U.S. government, suc 1ng cuts, shutdowns or other similar actions.
Since 2010, 1 uropean Union countries, including Greece, Spain, Italy, Portugal and Ireland, have
faced severe bud es, some of which are disrupting the economies of those countries and other European

Union countries. There have been significant concerns about national-level support for the euro and the
coordination of fiscal and wage policy among European Economic and Monetary Union (“EMU”’) member
countries, and these concerns may persist or worsen. It is possible that one or more EMU member countries
could abandon the euro and return to a national currency and/or that the euro will cease to exist as a single
currency in its current form. The effects of such an abandonment or a country’s forced expulsion from the euro
on that country, the rest of the EMU, and global markets are impossible to predict, but are likely to be negative.
The exit of any country out of the euro may have an extremely destabilizing effect on other eurozone countries
and their economies and a negative effect on the global economy as a whole. Such an exit by one country may
also increase the possibility that additional countries may exit the euro should they face similar financial
difficulties. In addition, in the event of one or more countries’ exit from the euro, it may be difficult to value
investments denominated in euros or in a replacement currency. In June 2016, the United Kingdom approved a
referendum to leave the EMU. Significant uncertainty remains in the market regarding the ramifications of that
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development, and the range and potential implications of possible political, regulatory, economic and market
outcomes are difficult to predict.

Any return of the U.S. or global economic downturn or a recession period in the United States could
adversely impact our investments. In addition, social and political tensions and conflict around the world, and
particularly in the Middle East, may continue to contribute to increased market volatility, may have long-term
effects on the U.S. and worldwide financial markets and may cause further economic uncertainty or deterioration
in the United States and worldwide. We do not know how long the financial markets will continue to be affected
by these events and cannot predict the effects of these or similar events in the future on the U.S. economy and
securities markets, the global economy and securities markets or on our investments. We monitor developments
and seek to manage our investments in a manner consistent with achieving our investment objective, but there
can be no assurance that we will be successful in doing so, and we may not timely anticipate or manage existing,
new or additional risks, contingencies or developments, including regulatory developments in the current or

future market environment. %

While these conditions persist, we and other companies in the financial services _se ay be required to,
or may choose to, seek access to alternative markets for debt and equity capital. E @pital may be difficult to
raise because, subject to certain limited exceptions, as a business development c€m we are not generally
able to issue and sell our common stock at a price below NAV per share witQou\firgObtaining approval for such
issuance from our stockholders and independent directors. In addition, the d ital that will be available to
us, if at all, may be at a higher cost and on terms and conditions that ma ss favorable than we expect,
which, if incurred, could negatively affect our financial performan restlts in the future. In addition, the
portfolio companies in which we invest may not be able to servicebor fefmance their debt, which could materially
and adversely affect our financial condition, as we could expe uced income or even losses. The inability
to raise capital and the risk of portfolio company defaults hdwe”a negative effect on our business, financial
condition and results of operations. Another prolonged pe%f market illiquidity may also cause us to reduce
the volume of loans we originate and/or fund below hi evels and adversely affect the value of our
portfolio investments, which could have a material erse effect on our business, financial condition and

results of operations. O

Moreover, recent market conditions @1 e, and may in the future make, it difficult to extend the
maturity of or refinance our existing indeb ss and any failure to do so could have a material adverse effect
on our business, financial condition sults of operations. The illiquidity of our investments may make it
difficult for us to sell such invest quired. As a result, we may realize significantly less than the value at
which we have recorded our in} ents.

Capital markets t@a so affects our investment valuations. While most of our investments will not be
publicly traded, appli ccounting standards require us to assume as part of our valuation process that our
investments are § @ aprincipal market to market participants (even if we plan on holding an investment
through its maturi s a result, volatility in the capital markets can adversely affect our valuations.

We have elected to be treated as a RIC. If we fail to qualify for treatment as a RIC, we will, among other
things, be subject to corporate-level income tax.

We have elected to be treated as a RIC under Subchapter M of the Code and intend each year to qualify and
to be eligible to be treated as such. To qualify for the special tax treatment accorded RICs and their stockholders,
we must meet certain source-of-income, asset diversification and annual distribution requirements. A RIC
generally is not subject to tax at the corporate level on income and gains from investments that are timely
distributed to stockholders. Our ability to pursue our investment strategy, including a strategy focused on
investments in CLOs, certain debt instruments, certain derivative instruments and the generation of fee income,
may be limited or adversely affected by our intention to qualify as a RIC and our strategy may bear adversely on
our ability to so qualify. Our failure to qualify as a RIC would result in, among other things, corporate-level
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taxation, and consequently, a reduction in the value of an investment in our shares. See “Tax Matters” for more
information about the tax consequences of not qualifying as a RIC.

Failure to qualify as a RIC.

If, for any taxable year, we were to fail to meet the income, diversification or distribution tests described
above, we could in some cases cure such failure, including by paying a corporate-level tax, paying interest,
making additional distributions or disposing of certain assets. If we were ineligible to or otherwise did not cure
any such failure for any year, or if we were otherwise to fail to qualify as a RIC accorded special tax treatment
for such year, we would be subject to tax on our taxable income at corporate rates, and all distributions from
earnings and profits, including any distributions of net long-term capital gains, would be taxable to stockholders
as ordinary income. Some portions of such distributions might be eligible for the dividends-received deduction in
the case of corporate stockholders and might be eligible to be treated as “qualified dividend income” and thus
taxable at the lower long-term capital gain rate in the case of stockholders taxed at individuglgates, provided, in
both cases, the stockholder met certain holding period and other requirements in respect of ares (as
described below in “Tax Matters”). In addition, we might be required to recognize unre 1ns, pay
substantial taxes and interest and make substantial distributions before requalifying @I > See “Tax Matters”
for more information about the tax consequences of not qualifying as a RIC. (L

substantially invested the net proceeds from our public offering. y distributions from offering
proceeds, borrowings or the sale of assets to the extent our cashfo¥ froln operations, net investment
income or earnings are not sufficient to fund declared distrizﬁ iofs As a result, portions of the

d

Our distributions may exceed our net investment income, particularly dyx any period before we have
e& pa

distributions that we make may represent a return of capit: for tax purposes, which will lower
your tax basis in your shares and reduce the amount of €gn have available for investment in targeted

assets.

A return of capital is a return of your investmern, than a return of earnings or gains derived from our
investment activities and will be made after deducti the fees and expenses payable in connection with the
offering, including any fees payable to our in: adviser. Although a return of capital is not currently

taxable, it will lower your tax basis in yo aiNg, which may increase your taxable gain or decrease your
taxable loss in connection with a subsequdgt sgfe of our shares.

We may have difficulty paying ired distributions if we recognize income before or without
receiving cash representing mﬁ e.

For U.S. federal ingco purposes, we may be required to include in income certain amounts that we
have not yet received ¢ mch as original issue discount, which may arise if we receive warrants in
connection with the=sgan® of a loan or possibly in other circumstances, or PIK interest, which represents
contractual intered @c pd to the loan balance and due at the end of the loan term. Such original issue discount,
which could be sig ant relative to our overall investment assets, and increases in loan balances as a result of
PIK interest will be included in income before we receive any corresponding cash payments. We also may be
required to include in income certain other amounts that we will not receive in cash.

Accordingly, in order to qualify for the special tax treatment accorded RICs and their stockholders, we may
be required to distribute income accrued prior to the our receipt of cash and thus we may have to sell some of our
investments at times we would not consider advantageous, raise additional debt or equity capital or reduce new
investment originations to meet distribution requirements. See “Tax Matters” for more information.

We may retain a portion of our earnings and be subject to excise tax on such earnings.

If we fail to distribute in a calendar year at least an amount equal to the sum of 98% of our ordinary income
for such year and 98.2% of our capital gain net income (adjusted for certain ordinary losses) for the one-year
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period ending on October 31 of such year (unless an election is made to use our taxable year), plus any such
undistributed amounts from the prior year, we will be subject to a nondeductible 4% excise tax on the
undistributed amounts. We reserve the right to pay the excise tax when circumstances warrant. See “Tax
Matters” for more information.

Potential tax consequences if we were not a “publicly offered” RIC

If for any taxable year we were not a “publicly offered” RIC within the meaning of Code
Section 67(c)(2)(B), certain of our direct and indirect expenses, including the Management Fee, the Incentive Fee
and certain other advisory expenses, would be subject to special “pass-through” rules. Such rules would treat
these expenses as additional dividends to certain of our direct or indirect stockholders (generally including
individuals and entities that compute their taxable income in the same manner as an individual) and as deductible
by those stockholders, subject to the 2% “floor” on miscellaneous itemized deductions and other significant
limitations on itemized deductions set forth in the Code.

IS, W ib

To qualify for the special tax treatment accorded to RICs and their stockholde , among other
things, distribute to our stockholders with respect to each taxable year at least 90% @sum of our “investment
company taxable income” (as that term is defined in the Code, without regard ction for dividends
paid—generally taxable ordinary income and the excess, if any, of net shorty e& al gains over net long-term
capital losses) and any net tax-exempt interest income (the excess of our gro exempt interest over certain
disallowed deductions), for such year, in a manner qualifying for the divj8n¥&s paid deduction. If we were not a

“publicly offered” RIC within the meaning of Code Section 67(c)( for ¢y taxable year, such status would
potentially render distributions to our stockholders non-deductible¥by] e of the terms of our distribution
reinvestment plan, which would bear adversely on our ability t s the distribution requirements to qualify as

a RIC accorded special tax treatment for such year.

If we make loans to borrowers that include PIK i @or accretion of original issue discount provisions,
this could increase the risk of default by our bor s

Some of the loans we make or acquire x’ ide for the payment by borrowers of PIK interest or accreted
original issue discount at maturity. Such Ipans §ad¥%e the effect of deferring a borrower’s payment obligation until

the end of the term of the loan, which ma e it difficult for us to identify and address developing problems
with borrowers in terms of their abili repay us. Particularly in a rising interest rate environment, loans
containing PIK and original issue g provisions can give rise to negative amortization on a loan, resulting

. . g . ..
in a borrower owing more at t of the term of a loan than what it owed when the loan was originated. Any
such developments may inc2 e risk of default on our loans by borrowers.

Any PIK interes s we receive will increase our assets under management and, as a result, will
increase the am base management fees payable by us to our investment adviser.

Certain of our debt investments may contain provisions providing for the payment of PIK interest. Because
PIK interest results in an increase in the size of the loan balance of the underlying loan, the receipt by us of PIK
interest will have the effect of increasing our assets under management. As a result, because the base
management fee that we pay to our investment adviser is based on the value of our consolidated gross assets, the
receipt by us of PIK interest will result in an increase in the amount of the base management fee payable by us
regardless of whether the PIK interest income is ever realized. In addition, any such increase in a loan balance
due to the receipt of PIK interest will cause such loan to accrue interest on the higher loan balance, which will
result in an increase in our pre-incentive fee net investment income and, as a result, an increase in incentive fees
that are payable by us to our investment adviser.
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Regulations governing our operation as a business development company will affect our ability to raise,
and the way in which we raise, additional debt or equity capital.

We expect that we will require a substantial amount of capital in addition to the net proceeds of this
offering. We may issue debt securities or preferred stock and/or borrow money from banks or other financial
institutions, which we refer to collectively as “senior securities,” up to the maximum amount permitted by the
1940 Act. Under the provisions of the 1940 Act, we will be permitted as a business development company to
issue senior securities only in amounts such that our asset coverage, as defined in the 1940 Act, equals at least
200% after each issuance of senior securities. If the value of our assets declines, we may be unable to satisfy this
test. If that happens, we may be required to sell a portion of our investments at a time when such sales may be
disadvantageous and, depending on the nature of our leverage, repay a portion of our indebtedness.

Senior Securities. If we issue senior securities, we will be exposed to typical risks associated with leverage,
including an increased risk of loss. If we issue preferred stock, such securities would rank ““senior” to common
stock in our capital structure, and preferred stockholders would have separate voting rlghts G]‘ dend and

liquidation rights, and possibly other rights, preferences or privileges more favorable th ranted to
holders of our common stock. Furthermore, the issuance of preferred stock could ect of delaying,
deferring or preventing a transaction or a change of control that might involve a price for our common

stockholders or otherwise be in your best interest.

Additional Common Stock. Our Board may decide to issue commongsto inance our operations rather
than issuing debt or other senior securities. As a business developmen§\c rkany, we are not generally able to
issue and sell our common stock at a price below current NAV. W, however, issue or sell our common
stock at a price below the current NAV of the common stock, 1 ants, options or rights to acquire such
common stock, at a price below the current NAV of the comm ck if our Board determines that such sale is
in the best interests of us and our stockholders, and if our sgAgkholders approve such sale within 12 months prior
to such sale. In any such case, the price at which our sec re to be issued and sold may not be less than a
price which, in the determination of our Board, close oximates the fair value of such securities. We also
may conduct rights offerings at prices per share les the NAV, subject to the requirements of the 1940 Act.
If we raise additional funds by issuing additiaga on stock or senior securities convertible into, or
exchangeable for, our common stock, the eNJTTP percentage of our stockholders at that time would decrease,
and our stockholders may experience dih@

If we enter into securltlzatlon tr, %ns, we may be subject to additional risks

In addition to issuing se & to raise capital as described above, we may securitize our loans to generate
cash for funding new inye . To securitize loans, we may create a wholly-owned subsidiary, contribute a
pool of loans to the s 18a”and have the subsidiary issue primarily investment grade debt securities to
purchasers who wgmg pect to be willing to accept a substantially lower interest rate than the loans earn.
Even though we ¢ @ the pool of loans that we contribute to any such securitization vehicle to be rated below
investment grade, b€ause the securitization vehicle’s portfolio of loans would secure all of the debt issued by
such vehicle, a portion of such debt may be rated investment grade, subject in each case to market conditions that
may require such portion of the debt to be over collateralized and various other restrictions. If applicable
accounting pronouncements or SEC staff guidance require us to consolidate the securitization vehicle’s financial
statements with our financial statements, any debt issued by it would be generally treated as if it were issued by
us for purposes of the asset coverage ratio applicable to us. In such case, we would expect to retain all or a
portion of the equity and/or subordinated notes in the securitization vehicle. Our retained equity would be
exposed to any losses on the portfolio of loans before any of the debt securities would be exposed to such losses.
Accordingly, if the pool of loans experienced a low level of losses due to defaults, we would earn an incremental
amount of income on our retained equity but we would be exposed, up to the amount of equity we retained, to
that proportion of any losses we would have experienced if we had continued to hold the loans in our portfolio.
We would have no direct ability to enforce the payment obligations on the loans contributed to the securitization
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vehicle. We may hold subordinated debentures in any such securitization vehicle and, if so, we would not
consider such securities to be senior securities. An inability to successfully securitize our loan portfolio could
limit our ability to grow our business and fully execute our business strategy and adversely affect our earnings, if
any. Moreover, the successful securitization of a portion of our loan portfolio might expose us to losses as the
residual loans in which we do not sell interests will tend to be those that are riskier and less liquid. Any fee
payable under any servicing or collateral management agreement in respect of the securitization would be offset
in an amount equal to the base management fee payable under the Investment Advisory Agreement.

As part of the securitization transaction, we would likely enter into an agreement under which we would be
required to repurchase any loan (or participation interest therein) which was sold to the securitization vehicle in
breach of any representation or warranty made by us with respect to such loan on the date such loan was sold.

The structure of a securitization transaction is intended to prevent, in the event of our bankruptcy, the
consolidation of the securitization vehicle with our operations. If the true sale of these asseggmyere not respected

in the event of our insolvency, a trustee or debtor-in-possession might reclaim the assets curitization
vehicle for our estate. However, in doing so, we would become directly liable for all indebtedness then
outstanding under the securitization transaction, which would equal the full amount t of the securitization

vehicle reflected on our consolidated balance sheet.

Recourse to us by the securitization vehicle would be limited and gene nsistent with the terms of
other similarly structured finance transactions. In a securitization tran a% ¢ would sell and/or contribute to
the securitization vehicle all of our ownership interest in certain of gur Rorti8lio loans and participations for the
purchase price and other consideration set forth in the securitizati reement. This transfer would be structured
by its terms to provide limited recourse to us by the securitizat fCle relating to certain representations and
warranties with respect to certain characteristics including #tle aBdsjuality of the portfolio loans that were
transferred to the securitization vehicle. If we breached the @ presentations and warranties and such breach
materially and adversely affected the value of the portf@» ns or the interests of holders of notes issued by the
securitization vehicle, then we could be required to g (we€ such breach in all material respects, (b) repurchase
the portfolio loan or loans subject to such breachem emove the portfolio loan or loans subject to such breach
from the pool of loans and other assets held.b) Q curitization vehicle and substitute a portfolio loan or loans
that meet the requirements of the securitifationgd®cuments. This repurchase and substitution obligation of us
would constitute the sole remedy availablcNag#nst us for any breach of a representation or warranty related to the
portfolio loans transferred to the sec ation vehicle.

.
We intend to finance our in Ngs with borrowed money, which will magnify the potential for gain or
loss on amounts investgd ay increase the risk of investing in us.

The use of leve gnifies the potential for gain or loss on amounts invested. We expect to incur
leverage through f itYacility and, from time to time, intend to incur additional leverage to the extent
permitted under tiN 0 Act. The use of leverage is generally considered a speculative investment technique and
increases the risks associated with investing in our securities. In the future, we may borrow from, and issue
senior securities, to banks, insurance companies and other lenders. Holders of these senior securities will have
fixed dollar claims on our assets that are superior to the claims of our common stockholders, and we would
expect such holders to seek recovery against our assets in the event of a default. We may pledge up to 100% of
our assets and may grant a security interest in all of our assets under the terms of any debt instruments into which
we may enter. In addition, under the terms of any credit facility or other debt instrument we enter into, we are
likely to be required by its terms to use the net proceeds of any investments that we sell to repay a portion of the
amount borrowed under such facility or instrument before applying such net proceeds to any other uses.

If the value of our assets decreases, leveraging would cause NAV to decline more sharply than it otherwise
would have had we not leveraged, thereby magnifying losses or eliminating our equity stake in a leveraged
investment. Similarly, any decrease in our revenue or income will cause our net income to decline more sharply
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than it would have had we not borrowed. Such a decline would also negatively affect our ability to make
dividend payments on our common stock or preferred stock. Our ability to service our debt will depend largely
on our financial performance and will be subject to prevailing economic conditions and competitive pressures. In
addition, our common stockholders will bear the burden of any increase in our expenses as a result of our use of
leverage, including interest expenses and any increase in the management fee payable to our investment adviser.

As a business development company, we generally are required to meet a coverage ratio of total assets to
total borrowings and other senior securities, which includes all of our borrowings and any preferred stock that we
may issue in the future, of at least 200%. If this ratio declines below 200%, we cannot incur additional debt and
could be required to sell a portion of our investments to repay some debt at a time when it is disadvantageous to
do so. This could have a material adverse effect on our operations, and we may not be able to make distributions.
The amount of leverage that we employ will depend on our investment adviser’s and our Board’s assessment of
market conditions and other factors at the time of any proposed borrowing. We cannot assure you that we will be

able to obtain credit on terms acceptable to us or at all. %
In addition, the terms of any credit facility and other indebtedness that we incur in uttire could impose

financial and operating covenants that restrict our business activities, including limi s that may hinder our
ability to finance additional loans and investments or make the distributions requflr alify for the special tax
treatment accorded RICs and their stockholders under the Code. Furthermorg, tNe tdigfls of any credit facility

and other indebtedness that we incur in the future may contain various cove hich, if not complied with,

could accelerate repayment, thereby materially and adversely affectin N 1dity, financial condition, results
of operations and our ability to pay distributions to our stockholder \
The following table is designed to illustrate the effect on t to a holder of the Company’s common
stock of leverage in the amount of approximately 30% of thg CoNpfiny’s total assets, assuming hypothetical
annual returns of the Company’s investment portfolio of 10% to plus 10%. As the table shows, leverage

generally increases the return to holders of common Sh@ n portfolio return is positive and greater than the
cost of leverage and decreases when the return is ne 1 less than the cost of leverage. The figures appearing

in the table are hypothetical and actual returns m, eater or less than those appearing in the table.
Assumed Return on Our Portfolio (Netfof nses) -10% -5% 0% 5% 10%
Corresponding return to common stock er -15.1%-8.0% -0.8% 6.3% 13.5%

We may enter into reverse r l@s greements, which are another form of leverage.

We may enter into rev: epurchase agreements. A repurchase agreement is an agreement by a bank or
other financial institu & securities or another asset with a corresponding agreement that it will resell
these same securitig & ts to the same seller for an agreed-upon price on a certain day (often the next day). A
reverse repurchae ent is the same as a repurchase agreement, but from the perspective of the buyer rather
than the seller. UrNggdl reverse repurchase agreement, we will pledge our assets as collateral to secure a short-
term loan. Generally, the other party to the agreement makes the loan in an amount equal to a percentage of the
fair value of the pledged collateral. At the maturity of the reverse repurchase agreement, we will be required to
repay the loan and correspondingly release our collateral.

Our use of reverse repurchase agreements, if any, involves many of the same risks involved in our use of
leverage, as the proceeds from reverse repurchase agreements generally will be invested in additional securities.
There is a risk that the market value of the securities acquired in the reverse repurchase agreement may decline
below the price of the securities that we have sold but we will remain obligated to repurchase pursuant to the
terms of the repurchase agreement.

In addition, there is a risk that the market value of the securities retained by us may decline. If a buyer of
securities under a reverse repurchase agreement were to file for bankruptcy or experience insolvency, we may be
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adversely affected. Also, in entering into reverse repurchase agreements, we would bear the risk of loss to the
extent that the proceeds of such agreements at settlement are less than the fair value of the underlying securities
being pledged.

Reverse repurchase agreements are considered leverage under the 1940 Act. We may “set aside” liquid
assets, or engage in other appropriate measures, to “cover’” obligations with respect to transactions in reverse
repurchase agreements. As a result of such segregation, our obligations under such transactions will not be
considered senior securities representing indebtedness for purposes of the 1940 Act and our use of leverage
through reverse repurchase agreements will not be limited by the 1940 Act.

We are exposed to risks resulting from the current low interest rate environment.

Since we will borrow money to make investments, our net investment income depends, in part, upon the
difference between the rate at which we borrow funds and the rate at which we invest those funds. The current,
historically low interest rate environment can, depending on our cost of capital, depress ou%vestment
income, even though the terms of our investments generally will include a minimum intghgst . In addition,
any reduction in the level of interest rates on new investments relative to interest rat; ol¥ current investments
could adversely impact our net investment income, reducing our ability to servic, Qrest obligations on, and
to repay the principal of, our indebtedness, as well as our capacity to pay divid§gds§Amy such developments
would result in a decline in our NAV and in the trading price of our commoif\gto

When interest rates increase, floating rate interest rate reset featu mebt instruments may make it
more difficult for borrowers to repay their loans, and separately, fviN make it easier for NexPoint Advisors
to meet its income incentive fee threshold without any addi ort.

A rise in the general level of interest rates can be expe®ed to™ead to higher interest rates applicable to our
debt investments, particularly since our strategy includes @ ents in floating rate loans. Accordingly, an
increase in interest rates would make it easier for us to or exceed the incentive fee hurdle and may result in
a substantial increase of the amount of incentive fe le to the NexPoint Advisors with respect to
Pre-Incentive Fee Net Investment Income.

There is also a risk that our borrowe@ unable to pay escalating interest amounts if general interest
rates rise, resulting in a default under their documents with us. This could also cause borrowers to shift cash
from other productive uses to the pa of interest, which may have a material adverse effect on their business
and operations and could, over, g increased defaults. In addition, increasing payment obligations under
floating rate loans may cause ers to refinance or otherwise repay our loans earlier than they otherwise
would, requiring us to incu Qﬁ:ment time and expense to re-deploy such proceeds, including on terms that
may not be as favora @existing loans. We expect that many of our debt investments will include floating
interest rates that rgse periodic basis and typically do not require the borrowers to pay down the outstanding
principal of such @ 10r to maturity. These features of our debt investments will increase our risk of losing a
substantial amoun®aéBur investments if borrowers are unable to pay the increased interest resulting from these
reset provisions or if borrowers are unable to repay or refinance their debts at maturity.

Because loans are not ordinarily registered with the SEC or any state securities commission or listed on any
securities exchange, there is usually less publicly available information about such instruments. In addition, loans
may not be considered “securities” for purposes of the federal securities laws and, as a result, as a purchaser of
these instruments, we may not be entitled to the anti-fraud protections of the federal securities laws. In the course
of investing in such instruments, we may come into possession of material nonpublic information and, because of
prohibitions on trading in securities of issuers while in possession of such information, we may be unable to enter
into a transaction in a publicly-traded security of that issuer when it would otherwise be advantageous for us to
do so. Alternatively, we may choose not to receive material nonpublic information about an issuer of such loans,
with the result that we may have less information about such issuers than other investors who transact in such
assets.
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Any failure on our part to maintain our status as a business development company would reduce our
operating flexibility.

If we lose our status as a business development company, we might be regulated as a closed-end investment
company under the 1940 Act, which would subject us to substantially more regulatory restrictions under the 1940
Act and correspondingly decrease our operating flexibility. For example, if we were to be regulated as a
closed-end investment company under the 1940 Act, we would be further limited in the amount of leverage we
could incur and would face additional restrictions governing our ability to engage in transactions with our
affiliates.

Since we intend to use debt to finance our investments, and we may use debt financing subsequent to this
offering, changes in interest rates may affect our cost of capital and net investment income.

Interest rate fluctuations may have a substantial negative impact on our investments, the value of our
common stock and our rate of return on invested capital. Since we intend to use debt to fin investments, our
net investment income will depend, in part, upon the difference between the rate at whic& ow funds and
the rate at which we invest those funds. As a result, we can offer no assurance that agfsgifidnt change in market
interest rates will not have a material adverse effect on our net investment inco %- ods of rising interest
rates when we have debt outstanding, our cost of funds will increase, which co§ltl r§dyce our net investment
income. Conversely, in periods of falling interest rates, the probability that 18an¥and other investments in
portfolio companies will be pre-paid increases. In such periods, we can gffer ssurance that we will be able to
make new loans on the same terms, or at all. If we cannot make new I & terms that are the same or better
than the investments that are repaid, then our results of operations ancial condition will be adversely
affected. We expect that our investments will be financed primgs it equity and long-term debt. We may use
interest rate risk management techniques in an effort to limit o % osure to interest rate fluctuations. These
techniques may include various interest rate hedging activigig to the extent permitted by the 1940 Act. These
activities may limit our ability to participate in the benefj wer interest rates with respect to the hedged
portfolio. Adverse developments resulting from chan interest rates or hedging transactions could have a

material adverse effect on our business, financial ¢ jon and results of operations. Additionally, our ability to
engage in hedging transactions may also be a V affected by rules adopted by the U.S. Commodity Futures
Trading Commission (the “CFTC”) unles r with the CFTC as a commodity pool operator.

You should also be aware that a rjge in the general level of interest rates can be expected to lead to higher
interest rates applicable to our debt i @ wients. Accordingly, an increase in interest rates would make it easier
for us to meet or exceed the i 1nce eesflurdle Rate and may result in a substantial increase in the amount of
incentive fees payable to our ent adviser with respect to Pre-Incentive Fee Net Investment Income.

%1:131 conflicts of interest that could affect our investment returns.

rrangements with our investment adviser, there may be times when our investment
at differ from those of our stockholders, giving rise to a conflict of interest.

There are significa

As aresult ¢
adviser has interest:

There are conflicts of interest related to the obligations of NexPoint Advisors or its affiliates to other
clients.

Our investment 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 other entities, the fulfillment of which may not be in the best interests of us or our
stockholders. For example, our officers have, and will continue to have, management responsibilities for other
investment funds, accounts or other investment vehicles managed or sponsored by the investment adviser and its
affiliates. Our investment objective may overlap, in part or in whole, with the investment objectives of such
affiliated investment funds, accounts or other investment vehicles. As a result, those individuals may face
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conflicts of interest in the allocation of investment opportunities among us and other investment funds, accounts
or other investment vehicles advised by our investment adviser or its affiliates. Our investment 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, we can offer no assurance that such opportunities will be allocated
to it fairly or equitably in the short-term or over time.

Where we are able to co-invest consistent with the requirements of the 1940 Act and SEC exemptive relief,
if sufficient securities or loan amounts are available to satisfy our and each such account’s proposed demand, the
opportunity will be allocated in accordance with our investment adviser’s pre-transaction determination and the
requirements of the exemptive relief. If there is an insufficient amount of an investment opportunity to satisfy our
demand and that of other accounts sponsored or managed by our investment adviser or its affiliates, the
allocation policy and exemptive relief further provides that allocations among us and such other accounts will
generally be made pro rata based on the amount that each such party would have invested if sufficient loan
amounts were available. However, there can be no assurance that we will be able to partici%in all suitable

investment opportunities. \

Our investment adviser or its affiliates may, from time to time, possess mate gor)-public information,

limiting our investment discretion. \

Principals of our investment adviser and its affiliates may serve as dire% f, or in a similar capacity with,
companies in which we invest, the securities of which are purchased our behalf. If we obtain material
nonpublic information with respect to public companies, or we bec ubject to trading restrictions under the
internal trading policies of those companies or as a result of applicabl 1w or regulations, we could be prohibited
for a period of time from purchasing or selling the securities o panies, and this prohibition may have an

adverse effect on us.

Our management and incentive fee structure may c@ incentives for our investment adviser that are not
fully aligned with the interests of our stockholde may induce our investment adviser to make

speculative investments. \
In the course of our investing activit@ ill pay management and incentive fees to our investment

adviser. The incentive fee payable by us t nvestment adviser may create an incentive for our investment
adviser to make investments on our that are risky or more speculative than would be the case in the
absence of such a compensation aj nt. The management fee is based on our consolidated gross assets. As
a result, investors in our com X % will invest on a “gross” basis and receive distributions on a “net” basis
after expenses, resulting in g
management fee is bagd{ b/

Or other debt instruments we enter into, which would disfavor the holders of our
g investors in this offering.

Under the incentive fee structure, our investment adviser may benefit when capital gains are recognized and,
because our investment adviser determines when a holding is sold, our investment adviser controls the timing of
the recognition of such capital gains. Our Board is charged with protecting our interests by monitoring how our
investment adviser addresses these and other conflicts of interest associated with its management services and
compensation. While they are not expected to review or approve each investment or realization, our independent
directors will periodically review our investment adviser’s services and fees as well as its portfolio management
decisions and portfolio performance. In connection with these reviews, our independent directors will consider
whether such fees and our expenses (including those related to leverage) remain appropriate. As a result of this
arrangement, our investment adviser or its affiliates may from time to time have interests that differ from those of
our stockholders.
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Unlike that portion of the incentive fee based on income, there is no Hurdle Rate applicable to the incentive
fee based on net capital gains. As a result, our investment adviser may seek to invest more capital in investments
that are likely to result in capital gains as compared to income producing securities. This practice could result in
our investing in more speculative securities than would otherwise be the case, which could result in higher
investment losses, particularly during economic downturns.

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

The Investment Advisory Agreement and the Administration Agreement were negotiated between related
parties. Consequently, their terms, including fees payable to our investment adviser, may not be as favorable to
us as they might be had they been negotiated with an unaffiliated third party. In addition, in deciding whether and
how vigorously to enforce our rights and remedies under these agreements, our Board may, {o the extent
consistent with applicable law, take into account the value to us of our relationship with N%t Advisors and
its affiliates.

Our ability to enter into transactions with our affiliates will be restricted, wﬁ@ limit the scope of

investments available to us. \I

We are prohibited under the 1940 Act from participating in certain an%o s with our affiliates without
the prior approval of our Independent Directors and, in some cases, o h& . Among others, any person that
owns, directly or indirectly, five percent or more of our outstanding g securities will be our affiliate for
purposes of the 1940 Act, and we are generally prohibited fro o gt selling any security from or to, or
entering into certain “joint” transactions (which could include ents in the same portfolio company) with
such affiliates, absent the prior approval of our Independen®Directors and/or appropriate exemptive relief from
the SEC. Our investment adviser and its affiliates, includi @ sons that control, are controlled by, or are under
common control with, us or our investment adviser, m 0 be considered our affiliates under the 1940 Act, and
we are generally prohibited from buying or selling urity from or to, or entering into “joint” transactions
with such affiliates without the prior approva@' ependent directors and, in some cases, exemptive relief

from the SEC.

We may, however, invest alongside ot#flvestment adviser’s, and its affiliates’ other clients in certain

circumstances where doing so is con t with applicable law, SEC staff interpretations and exemptive relief
issued by the SEC. For example, vest alongside such accounts consistent with guidance promulgated
by the staff of the SEC permitfg and such other accounts to purchase interests in a single class of privately

placed securities so long
and on behalf of othe
Advisors have obtgino®a
the Company and

as in conditions are met, including that our investment adviser, acting on our behalf
i€ egotiates no term other than price. In addition, we, Highland and NexPoint
gxemptive order dated April 19, 2016 from the SEC to permit co-investments among
acounts managed by NexPoint Advisors or its affiliates, subject to certain conditions.

We may also invest alongside our investment adviser’s other clients as otherwise permissible under
regulatory guidance, applicable regulations and the allocation policy of our investment adviser and its affiliates,
as amended and approved by the Board from time to time. We expect that allocation determinations will be made
similarly for other accounts sponsored or managed by our investment adviser and its affiliates. If sufficient
securities or loan amounts are available to satisfy our and each such account’s proposed demand, we expect that
the opportunity will be allocated in accordance with our investment adviser’s pre-transaction determination.
Where there is an insufficient amount of an investment opportunity to satisfy us and other accounts sponsored or
managed by our investment adviser or its affiliates, the allocation policy further provides that allocations among
us and such other accounts will generally be made pro rata based on the amount that each such party would have
invested if sufficient securities or loan amounts were available. These allocation policies and procedures are
intended to assist NexPoint Advisors and its affiliates in ensuring that investment opportunities will be allocated
to us fairly and equitably.
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In situations where co-investment with other accounts managed by our investment adviser or its affiliates is
not permitted or appropriate, our investment adviser and its affiliates will need to decide which client will
proceed with the investment. Our investment adviser’s allocation policy provides, in such circumstances, for
investments to be allocated on a rotational basis to assure that all clients have fair and equitable access to such
investment opportunities. Moreover, except in certain circumstances, we will generally be unable to invest in any
issuer in which a fund managed by our investment adviser or its affiliates has previously invested. Similar
restrictions limit our ability to transact business with our officers or directors or their affiliates. These restrictions
may limit the scope of investment opportunities that would otherwise be available to us.

Because we expect to distribute substantially all of our ordinary income and net realized capital gains to
our stockholders, we will need additional capital to finance our growth and such capital may not be
available on favorable terms, or at all.

We will need capital to fund growth in our investment portfolio in addition to the net eeds of this
offering. We may issue debt or equity securities or borrow from financial institutions in r%btain this
additional capital. A reduction in the availability of new capital could limit our ability t w. We will be
required to distribute at least 90% of our ordinary income and realized net short—terr@tal gains in excess of
realized net long-term capital losses, if any, to our stockholders to qualify for thqspech#tax treatment accorded
RICs and their stockholders. As a result, these earnings will not be availablegto Nan w investments. If we fail
to obtain additional capital to fund new investments, this could limit our abi% grow, which may have an

adverse effect on the value of our securities.

In addition, as a business development company, we are genekal quired to maintain a ratio of at least
200% of total assets to total borrowings, which may restrict ou it¥to borrow in certain circumstances.

There will be uncertainty as to the value of our portf 'Qestments, and the valuation process for many
of our portfolio holdings creates a conflict of inter

%’ﬂ of securities that are not publicly traded. Market

e not publicly traded may not be readily available, and we
good faith by our Board, a committee thereof or by NexPoint
Advisors, pursuant to board-approved pro es, including to reflect significant events affecting the value of
our securities. As discussed in more il under “Discussion of Operating Plans — Critical Accounting
Policies,” most, if not all, of our i ts (other than cash and cash equivalents) are expected to be classified
as Level 3 under Accounting
that our portfolio valuation ba&ed on unobservable inputs and our own assumptions about how market
participants would pri& et or liability in question. Inputs into the determination of fair value of our

Many of our portfolio investments will take,
quotations for securities and other investm

portfolio investmen s significant management judgment or estimation.

Even if obse market data are available, such information may be the result of consensus pricing
information or broker quotes, which include a disclaimer that the broker would not be held to such a price in an
actual transaction. Consensus pricing is a methodology for the determination of fair value based on quotations
from market makers. These quotations include a disclaimer that the market maker would not be held to such a
price in an actual transaction. The non-binding nature of consensus pricing and/or quotes accompanied by
disclaimers materially reduces the reliability of such information. We have retained the services of one or more
independent service providers to review the valuation of these securities periodically. The types of factors that
may be taken into account in determining the fair value of our investments generally include, as appropriate,
comparison to publicly traded securities including such factors as yield, maturity and measures of credit quality,
the enterprise value of a portfolio company, the nature and realizable value of any collateral, the portfolio
company’s ability to make payments and its earnings and discounted cash flow, the markets in which the
portfolio company does business and other relevant factors. Because such valuations, and particularly valuations
of private securities and private companies, are inherently uncertain, may fluctuate over short periods of time and
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may be based on estimates, our determinations of fair value may differ materially from the values that would
have been used if a ready market for these securities existed. In addition, the determination of fair value and thus
the amount of unrealized losses we may incur in any year, is, to a degree, subjective, in that it is based on
unobservable inputs and certain assumptions. Our NAV could be adversely affected if our determinations
regarding the fair value of our investments were materially higher than the values that we ultimately realize upon
the disposal of such securities.

The participation of our investment adviser’s investment professionals in our valuation process, and the
indirect pecuniary interest in our investment adviser of any members of our Board who are interested persons of
NexPoint Capital, as defined in the 1940 Act, could result in a conflict of interest as the management fee paid to
our investment adviser is based, in part, on our consolidated gross assets.

We may experience fluctuations in our quarterly results.

We could experience fluctuations in our quarterly operating results due to a numbe o%rs, including the
interest rate payable on the senior securities we acquire, the default rate on such securitids\he Tevel of our
expenses, variations in, and the timing of the recognition of, realized and unrealized or losses, the degree to
which we encounter competition in our markets and general economic conditio, s aCsult of these factors,
results for any period should not be relied upon as being indicative of perfor& e WMuture periods.

Changes in laws or regulations governing our operations may adv Qaffect our business or cause us to
alter our business strategy.

We and our portfolio companies will be subject to regulat% local, state and federal level. We are also
subject to federal, state and local laws and are subject to judjcia administrative decisions that affect our
operations, including maximum interest rates, fees and ot arges, disclosures to portfolio companies, the
terms of secured transactions, collection and foreclosur, edings and other trade practices. If these laws,
regulations or decisions change, or if we expand ou ss into additional jurisdictions, we may have to incur
significant expenses in order to comply or we mj e to restrict our operations. New legislation may be
enacted or new interpretations, rulings or r m could be adopted, including those governing the types of
investments we or our portfolio companigf are pXmitted to make, any of which could harm us and our
stockholders, potentially with retroactive . In particular, in July 2010, the Dodd-Frank Wall Street Reform
and Consumer Protection Act (the “ -Frank Act”) became law. The scope of the Dodd-Frank Act impacts
many aspects of the financial servj stry, and it requires the development and adoption of many
implementing or removing re i ns that will continue for several years following its enactment. The effects of
the Dodd-Frank Act on the fiff\actl services industry will depend, in large part, upon the extent to which
regulators exercise th 1fy granted to them and the approaches taken in implementing regulations. While
the impact of the Do Act on us and our portfolio companies may not be known for an extended period
of time, the Dodq ct, including future rules implementing its provisions and the interpretation of those
rules, along with Plegislative and regulatory proposals directed at the financial services industry or affecting
taxation that are proposed or pending in the U.S. Congress, may negatively impact the operations, cash flows or
financial condition of us or our portfolio companies, impose additional costs on us or our portfolio companies,
intensify the regulatory supervision of us or our portfolio companies or otherwise adversely affect our business or
the business of our portfolio companies. In addition, if we do not comply with applicable laws and regulations,
we could lose any licenses we hold for the conduct of our business and may be subject to civil fines and criminal
penalties. Significant uncertainty currently exists in the market regarding the ramifications of any repeal or
reform of certain parts of the Dodd-Frank Act, and the range and potential implications of possible political,
regulatory, economic and market outcomes are difficult to predict.

Additionally, changes to the laws and regulations governing our operations related to permitted investments
may cause us to alter our investment strategy in order to avail ourselves of new or different opportunities. Such
changes could result in material differences to the strategies and plans set forth in this prospectus and may shift
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our investment focus from the areas of expertise of our investment adviser to other types of investments in which
our investment adviser may have little or no expertise or experience. Any such changes, if they occur, could have
a material adverse effect on our results of operations and the value of your investment.

Our Board may change our investment objective, operating policies and strategies without prior notice or
stockholder approval.

Our Board has the authority to modify or waive certain of our operating policies and strategies without prior
notice and without stockholder approval (except as required by the 1940 Act). However, absent stockholder
approval, we may not change the nature of our business so as to cease to be, or withdraw our election as, a
business development company. We cannot predict the effect any changes to our current operating policies and
strategies would have on our business, operating results and value of our stock. Nevertheless, the effects of any
such changes may adversely affect our business and impact our ability to make distributions and since our shares
are not expected to be listed on a national securities exchange for the foreseeable future, stogkholders will be
limited in their ability to sell their shares in response to any changes in our investment obje% operating
policies and strategies.

We will incur significant costs as a result of being a public company. Q

As a public company, we will incur legal, accounting and other expensdg, if¢cl®ing costs associated with
the periodic reporting requirements applicable to a company whose secu; 'tié% egistered under the Exchange
Act as well as additional corporate governance requirements, includin &rements under the Sarbanes-Oxley
Act of 2002 (the “Sarbanes-Oxley Act”) and other laws, rules and‘et\tions, including those implemented by

the SEC. Q

Provisions of the General Corporation Law of the Stat elaware and our certificate of incorporation
and bylaws could deter takeover attempts and have rse effect on the price of our common stock.

¢ (“DGCL”), contains provisions that may discourage,
the removal of our directors. Our certificate of

The General Corporation Law of the State of
delay or make more difficult a change in control

incorporation and bylaws contain provisio t liability and provide for indemnification of our directors

and officers. These provisions and others flso have the effect of deterring hostile takeovers or delaying

changes in control or management. We are ect to Section 203 of the DGCL, the application of which is

subject to any applicable requiremen the 1940 Act. This section generally prohibits us from engaging in

mergers and other business COI’Ilb' ith interested stockholders, as that term is defined in Section 203 of
¥

the DGCL, unless our directo X ockholders approve the business combination in the prescribed manner. Our
Board will adopt a resoluti & pting from Section 203 of the DGCL any business combination between us
and any other person, s$8bj prior approval of such business combination by our Board, including approval by
a majority of our dj & ho are not “interested persons.” If the resolution exempting business combinations is
repealed or our Bp o&s not approve a business combination, Section 203 of the DGCL may discourage third
parties from tryindNasficquire control of us and increase the difficulty of consummating such an offer.

We have also adopted measures that may make it difficult for a third party to obtain control of us, including
provisions of our certificate of incorporation classifying our Board in three classes serving staggered three-year
terms, and provisions of our certificate of incorporation authorizing our Board to classify or reclassify shares of
our unissued preferred stock in one or more classes or series, to cause the issuance of additional shares of our
stock, and to amend our certificate of incorporation, in accordance with the requirements of Section 242 of the
DGCL, to increase or decrease the number of shares of stock that we have authority to issue. These provisions, as
well as other provisions of our certificate of incorporation and bylaws, may delay, defer or prevent a transaction
or a change in control that might otherwise be in the best interests of our stockholders. In addition, if we issue
preferred stock, such securities would rank “senior” to common stock in our capital structure, resulting in
preferred stockholders having separate voting rights, dividend and liquidation rights, and possibly other rights,
preferences or privileges more favorable than those granted to holders of our common stock.
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Our investment adviser can resign on 120 days’ notice, and we may not be able to find a suitable
replacement within that time, resulting in a disruption in our operations that could adversely affect our
financial condition, business and results of operations.

Our investment adviser has the right, under the Investment Advisory Agreement, to resign at any time upon
not less than 120 days’ written notice, whether we have found a replacement or not. If our investment adviser
resigns, we may not be able to find a new investment adviser or hire internal management with similar expertise
and ability to provide the same or equivalent services on acceptable terms within 120 days, or at all. If we are
unable to do so quickly, our operations are likely to experience a disruption, our financial condition, business and
results of operations as well as our ability to pay distributions are likely to be adversely affected. In addition, the
coordination of our internal management and investment activities is likely to suffer if we are unable to identify
and reach an agreement with a single institution or group of executives having the expertise possessed by our
investment adviser and its affiliates. Even if we are able to retain comparable management, whether internal or
external, the integration of such management and their lack of familiarity with our investment objective may
result in additional costs and time delays that may adversely affect our business, financial i{ion and results of

operations. \

NexPoint Advisors has the right to resign under the Administration Agree %ber we have found a
replacement or not. If NexPoint Advisors resigns, we may not be able to find at\gtw inistrator or hire internal
management with similar expertise and ability to provide the same or equiv %: 1ces on acceptable terms, or
at all. If we are unable to do so quickly, our operations are likely to expegien isruption, our financial
condition, business and results of operations as well as our ability to p ibutions are likely to be adversely
affected. In addition, the coordination of our internal management ministrative activities is likely to suffer
if we are unable to identify and reach an agreement with a servjyesprdyer or individuals with the expertise
possessed by NexPoint Advisors. Even if we are able to retain parable service provider or individuals to
perform such services, whether internal or external, their i ration into our business and lack of familiarity with
our operations may result in additional costs and time d t may adversely affect our business, financial
condition and results of operations. 6

We are an “emerging growth company,” o not know if such status will make our common stock
less attractive to investors.

(the “JOBS Act”), signed into law o A 5, 2012. We will remain an emerging growth company until the
earliest of: .

e the last day of ou mear ending December 31, 2019;

We currently are an “emerging i@wth company,” as defined in the Jumpstart Our Business Startups Act

e the last day #cal year in which our total annual gross revenues first exceed $1 billion;

e the datg % h we have, during the prior three-year period, issued more than $1 billion in
non-corg#dle debt; and

e the last day of a fiscal year in which we (1) have an aggregate worldwide market value of our common
stock held by non-affiliates of $700 million or more, as of the last business day of our prior second
fiscal quarter, and (2) have been an Exchange Act reporting company for at least one year (and filed at
least one annual report under the Exchange Act).

We intend to take advantage of some or all of the reduced regulatory and disclosure requirements permitted
by the JOBS Act and, as a result, some investors may consider our common stock less attractive, which could
reduce the market value of our common stock. For example, while we are an emerging growth company, we will
take advantage of exemption from the provisions of Section 404(b) of the Sarbanes-Oxley Act requiring that our
independent registered public accounting firm provide an attestation report on the effectiveness of our internal
control over financial reporting and the extended transition period available to emerging growth companies to
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comply with “new or revised accounting standards” until those standards are applicable to private companies. As
a result, our financial statements may not be comparable to the financial statements of issuers who are required to
comply with the effective dates for new or revised accounting standards that are applicable to public companies.
This may increase the risk that material weaknesses or other deficiencies in our internal control over financial
reporting go undetected.

As a public company, we will be subject to regulations not applicable to private companies, such as
provisions of the Sarbanes-Oxley Act. Efforts to comply with such regulations will involve significant
expenditures, and non-compliance with such regulations may adversely affect us.

As a public company, we will be subject to regulations not applicable to private companies, including
provisions of the Sarbanes-Oxley Act and the related rules and regulations promulgated by the SEC. Our
management is required to report on our internal control over financial reporting pursuant to Section 404 of the
Sarbanes-Oxley Act and rules and regulations of the SEC thereunder. We are required to reymw on an annual
basis our internal control over financial reporting, and on a quarterly and annual basis, t e and disclose
changes in our internal control over financial reporting. Once we no longer qualify as anfeMerging growth
company, Section 404 of the Sarbanes-Oxley Act will generally require an attestati@n our independent
registered public accounting firm on the effectiveness of our internal control o adefal reporting. We cannot
be certain as to the timing of the completion of our evaluation, testing and r ‘e%zz actions or the impact of
the same on our operations, and we may not be able to ensure that the proce& fective or that our internal
control over financial reporting is or will be effective in a timely mange e event that we are unable to
develop or maintain an effective system of internal controls and mgj l&or chieve compliance with the
Sarbanes-Oxley Act and related rules, we may be adversely affect

oul; significantly disrupt our business, which
our stockholders.

We depend on information systems, and systems failur
may, in turn, negatively affect our ability to pay divi

Our business depends on the communications rmation systems of NexPoint Advisors. In addition,
certain of these systems are provided to NexPoi idors by third-party service providers. Any failure or
interruption of such systems, including as \1 he termination of an agreement with any such third-party
service provider, could cause delays or ot@ ems in our activities. Our financial, accounting, data
processing, backup or other operating syst nd facilities may fail to operate properly or become disabled or

damaged as a result of a number of f. s including events that are wholly or partially beyond our control and
adversely affect our business. Ih be:

e sudden electrical orﬁk munications outages;

e natural disa: &@ as earthquakes, tornadoes and hurricanes;
e disease iy

* events from local or larger scale political or social matters, including terrorist acts; and

e cyber-attacks.

Cyber-attacks, disruptions, or failures that affect our service providers or counterparties may adversely
affect us and our stockholders, including by causing losses for us or impairing our operations. For example, our
or our service providers’ assets or sensitive or confidential information may be misappropriated, data may be
corrupted, and operations may be disrupted (e.g., cyber-attacks or operational failures may cause the release of
private stockholder information or confidential information, interfere with the processing of stockholder
transactions, impact the ability to calculate our NAV, and impede trading). In addition, cyber-attacks,
disruptions, or failures may cause reputational damage and subject us or our service providers to regulatory fines,
litigation costs, penalties or financial losses, reimbursement or other compensation costs, and/or additional
compliance costs. While we and our service providers may establish business continuity and other plans and
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processes to address the possibility of cyber-attacks, disruptions, or failures, there are inherent limitations in such
plans and systems, including that they do not apply to third parties, such as other market participants, as well as
the possibility that certain risks have not been identified or that unknown threats may emerge in the future.

Similar types of operational and technology risks are also present for issuers of our investments, which
could have material adverse consequences for such issuers, and may cause our investments to lose value. In
addition, cyber-attacks involving our counterparty could affect such counterparty’s ability to meet its obligations
to us, which may result in losses to us and our stockholders. Furthermore, as a result of cyber-attacks,
disruptions, or failures, an exchange or market may close or issue trading halts on specific securities or the entire
market, which may result in us being, among other things, unable to buy or sell certain securities or financial
instruments or unable to accurately price its investments. We cannot directly control any cybersecurity plans and
systems put in place by its service providers, our counterparties, issuers in which we invest, or securities markets
and exchanges.

These events, in turn, could have a material adverse effect on our operating results an tively affect the
value of our portfolio and our ability to pay dividends to our stockholders. \

If we internalize our management functions, your interest in us could be djl{it ,Q we could incur other
significant costs associated with being self-managed. \

Our Board may decide in the future to pursue exemptive relief fromythe in order to internalize our
management functions. If we do so, we may elect to negotiate to acqu ‘::NPoint Advisors’ assets and
personnel. At this time, we cannot anticipate the form or amount ofyn\ideration or other terms relating to any
such acquisition. Such consideration could take many forms, ing ash payments, promissory notes and
shares of our common stock. The payment of such consideratio 1 result in dilution of your interest as a
stockholder and could reduce the earnings per share attribugdgle t0 your investment.

In addition, while we would no longer bear the co e various fees and expenses we expect to pay to
NexPoint Advisors under the Investment Advisory ent, we would incur the compensation and benefits
costs of our officers and other employees and,c s that are being paid by NexPoint Advisors or its

affiliates. In addition, we may issue equity, officers, employees and consultants. These awards would
decrease net income and may further dilu@ investment in us. We cannot reasonably estimate the amount of

fees we would save or the costs we woyld 1¥fr if we became self-managed. If the expenses we assume as a
result of an internalization are highe%he expenses we avoid paying to NexPoint Advisors, our earnings per
share would be lower as a resyjt Q nalization than it otherwise would have been, potentially decreasing
the amount of funds available ibute to our stockholders and the value of our shares. As we are currently
organized, we do not haye %loyees. If we elect to internalize our operations, we would employ personnel
and would be subject o%al liabilities commonly faced by employers, such as workers disability and
compensation clai er employee-related liabilities and grievances.

If we interna ur management functions, we could have difficulty integrating these functions as a
standalone entity. Currently, individuals employed by NexPoint Advisors and its affiliates perform asset
management and general and administrative functions, including accounting and financial reporting, for multiple
entities. These personnel have a great deal of know-how and experience. We may fail to properly identify the
appropriate mix of personnel and capital needs to operate as a standalone entity. An inability to manage an
internalization transaction effectively could thus result in our incurring excess costs and/or suffering deficiencies
in our disclosure controls and procedures or our internal control over financial reporting. Such deficiencies could
cause us to incur additional costs, and our management’s attention could be diverted from effectively managing
our investments.

Internalization transactions have also, in some cases, been the subject of litigation. Even if these claims are
without merit, we could be forced to spend significant amounts of money defending such claims, which would
reduce the amount of funds we have available for investment in targeted assets.
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We, through our investment in a REIT Subsidiary, may be subject to the risks associated with investing in
real estate-related securities.

We may form a REIT Subsidiary that is generally subject to the same investment policies and restrictions as
we are. NexPoint Advisors would not charge an additional fee on assets held in the REIT Subsidiary. We intend
to limit investments in any REIT Subsidiaries and related entities to the extent necessary to qualify as a RIC for
tax purposes. In general, and subject to certain exceptions not applicable here, a RIC is not permitted to invest,
including through corporations in which the RIC owns a 20% or more voting stock interest, more than 25% of its
total assets in any one issuer, or in any two or more issuers which the taxpayer controls and which are determined
to be engaged in the same or similar trades or businesses or related trades or businesses.

Investments in REITSs such as a REIT Subsidiary may be affected by changes in the real estate markets
generally as well as changes in the values of the specific properties owned by a REIT or securing the mortgages
owned by the REIT. REITs are dependent upon the management skill and abilities of those persons or entities
responsible for managing their investments. REITs are by definition not diversified as theil%itted
investments are significantly limited by the provisions of the Code. \

acquisition of assets with high positive cash flows. The minimum distribution eprents also tend to limit the
degree to which REITs can retain and redeploy capital. REITs are particularfg viNndfable to defaults by their
borrowers and there are significant limitations on their ability to realize igco om property acquired as a
result of foreclosure. REITs investing in healthcare properties are sub cmomplex rules on how they can
acquire and operate those properties while maintaining their REIT, &

Q

of your investment.

Because of minimum distribution requirements imposed by the Code, REITg}@be dependent on the
Ui

Risks Related to our Investments

Our investments may be risky, and you could lose al

We invest primarily in debt investments and to
healthcare companies. The portfolio companies i
debt ranking equally with, or senior to, the \1
instruments may provide that the holders fire e

extent, selected equity investments in middle-market
we invest may have, or may be permitted to incur, other
ities in which we invest. By their terms, such debt

ed to receive payment of interest or principal on or before the

dates on which we are entitled to receive nts in respect of the debt securities in which we invest. Also, in
the event of insolvency, liquidation, lution, reorganization or bankruptcy of a portfolio company, holders of
debt instruments ranking senior t stment in that portfolio company would typically be entitled to receive

payment in full before we rece, x y distribution in respect of our investment. After repaying senior creditors,
ave

the portfolio company may sufficient assets to repay its obligation to us in full, or at all. In the case of

debt ranking equally \& securities in which we invest, we would have to share any distributions on an

equal and ratable basi other creditors holding such debt in the event of an insolvency, liquidation,
dissolution, reorgfl or bankruptcy of the relevant portfolio company.

Derivative Transactions. We 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, commodities and/or currencies, as substitutes for direct investments we can make. We 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 NexPoint Advisors to be in our best
interest, and to the extent permitted by the 1940 Act, to hedge various investments for risk management and
speculative purposes (collectively, “Derivative Transactions”). We may use any or all types of Derivative
Transactions which we are authorized to use at any time; no particular strategy will dictate the use of one type of
Derivative Transaction rather than another, as use of any authorized Derivative Transaction will be a function of
numerous variables, including market conditions. Derivative Transactions involve certain risks and special
considerations. Risks of Derivative Transactions include the imperfect correlation between the value of such
instruments and the underlying assets, the possible default of the other party to the transaction or illiquidity of the
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derivative instruments. Furthermore, the ability to successfully use Derivative Transactions depends on NexPoint
Advisors’ ability to predict pertinent market movements. Because many derivatives are “leveraged,” and thus
provide significantly more market exposure than the money paid or deposited when the transaction is entered
into, a relatively small adverse market movement may not only result in the loss of the entire investment, but
may also expose us to the possibility of a loss exceeding the original amount invested. Thus, the use of
Derivative Transactions may result in losses greater than if they had not been used, may require us to sell or
purchase portfolio securities at inopportune times or for prices other than current market values, may limit the
amount of appreciation we can realize on an investment or may cause us to hold a security that it might otherwise
sell. The use of foreign currency transactions can result in our incurring losses as a result of the imposition of
exchange controls, the suspension of settlements or our inability to deliver or receive a specified currency.
Additionally, amounts paid by us as premiums and cash or other assets held in margin accounts with respect to
Derivative Transactions are not otherwise available to us for investment purposes.

If a put or call option purchased by us is not sold when it has remaining value, and if t arket price of the
underlying security remains equal to or greater than the exercise price (in the case of a pt); mains less than
or equal to the exercise price (in the case of a call), we will lose our entire investmen 'nkop 10n.

Also, where a put or call option on a particular security is purchased to hedfe t price movements in a
related security, the price of the put or call option may move more or less than the fi#e of the related security. If
restrictions on exercise were imposed, we might be unable to exercise an op% had purchased. If we were
unable to close out an option that we had purchased on a security, we ave to exercise the option in order

to realize any profit or the option may expire worthless. (L

In addition, the SEC recently proposed a rule under the 1c egulating the use by registered investment
companies of derivatives and many related instruments. Theg rul®# adopted as proposed, would, among other
things, restrict our ability to engage in derivatives transactj 1 so increase the cost of derivatives transactions
that we would be unable to implement our investment @

Our Derivative Transactions are generally s '@o numerous special and complex tax rules. Because the
tax rules applicable to such transactions m x} rtain under current law, an adverse determination or future
IRS guidance with respect to these rules (@vhicly determination or guidance could be retroactive) may affect
whether we have made sufficient distribut and otherwise satisfied the relevant requirements, to maintain our
qualification as a RIC and avoid Co -level U.S. federal income or excise taxes. Our investments in
derivative instruments may be linmyg ur intention to qualify for treatment as a RIC and could adversely
affect our ability to so qualify.’\

we will generally tak urity interest in the available assets of these portfolio companies, including the equity
interests of their @ jaties. We expect this security interest to help mitigate the risk that we will not be repaid.
However, there isNWWgigK that the collateral securing our loans may decrease in value over time, may be difficult to
sell in a timely manner, may be difficult to appraise and may fluctuate in value based upon the success of the
business and market conditions, including as a result of the inability of the portfolio company to raise additional
capital. Also, in the case of first lien loans, our lien may be subordinated to claims of other creditors and, in the
case of second lien loans, our lien will be subordinated to claims of other creditors. In addition, deterioration in a
portfolio company’s financial condition and prospects, including its inability to raise additional capital, may be
accompanied by deterioration in the value of the collateral for the loan. Consequently, the fact that a loan is
secured does not guarantee that we will receive principal and interest payments according to the loan’s terms, or
at all, or that we will be able to collect on the loan should we be forced to enforce our remedies.

Secured Loans. @extemd first lien senior secured, second lien senior secured and unitranche loans,
S

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

e the ability to commence enforcement proceedings against the collateral;
e the ability to control the conduct of such proceedings;

» the approval of amendments to collateral documents;

¢ releases of liens on the collateral; and

e waivers of past defaults under collateral documents.

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

Mezzanine Loans. Our mezzanine investments will generally be subordinated to senior loans and will
generally be unsecured. This may result in greater risk and volatility or a loss of principal. se investments
may involve additional risks that could adversely affect our investment returns. To the exte rest payments
associated with such debt are deferred, such debt may be subject to greater fluctuations i\alt¥flions, and such
debt could subject us and our stockholders to non-cash income as described above “Ri¥k Factors—Risks
Relating to our Business and Structure—We may have difficulty paying our req ibutions if we
recognize income before or without receiving cash representing such income.” \in e generally will not
receive any substantial repayments of principal prior to the maturity of our ine debt investments, such
investments are riskier than amortizing loans. We can offer no assuranc& proceeds, if any, from sales of
collateral securing other loans of a portfolio company would be suffici§nt tOsatisfy our unsecured obligations
after payment in full of all secured loan obligations. If such procedgls not sufficient to repay the outstanding
secured loan obligations, then our unsecured claims would ranif e§yallgf with the unpaid portion of such secured
creditors’ claims against the portfolio company’s remainin as any.

We expect in the future to invest in securities that below investment grade by rating agencies or
that may be rated below investment grade if they wezg ed. Below investment grade securities, which are
often referred to as ‘junk bonds,” are viewed as spg five investments because of concerns with respect to the
issuer’s capacity to pay interest and repay prifgi @

Equity Investments. We may make sddgctgll equity investments. In addition, when we invest in first lien,
second lien, unitranche or mezzanine J&gns, we may acquire warrants to purchase equity securities. Our goal is
ultimately to dispose of these equi &sts and realize gains upon our disposition of such interests. However,
the equity interests we receive ndt #Ppreciate in value and, in fact, may decline in value. Accordingly, we
may not be able to realize gaiﬁU our equity interests, and any gains that we do realize on the disposition of
any equity interests ma& fficient to offset any other losses we experience.

We are subject

i ssociated with middle-market companies.

Investing in middle-market companies involves a number of significant risks, including:

e these companies may have limited financial resources and may be unable to meet their obligations
under their debt securities that we hold, which may be accompanied by a deterioration in the value of
any collateral and a reduction in the likelihood of us realizing any guarantees we may have obtained in
connection with our investment;

e they typically have shorter operating histories, narrower product lines and smaller market shares than
larger businesses, which tend to render them more vulnerable to competitors’ actions and changing
market conditions, as well as general economic downturns;

e they are more likely to depend on the management talents and efforts of a small group of persons;
therefore, the death, disability, resignation or termination of one or more of these persons could have a
material adverse impact on our portfolio company and, in turn, on us;
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e generally, little public information exists about these companies, and we are required to rely on our
investment adviser to obtain adequate information to evaluate the potential returns from investing in
these companies;

» they generally have less predictable operating results, may from time to time be parties to litigation,
may be engaged in rapidly changing businesses with products subject to a substantial risk of
obsolescence, and may require substantial additional capital to support their operations, finance
expansion or maintain their competitive position. In addition, our executive officers, directors and our
investment adviser may, in the ordinary course of business, be named as defendants in litigation arising
from our investments in these portfolio companies; and

» they may have difficulty accessing the capital markets to meet future capital needs, which may limit
their ability to grow or to repay their outstanding indebtedness upon maturity.

We are a non-diversified investment company within the meaning of the 1940 Act, an%refore, we are
not limited with respect to the proportion of our assets that may be invested in secu& a single issuer.

means that we are not limited by the 1940 Act with respect to the proportion o that we may invest in
securities of a single issuer. Our election to be treated as and intention to qualif e eligible to be treated as a
RIC, however, has its own diversification requirement. To the extent that w e large positions in the
securities of a small number of issuers, our NAV may fluctuate to a g eXtent than that of a diversified
investment company as a result of changes in the financial conditigpeoi\the Market’s assessment of the issuer. We
may also be more susceptible to any single economic or regulatorysodcui¥ence, particularly those that affect
issuers in the healthcare industry, than a diversified investment

We are classified as a non-diversified investment company within the meanin 1940 Act, which
RS
an

Our portfolio may be concentrated in a limited num ortfolio companies, industries and/or sectors,
which will subject us to a risk of significant loss if of these companies defaults on its obligations under
any of its debt instruments or if there is a downt@n a particular industry or sector.

Our portfolio may be concentrated in @umber of portfolio companies, industries and/or sectors.
Beyond the asset diversification requiremgnts ciated with our qualification as a RIC under the Code and

certain contractual diversification require of a credit facility or other agreements, we do not have fixed
guidelines for diversification, and ou estments could be concentrated in relatively few portfolio companies.
As a result, the aggregate retur’ns may be significantly adversely affected if a small number of

investments perform poorly or,
investments may be concen
industry or sector in

need to write down the value of any one investment. Additionally, our
relatively few industries or sectors. As a result, a downturn in any particular
epare invested could also significantly impact the aggregate returns we realize.

The lack of liqu our investments may adversely affect our business.

We will generally make investments in private companies. Private companies have reduced access to the
capital markets, resulting in diminished capital resources and ability to withstand financial distress. Furthermore,
substantially all of our investments in private companies will be subject to legal and other restrictions on resale or
will otherwise be less liquid than publicly traded securities. The illiquidity of our investments may make it
difficult for us to sell such investments if the need arises. In addition, if we are required to liquidate all or a
portion of our portfolio quickly, we may realize significantly less than the value at which we have previously
recorded our investments. In addition, we may face other restrictions on our ability to liquidate an investment in a
portfolio company to the extent that we have material non-public information regarding such portfolio company
or if an investment is held by one of our subsidiaries and is subject to contractual limitations on sale, such as the
limitations on transfer of assets under certain circumstances under a credit facility. These and similar risks may
also be applicable to thinly-traded companies in which we may invest.
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Price declines and illiquidity in the corporate debt markets may adversely affect the fair value of our
portfolio investments, reducing our NAYV through increased net unrealized depreciation.

As a business development company, we are required to carry our investments at market value or, if no
market value is ascertainable, at fair value as determined in good faith by our Board, a committee thereof, or
NexPoint Advisors pursuant to board-approved policies and procedures. As part of the valuation process, we may
take into account the following types of factors, if relevant, in determining the fair value of our investments,
among others:

e acomparison of the portfolio company’s securities to publicly traded securities;
e the enterprise value of a portfolio company;
e the nature and realizable value of any collateral;

e the portfolio company’s ability to make payments and its earnings;

e the markets in which the portfolio company does business; and %
aftect the price at

e changes in the interest rate environment and the credit markets generally that m
which similar investments may be made in the future and other relevant fa @

When an external event such as a purchase transaction, public offering or Sgbsggftent equity sale occurs, we
use the pricing indicated by the external event to corroborate our valuation. ord decreases in the market
values or fair values of our investments as unrealized depreciation. Declizgs ices and liquidity in the
corporate debt markets may result in significant net unrealized deprecition$n our portfolio. The effect of all of
these factors on our portfolio may reduce our NAV by increasing fetinkalized depreciation in our portfolio.
Depending on market conditions, we could incur substantial re@ ses and may suffer additional unrealized
losses in future periods, which could have a material adverse e n our business, financial condition, results
of operations and cash flows. 6

NexPoint Advisors may effectuate short sales th jéct us to unlimited loss potential.

NexPoint Advisors may enter into transagti which it sells a security it does not own, which we refer to
as a short sale, in anticipation of a declinegffh ket value of the security. Short sales for our account
theoretically will involve unlimited loss pgtentjhl since the market price of securities sold short may continuously
increase. Under adverse market conditigns, NexPoint Advisors might have difficulty purchasing securities to
meet short sale delivery obligations y have to cover short sales at suboptimal prices.

*
Our investments in the heal%e industry are subject to numerous risks, including competition, extensive
mercial difficulties.

government regulatiog a

Our investmep x‘lfolio companies in the healthcare industry, particularly the pharmaceuticals, devices,
life sciences and Bes sub-sectors are subject to numerous risks. The successful and timely implementation of
the business modeNaéOur healthcare portfolio companies depends on their ability to adapt to changing
technologies and introduce new products. As competitors continue to introduce competitive products, the
development and acquisition of innovative products and technologies that improve efficacy, safety and cost-
effectiveness are important to the success of such portfolio companies. The success of new product offerings will
depend on many factors, including the ability to properly anticipate and satisfy customer needs, obtain regulatory
approvals on a timely basis, develop and manufacture products in an economic and timely manner, obtain or
maintain advantageous positions with respect to intellectual property, and differentiate products from those of
competitors. Failure by our portfolio companies to introduce planned products or other new products or to
introduce products on schedule could have a material adverse effect on our business, financial condition and
results of operations.

Further, the development of products by pharmaceuticals, devices, life sciences and facilities companies in
the healthcare industry requires significant research and development, clinical trials and regulatory approvals.
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The results of product development efforts may be affected by a number of factors, including the ability to
innovate, develop and manufacture new products, complete clinical trials, obtain regulatory approvals and
reimbursement in the United States and abroad, or gain and maintain market approval of products. In addition,
regulatory review processes by U.S. and foreign agencies may extend longer than anticipated as a result of
decreased funding and tighter fiscal budgets. Further, patents attained by others can preclude or delay the
commercialization of a product. There can be no assurance that any products now in development will achieve
technological feasibility, obtain regulatory approval, or gain market acceptance. Failure can occur at any point in
the development process, including after significant funds have been invested. Products may fail to reach the
market or may have only limited commercial success because of efficacy or safety concerns, failure to achieve
positive clinical outcomes, inability to obtain necessary regulatory approvals, failure to achieve market adoption,
limited scope of approved uses, excessive costs to manufacture, the failure to establish or maintain intellectual
property rights, or the infringement of intellectual property rights of others.

Changes in healthcare laws and other regulations applicable to some of our portfolio %anies’
businesses may constrain their ability to offer their products and services. \

There has also been an increased political and regulatory focus on healthcare 1@ recent years, and new
legislation could have a material effect on the business and operations of some of o§r folio companies by
increasing their compliance and other costs of doing business, requiring significynt §#Stems enhancements, or
rendering their products or services less profitable or obsolete. In particular, od and Drug Administration
(“FDA”), has established regulations, guidelines and policies to gover d¥elopment and approval of
pharmaceuticals and medical devices, as have foreign regulatory ayghoNties *which affect some of our portfolio
companies. Any change in regulatory requirements due to the adoptiq the FDA and/or foreign regulatory
authorities of new legislation, regulations, or policies may req € of our portfolio companies to amend
existing clinical trial protocols or add new clinical trials to p with these changes. Such amendments to

existing protocols and/or clinical trial applications or the n @ or new ones, may significantly impact the cost,
timing and completion of the clinical trials. Also, any #l repeal and replace or overhaul to the Affordable
Care Act may have adverse effects on certain healt -sectors due to changes in payer-mix, patient
volumes, as well as other changes to the current b

We may hold the debt securities of leve{aged companies that may, due to the significant volatility of such
companies, enter into bankruptcy prgceedings.

Leveraged companies may e bankruptcy or similar financial distress. The bankruptcy process has a
number of significant inherent 4 any events in a bankruptcy proceeding are the product of contested
matters and adversary proc Qand are beyond the control of the creditors. A bankruptcy filing by an issuer
may adversely and pe affect the issuer. If the proceeding is converted to a liquidation, the value of the
issuer may not equa uidation value that was believed to exist at the time of our investment. The duration
of a bankruptcy @| ¢ is also difficult to predict, and a creditor’s return on investment can be adversely
affected by delayS\gi# a plan of reorganization or liquidation ultimately becomes effective. The administrative
costs in connection with a bankruptcy proceeding are frequently high and would be paid out of the debtor’s estate
prior to any return to creditors. Because the standards for classification of claims under bankruptcy law are
vague, our influence with respect to the class of securities or other obligations we own may be lost by increases
in the number and amount of claims in the same class or by different classification and treatment. In the early
stages of the bankruptcy process, it is often difficult to estimate the extent of, or even to identify, any contingent
claims that might be made. In addition, certain claims that have priority by law (for example, claims for taxes)
may be substantial, eroding the value of any recovery by holders of other securities of the bankrupt entity.

Depending on the facts and circumstances of our investments and the extent of our involvement in the
management of a portfolio company, upon the bankruptcy of a portfolio company, a bankruptcy court may
recharacterize our debt investments as equity interests and subordinate all or a portion of our claim to that of
other creditors. This could occur even though we may have structured our investment as senior debt.
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Economic recessions or downturns could impair the ability of our portfolio companies to repay loans and
increase our costs, which, in turn, could increase our non-performing assets, decrease the value of our
portfolio, reduce our volume of new loans and otherwise harm our operating results.

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

We may be subject to risks associated with syndicated loans. %

financial institution or other entity typically is designated as the administrative a r collateral agent. This
agent is granted a lien on any collateral on behalf of the other lenders and distriQtt yments on the
indebtedness as they are received. The agent is the party responsible for ad &rl ¢ and enforcing the loan and
generally may take actions only in accordance with the instructions of a ;&or two-thirds of the holders of
commitments and/or principal amount of the associated indebtedness. kt cases, we do not expect to hold a
sufficient amount of the indebtedness to be able to compel any actj the agent. For example, in many cases,
our investments may represent less than the amount of associatgenndghedness sufficient to compel such actions
or represent subordinated debt which is precluded from acting onsequently, we would only be able to direct
such actions if instructions from us were made in conjunctighy with other holders of associated indebtedness that
together with us compose the requisite percentage of th indebtedness then entitled to take action.
Conversely, if holders of the required amount of the as§g€ifted indebtedness (excluding amounts held by us)
desire to take certain actions, such actions may be t even if we did not support such actions. Furthermore, if
an investment is subordinated to one or moreegeifioryoans made to the applicable obligor, our ability to exercise
such rights may be subordinated to the exgf®¥seNI Such rights by the senior lenders. Accordingly, we may be
precluded from directing such actions unl§gs wp act together with other holders of the indebtedness. If we are
unable to direct such actions, we cann: assure you that the actions taken will be in our best interests.

From time to time, we may acquire interests in syndicated loans. Under the do:@ia ¢on for such loans, a

If an investment is a syndeéc ing loan or delayed drawdown loan, other lenders may fail to satisfy
their full contractual funding ments for such loan, which could create a breach of contract, result in a
lawsuit by the obligor agai lenders and adversely affect the fair market value of our investment.

There is a ri an agent may become bankrupt or insolvent. Such an event would delay, and possibly
impair, any enfo t actions undertaken by holders of the associated indebtedness, including attempts to
realize upon the colffteral securing the associated indebtedness and/or direct the agent to take actions against the
related obligor or the collateral securing the associated indebtedness and actions to realize on proceeds of
payments made by obligors that are in the possession or control of any other financial institution. In addition, we
may be unable to remove the agent in circumstances in which removal would be in our best interests. Moreover,
agented loans typically allow for the agent to resign with certain advance notice.

Our investments in CLOs may be riskier and less transparent to us and our stockholders than direct
investments in the underlying companies.

We intend to invest in CLOs. Generally, there may be less information available to us regarding the
underlying debt investments held by CLOs than if we had invested directly in the debt of the underlying
companies. As a result, our stockholders will not know the details of the underlying securities of the CLOs in
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which we will invest. Our CLO investments will also be subject to the risk of leverage associated with the debt
issued by such CLOs and the repayment priority of senior debt holders in such CLOs. Our investments in
prospective portfolio companies may be risky, and we could lose all or part of our investment.

Our financial results may be affected adversely if one or more of our equity or mezzanine debt investments
in a CLO vehicle defaults on its payment obligations or fails to perform as we expect.

We intend to invest in the equity and mezzanine trances in CLOs, which involve a number of significant
risks. CLOs are typically highly levered, and therefore the equity and mezzanine tranches that we will invest in
are subject to a higher risk of total loss. In particular, investors in CLOs indirectly bear risks of the underlying
debt investments held by such CLOs. We will generally have the right to receive payments only from the CLOs,
and will generally not have direct rights against the underlying borrowers or the entity that sponsored the CLOs.
Although it is difficult to predict whether the prices of indices and securities underlying CLOs will rise or fall,
these prices (and, therefore, the prices of the CLOs) will be influenced by the same types of political and
economic events that affect issuers of securities and capital markets generally.

The investments we intend to make in CLOs will likely be thinly traded or hav %imited trading
market. CLO investments are typically privately offered and sold in the primary dary markets. As a
result, investments in CLOs may be characterized as illiquid securities. In addi§n e general risks associated
with investing in debt securities, CLOs carry additional risks, including, butft NmYted to: (i) the possibility that
distributions from the underlying loans will not be adequate to make int St&t er payments; (ii) the quality of
the underlying loans may decline in value or default; and (iii) the comNex $gucture of the security may not be
fully understood at the time of investment and may produce dispuysYvith the CLO or unexpected investment
results. Further, our investments in equity and mezzanine tran f s will be subordinate to the senior debt
tranches thereof.

Investments in structured vehicles, including equit zzanine debt instruments issued by CLOs,
involve risks, including credit risk and market risk. Ch in interest rates and credit quality may cause
significant price fluctuations. Additionally, changes%le underlying loans held by a CLO may cause payments
on the instruments we hold to be reduced, eit er@) rarily or permanently. Structured investments, particularly

S

the subordinated interests in which we invgs® liquid than many other types of securities and may be more
volatile than the loans underlying the CL®gs in Jvhich we invest.

Certain tax consequences of ou@ents

There are various tax ris respect to some of our investments, including but not limited to, the risks
discussed below. For more j tion on tax risks, see “Tax Matters.”
Some of our inv s outside the United States, including our CLO investments, may be treated as

investments in po ign investment companies (“PFICs”), as defined below, and could subject us to U.S.
federal income taNgp#luding interest charges) on distributions received from a PFIC or on proceeds received
from the disposition of shares in a PFIC, which tax cannot be eliminated by making distributions to our
stockholders. However, we may elect to avoid the imposition of that tax. For example, we may elect to treat a
PFIC as a “qualified electing fund” (“QEF”) (i.e., make a “QEF election”), in which case we will be required to
include our share of the PFIC’s income and net capital gain annually, regardless of whether it receives any
distribution from the PFIC. Alternatively, we may elect to mark the gains (and to a limited extent the losses) in
such holdings “to the market” as though we had sold (and, solely for purposes of this mark-to-market election,
repurchased) our holdings in those PFICs on the last day of our taxable year. Such gains and losses are treated as
ordinary income and loss. The QEF and mark-to-market elections may have the effect of accelerating the
recognition of income (without the receipt of cash) and increasing the amount required to be distributed for us to
avoid taxation. Making either of these elections therefore may require us to liquidate other investments
(including when it is not advantageous to do so) to meet our distribution requirement, which also may accelerate
the recognition of gain and affect our total return. See “Tax Matters” for more information.
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If we own (directly or indirectly) 10% or more of the total combined voting power of all classes of stock of
a foreign corporation that is treated as a controlled foreign corporation (“CFC”) (including equity tranche
investments and certain debt tranche investments in a CLO treated as CFC), we are a “U.S. Stockholder” for
purposes of the CFC provisions of the Code. A CFC is a foreign corporation that, on any day of its taxable year,
is owned (directly, indirectly, or constructively) more than 50% (measured by voting power or value) by U.S.
Stockholders. A U.S. Stockholder is required to include in gross income for U.S. federal income tax purposes for
each taxable year of the U.S. Stockholder its pro rata share of its CFC’s “subpart F income” for the CFC’s
taxable year ending within the U.S. Stockholder’s taxable year whether or not such income is actually distributed
by the CFC, provided that the foreign corporation has been a CFC for at least 30 uninterrupted days in its taxable
year. Subpart F income is treated as ordinary income, regardless of the character of the CFC’s underlying
income. The rules regarding the extent to which such subpart F income inclusions will be treated as “qualifying
income” for purposes of the 90% gross income requirement for qualification as a RIC are unclear and currently
under consideration. To the extent we invest in CFCs, if any, and recognize subpart F income in excess of actual
cash distributions from such CFCs, if any, we may be required to sell assets (including whegm is not
advantageous to do so) to generate the cash necessary to distribute as dividends to our stgc rs all of our
income and gains and therefore to eliminate any corporate-level tax liability. See “Ta 1S~ for more
information. Q

are not entirely clear about issues such as whether and to what extent we sh ognize market discount on
these debt obligations; when we may cease to accrue interest, OID or N 1scount; when and to what extent
we may take deductions for bad debts or worthless securities and h e shduld allocate payments received on
obligations in default between principal and income. We will addresskhgse and other related issues when, as and
if we invest in such obligations, in order to seek to ensure that ute sufficient income to preserve our
eligibility for treatment as a RIC and do not become subje% Wotederal income or excise tax. See “Tax

Investments in distressed debt obligations that are at risk of or in defau wpecial tax issues. Tax rules
tt?

(72}

Matters” for more information.

Our derivative transactions, as well as any of o @ hedging, short sale or similar transactions, may be

subject to one or more special tax rules (includi sstance, notional principal contract, mark-to-market,
constructive sale, straddle, wash sale and s les). These rules may affect whether gains and losses we
recognize are treated as ordinary or capitd{ an as short-term or long-term, accelerate our recognition of
income or gains, defer losses, and cause a ents in the holding periods of our securities. The rules could

therefore affect the amount, timing a%character of our distributions to stockholders.
0

Because the tax rules appli erivative financial instruments are in some cases uncertain under
current law, an adverse detega®gatton or future guidance by the IRS with respect to these rules (which
determination or guid, be retroactive) may affect whether we have made sufficient distributions, and
otherwise satisfied f ant requirements, to maintain our qualification as a RIC and avoid a corporate-level
tax.

To qualify for the special tax treatment accorded RICs and their stockholders, we must meet certain
source-of-income, asset diversification and annual distribution requirements. Our ability to pursue our investment
strategy may be limited or adversely affected by our intention to qualify as a RIC and our strategy may bear
adversely on our ability to so qualify.

Failure of a REIT Subsidiary to qualify and maintain its qualification as a REIT may adversely affect our
operations.

We intend that any REIT Subsidiary that we create elect to be taxed as a REIT beginning with the first year
in which it commences material operations. In order for a REIT Subsidiary to qualify and maintain its
qualification as a REIT, it must satisfy certain requirements set forth in the Code and Treasury Regulations that
may depend on various factual matters and circumstances that are not entirely within our control. We intend to
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cause any REIT Subsidiary to structure its activities in a manner designed to satisfy all of these requirements.
However, if certain of a REIT Subsidiary’s operations were to be recharacterized by the Internal Revenue Service
(“IRS”), such recharacterization could jeopardize its ability to satisfy all of the requirements for qualification as a
REIT.

If a REIT Subsidiary fails to qualify as a REIT for any taxable year and it does do not qualify for certain
statutory relief provisions, it will be subject to U.S. federal income tax on its taxable income at corporate rates. In
addition, a REIT Subsidiary would generally be disqualified from treatment as a REIT for the four taxable years
following the year of losing its REIT status. Loss of REIT status would reduce a REIT Subsidiary’s net earnings
available for investment or distribution to us as a result of the imposition of entity-level tax on the REIT
Subsidiary. In addition, distributions to us would no longer qualify for the dividends paid deduction, and a REIT
Subsidiary would no longer be required to make distributions. If this occurs, the REIT Subsidiary might be
required to borrow funds or liquidate some investments in order to pay the applicable tax.

In certain circumstances, a REIT Subsidiary may be subject to U.S. federal, state agd income taxes as
a REIT, which would reduce our cash available for distribution to you. \

in which it commences material operations. In order for a REIT Subsidiary to nd maintain its
qualification as a REIT, it must satisfy numerous complex and detailed requipgm set forth in the Code and
Treasury Regulations that depend on various factual matters and circumggan at are summarized below.

We intend that any REIT Subsidiary that we create elect to be taxed as a RF(} ing with the first year
1

If a REIT Subsidiary qualifies for taxation as a REIT, it gene Xll not be subject to federal corporate
income taxes on that portion of its ordinary income or capital gas % distributes currently to the Company as
a stockholder, because the REIT provisions of the Code genera‘lq a REIT to deduct distributions paid to its
stockholders. This substantially eliminates the federal “doufM¢ taxation” on earnings (taxation at both the
corporate level and stockholder level) that usually result n investment in the stock of a corporation. Even
if a REIT Subsidiary qualifies for taxation as a REIT, f@ver, it will still be subject to federal income taxation
in a number of circumstances:

e It would be taxed at regular corpor&. on its undistributed REIT taxable income, including
undistributed net capital gains

¢ Under some circumstances, ubs1d1ary may be subject to “alternative minimum tax.”

e If a REIT Subsidiary ha me from the sale or other disposition of “foreclosure property” that
was held primarily fO stomers in the ordinary course of business or other non-qualifying
income from forecl roperty, it would be subject to tax at the highest corporate rate on that
income.

%ary had net income from prohibited transactions, the net income from each prohibited
dgndrating a profit would be subject to a penal 100% tax.

ubsidiary failed to derive at least 75.0% or 95.0% of its gross income from certain sources
specified in the Code but has nonetheless maintained its qualification as a REIT it was eligible to and
met the requirements to cure such failure, it would be subject to a 100% tax on an amount equal to the
greater of the amount by which it failed the 75.0% or 95.0% gross income test, as applicable,
multiplied by a fraction calculated to distinguish qualifying net income from non-qualifying income.

e If a REIT Subsidiary failed to satisfy the REIT asset tests set forth in the Code but continued to qualify
as a REIT because it was eligible to and met the requirements to cure such failure, it would have to pay
a tax equal to the greater of $50,000 or the highest corporate income tax rate multiplied by the net
income generated by the non-qualifying assets during the time it failed to satisfy the asset tests. If it
failed to satisfy other REIT requirements (other than the gross income and asset tests), it could
continue to qualify as a REIT if its failure was due to reasonable cause and not willful neglect, but
would be required to pay $50,000 for each failure.
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e If a REIT Subsidiary failed to distribute during each calendar year at least the sum of (i) 85.0% of its
REIT ordinary income for the year, (ii) 95.0% of its REIT capital gain net income for such year and
(ii1) any undistributed taxable income from prior periods, it would be subject to a 4.0% excise tax on
the excess of the required distribution over the amounts actually distributed.

*  We may cause a REIT Subsidiary to elect to retain and pay tax on its net long-term capital gain. In that
case, we would be taxed on our proportionate share of undistributed long-term capital gain and would
receive a credit or refund for our proportionate share of the tax paid.

e If a REIT Subsidiary acquired any asset from a C corporation (i.e., a corporation generally subject to
corporate-level tax) in a transaction in which our basis in the asset was determined by reference to the
basis of the asset (or any other property) in the hands of the C corporation and it subsequently
recognized gain on the disposition of the asset during the ten-year period beginning on the date on
which it acquired the asset, then a portion of the gain may be subject to tax at the highest regular
corporate rate, unless the C corporation made an election to treat the asset as if it gmgre sold for its fair
market value at the time of the acquisition. This is referred to as a “Built-in G 'n”

N

e A REIT Subsidiary’s TRSs, if any, would be subject to federal and state i on their respective
taxable incomes. Several provisions regarding the arrangements betwe; and its TRSs ensure
that a TRS will be subject to an appropriate level of federal income tAgatipn, For example, the Code
limits the ability of a TRS to deduct interest payments made to thefRE excess of a certain amount.
In addition, the REIT must pay a 100% tax on some payments aet&ceives from, or on certain
expenses deducted by, the TRS if the economic arrangemen &een a REIT Subsidiary, its tenants
and the TRS are not comparable to similar arrangement oNg unrelated parties. Any TRS a REIT
Subsidiary may utilize in the future may make intere ﬁ%r payments to the REIT Subsidiary and
to third parties in connection with activities related t@ estate-related investments. We cannot
assure you that a REIT Subsidiary’s TRSs, if any Agould not be limited in their ability to deduct
interest payments made to the REIT Subsidiar dition, we cannot assure you that the IRS might
not seek to impose the 100% tax on service TPprmed by any such TRS for tenants of a REIT
Subsidiary, or on a portion of the paymen%elved by he REIT Subsidiary from, or expenses
deducted by, any such TRS.

“Foreclosure property” for these pu@s real property and any personal property incident to such real
property that: (1) is acquired by a REI'Ras the result of the REIT having bid in the property at foreclosure, or
having otherwise acquired ownershi ssession of the property by agreement or process of law, after there
was a default (or default was im a lease of the property or on a mortgage loan held by the REIT and
secured by the property; (2) tl& d loan or lease of which was acquired by the REIT at a time when default
was not imminent or anici and (3) for which such REIT makes a proper election to treat the property as
foreclosure property. nerally are subject to tax at the maximum corporate rate on any net income from
foreclosure prope ing any gain from the disposition of the foreclosure property, other than income that
would otherwise lifying income for purposes of the 75.0% gross income test.

Any gain from the sale of property for which a foreclosure property election has been made will not be
subject to the 100% tax on gains from prohibited transactions described below, even if the property would
otherwise constitute property held primarily for sale to customers in the ordinary course of a REIT’s trade or
business. We do not expect a REIT Subsidiary to receive income from foreclosure property that is not qualifying
income for purposes of the 75.0% gross income test. However, if a REIT Subsidiary does acquire any foreclosure
property that we believe will give rise to such income, we intend to cause the REIT Subsidiary to make an
election to treat the related property as foreclosure property.

The term “prohibited transaction” generally includes a sale or other disposition of property (other than

foreclosure property) that is held primarily for sale to customers in the ordinary course of a REIT’s trade or
business. Whether property is held “primarily for sale to customers in the ordinary course of a trade or business”
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depends on the particular facts and circumstances surrounding each property. We intend that a REIT Subsidiary
will conduct its operations in such a manner:

e so that no asset it owns (other than through a TRS), would be held for sale to customers in the ordinary
course of its trade or business; or

e in order to comply with certain safe harbor provisions of the Code that would prevent such treatment.

No assurance can be given that any particular property owned by a REIT Subsidiary, directly or through any
subsidiary entities other than TRSs, would not be treated as property held for sale to customers in the ordinary
course of our trade or business or that it could comply with those safe harbor provisions.

To qualify and maintain its qualification as a REIT, a REIT Subsidiary must meet annual distribution
requirements, which may result in it distributing amounts that may otherwise be used for its operations
and which could result in its inability to acquire appropriate assets.

To obtain the favorable tax treatment afforded to REITs under the Code, a REIT Nary generally would
be required each year to distribute to its stockholders at least 90% of its REIT taxab@me determined without
regard to the dividends-paid deduction and excluding net capital gain. To the ex{niit does not distribute all
of its net capital gains or distribute at least 90%, but less than 100%, of its I\i e income, as adjusted, it
would have to pay tax on those amounts at regular corporate tax rates. Furt& , if it failed to distribute
during each calendar year at least the sum of (a) 85% of its ordinary inc r that year, (b) 95% of its capital
gain net income for that year, and (c) any undistributed taxable inc Ie\ﬁo rior periods, a REIT Subsidiary
would have to pay a 4% nondeductible excise tax on the excess o(?l% uired distribution over the sum of (i) the
amounts that it actually distributed and (ii) the amounts it retai
corporate level.

pon which it paid income tax at the

These requirements could cause a REIT Subsidiar
investments in real estate-related assets, and it is po
unfavorable rates, or sell assets to fund these dis@

ribute amounts that otherwise would be spent on
at it might be required to borrow funds, possibly at

The use of TRSs, which may be requir@REIT qualification purposes, would increase a REIT
Subsidiary’s overall tax liability andgthereby reduce its cash available for distribution to its stockholders.

Some of the investments ma; EIT Subsidiary may need to be owned by, or operations may need to
be conducted through, one or e Ss. Any TRS would be subject to U.S. federal, state and local income tax
on its taxable income. The % net income of the TRS would be available for distribution to the REIT

Subsidiary’s stockholddgs. her, the REIT Subsidiary would incur a 100% excise tax on transactions with its
TRSs that are not con@{ct&d on an arm’s-length basis. No assurance can be given that no excise tax would arise
from such transa

Complying with REIT requirements may force a REIT Subsidiary to forgo and/or liquidate otherwise
attractive investment opportunities.

To qualify and maintain its qualification as a REIT, a REIT Subsidiary would be required to meet the REIT
gross income tests annually and at the end of each calendar quarter, at least 75% of the value of its assets would
be required to consist of cash, cash items, government securities and qualified real estate assets, including certain
mortgage loans and certain kinds of mortgage-related securities. The remainder of its investment in securities
(other than government securities, TRSs and qualified real estate assets) generally could not include more than
10% of the outstanding securities by vote or value of any one issuer. In addition, in general, no more than 5% of
the value of its assets could consist of the securities (other than government securities, TRSs, and qualified real
estate assets) of any one issuer. For the 2016 taxable year and the 2017 taxable year, no more than 25% of the
value of its total assets could be represented by securities of one or more TRSs. For taxable years beginning after
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December 31, 2017, no more than 20% of the value of its total assets could be represented by securities of one or
more TRSs. If a REIT Subsidiary fails to comply with these requirements at the end of any calendar quarter, it
would be required to correct the failure within 30 days after the end of the calendar quarter or qualify for certain
statutory relief provisions to avoid losing its REIT qualification and suffering adverse tax consequences. As a
result, a REIT Subsidiary may be required to liquidate certain investments or not make otherwise attractive
investments in order to maintain its qualification as a REIT. These actions could have the effect of reducing its
income and amounts available for distribution to its stockholders.

We may not realize gains from our equity investments.

When we invest in mezzanine loans or senior secured loans, we may also invest in the equity securities of
the borrower or acquire warrants or other equity securities as well. In addition, we may invest directly in the
equity securities of portfolio companies. Our goal is ultimately to dispose of such equity interests and realize
gains upon our disposition of such interests. However, the equity interests we invest in may got appreciate in
value and, in fact, may decline in value. Accordingly, we may not realize gains from our e%nterests, and any
gains that we do realize on the disposition of such equity interests may not be sufficient N any other losses

we experience. Q

Our failure to make follow-on investments in our portfolio companies could i r the value of our
portfolio, and our ability to make follow-on investments in certain port mpanies may be restricted.

Following an initial investment in a portfolio company, we may ditional investments in that
portfolio company as “follow-on” investments, in order to: \
* increase or maintain in whole or in part our equity O\Qh ercentage;

e exercise warrants, options or convertible securitia that™Cre acquired in the original or subsequent

financing; or

e attempt to preserve or enhance the value of o@vestment.

We will have the discretion to make anyfo %investments, subject to the availability of capital
resources, the limitations of the 1940 Act emptive relief thereunder, the requirements associated with
qualifying for the special tax treatment acgorde}l to RICs and their stockholders and contractual requirements
under a credit facility or otherwise. Wg may®€lect not to make follow-on investments or otherwise lack sufficient
funds to make those investments. Thi¢ @ re to make follow-on investments may, in some circumstances,

opportunity for us to increase guzo®rticipation in a successful operation. Even if we have sufficient capital to

make a desired follow-on i
to increase our expos & portfolio company, because we prefer other opportunities or because we are
inhibited by complieg h business development company requirements, or our contractual requirements or

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

Although we intend to take controlling equity positions in some of our portfolio companies, we do not
intend to take a controlling equity interest in all of our portfolio companies. In addition, we may not be in a
position to control any portfolio company by investing in its debt securities. As a result, we will be subject to the
risk that a portfolio company may make business decisions with which we disagree, and the stockholders and
management of a portfolio company may take risks or otherwise act in ways that are adverse to our interests. Due
to the lack of liquidity for the debt and equity investments that we will typically hold in our portfolio companies,
we may not be able to dispose of our investments in the event we disagree with the actions of a portfolio
company, and we may therefore suffer a decrease in the value of our investments.
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Defaults by issuers of our holdings will harm our operating results.

An issuer’s failure to satisfy financial or operating covenants imposed by us or other lenders could lead to
defaults and, potentially, termination of its loans and foreclosure on its assets. This could trigger cross-defaults
under other agreements and jeopardize such issuer’s ability to meet its obligations under the debt or equity
securities that we hold. Our investments in loans of such issuers may be placed on non-accrual status under those
circumstances, if principal and/or interest payments become overdue or if there is a reasonable doubt that
principal or interest will be collected. We may incur expenses to seek recovery upon default or to negotiate new
terms, which may include the waiver of certain financial covenants, with a defaulting issuer. A payment default
on a loan or a default leading to the acceleration of debt of an issuer could cause the loan held by us to become,
or to be deemed to be, a defaulted obligation under a credit facility. This, in turn, could result in a coverage test
under a credit facility not being met and the diversion of distributions of assets to pay down debt under the credit
facility rather than to make distributions. Such a default could also lead to an event of default and acceleration
under a credit facility and liquidation by the related lender of the assets securing the credit facility. Any such
diversion of cash flow or any event of default could result in our being unable to make dists to our

stockholders in amounts sufficient to qualify for the special tax treatment accorded to R 0 eir
stockholders or to avoid Company-level income or excise tax, or at all, and could h - r1al adverse effect
on our business, financial condition and results of operations. Investments in is re in default or that

have been placed on non-accrual status have in the past represented and may if\the ffugire represent a significant
portion of our portfolio.

Our investment adviser’s liability will be limited under the Inv dv1sory Agreement, and we have
agreed to indemnify our investment adviser against certain liabilifie whlch may lead our investment
adviser to act in a riskier manner on our behalf than it wo acting for its own account.

Under the Investment Advisory Agreement, our invesys nt adviser will not assume any responsibility to us
other than to render the services called for under that aggae % and it will not be responsible for any action of
our Board in following or declining to follow our inv [ofept adviser’s advice or recommendations. Our
investment adviser maintains a contractual, as op o%@ a fiduciary, relationship with us. Under the terms of the
Investment Advisory Agreement, our investmgn @ 1Ser, its officers, members, personnel, and any person
controlling or controlled by our investme ill not be liable to us, any subsidiary of ours, our directors,
our stockholders or any subsidiary’s stockgoldgs or partners for acts or omissions performed in accordance with

and pursuant to the Investment Advis% Agreement, except those resulting from acts constituting negligence or

misconduct. In addition, we have a indemnify our investment adviser and each of its officers, directors,
members, managers and empley nd against any claims or liabilities, including reasonable legal fees and
other expenses reasonably in rising out of or in connection with our business and operations or any action
taken or omitted on ourge rsuant to authority granted by the Investment Advisory Agreement, except
where attributable to e or misconduct. These protections may lead our investment adviser to act in a
riskier manner w@ on our behalf than it would when acting for its own account.

We may be obligated to pay our investment adviser incentive compensation even if we incur a net loss due
to a decline in the value of our portfolio.

Our Investment Advisory Agreement entitles our investment adviser to receive incentive compensation on
income regardless of any capital losses. In such case, we may be required to pay our investment adviser incentive
compensation for a fiscal quarter even if there is a decline in the value of our portfolio or if we incur a net loss
for that quarter.

Any incentive fee payable by us that relates to our net investment income may be computed and paid on
income that may include interest that has been accrued but not yet received. If a portfolio company defaults on a
loan that is structured to provide accrued interest, it is possible that accrued interest previously included in the
calculation of the incentive fee will become uncollectible. Our investment adviser is not under any obligation to
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reimburse us for any part of the incentive fee it received that was based on accrued income that we never
received as a result of a default by an entity on the obligation that resulted in the accrual of such income, and
such circumstances would result in our paying an incentive fee on income we never received.

We may not apply or be approved for an SBIC license.

Following completion of this offering, an affiliate of NexPoint Capital may apply for a license to form an
SBIC. If such an application is made and approved and the SBA so permits, we anticipate that the SBIC license
would be transferred to a wholly-owned subsidiary of ours. Following such transfer, we anticipate that the SBIC
subsidiary would be allowed to issue SBA-guaranteed debentures, subject to certain regulatory requirements.
SBA guaranteed debentures carry long-term fixed rates that are generally lower than rates on comparable bank
and other debt. We cannot assure that we will make an application for an SBIC license, be successful in receiving
an SBIC license from the SBA or that the SBA will permit such license to be transferred to us. If we do receive
an SBIC license, there is no minimum amount of SBA-guaranteed debentures that must be cated to us.

Our portfolio companies may prepay loans, which prepayment may reduce our N capital returned
cannot be invested in transactions with equal or greater expected yields.

The loans in our investment portfolio may be prepayable at any time. It i 1s r at this time when each
loan may be prepaid. Whether a loan is prepaid will depend both on the con sitive performance of the
portfolio company and the existence of favorable financing market condggion t allow such company the
ability to replace existing financing with less expensive capital. As m; Nndltrons change we do not know

when, and if, prepayment may occur for each portfolio company. e\ase of some of these loans, having the
loan prepaid may reduce the achievable yield for us if the capitgsgtul cannot be invested in transactions with
equal or greater expected yields, which could have a material a e effect on our business, financial condition

and results of operations.

The disposition of our investments may result in ent liabilities.

We currently expect that a significant p r investments will involve private securities. In
connection with the disposition of an inve private company, we may be required to make
representations about the business and fingncia) a falrs of the portfolio company typical of those made in
connection with the sale of a business. We also be required to indemnify the purchasers of such investment
to the extent that any such represent ‘ N{urn out to be inaccurate or with respect to certain potential liabilities.
These arrangements may resulf iRfCoR nt liabilities that ultimately yield funding obligations that must be
satisfied through our return 01{' drstrlbutlons previously made to us.

We may expose our

Qisks if we engage in hedging transactions.

If we engag ing transactions, we may expose ourselves to risks associated with such transactions.
We may borrow uNdg#a credit facility in currencies selected to minimize our foreign currency exposure or use
instruments such as forward contracts, currency options and interest rate swaps, caps, collars and floors to seek to
hedge against fluctuations in the relative values of our portfolio positions from changes in currency exchange
rates and market interest rates. Hedging against a decline in the values of our portfolio positions caused by these
risks does not eliminate the possibility of fluctuations in the values of such positions or prevent losses if the
values of such positions decline for other reasons. Such hedging transactions may also limit the opportunity for
gain if the values of the underlying portfolio positions should increase. Moreover, it may not be possible to hedge
against an exchange rate or interest rate fluctuation that is so generally anticipated that we are not able to enter
into a hedging transaction at an acceptable price. Our ability to engage in hedging transactions may also be
adversely affected by recent rules adopted by the CFTC unless we register as a commodity pool operator.

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

Investments in securities of foreign companies, if any, may involve significant risks in addition to the risks
inherent in U.S. investments.

We may make investments in securities of foreign companies. Investing in foreign companies may expose
us to additional risks not typically associated with investing in U.S. companies. These risksgmclude changes in
exchange control regulations, political and social instability, expropriation, imposition of fOr{igl) taxes, less
liquid markets and less available information than is generally the case in the U.S., highdr¥ansaction costs, less

government supervision of exchanges, brokers and issuers, less developed bankrupt s, difficulty in
enforcing contractual obligations, lack of uniform accounting and auditing staX greater price volatility.
In addition, any investments we make that are denominated in a foreig ncy will be subject to the risk

that the value of a particular currency will change in relation to one or,
that may affect currency values are trade balances, the level of sho
values of similar assets in different currencies, long-term opporturkti
and political developments. We may employ hedging techniqu
assurance that we will, in fact, hedge currency risk, or, thatef w

er currencies. Among the factors
interest rates, differences in relative
investment and capital appreciation,
fMimize these risks, but we can offer no
) such strategies will be effective.

We may invest in foreign sovereign debt and the f @ governmental issuers of debt of the governmental
authorities that control repayment of the debt m% unable or unwilling to repay principal or pay

interest when due. \
Investments in sovereign debt involy speg1®l risks. Foreign governmental issuers of debt or the
governmental authorities that control the r ent of the debt may be unable or unwilling to repay principal or

pay interest when due. In the event o ault, there may be limited or no legal recourse. Political conditions,
especially a sovereign entity’s wili o meet the terms of its debt obligations, are of considerable
significance. The ability of a f3 sovereign issuer, especially an emerging market country, to make timely
payments on its debt obligaij %ll also be strongly influenced by the sovereign issuer’s balance of payments,
including export perf @ts access to international credit facilities and investments, fluctuations of interest
rates and the extent 0 eign reserves. In addition, there is no bankruptcy proceeding with respect to
sovereign debt o sovereign has defaulted and the Company may be unable to collect all or part of its
investment in a p ar issue. Foreign investment in certain sovereign debt is restricted or controlled to varying
degrees, including requiring governmental approval for the repatriation of income, capital or proceeds of sales by
foreign investors. These restrictions or controls may at times limit or preclude foreign investment in certain
sovereign debt and increase our costs and expenses.

A REIT Subsidiary’s investments in real estate-related debt or preferred equity are subject to the risks
typically associated with real estate.

A REIT Subsidiary’s investments in mortgage, mezzanine or other real estate loans or preferred equity
investments will generally be directly or indirectly secured by a lien on real property (or the equity interests in an
entity that owns real property) that, upon the occurrence of a default on the loan, could result in the REIT
Subsidiary acquiring ownership of the property. We would not know whether the values of the properties
ultimately securing such loans or preferred equity investments will remain at the levels existing on the dates of
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origination of those loans or preferred equity investments. If the values of the underlying properties drop, our risk
would increase because of the lower value of the security associated with such loans or preferred equity
investments. In this manner, real estate values could impact the values of our loan or preferred equity
investments. Our investments in other real estate-related debt investments, through a REIT Subsidiary, might be
similarly affected by real estate property values.

Preferred equity investments may have similar risks to subordinated debt.

We may, through a REIT Subsidiary, make preferred equity investments in companies that own or acquire
properties. These investments may involve special risks relating to the particular issuer of the securities,
including the financial condition and business outlook of the issuer. Issuers of preferred equity generally will
invest in real estate or real estate-related assets and are subject to the inherent risks associated with real estate-
related investments, including risks related to rising interest rates.

Preferred equity securities may be unsecured and also may be subordinated to other o%ons of the
issuer, including debt. As a result, investments in preferred equity are subject to risks ofN ed liquidity in

the secondary trading market in the case of unlisted or lightly traded securities, (ii) ntfl market price
volatility in the case of traded preferred equity securities, (iii) subordination to t aims of banks and
other lenders to the issuer, (iv) the operation of mandatory sinking fund or callA¢p se provisions that could
cause the value of our investment to decline, (v) the possibility that earnings suer may be insufficient to
meet its debt service to lenders and distribution obligations to holders ofjae rred equity, including us, and

(vi) the declining creditworthiness and potential for insolvency of the NsueMWThese risks may adversely affect the
value of a REIT Subsidiary’s investments in preferred equity secufiti§s.

Interest rate and related risks may cause the value of OE rglate-related assets to be reduced.

We may be exposed to interest rate risk through a bsidiary’s investments in fixed income securities
such as preferred equity and debt securities. Interest rai is the risk that these types of securities will decline
in value because of changes in market interest rates@erally, when market interest rates rise, the fair value of
such securities will decline, and vice versa.

During periods of rising interest ratel§ thefverage life of certain types of securities may be extended
because of slower than expected principal p&8ments. This may lock in a below-market interest rate, increase the
security’s duration and reduce the val Q the security. This is known as extension risk. During periods of
declining interest rates, an isswr@ &20le to exercise an option to prepay principal earlier than scheduled,
which is generally known as % or prepayment risk. If this occurs, a REIT Subsidiary may be forced to
reinvest in lower yieldi@ ies. This is known as reinvestment risk. Preferred equity and debt securities

frequently have call fg t allow the issuer to redeem the security prior to its stated maturity. An issuer
may redeem an objisg the issuer can refinance the debt at a lower cost due to declining interest rates or an
improvement in t @ dit standing of the issuer. These risks may reduce the value of a REIT Subsidiary’s
securities investmé

We may become exposed to economic, market and regulatory changes that impact the real estate market
generally through an investment in a REIT Subsidiary, which may cause our operating results to suffer.

We may make investments in real estate, including healthcare facilities, through a REIT Subsidiary. A
number of factors may prevent the REIT Subsidiary’s 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:

e national economic conditions;
» regional and local economic conditions (which may be adversely impacted by plant closings, business

layoffs, industry slow-downs, weather conditions, natural disasters, and other factors);
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e local real estate conditions (such as over-supply of or insufficient demand for office space);

e changing demographics;

e perceptions by prospective tenants of the convenience, services, safety, and attractiveness of a
property;

» the ability of property managers to provide capable management and adequate maintenance;

e the quality of a property’s construction and design;

e increases in costs of maintenance, insurance, and operations (including energy costs and real estate
taxes);

* changes in applicable laws or regulations (including tax laws, zoning laws, or building codes);.

e potential environmental and other legal liabilities;

e the level of financing used by a REIT Subsidiary in respect of its properties, i rn interest rate
levels on such financings and the risk that the REIT Subsidiary may defauli OM inancings, each of

which would increase the risk of loss to us;

e the availability and cost of refinancing; \1
e the ability to find suitable tenants for a property and to replace an ing tenants with new tenants;
e potential instability, default or bankruptcy of tenants in the ies owned by a REIT Subsidiary;

e potential limited number of prospective buyers intereste® irff pudchasing a property that a REIT
Subsidiary wishes to sell; and

e the relative illiquidity of real estate investments igdgeneral, which may make it difficult to sell a
property at an attractive price or within a reas ime frame.

Risks Relating to this Continuous Offering Q@

Investors will not know the purchase pyi€® p are at the time they submit their subscription agreements
and could receive fewer shares of comn@ck than anticipated if our Board determines to increase the
offering price to comply with the reguirement that we avoid selling shares below NAV.

The purchase price at which ase shares will be determined at each weekly closing date. The sales
price, after deducting selling conNsSYons and dealer manager fees, must be equal to or greater than the NAV of
our shares. As a result, in t %of an increase in our NAV, your purchase price may be higher than the
prior weekly closing @hare and, therefore, you may receive a smaller number of shares than if you had

subscribed at the prio y closing price. See “Determination of NAV.”
;0

Investors will not w the purchase price per share at the time they submit their subscription agreements
and could pay a premium for their shares of common stock.

The purchase price at which you purchase shares will be determined at each weekly closing date to ensure
that the sales price, after deducting selling commissions and dealer manager fees, is equal to or greater than the
NAYV of our shares. If our NAV is 2.5% or more below our net offering price, our Board will establish a new net
offering price such that our NAV is not above, nor more than 2.5% below, our net offering price per share.
However, no such requirement applies in the event that our NAV decreases to an amount that is less than 2.5%
below our current net offering price; as a result, you could pay a premium of up to approximately 2.5% for your
shares of common stock under such circumstances.
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This is a “best efforts’ offering, and if we are unable to raise substantial funds, we will be limited in the
number and type of investments we may make, and the value of your investment in us may be reduced in
the event our assets underperform.

This offering is being made on a best efforts basis, whereby the dealer manager and broker-dealers
participating in the offering are only required to use their best efforts to sell our shares and have no firm
commitment or obligation to purchase any of the shares. To the extent that less than the maximum number of
shares is subscribed for, we may not be able to structure our investment portfolio as anticipated and the returns
achieved on those investments may be reduced as a result of allocating all of our expenses over a smaller capital
base.

Our shares will not be listed on an exchange or quoted through a quotation system for the foreseeable
future, if ever. Therefore, if you purchase shares in this offering, it is unlikely that you will be able to sell
them and, if you are able to do so, it is unlikely that you will receive a full return of your invested capital.

Our shares are illiquid assets for which there is not expected to be any secondary 1 is it expected
that any will develop in the foreseeable future. We intend to seek to complete a liquidjty’eWgnt for our
stockholders within five years following the completion of our offering stage. Howé % ere can be no
assurance that we will complete a liquidity event within such time or at all. A ljffiidity®e¥ent could include: (1) a
listing of our shares on a national securities exchange, (2) the sale of all or sybstgnti#ly all of our assets either on
a complete portfolio basis or individually followed by a liquidation, or (3) a r or another transaction
approved by our Board in which our stockholders likely will receive c&\ ares of a publicly traded company.

Prior to the completion of a liquidity event, our share repurchfsglpr§gram may provide a limited opportunity
for investors to achieve liquidity, subject to certain restrictions ifgftations, at a price which may reflect a
discount from the purchase price you paid for the shares b? g T hased. See “Share Repurchase Program” for

a detailed description of our share repurchase program.

If our shares are listed, we cannot assure you t lic trading market will develop. In addition, a
liquidity event involving a listing of our shares o nal securities exchange may include certain restrictions
on the ability of stockholders to sell their sha .@her, even if we do complete a liquidity event, you may not

receive a return of all of your invested ca@)\

We are not obligated to complete a idity event by a specified date; therefore, it will be difficult for an
investor to sell his or her sharesQ
.

We intend to seek to co %
completion of our offering
applicable to directorg

liquidity event for our stockholders within five years following the

e expect that our Board, in the exercise of the requisite standard of care
laware law, will determine to pursue a liquidity event when it believes that then-
current market copaag0 e favorable for a liquidity event, and that such a transaction is in the best interests of
our stockholders. @; hidity event could include (1) a listing of our shares on a national securities exchange,

(2) the sale of all ors#bstantially all of our assets either on a complete portfolio basis or individually followed by
a liquidation or (3) a merger or another transaction approved by our Board in which our stockholders likely will
receive cash or shares of a publicly traded company. However, there can be no assurance that we will complete a
liquidity event within such time or at all. If we do not successfully complete a liquidity event, liquidity for an
investor’s shares will be limited to our share repurchase program, which we have no obligation to maintain.

Investors in this offering will suffer immediate dilution.

After giving effect to offering expenses of approximately $0.11 per share and taking into account the shares
to be issued in private placement, our NAV is estimated to be approximately $9.61 per share compared to a price
of $10.50 per share as of May 8, 2017 in this offering. Accordingly, investors purchasing shares in this offering
will pay a price per share of common stock that exceeds the estimated NAV per share of common stock by $0.89
and will indirectly bear offering expenses.
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Our offering price may not accurately reflect the value of our assets.

At any given time, the offering price may be higher than the value of our interests in portfolio companies. In
the event that we adjust our offering price per share, we will promptly file a prospectus supplement with the SEC
disclosing the adjusted offering price and we will also post the updated information on our website
at www.NexPointCapital.com.

The dealer manager in our continuous offering may be unable to sell a sufficient number of shares for use
to achieve our investment objective.

The dealer manager for our public offering is Highland Capital Funds Distributor, Inc. We can offer no
assurance that the dealer manager will be able to sell a sufficient number of shares to allow us to have adequate
funds to structure our investment portfolio as anticipated and generate income sufficient to cover our expenses.
As a result, we may be unable to achieve our investment objective, and you could lose some or all of the value of
your investment.

Because the dealer manager is one of our affiliates, you will not have the benefi Mdependent due
diligence review of us, which is customarily performed in firm commitment itten offerings; the
absence of an independent due diligence review increases the risks and un ou face as a

stockholder

The dealer manager is one of our affiliates. As a result, its due dilig blew and investigation of us and
this prospectus cannot be considered to be an independent review. ThegeTor, you do not have the benefit of an
independent review and investigation of this offering of the type nfrijally performed by an unaffiliated,
independent underwriter in a firm commitment underwritten pQ’s ities offering.

Our ability to conduct our continuous offering successf@epends, in part, on the ability of the dealer
manager to successfully establish, operate and mai % etwork of broker-dealers.

The success of our public offering, and corres y our ability to implement our business strategy, is
dependent upon the ability of the dealer manage hsh and maintain a network of licensed securities
broker-dealers and other agents to sell our K\ he dealer manager fails to perform, we may not be able to
raise adequate proceeds through our publ offg1hg to implement our investment strategy. If we are unsuccessful
in implementing our investment strate ould lose all or a part of your investment.

We intend to offer to repurcha ares on a quarterly basis. Only a limited number of shares will be
repurchased, however, and,m extent you are able to sell your shares under the repurchase program,
e amount of your investment in those shares.

you may not be able tg rz

We intend to co ender offers to allow you to tender your shares on a quarterly basis at a price equal
to 90% of our pu ing price in effect on the date of repurchase. The share repurchase program will include
numerous restrict at limit your ability to sell your shares. We intend to limit the number of shares
repurchased pursuant to our share repurchase program as follows:

e we currently intend to limit the number of shares to be repurchased during any calendar year to the
number of shares we can repurchase with the proceeds we receive from the sale of shares of our
common stock under our distribution reinvestment plan, although at the discretion of our Board, we
may also use cash on hand, cash available from borrowings and cash from liquidation of securities
investments as of the end of the applicable period to repurchase shares;

e we will limit the number of shares to be repurchased in any calendar year to 10% of the weighted
average number of shares outstanding in the prior calendar year, or 2.5% in each quarter;

e unless you tender all of your shares, you must tender at least 25% of the shares you have purchased and
must maintain a minimum balance of $2,500 subsequent to submitting a portion of your shares for
repurchase by us;
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* to the extent that the number of shares tendered for repurchase exceeds the number of shares we are
able to repurchase, we will repurchase shares as nearly as may be pro-rata, except as permitted by Rule
13e-4 of the Exchange Act, not on a first-come, first-served basis. Further, we will have no obligation
to repurchase shares if the repurchase would violate the restrictions on distributions under federal law
or Delaware law, which prohibits distributions that would cause a corporation to fail to meet statutory
tests of solvency; and

e These limits may prevent us from accommodating all repurchase requests made in any year. Our Board
may amend, suspend or terminate the repurchase program upon 30 days’ notice. We will notify you of
such developments (1) in our quarterly reports or (2) by means of a separate mailing to you,
accompanied by disclosure in a current or periodic report under the Exchange Act. In addition,
although we have adopted a share repurchase program, we have discretion to not repurchase your
shares, to suspend the plan and to cease repurchases. Further, the plan has many limitations and should
not be relied upon as a method to sell shares promptly or at a desired price.

disadvantageous to our stockholders.

The timing of our repurchase offers pursuant to our share repurchase program faN a: a time that is

If and when we make quarterly repurchase offers pursuant to our share ref\gtc program, we may offer to
repurchase shares at a price that is lower than the price that investors paid fol\gsh&e#1n this offering. As a result,
to the extent investors have the ability to sell their shares to us as part of Qur repurchase program, the price
at which an investor may sell shares, which we expect to be 90% of th mng price in effect on the date of
repurchase, may be lower than what an investor paid in connectio Nhe purchase of shares in this offering.

In addition, in the event an investor chooses to partici ate%r share repurchase program, the investor will
be required to provide us with notice of intent to participateqgior to knowing what the NAV will be on the
repurchase date. Although an investor will have the abilj ithdraw a repurchase request prior to the
repurchase date, to the extent an investor seeks to sel s% to us as part of our share repurchase program, the
investor will be required to do so without knowled what the repurchase price of our shares will be on the

repurchase date. \

There is a risk that you may not receiv@lbutions or that our distributions may not grow over time.

We cannot assure you that we ieve investment results that will allow us to make a specified level of
cash distributions or year-to-yearfnch\gases in cash distributions. Also, due to the asset coverage test applicable to
us as a business development y, we may be limited in our ability to make distributions. Finally, if more
stockholders receive ca; pd¥ids and other distributions rather than opt to participate in our distribution
reinvestment plan, w orced to liquidate some of our investments and raise cash in order to make
distribution paymg istributions will be paid at the discretion of our Board and will depend on our
earnings, our findg ondition, qualification for the special tax treatment accorded to RICs and their
stockholders, compIfance with applicable business development company regulations and such other factors as
our Board may deem relevant from time to time. We cannot assure you that we will pay distributions to our
stockholders in the future.

Investing in our shares may involve an above average degree of risk and is intended for long-term
investors.

The investments we make in accordance with our investment objective and strategies may result in a higher
amount of risk than alternative investment options and volatility or loss of principal. Our investments in portfolio
companies may be highly speculative and aggressive, and therefore, an investment in our shares may not be
suitable for an investor with a lower risk tolerance. In addition, our common stock is intended for long-term
investors.
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We may allocate the net proceeds from this offering in ways with which you may not agree.

We will have significant flexibility in investing the net proceeds of this offering. You will be unable to
evaluate the manner in which the net proceeds of this offering will be invested or the economic merit of our
expected investments and, as a result, we may use the net proceeds from an offering to invest in investments with
which you may not agree. We intend to invest, under normal circumstances, at least 80% of our total assets in
debt and equity of middle-market companies, with an emphasis on healthcare companies, syndicated floating rate
debt of large public and non-public companies and mezzanine and equity tranches of CLOs. Additionally, we
will not provide you with information on potential investments prior to our acquisition of such investments. In
addition, we have flexibility under our investment policy to invest a significant portion of our assets in
investments that are not debt or equity investments in middle-market companies. The failure of our management
to apply net proceeds from this offering effectively or find investments that meet our investment criteria in
sufficient time or on acceptable terms could result in unfavorable returns and could cause a material adverse
effect on you.

We may be unable to invest a significant portion of the net proceeds of our offering@ptable terms in
an acceptable timeframe.

Delays in investing the net proceeds of our offering may impair our perfo
will be able to identify any investments that meet our investment objective qgthit a
will produce a positive return. We may be unable to invest the net procegds
within the time period that we anticipate or at all, which could harm o rN

, We cannot assure you we
investment that we make
offering on acceptable terms
ncial condition and operating results.

Before making investments, we will invest the net proceed
equivalents, U.S. government securities, repurchase agreementt er high-quality debt instruments
maturing in one year or less from the time of investment. ThRis witproduce returns that are significantly lower
than the returns that we expect to achieve when our portfo fully invested in securities meeting our
investment objective. As a result, any distributions tha y while our portfolio is not fully invested in
securities meeting our investment objective may be an the distributions that we may be able to pay when
our portfolio is fully invested in securities meeti nvestment objective.

ofir public offering primarily in cash, cash

SPECIAL NOTE REGCJNG FORWARD-LOOKING STATEMENTS

Some of the statements in thi tus constitute forward-looking statements, which relate to future
events or our future performang fiflancial condition. The forward-looking statements contained in this
prospectus involve risks and @ainties, including statements as to:

e our future esults;

* changej @ care technologies, finance and regulations adversely affecting our portfolio companies
or fina ognodel,;

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

e our business prospects and the prospects of our prospective portfolio companies;
» the impact of investments that we expect to make;

e the impact of increased competition;

e our contractual arrangements and relationships with third parties;

* the dependence of our future success on the general economy and its impact on the industries in which
we invest;

» the ability of our prospective portfolio companies to achieve their objectives;
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e the relative and absolute performance of our investment adviser;

e our expected financings and investments;

e our ability to make distributions to our stockholders;

e the adequacy of our cash resources and working capital;

e the timing of cash flows, if any, from the operations of our prospective portfolio companies; and

e the impact of future acquisitions and divestitures.

9% < LEINY3

We use words such as “anticipates,” “believes,” “expects,” “intends” and similar expressions to identify
forward-looking statements. Our actual results could differ materially from those projected in the forward-
looking statements for any reason, including the factors set forth in “Risk Factors” and elsewhere in this
prospectus.

We have based the forward-looking statements included in this prospectus on infor@ailable to us on
the date of this prospectus, and we assume no obligation to update any such forward in®statements.
Although we undertake no obligation to revise or update any forward-looking stasegMgts) whether as a result of
new information, future events or otherwise, you are advised to consult any ad&tioflal,disclosures that we may
make directly to you or through reports that we in the future may file with tl&&, ncluding annual reports on

Form 10-K, quarterly reports on Form 10-Q and current reports on For

You should understand that under Sections 27A(b)(2)(B) an the Securities Act and Sections
21E(b)(2)(B) and (D) of the Exchange Act, the “safe harbor” p, of the Private Securities Litigation
Reform Act of 1995 do not apply to statements made in connec%mth this offering or any periodic reports we

file under the Exchange Act. b
USE §OCEEDS

The following table sets forth how wgTite use the gross proceeds from this offering. Information is
provided assuming that we sell the maxingm phmber of shares registered in this offering, or 150,000,000 shares.
The amount of net proceeds may be e or less than the amount depicted in the table below depending on the
initial public offering price of the co% stock and the actual number of shares of common stock we sell in this
offering. The table below assum res of our common stock are sold at the current offering price of

$10.50 per share. Such amou ]ect to increase or decrease based upon our NAV.

We intend to us ally all of the proceeds from this offering, net of expenses, to make investments in
private or, to the - able, in public U.S. companies in accordance with our investment objective and
using the strateg1 gribed in this prospectus.

We may also use a significant portion of the proceeds from the offering to pay down leverage or to make
investments in debt securities, structured credit, preferred equity and mezzanine investments in real estate
properties, with an emphasis on healthcare properties, through a REIT Subsidiary. In addition, a portion of the
proceeds may be used to make investments in derivatives such as warrants, swaps (including equity, variance and
volatility swaps), options (including options on futures), futures, and foreign currency transactions (e.g., foreign
currency swaps, futures and forwards), interest rates, commodities and/or currencies to hedge various
investments for risk management and speculative purposes. We anticipate that the remainder will be used for
working capital and general corporate purposes. However, we have not established limits on the use of proceeds
from this offering or the amount of funds we may use from available sources to fund distributions to our
stockholders. We intend to seek to invest the net proceeds received in this offering as promptly as practicable
after receipt thereof. It is currently anticipated that the Fund will be able to invest all or substantially all of the net
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proceeds according to its investment objective and policies within approximately one month after receipt of the
proceeds, depending on the amount and timing of proceeds available to the Fund as well as the availability of
investments consistent with the Fund’s investment objective and strategies. However, depending on market
conditions and other factors, including the availability of investments that meet our investment objective, we may
be unable to invest such proceeds within the time period we anticipate. There can be no assurance we will be able
to sell all the shares we are registering. If we sell only a portion of the shares we are registering, we may be
unable to achieve our investment objective or structure our investment portfolio as anticipated.

Pending these investments, we intend to temporarily invest the net proceeds of this offering primarily in
cash, cash equivalents, U.S. government securities, repurchase agreements and high-quality debt instruments
maturing in one year or less from the time of investment, consistent with our business development company
election and election to be treated as a RIC.

unlimited amount of offering proceeds, borrowings, net investment income from operation ital gains
proceeds from the sale of assets, non-capital gains proceeds from the sale of assets and N eimbursements
from NexPoint Advisors. We have not established limits on the amount of funds we%us from available

We may fund our cash distributions to stockholders from any sources of funds availabl; to us, including an

sources to make distributions. (L

The amounts in this table assume that the full fees and commissions ardgai§ o¥f all shares of our common
stock offered to the public on a best efforts basis. All or a portion of the ll&ommission and dealer manager
fee may be reduced or eliminated in connection with certain categorie es such as sales for which a volume
discount applies, sales through investment advisers or banks actin, trystees or fiduciaries and sales to our
affiliates. See “Plan of Distribution.” The reduction in these fegewgllfpg?accompanied by a corresponding
reduction in the per share purchase price but will not affect the % ts available to us for investments. Because
amounts in the following table are estimates, they may not Jagurately reflect the actual receipt or use of the

offering proceeds.
@ Maximum Offering

06 Amount %
Gross proceeds . ........ C)\ ............... $1,575,000,000 100.0%

Less:

Selling commission ) .. .= ... $ 110,250,000 7.0%
Dealer managerfee . N - - oo oo i $ 15,750,000 1.0%
Offering expensesQ. ...................... $ 15,750,000 1.0%
Net proceeds/a(\ available for investments @ . .. $1,433,250,000 91.0%

(1) We have agreed @rse the dealer manager in an amount up to 1.0% of the gross offering proceeds for
reasonable fees enses incurred in connection with: (a) legal counsel to the dealer manager, including
fees and exp @ iturred prior to the effectiveness of the registration statement, of which this prospectus
forms a part,\ggalded such fees and expenses are incurred in relation to the dealer manager; (b) customary
travel, lodging, meals and reasonable entertainment expenses incurred in connection with this offering;

(c) attendance at broker-dealer sponsored conferences, educational conferences sponsored by us, industry
sponsored conferences and informational seminars; (d) non-accountable due diligence expenses incurred by
our dealer manager or a participating broker-dealer; (e) customary promotional items; and (f) sales
incentives. Total underwriting compensation payable by the Company to our dealer manager or participating
broker-dealers shall not exceed 8.0% of our gross offering proceeds. Other entities affiliated with NexPoint
Advisors will provide reimbursements to our dealer manager and participating broker-dealers for the
categories listed above to the extent that the aggregate amount of reimbursements, along with the payment
of selling commissions and dealer manager fees, do not exceed 10% of our gross offering proceeds, which is
the maximum amount permitted by FINRA. Therefore, in the event that an investor pays an aggregate of
8.0% sales load, entities affiliated with NexPoint Advisors may pay an additional amount equal to up to
2.0% of the gross proceeds from this offering.
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We have agreed to reimburse the dealer manager or any participating broker-dealer for reasonable bona fide
due diligence expenses set forth in an itemized and detailed invoice incurred by either, which may include
travel, lodging, meals and other reasonable out-of-pocket expenses incurred by the dealer manager or any
participating broker-dealer and their personnel when visiting our offices or assets to verify information
relating to us or our assets. These amounts are excluded from underwriting compensation but, when
combined with the amounts that constitute underwriting compensation, cannot exceed 15.0% of the
aggregate proceeds raised in this offering.

The amount available to us for investments will be further reduced by other expenses paid by us. See
“Discussion of Operating Plans—Expenses” and “Distributions.”
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DISTRIBUTIONS

Subject to our Board’s discretion and applicable legal restrictions, we intend to authorize and declare
ordinary cash distributions on a weekly basis and pay such distributions on a monthly basis on the date two
business days after the last declared ordinary distribution of the month. We will then calculate each stockholder’s
specific distribution amount for the period using record and declaration dates, and each stockholder’s
distributions will begin to accrue on the date we accept each stockholder’s subscription for shares of our common
stock. From time to time, we may also pay special interim distributions in the form of cash or shares of common
stock at the discretion of our Board. We also intend to distribute any net capital gains (i.e., realized net long-term
capital gains in excess of realized net short-term capital losses) at least annually out of the assets legally available
for such distributions. For example, our Board may periodically declare share distributions in order to reduce our
NAYV per share if necessary to ensure that we do not sell shares at a price below NAV per share. Each year a
statement on Form 1099-DIV, identifying the source of the distributions (i.e., paid from ordinary income, paid
from net capital gains on the sale of securities, and/or a return of capital, which is generallygmpontaxable
distribution), will be mailed to our stockholders. Our distributions may exceed our earni x%roﬁts,
especially during any period before we have invested substantially all of the proceeds r&ns offering. As a
result, a portion of the distributions we make may represent a return of capital for ta poses. A return of
capital is a return of your investment rather than a return of earnings or gains dgfv our investment
activities and will be made after deduction of the fees and expenses payablegﬁ ion with the offering,

including any fees payable to NexPoint Advisors. See “Tax Matters.” There no assurance that we will be
able to pay distributions at a specific rate or at all.

We intend to pay distributions on a monthly basis. In order t lily for the special tax treatment accorded
RICs and their stockholders, we must, among other things, dist Q our stockholders for each taxable year at
least 90% of our investment company taxable income, whieg is Jea€rally our ordinary income and realized net
short-term capital gains in excess of realized net long-ter % ital losses, if any, on an annual basis out of the
assets legally available for such distributions. In additigf also intend to distribute any realized net capital
gains (i.e., realized net long-term capital gains in exges realized net short-term capital losses) at least annually
out of the assets legally available for such distrib@

We have adopted an “opt in” distrib ivaestment plan for our stockholders. As a result, if we make a
cash distribution, then stockholders will re®ai#€ distributions in cash unless they specifically “opt in” to the
distribution reinvestment plan so as tgPigve their cash distributions reinvested in additional shares of our
common stock. However, certain torities or regulators may impose restrictions from time to time that
may prevent or limit a stockho, %i ity to participate in our distribution reinvestment plan. If you do not
elect to participate in the pl otPwill automatically receive any distributions we declare in cash. Stockholders
who receive distributigis orm of shares of common stock will generally be subject to the same federal,
state and local tax ¢ \& nces as stockholders who elect to receive their distributions in cash. See “Distribution
Reinvestment Plz@

We intend to use newly issued shares to implement the plan. The number of shares to be issued to a
stockholder is determined by dividing the total dollar amount of the distribution payable to such stockholder by
an amount equal to 92% of the price at which common shares are sold in the offering at the last weekly closing of
the month.

We may fund our cash distributions to stockholders from any sources of funds available to us, including
offering proceeds, borrowings, net investment income from operations, capital gains proceeds from the sale of
assets, non-capital gains proceeds from the sale of assets and expense reimbursements from NexPoint Advisors.
We have not established limits on the amount of funds we may use from available source to make distributions.

On a quarterly basis, we will send information to all stockholders of record regarding distributions paid to
our stockholders in such quarter.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion and other parts of this prospectus contain forward-looking information that
involves risks and uncertainties. Our actual results could differ materially from those anticipated by such
forward-looking information due to factors discussed under “Risk Factors” and “Special Note Regarding
Forward-Looking Statements” appearing elsewhere in the prospectus.

Overview

We were formed in Delaware on September 30, 2013 and formally commenced operations on September 2,
2014. We are an externally managed, closed-end, non-diversified management investment company that has
elected to be regulated as a business development company under the 1940 Act. In addition, for U.S. federal
income tax purposes, we have elected to be treated as a RIC under Subchapter M of the Code with retroactive
effect to the date we elected to be treated as a business development company. As a busine elopment
company, we are also subject to certain constraints, including limitations imposed by thN ct and the Code.

Our investment activities are managed by NexPoint Advisors and supervise; oard of which a
majority of the members are independent of us.

Our investment objective is to generate high current income and logg-t \pital appreciation. We seek to
achieve our objective by using the experience of the healthcare, credit ructured products teams of Highland
Capital Management, L.P. and its affiliates (“Highland”) to source, %te and structure investments, identify
attractive investment opportunities that are primarily debt inve -- t generate high income without creating
undue risk for the portfolio, make equity investments where w there will be attractive risk-adjusted
returns that compensate for the lack of current income, andYgake Tvestments in debt and equity tranches of
CLOs, that deliver income and high relative value. We Wis on companies that are stable, have positive cash
flow and the ability to grow their business model.

Our investment policy is to invest, under n cumstances, at least 80% of our total assets in debt and
equity of middle-market companies, with s on healthcare companies, syndicated floating rate debt of
large public and nonpublic companies an@a ine and equity tranches of CLOs. Middle-market companies
include companies with annual revenues b en $50 million and $2.5 billion and syndicated floating rate debt
refers to loans and other instruments inated by a bank to a corporation that are sold off, or syndicated, to
investors in pieces. We considgr Q Cjlre company to be a company that is engaged in the design,
development, production, sale gement or distribution of products, services or facilities used for or in
connection with the health dustry. Additionally, we consider companies that are materially impacted by the
healthcare industry (spd§ ontractor that derives significant revenue or profit from the construction of
hospitals) as being gn@geW in the healthcare industry. We may invest without limit in companies that are not in

the healthcare seq a

We will leverage the expertise of Highland with regard to distressed investing and restructuring to make
opportunistic investments in distressed companies. We will utilize the Highland credit underwriting capability to
identify the types of companies we believe will provide high current income and/or long-term capital
appreciation. In addition to the investments in the healthcare industry, we may invest a portion of our capital in
other opportunistic investments in which NexPoint Advisors has expertise and where we believe an opportunity
exists to achieve above average risk adjusted yields and returns. These types of opportunities may include:

(1) direct lending or origination investments, (2) investments in stressed or distressed situations, (3) structured
product investments, (4) equity investments and (5) other investment opportunities not typically available in
other business development companies. Opportunistic investments may range from broadly syndicated deals to
direct lending deals in both private and public companies and may include foreign investments. We believe this
is the best approach to achieving our dual mandate of attempting to generate a high yield while also attempting to
produce capital appreciation.
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We seek to invest primarily in securities deemed by NexPoint Advisors to be high income generating debt
investments and income generating equity securities of privately held companies in the United States. We expect
the portfolio will be concentrated primarily in senior floating rate debt securities, although we may invest without
limit in securities that rank lower than senior secured instruments and may invest without limit in investments
with a fixed rate of interest. We will buy syndicated loans, various tranches of CLOs and other debt instruments
in the secondary market as well as originate debt so we can tailor the investment parameters more precisely to
our needs. We also intend to invest a portion of the portfolio in equity securities that are non-income producing,
when doing so will help us achieve our objective of long-term capital appreciation. We expect the size of our
positions will range from $2 million to $25 million, although investments may be larger as our asset base
increases. We may selectively make investments in amounts larger than $25 million in some of our portfolio
companies. We may invest up to 15% of our 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 CLOs, certain of which may rely on Section 3(c)(1) or 3(c)(7) of the 1940
Act.

independent rating agencies or would be rated below investment grade if they were Rate® These securities, which
may be referred to as “junk,” have predominantly speculative characteristics wjtl§ rgsp®et to the issuer’s capacity
to pay interest and repay principal. In addition, we expect that many of our &b& ments will include floating

We expect that many of the securities in which we invest will be rated below invi SN grade by

interest rates that reset on a periodic basis and typically will not require the ers to pay down the
outstanding principal of such debt prior to maturity.

Public Offering Q(L\
n

We intend to offer on a continuous basis up to $1.45 billio ur common stock, par value $0.001 per
share, pursuant to a registration statement on Form N-2 fil%jth the SEC under the Securities Act. We are also
authorized to issue 25 million shares of preferred stock ue $0.001 per share. However, we currently do
not anticipate issuing any preferred stock. 6

total proceeds. As part of our conversion ware corporation on June 10, 2014, NexPoint Advisors
exchanged 21,739.13 LLC units for 21,73 hares of our common stock, representing an equivalent price of
$9.20 per share based on the fair val the assets contributed by NexPoint Advisors in connection with our
formation, as determined by th’e

We issued 21,739.13 LLC units to N@ visors on May 27, 2014 at $9.20 per share for $200,000 in
a

On September 2, 2014 _j m'nection with a private placement of shares of our common stock to NexPoint
Advisors, we issued ap & te of approximately 1,086,954 shares of common stock at a price of $9.20 per

share, which price rep¥sged the public offering price of $10.00 per share less selling commissions and dealer
manager fees, foy ogdte proceeds of approximately $10.0 million.

As a result of the private placement to NexPoint Advisors, we successfully satisfied the minimum offering
requirement and officially commenced operations on September 2, 2014. In connection with the satisfaction of
the minimum offering requirement and the commencement of our operations, our investment advisory agreement
(the “Investment Advisory Agreement”) became effective and the base management fee and any incentive fees,
as applicable, payable to NexPoint Advisors under the Investment Advisory Agreement began to accrue.

We completed a second private placement with NexPoint Advisors on October 8, 2014, for proceeds of
approximately $6.0 million, which amount was used to repurchase our shares from NexPoint Advisors’ affiliate.
Each transaction was priced at our NAV. NexPoint Advisors has agreed not to vote its shares on any matter
brought to stockholders regarding the termination of the Investment Advisory Agreement or renewal of NexPoint
Advisors as our investment adviser. On November 25, 2014, we issued an additional 271,739 shares to NexPoint
Adbvisors for proceeds of approximately $2.5 million. On January 30, 2015, we issued 336,957 shares to
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NexPoint Advisors at $9.20 per share for proceeds of approximately $3.1 million. In aggregate through
December 31, 2016, we have issued 2,004,032 shares, including reinvestments of dividends, to NexPoint
Advisors for proceeds of approximately $18.4 million and issued 5,098,194 shares, including reinvestments of
dividends, to unaffiliated investors for proceeds of approximately $46.8 million.

Highland Capital Funds Distributor, Inc. (the “Dealer Manager”), an entity under common ownership with
NexPoint Advisors, serves as the dealer manager of our continuous public offering. The shares are being offered
on a “best efforts” basis, which means generally that the Dealer Manager is required to use only its best efforts to
sell the shares and it has no firm commitment or obligation to purchase any of the shares. NexPoint Advisors and
the Dealer Manager are related parties and will receive fees, distributions and other compensation for services
related to our public offering and the management of our assets.

Revenues

We generate revenue in the form of interest on the debt securities that we hold. We ex%hat the senior
debt we invest in will generally have stated terms of 3 to 5 years and that the subordinatg®de®efn which we
invest will generally have stated terms of 5 to 7 years. Our senior and subordinated V tments bear interest
at a fixed or floating rate. Interest on debt securities is generally payable monthl agIly or semiannually. In
addition, some of our investments provide for deferred interest payments or pa m-kind (“PIK”) interest.
We may also generate revenues in the form of dividends and other distributi e equity or other securities
we may hold. In addition, we may generate revenues in the form of comit » closing, origination, structuring
or diligence fees, monitoring fees, fees for providing managerial assistynceNsonsulting fees, prepayment fees and
performance-based fees. Any such fees generated in connection w uNinvestments will be recognized as

earned. Q

Expenses

Advisory Agreement, all of which have been volun®s#y waived through December 31, 2016, our allocable
portion of overhead expenses under our admi 's agreement (the “Administration Agreement”), all of
which have also been voluntarily waived udy Pecember 31, 2016, and other operating costs described below.
We bear all expenses of our operations an§ tragkactions, including:

Our primary operating expenses include the payg@f fees to NexPoint Advisors under the Investment

* our organization (expenses@lly paid by NexPoint Advisors until sufficient equity proceeds are
raised);

.
e calculating our NA @AV per share (including the costs and expenses of independent valuation

firms); Q

e fees and ex@, ncluding travel expenses, incurred by NexPoint Advisors or payable to third parties
in perf e diligence on prospective portfolio companies, monitoring our investments and, if
necessa orcing our rights;

e interest payable on debt, if any, incurred to finance our investments;

e the costs of this and all future offerings of common shares and other securities, and other incurrence of
debt;

e the base management fee and any incentive fee;

e distributions on our shares;

e administration fees payable to NexPoint Advisors under the Administration Agreement;

e transfer agent and custody fees and expenses;

e the actual costs incurred by NexPoint Advisors as our administrator in providing managerial assistance

to those portfolio companies that request it;
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e amounts payable to third parties relating to, or associated with, evaluating, making and disposing of
investments;

* brokerage fees and commissions;

e registration fees;

e listing fees;

*  taxes;

e independent director fees and expenses;

e costs associated with our reporting and compliance obligations under the 1940 Act and applicable U.S.
federal and state securities laws;

e the costs of any reports, proxy statements or other notices to our stockholders, including printing costs;
e costs of holding stockholder meetings; %

e our fidelity bond;

e directors and officers/errors and omissions liability insurance, and any urance premiums;

e litigation, indemnification and other non-recurring or extraordinarﬁ e&:‘ ;

e direct costs and expenses of administration and operation, inclydi it and legal costs;

* fees and expenses associated with marketing efforts, includifg deWN sourcing fees and marketing to
financial sponsors;

e dues, fees and charges of any trade association of w re a member; and
e all other expenses reasonably incurred by us or h@bint Advisors in connection with administering

our business.

riai and administrative expenses to be relatively stable or
g periods of asset declines.

During periods of asset growth, we expect our €g
decline as a percentage of total assets and inc

Expense Limitation C)

Pursuant to an expense limitati eement (the “Expense Limitation Agreement”), NexPoint Advisors is
contractually obligated to wai\‘e f necessary, pay or reimburse certain other expenses to limit ordinary
“Other Expenses” to 1.0% of rter-end value of the Company’s gross assets through the one year
anniversary of the date of thigWospectus. Under the Expense Limitation Agreement, “Other Expenses” are all
expenses with the excg{ia advisor and administration fees, organization and offering costs and the
following: (i) interg dividends tied to short sales, brokerage commissions, and other expenditures which
are capitalized in| @ fahce with U.S. GAAP; (ii) expenses incurred indirectly as a result of investments in
other investment Ceaa#fanies and pooled investment vehicles; (iii) other expenses attributable to, and incurred as a
result of, our investments; (iv) expenses payable to the Adviser, as administrator, for providing significant
managerial assistance to our portfolio companies; and (v) other extraordinary expenses (including litigation
expenses) not incurred in the ordinary course of our business. The obligation will automatically renew for one-
year terms unless it is terminated by the Company or the Adviser upon written notice within 120 days of the end
of the current term or upon termination of the Investment Advisory Agreement. The Expense Limitation
Agreement will continue through at least April 30, 2017.

Any expenses waived or reimbursed by the Adviser pursuant to the Expense Limitation Agreement are
subject to possible recoupment by the Adviser within three years from the date of the waiver or reimbursement.
The recoupment by the Adviser will be limited to the amount of previously waived or reimbursed expenses and
cannot cause the Company’s expenses to exceed any expense limitation in place at the time of recoupment or
waiver.
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The following table reflects the 2016 quarterly fee waivers and expense reimbursements due from the
Adviser as of December 31, 2016, September 30, 2016, June 30, 2016 and March 31, 2016, which are subject to
recoupment by the Adviser.

Yearly

Cumulative Quarterly
Yearly Cumulative ~ Yearly Expense Expense Recoupable  Recoupment Eligibility
Quarter Ended Other Expenses Limitation Reimbursement Amount Expiration
December 31, 2016 $1,263,735 $835,904 $427,831  $147,943 December 31, 2019
September 30, 2016 803,909 524,021 279,888 32,663 September 30, 2019
June 30, 2016 567,248 320,023 247,225 90,124 June 30, 2019
March 31, 2016 259,420 102,319 157,101 157,101 March 31, 2019

The following table reflects the 2015 quarterly fee waivers and expense reimbursements due from NexPoint
Adpvisors as of December 31, 2015, September 30, 2015, June 30, 2015 and March 31, 2015, which are subject to

recoupment by NexPoint Advisors. %
Yearly \
&l

Cumulative Q y
Yearly Cumulative ~ Yearly Expense Expense Rel le Recoupment Eligibility

Quarter Ended Other Expenses Limitation Reimbursement Expiration

December 31, 2015 $1,440,686 $309,265 $1,131.,4 1\{5 w,484 December 31, 2018
September 30, 2015 1,272,439 164,502 1,107,9 434,917 September 30, 2018
June 30, 2015 771,350 98,330 6 414,551 June 30, 2018
March 31, 2015 353,760 95,291 8,4%9 258,469 March 31, 2018

The following table reflects the 2014 quarterly fee waivers se reimbursements due from NexPoint
Advisors as of December 31, 2014 and September 30, 2014, éhic subject to recoupment by NexPoint Advisors.

Yearly
Cumulative Quarterly

Yearly Cumulative  Yea ense Expense Recoupable ~ Recoupment Eligibility
Quarter Ended Other Expenses i tion Reimbursement Amount Expiration
December 31, 2014 $463.,30 O$§6,948 $406,355 $321,712 December 31, 2017
September 30, 2014 98 14,081 84,642 84,642  September 30, 2017

There can be no assurance that the EX e Limitation Agreement will remain in effect or that NexPoint

Adpvisors will reimburse any portion r expenses in future quarters not covered by the Expense Limitation
Agreement. Amounts shown do \ the amounts committed by NexPoint Advisors to voluntarily
reimburse us for unrealized logs%g\gll of which are not recoupable. Amounts committed and paid by NexPoint
Adpvisors to reimburse for ized losses are nonrecurring, and investors should not expect NexPoint Advisors

to make similar comrdk s Jr payments in the future.

Hedging Q

To the extent that any of our loans are denominated in a currency other than U.S. dollars, we may enter into
currency hedging contracts to reduce our exposure to fluctuations in currency exchange rates. We may also enter
into interest rate hedging agreements. Such hedging activities, which will be subject to compliance with
applicable legal requirements, may include the use of futures, options, swaps and forward contracts. Costs
incurred in entering into such contracts or in settling them, if any, will be borne by us.

Our ability to engage in hedging transactions may be adversely affected by recent rules adopted by the
CFTC unless we register as a commodity pool operator.

Calculation of NAV

Our Board has retained an independent valuation firm to review periodically the valuation of each portfolio
investment that does not have a readily available market quotation. We plan for this independent valuation firm
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and any additional valuation firm retained by our Board to provide a valuation review on approximately one-
quarter of our investments for which market quotations are not readily available each quarter, or more frequently
as needed. See “Determination of NAV.”

Small Business Investment Company

An affiliate of NexPoint Capital may apply for a license to form a Small Business Investment Company
(“SBIC”). If the application is approved and the Small Business Administration (“SBA”), so permits, the SBIC
license will be transferred to a wholly owned subsidiary of ours (the “SBIC subsidiary”). The SBIC subsidiary
will be able to rely on an exclusion from the definition of investment company under the 1940 Act, and,
therefore, will not elect to be treated as a business development company, nor register as an investment company
under the 1940 Act. If this application is approved, the SBIC subsidiary will have an investment objective
substantially similar to ours and will make similar types of investments in accordance with SBIC regulations.

To the extent that we, through the SBIC subsidiary, have an SBIC license, the SBIC s%zry will be
allowed to issue SBA-guaranteed debentures, subject to certain regulatory requirements N a®etion, if we are
able to obtain financing under the SBIC program, our SBIC subsidiary will be subj regllation and oversight
by the SBA, including requirements with respect to maintaining certain minimu§ I ratios and other
covenants. In the event an affiliate of NexPoint Capital applies for a license to r BIC, we cannot be certain
such approval will be granted or, if granted, the timing of approval for an S ehse

Financial Condition, Liquidity and Capital Resources \\

% to our stockholders.

As a RIC, we expect to distribute substantially all of our ngtS

We will generate cash primarily from the net proceeds){ this offering and any future offerings of securities
and cash flows from operations, including interest earne he temporary investment of cash in U.S.
government securities and other high-quality debt inve ts that mature in one year or less.

However, to the extent that our NAV per ases, we will take steps to ensure that shares are not sold at a
price, after deduction of selling commissi@ dealer manager fees, that is below our NAV per share. In the
event of a material decline in our NAV, per Strare, which we consider to be a 2.5% decrease below our current net
offering price, our Board will establi ew net offering price such that our NAYV is not above, nor more than

2.5% below, our net offering mic@ €.

Capital Contribution é
& placements with our investment advisor, pursuant to which NexPoint Advisors

contributed an ag @ e Of approximately $10.0 million to purchase approximately 1,086,954 shares of common
stock at $9.20 perSaa# following the effectiveness of the registration statement, which price represented the
public offering price of $10.00 per share, excluding selling commissions and dealer manager fees. We completed
a second private placement with NexPoint Advisors on October 8, 2014, for proceeds of approximately $6.0
million, which amount was used to repurchase our shares from NexPoint Advisors’ affiliate. On November 25,
2014, we issued an additional 271,739 shares to NexPoint Advisors for proceeds of approximately $2.5 million.
On January 30, 2015, we issued 336,957 shares to NexPoint Advisors at $9.20 per share for proceeds of
approximately $3.1 million. In aggregate through December 31, 2016, we have issued 2,004,032 shares,
including reinvestments of dividends, to NexPoint Advisors for proceeds of approximately $18.4 million and
issued 5,098,194 shares, including reinvestments of dividends, to unaffiliated investors for proceeds of
approximately $46.8 million.

We sell our shares on a continuous basi@ ent offering price, which is $10.50 as of May 8, 2017.
N\

We intend to fund a portion of our investments through borrowings from banks under one or more credit
facilities and issuances of senior securities. We may also borrow funds to the extent we determine that additional
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capital would allow us to take advantage of additional investment opportunities, if the market for debt financing
presents attractively priced debt financing opportunities, or if our Board determines that leveraging our portfolio
would be in the best interest of NexPoint Advisors and our stockholders.

We have not decided the extent to which we will finance our portfolio investments using debt. In the future,
we may also securitize a portion of our investments in mezzanine loans or senior secured loans or other assets.
We expect that our primary use of funds will be investments in portfolio companies and repayment of amounts
owing the advances under any credit facility we may maintain, cash distributions to holders of our common stock
and the payment of operating expenses, including debt service if we borrow additional amounts to fund our
investments. See “Use of Proceeds.”

The North American Securities Administrators Association, in its Omnibus Guidelines Statement of Policy
adopted on March 29, 1992 and as amended on May 7, 2007 and from time to time, requires that our affiliates
and sponsors have an aggregate financial net worth, exclusive of home, automobiles and hogag furnishings, of
5.0% of the first $20 million of both the gross amount of securities currently being offered offering and
the gross amount of any originally issued direct participation program securities sold by iates and
sponsors within the past 12 months, plus 1.0% of all amounts in excess of the first mlli n. Based on these
requirements, our sponsors have an aggregate financial net worth in excess of th% nts required by the

Omnibus Guidelines Statement of Policy. \

Our Board will determine the timing and amount, if any, of offr §iskibutions. We intend to pay distributions

Distribution Policy

on a weekly basis to be paid out monthly. In order to qualify f spglial tax treatment accorded RICs and
their stockholders, we must, among other things, distribute to o ckholders for each taxable year at least 90%
of our investment company taxable income, which is gene our ordinary income and realized net short-term
capital gains in excess of realized net long-term capital any, on an annual basis out of the assets legally

available for such distributions. In addition, we also j o distribute any realized net capital gains (i.e.,
realized net long-term capital gains in excess of rea@ net short-term capital losses) at least annually out of the
assets legally available for such distributions.\

Contractual Obligations C)

NexPoint Advisors serves as ou tment adviser in accordance with the terms of the Investment
Advisory Agreement. Also, ungegft stment Advisory Agreement, NexPoint Advisors has agreed to provide
us with access to personnel. K\

@ment Advisory Agreement are equal to (1) a management fee equal to a
Bur gross assets and (2) an incentive fee based on our performance. See “The Adviser
Investment Advisory Agreement.”

Payments under gy
percentage of the ya
and the Administ

Pursuant to the Administration Agreement, NexPoint Advisors furnishes us with office facilities and
administrative services necessary to conduct our day-to-day operations. We have agreed to reimburse NexPoint
Adpvisors for our allocable portion of overhead and other expenses incurred by NexPoint Advisors in performing
its obligations under the Administration Agreement, subject to a cap on such reimbursements in an amount equal
to an annual rate of 0.4% of our gross assets, including cash and cash equivalents and assets purchased with
borrowed funds. See “The Adviser and the Administrator—Administration Agreement.”

A summary of our significant contractual payment obligations as of December 31, 2016 is as follows:

Payments Due by Period (Dollars in Millions)

Total Lessthan1year 1-3years 3-5years More thanS5 years
Credit Facility .......................... $25.0 $25.0 $— $— $—
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If any of our contractual obligations discussed above is terminated, our costs under new agreements that we
enter into may increase. In addition, we will likely incur significant time and expense in locating alternative
parties to provide the services we expect to receive under our Investment Advisory Agreement and our
Administration Agreement. Any new investment management agreement would also be subject to approval by
our stockholders. The Credit Facility was terminated on March 20, 2017,

Critical Accounting Policies

The preparation of our financial statements in accordance with accounting principles generally accepted in
the United States requires management to make estimates and assumptions that affect the reported amounts of
assets, liabilities, revenues and expenses. Changes in the economic environment, financial markets and any other
parameters used in determining such estimates could cause actual results to differ. We have identified the

following as critical accounting policies.

We will value our investments in accordance with ASC 820. ASC 820 defi lue, establishes a
framework for measuring fair value and expands disclosures about assets and 14gbilffies measured at fair value.
ASC 820’s definition of fair value focuses on exit price in the principal, or sé.\d ntageous, market and
prioritizes the use of market-based inputs over entity-specific inputs wit] 'n% urement of fair value.

Valuation of Portfolio Investments

Our portfolio will consist primarily of debt investments. Thesg™ X:ments may be valued at their bid
quotations obtained from unaffiliated market makers, other fin Sglb utions that trade in similar investments
or based on prices provided by independent third party pricing% . For investments for which there are no
available bid quotations, fair value is derived using proprie md3Tels that may consider the analyses of
independent valuation agents as well as credit risk, liquidi rket credit spreads, and other applicable factors
for similar transactions.

held. Valuations of privately held investm, erently uncertain, may fluctuate over short periods of time
and may be based on estimates. Our dete@o of fair value may differ materially from the values that would
have been used if a ready market for these stments existed. Our NAV could be materially affected if the
determinations regarding the fair val @ our investments were materially higher or lower than the values that
we ultimately realize upon the g d1 ghuch investments.

Due to the nature of our strategy, our pof\‘ urefudes relatively illiquid investments that are privately

The fair value of our 1nvestments for which market quotations are not readily available is
determined in good faj oard a committee thereof or NexPoint Advisors, pursuant to board-approved
policies, on an at 1 rly basis.

The valuatio ess is conducted at the end of each fiscal quarter, with a portion of our valuations of

portfolio companies without market quotations subject to review by the independent valuation firms each quarter.
When an external event with respect to one of our portfolio companies, such as a purchase transaction, public
offering or subsequent equity sale occurs, we expect to use the pricing indicated by such external event to
corroborate our valuation.

With respect to investments for which market quotations are not readily available, our Board undertakes a
multi-step valuation process, as described below:

e Our valuation process begins with each portfolio company or investment being initially valued by
investment professionals of our investment adviser responsible for credit monitoring.

e Preliminary valuation conclusions are then documented and discussed with our senior management and
our investment adviser.
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e The audit committee of the Board reviews these preliminary valuations.

e At least once each quarter, the valuations for approximately one quarter of the portfolio investments
that have been fair valued are reviewed by an independent valuation firm such that, over the course of a
year, each material portfolio investment that has been fair valued shall have been reviewed by an
independent valuation firm at least once.

e The Board discusses valuations and determines the fair value of each investment in our portfolio in
good faith.

Organization Costs

Organization costs include, among other things, the cost of incorporating, including the cost of legal
services and other fees pertaining to our organization and are paid by NexPoint Advisors, and are expensed as we
raise proceeds and are payable to NexPoint Advisors. Organization costs, together with offgegg costs, are limited
to 1% of total gross proceeds raised in this offering and are not due and payable to NexP, i\%isors to the
extent they exceed that amount. For the period from our inception to December 31, 2014, NexPoint Advisors
incurred and paid organization costs of $33,392 on our behalf. For the years ended %ber 31,2016 and
December 31, 2015, NexPoint Advisors did not incur or pay organization costs alf.

Offering Costs b‘

Our offering costs include legal fees, promotional costs and othgr Yosts pertaining to the public offering of
our shares of common stock. Through December 31, 2015, offering cpstdwere paid by NexPoint Advisors and
charged against capital in excess of par value on the Statementf{ oT%\ %€ts and Liabilities as the gross proceeds
were raised and the costs became payable to NexPoint Advegors-S#fer December 31, 2015, offering costs that
become payable are now properly presented as capitalized mortized to expense over one year. For the years
ended December 31, 2016 and 2015 and the period fro mber 30, 2013 (inception) to December 31, 2014,
NexPoint Advisors incurred and paid offering costs 40,535, $1,120,922 and $1,439,392, respectively, on
our behalf. For the years ended December 31, 2() 014, we recorded $122,877 and $95,326 of offering
costs on the Statements of Changes in Net Xf@lich was payable to NexPoint Advisors. For the year ended
December 31, 2016, we capitalized $427,£70 fering costs, which will be amortized over one year. Of this
amount, $198,715 was amortized to expen ring the year ended December 31, 2016, and $228,555 remains on
the Statement of Assets and Liabiliti of December 31, 2016.

.
Investment Transactions an &lenvestment Income and Expense

We record our i @ transactions on a trade date basis, which is the date when we have determined that
all material terms ha \?& efined for the transactions. These transactions could possibly settle on a subsequent
date depending o‘a saction type. All related revenue and expenses attributable to these transactions are
reflected on our c8ggg#idated statement of operations commencing on the trade date unless otherwise specified
by the transaction documents. Realized gains and losses on investment transactions are recorded on the specific

identification method.

We accrue interest income if we expect that ultimately we will be able to collect it. Generally, when an
interest payment default occurs on a loan in our portfolio, or if our management otherwise believes that the issuer
of the loan will not be able to service the loan and other obligations, we place the loan on non-accrual status and
will cease recognizing interest income on that loan until all principal and interest is current through payment or
until a restructuring occurs, such that the interest income is deemed to be collectible. However, we remain
contractually entitled to this interest. We may make exceptions to this policy if the loan has sufficient collateral
value and is in the process of collection. Accrued interest is written off when it becomes probable that such
interest will not be collected and the amount of uncollectible interest can be reasonably estimated. We also
accrue for delayed compensation, which is a pricing adjustment payable by the parties to a secondary loan trade
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that closes late, intended to assure that neither party derives an economic advantage from the delay. Delayed
compensation begins calculating at the loan’s specific coupon rate if a trade has not settled within 7 business
days of trading. Original issue discounts, market discounts or premiums are accreted or amortized using the
effective interest method as interest income, and will be accreted or amortized over the maturity period of the
investments. We will record prepayment premiums on loans and debt securities as interest income. Dividend
income, if any, will be recognized on an accrual basis to the extent that we expect to collect such amount.

We may have investments in our portfolio that contain a PIK interest provision. Any PIK interest will be
added to the principal balance of such investments and is recorded as income, if the portfolio company valuation
indicates that such PIK interest is collectible. In order to qualify for the special tax treatment accorded RICs and
their stockholders, substantially all of our income (including PIK interest) must be distributed to stockholders in
the form of dividends, even if we have not collected any cash.

Interest expense is recorded on an accrual basis. Certain expenses related to legal and jemg consultation, due
diligence, rating fees, valuation expenses and independent collateral appraisals may aris e make certain
investments. \

Loan Origination, Facility, Commitment and Amendment Fees

We may receive fees in addition to interest income from loans during tHeNif& of the investment. We may
receive origination fees upon the origination of an investment. These Qrig¥gatfon fees are initially deferred and
deducted from the cost basis of the investment and subsequently ac d int income over the term of the loan.
We may receive facility, commitment and amendment fees, which®ard pNd to us on an ongoing basis. Facility
fees, sometimes referred to as asset management fees, are accr ercentage periodic fee on the base

amount (either the funded facility amount or the committedyprin®gel amount). Commitment fees are based upon
the undrawn portion committed by us and are recorded on crual basis. Amendment fees are paid in
connection with loan amendments and waivers and are ed for upon completion of the amendments or
waivers, generally when such fees are receivable. fees are included in other income on the consolidated
statement of operations. O

Net Realized Gains or Losses and Net C@m Unrealized Appreciation or Depreciation

1 losses by the difference between the net proceeds from the repayment
nvestment, without regard to unrealized appreciation or depreciation
ing unamortized upfront fees and prepayment penalties. Net change in

ion will reflect the change in portfolio investment values during the reporting
previously recorded unrealized appreciation or depreciation, when gains or

We will measure net realized gag
or sale and the amortized cost basj
previously recognized, but co 0
unrealized appreciation or

period, including any
losses are realized. K

U.S. Federal Inco axes

We have elected to be treated as a RIC under Subchapter M of the Code and intend each year to qualify and
be eligible to be treated as such. As a RIC, we generally will not be subject to corporate-level federal income
taxes on any investment company taxable income or net capital gains that we timely distribute as dividends to
our stockholders. In order to qualify for the special tax treatment accorded RICs and their stockholders, we must
meet certain gross income, diversification and distribution requirements. See “Tax Matters.”

Recently Issued Accounting Standards

In January 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update
2016-01, Financial Instruments (Subtopic 825-10): Recognition and Measurement of Financial Assets and
Liabilities. The amendments in this update make improvements to the requirements for accounting for equity
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investments and simplify the impairment assessment of equity investments. For public entities this update will be
effective for fiscal years beginning after December 15, 2017. For all other entities, this update will be effective
for fiscal years beginning after December 31, 2018, and for interim periods within fiscal years beginning after
December 15, 2019. We are currently evaluating the impact of this new guidance on our financial position.

In March 2016, the FASB issued Accounting Standards Update 2016-06, Derivatives and Hedging (Topic
815): Contingent Put and Call Options in Debt Instruments. The amendments in this update clarify the
requirements for assessing whether contingent call (put) options that can accelerate the payment of principal on
debt instruments are clearly and closely related to their debt hosts. For public entities this update will be effective
for interim periods and fiscal years beginning after December 15, 2016. For all other entities, this update will be
effective for fiscal years beginning after December 31, 2017, and for interim periods within fiscal years
beginning after December 15, 2018. We are currently evaluating the impact of this new guidance on our financial
position.

In August, 2016, the FASB issued Accounting Standards Update 2016-15, Statemegt @h Flows (Topic
230): Classification of Certain Receipts and Cash Payments. The amendments in this up address eight
specific issues, where there has been diversity in practice in how certain cash recei cash payments are
presented and classified in the statement of cash flows under Topic 230. For pybfic pn®s this update will be
effective for fiscal years beginning after December 15, 2017, and for interi Le&l ithin those fiscal years.
For all other entities, this update is effective for fiscal years beginning afte% ber 15, 2018, and interim
periods within fiscal years beginning after December 15, 2019. We ar@ y evaluating the impact of this

new guidance on our financial position.

In October 2016, the SEC adopted new rules and amende rules (together, “final rules”) intended to
modernize the reporting and disclosure of information by registeNd’investment companies. In part, the final rules
amend Regulation S-X and require standardized, enhancet@osure about derivatives in investment company
financial statements, as well as other amendments. The@ ance date for the amendments to Regulation S-X is
August 1, 2017. We are currently evaluating the im, the adoption of the amendments to Regulation S-X
will have on our financial statements and relatedé%:res.

In November, 2016, the FASB issue@ ting Standards Update 2016-18, Statement of Cash Flows
(Topic 230): Restricted Cash. The amend in this update require the statement of cash flows explain the
change during the period in the total sh, cash equivalents. Amounts generally described as restricted cash or
restricted cash equivalents should ed with cash and cash equivalents when reconciling the beginning-of-
period and end-of-period total 3 nts shown on the statement of cash flows. For public entities this update will
be effective for fiscal years he§intng after December 15, 2017, and for interim periods within those fiscal years.
For all other entities, e is effective for fiscal years beginning after December 15, 2018, and interim
periods within fisca r€Npeginning after December 15, 2019. We are currently evaluating the impact of this
new guidance on cial position.

In December 2016, the FASB issued Accounting Standards Update 2016-19, Technical Corrections and
Improvements. The amendments in this update include an amendment to FASB ASC Topic 820, Fair Value
Measurement and Disclosures to clarify the difference between a valuation approach and a valuation technique.
The amendment also requires an entity to disclose when there has been a change in either or both a valuation
approach and/or a valuation technique. For public entities, this update will be effective for fiscal years beginning
after December 15, 2017, and for interim periods within those fiscal years. For all other entities, this update is
effective for fiscal years beginning after December 15, 2018, and interim periods within fiscal years beginning
after December 15, 2019. We are currently evaluating the impact of this new guidance on our financial
statements.
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Quantitative and Qualitative Disclosures about Market Risk

We will be subject to financial market risks, including changes in interest rates. In addition, in the future we
may seek to borrow funds in order to make additional investments. Our net investment income will depend, in
part, upon the difference between the rate at which we borrow funds and the rate at which we invest those funds.
As aresult, we would be subject to risks relating to changes in market interest rates. In periods of rising interest
rates, when we have debt outstanding, our cost of funds would increase, which could reduce our net investment
income, especially to the extent we hold fixed rate investments.

We expect that our long-term investments will be financed primarily with equity and long-term debt. If
deemed prudent, we may use interest rate risk management techniques in an effort to minimize our exposure to
interest rate fluctuations. These techniques may include various interest rate hedging activities to the extent
permitted by the 1940 Act. Adverse developments resulting from changes in interest rates or hedging transactions
could have a materially adverse effect on our business, financial condition and results of operations. As of the

date of this prospectus, we have not issued any long-term debt. %
%s applicable to our

A rise in the general level of interest rates can be expected to lead to higher int
; ents, and to declines in

debt investments, especially to the extent that we predominantly hold variable ra
the value of any fixed rate investments we hold. To the extent that a majority o
variable rate investments, an increase in interest rates could make it easier f@gus
rate for the income incentive fee payable to our investment adviser and y%
net investment income, and also to the amount of incentive fees paya I&!
our increasing pre-incentive fee net investment income. b\

eet or exceed the hurdle
t in a substantial increase in our
r investment adviser with respect to

In addition, we may have risk regarding portfolio valuatio@ ‘Determination of NAV.”
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THE COMPANY

Overview

We are an externally managed, non-diversified, closed-end management investment company that has
elected to be treated as a business development company under the 1940 Act. In addition, we have elected to be
treated, and intend each year to qualify and be eligible to be treated as a RIC under Subchapter M of the Code.

Our investment objective is to generate high current income and long-term capital appreciation. We seek to
achieve our objectives by using the experience of the Highland healthcare, credit, and structured products teams
to source, evaluate and structure investments, identify attractive investment opportunities that are primarily debt
investments that generate high income without creating undue risk for the portfolio, make equity investments
where we believe there will be attractive risk-adjusted returns that compensate for the lack of current income, and
make investments in debt and equity tranches of CLOs that deliver income and high relative value. We will focus
on companies that are stable, have positive cash flow and the ability to grow their business 1. However, we
will leverage the expertise of Highland with regard to distressed investing and restructur&W ake
opportunistic investments in distressed companies. We will utilize the Highland cregits§ndeNwriting capability to
identify the types of companies we believe will provide high current income an erm appreciation. In
addition to the investments in the healthcare industry, we may invest up to 2098f ssets in other
opportunistic investments, including short sales, in which NexPoint Advisox&xﬁ, ertise.

Our Investment Adviser

Our investment activities are managed by our 1nvestment se exPomt Advisors. NexPoint Advisors is
an SEC-registered investment adviser and had approx1mately b8 lion of capital under management as of
February 28, 2017. Together with NexPoint Advisors and ijdther affiliates, Highland had approximately $14.9
billion in assets under management as of February 28, 2 hland specializes in credit strategies, such as
credit hedge funds, long-only funds and separate accu@istressed—for—control private equity and CLOs.
NexPoint Advisors’ affiliates also offer alternative #&#€tment-oriented investment vehicles, including asset
allocation, long/short equities and natural resq NexPoint Advisors has entered into an agreement with
Highland, its affiliate, pursuant to which Idyd"Mmakes available to NexPoint Advisors experienced investment
professionals and other resources of High@d its affiliates. Any amounts payable under this agreement are

payable by NexPoint Advisors and no:
Our investment adviser ia®1 for sourcing potential investments, conducting research and diligence

on prospective investments a y sponsors, analyzing investment opportunities, structuring our investments
and monitoring our invest nd portfolio companies on an ongoing basis. NexPoint Advisors was organized
in March 2012 and is @ X ed investment adviser under the Advisers Act. Under the Investment Advisory
Agreement, we wj QUT investment adviser a base management fee and an incentive fee for its services. See
“The Adviser and Administrator.”

Pursuant to the Administration Agreement, NexPoint Advisors will provide certain administrative services
and facilities necessary for us to operate, including office facilities and equipment and clerical, bookkeeping and
record-keeping services. NexPoint Advisors will oversee our financial reporting as well as prepare our reports to
stockholders and reports required to be filed with the SEC. NexPoint Advisors will also manage the
determination and publication of our NAV and the preparation and filing of our tax returns and will generally
monitor the payment of our expenses and the performance of administrative and professional services rendered to
us by others. NexPoint Advisors may retain third parties to assist in providing administrative services to us. To
the extent that NexPoint Advisors outsources any of its functions, we will pay the fees associated with such
functions on a direct basis without any profit to NexPoint Advisors. Under a separate sub-administration
agreement, dated August 26, 2014, the Investment Adviser has delegated certain administrative functions to State
Street.
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About NexPoint Advisors

NexPoint Advisors is registered as an investment adviser with the SEC under the Advisers Act. NexPoint
Advisors’ senior management team has extensive experience in private lending, credit underwriting, private
equity, investing in the healthcare sector and managing registered funds. Our president and co-founder is James
Dondero. Mr. Dondero, along with Mark Okada, founded the parent of NexPoint Advisors in April 1993.
NexPoint Advisors seeks to provide investors with superior risk-adjusted returns. Historically, the biggest
investment area has been in syndicated bank loans. As of March 31, 2017, Highland had $7.9 billion invested in
syndicated bank loans. Highland is seeking to bring institutional type strategies and quality of management to
retail investors.

Investment Strategy

Our investment policy is to invest, under normal circumstances, at least 80% of our total assets in debt and
equity of middle-market companies, with an emphasis on healthcare companies, syndicate ting rate debt of
large public and non-public companies and mezzanine and equity tranches of CLOs. Mi i%ket companies
include companies with annual revenues between $50 million and $2.5 billion and s & floating rate debt
refers to loans and other instruments originated by a bank to a corporation that ar , or syndicated, to
investors in pieces. We consider a healthcare company to be a company that iin n the design,

development, production, sale, management, or distribution of products, sergicejor¥acilities used for or in
connection with the healthcare industry. Additionally, we may consider the t! althcare company to include
companies that are materially impacted by the healthcare industry (su contractor that derives significant
revenue or profit from the construction of hospitals). We may inverﬁout limit in companies that are not in

the healthcare sector.
Our investment objective is to generate high current i ngd long-term capital appreciation. We seek to

achieve our objective by using the experience of the Highl ealthcare, credit, and structured products teams to
source, evaluate and structure investments, identify att investment opportunities that are primarily debt
investments that generate high income without crea ue risk for the portfolio, make equity investments

where we believe there will be attractive risk—ad@) turns that compensate for the lack of current income, and
make investments in debt and equity tranc X s that deliver income and high relative value. We will focus
on companies that are stable, have positivg caslh ffow and the ability to grow their business model. However, we
will leverage the expertise of Highland wit ard to distressed investing and restructuring to make
opportunistic investments in distress panies. We will utilize the Highland credit underwriting capability to
identify the types of companieg will provide high current income and/or long-term capital
appreciation. In addition to th tments in the healthcare industry, we may invest a portion of our capital in
other opportunistic invest in which NexPoint Advisors has expertise.

investments and § P Jenerating equity securities of privately held companies in the United States. The
portfolio may be cwaeéntrated primarily in senior floating rate debt securities, although we may invest without
limit in securities that rank lower than senior secured instruments and may invest without limit in investments
with a fixed rate of interest. We may buy syndicated loans, various tranches of CLOs and other debt instruments
in the secondary market as well as originate debt so we can tailor the investment parameters more precisely to
our needs. We also may invest a portion of the portfolio in equity securities that are non-income producing, when
doing so will help us achieve our objective of long-term capital appreciation. The size of our positions may range
from $2 million to $25 million, although investments may be larger as our asset base increases. We may invest
up to 15% of our 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 CLOs, certain of which may rely on Section 3(c)(1) or 3(c)(7) of the 1940 Act.

We seek to ini i% arily in securities deemed by NexPoint Advisors to be high income generating debt

We 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, commodities and/
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or currencies, as substitutes for direct investments we can make. We 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 NexPoint Advisors to be in our best interest, and to the extent
permitted by the 1940 Act, to hedge various investments for risk management and speculative purposes.

We focus our healthcare investments primarily on opportunities in companies we believe will benefit from
the long-term changes in the healthcare industry as a result of the aging demographic of Baby Boomers,
implementation of payment system reforms and advances in medical technologies. It is our belief that the
changing demographic landscape in the United States, where approximately 10,000 people per day turn 65 years
of age, coupled with advances in medical technologies that are enabling Americans to live longer, will produce
strong growth in demand for healthcare. At the same time, changes in the U.S. healthcare reimbursement system,
including the implementation of value-based payment models and potential repeal and replacement of the ACA
are creating dramatic upheaval in the healthcare sector, affecting each sub-sector differently, and will produce a
positive impact for some sub-sectors and a negative impact for others. We also believe somgegompanies are
better positioned to take advantage of these changes while others will consolidate with s ro%layers. Based on
our deep understanding of the healthcare sector, we believe these developments will creN nging landscape
for years to come.

Our primary areas of focus within the healthcare sector will be in the pha gcals, devices, life sciences
and facilities sub-sectors as we believe these will be the most significant ber&rl 11€s of technological advances
and the implementation of alternative payment models. We will also ma unistic investments, including
short sales, in other sub-sectors we believe will fare poorly during this of transition. Although we believe
the potential repeal and replacement of the ACA will create upheagfaljfo the healthcare industry, we also believe
this upheaval will create substantial opportunities for investors@ ledge of how it will impact the
industry.

below. It is our belief that investments exhibiting these acteristics are the best investments to allow the
Company to meet its investment objective with an able level of risk. The attributes discussed below are
general guidelines and not all investment oppgrt may exhibit each of these qualities. Each investment
opportunity is analyzed on a case-by-case ur investment professionals and the portfolio manager:

When identifying potential middle-market investm:g the portfolio, we focus on the attributes listed

e Focus on growing economic se We seek companies that operate in or focus a substantial amount
of their resources on econo sectors we believe will benefit from the current economic environment,
including primarily the sector. Our view is that some sectors will be adversely impacted by

rising rates while otl?x 11» s& tangible benefits. We think companies in our perceived “winning”
sectors represent a Bgttewrisk profile for our investments.

* Highlevel et value - We seek companies that have inherent value but need additional
financing ment their business plan fully and realize their full value. These businesses are

Alcr companies that cannot access traditional means of financing but have a solid business

isfOnal investment of capital and economies of scale can unlock an outsized level of value. In

some cases, we may take equity stakes in these businesses as well as debt positions to achieve our dual

objectives of high current income and long-term capital appreciation.

e Strong risk/reward characteristics - We seek investments where we believe we are compensated for
the risk assumed. An investment opportunity may become more appealing if the terms of the
investment are improved such as the interest rate, or if structural protections are added to decrease our
perceived risk.

e Proven management team - We seek companies that have proven management teams that understand
the impact the upcoming regulatory and interest rate environment will have on their business. We are
not seeking investments in start-up companies or companies with unproven technologies or business
models or companies with relatively inexperienced management. Our view is that it will take
experienced, seasoned veterans to understand and navigate the pitfalls resulting from the Federal
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Reserve’s actions regarding interest rates and quantitative easing as well as a potentially increasing tax
environment and changes to the economy from implementation of value-based payment models and
potential repeal and replacement of the ACA. We believe these companies have a better chance of
delivering value long-term to investors.

e Strong cash flow and business models - We seek stable and proven businesses with strong cash flow
that are able to adequately service their debt load. With an increase in interest rates, we believe
financing will become more expensive and only companies with steady cash flow 4 business models
will weather the storm. Businesses that have strong infrastructure, business models and processes will
be better able to service their debt.

e Stable and proven businesses - We seek companies that have a proven business model and strong
strategic position within their industry. With the upheaval we believe will be evident in the next few
years, we think growing a stable and proven business will be difficult enough. Trying to build out a
new business model in a chaotic environment will be exponentially more difficuljpm our opinion and
compensating for that level of risk will be difficult. %

In addition to the investment strategies implemented by our portfolio manageribed in the prospectus,
the portfolio managers may also give trading desk personnel of NexPoint Advigdrs geMefal authorization to enter
into a limited amount of short-term trades (purchases expected to be sold wi iNz siness days) in debt
instruments on behalf of us. Over time, it is expected that these trades will n& ed 2% of our assets.

Potential Market Opportunity (L\
We believe there are currently, and will continue to be, si%z investment opportunities in middle-

market and larger private companies, particularly in the healthcal ctor and particularly in income producing

securities, in the United States. Additionally, we believe t ontinue to be attractive investment opportunities

in the syndicated floating rate debt and CLO markets. @

Investments in Middle-Market Healthcaainies
S

Our portfolio of middle-market inve@ as a focus on companies in the healthcare sector as we believe
there is a large and growing opportunity inVki#”’sector. Changes in the U.S. healthcare reimbursement system,
including the implementation of val ed payment models and potential repeal and replacement of the
Affordable Care Act, are creatin ic upheaval in the healthcare sector, affecting each sub-sector
differently, and will produce a‘é ive impact for some sub-sectors and a negative impact for others.

We believe some, es are better positioned to take advantage of these changes while others will
n&d

consolidate with stro ayers. Based on our deep understanding of the healthcare sector, we believe these
developments wi jc% changing landscape for years to come.

Healthcare has historically been a defensive and stable sector that has experienced out-sized growth and
consistency during the past four decades. We believe that there are three primary growth drivers of healthcare:
(1) demographics, (2) price inflation and (3) per-person utilization of care. The demographic growth rate of those
65 years and older was 14.8% in 2015 and is expected to be 21.3% by 2055. In 2017, price inflation in healthcare
is expected to be 18.4% of the U.S. GDP. Healthcare prices have risen by almost double the baseline GDP
growth rate since 1970.

Investments in Middle-Market Non-Healthcare Companies

Since 2009, credit market conditions have improved as stability has returned to the U.S. financial system.
The Federal Reserve instituted a zero interest rate policy that was successful in keeping rates low across the
yield curve. As a result, investor and business confidence has returned and the economy and employment grew,
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although growth and employment remain sluggish. Despite these headwinds, we believe that some industries
continue to flourish, such as healthcare. We believe that as interest rates rise, financing for middle-market
companies in all sectors will become more difficult. The capital requirements of business in many sectors will be
enormous in the coming years. These companies will, in our opinion, turn more and more to specialty finance
vehicles, such as us, to procure the capital they need for growth. We view the financing of middle-market
companies to be an underserved area, presenting enormous opportunities.

U.S. Census Bureau statistics from the economic census conducted in 2007 indicate there are over 40,000
U.S. businesses classified as “middle-market” (annual revenues between $50 million and $2.5 billion) while
there are approximately only 1,200 companies with annual revenues in excess of $2.5 billion. We believe middle-
market companies represent an outsized potential for growth compared to larger companies. Additionally, these
companies require large amounts of capital to grow their businesses but have limited access to more traditional
capital providers. Despite the size of the market, there are few providers of financing for middle-market
companies. Underwriting credit to a private company requires more diligence and a specifigeskill set that large
financial institutions typically do not possess and requires more time than they are willing t st. We believe
that it is this lack of access and competition that drives the opportunity, as it should a ol&to pick the best
companies and negotiate more favorable terms. 6

portfolio of middle-market companies that will have an increasing income s ver time, particularly if
interest rates increase above their historic lows. Also, as floating rate e% be exposed to less short-term
interest rate risk than certain longer duration credit instruments, we, eek®o build a portfolio that has mostly
credit risk, which we believe Highland is an expert at assessing.

As a large percentage of our investments may be in the form of ﬂoating42 ra (dl(,we seek to create a

Investments in Large Syndicated Floating Rate Debt

A large portion of the investments we make in mi let companies are expected to be in the form of
floating rate instruments. Also, a portion of the portfeti I be invested in large syndicated floating rate debt of
non-public and public companies. Syndicated flgss te debts are loans originated by a bank to a corporation
that are sold off, or syndicated, to investorsj \(yg Floating rate loans have a base rate that adjusts periodically
plus a spread over the base rate. The base@ pically the three-month LIBOR and resets every 90 days. With
rates resetting in an environment where th: ailing base rate is increasing, the income stream from a floating
rate instrument will increase. Floatin debt offers certain benefits:

High current income. His Q, oating rate loans have lower yields than high yield bonds, due in part to
better credit and short-term 2 eNt-rate risk profile, but can still offer an attractive risk-reward income dynamic.

However, today, we b% ating rate yields are comparable to high-yield bonds.

Adjustable g @ yment. Floating rate loans are structured so that interest rates reset on a predetermined
schedule. When iiNggp#t rates rise, coupon payments increase, and vice versa, with little lag time (typically 90
days or less). This feature greatly reduces the interest rate risk or duration risk inherent in high yield bonds,
which typically never reset. Therefore, as rates rise, the value of a high yield bond should decline while the value
of a floating rate loan should remain stable.

Priority in event of default. In the event of a default, floating rate loans typically have a higher position in a
company’s capital structure, have first claim to assets and greater covenant protection than high yield bonds. As a
result, floating rate loans have generally recovered a greater percentage of value than high yield bonds. Also, the
default rate for floating rate loans has historically been lower than defaults of high yield bonds.

Reduced Volatility. The return of floating rate loans has historically had a low correlation to most asset
classes and a negative correlation with some asset classes. Therefore, adding floating rate loans to a portfolio

should reduce volatility and risk.
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In our view, an allocation to large syndicated floating rate debt provides stable value with high current
income and offers the portfolio liquidity.

Investments in CLOs

We view CLOs as an excellent way to gain exposure to syndicated floating rate debt at a less expensive
price and higher yield with greater upside potential for capital appreciation while minimizing interest rate risk.
CLO vehicles are entities formed to manage a portfolio of syndicated bank loans. The CLO vehicle raises capital
by issuing equity and multiple tranches of debt and uses the proceeds to buy the underlying portfolio of
syndicated bank loans. The syndicated bank loans the CLO is allowed to purchase is limited by criteria
established within the documents governing the CLO. The CLO also has certain priority of payment provisions
or “waterfall” provisions that benefit the higher rated debt tranches. Documents governing CLOs typically
provide for adjustments to the “waterfall” in the event certain tests are triggered, diverting cash to the higher

and high relative value. In our opinion, the long-term cost of capital older vintage C have secured is
relatively cheap compared to current spreads and associated LIBOR floors. This€rdat®=@pportunities to purchase
certain equity and mezzanine tranches of CLO debt that may provide attractn}'ve%lz Justed returns. The

rated debt tranches. %
We view CLOs as the last asset class that is still dislocated from the fallout in 20 8NV1 ing high income
ﬁ

secondary market for CLO mezzanine debt and equity, although still small, ome more liquid since 2009.
Additionally, Highland is one of the largest participants in the secondx et for CLO debt, which we believe

gives us greater access to the asset class and potential opportunitie?L

Although we believe that pre-2008 vintage CLOs present @; opportunities, we believe post-2010
vintage CLOs offer interesting features and potential valueqs w enerally, these CLOs have a higher cost of
capital and thus lower return for the equity tranche, but the@er appealing structural features that are superior
to pre-2008 vintage CLOs. These features typically inc tter credit enhancements, lower leverage, stronger
collateral packages and lower fees to the collateral & We believe the pre-2008 vintage CLO market is
large but that many of these CLOs are near the e eir reinvestment periods. We believe the pre-2008
vintage CLOs will begin to wind down in t X years and the sponsors will call the debt tranches at par.
We believe that the CLO market was revi@t 2010 and that new issuances of CLOs in 2013 were robust.

We therefore believe there will be long-te portunities in CLO debt and equity tranches, as the post-2010
vintage CLO market continues to gr d pre-2008 vintage CLOs wind down. We may invest in both pre-2008

and post-2010 vintage CLOs. . Q
Potential Competitive St &s

Highland has i V%S 1n the healthcare sector since 1993, in credit across all sectors, and in structured
products. Highla v&stments have spanned the range from large capitalization companies that are publicly
traded to small, p y held companies and to distressed companies that have been successfully turned around.
We believe Highland’s expertise in underwriting credit across all sectors will give us an advantage in identifying
and investing in the best middle-market companies in syndicated loans and CLOs. Highland has a team of ten
professionals focused on healthcare investing across a wide range of asset classes, a team of seven professionals

focused on investing in non-healthcare credit, a team of four professionals focused on investing in structured
products.

Highland’s head of healthcare investing, Michael Gregory, is an expert in healthcare policy, having received
a degree from the Yale School of Management’s highly specialized joint program in healthcare within the Yale
School of Medicine, Management and Public Policy. Mr. Gregory has been investing in the healthcare sector for
19 years. Mr. Gregory’s healthcare team includes, Andrew Hilgenbrink, a Ph.D. in Chemistry from Purdue
University who specializes in the biotechnology and pharmaceuticals sub-sectors. Mr. Hilgenbrink’s advanced
degree and years of investing in these sectors gives him a deep knowledge of the science underpinning
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biotechnology and drugs as well as an understanding of how the U.S. Food & Drug Administration’s approval
process works. Highland also employs specialists in other sub-sectors of healthcare with an average of 15 years
of experience investing in healthcare. Of the Highland professionals focused on the healthcare sector, six of them
are restructuring specialists that currently work closely with management teams of healthcare companies and in
many cases hold a board seat on such companies.

Highland’s head of credit research, Trey Parker, has 19 years of investing experience, including experience
in middle-market and distressed investing. Mr. Parker leads a team of 14 analysts focused on all economic
sectors. Over the past 24 years, Highland has invested billions of dollars in floating rate debt in thousands of
companies. Highland is a well-recognized leader and innovator in the asset class. In the 1990s, Highland helped
bring the asset class into the mainstream for institutional and retail investors. In 1996, Highland developed the
WSO to track floating rate bank loans. Today, WSO, which is owned by Markit Partners, is the de facto program
used for tracking loans by over 240 institutions.

Highland’s head of structured products, Hunter Covitz, has fourteen years of experi n%h structured
products credit investing, including experience in middle-market and distressed investing.Q{r. Covitz is a
Managing Director and Portfolio Manager at Highland. He is responsible for all CL%YI)arate accounts, and
hedge funds managed by Acis Capital Management, L.P., as well as all CLOs mfndee Highland. Mr. Covitz
serves on Highland’s investment committee and leads the structured produc il%s nt team. Since joining
Highland in 2003, Mr. Covitz has been instrumental in the structuring, ware& g, ramping, and ongoing
portfolio management of over 25 Highland and Acis-originated CLOs vitz leads a team of four

professionals focused on structured products. \
%

Highland launched the first non-bank CLO in 1996 and h% d or managed more than 40 CLOs over
the past 24 years exceeding $32 billion in assets. Highland §g a 1 manager of CLOs in the United States and is
a large investor in CLO debt and equity in the secondary n@ Because of our experience managing CLOs and
the underlying asset pools, including floating rate bank@ e believe that we have an unparalleled ability to
evaluate CLO debt for purchase in the secondary m

remains a recognized leader in the credit inning numerous industry awards and recognition from peers.
Highland has a proprietary credit underwr: rocess and maintains coverage of many public and non-public
companies across all sectors. Invest are reviewed by the analyst team and approved by a credit committee
that meets daily. The process iBCl -)oing monitoring of all investments.

Highland’s credit platform has been @ ny credit cycles over the past 24 years, and Highland
ace

We believe the breadt &Xand experience of Highland’s platform provides a significant advantage in
sourcing, analyzing, j and managing investment opportunities. Highland has a large back office
operations team tha K rs of experience in settling and tracking bank loan investments. Highland also has a
dedicated team t es registered funds, works with third party service providers, interacts with portfolio
managers to provi¥igishely information and portfolio statistics, and has experience interacting with legal counsel
and a board of directors. Highland’s valuation team has over 20 years of experience valuing investments in
middle-market and other non-public companies.

We believe the long-term investment horizon we are afforded through the business development company
structure will allow us flexibility to find the investments that will deliver the highest value to our investors.
Unlike a typical private equity or venture fund, we are not required to return capital once a liquidity event is
realized in an underlying investment. With the uncertainties inherent in the Federal Reserve’s actions regarding
interest rates and quantitative easing and the implementation of the ACA, particularly the delays in
implementation already experienced, we believe it is difficult to make the best investment decisions if required to
work under a finite time line. Because of the permanent capital vehicle structure, we believe we can offer an
institutional-type strategy focused on the healthcare sector with institutional management capabilities to
investors.
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Investment Criteria/Guidelines

Our investment objective is to generate current income and capital appreciation by making investments
generally in the range of $2 million to $25 million primarily in debt securities of middle-market companies. We
may also selectively make investments in amounts larger than $25 million in some of our portfolio companies.

We generally expect that the size of our individual investments will vary proportionately with the size of our
capital base.
Target businesses will typically exhibit some or all of the following characteristics:

e exposure to healthcare sub-sectors we believe will benefit from implementation of alternative payment
models;

e exposure to non-healthcare sub-sectors we believe will benefit from a rising interest rate environment
and the Federal Reserve’s policies in response to rising rates;

e aU.S. base of operations;

e an experienced management team executing a long-term growth strategy;

e discernible downside protection through recurring revenue or strong {ghg 1 asset coverage;
e defensible niche product/service;

e products and services with distinctive competitive advantag NEer barriers to entry;
» stable and predictable free cash flows; (}\
* existing indebtedness that may be refinanced on attr

e Jow technology and market risk; b
e strong customer relationships; and

* Jlow to moderate capital expenditure re ui@nts.

While we believe that the criteria lis re important in identifying and investing in prospective
portfolio companies, not all of these crite e met by each prospective portfolio company.

Investment Process Overv1ew

Sourcing. We believe th ylng mlddle market companies that represent attractive debt investment
opportunities requires a dif] urcmg network than is required for investments in larger companies. Whereas
larger companies typi 1 an investment bank to help develop marketing materials and run a financing

process involving
market companie
these lending oppOw

mber of potential lenders to ensure pricing is determined by the market, middle-
ally do not have the resources to hire large financial advisors or investment banks. While
ties are far less competitive, they are more difficult to source.

We expect that deal flow and idea generation for investments will primarily originate from NexPoint
Adpvisors and its affiliates’ existing and extensive network of informal and unconventional deal sources in the
middle-market business community. Built over 24 years, this deal sourcing network includes accountants,
attorneys, brokers, insurance agents, consultants and financial advisors who have access to small-cap companies.
Additionally, we have forged contacts specific to the healthcare and energy industry that includes all sub-sectors,
as well as other sectors.

The contacts in NexPoint Advisors’ network generally operate outside of the established investment banking
infrastructure and typically play a limited introductory role to companies and their management teams. In
addition, NexPoint Advisors promotes a culture in which sourcing is considered a focus for all of its investment
professionals.
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Due Diligence. We believe it is critical to conduct extensive due diligence on investment targets, and in
evaluating new investments. We, through our investment adviser, will conduct a rigorous due diligence process
that draws from our investment adviser’s investment experience, industry expertise and network of contacts. Our
investment adviser intends to conduct extensive due diligence and perform thorough credit analysis on each
potential portfolio company investment. In conducting due diligence, we expect that our investment adviser will
use publicly available information and private information provided by borrowers, their financial sponsors and
their advisors. Our investment adviser expects to use its relationships with former and current management
teams, consultants, competitors and investment bankers to gain further insights into businesses and industries,
generally, and our potential portfolio companies, specifically.

Our due diligence will typically include the following elements (although not all elements will necessarily
form part of each due diligence review):
e thorough review of historical and pro forma financial information, including an analysis of collateral
coverage, cash flow and valuation multiples and quality of earnings; %
* review of capital structure, including leverage and equity amounts, participant\ tercreditor

arrangements; Q

e analysis of the business of the prospective portfolio company, includ iyers of growth, customer
and supplier concentrations, fixed versus variable costs and sensit&

downside scenario analysis);

e analysis of the industry in which the prospective portfolio co p% operates, including its competitive
position, industry size and growth rates, competitive outfool, Barriers to entry, and technological,
regulatory and similar considerations; Q

e interviews with management, employees, custom¥s and™endors and analysis of management’s track
record, quality, breadth and depth;

e anticipated form of any potential restructug @tential liquidation value and potential for collateral
impairment; %

e preparation or review of materia \Qand loan documents;
ac

e anticipated timing of covenant s and default cure provisions;

e research relating to the con% s business, industry, markets, products and services;

e background checks a@x
a

e third-party resear ﬁ ng to the company’s management, industry, markets, products and services
and competis&gs.

Additional d ' nce with respect to any investment may be conducted on our behalf by attorneys and
independent accoMgigufts as well as other outside advisers, as appropriate.

gers when appropriate; and

Structuring Originations. Our investment adviser’s team has substantial expertise in structuring and
documenting loans originated to middle-market companies. Our investment adviser works with outside counsel
to structure loans with strong creditor protections and contractual controls over borrower operations. Our
investment adviser works to obtain extensive operating and financial covenants, detailed reporting requirements,
governance rights and board seats to protect our investment while allowing the borrower the necessary flexibility
to successfully execute its business plan. We believe that our investment adviser’s extensive experience allows it
to anticipate issues and maximize our potential recovery upon the occurrence of adverse events, and our
investment adviser is able to seek to structure our loan and credit documentation to protect us from risks
identified in the due diligence process. Our investment adviser also evaluates the broader capital structure of the
borrower to ensure that we have strong rights as compared to other participants in the borrower’s capital
structure.
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Portfolio Management and Monitoring. We actively monitor and manage our portfolio with regard to
individual company performance as well as general market conditions. Investment decisions on new originations
generally include an analysis of the impact of the new loan on our broader portfolio, including a “top-down”
assessment of portfolio structure and risk exposure. This assessment includes a review of portfolio concentration
by issuer, industry, geography and type of credit as well as an evaluation of our portfolio’s exposure to
macroeconomic factors and cyclical trends.

We believe that consistent, active monitoring of individual companies and the broader market is integral to
portfolio management and a critical component of our investment process. Our investment adviser uses several
methods of evaluating and monitoring the performance and fair value of our investments, including the
following:

e frequent discussions with management and sponsors, including board observation rights where
possible;

e comparing/analyzing financial performance to the portfolio company’s busine %S well as our
internal projections developed at underwriting; K

e tracking portfolio company compliance with covenants, as well as oth % identified at the initial
investment stage, such as acquisitions, divestitures, product developr\t specified management
hires; and

e periodic review of each asset in the portfolio and more rigOK\N%)ring of “watch list” positions.

Investments (L

We seek to create a portfolio that includes senior secusgd, nche, mezzanine and unsecured loans and
warrants and minority equity securities by making invest enerally in the range of $2 million to $25 million
in U.S. based middle-market companies. We may sele ake investments in amounts larger than $25
million in some of our portfolio companies. 6

Managerial Assistance C}O
y,

As a business development compan ill offer, and must provide upon request, managerial assistance to

our portfolio companies. This assista ould involve monitoring the operations of our portfolio companies,
participating in board and manag tings, consulting with and advising officers of portfolio companies
and providing other organizati‘ nd financial guidance. NexPoint Advisors or an affiliate will provide such
managerial assistance on o % to portfolio companies that request this assistance. We may receive fees for

these services and will, &4 ¢ NexPoint Advisors or an affiliate for its actual costs in providing such
assistance, subject to 1ew and approval by our Board, including our Independent Directors. See “The
Adviser and the '@ istrator—Administration Agreement.”

Competition

Our primary competitors to provide financing to middle-market companies include public and private funds,
including other business development companies, commercial and investment banks, commercial financing
companies, and, to the extent they provide an alternative form of financing, private equity funds. As the
economic recovery continues, we expect that we may face enhanced competition in the future. Many of our
competitors are substantially larger and have considerably greater financial, technical and marketing resources
than we do. For example, some competitors may have a lower cost of funds and access to funding sources that
are not available to us. In addition, some of our competitors may have higher risk tolerances or different risk
assessments, which could allow them to consider a wider variety of investments and establish more relationships
than us. Furthermore, many of our competitors are not subject to the regulatory restrictions that the 1940 Act will
impose on us as a business development company and that the Code will impose on us as a RIC. For additional
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information concerning the competitive risks we face, see “Risk Factors—Risks Relating to our Business and
Structure—The highly competitive market for investment opportunities in which we operate may limit our

investment opportunities.”

Administration

We do not have any direct employees, and our day-to-day investment operations are managed by our
investment adviser. Our officers will be employees of NexPoint Advisors. Some of our executive officers
described under “Management of the Company” are also officers of NexPoint Advisors. See “The Adviser and
the Administrator—Administration Agreement.”

Properties

are suitable and

Our executive offices are located at 300 Crescent Court, Suite 700, Dallas, Texas 752%1}(1 are provided by

adequate for our business as it is contemplated to be conducted.

our administrator pursuant to our Administration Agreement. We believe that our office &

Legal Proceedings

We and our investment adviser and administrator, NexPoint Advisors,
material legal proceedings, nor, to our knowledge, is any material leg

against NexPoint Advisors.

As disclosed elsewhere in the Prospectus, NexPoint Advi

D

for provision of certain services.

Portfolio Companies

K
o

Q

currently subject to any

ing threatened against us, or

%(](s on Highland pursuant to an agreement

The following table sets forth certain inforrmb?s of December 31, 2016 for each portfolio company in

which we had an investment. Other than th
companies are the managerial assistance tfiat
participation rights we may receive in con
producing as of December 31, 2016.

ents, the only material relationships with our portfolio
ay provide upon request and the board observer or
¢On with our investment. All debt investments were income

mon equity investments were non-income producing, unless otherwise

noted.
. Q
K\ Percentage

Name and Address of Interest Maturity Par/ of Class Fair Value of

Portfolio Company V@ gtry Type of Investment Rate® Date Shares Owned  Investment
Advantage Sales & efvice Advantage Sales & 7.50% 7/25/2022 500,000 0.07% 489,690
Marketing Inc. O Marketing, Inc. (L+6.50%,

18100 Von Karma (Second Lien Term 1.00%

Avenue Suite 900 Loan)®®©) Floor)

Irvine, CA 92616
American Renal Healthcare = American Renal 4.75% 9/20/2019 994,684 0.22% 999,036
Holdings, Inc. Holdings, Inc. (First (L+3.50%,

500 Cummings Center Lien Term Loan)®©™  1.25%

Suite 6550 Beverly, Floor)

MA, 01915
BioScrip, Inc. Healthcare = BioScrip, Inc. (First 6.50% 7/31/2020 352,458 0.07% 336,597

661 N Plano Rd, Lien Term Loan)®(© (L+5.25%,

Richardson, TX 75081 1.25%

Floor)
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Percentage

Name and Address of Interest Maturity Par/ of Class Fair Value of
Portfolio CompanyV@ Industry Type of Investment Rate® Date Shares Owned  Investment
BioScrip, Inc. Healthcare BioScrip, Inc. (First 6.50% 7/31/2020 587,430 0.12% 560,995
661 N Plano Rd, Lien Initial Term (L+5.25%,
Richardson, TX 75081 Loan)®©® 1.25%
Floor)
CareDx, Inc Healthcare CareDx, Inc. Common 501,252 2.57% 1,353,380
3260 Bayshore Stock(0)
Boulevard Brisbane,
California 94005
CareDx, Inc Healthcare CareDx, Inc. 6/14/2017 250,626 n/a 395,318
3260 Bayshore Warrants(15(16)
Boulevard Brisbane,
California 94005
CIFC Financials  CIFC Funding Ltd. 1/22/2027 550,00 6% 490,875
250 Park Avenue, 4th 2015-1AMaDA2)
Floor New York, Q
New York 10177
Community Health Healthcare CHS/Community 6.88% 2/1/2! 2\4 0,000 0.13% 2,800,000
Systems, Inc. Health Systems, Inc.
4000 Meridian 6.875% Bond™ \
Boulevard Franklin,
Tennessee, 37067 %
Diamond 1 Finance Technology Diamond 1 Finance 6. /15/2026 2,000,000 0.04% 2,170,446
Corp. / Diamond 2 Corp. / Diamond 2
Finance Corp. Finance Corp. 6.02% b
1201 Walnut Ave Bond(b
Carrollton, TX 75006 @
EnergySolutions, LL.C Energy EnergySoluti % 6.75% 5/29/2020 1,271,516  0.15% 1,284,231
299 South Main Street (First Lie (L+5.75%,
Suite #1700 Salt Lake Loan 1.00%
City, Utah 84111 Floor)
Fieldwood Energy LLC  Energy Eididwood Energy, LLC 8.00% 8/31/2020 1,800,549  0.26% 1,717,274
2000 W Sam Houston ien Term (L+7.00%,
Parkway S Suite 1200 * 4)(6) 1.00%
Houston, TX 77042 K\ Floor)
Fieldwood Energy LLC EI@ Fieldwood Energy, LLC 8.38% 9/30/2020 567,797 0.11% 498,241
2000 W Sam Housto & (First Lien Term (L+7.13%,
Parkway S Suite Loan)®© 1.250%
Houston, TX 77 Floor)
Fluidigm Corp. Healthcare Fluidigm Corp. 2.75% 2.75% 2/1/2034 1,000,000  0.50% 700,625
7000 Shoreline Ct Bond
#100 South San
Francisco, CA 94080
Galena Biopharma, Inc. ~ Healthcare Galena Biopharma, Inc. 1/21/2021 1,500,054  n/a 23,851
2000 Crow Canyon Warrants(1516)
Place, Suite 380 San
Ramon, CA 94583
GenOn Energy, Inc. Energy GenOn Energy, Inc. 7.88% 6/15/2017 2,500,000  0.34% 1,793,750

804 Carnegie Center
Princeton, NJ 08540

7.875% Bond®
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Name and Address of
Portfolio Company®

Percentage
Interest Maturity Par/ of Class Fair Value of
Industry Type of Investment  Rate® Date Shares Owned Investment

Granite Acquisition,
Inc.
51 John F Kennedy
Parkways 2 Short
Hills, NJ 07078

Grayson Investor
Corp.
P.O. Box 1234
Queensgate House,
South Church
George Town,
Cayman Islands

Guitar Center, Inc.
5795 Lindero
Canyon Rd.
Westlake Village,
CA 91362

Highland Park CDO I

Ltd.
Queensgate House,
South Church Street
George Town,
Grand Cayman
KY1-1102, Cayman
Islands

Inc.
125 W 55th St
F1 21. New York,
New York 10019-
5369

Independence Realty
Trust, Inc.
Two Logan Square
100 N. 18th Street,
23rd Floor
Philadelphia,
PA 19103

Intelsat Jackson
Holdings S.A.
4, rue Albert
Borschette
Luxembourg, 1246
Luxembourg

Kindred Healthcare,
Inc.
680 South Fourth
Street Louisville,
KY 40202

Utility Granite Acquisition, 8.25% 12/19/2022 1,000,000  0.38% 965,000
Inc. (Second Lien (L+7.25%,
Term Loan)®©™ 1.00%
Floor)

Financials Grayson Investor 11/1/2021 800 1.07% 275,668
Corp.(MHU2)(13)

6.50% Bond1D

Financials Highland Park CDO 1 1/&54,789 221% 1,572,049

1 Ltd. 2006 1A
A26)D)(11)(13)

Retail Guitar Center, Inc.  6.50% 4/15/2019 1,00@.16% 912,500

iHeartCommunications, Media/Telecom iHeartComm@ 7.75% 1/30/2019 5,000,000 0.03% 4,087,500
IS

munications cations, [ s (L+6.75%,
Lig T@ 1.00%
G& Floor)
Real Estate Independence Realty 246,727 0.36% 2,200,805

Investme‘nt rust, Inc. Common
(REITS)K\ Stock®

elecommunication Intelsat Jackson 7.25% 10/15/2020 1,209,000 0.12% 943,020

Services Holdings S.A. 7.25%
Bond™
Healthcare Kindred Healthcare, 8.75% 1/15/2023 1,500,000  0.25% 1,408,125

Inc. 8.75% Bond™
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Percentage

Name and Address of Interest Maturity Par/ of Class  Fair Value of
Portfolio CompanyV@ Industry Type of Investment Rate® Date Shares Owned Investment
Leslie’s Poolmart, Inc. Retail Leslie’s Poolmart, 525%  8/16/2023 564,623 0.07% 572,036
2005 E Indian Inc. (First Lien Term (L+4.25%,
School Rd Ste 101 Loan)®® 1.00%
Phoenix, AZ, 85016 Floor)
MPH Acquisition Healthcare MPH Acquisition 5.00%  6/7/2023 4,639,769 0.13% 4,728,435
Holdings, LLC Holdings, LLC (First (L+4.00%,
250 Park Avenue, Lien Term Loan)®®© 1.00%
4th Floor Floor)
New York,
New York 10177
MPM Holdings, Inc. Chemicals MPM Holdings, Inc. 8,500 0.02% 173,665
260 Hudson River Common Stock™16)
Road Waterford, %
NY 12188 \
Onex Carestream Healthcare Onex Carestream 9.50%  12/7/2019 819 9Q 0.16% 676,473
Finance LP Finance LP (Second (L+8.50%,
150 Verona Street Lien Term Loan)®®© 1.00%
Rochester, Floor) v
NY 14608 \
Ortho-Clinical Healthcare Ortho-Clinical 6.63% 5 5&22 12,717,000 0.98% 11,318,130
Diagnostics Diagnostics®1h
1001 US Highway
202. Raritan,
NJ 08869
Pamco CLO Financials PAMCO CLO 1997 8/6/2013 559,644 0.62% 275,625
Queensgate House, 1A BOahasaaas)
South Church Street
George Town, O
Grand Cayman \
KY1-1102, Cayman < ’
Islands
Quorum Health Corp.  Healthcare Health 11.63% 4/15/2023 4,000,000 1.00% 3,370,000
1573 Mallory Lane, - OJr 1.625%
Suite 100 Bond(D
Brentwood, K
TN 37027 s\io
Quorum Health Corp &1 care Quorum Health 6.75%  4/29/2022 6,446,692 0.66% 6,336,551
1573 Mallory L Corp. (First Lien (L+5.75%,
Suite 100 Term Loan)®© 1.00%
Brentwood, Floor)
TN 37027
Radnet, Inc. Healthcare Radnet, Inc. (Second 8.00%  3/25/2021 5,457,917 3.03% 5,406,749
1510 Cotner Ave. Lien Term Loan)®®© (L+7.00%,
Los Angeles 1.00%
California 90025 Floor)
SCYNEXIS, Inc. Healthcare SCYNEXIS, Inc. 6/21/2021 195,000 n/a 259,771

101 Hudson St
#3610 Jersey City,
NJ 07302

Warrants(19)(1617
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Percentage

Name and Address of Interest Maturity Par/ of Class  Fair Value of
Portfolio Company»® Industry Type of Investment  Rate® Date Shares Owned Investment
SkillSoft Corp. Technology  SkillSoft Corp. 9.25% 4/28/2022 1,500,000 0.31% 1,130,160
107 Northeastern (Second Lien Term  (L+8.25%,
Blvd. Nashua, Loan)®®)X(™ 1.00%
NH 03062 Floor)
SkillSoft Corp. Technology  SkillSoft Corp. (First 5.75% 4/28/2021 1,986,034 0.20% 1,820,329
107 Northeastern Lien Term (L+4.75%,
Blvd. Nashua, Loan)®®)( 1.00%
NH 03062 Floor)
Texas Competitive Utility Texas Competitive 3,500,000 n/a 17,500
Electric Holdings Electric Holdings
Company LLC Company LLC
1601 Bryan Street (TXU) (Escrow
Dallas, TX 75201 Loan)®d0) %
Toys ‘R’ Us- Retail Toys ‘R’ Us- 9.75% 4/24/2020 2,974, \0.42% 2,621,463
Delaware, Inc. Delaware, Inc. (First (L+8.75%, 6
1 Geoffrey Way Lien Term Loan)®©® 1.00%
Wayne, NJ 07470 Floor)
U.S. Renal Care Healthcare U.S. Renal Care, Inc. 9.00% 12/31/2023! 0,000 1.70% 4,005,000
2400 Dallas (Second Lien Term  (L+8.00%,
Parkway Suite 350 Loan)®®©) 1.00% \
Plano TX 75094 Floor) %
Valeant Healthcare Valeant 6.13% Ql 025 4,500,000 0.14% 3,397,500
Pharmaceuticals Pharmaceuticals
2150 St. Elzear International, b
Blvd. West, Laval, Inc.®MAD
Quebec, Canada @
H7L 4A8 6
Vistra Energy Corp. Utility Vistra En. 58,356 0.01% 904,525
1601 Bryan Street Commgbn Sto¥
Dallas, TX 75201
Vistra Energy Corp. Utility Vida Energy Corp. 58,356 n/a 96,288
1601 Bryan Street 6)
Dallas, TX 75201 .
Weight Watchers Service&\ eight Watchers 4.00% 4/2/2020 3,958,869 0.15% 3,301,420
International, Inc. @ International, Inc. (L+3.25%,
675 Avenue Of The & (First Lien Term 15%
Americas F1 6 N Loan)®®(™M®) Floor)
York, NY, 10010
Total $78,290,596

(1) The Company did not “control” and was not an “affiliated person” of any of its portfolio companies, each as
defined in the Investment Company Act of 1940, as amended (the “1940 Act”). In general, under the 1940
Act, the Company would be presumed to “control” a portfolio company if it owned 25% or more of its
voting securities or had the power to exercise control over the management or policies of such portfolio
company, and would be an “affiliated person” of a portfolio company if it owned 5% or more of its voting
securities. Additionally, companies under common control (e.g., companies with a common owner of
greater than 25% of their respective voting securities) are affiliates under the 1940 Act.

(2) All investments are denominated in United States Dollars.
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(3) The investments bear interest at a rate that may be determined by reference to the London Interbank Offered
Rate (“LIBOR” or “L”) or the Prime Rate (“P”’), which resets monthly, quarterly or semiannually. The
interest rate is the “all-in-rate” including the current index and spread, the fixed rate, and the payment-in-
kind, or “PIK”, interest rate, as the case may be.

(4) Senior secured loans in which the Company 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 secured
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 coupon rate. Rate shown represents the actual rate
at December 31, 2016. Senior secured loans, while exempt from registration under the Securities Act of
1933 (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 may be tantially less than
the stated maturity shown. S%

(5) The interest rate on these investments is subject to a base rate of 1-Month LIBOR Nh at December 31,
2016 was 0.77%. The LIBOR rate used to calculate interest is the higher of theiling 1 month LIBOR
rate in effect on the date of the monthly reset, or the LIBOR base rate flog

(6) The interest rate on these investments is subject to a base rate of 3-Mo h% , which at December 31,
2016 was 1.00%. The LIBOR rate used to calculate interest is the high‘% e prevailing 3 month LIBOR
rate in effect on the date of the quarterly reset, or the LIBOR basg r; or shown.

(7) The investment is not a qualifying asset under Section 55 of thg
amended (the “1940 Act”). A business development company
qualifying asset, unless at the time the acquisition is madd
business development company’s total assets. Non-q
total assets as of December 31, 2016.

(8) All or a portion of this position has not settled. Fu
(9) The Company views Weight Watchers to be i
Company’s organizational documents. If thj ication were reflected, value and percentage of the

healthcare sector under Senior Secure ould increase to $26,351,256 and 39.16%, respectively.

(10) The investment represents value heldin egctow pending future events. No interest is being accrued.

(11) Securities exempt from registration u ule 144A of the 1933 Act. These securities may only be resold
in transactions exempt from regj ion to qualified institutional buyers. As of December 31, 2016, these
securities amounted to $23,7 r 35.34% of net assets.

(12) The investment is considé} e the equity tranche of the issuer.

(13) Securities of collateraljze® lo%n obligations where an affiliate of the Adviser serves as collateral manager.

(14) The issuer is, or iﬁ& er of being, in default of its payment obligation.

estifent Company Act of 1940, as

Ly Not acquire any asset other than a
i¥ing assets represent at least 70% of the
setissets represented 24.75% of the Company’s

ct rates do not take effect until settlement date.
n the Healthcare Industry as defined in the

(15) Represents Fai as determined by the Company’s Board of Directors (the “Board”), or its designee in
good faith, o the policies and procedures approved by the Board. The Board considers fair valued
securities to urities 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
$954,565 or 1.42% of net assets were fair valued under the Company’s valuation procedures as of
December 31, 2016.

(16) Non-income producing security.

(17) 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 Company 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 procedures established by the Board.

Set forth below is a brief description of each portfolio company in which our investment exceeded five
percent of total assets as of December 31, 2016.
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Ortho-Clinical Diagnostics:

Ortho-Clinical is a provider of in-vitro diagnostic solutions for screening, diagnosing, monitoring and
confirming diseases, as well as immunohematology to ensure compatibility for blood transfusions and plasma
screening for infectious diseases.

Quorum Inc.:

Quorum Health Corporation operates 36 rural community hospitals across 16 states with approximately
3,400 licensed beds, in addition to a community hospital management consulting business that has operating
agreements with >100 facilities located in 33 states. QHC was formed through the spin-off of 38 facilities by
Community Health in April 2016.

RadNet Inc:

RadNet, Inc. provides outpatient diagnostic imaging services in the United States. | &arious imaging
services, including magnetic resonance imaging, computed tomography, positron e jon ®mography, nuclear
medicine, mammography, ultrasound, diagnostic radiology (X-ray), ﬂuoroscopy% r related procedures.

MPH Acquisitions Holdings, LLC: \

MPH Acquisitions Holdings, LLC is a provider of cost containm mtions for organizations paying
healthcare claims. The company provides access to the largest ind t preferred provider organization with
approximately 1 million providers under contract. The networ %uﬁons provide for medical claim
repricing by negotiating rates with healthcare providers. IQ

US Renal Care Inc.

US Renal Care Inc. is headquartered in the Un?tates. The Company’s line of business includes
providing kidney or renal dialysis services. Ugo eting acquisition of DSI Renal in January 2016, became
third-largest provider of dialysis services yPthe 'S, with 300 outpatient dialysis facilities across 34 states/
territories. C)

iHeartCommunications Iric. QQ
iHeartCommunications, & vides mobile and on demand entertainment and information services. The
Company offers radio apd ion stations, outdoor advertising displays, and live entertainment venues.

O‘\
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MANAGEMENT OF THE COMPANY

The Company is a party to contractual arrangements with various parties, including, among others, the
Company’s investment adviser, administrator, distributor, and shareholder servicing agent, who provide services
to the Company. Stockholders are not parties to, or intended (“third party”) beneficiaries of, any such contractual
arrangements, and such contractual arrangements are not intended to create in any individual stockholder or
group of stockholders any right to enforce them against the service providers or to seek any remedy under them
against the service providers, either directly or on behalf of the Company.

This prospectus is not intended, nor should be read, to be or to give rise to an agreement or contract between
the Company and any investor, or to give rise to any rights in any stockholder or other person other than any
rights under federal or state law that may not be waived.

Our business and affairs are managed under the direction of our Board. The Board curgegtly consists of five
members, four of whom are not “interested persons” of NexPoint Capital as defined in c‘%a)(l% of the
1940 Act, and are “independent” as determined by our Board. We refer to these indivjd s our independent
directors. The other director, Mr. Powell, who is the Chairman of the Board, is cun@emed as an interested
director (the “Interested Director”) because of his previous positions with affiliges Point Advisors and the
possibility that he may provide consulting services to affiliates of NexPoint &‘g’\so ur Board elects our

officers, who will serve at the discretion of the Board.

Board of Directors and its Leadership Structure (L\
o three classes. Each class of directors

Under our certificate of incorporation, our directors are di@
will hold office for a three-year term. However, the initial sgem of the three classes have initial terms of one,
two and three years, respectively. At each annual meeting stockholders, the successors to the class of
directors whose terms expire at such meeting will be el hold office for a term expiring at the annual
meeting of stockholders held in the third year follovgf year of their election. Each director will hold office
for the term to which he or she is elected and ungj her successor is duly elected and qualifies.

Oversight of our investment activiti@s to oversight of the risk management processes employed by
our investment adviser as part of its day-t management of our investment activities. The Board anticipates
reviewing risk management processe oth regular and special board meetings throughout the year, consulting
with appropriate representatives o stment adviser as necessary and periodically requesting the
production of risk manageme rtS or presentations. The goal of the Board’s risk oversight function is to
ensure that the risks associ 1th our investment activities are accurately identified, investigated and
responsibly addressed s should note, however, that the Board’s oversight function cannot eliminate all
risks or ensure that a& 1 events do not adversely affect the value of our investments.

The Board h blished an Audit and Qualified Legal Compliance Committee, a Governance Committee,
a Compliance Committee, a Distribution Oversight Committee and an Alternatives Oversight Committee and
may establish additional committees from time to time as necessary. The scope of each committee’s
responsibilities is discussed in greater detail below. Ethan Powell serves as Chairman of the Board. Our Board
believes that it is in the best interests of our investors for Mr. Powell to lead the Board because of his familiarity
with our portfolio companies from his former positions with affiliates of NexPoint Advisors, his broad
experience in the investment industry and with the day-to-day management and operation of other investment
funds, as described below. The Board believes that its leadership structure is appropriate because the structure
allocates areas of responsibility among the individual directors and the committees in a manner that enhances
effective oversight. The Board believes that its small size creates an efficient governance structure that provides
opportunity for direct communication and interaction between our investment adviser and the Board.
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Directors

Information regarding the members of the Board as of the date of this prospectus is as follows:

Number of Experience,
Term of Portfolios in Qualifications,
Office and the Highland Attributes, Skills for
Position(s) with Length of Principal Occupation(s) Fund Complex Other Directorships = Board Membership and
Name, Address, NexPoint Time During the Past 5 Overseen by  Held During the Past Educational
Date of Birth®™ Capital, Inc. Served® Years Director® Five Years Background
Interested Director
Ethan Powell (6/20/1975)®  Director and  Term Trustee/Director of the 23 Trustee of Impact Significant experience
Chairman of  expires Highland Fund Shares Funds I Trust. in the financial
the Board 2019; Complex from June industry; significant
Director 2012 until July 2013 executive experience
since and since December including past service
2014 2013; Chief Product as an officer of funds

retary of NHF

Strategist of Highland
Capital Management
Fund Advisors, L.P.

& the Highland Fund
\ mplex; significant

administrative and

(“HCMFA”) from Q managerial

2012 until December experience.

2015; Senior Retail A&

Fund Analyst of HCM Texas A&M

from 2007 until Ur{lvem.ty — Master of

December 2015 and \ Science in

HCMFA from its Management

. . . Information Systems

inception until )

December 2015; Te)fas, ‘A_&M hel

Secretary of NexPoint Umv?rslty - Bachelor
of Science in

Credit Strategies d
(“NHF”) from
November 2

June 201 nt
and Pgin®iffal)
e Officer of

June 2012
ay 2015;

from May 2015 until
December 2015;
Executive Vice
President and
Principal Executive
Officer of Highland
Funds I and Highland
Funds II from June
2012 until December
2015; and Secretary of
Highland Funds I and
Highland Funds II
from November 2010
to May 2015.
President and Founder
of Impact Shares LLC
from January 1, 2016
to present.
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Number of Experience,
Term of Portfolios in Qualifications,
Office and the Highland Attributes, Skills for
Position(s) with Length of Principal Occupation(s) Fund Complex Other Directorships = Board Membership and
Name, Address, NexPoint Time During the Past 5 Overseen by  Held During the Past Educational
Date of Birth®™ Capital, Inc. Served® Years Director® Five Years Background
Independent Director
Dr. Bob Froehlich Director Term Executive Vice 23 Trustee of ARC Significant experience
(4/28/1953) expires  President and Chief Realty Finance Trust,  in the financial
2017, Investment Strategist, Inc. (from January 2013 industry; significant
Director The Hartford Mutual to May 2016); Director managerial and
since Funds from 2009 until of KC Concessions, executive experience;
2014 retirement in 2012; Inc.; Trustee of Realty significant experience

Vice Chairman of
Deutsche Asset
Management from
2002 to 2009.

P
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& of American
\ orts Enterprise, Inc.;

Capital Income Funds
Trust; Director of
American Realty
Capital Healthcare
Trust I (from Janu:

2013 o June 2 )%3
Director, Amert

Realty Caj 1ly

Net eJlrust,
§ wvember

2016);

irector of Davidson
Investment Advisors
(from July 2009 to July
2016); Chairman and
owner, Kane County
Cougars Baseball Club;
Advisory Board of
Directors, Internet
Connectivity Group,
Inc. (from January 2014
to April 2016); Director
of AXAR Acquisition
Corp. (formerly AR
Capital Acquisition
Corp.); Director of The
Midwest League of
Professional Baseball
Clubs, Inc.; Director of
Kane County Cougars
Foundation, Inc.;
Director of Galen
Robotics, Inc.

on other boards of
directors, including as
a member of several
audit committees.

lifornia Coast
niversity — PhD;
Central Michigan
University — Master of
Arts; University of
Dayton — Master of
Public Administration;
University of Dayton —
Bachelor of Arts.



Number of Experience,

Term of Portfolios in Qualifications,
Office and the Highland Attributes, Skills for
Position(s) with Length of Principal Occupation(s) Fund Complex Other Directorships = Board Membership and
Name, Address, NexPoint Time During the Past 5 Overseen by  Held During the Past Educational
Date of Birth®™ Capital, Inc. Served® Years Director® Five Years Background
Independent Director
Timothy Hui (6/13/1948) Director Term Dean of Educational 23 None Significant experience
expires Resources since July on this and/or other
2017, 2012 and from July boards of directors/
Director 2006 to January 2008, trustees;
since Vice President from administrative and
2014 February 2008 to June managerial
2012, and Assistant experience; legal
Provost for Graduate training and practice.
Education from July .
2004 to June 2006 at Southern Methodist
Cairn University. %}jﬁwermy N Jur{s
ctor; University of
\ orth Texas — Master
of Library Science;
Q Christian Education
Dallas Theological
Seminary — Master of
v Theology, Doctor of
Theology;
\ Philadelphia Biblical
University — Bachelor
(} of Science.

Bryan A. Ward (2/4/1955) Director; Term Private Investor, BW Q 2 Director of Equity Significant experience
Chairman expires Consulting, LLC Sgce Metrix, LLC. on this and/or other
of audit 2019; 2014; Senior Mal @ boards of directors/
committee Director Accenture, L@ trustees; significant

since consultingsfi om managerial and
2014 efrement

S

,s\@

2002 un executive experience;

: 2 significant experience

\ as a management
consultant.
Southern Methodist
University — Geology;
University of Texas —
Petroleum Land
Management;
University of
Arkansas — Bachelor
of Science in Business
Administration.
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Number of Experience,

Term of Portfolios in Qualifications,
Office and the Highland Attributes, Skills for
Position(s) with Length of Principal Occupation(s) Fund Complex Other Directorships = Board Membership and
Name, Address, NexPoint Time During the Past 5 Overseen by  Held During the Past Educational
Date of Birth®™ Capital, Inc. Served® Years Director® Five Years Background
Independent Director
John Honis (6/16/1958)®) Director Term President of Rand 23 Manager of Turtle Bay Significant experience
expires  Advisors, LLC since Resort, LLC. in the financial
2018; August 2013; Partner industry; significant
Director of Highland Capital managerial and
since Management, L.P. executive experience,
2014 from February 2007 including experience
until his resignation in as president, chief
November 2014. executive officer or
chief restructuring
officer of five
lecommunication

(e))

(@)

3

“)

(6]

ms; experience on
other boards of

Q\ directors.

Syracuse University —

On an annual basis, as a matter of Board policy, the governance committee review§e
to extend each such director’s service for another year. Our Board has adopted,
shall not recommend the continued service as a director of a Board member
committee reports its findings to our Board.

The “Highland Fund Complex” consists of NexPoint Capital, Inc. ang all egistered investment companies overseen by our Board
(NexPoint Credit Strategies Fund, Highland Funds I and Highland Fy#§ II, NexPoint Merger Arbitrage Fund, NexPoint Latin American
Opportunities Fund, NexPoint Real Estate Strategies Fund, NexPoin @ breunistic Credit Fund, NexPoint Energy and Materials

irector’s performance and determines whether
ment policy wherein the governance committee
1 than 80 years of age at the time the governance

Bachelor of Science.
The address for each director is ¢/o NexPoint Advisors, L.P., 300 Crescent Court, Suia 70&1%, Texas 75201.

which he worked during his tenure with such a dViser. Although NexPoint Capital believes that Mr. Powell is technically no
longer an interested person of NexPoint Capitaljin light of his previous employment and the possibility that he may provide consulting

services to affiliates of the Adviser, it is possible he SEC might in the future determine Mr. Powell to be an interested person of
NexPoint Capital. Therefore, NexPoint C, intends to treat Mr. Powell as an Interested Director of NexPoint Capital for all purposes
other than compensation and NexPoi code of ethics (Mr. Powell will be compensated at the same rate as the Independent
Directors) from December 16, 20% %l St December 4, 2017 (the second anniversary of his resignation).

Since May 1, 2015, Mr. Honis lﬂq reated as an Independent Director of NexPoint Capital. Prior to that date, Mr. Honis was treated
as an Interested Director beg; was a partner of an investment adviser affiliated with NexPoint Advisors until his resignation in
November 2014. As o, 3), 2016, Mr. Honis was entitled to receive aggregate severance and/or deferred compensation payments
of approximately $ 5& from another affiliate of NexPoint Advisors. Mr. Honis also serves as a director for a portfolio company
affiliated with N visors. During NexPoint Capital’s last two fiscal years, Mr. Honis’ aggregate compensation from this
portfolio compa @ s service as a director was approximately $50,000.

In addition, Mr. Honis serves as a trustee of a trust that owns substantially all of the economic interest in an investment adviser affiliated
with NexPoint Advisors. Mr. Honis indirectly receives an asset-based fee in respect of such interest, which is projected to range from
$100,000-$150,000 annually. In light of these relationships between Mr. Honis and affiliates of NexPoint Advisors, it is possible that the
SEC might in the future determine Mr. Honis to be an interested person of NexPoint Capital.
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Executive Officers Who are Not Directors

Information regarding our executive officers who are not directors is as follows:

Name, Address, Position(s) with NexPoint Term of Office and Principal Occupation(s)

Date of Birth @ Capital, Inc. Length of Time Served During the Past 5 Years

James Dondero (6/29/62)  President and Indefinite Term; President of Highland Capital
Principal Executive President since 2014 Management, L.P., which he co-founded
Officer in 1993; Chairman of the Board of

NexPoint Residential Trust, Inc. since May
2015; Portfolio Manager of NHF, Portfolio
Manager of Highland Energy MLP Fund,
Highland Global Allocation Fund,
Highland Small-Cap Equity Fund and
Highland Premier Growth Equity Fund (all
series of HFII); Portfolio Manager of
Highland Opportunjggic Credit Fund and
Highland Merger ge Fund (series of

Highland Fundsp{ (* ); President of
NexPoint Regg 15Ne dvisors, L.P. since
PreSydent of NexPoint Real
, L.P. since July 2016;
Presi
N % Bfal Estate Strategies Fund,
NZ% Discount Yield Fund, NexPoint
n and Materials Opportunities Fund,
\ Point Healthcare Opportunities Fund,

NexPoint Latin American Opportunities
Fund, NexPoint Merger Arbitrage Fund
and NexPoint Opportunistic Credit Fund
since 2016; and a Portfolio Manager of

b NexPoint Capital, Inc. since 2014.
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Name, Address, Position(s) with NexPoint Term of Office and

Principal Occupation(s)

Date of Birth @ Capital, Inc. Length of Time Served During the Past 5 Years
Brian Mitts (8/26/1970) Executive Vice Indefinite Term; Chief Financial Officer, Executive Vice
President, Principal Executive Vice President and Treasurer of NexPoint

Financial Officer and  President since

Principal Accounting ~ December 2015;

Officer Principal Financial
Officer and
Principal
Accounting Officer
since May 2015
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Residential Trust, Inc. since 2014;
Principal Financial Officer and Principal
Accounting Officer of NHF since
November 2010; Executive Vice President,
Principal Financial Officer and Principal
Accounting Officer of NHF since May
2015; Treasurer of NHF from November
2010 until May 2015; Chief Financial
Officer of NexPoint Capital, Inc. from
August 2014 until December 2015;
Principal Financial Officer and Principal
Accounting Officer of NexPoint Capital,
Inc. since May 2015; Executive Vice

President, Principaj§nancial Officer and
Principal Acco tai%icer of NexPoint
Real Estate Str% nd since March
2017; Exe: Ve President of

i tate Advisors, L.P. since
tive Vice President of

Estate Advisors II, L.P.
16; Vice President, Chief

sinfNJ
Fin Officer, Principal Financial
mcer and Principal Accounting Officer

of WexPoint Real Estate Strategies Fund
from March 2016 to March 2017; Vice
President, Chief Financial Officer,
Principal Financial Officer and Principal
Accounting Officer of NexPoint Discount
Yield Fund, NexPoint Energy and
Materials Opportunities Fund, NexPoint
Healthcare Opportunities Fund, NexPoint
Latin American Opportunities Fund,
NexPoint Merger Arbitrage Fund and
NexPoint Opportunistic Credit Fund since
2016; Chief Financial Officer and
Financial and Operations Principal of
Highland Capital Funds Distributor, Inc.
since November 2013; Chief Operations
Officer of HCMFA since 2012; Secretary
of NexPoint Advisors, L.P. from August
2012 until May 2015; Executive Vice
President of NexPoint Advisors, L.P. since
May 2015; Senior Retail Fund Analyst of
HCM since 2007 and HCMFA since its
inception; Secretary, Principal Financial
Officer and Principal Accounting Officer
of Highland Funds I and Highland Funds
II since May 2015; Principal Financial
Officer and Principal Accounting Officer
of Highland Funds I since November 2010
and of Highland Funds II since February
2011; Treasurer of Highland Funds I from
November 2010 until May 2015 and of
Highland Funds II from February 2011
until May 2015 and Financial and
Operations Principal of NexBank
Securities, Inc. since 2014.



Term of Office and
Length of Time Served

Principal Occupation(s)
During the Past 5 Years

Name, Address, Position(s) with NexPoint
Date of Birth @ Capital, Inc.
Frank Waterhouse Treasurer
(4/14/71)
Clifford Stoops Assistant Treasurer
(11/17/1970)

Dustin Norris (1/6/1984) Secretary

&
O‘\

C)\()

Indefinite Term;
Treasurer since May
2015

6®

definite Term;
Secretary since 2014
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Indefinite T (1/
Assistant Tri
since M?h 2

Assistant Treasurer of Acis Capital
Management, L.P. from December 2011
until February 2012; Treasurer of Acis
Capital Management, L.P. since February
2012; Assistant Treasurer of HCM from
November 2011 until April 2012; Treasurer
of HCM since April 2012; Assistant
Treasurer of HCMFA from December 2011
until October 2012; Treasurer of HCMFA
since October 2012; Treasurer of NexPoint
Advisors, L.P. since March 2012; Treasurer
of NexPoint Real Estate Advisors II, L.P.
since June 2016; Treasurer of NexPoint
Discount Yield Fund, NexPoint Energy and

Materials Opportunj#®s Fund, NexPoint
Healthcare Opp tuund, NexPoint
Latin American No hities Fund,
NexPoint Adwitrage Fund, NexPoint
"vt%dit Fund and NexPoint
tefStrategies Fund since 2016;
Treasuler exPoint Opportunistic Credit
arch 2017 and Treasurer of
[5 t Capital, Inc., NHF, Highland

ds I, Highland Funds II, and NexPoint
Real Estate Advisors, L.P. since May 2015.

Assistant Treasurer of NexPoint Capital,
Inc., Highland Funds I, Highland Funds II,
NexPoint Credit Strategies Fund, and
NexPoint Real Estate Strategies Fund since
March 2017; Chief Accounting Officer at
Highland Capital Management, L.P. since
December 2011.

Chief Product Strategist at HCMFA since
September 2015, Director of Product
Strategy at HCMFA from May 2014 to
September 2015; Secretary of NHF since
December 4, 2015; Secretary of NexPoint
Discount Yield Fund, NexPoint Energy and
Materials Opportunities Fund, NexPoint
Healthcare Opportunities Fund, NexPoint
Latin American Opportunities Fund,
NexPoint Merger Arbitrage Fund, NexPoint
Opportunistic Credit Fund and NexPoint
Real Estate Strategies Fund since 2016;
Assistant Secretary of Highland Funds I and
Highland Funds II since March 2017;
Assistant Treasurer of Highland Funds I and
Highland Funds II from November 2012
until March 2017; Assistant Treasurer of
NHF from November 2012 to December 4,
2015; Assistant Treasurer of NexPoint Real
Estate Advisors, L.P. since May 2015;
Assistant Treasurer of NexPoint Real Estate
Advisors II, L.P. since June 2016; Secretary
of NexPoint Capital, Inc. since 2014; Senior
Accounting Manager at HCMFA from
August 2012 to May 2014; and Fund
Accountant at HCM from June 2010 to
August 2012.



(1) The address for each executive officer is ¢c/o NexPoint Advisors, L.P., 300 Crescent Court, Suite 700,
Dallas, Texas 75201.

Portfolio Manager

Our portfolio managers are James Dondero and Michael Gregory. Their investment decisions are not subject
to the oversight, approval or ratification of a committee.

Principal Occupation(s)
Name Title Length of Time Served During the Past 5 Years

James Dondero Portfolio Manager Since 2014 President of Highland Capital Management,
L.P., which he co-founded in 1993; Chairman
of the Board of NexPoint Residential Trust,

Inc. since May 2015; P 10 Manager of
NHEF, Portfolio Manpger ighland Energy

MLP Fund, Highkeag bal Allocation
Fund, Highl —Cap Equity Fund and
Highland % rowth Equity Fund (all
series O );Wortfolio Manager of
Highlan rtunistic Credit Fund and
Hi :N Merger Arbitrage Fund (series of

igjland Funds I (“HFI”); President of

oint Real Estate Advisors, L.P. since
ay 2015; President of NexPoint Real Estate

Advisors II, L.P. since July 2016; President
and Portfolio Manager of NexPoint Discount

@ Yield Fund, NexPoint Energy and Materials
6 Opportunities Fund, NexPoint Healthcare
Opportunities Fund, NexPoint Latin

Merger Arbitrage Fund, NexPoint
Opportunistic Credit Fund and NexPoint Real

C)\O American Opportunities Fund, NexPoint

Estate Strategies Fund since 2016; and a

. QQ Portfolio Manager of NexPoint Capital since

2014.

Michael Gregory @‘&0 Manager Since 2014 CIO and Global Head of Highland
( Alternative Investors at Highland in addition
to Managing Director and Head of
Healthcare Credit and Healthcare Long/Short
Equity investment strategies; Portfolio
Manager of Highland Long/Short Healthcare
Fund (series of HFI) and Highland Small-

Cap Equity Fund and Highland Premier
Growth Equity Fund (series of HFII).
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As of December 31, 2016, the portfolio managers managed the following client accounts:

Number of
Number Assets of Accounts Assets Subject to
of Accounts Subject to a a Performance

Type of Account Accounts (in millions) Performance Fee Fee (in millions)
James Dondero
Registered investment companies . . .. .. 8 $1,719 0 $ 0
Other pooled investment vehicles . . . ... 2 $ 506 2 $506
Other accounts . .................... 0 $ 0 0 $ 0
Michael Gregory
Registered investment companies . . . . .. 5 $ 402 0 $ 0
Other pooled investment vehicles . . . ... 0 $ 0 0 $ 0
Other accounts . .................... 0 $ 0 0 $ 0

Contflicts of Interest \%

Because the portfolio managers manage other accounts, including accounts tha% pay higher fees,
potential conflicts of interest exist, including potential conflicts of interest betwefn vestment strategy and
the investment strategy of the other accounts managed by the portfolio mangger\andigotential conflicts of interest
in the allocation of investment opportunities between us and the other accou r investment adviser will seek
to allocate investment opportunities among eligible accounts in a manpe§¥a¥is tair and equitable over time and
consistent with its allocation policy. However, we can offer no ass “&th such opportunities will be allocated
to it fairly or equitably in the short-term or over time.

NexPoint Advisors, its affiliates or their partners, dire ors,chrs or employees serve or may serve other

entities that operate in the same or related lines of busines uding accounts managed by an investment
adviser affiliated with NexPoint Advisors. Accordingly, individuals may have obligations to investors in
those entities or funds or to other clients, the fulfill hich might not be in our best interests. In certain

instances NexPoint Advisors’ personnel may ser; e board of a company that is also a portfolio holding of
us. NexPoint Advisors has adopted policie dures that are designed to minimize the effects of a conflict
that may arise to include the pro rata reduftiong®any compensation for such directorship in amounts attributable
to our assets. See “Risk Factors—Risks RSagiflg to our Business and Structure—Conflicts of interest related to

the obligations of NexPoint Advisorsg@Ngs affiliates have to other clients.”

. Q
Compensation \

NexPoint Advisc&ﬂ@ial arrangements with its portfolio managers, its competitive compensation and
a

its career path emp levels reflect the value senior management places on key resources. Compensation
may include a va mponents and may vary from year to year based on a number of factors including the
relative performagggf a portfolio managers’ 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, various retirement benefits and one or more of the incentive compensation programs
established by NexPoint Advisors such as the Short Term Incentive Plan and the Long Term Incentive Plan.

Base Compensation. Generally, portfolio managers receive base compensation based on their seniority and/
or their position with the Firm, which may include the amount of assets supervised and other management roles
within the Firm. Base compensation is determined by taking into account current industry norms and market data
to ensure that NexPoint Advisors 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
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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, as well as participation in incentive
plans, including one or more of the following:

e Short Term Incentive Plan. The purpose of this plan is to attract and retain the highest quality
employees for positions of substantial responsibility, and to provide additional incentives to a select
group of management or highly-compensated employees of NexPoint Advisors in order to promote the
success of NexPoint Advisors.

e Long Term Incentive Plan. The purpose of this plan is to create positive morale and teamwork, to
attract and retain key talent, and to encourage the achievement of common goals. This plan seeks to
reward participating employees based on the increased value of NexPoint Advisors through the use of
Long-Term Incentive Units.

have a typical percentage split among base salary, bonus and other compensation. Senior p jo managers who
perform additional management functions may receive additional compensation in theseN pacities.
Compensation is structured such that key professionals benefit from remaining Withmm t Advisors.
NexPoint Advisors believes it is in the best interest of stockholders to maintain % portfolio management

Because each person’s compensation is based on his or her individual performance, NexPoiE,i Advisors does not
e

personnel.

Committees of the Board of Directors t

On May 12, 2016, the Board approved a restructuring of our gfa committees and established an Audit
and Qualified Legal Compliance Committee, a Governance Copmaitt Compliance Committee, an
Alternatives Oversight Committee and a Distribution Oversigh% ittee, which are discussed in greater detail

below.
@ “Audit Committee”)

lich and Messrs. Hui and Ward each of whom is
independent for purposes of the 1940 Act. serves as chairman of the Audit Committee. The Audit
Committee is responsible for approving oyr independent accountants, reviewing with our independent
accountants the plans and results of the au gagement and the adequacy of our internal accounting controls,
and approving professional services ‘.@ ided by our independent accountants. The Audit Committee is charged
with compliance with Rules 2Q5. (KN i) 05.3(c) of Title 17 of the Code of Federal Regulations regarding
alternative reporting procedur attorneys representing us who appear and practice before the SEC on behalf
of us. The Audit Committe; '§50 responsible for reviewing and overseeing the valuation of debt and equity
securities that are not @§igl raded or for which current market values are not readily available pursuant to
policies and proceguggs ted by our Board. The Board and Audit Committee will use the services of one or
more independe @ tion firms to help them determine the fair value of these securities. Our Board has
determined that MM#ard is an “audit committee financial expert,” as defined under Item 407(d)(5) of
Regulation S-K under the Exchange Act. In addition, each member of our Audit Committee meets the current
independence and experience requirements of Rule 10A-3 under the Exchange Act. The Audit Committee met
six times during the prior fiscal year.

Audit and Qualified Legal Compliance Commi

The members of the Audit Committee are

Governance Committee

The governance committee is currently comprised of Messrs. Hui, Ward and Powell. Mr. Powell serves as
the chairman of the governance committee. The governance committee’s function is to oversee and make
recommendations to the full Board or the Independent Directors, as applicable, with respect to our governance,
selection and nomination of directors, compensation of directors, and related matters. The governance committee
is also responsible for at least annually evaluating each director and determining whether to recommend each
director’s continued service in that capacity.
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The governance committee considers nominees properly recommended by our stockholders. Our bylaws
provide that for any nomination to be properly brought by a stockholder for a meeting, such stockholder will
have to comply with advance notice requirements and provide us with certain information. Generally, to be
timely, a stockholder’s notice must be received at our principal executive offices not less than 90 days nor more
than 120 days prior to the first anniversary date of the date the proxy statement for the immediately preceding
annual meeting of stockholders was released to our stockholders. Our bylaws further provide that, nominations of
persons for election to the Board at a special meeting may be made only by or at the direction of the Board, and
provided that the Board has determined that directors will be elected at the meeting, by a stockholder who is
entitled to vote at the meeting and who has complied with the advance notice provisions of the bylaws.

The governance committee met four times during the prior fiscal year.

Compliance Committee

The compliance committee’s function is to oversee and assist board oversight of our jance with legal
and regulatory requirements and to seek to address any potential conflicts of interest bet C%and NexPoint
Adpvisors in connection with any potential or existing litigation or other legal proceegiq &ting to securities
held by us and NexPoint Advisors or another client of NexPoint Advisors. The cQug s% e committee is
currently comprised of Messrs. Hui, Froehlich and Powell. Mr. Hui acts as the ¢Raifimaif of the compliance
committee. The compliance committee met six times during the prior fiscal &\

Alternatives Oversight Committee

The members of the alternatives oversight committee are Me{sr &nis and Ward. The alternatives
oversight committee is responsible for overseeing any funds i and Funds Complex that in the Board’s
determination employ alternative investment strategies. Mg Ho rves as chairman of the alternatives
oversight committee. The alternatives oversight committe%three times during the prior fiscal year.

<

The members of the distribution oversight ee are Messrs. Froehlich and Honis. The distribution
oversight committee is responsible for ovepsee d making recommendations to the Board with respect to the
appointment and oversight of our sub—ad@ any, and any payments to financial intermediaries.

Mr. Froehlich serves as chairman of thg distfbution oversight committee. The distribution oversight committee
met four times during the prior fiscal @ Compensation of Directors

Distribution Oversight Committee

Each of our independent di rs receives an annual retainer of $150,000 payable in quarterly installments
and allocated among each 113 in the Highland Fund Complex and us based upon relative net assets. Our
independent directors&x ursed for actual out-of-pocket expenses relating to attendance at meetings. The

nsion or retirement plan.

directors do not ha

The followi@e summarizes the compensation paid by us to our directors and the aggregate
compensation paid by the Highland Fund Complex to the directors for services rendered in the fiscal year ended
December 31, 2016.

Aggregate Total Aggregate Compensation

Compensation from the from the Highland Fund Complex
Name Company and the Company!
Independent Director
Dr. Bob Froehlich $1,336 $150,000
Timothy Hui $1,336 $150,000
Bryan A. Ward $1,336 $150,000
John Honis? $1,336 $150,000
Interested Director
Ethan Powell? $1,336 $150,000
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I The “Highland Fund Complex” consists of Highland Funds I, Highland Funds II, NexPoint Credit Strategies
Fund, NexPoint Capital, Inc., NexPoint Merger Arbitrage Fund, NexPoint Latin American Opportunities
Fund, NexPoint Real Estate Strategies Fund, NexPoint Opportunistic Credit Fund, NexPoint Energy and
Materials Opportunities Fund, NexPoint Discount Yield Fund and NexPoint Healthcare Opportunities Fund.

2 Effective May 1, 2015, Mr. Honis is treated as an Independent Director of NexPoint Capital.

3 Effective December 16, 2015, Ethan Powell is treated as an Interested Director of NexPoint Capital for all
purposes other than compensation and NexPoint Capital’s code of ethics.

Compensation of Chief Executive Officer and Other Executive Officers

None of our officers receives direct compensation from us. We do not currently have any employees and do
not expect to have any employees. Services necessary for our business are provided by individuals who are
employees of NexPoint Advisors or by individuals who were contracted by NexPoint Advisgrs to work on behalf
of us, pursuant to the terms of the Investment Advisory Agreement. Each of our executive s is an
employee of NexPoint Advisors or an outside contractor, and the day-to-day investment% ns and
administration of our portfolio are managed by NexPoint Advisors. The compensati ou? chief financial
officer and our chief compliance officer will be paid by NexPoint Advisors. To % that our administrator
outsources any of its functions we will pay the fees associated with such functi % direct basis without profit
to the administrators.

The Investment Advisory Agreement provides that NexPoint AdW mnd its officers, managers,
controlling persons and any other person or entity affiliated with ifacjiny as our agent will not be entitled to
indemnification (including reasonable attorneys’ fees and amo efigbnably paid in settlement) for any liability
or loss suffered by NexPoint Advisors or such other person, no NexPoint Advisors or such other person be
held harmless for any loss or liability suffered by us, unles NexPoint Advisors or such other person has
determined, in good faith, that the course of conduct wh sed the loss or liability was in our best interests;
(2) NexPoint Advisors or such other person was acti ehalf of or performing services for us; (3) the liability
or loss suffered was not the result of negligence opi®8dpnduct by NexPoint Advisors or such other person acting
as our agent; and (4) the indemnification or agge t to hold NexPoint Advisors or such other person harmless
for any loss or liability is only recoverablgfout ur net assets and not from our stockholders.
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CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTIONS

We have entered into agreements with our investment adviser. Our senior management have ownership and
financial interests in our investment adviser. Members of our senior management also serve as principals of other
investment managers affiliated with our investment adviser that do and may in the future manage investment
funds, accounts or other investment vehicles with investment objectives similar to ours. In addition, our
executive officers and directors and the members of our investment adviser serve or may serve as officers,
directors or principals of entities that operate in the same, or related, line of business as we do or of investment
funds, accounts or other investment vehicles managed by our affiliates. These investment funds, accounts or
other investment vehicles may have investment objectives similar to our investment objective. As a result, we
may not be given the opportunity to participate in certain investments made by investment funds, accounts or
other investment vehicles managed by our investment adviser or its affiliates. However, in order to fulfill its
fiduciary duties to each of its clients, our investment adviser intends to allocate investment opportunities in a
manner that is fair and equitable over time and is consistent with our investment adviser’s g#gcation policy,
investment objective and strategies so that we are not disadvantaged in relation to any othergicyt. See “Risk
Factors—Risks Relating to our Business and Structure—There are significant potentigl JONicCts of interest that
could affect our investment returns.” Where we are able to co-invest consistent witquirements of the 1940
Act and if sufficient securities or loan amounts are available to satisfy our and ggChjsuS#account’s proposed
demand, the opportunity will be allocated in accordance with our investmen a% #£ pre-transaction
determination. If there is an insufficient amount of an investment opportunit tisfy our demand and that of
other accounts sponsored or managed by our investment adviser or its aff¥at€s, the allocation policy further
provides that allocations among us and such other accounts will ge Nﬂb made pro rata based on the amount
that each such party would have invested if sufficient securities or¥o ounts were available. Where we are
unable to co-invest consistent with the requirements of the 19 ,Wr investment adviser’s allocation policy
provides for investments to be allocated on a rotational basag to e that all clients have fair and equitable
access to such investment opportunities. b

In the future, we may engage NexPoint Advis
than those discussed herein. Any arrangements
Advisors or its affiliates being engaged to 1

rtain of its affiliates to provide services to us other
subject to approval by the Board prior to NexPoint
vices to us.

Policies and Procedures for Managigg Contlicts of Interest

Our investment adviser arzd i s have both subjective and objective procedures and policies in place
designed to manage the potent icts of interest between our investment adviser’s fiduciary obligations to
us and its similar fiduciary afYons to other clients. For example, such policies and procedures are reasonably

designed to ensure th ent opportunities are allocated in a fair and equitable manner among us and their
other clients. An inve opportunity that is suitable for multiple clients of our investment adviser and its
affiliates may nof dpdble of being shared among some or all of such clients and affiliates due to the limited
scale of the oppor&Ngi# or other factors, including regulatory restrictions imposed by the 1940 Act. There can be
no assurance that our investment 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 us. Not all conflicts of interest can be expected to be resolved in our favor.

Our investment adviser may manage investment vehicles with similar or overlapping investment strategies
with us and has put in place a conflict-resolution policy that addresses the co-investment restrictions set forth
under the 1940 Act and seeks to ensure the equitable allocation of investment opportunities when we are able to
invest alongside other accounts managed by NexPoint Advisors and its affiliates. When we invest alongside such
other accounts as permitted, such investments are made consistent with the allocation policy of NexPoint
Advisors and our investment adviser. Under this allocation policy, as amended or approved by our Board from
time to time, we expect that allocation determinations will be made similarly for other accounts sponsored or
managed by our investment adviser and its affiliates. Where we are able to co-invest consistent with the
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requirements of the 1940 Act, if sufficient securities or loan amounts are available to satisfy our and each such
account’s proposed demand, we expect that the opportunity will be allocated in accordance with our investment
adviser’s pre-transaction determination. If there is an insufficient amount of an investment opportunity to satisfy
us and other accounts sponsored or managed by our investment adviser or its affiliates, the allocation policy
further provides that allocations among us and such other accounts will generally be made pro rata based on the
amount that each such party would have invested if sufficient securities or loan amounts were available. The
allocation policies and procedures are intended to assist NexPoint Advisors and its affiliates in ensuring that
investment opportunities will be allocated to us fairly and equitably. We expect that these determinations will be
made similarly for other accounts sponsored or managed by NexPoint Advisors and its affiliates. In situations
where co-investment with other accounts managed by our investment adviser or its affiliates is not permitted or
appropriate, our investment adviser and its affiliates will need to decide which client will proceed with the
investment. In such circumstances, our investment adviser’s allocation policy provides, in such circumstances,
for investments to be allocated on a rotational basis to assure that all clients have fair and equitable access to such

investment opportunities. %

Co-Investment Opportunities

We have in the past and expect in the future to co-invest on a concurrent hafis ther affiliates, unless
doing so is impermissible with existing regulatory guidance, applicable reg a% our allocation
procedures. We, Highland and NexPoint Advisors have obtained an exempti er dated April 19, 2016 from
the SEC to permit co-investments among the Company and other accqu naged by NexPoint Advisors or its
affiliates, subject to certain conditions.

Material Non-Public Information

Our senior management and other investment profess@s from our investment adviser may serve as
directors of, or in a similar capacity with, companies i we invest or in which we are considering making
an investment. Through these and other relationshi company, these individuals may obtain material non-
public information that might restrict our ability 6 r sell the securities of such public company under its

policies, our policies or applicable law. C)\

Investment Advisory Agreement

Under the Investment Adzis ment, NexPoint Advisors has agreed to provide investment advisory
services to us. NexPoint Advi s also agreed to provide us with access to personnel and we will pay
NexPoint Advisors a fee forjizestnent management services consisting of a base management fee and an

incentive fee. This fee may create an incentive for NexPoint Advisors to invest in certain types of
securities. &

The manage@ee and incentive fee paid to our investment adviser are based on the value of our
investments and there may be a conflict of interest when personnel of our investment adviser are involved in the
valuation process for our portfolio investments. See “Risk Factors—Risks Relating to our Business and
Structure—There are significant potential conflicts of interest that could affect our investment returns.”

NexPoint Advisors will depend upon its investment professionals and other resources of its affiliates to
fulfill its obligations to us under the Investment Advisory Agreement. We will look to NexPoint Advisors or an
affiliate to obtain access to deal flow generated by the professionals of NexPoint Advisors.

Administration Agreement

We have entered into an Administration Agreement pursuant to which NexPoint Advisors furnishes us with
office facilities, equipment and clerical, bookkeeping, recordkeeping and other administrative services to enable
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us to operate. Under our Administration Agreement, NexPoint Advisors performs, or oversees the performance
of, our required administrative services, which include being responsible for the financial records which we are
required to maintain and preparing reports to our stockholders and reports filed with the SEC.

Private Placement

We entered into private placements with our investment advisor and its affiliate, pursuant to which they
contributed approximately $10.0 million to purchase approximately 1,086,954 shares of common stock at $9.20
per share, which price represented the public offering price of $10.00 per share, excluding selling commissions
and dealer manager fees. We completed a second private placement with NexPoint Advisors on October 8, 2014,
for proceeds of approximately $6.0 million, which amount was used to repurchase our shares from NexPoint
Advisors’ affiliate. On November 25, 2014, we issued an additional 271,739 shares to NexPoint Advisors for
proceeds of approximately $2.5 million. On January 30, 2015, we issued 336,957 shares to NexPoint Advisors at
$9.20 per share for proceeds of approximately $3.1 million. In aggregate through Decembep&l, 2016, we have
issued 2,004,032 shares, including reinvestments of dividends, to NexPoint Advisors for; rs of
approximately $18.4 million and issued 5,098,194 shares, including reinvestments of g i S, to unaffiliated
investors for proceeds of approximately $46.8 million. Each transaction was priced N V. NexPoint
Adpvisors has agreed not to vote its shares on any matter brought to stockholders fedhr®sf® the termination of the
Investment Advisory Agreement or renewal of NexPoint Advisors as our in es‘{e%dviser.

Conversion

On June 10, 2014 NexPoint Capital, LLC converted into a Ddlaytar® corporation, NexPoint Capital, Inc.,
and all of the outstanding limited liability company interests in t Capital, LLC converted into shares of
common stock in NexPoint Capital, Inc. As part of this congersiOmethe existing member of NexPoint Capital,
LLC, NexPoint Advisors, received an aggregate of 21,739‘@31‘68 of our common stock in exchange for the
21,739.13 limited liability company interests they own xPoint Capital, LLC, representing an estimated
equivalent price of $9.20 per share based on the fair&f the assets contributed by NexPoint Advisors in

connection with our formation, as determined by, ard.

Appraisal and Compensation C)

Our certificate of incorporation ides that, in connection with any transaction involving a merger,
conversion or consolidation, eithep®y or indirectly, involving us and the issuance of securities of a
surviving entity after the succ X completion of such transaction, or “roll-up,” an appraisal of all our assets
will be obtained from a co nt¥independent appraiser that will be filed as an exhibit to the registration

statement registering transaction. Such appraisal will be based on all relevant information and will
indicate the value o ets as of a date immediately prior to the announcement of the proposed roll-up. The
engagement of s@e endent appraiser will be for the exclusive benefit of our stockholders. A summary of
such appraisal wi cluded in a report to our stockholders in connection with any proposed roll-up. All

stockholders will be afforded the opportunity to vote to approve such proposed roll-up and will be permitted to
receive cash in an amount of such stockholder’s pro rata share of the appraised value of our net assets.
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CONTROL PERSONS AND PRINCIPAL STOCKHOLDERS

As of May 8, 2017, the following persons are presumed to control us, as such term is defined in the 1940
Act. The following table sets forth certain ownership information with respect to our common stock, as of May §,
2017, for those persons who directly or indirectly own, control or hold with the power to vote, 5% or more of our

outstanding common stock and all officers and directors, as a group.

Percentage of

Type of our outstanding
w ownership Shares owned shares
NexPoint Advisors™ .. ..... ... .. .......... Record/Beneficial 2,052,876 24.91%
James Dondero® . ....... ... . .. ... . ... Beneficial 2,052,876 24.91%
All officers and directors as a group
(10 Persons) . .....oueuveneennnenan .. Beneficial 2,052,876 24.91%

(1) The address for NexPoint Advisors and each director or officer is ¢/o NexPoint Adv1s%P., 300 Crescent

Court, Suite 700, Dallas, Texas 75201.

(2) Mr. Dondero controls NexPoint Advisors GP, LLC, the general partner of Nex
control of NexPoint Advisors GP, LLC, Mr. Dondero may be viewed as h
power over all of the shares of our common stock directly owned by Nex

The following table shows the aggregate dollar range of equity sec
overseen by the directors in the Highland Funds Complex as of Decer\

1sors Through his
g and dispositive
VISOrS.

ed by our directors in all funds
20 16.

Aggregate Dollar Range
of Equity Securities®”
Aggre % oNar Owned in All Funds of
ange 8 uity the Highland Fund
Secyfigies Owned in Complex® Overseen by
Name of Director Ne m Capital, Inc. Director®
Interested Director
Ethan Powell .................| 6 None Over $100,000
Independent Director \O
Timothy K. Hui ....... < .. , y.. None Over $100,000
Dr. Bob Froehlich ......% A None Over $100,000
None None
None None

JohnHonis ........ 0% ........
Bryan A. Ward’. NN ...
(1) Based on market value w.

(2) The “Highland F
Strategies Funds
Opportunitigs
Energy and
Opportunitie

FOnd.

plex” consists of Highland Funds I, Highland Funds II, NexPoint Credit

t Capital, Inc., NexPoint Merger Arbitrage Fund, NexPoint Latin American
exPoint Real Estate Strategies Fund, NexPoint Opportunistic Credit Fund, NexPoint
grials Opportunities Fund, NexPoint Discount Yield Fund and NexPoint Healthcare

(3) Dollar ranges are as follows: None, $1-$10,000, $10,001-$50,000, $50,001-$100,000 and over $100,000.

The table below shows the dollar range of shares of common stock beneficially owned by each of our
portfolio managers after giving effect to the private placement as of December 31, 2016.

Dollar Range of Equity

Name of Portfolio Manager

Securities in

NexPoint Capital®

James Dondero ........... ... ... ... .. ....
Michael Gregory ............. .. ..o,

Over $1 million

None

(1) Dollar ranges are as follows: None, $1 - $10,000, $10,001 - $50,000, $50,001 - $100,000, $100,001 -

$500,000, $500,001 - $1,000,000, or over $1,000,000.
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THE ADVISER AND THE ADMINISTRATOR

NexPoint Advisors is registered with the SEC as an investment adviser under the Advisers Act, and we and
NexPoint Advisors have entered into the Investment Advisory Agreement. The principal executive offices of
NexPoint Advisors are located at 300 Crescent Court, Suite 700, Dallas, Texas 75201. As of February 28, 2017,
NexPoint Advisors had approximately $620 million of capital under management. Together with NexPoint
Advisors and its other affiliates, Highland managed approximately $14.9 billion in assets on behalf of investors
around the world as of February 28, 2017. NexPoint Advisors is controlled by James Dondero by virtue of his
control of its general partner, NexPoint Advisors GP, LLC.

Investment Advisory Agreement

NexPoint Advisors serves as our investment adviser in accordance with the terms of the Investment
Advisory Agreement. Subject to the overall supervision of our Board, the investment advisgegvill manage the
day-to-day operations of, and provide investment management services to, us. Under thegte the Investment
Advisory Agreement, NexPoint Advisors does and will:

e determine the composition and allocation of our portfolio, the nature a % of the changes to our
portfolio and the manner of implementing such changes; x

e identify, evaluate and negotiate the structure of the investments w
diligence on our prospective portfolio companies);

e determine the securities and other assets that we purchaf,n\n or sell; and

e close, monitor and administer the investments we m ding the exercise of any voting or consent
rights.

(including performing due

NexPoint Advisors’ services under the Investmen ry Agreement are not exclusive, and it is free to
furnish similar services to other entities so long as i #es to us are not impaired. Under the Investment
Advisory Agreement, we will pay NexPoint Adv %ee for investment management services consisting of a
base management fee and an incentive fee. 0

The base management fee WQ ulated at an annual rate of 2.0% of our gross assets including cash and

cash equivalents and assets pu with borrowed funds, and is payable quarterly in arrears. The base
management fee will be calz e®based on the average value of our gross assets at the end of the two most

Management Fee.

recently completed ca arters, and appropriately adjusted for any share issuances or repurchases during
the current calendar g or purposes of calculating the base management fee, gross assets will be the
equivalent of the ssets” line item on our balance sheet. Unrealized gains on any total return swaps that
we may enter into be reflected in the “Total Assets” line item on our balance sheet and therefore included in
the computation of the base management fee. Base management fees for any partial quarter will be appropriately
prorated.

Incentive Fee.

The incentive fee consists of two components that are independent of each other, with the result that one
component may be payable even if the other is not.

The first component, which is income-based, will be calculated and payable quarterly in arrears,
commencing with the quarter ending September 30, 2014, based on our Pre-Incentive Fee Net Investment
Income for the immediately preceding calendar quarter. For this purpose, Pre-Incentive Fee Net Investment
Income means in each case on a consolidated basis interest income, distribution income and any other income
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(including any other fees (other than fees for providing managerial assistance), such as commitment, origination,
structuring, diligence and consulting fees or other fees that we receive from portfolio companies) accrued during
the calendar quarter, minus our operating expenses for the quarter (including the base management fee, expenses
payable under the Administration Agreement and any interest expense and any dividends paid on any issued and
outstanding preferred stock, but excluding the incentive fee). Pre-Incentive Fee Net Investment Income includes,
in the case of investments with a deferred interest feature (such as original issue discount, debt instruments with
PIK interest and zero coupon securities), accrued income that we have not yet received in cash. Pre-Incentive Fee
Net Investment Income does not include any realized capital gains, realized capital losses or unrealized capital
appreciation or depreciation.

The operation of the first component of the incentive fee for each quarter is as follows:

* no incentive fee is payable to our investment adviser in any calendar quarter in which our Pre-Incentive
Fee Net Investment Income does not exceed the Hurdle Rate of 1.875%;

* 100% of our Pre-Incentive Fee Net Investment Income with respect to that porti uch Pre-
Incentive Fee Net Investment Income, if any, that exceeds the Hurdle Rate buN an 2.34375% in
any calendar quarter is payable to our investment adviser. We refer to this ion®f our Pre-Incentive
Fee Net Investment Income (which exceeds the Hurdle Rate but is les %4375 %) as the “catch-
up.” The effect of the “catch-up” provision is that, if such Pre-Incent et Investment Income
exceeds 2.34375% in any calendar quarter, our investment advise Ne eive 20% of such Pre-
Incentive Fee Net Investment Income as if the Hurdle Rate didaaot y; and

e 20% of the amount of such Pre-Incentive Fee Net Invest ncome, if any, that exceeds 2.34375% in
any calendar quarter is payable to our investment advisez i

issue discount) will be paid to our investment adviser, wit interest, only if and to the extent we actually
receive such interest in cash, and any accrual will be re and to the extent such interest is reversed in
connection with any write-off or similar treatment o @restment giving rise to any deferred interest accrual.
Any reversal of such amounts would reduce net ipgofie)for the quarter by the net amount of the reversal (after
taking into account the reversal of incentive l\ ble) and would result in a reduction of the incentive fees
for such quarter.

The portion of such incentive fee that is attributable tcidef interest (such as PIK interest or original

There is no accumulation of amgugts on the Hurdle Rate from quarter to quarter and, accordingly, there is
no clawback of amounts previousl @ subsequent quarters are below the quarterly Hurdle Rate and there is
no delay of payment if prior q® esbelow the quarterly Hurdle Rate. Since the Hurdle Rate is fixed, as

interest rates rise, it will be eaﬁx our investment adviser to surpass the Hurdle Rate and receive an incentive
et Investment Income.

fee based on Pre—Incen'KD

Our net invegmgNn®ome used to calculate this component of the incentive fee is also included in the
amount of our co @ hted gross assets used to calculate the 2.0% base management fee. These calculations will
be appropriately pro®died for any period of less than three months and adjusted for any share issuances or
repurchases during the current quarter.

The following is a graphical representation of the calculation of the income-based component of the
incentive fee:

Quarterly Incentive Fee based on Pre-Incentive Fee Net Investment Income
(expressed as a percentage of the value of net assets)

0 1.875% 2.34375%

| | | >
| | | ]

0% > < 100% —> —— 20% —>

A
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Percentage of Pre-Incentive Fee Net Investment Income allocated to first component of incentive fee

The second component, the capital gains component of the incentive fee will be determined and payable in
arrears as of the end of each calendar year (or upon termination of the Investment Advisory Agreement, as of the
termination date), commencing on December 31, 2014, and will equal 20% of our cumulative aggregate realized
capital gains from our formation through the end of that calendar year, computed net of our aggregate cumulative
realized capital losses and our aggregate cumulative unrealized capital depreciation through the end of such year,
less the aggregate amount of any previously paid capital gains incentive fees. If such amount is negative, then no
capital gains incentive fee will be payable for such year. Additionally, if the Investment Advisory Agreement is
terminated as of a date that is not a calendar year end, the termination date will be treated as though it were a
calendar year end for purposes of calculating and paying the capital gains incentive fee. The capital gains
component of the incentive fee is not subject to any minimum return to stockholders.

Because of the structure of the incentive fee, it is possible that we may pay an incentive fee in a quarter
where we incur a loss. For example, if we receive Pre-Incentive Fee Net Investment Incom cess of the
Hurdle Rate, we will pay the applicable incentive fee even if we have incurred a loss in t ter due to
realized and unrealized capital losses.

For purposes of computing the capital gains incentive fee, NexPoint Adv1 become entitled to a
capital gains incentive fee only upon the termination or disposition of a tota ap, at which time all net
gains and losses of the underlying loans constituting the reference asset tal return swap will be realized.

For purposes of computing the incentive fee on income NexPoint Ad not entitled to any incentive fee on
income with respect to a total return swap.

Examples of Quarterly Incentive Fee Calculation Q

Example 1: Income Related Portion of Incentive Fee LF

Alternative 1 6

Assumptions \Q
Investment income (including intere@( utions, fees, etc.) = 1.25%

Hurdle Rate = 1.875%
Base management fee) = 0.5%

Other expenses (legal, acgou ) todian, transfer agent, etc.)® = 0.35%
Pre-Incentive Fee Net Inv, nt Income
(investment inco (Dhse management fee + other expenses)) = 0.4%
Pre-Incentive Fee t& tment Income does not exceed the Hurdle Rate, therefore there is no incentive fee.

Alternative 2
Assumptions

Investment income (including interest, distributions, fees, etc.) = 3.0%
Hurdle Rate = 1.875%
Base management fee) = 0.5%
Other expenses (legal, accounting, custodian, transfer agent, etc.)® = 0.35%
Pre-Incentive Fee Net Investment Income

(investment income—(base management fee + other expenses)) = 2.15%

Pre-Incentive Fee Net Investment Income exceeds the Hurdle Rate, therefore there is an incentive fee.
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Incentive fee = (100% x (Pre-Incentive Fee Net Investment Income - 1.875%))

= (100.0% x (2.15% - 1.875%))
= 100.0% x 0.275%
=0.275%

Alternative 3
Assumptions

Investment income (including interest, distributions, fees, etc.) = 3.75%
Hurdle Rate = 1.875%
Base management fee) = 0.5%
Other expenses (legal, accounting, custodian, transfer agent, etc.)® = 0.35%
Pre-Incentive Fee Net Investment Income
(investment income - (base management fee + expenses)) = 2.9% %

Pre-Incentive Fee Net Investment Income exceeds the Hurdle Rate, therefore there i \ncentive fee.

Incentive fee = (100% x “Catch-Up”) + (20% x (Pre-Incentive Fee Net Inve m\‘t ome - 2.34375%))
Catch up = 2.34375% - 1.875% }\b "

=0.46875% \
Incentive Fee = (100% x 0.46875%) + (20% x (2.9% - 2.3437

= 0.46875% + (20.0% x 0.55625%)
=0.46875% + 0.11125% b
=0.58%

(*) The hypothetical amount of Pre-Incentive E nvestment Income shown is based on a percentage of net
assets.

(1) Represents 2.0% annualized base m@t fee.
se

(2) Excludes organizational and offering

Example 2: Capital Gains Pertign entive Fee:

Alternative 1

X

e Year 1; @ ion investment made in Company A (“Investment A”), and $30 million investment
made inNg@#pany B (“Investment B”’)

e Year 2: Investment A sold for $50 million and fair market value (“FMV”), of Investment B determined
to be $32 million

e Year 3: FMV of Investment B determined to be $25 million

e Year 4: Investment B sold for $31 million

The capital gains portion of the incentive fee would be:
e Year 1: None

e Year 2: Capital gains incentive fee of $6 million ($30 million realized capital gains on sale of
Investment A multiplied by 20.0%)
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Year 3: None; $5 million (20.0% multiplied by ($30 million cumulative capital gains less $5) million
cumulative capital depreciation)) less $6 million (previous capital gains fee paid in Year 2)

Year 4: Capital gains incentive fee of $200,000; $6.2 million ($31 million cumulative realized capital
gains multiplied by 20.0%) less $6 million (capital gains fee paid in Year 2)

Alternative 2

Assumptions

Payment of Our Expense ’\Q
All investment pro s@%
engaged in providing

expenses of such p

Year 1: $20 million investment made in Company A (“Investment A”), $30 million investment made in
Company B (“Investment B”) and $25 million investment made in Company C (“Investment C”)

Year 2: Investment A sold for $50 million, FMV of Investment B determined to be $25 million and
FMV of Investment C determined to be $25 million

Year 3: FMV of Investment B determined to be $27 million and Investment C $30 million
Year 4: FMV of Investment B determined to be $35 million

Year 5: Investment B sold for $20 million

Year 1: None

The capital gains portion of the incentive fee would be: \v\

Year 2: Capital gains incentive fee of $5 million; 20.0% tiplied by $25 million ($30 million
realized capital gains on Investment A less $5 millio zed capital depreciation on Investment B)

Year 3: Capital gains incentive fee of $1.4 millioph$6.4 million (20.0% multiplied by $32 million
($35 million cumulative realized capital gains million unrealized capital depreciation on
Investment B)) less $5 million (capital gaiEi ceived in Year 2)

realized capital gains of $35 mijon Jess realized capital losses of $10 million)) less $6.4 million

Year 4: None Q
Year 5: None; $5 million of cap@ ncentive fee (20.0% multiplied by $25 million (cumulative
(cumulative capital gains feggpaid in Year 2 and Year 3)

of our investment adviser and their respective staffs when and to the extent
t advisory and management services, and the compensation and routine overhead
allocable to such services, will be provided and paid for by our investment adviser.

We will bear all &her gosts and expenses of our operations and transactions, including:

our organization;
calculating our NAV (including the costs and expenses of independent valuation firms);

fees and expenses, including travel expenses, incurred by NexPoint Advisors or payable to third parties
in performing due diligence on prospective portfolio companies, monitoring our investments and, if
necessary, enforcing our rights;

interest payable on debt, if any, incurred to finance our investments;

the costs of this and all future offerings of common shares and other securities, and other incurrence of
debt;

the base management fee and any incentive fee;
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e distributions on our shares;
e administration fees payable to NexPoint Advisors under the Administration Agreement;
e transfer agent and custody fees and expenses;

e the actual costs incurred by NexPoint Advisors as our administrator in providing managerial assistance
to those portfolio companies that request it;

e amounts payable to third parties relating to, or associated with, evaluating, making and disposing of
investments;

* brokerage fees and commissions;

e registration fees;

o listing fees;

e taxes; %
e independent director fees and expenses; \

e costs associated with our reporting and compliance obligations under, the QAct and applicable U.S.
federal and state securities laws;

e the costs of any reports, proxy statements or other notices to o&tmolders, including printing costs;

e costs of holding stockholder meetings; (L\

e our fidelity bond; Q‘
e directors and officers/errors and omissions liabiligy in ce, and any other insurance premiums;

e litigation, indemnification and other non-recu extraordinary expenses;

e direct costs and expenses of administratio eration, including audit and legal costs;

» fees and expenses associated with g efforts, including deal sourcing fees and marketing to

financial sponsors; Q
e dues, fees and charges of any tra sociation of which we are a member; and

e all other expenses reasonal urred by us or NexPoint Advisors in connection with administering

our business. 0\
)

The continugyt ¢ Investment Advisory Agreement until October 31, 2017 was approved by our
Board, including § brity of our directors who are not interested persons of NexPoint Advisors, on
September 9, 2016."®nless terminated earlier as described below, the Investment Advisory Agreement will
remain in effect from year to year if approved annually by our Board, or by the affirmative vote of the holders of
a majority of our outstanding voting securities, including, in either case, approval by a majority of our directors
who are not interested persons of NexPoint Capital. The Investment Advisory Agreement will automatically
terminate in the event of its assignment. The Investment Advisory Agreement may be terminated by us without
penalty upon not more than 60 days’ written notice to NexPoint Advisors and by NexPoint Advisors upon 120
days’ written notice to us. If NexPoint Advisors terminates the Investment Advisory Agreement, it will be
responsible for the expenses incurred in connection with its termination. Any termination by us must be
authorized either by our Board or by vote of our stockholders. We may terminate NexPoint Advisors’ interest in
our revenues, expenses, income, losses, distributions and capital by payment of an amount equal to the then-
present fair market value of such interest, determined by agreement between us and NexPoint Advisors. If we
cannot agree on such amount, it will be determined in accordance with the then-current rules of the American

Duration and Te
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Arbitration Association. The expenses of such arbitration shall be borne equally. The method of payment to
NexPoint Advisors must be fair and must protect our solvency and liquidity. However, all payments will be
limited to the amounts due pursuant to Section 3 of the Investment Advisory Agreement at the date of
termination, but not yet made. In no event will these termination provisions require the Company or NexPoint
Advisors to make or receive any payment other than as would be permitted under the 1940 Act. In addition, the
termination provisions will not impact any shares in the Company held by NexPoint Advisors. See “Risk
Factors—Risks Relating to our Business and Structure—We depend upon key personnel of NexPoint Advisors
and its affiliates.”

Limitation of Liability and Indemnification

The Investment Advisory Agreement provides that NexPoint Advisors and its officers, directors, employees
and affiliates are not liable to us or any of our stockholders for any act or omission by it or its employees in the
supervision or management of our investment activities or for any damages, liabilities, costgmand expenses
(including reasonable attorneys’ fees and amounts reasonably paid in settlement) or lossgs ed by us or our

stockholders, except that the foregoing exculpation does not extend to any act or omissi nstituting
"ﬁ

misconduct or negligence. The Investment Advisory Agreement also provides for i pification by us of
NexPoint Advisors’ members, directors, officers, employees, agents and contrqQl oelsoMetor liabilities incurred
by them in connection with their services to us, subject to the same limitatio, SX\d‘ ertain conditions. In no
circumstance will the Company be liable for indemnification, if such indem& jon would exceed that
permitted under applicable provisions of the 1940 Act.

Board of Directors’ Approval of the Investment Advisory @
2 il

Our Board determined at a meeting held on Septembe®, to approve the continuation of the
Investment Advisory Agreement until October 31, 2017. T onsideration of the Investment Advisory
Agreement, our Board focused on information it had r elating to:

e the nature, quality and extent of the advis@nd other services to be provided to us by the investment

adviser; \[
e comparative data with respect t! advt' y fees or similar expenses paid by other business development
companies with similar investm jectives;

e our projected operatinga@ and expense ratio compared to business development companies with
11VRS;

similar investment 08)\l
* any existing and &[l sources of indirect income to the investment adviser or NexPoint Advisors
@ps with us and the profitability of those relationships;

from their rgl€y
e informaj the services to be performed and the personnel performing such services under the
Invest visory Agreement;

» the organizational capability and financial condition of the investment adviser and its affiliates;

* the investment adviser’s practices regarding the selection and compensation of brokers that may
execute our portfolio transactions and the brokers’ provision of brokerage and research services to the
investment adviser; and

e the possibility of obtaining similar services from other third party service providers or through an
internally managed structure.

Based on the information that the Board reviewed and further discussions, the Board, including a majority
of the non-interested directors, determined that the investment advisory fee rates are reasonable in relation to the
services to be provided. We expect that the Board will undertake the same or a similar review in connection with
any proposed amendment to, or renewal of, the Investment Advisory Agreement.
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Prohibited Activities

Our certificate of incorporation prohibits the following activities between us and NexPoint Advisors and its
affiliates:

*  We may not purchase or lease assets in which NexPoint Advisors or its affiliates has an interest unless
we disclose the terms of the transaction to our stockholders and the terms do not exceed the lesser of
cost or fair market value, as determined by an independent expert;

e NexPoint Advisors and its affiliates may not acquire assets from us unless approved by our
stockholders in accordance with our certificate of incorporation;

*  We may not lease assets to NexPoint Advisors or its directors unless we disclose the terms of the
transaction to our stockholders and such terms are fair and reasonable to us;

*  We may not make any loans to NexPoint Advisors or its affiliates except for the advancement of funds
as permitted by our certificate of incorporation;

*  We may not acquire assets in exchange for our stock; \

*  We may not pay a commission or fee, either directly or indirectly to N dvisors or its affiliates,
except as otherwise permitted by our charter, in connection with the sgment of cash flows from
operations and available reserves or of the proceeds of the resale, w or refinancing of our assets;

u

e NexPoint Advisors and its affiliates may not charge duplicate s; and

e NexPoint Advisors and its affiliates may not provide finm to us with a term in excess of 12

months. Q

Rebates, Kickbacks and Reciprocal Arrangements

Under the terms of the Investment Advisory A e@t, NexPoint Advisors may not (A) receive or accept
any rebate, give-up or similar arrangement that is \%ned under applicable federal or state securities laws,
(B) participate in any reciprocal business arr: @ hat would circumvent provisions of applicable federal or
state securities laws governing conflicts offffite r investment restrictions, or (C) enter into any agreement,
arrangement or understanding that would@went the restrictions against dealing with affiliates or promoters
under applicable federal or state securifies laws. In addition, NexPoint Advisors may not directly or indirectly
pay or award any fees or commissio @n yther compensation to any person or entity engaged to sell our stock or
give investment advice to a pote@ eholder; provided, however, that NexPoint Advisors may pay a
registered broker-dealer or otKN erly licensed agent from sales commissions for selling or distributing our

common stock. &0
ent

Administration £

Pursuant to the*Administration Agreement, NexPoint Advisors furnishes us with office facilities, equipment
and clerical, bookkeeping and record keeping services to enable us to operate. Under the Administration
Agreement, NexPoint Advisors also will perform, or oversee the performance of, our required administrative
services, which include being responsible for the financial records which we are required to maintain and
preparing reports to our stockholders and reports filed with the SEC. In addition, NexPoint Advisors assists us in
determining and publishing our NAV, oversees the preparation and filing of our tax returns and the printing and
dissemination of reports to our stockholders, and generally oversees the payment of our expenses and the
performance of administrative and professional services rendered to us by others. Under the Administration
Agreement, NexPoint Advisors also provides on our behalf managerial assistance to those portfolio companies to
which we are required to provide such assistance. We have agreed to reimburse NexPoint Advisors for our
allocable portion of overhead and other expenses incurred by NexPoint Advisors in performing its obligations
under the Administration Agreement. In no event, however, will we reimburse NexPoint Advisors under the
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Administration Agreement in an amount that exceeds an annual rate of 0.4% of our gross assets, including cash
and cash equivalents and assets purchased with borrowed funds. In addition, we will reimburse NexPoint
Adpvisors the actual costs incurred in providing managerial assistance to our portfolio companies that request
such assistance and the costs of providing such assistance will not be subject to the cap on reimbursement. The
Administration Agreement may be terminated by either party without penalty upon 60 days’ written notice to the
other party. NexPoint Advisors may outsource any of the functions it performs pursuant to the Administration
Agreement. To the extent that NexPoint Advisors outsources any of its functions, we pay the fees associated with
such functions on a direct basis without profit to NexPoint Advisors.

Limitation of Liability and Indemnification

The Administration Agreement provides that NexPoint Advisors and its officers, directors, employees and
affiliates are not liable to us or any of our stockholders for any act or omission by it or its employees in the
supervision or management of our investment activities or for any damages, liabilities, costgmand expenses
(including reasonable attorneys’ fees and amounts reasonably paid in settlement) or lossgs

stockholders, except that the foregoing exculpation does not extend to any act or omlii1 nstituting

misconduct or negligence. The Administration Agreement also provides for indemnf{fic§jon by us of NexPoint
Advisors” members, directors, officers, employees, agents and control persons DNefles incurred by them in
connection with their services to us, subject to the same limitations and to ceEa c@itions.
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DETERMINATION OF NAV

The NAV of our outstanding shares of common stock will be determined at least quarterly by dividing the
value of total assets minus liabilities by the total number of shares outstanding at the date as of which the
determination is made. When we calculate NAV, we will accrue as a liability in accordance with GAAP the
amount, if any, which we may owe to our investment adviser under the income incentive fee and the capital gains
incentive fee, with the latter being based on the amount of unrealized and realized capital appreciation. We note
that any such accruals may be reversed from time to time, as GAAP assumes that the assets are all sold as of the
balance sheet date and, as a result, there can be an artificial accrual.

We value our investments in accordance with ASC 820. ASC 820 defines fair value, establishes a
framework for measuring fair value and expands disclosures about assets and liabilities measured at fair value.
ASC 820’s definition of fair value focuses on exit price in the principal, or most advantageous, market and
prioritizes the use of market-based inputs over entity-specific inputs within a measurement giyfair value. ASC
820 classifies the inputs used to measure these fair values into the following hierarchy:

™

eporting date — The

Level 1 — quoted unadjusted prices in active markets for identical investments
s with quoted prices.

types of investments in Level 1 include exchange-traded equities, debt and %
1

prepayments, credit risk, etc.) — Level 2 inputs include interest rates, yi ves, volatilities, prepayment
risks, loss severities, credit risks and default rates. The types of igv ts in Level 2 generally include
corporate bonds and loans, government and agency securities, iquitl and restricted equity investments,
over-the-counter traded derivatives and other investments w heMfair value is based on observable
mputs.

Level 2 — other significant observable inputs (including quoted prices ﬁ!ﬁ s& nvestments, interest rates,

Level 3 — significant unobservable inputs (including thaAjnvestment adviser’s own assumptions about the
assumptions market participants would use in dete the fair values of investments) — These inputs
reflect our Board’s assessment of the assumptiogs market participants use to value the investment based

on the best available information. Level 3 inp ude prices of quoted securities in markets for which
@ exists or prices vary among brokered market makers. The
priblicly traded equity, debt, real estate and derivatives.

there are few transactions, less public infQ
types of investments in Level 3 incl 0

)

the instrument’s level within the fair hierarchy is based on the lowest of the three levels (with Level 3
being the lowest) that is s1gn1fy: alue measurement. The assessment of the significance of an input
requires judgment and con51 rs specific to the instrument. The transfer of assets into or out of each fair
value hierarchy level is c@ for as of the end of the reporting period.

In some instances, an instrument 'a into different levels of the fair value hierarchy. In such instances,

When an extgem{ et with respect to one of our portfolio companies, such as a purchase transaction,
quent equity sale occurs, we expect to use the pricing indicated by the external event to
corroborate our valttation.

Our portfolio consists of primarily debt investments. These investments may be valued at their bid
quotations obtained from unaffiliated market makers, other financial institutions that trade in similar investments
or based on prices provided by independent third party pricing services. For investments for which market
quotations are not readily available, fair value is derived using proprietary models that may consider the analyses
of independent valuation agents as well as credit risk, liquidity, market credit spreads, and other applicable
factors for similar transactions.

Due to the nature of our strategy, our portfolio includes relatively illiquid investments that are privately

held. Valuations of privately held investments are inherently uncertain and they may fluctuate over short periods
of time and may be based on estimates. The determination of fair value may differ materially from the values that
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would have been used if a ready market for these investments existed. Our NAV could be materially affected if
the determinations regarding the fair value of our investments were materially higher or lower than the values
that we ultimately realize upon the disposal of such investments.

Our Board has retained an independent valuation firm to review periodically the valuation of each portfolio
investment that does not have a readily available market quotation. We plan for this independent valuation firm
and any additional valuation firm retained by our Board to provide a valuation review on approximately one-
quarter of our investments for which market quotations are not readily available each quarter, or more frequently
as needed.

Our Board, a committee thereof or NexPoint Advisors, acting pursuant to board-approved procedures, will
determine the fair value of the portfolio investments for which market quotations are not readily available on an
at least quarterly basis or any other situation where portfolio investments require a fair value determination.

Fair value of publicly traded instruments is generally based on quoted market price lue of non-
publicly traded instruments, and of publicly traded instruments for which quoted market¥pNges are not readily
available, may be determined based on other relevant factors, including without lim , quotations from

unaffiliated market makers or independent third party pricing services, the pricg fcthv f equivalent
instruments, and valuation pricing models. For those investments valued usi s{) ons, the bid price is
generally used, unless we determine that it is not representative of an exit pr&

With respect to investments for which market quotations are @available, our Board intends to
undertake a multistep valuation process, as described below:

e Our valuation process begins with each portfolio cor@ r investment being initially valued by
investment professionals of our investment advisghgesponsible for credit monitoring.

e Preliminary valuation conclusions are then d ted and discussed with our senior management and
our investment adviser.

e The audit committee of the Board rﬂ ese preliminary valuations.

e At least once each quarter, the ‘@o s for approximately one quarter of the portfolio investments
that have been fair valued are reWeas#cd by an independent valuation firm such that, over the course of a
year, each material portfoli estment that has been fair valued shall have been reviewed by an

independent valuatio‘n fQ st once.
e The Board discusse® ions and determines the fair value of each investment in our portfolio in

good faith. @

Investments fair value is determined using inputs defined above as Level 3 are fair valued using
the income and nf¥g approaches, which may include the discounted cash flow method, reference to
performance statisti€s of industry comparables, relative comparable yield analysis, and in certain cases third
party valuations performed by independent valuation firms. The valuation methods can reference various factors
and use various inputs such as assumed growth rates, capitalization rates, and discount rates, loan-to-value ratios,
liquidation value, relative capital structure priority, market comparables, compliance with applicable loan,
covenant and interest coverage performance, book value, market derived multiples, reserve valuation, assessment
of credit ratings of an underlying borrower, review of ongoing performance, review of financial projections as
compared to actual performance, review of interest rate and yield risk. Such factors may be given different
weighting depending on our assessment of the underlying investment, and we may analyze apparently
comparable investments in different ways. See “Risk Factors—Risks Relating to our Business and Structure—
Price declines and illiquidity in the corporate debt markets may adversely affect the fair value of our portfolio
investments, reducing our NAV through increased net unrealized depreciation.”
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Determinations In Connection With Offerings

We sell our shares on a continuous basis at a current public offering price established by our Board or a
committee thereof. Except as otherwise provided in the 1940 Act, we are generally prohibited under the 1940 Act
from selling our shares of common stock at a net public offering price that is below our NAV per share. In
connection with each weekly closing, we intend to ensure that our net offering price is not 2.5% or more above
the NAV. Should the NAV decrease to 2.5% or more below our current net offering price, our Board will
establish a new net offering price such that our NAV is not above, nor more than 2.5% below, our net offering
price per share.

In connection with each weekly closing, the Board, a committee thereof or NexPoint Advisors, acting
pursuant to Board-approved procedures, will determine that we are not selling shares of our common stock at a
price below the current NAV of our common stock, determined as described above, as of a time within 48 hours
of the closing, excluding Sundays and holidays. To the extent that the Board, a committee thereof or NexPoint

Adpvisors, acting pursuant to Board-approved procedures, determines that (i) the net offerin@ ghige of the shares is
below the NAV, determined as described above, as of a time within 48 hours of the closihg, ding Sundays
and holidays, or (ii) there is even a remote possibility that the net offering price of t are®may fall below the

NAYV of our common stock at such time, our Board, committee thereof or NexP ors, acting pursuant to
board-approved procedures, will (a) postpone the offering until such time that [‘%?unes that the net offering
price will not be below the NAV, or (b) establish a new net offering price th@§is'§q®al to or higher than the NAV.

These processes and procedures are part of our compliance polici§s'aiN procedures. Records will be made
contemporaneously with all determinations described in this secti hese records will be maintained with
other records we are required to maintain under the 1940 Act. pliy#following any adjustment to the offering
price per share of our common stock offered pursuant to this p@tus, we will update this prospectus by filing
a prospectus supplement with the SEC. We will also make Jdated information available via our website.
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DISTRIBUTION REINVESTMENT PLAN

We have adopted a distribution reinvestment plan pursuant to which a stockholder can elect to have the full
amount of our cash distributions reinvested in additional shares of our common stock. Any distributions of our
shares pursuant to our distribution reinvestment plan are dependent on the continued registration of our securities
or the availability of an exemption from registration in the recipient’s home state. Participants in our distribution
reinvestment plan are free to elect to participate or terminate participation in the plan within a reasonable time as
specified in the plan. If the Board authorizes, and we declare, a cash dividend or other distribution, then our
stockholders who have ‘opted in’ to our distribution reinvestment plan will have their cash distribution
automatically reinvested in additional shares of our common stock, rather than receiving the cash distribution.
However, certain state authorities or regulators may impose restrictions from time to time that may prevent or
limit a stockholder’s ability to participate in our distribution reinvestment plan. You should contact your broker
or financial intermediary regarding any such restrictions that may be applicable to your investment in shares of

our common stock.

No action is required on the part of a registered stockholder to receive dividends or&tributions in
cash. A registered stockholder may elect to receive an entire distribution in shares o’ommon stock by
notifying DST Systems, Inc., the plan administrator and our transfer agent and ;gi¥rafn writing so that such
notice is received by the plan administrator no later than the record date for is% ns to stockholders. The
plan administrator will set up an account for shares acquired through the pla ach stockholder who elects to

receive dividends or other distributions in cash and hold such shares i -cErtificated form in the name of the
plan administrator or its nominee. Those stockholders whose share eld®y a broker or other financial
intermediary may opt to receive dividends and other distributions sidby notifying their broker or other

financial intermediary of their election.

We intend to use newly issued shares to implement t . The number of shares to be issued to a
stockholder is determined by dividing the total dollar a f the distribution payable to such stockholder by
an amount equal to 92% of the price at which com es are sold in the offering at the last weekly closing of
the month. The number of shares of our commo o be outstanding after giving effect to payment of the
dividend or other distribution cannot be est, N@ntﬂ the value per share at which additional shares will be
issued has been determined and elections (f oug tockholders have been tabulated. The reinvested distributions
will increase our gross assets under mana t on which the management fee and incentive fee are payable to

NexPoint Advisors. Q
*
&

There will be no brokera es or other sales charges to stockholders who elect to participate in the
plan. The plan administrato e®will be paid by us.

Dividends and K&xable distributions are taxable to you even if they are reinvested in additional units of
our common sha ePour distribution reinvestment plan. See “Tax Matters.”

To qualify for the special tax treatment accorded to RICs and their stockholders, we must, among other
things, distribute to our stockholders with respect to each taxable year at least 90% of the sum of our “investment
company taxable income” (as that term is defined in the Code, without regard to the deduction for dividends
paid—generally taxable ordinary income and the excess, if any, of net short-term capital gains over net long-term
capital losses) and any net tax-exempt interest income (the excess of our gross tax-exempt interest over certain
disallowed deductions), for such year, in a manner qualifying for the dividends paid deduction. If we were not a
“publicly offered” RIC within the meaning of Code Section 67(c)(2)(B) for any taxable year, such status would
potentially render distributions to our stockholders non-deductible by virtue of the terms of our distribution
reinvestment plan, which would bear adversely on our ability to satisfy the distribution requirements to qualify as
a RIC accorded special tax treatment for such year. See “Tax Matters” for more information.
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Participants may terminate their accounts under the plan by notifying the plan administrator in writing or
calling the plan administrator’s Interactive Voice Response System at (844) 485-9167. Such termination will be
effective immediately if the participant’s notice is received by the plan administrator at least three days prior to
any payment date; otherwise, such termination will be effective only with respect to any subsequent distribution.

The plan may be terminated by us upon notice in writing mailed to each participant at least 30 days prior to
any record date for the payment of any dividend by us. All correspondence concerning the plan, including
requests to obtain additional information about the plan, should be directed to the plan administrator in writing or
by calling the plan administrator’s interactive voice response system at (844) 485-9167.
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DESCRIPTION OF CAPITAL STOCK

The following description summarizes the material provisions of the DGCL and our certificate of
incorporation and bylaws that are relevant to an investment in our common stock. This summary may not contain
all of the information that is important to you, and we refer you to the DGCL and our certificate of incorporation
and bylaws for a more detailed description of the provisions summarized below.

Capital Stock

Our authorized stock consists of 200,000,000 shares of common stock, par value $0.001 per share, and
25,000,000 shares of preferred stock, par value $0.001 per share. There are no outstanding options or warrants to
purchase our stock. No stock has been authorized for issuance under any equity compensation plans. Under
Delaware law, our stockholders generally are not personally liable for our debts or obligations.

The following are our outstanding classes of securities as of March 31, 2017: \%

(4)
A3) Q Amount Outstanding
1) 2) Amount Held by Us oy for Exclusive of Amounts
Title of Class Amount Authorized Our Account Shown Under (3)
Common Stock 200,000,000 7,979,704
Preferred Stock 25,000,000

_4\
Common StoQ(1>

All shares of our common stock have equal rights as nings, assets, dividends and voting and, when
they are issued, will be duly authorized, validly issued, id and nonassessable. Distributions may be paid
to the holders of our common stock if, as and when #zed by the Board and declared by us out of legally
available funds. Shares of our common stock ha eemptive, exchange, conversion or redemption rights and
are freely transferable, except when thei% estricted by U.S. federal and state securities laws or by

ssol

contract. In the event of our liquidation, ™n or winding up, each share of our common stock would be
entitled to share ratably in all of our assets are legally available for distribution after we pay all debts and
other liabilities and subject to any pr tial rights of holders of our preferred stock, if any preferred stock is
outstanding at such time. Each sh common stock is entitled to one vote on all matters submitted to a
vote of stockholders, includin > lection of directors. Except as provided with respect to any other class or
series of stock, the holders r ®ommon stock will possess exclusive voting power. There is no cumulative
voting in the election i§€tPrs, which means that holders of a majority of the outstanding shares of common
stock can elect all o k ectors, and holders of less than a majority of such shares will not be able to elect any

directors.

Preferred Stock

Our certificate of incorporation authorizes the Board to classify and reclassify any unissued shares of
preferred stock into other classes or series of preferred stock without stockholder approval. Prior to issuance of
shares of each class or series, the Board is required by Delaware law and by our certificate of incorporation to set
the terms, preferences, conversion or other rights, voting powers, restrictions, limitations as to dividends or other
distributions, qualifications and terms or conditions of redemption for each class or series. Thus, the Board could
authorize the issuance of shares of preferred stock with terms and conditions that could have the effect of
delaying, deferring or preventing a transaction or a change in control that might involve a premium price for
holders of our common stock or otherwise be in their best interest. You should note, however, that any issuance
of preferred stock must comply with the requirements of the 1940 Act. The 1940 Act requires that
(1) immediately after issuance and before any dividend or other distribution is made with respect to our common
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stock and before any purchase of common stock is made, such preferred stock together with all other senior
securities must not exceed an amount equal to 50% of our total assets after deducting the amount of such
dividend, distribution or purchase price, as the case may be, and (2) the holders of shares of preferred stock, if
any are issued, must be entitled as a class to elect two directors at all times and to elect a majority of the directors
if dividends on such preferred stock are in arrears by two years or more. Some matters under the 1940 Act
require the separate vote of the holders of any issued and outstanding preferred stock. For example, holders of
preferred stock would vote separately from the holders of common stock on a proposal to cease operations as a
business development company. We believe that the availability for issuance of preferred stock will provide us
with increased flexibility in structuring future financings and acquisitions.

Provisions of the DGCL and Our Certificate of Incorporation and Bylaws
Limitation on Liability of Directors and Officers; Indemnification and Advance of Expenses

The indemnification of our officers and directors is governed by Section 145 of the D%nd our
certificate of incorporation and bylaws. Subsection (a) of DGCL Section 145 empowers& tion to
indemnify any person who was or is a party or is threatened to be made a party to a eatened, pending or
completed action, suit or proceeding, whether civil, criminal, administrative or i Ve (other than an action
by or in the right of the corporation) by reason of the fact that the person is or j ector, officer, employee
or agent of the corporation, or is or was serving at the request of the corpora director, officer, employee
or agent of another corporation, partnership, joint venture, trust or other &e against expenses (including
attorneys’ fees), judgments, fines and amounts paid in settlement actu 1 reasonably incurred by the person
in connection with such action, suit or proceeding if (1) such pers td in good faith, (2) in a manner such
person reasonably believed to be in or not opposed to the best iprages the corporation and (3) with respect to
any criminal action or proceeding, such person had no reasona@use to believe the person’s conduct was
unlawful.

Subsection (b) of DGCL Section 145 empowers a%oration to indemnify any person who was or is a party
or is threatened to be made a party to any threatene ing or completed action or suit by or in the right of the
corporation to procure a judgment in its favo on of the fact that the person is or was a director, officer,
employee or agent of the corporation, or i l& Crving at the request of the corporation as a director, officer,
employee or agent of any other enterprise§agaist any expenses (including attorneys’ fees) actually and
reasonably incurred by such person in_gonnection with the defense or settlement of such action or suit if such
person acted in good faith and in a m%the person reasonably believed to be in, or not opposed to, the best
interests of the corporation, and t no indemnification may be made in respect of any claim, issue or

matter as to which such pers een adjudged to be liable to the corporation unless and only to the extent that
the Delaware Court of r the court in which such action or suit was brought determines upon
application that, despi udlcatlon of liability but in view of all the circumstances of the case, such person
is fairly and reaso led to indemnity for such expenses which the Court of Chancery or such other court

deems proper.

DGCL Section 145 further provides that to the extent that a present or former director or officer is
successful, on the merits or otherwise, in the defense of any action, suit or proceeding referred to in subsections
(a) and (b) of Section 145, or in defense of any claim, issue or matter therein, such person will be indemnified
against expenses (including attorneys’ fees) actually and reasonably incurred by such person in connection with
such action, suit or proceeding. In all cases in which indemnification is permitted under subsections (a) and (b) of
Section 145 (unless ordered by a court), it will be made by the corporation only as authorized in the specific case
upon a determination that indemnification of the present or former director, officer, employee or agent is proper
in the circumstances because the applicable standard of conduct has been met by the party to be indemnified.
Such determination must be made, with respect to a person who is a director or officer at the time of such
determination, (1) by a majority vote of the directors who are not parties to such action, suit or proceeding, even
though less than a quorum, (2) by a committee of such directors designated by majority vote of such directors,
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even though less than a quorum, (3) if there are no such directors, or if such directors so direct, by independent
legal counsel in a written opinion or (4) by the stockholders. The statute authorizes the corporation to pay
expenses incurred by an officer or director in advance of the final disposition of a proceeding upon receipt of an
undertaking by or on behalf of such officer or director, to repay the advances if it is ultimately determined that he
or she was not entitled to indemnification. DGCL Section 145 also provides that indemnification and
advancement of expenses permitted under such Section are not to be exclusive of any other rights to which those
seeking indemnification or advancement of expenses may be entitled under any bylaw, agreement, vote of
stockholders or disinterested directors, or otherwise. DGCL Section 145 also authorizes the corporation to
purchase and maintain liability insurance on behalf of any person who is or was a director, officer, employee or
agent of the corporation regardless of whether the corporation would have the power to indemnify such persons
against such liability under the provisions of Section 145 of the DGCL.

Our certificate of incorporation provides that our directors will not be liable to us or our stockholders for
monetary damages for breach of fiduciary duty as a director to the fullest extent permitted bpsghe current DGCL
or as the DGCL may hereafter be amended. DGCL Section 102(b)(7) provides that the pgrs® fal) iability of a
director to a corporation or its stockholders for breach of fiduciary duty as a director ma; eliminated except
for liability (1) for any breach of the director’s duty of loyalty to the corporation or %ckholders, (2) for acts
or omissions not in good faith or which involve intentional misconduct or a knQwin| ation of law, (3) under
Section 174 of the DGCL, relating to unlawful payment of dividends or unlawf\ s purchases or redemption
of stock or (4) for any transaction from which the director derives an impro onal benefit.

Our certificate of incorporation provides for the indemnificati anyYyerson to the full extent permitted,
and in the manner provided, by Section 145 of the DGCL or as th&D may be amended from time to time. In
addition, we have entered into indemnification agreements wit! our directors and officers in order to
effect this provision.

Notwithstanding the foregoing, and in accordance idelines adopted by the North American Securities
Administrations Association, our certificate of inco prohibits us from indemnifying or holding harmless
a director, officer, employee or agent of us, or a n who is or was serving at our request as a director,
officer, employee or agent of another corp @tnership, joint venture, trust or other enterprise (which
would include, without limitation, NexPofint ors and its affiliates) unless each of the following conditions
are met: (1) we have determined, in good Mghf’that the course of conduct that caused the loss or liability was
intended to be in our best interest; (2 have determined, in good faith, that the party seeking indemnification
was acting or performing services half; (3) we have determined, in good faith, that such liability or loss
was not the result of (A) negli’ or misconduct, in the case that the party seeking indemnification is a director
(other than an independent dji8&¢to?), officer, employee or agent of ours or is or was serving at our request as a
director, officer, empl, gent, or (B) gross negligence or willful misconduct, in the case that the party

& n independent director ; and (4) such indemnification or agreement to hold harmless
oour net assets and not from our stockholders.

Furthermore, under our certificate of incorporation, an indemnitee shall not be indemnified for any losses,
liabilities or expenses arising from or out of an alleged violation of federal or state securities laws unless one or
more of the following conditions are met: (1) there has been a successful adjudication on the merits of each count
involving alleged material securities law violations; (2) such claims have been dismissed with prejudice on the
merits by a court of competent jurisdiction; or (3) a court of competent jurisdiction approves a settlement of the
claims against a particular indemnitee and finds that indemnification of the settlement and related costs should be
made, and the court of law considering the request for indemnification has been advised of the position of the
SEC and the published position of any state securities regulatory authority in which our securities were offered or
sold as to indemnification for violations of securities laws.

Under our certificate of incorporation, the advancement of company funds to an indemnitee or its affiliates
for legal expenses and other costs incurred as a result of any legal action for which indemnification is being
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sought is permissible only if all the following conditions are satisfied: (1) the proceeding relates to acts or
omissions with respect to the performance of duties or services on our behalf; (2) the party seeking
indemnification provides us with written affirmation of his or her good faith belief that the standard of conduct
necessary for indemnification by us has been met; (3) the legal proceeding was initiated by a third party who is
not a stockholder or, if by a stockholder acting in his or her capacity as such, a court of competent jurisdiction
approves such advancement; and (4) the party seeking indemnification provides us with a written agreement to
repay the amount paid or reimbursed by us, together with the applicable legal rate of interest thereon, in cases in
which the party seeking indemnification is found not to be entitled to indemnification.

Delaware Anti-Takeover Law

The DGCL and our certificate of incorporation and bylaws contain provisions that could make it more
difficult for a potential acquirer to acquire us by means of a tender offer, proxy contest or otherwise. These
provisions are expected to discourage certain coercive takeover practices and inadequate tajegver bids and to
encourage persons seeking to acquire control of us to negotiate first with our Board. Thege Ma3ures may delay,
defer or prevent a transaction or a change in control that might otherwise be in the besgt i sts of our
stockholders. These provisions could deprive stockholders of an opportunity to sell hares at a premium
over prevailing market prices by discouraging a third party from seeking to ob gl over us. Such attempts
could increase our expenses and disrupt our normal operations. We believe, howgvdyfthat the benefits of these
provisions outweigh the potential disadvantages of discouraging any such ac&n jon proposals because the
negotiation of such proposals may improve their terms.

We are subject to the provisions of Section 203 of the DGCL%egduling corporate takeovers. In general,
these provisions prohibit a Delaware corporation from engagin@ usiness combination with any interested
stockholder for a period of three years following the date thgt th ckholder became an interested stockholder,
unless: li >

e prior to such time, the Board approved eith r@;usiness combination or the transaction which
resulted in the stockholder becoming an i@ted stockholder;

e upon consummation of the trans \ resulted in the stockholder becoming an interested
stockholder, the interested stoclfholdgr®wned at least 85% of the voting stock of the corporation
outstanding at the time the trans®gi@h commenced; or

e on or after the date the busombination is approved by the Board and authorized at a meeting of
stockholders, by at loa { ds of the outstanding voting stock that is not owned by the interested
stockholder.

In general terms% 03 defines “business combination” to include the following:
§ n

° any me solidation involving the corporation and the interested stockholder;

* any sale ansfer, pledge or other disposition (in one transaction or a series of transactions) of 10% or
more of either the aggregate market value of all the assets of the corporation or the aggregate market
value of all the outstanding stock of the corporation involving the interested stockholder;

* subject to certain exceptions, any transaction that results in the issuance or transfer by the corporation
of any stock of the corporation to the interested stockholder;

* any transaction involving the corporation that has the effect of increasing the proportionate share of the
stock of any class or series of the corporation owned by the interested stockholder; or

» the receipt by the interested stockholder of the benefit of any loans, advances, guarantees, pledges or
other financial benefits provided by or through the corporation.
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In general, Section 203 defines an interested stockholder as any entity or person beneficially owning 15% or
more of the outstanding voting stock of the corporation and any entity or person that is an affiliate or associate of
the corporation and was the owner of 15% or more of the outstanding voting stock of the corporation at any time
within the 3-year period immediately prior to the date on which it is sought to be determined whether such
person is an interested stockholder, and the affiliates and associates of such person.

The statute could prohibit or delay mergers or other takeover or change in control attempts and, accordingly,
may discourage attempts to acquire us.

Election of Directors

Our certificate of incorporation and bylaws provide that the affirmative vote of the holders of a majority of
the votes cast by stockholders present in person or by proxy at an annual or special meeting of stockholders and
entitled to vote thereat will be required to elect a director. Under our certificate of incorporagion, our Board may
amend the bylaws to alter the vote required to elect directors. &%

Our Board is divided into three classes of directors serving staggered thre&Vedr germs, with the term of
office of only one of the three classes expiring each year. A classified board e®ors may render a change in
control of us or removal of our incumbent management more difficult. TiRis ision could delay for up to two
years the replacement of a majority of our Board. We believe, howeve\ﬁ he longer time required to elect a

y \nd

Classified Board of Directors

majority of a classified board of directors helps to ensure the contigfu stability of our management and

policies. Q

Number of Directors; Removal; Vacancies

Our certificate of incorporation provides that the v@er of directors will be set only by the Board in
accordance with our bylaws. Our certificate of inco@ on and bylaws provide that a majority of our entire
Board may at any time increase or decrease te of directors. However, unless our bylaws are amended,
the number of directors may never be lessgmn or more than nine. Under the DGCL, unless the certificate
of incorporation provides otherwise (whidQ oufjcertificate of incorporation does not), directors on a classified
board such as our Board may be removyged offfy for cause by a majority vote of our stockholders. Under our
certificate of incorporation and byla vacancy on the Board, including a vacancy resulting from an
enlargement of the Board, ma)‘b@ ly by vote of a majority of the directors then in office. The limitations
on the ability of our stockhol emove directors and fill vacancies could make it more difficult for a third-
party to acquire, or disc u@{third—party from seeking to acquire, control of us.

Action by St

Under our ce ate of incorporation stockholder action can be taken only at an annual or special meeting
of stockholders or by unanimous written consent in lieu of a meeting. This may have the effect of delaying
consideration of a stockholder proposal until the next annual meeting.

Advance Notice Provisions for Stockholder Nominations and Stockholder Proposals

Our bylaws provide that with respect to an annual meeting of stockholders, nominations of persons for
election to the Board and the proposal of business to be considered by stockholders may be made only (1) by or
at the direction of the Board, (2) pursuant to our notice of meeting or (3) by a stockholder who is entitled to vote
at the meeting and who has complied with the advance notice procedures of the bylaws. Nominations of persons
for election to the Board at a special meeting may be made only by or at the direction of the Board or, provided
that the Board has determined that directors will be elected at the meeting, by a stockholder who is entitled to
vote at the meeting and who has complied with the advance notice provisions of our bylaws.
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The purpose of requiring stockholders to give us advance notice of nominations and other business is to
afford our Board a meaningful opportunity to consider the qualifications of the proposed nominees and the
advisability of any other proposed business and, to the extent deemed necessary or desirable by our Board, to
inform stockholders and make recommendations about such qualifications or business, as well as to provide an
orderly procedure for conducting meetings of stockholders. Although our bylaws do not give our Board any
power to disapprove stockholder nominations for the election of directors or proposals recommending certain
action, they may have the effect of precluding a contest for the election of directors or the consideration of
stockholder proposals if proper procedures are not followed and of discouraging or deterring a third party from
conducting a solicitation of proxies to elect its own slate of directors or to approve its own proposal without
regard to whether consideration of such nominees or proposals might be harmful or beneficial to us and our
stockholders.

Stockholder Meetings

or special meeting of stockholders may only be taken if it is properly brought before eting. In addition,
our certificate of incorporation provides that, in lieu of such a meeting, any such act! ay be taken by the
unanimous written consent of our stockholders. Our certificate of incorporatio b s also provide that,
except as otherwise required by law, special meetings of the stockholders cag b calll by the chairman of the
Board, the chief executive officer or the Board. In addition, our certificate o oration and bylaws provide
that, subject to the satisfaction of certain procedural and informationa r% ents by the stockholders
requesting the meeting, a special meeting of stockholders will be ¢ by otr secretary upon the written request
of stockholders entitled to cast 10% or more of the votes entitled t® bg cst at the meeting. In addition, our
bylaws establish an advance notice procedure for stockholder u% to be brought before an annual meeting
of stockholders, including proposed nominations of candidates tOw#lection to the Board. Stockholders at an
annual meeting may only consider proposals or nominatio cified in the notice of meeting or brought before
the meeting by or at the direction of the Board, or by a lder of record on the record date for the meeting
who is entitled to vote at the meeting and who has timely written notice in proper form to the secretary
of the stockholder’s intention to bring such busi re the meeting. These provisions could have the effect
of delaying until the next stockholder meetj m stockholder actions that are favored by the holders of a
majority of our outstanding voting securitfes.

Our bylaws provide that any action required or permitted to be taken by stockholde:@nnual meeting
e

fon

Conflict with 1940 Act

Our bylaws provide that, Q the extent that any provision of the DGCL or any provision of our bylaws
conflicts with any pr0v1310 1940 Act, the applicable provision of the 1940 Act will control.

Reports to S ers

Within 45 d. er the end of each fiscal quarter, we will file our quarterly report on Form 10-Q. Within
90 days after the end of each fiscal year, we will file our annual report on Form 10-K. These reports, along with
any prospectus supplements, current reports on Form 8-K or any amendments to these listed reports will be made
available free of charge on our website at www.NexPointCapital.com and on the SEC’s website at www.sec.gov.
These reports should not be considered a part of or as incorporated by reference in this prospectus, or the
registration statement of which this prospectus is a part.

On a quarterly basis, we will send information to all stockholders of record regarding the source of
distributions paid to our stockholders in such quarter.

Subject to availability, you may authorize us to provide prospectuses, prospectus supplements, annual
reports and other information, or documents, electronically by so indicating on your subscription agreement, or

by sending us instructions in writing in a form acceptable to us to receive such documents electronically. Unless
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you elect in writing to receive documents electronically, all documents will be provided in paper form by mail.
You must have internet access to use electronic delivery. While we impose no additional charge for this service,
there may be potential costs associated with electronic delivery, such as on-line charges. Documents will be
available on our website. You may access and print all documents provided through this service. As documents
become available, we will notify you of this by sending you an e-mail message that will include instructions on
how to retrieve the document. If our e-mail notification is returned to us as “undeliverable,” we will contact you
to obtain your updated e-mail address. If we are unable to obtain a valid e-mail address for you, we will resume
sending a paper copy by regular U.S. mail to your address of record. You may revoke your consent for electronic
delivery at any time and we will resume sending you a paper copy of all required documents. However, in order
for us to be properly notified, your revocation must be given to us a reasonable time before electronic delivery
has commenced. We will provide you with paper copies at any time upon request. Such request will not
constitute revocation of your consent to receive required documents electronically.
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REGULATION

We have elected to be treated as a business development company under the 1940 Act. The 1940 Act
contains prohibitions and restrictions relating to transactions between business development companies and their
affiliates, principal underwriters and affiliates of those affiliates or underwriters and requires that a majority of
the directors of a business development company be persons other than “interested persons,” as that term is
defined in the 1940 Act. In addition, the 1940 Act provides that we may not change the nature of our business so
as to cease to be, or to withdraw our election as, a business development company unless approved by a majority
of our outstanding voting securities.

Our Board may decide to issue common stock to finance our operations rather than issuing debt or other
senior securities. As a business development company, we are not generally able to issue and sell our common
stock at a price below current NAV. We may, however, issue or sell our common stock at a price below the
current NAV of the common stock, or sell warrants, options or rights to acquire such commnyem stock, at a price
below the current NAV of the common stock if our Board determines that such sale is i t interests of us
and our stockholders, and if our stockholders approve such sale within the preceding 12 ths. In any such
case, the price at which our securities are to be issued and sold may not be less than @e which, in the
determination of our Board, closely approximates the fair value of such securit'e{L

We may invest up to 100% of our assets in securities acquired directly % suers in privately negotiated
transactions. With respect to such securities, we may, for the purpose f& resale, be deemed an
“underwriter” as that term is defined in the Securities Act. Our inte '(xs t® not write (sell) or buy put or call
options to manage risks associated with the publicly traded securi% ur portfolio companies, except that we
may enter into hedging transactions to manage the risks associ interest rate fluctuations to the extent
that we are permitted to engage in such hedging transactiong witheat registering with the CFTC as a commodity
pool operator. However, we may purchase or otherwise re warrants to purchase the common stock of our
portfolio companies in connection with acquisition fin r other investments. Similarly, in connection with
an acquisition, we may acquire rights to require the j of acquired securities or their affiliates to repurchase
them under certain circumstances. We also do nges to acquire securities issued by any investment company
in excess of the limits imposed by the 194( \(@er these limits, we generally cannot acquire more than 3%
of the voting stock of any registered invefime mpany, invest more than 5% of the value of our total assets in
the securities of one investment company Owi#est more than 10% of the value of our total assets in the securities
of investment companies in the aggr . With regard to that portion of our portfolio invested in securities
issued by investment companies, j be noted that such investments might subject our stockholders to
additional expenses. None of t &mes is fundamental and each may be changed without stockholder

spproval s{\@

Qualifying

Under the 1 t, a business development company may not acquire any asset other than assets of the
type listed in Section 55(a) of the 1940 Act, which are referred to as qualifying assets, unless, at the time the
acquisition is made, qualifying assets represent at least 70% of the company’s total assets. The principal
categories of qualifying assets relevant to our proposed business are the following:

(1) Securities purchased in transactions not involving any public offering from the issuer of such
securities, which issuer (subject to certain limited exceptions) is an eligible portfolio company, or from
any person who is, or has been during the preceding 13 months, an affiliated person of an eligible
portfolio company, or from any other person, subject to such rules as may be prescribed by the SEC.
An eligible portfolio company is defined in the 1940 Act as any issuer which:

(a) 1is organized under the laws of, and has its principal place of business in, the United States;
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(b) is not an investment company (other than a small business investment company wholly owned by
the business development company) or a company that would be an investment company but for
certain exclusions under the 1940 Act; and

(c) satisfies any of the following:

*  does not have any class of securities listed on a national securities exchange or has any class of
securities listed on a national securities exchange subject to a $250 million market capitalization
maximum; or

e is controlled by a business development company or a group of companies including a business
development company, the business development company actually exercises a controlling
influence over the management or policies of the eligible portfolio company, and, as a result, the
business development company has an affiliated person who is a director of the eligible portfolio
company.

(2) Securities of any eligible portfolio company which we control. %

from an affiliated person of the issuer, or in transactions incident therefen ssuer is in bankruptcy
and subject to reorganization or if the issuer, immediately prior to th&purfhgse of its securities was
unable to meet its obligations as they came due without material af§jst other than conventional
lending or financing arrangements. &

(3) Securities purchased in a private transaction from a U.S. issuer that is not ile ent company or

(4) Securities of an eligible portfolio company purchased frogg aRy pe¥son in a private transaction if there
is no ready market for such securities and we already o of the outstanding equity of the eligible
portfolio company.

(5) Securities received in exchange for or distribute
(1) through (4) above, or pursuant to the exercj

or with respect to securities described in
arrants or rights relating to such securities.

(6) Cash, cash equivalents, U.S. Government
or less from the time of investment. O

#es or high-quality debt securities maturing in one year

The regulations defining and interpr@lifying assets may change over time. We expect to adjust our
investment focus as needed to comply wit or take advantage of any regulatory, legislative, administrative or
judicial actions in this area.

.
Managerial Assistance to P @Companies

In addition, a bugj @e opment company must have been organized and have its principal place of
business in the Unitc% s and must be operated for the purpose of making investments in the types of
securities describ > (2) or (3) above. However, in order to count portfolio securities as qualifying assets
for the purpose ofNe#0% test, the business development company must either control the issuer of the securities
or must offer to make available to the issuer of the securities (other than small and solvent companies described
above) significant managerial assistance. However, when a business development company purchases such
securities in conjunction with one or more other persons acting together, one of the other persons in the group
may make available such managerial assistance. Making available managerial assistance means any arrangement
whereby the business development company, through its directors, officers or employees, offers to provide, and,
if accepted, does so provide, significant guidance and counsel concerning the management, operations or
business objectives and policies of a portfolio company. As our administrator, NexPoint Advisors has agreed to
provide such managerial assistance on our behalf to portfolio companies that request this assistance. We may
receive fees for these services and will reimburse NexPoint Advisors for the actual costs incurred in providing
managerial assistance on our behalf, subject to the review and approval by our Board, including our independent
directors.
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Temporary Investments

Pending investment in other types of qualifying assets, as described above, our investments may consist of
cash, cash equivalents, U.S. Government securities or high-quality debt securities maturing in one year or less
from the time of investment, which we refer to, collectively, as temporary investments, so that 70% of our assets
are qualifying assets. Typically, we will invest in U.S. Treasury bills or in repurchase agreements, so long as such
agreements are fully collateralized by cash or securities issued by the U.S. Government or its agencies. A
repurchase agreement involves the purchase by an investor, such as us, of a specified security and the
simultaneous agreement by the seller to repurchase it at an agreed-upon future date and at a price which is greater
than the purchase price by an amount that reflects an agreed-upon interest rate. Our investment adviser will
monitor the creditworthiness of the counterparties with which we enter into repurchase agreement transactions.

Senior Securities

We are permitted, under specified conditions, to issue multiple classes of indebtednes%‘)ne class of

stock senior to our common stock if our asset coverage, as defined in the 1940 Act, is at Ras al to 200%
immediately after each such issuance. In addition, while any senior securities remai staBding, we must make
provisions to prohibit any distribution to our stockholders or the repurchase of s jties or shares unless we

meet the applicable asset coverage ratios at the time of the distribution or repui\fasg. JNe may also borrow
amounts up to 5% of the value of our total assets for temporary or emergencf\pu}pd¥es without regard to asset
coverage. For a discussion of the risks associated with leverage, see “Rigk F s—Risks Relating to our
Business and Structure—Regulations governing our operation as a bu§neshdevelopment company will affect our
ability to raise, and the way in which we raise, additional debt or @ﬁﬁ&apital.”

s 1

To the extent that we utilize a REIT Subsidiary that directl%: everage in the form of debt (as
opposed to non-recourse borrowings made through spe purpose vehicles), the amount of such recourse
leverage used by us will be consolidated and treated r securities for purposes of complying with the
1940 Act’s limitations on leverage. Accordingly, it i present intention to utilize leverage through debt
or borrowings in an amount not to exceed 50 % Q total assets (i.e., to maintain 200 % asset coverage),
less the amount of any non-recourse direc orrowing by a REIT Subsidiary, if any. Because a
REIT Subsidiary’s preferred shares w r sent a small amount of leverage by the REIT Subsidiary,
such leverage will also be consolidatedD@rposes of complying with the 1940 Act’s limitations on our

ability to issue preferred shares.
. QQ

Code of Ethics

We and NexPoint d@have each adopted a code of ethics pursuant to Rule 17j-1 under the 1940 Act
that establishes proce personal investments and restricts certain personal securities transactions.
Personnel subject @R, cdde may invest in securities for their personal investment accounts, including
securities that mrchased or held by us, so long as such investments are made in accordance with the
code’s requirementS™ Y ou may read and copy the code of ethics at the SEC’s Public Reference Room in
Washington, D.C. You may obtain information on the operation of the Public Reference Room by calling the
SEC at (202) 551-8090. In addition, each code of ethics is filed as an exhibit to the registration statement of
which this prospectus is a part or is incorporated herein by reference, and is available on the EDGAR Database
on the SEC’s Internet site at http://www.sec.gov. You may also obtain copies of each code of ethics, after paying
a duplicating fee, by electronic request at the following Email address: publicinfo@sec.gov, or by writing the
SEC’s Public Reference Section, 100 F Street, N.E., Washington, D.C. 20549.

Proxy Voting Policies and Procedures

We have delegated our proxy voting responsibility to our investment adviser. The Proxy Voting Policies and
Procedures of our investment adviser are described below. The guidelines are reviewed periodically by our
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investment adviser and our non-interested directors, and, accordingly, are subject to change. For purposes of
these Proxy Voting Policies and Procedures described below, “we” “our” and “us” refers to our investment
adviser.

Introduction

As an investment adviser registered under the Advisers Act, we have a fiduciary duty to act solely in the
best interests of our clients. As part of this duty, we recognize that we must vote client securities in a timely
manner free of conflicts of interest and in the best interests of our clients.

These policies and procedures for voting proxies for our investment advisory clients are intended to comply
with Section 206 of, and Rule 206(4)-6 under, the Advisers Act.

Proxy Policies %

We vote proxies relating to our clients’ portfolio securities in what we perceive IN: est interest of our
clients’ stockholders. We review on a case-by-case basis each proposal submitted t ckholder vote to
determine its impact on the portfolio securities held by our clients. In most cas vote in favor of
proposals that we believe are likely to increase the value of our clients’ portﬁli se@fities. Although we will

generally vote against proposals that may have a negative impact on our clichye Pportfolio securities, we may vote
for such a proposal if there exists compelling long-term reasons to do i

Our proxy voting decisions are made by the senior officers w% esponsible for monitoring each of
clients’ investments. To ensure that our vote is not the product ict of interest, we require that:

(1) anyone involved in the decision making process disclosg to hief Compliance Officer any potential
conflict that he or she is aware of and any contact that he has had with any interested party regarding a
proxy vote; and (2) employees involved in the decisio process or vote administration are prohibited
from revealing how we intend to vote on a proposalg to reduce any attempted influence from interested
parties. Where conflicts of interest may be prese@r ill disclose such conflicts, including to us, and may

request guidance on how to vote such pro&.}\

Proxy Voting Records

You may obtain information ym harge about how we voted proxies by making a written request for
proxy voting information to: I‘\ r Relations, 300 Crescent Court, Suite 700, Dallas, Texas 75201, or by
telephone at (855) 498-158 {

Q

Privacy Policy
We recogniz respect your privacy expectations, whether you are a visitor to our website, a potential
stockholder, a current stockholder or even a former stockholder.

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;

Website information, including any information captured through our use of “cookies”; and
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Account history, including information about the transactions and balances of your accounts with us and 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. %

Other g
We may also be prohibited under the 1940 Act from knowingly participatin€ 1 in transactions with our
affiliates without the prior approval of our Board who are not interested per n&l some cases, prior
approval by the SEC. The SEC has interpreted the prohibition on transaction usiness development
companies with affiliates to prohibit “joint” transactions among entitigs K are a common investment adviser.
Except in certain limited circumstances, we will be unable to invesgdn Any iSSuer in which another account
sponsored or managed by our investment adviser has previously iveftecd The staff of the SEC has granted no-
action relief permitting purchases of a single class of privately ecurities provided that the investment
adviser negotiates no term other than price and certain othegcon®&bns are met. We, Highland Capital

Management Fund Advisors L.P. and NexPoint Advisors btained an exemptive order dated April 19, 2016
from the SEC to permit co-investments among the Co d other accounts managed by NexPoint Advisors
or its affiliates, subject to certain conditions. 6

We will be subject to periodic examin:\ e SEC for compliance with the 1940 Act.

Under the 1940 Act, we are required vide and maintain a bond issued by a reputable fidelity insurance
company to protect us against larcen embezzlement. Furthermore, as a business development company, we
are prohibited from protecting anye or officer against any liability to us or our stockholders arising from
willful misfeasance, bad faith,‘ negligence or reckless disregard of the duties involved in the conduct of
such person’s office. 6

We and NexPoin sors will each be required to adopt and implement written policies and procedures
vent violation of the U.S. federal securities laws, review these policies and procedures

officer to be responsible for administering the policies and procedures.

We are not generally able to issue and sell our common stock at a price below current NAV. We may,
however, issue and sell our common stock, or warrants, options or rights to acquire our common stock, at a price
below the then-current NAV of our common stock if our Board determines that such sale is in the best interests
of us and our stockholders, and if our stockholders approve such sale within the preceding 12 months. In any
such case, the price at which our securities are to be issued and sold may not be less than a price that, in the
determination of our Board, closely approximates the fair value of such securities.
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Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act imposes a wide variety of regulatory requirements on publicly held companies and
their insiders. Many of these requirements will affect us. For example:

e pursuant to Rule 13a-14 of the Exchange Act, our Chief Executive Officer and Chief Financial Officer
must certify the accuracy of the financial statements contained in our periodic reports;

e pursuant to Item 307 of Regulation S-K under the Securities Act, our periodic reports must disclose our
conclusions about the effectiveness of our disclosure controls and procedures;

e pursuant to Rule 13a-15 of the Exchange Act, our management must prepare an annual report
regarding its assessment of our internal control over financial reporting; and

e pursuant to Item 308 of Regulation S-K under the Securities Act and Rule 13a-15 of the Exchange Act,
our periodic reports must disclose whether there were significant changes in our internal controls over
financial reporting or in other factors that could significantly affect these control equent to the
date of their evaluation, including any corrective actions with regard to signiﬁN ciencies and
material weaknesses.

The Sarbanes-Oxley Act requires us to review our current policies and pr % to determine whether we
comply with the Sarbanes-Oxley Act and the regulations promulgated underfy e Will continue to monitor our
compliance with all regulations that are adopted under the Sarbanes—Oxl& d will take actions necessary to

ensure that we are in compliance with that act. \
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BROKERAGE ALLOCATION AND OTHER PRACTICES

Since we intend to generally acquire and dispose of our investments in privately negotiated transactions, we
expect to infrequently use brokers in the normal course of our business. Subject to policies established by our
Board, NexPoint Advisors will be primarily responsible for the execution of the publicly traded securities portion
of our portfolio transactions and the allocation of brokerage commissions. NexPoint Advisors does not execute
transactions through any particular broker or dealer, but seeks to obtain the best net results for us, considering
such factors as (i) price (including the applicable brokerage commission or dealer spread), (ii) size of the order,
(iii) difficulty of execution, (iv) operational facilities of the firm, (v) promptness of execution and past history in
executing orders, (vi) clearance and settlement capabilities, (vii) research capabilities, (viii) access to markets
and distribution network, (ix) the firm’s risk and skill in positioning blocks of securities and (x) trade error rate
and ability or willingness to correct errors. While NexPoint Advisors will generally seek reasonably competitive
trade execution costs, we will not necessarily pay the lowest spread or commission available. Subject to
applicable legal requirements, NexPoint Advisors may select a broker based partly upon '6- rage, research or
other services provided to it and us and any other clients. In return for such services, we maygpay a higher
commission than other brokers would charge if NexPoint Advisors determines in gog f&w at such
commission is reasonable in relation to the services provided.
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TAX MATTERS

The following is a general summary of some of the important U.S. federal income tax considerations
affecting us and our common stockholders that are “United States persons” within the meaning of the Code, and
does not address any state, local, foreign or other tax consequences. It reflects provisions of the Code, existing
Treasury regulations, and other applicable authority, as of the date of this prospectus. These authorities may be
changed, possibly with retroactive effect, or subject to new legislative, administrative, or judicial interpretations.
This summary does not purport to be a complete description of the U.S. federal income tax considerations
applicable to our common stockholders. For example, except as otherwise specifically noted herein, we have not
described certain tax considerations that may be relevant to certain types of holders subject to special treatment
under the U.S. federal income tax laws, including stockholders subject to the U.S. federal alternative minimum
tax, insurance companies, tax-exempt organizations, pension plans and trusts, RICs, dealers in securities,
stockholders holding our shares through tax-advantaged accounts (such as 401(k) plans or individual retirement
accounts), financial institutions, stockholders holding our shares as part of a hedge, straddl conversion
transaction, entities that are not organized under the laws of the United States or a politi l%ision thereof,
and persons who are neither citizens nor residents of the United States. This summary_a es that investors
hold our common shares as capital assets (within the meaning of the Code). Please @t your tax advisor about
U.S. federal, state, local, foreign or other tax laws applicable to you, as the tax gc¢nsgpqiefices to an investor in our
common shares will depend on the facts of his, her or its particular situationv\

Taxation of the Company

We have elected to be treated as a RIC under Subchapter M of t de and intend each year to qualify and
to be eligible to be treated as such.

In order to qualify for the special tax treatment accor@ICs and their stockholders, we must, among other
things:

(i) derive at least 90% of our gross income fi %axable year from: (a) dividends, interest (including
tax-exempt interest), payments witt 0 certain securities loans, gains from the sale or other
disposition of stock, securities T urrencies, or other income (including but not limited to gains
from options, futures and forwa®gd copitracts) derived with respect to our business of investing in such
stock, securities or foreign cggrencies; and (b) net income derived from interests in “qualified publicly
traded partnerships”; Q

*

(i1) diversify our holdin
market value of o

@t, at the end of each quarter of our taxable year, (a) at least 50% of the
taPassets consists of cash and cash items, U.S. government securities, the

s and other securities limited, in respect of any one issuer, to an amount not

the value of our total assets and not more than 10% of the outstanding voting
[§u®h issuer, and (b) not more than 25% of the value of our total assets is invested,
Wtb#Ough corporations in which we own a 20% or more voting stock interest, (x) in the
securities (other than U.S. government securities and the securities of other RICs) of any one issuer or
of two or more issuers that we control, as determined under applicable Code rules, and that are
determined to be engaged in the same business or similar or related trades or businesses, or (y) in the
securities of one or more “qualified publicly traded partnerships’’; and

(iii) distribute to our stockholders with respect to each taxable year at least 90% of the sum of our
“investment company taxable income” (as that term is defined in the Code, without regard to the
deduction for dividends paid—generally taxable ordinary income and the excess, if any, of net short-
term capital gains over net long-term capital losses) and any net tax-exempt interest income (the excess
of our gross tax-exempt interest over certain disallowed deductions), for such year, in a manner
qualifying for the dividends paid deduction.
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If we qualify as a RIC (i.e., satisfy the source of income and diversification requirements described in
(1) and (ii) above) and satisfy the annual distribution requirement described in (iii) above, we will not be subject
to U.S. federal income tax on income distributed in a timely manner to our stockholders in the form of dividends
(including Capital Gain Dividends, as defined below). If we were not a “publicly offered” RIC within the
meaning of Code Section 67(c)(2)(B) for any year, such status would potentially render distributions to our
stockholders non-deductible by virtue of the terms of our distribution reinvestment plan, which would bear
adversely on our ability to satisfy the foregoing distribution requirements to qualify as a RIC accorded special tax
treatment for such year.

If for any taxable year we were not a “publicly offered” RIC within the meaning of Code
Section 67(c)(2)(B), certain of our direct and indirect expenses, including the Management Fee, the Incentive Fee
and certain other advisory expenses, would be subject to special “pass-through” rules. Such rules would treat
these expenses as additional dividends to certain of our direct or indirect stockholders (generally including
individuals and entities that compute their taxable income in the same manner as an individ ® ) and as deductible
by those stockholders, subject to the 2% “floor” on miscellaneous itemized deductions a d significant

limitations on itemized deductions set forth in the Code.

If, for any taxable year, we were to fail to meet the income, diversification §r thion tests described
above, we could in some cases cure such failure, including by paying a corp r% tax, paying interest,
making additional distributions or disposing of certain assets. If we were ine% to or otherwise did not cure
any such failure for any year, or if we were otherwise to fail to qualify,a accorded special tax treatment
for such year, we would be subject to tax on our taxable income at rate®rates, and all distributions from
earnings and profits, including any distributions of net long-term capifal Yains, would be taxable to stockholders
as ordinary income. Some portions of such distributions might e for the dividends-received deduction in
the case of corporate stockholders and might be eligible to §¢ treefl as “qualified dividend income” and thus
taxable at the lower long-term capital gain rate in the case ckholders taxed at individual rates, provided, in
both cases, the stockholder met certain holding period r requirements in respect of our shares (as
described below). In addition, we might be require enize unrealized gains, pay substantial taxes and
interest and make substantial distributions befor fying as a RIC.

We intend to distribute at least annu@lr stockholders all or substantially all of our investment
company taxable income (computed witho ard to the dividends-paid deduction) and, in general, our net
capital gain (that is, the excess of net -term capital gain over net short-term capital loss, in each case
determined with reference to any tyforwards). Any investment company taxable income we retain will be
subject to a corporate-level ta S @ar corporate rates. We may also retain for investment our net capital gain.
If we retain any net capital Ki ill be subject to corporate-level tax at regular corporate rates on the amount
retained, but we may dd§j the retained amount as undistributed capital gains in a timely notice to our
stockholders who wo n, in turn, be (i) required to include in income for U.S. federal income tax purposes,
as long-term capi heir shares of such undistributed amount, and (ii) entitled to credit their proportionate
shares of the tax Wgga#td on such undistributed amount against their U.S. federal income tax liabilities, if any,
and to claim refunds on a properly-filed U.S. tax return to the extent the credit exceeds such liabilities. If we
make this designation, for U.S. federal income tax purposes, the tax basis of shares owned by one of our
stockholders would be increased by an amount equal to the difference between the amount of undistributed
capital gains included in the stockholder’s gross income under clause (i) of the preceding sentence and the tax
deemed paid by the stockholder under clause (ii) of the preceding sentence. We are not required to, and there can
be no assurance we will, make this designation if we retain all or a portion of our net capital gain in a taxable
year.

In determining its net capital gain, including in connection with determining the amount available to support
a Capital Gain Dividend, its taxable income, and its earnings and profits, a RIC generally may elect to treat part
or all of any post-October capital loss (defined as any net capital loss attributable to the portion of the taxable
year after October 31 or, if there is no such loss, the net long-term capital loss or net short-term capital loss
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attributable to such portion of the taxable year) or late-year ordinary loss (generally, the sum of its net ordinary
loss from the sale, exchange or other taxable disposition of property, attributable to the portion of the taxable
year after October 31, as if incurred in the succeeding taxable year.

If in a calendar year we fail to distribute at least an amount equal to the sum of 98% of our ordinary income
for such year and 98.2% of our capital gain net income (adjusted for certain ordinary losses) for the one-year
period ending on October 31 of such year (unless an election is made to use our taxable year), plus any such
undistributed amounts from the prior year, we will be subject to a nondeductible 4% excise tax on the
undistributed amounts. For purposes of the required excise tax distribution, a RIC’s ordinary gains and losses
from the sale, exchange or other taxable disposition of property that would otherwise be taken into account after
October 31 of a calendar year generally (unless an election is made to use our taxable year) are treated as arising
on January 1 of the following calendar year. Also, for these purposes, we will be treated as having distributed any
amount on which we have been subject to corporate income tax in the taxable year ending with the calendar year.
We reserve the right to pay the excise tax when circumstances warrant.

% assets in order

Although we currently do not expect to do so, we are authorized to borrow fundg a
to satisfy distribution requirements. However, under the 1940 Act, we are not permi§ed% make distributions to
our stockholders while our debt obligations and other senior securities are outs wefless certain “asset
coverage” tests are met. Moreover, our ability to dispose of assets to meet o& trigfftion requirements may be

limited by (1) the illiquid nature of our portfolio and/or (2) other requiremen ting to our qualification as a
RIC, including the diversification test described above. If we dispose Qf et in order to meet the distribution
test described above or to avoid the excise tax on undistributed am \we ay make such dispositions at times
that, from an investment standpoint, are not advantageous.

f &1 gains (“net capital losses”) against our net
tions, we may carry net capital losses from any

al gains, if any, realized during such subsequent
xtent they offset current-year net realized capital

ital losses will be carried forward to one or more
capital gains realized during such subsequent taxable years;
acter as short-term or long-term.

We are not permitted to deduct capital losses in exces
investment income. Instead, potentially subject to certain 1
taxable year forward to subsequent taxable years to off;
taxable year. Capital loss carryforwards are reduce
gains, whether we retain or distribute such gains
subsequent taxable years without expiratio X@
any such carryforward losses will retain tlfeir ¢

Our ability to use net capital los@y be limited following the occurrence of certain (i) acquisitive

reorganizations and (ii) shifts 1’11 t hip of our shares by a stockholder owning or treated as owning 5% or

more of our shares (each, an “ sHip change”). The Code may similarly limit our ability to use any of our
other capital losses, or wo es, that have accrued but have not been recognized (i.e., “built-in” losses) at

the time of an owners e to the extent they are realized within the five-year period following the
ownership change.

Distributions to holders

Distributions not in excess of our current and accumulated earnings and profits are generally taxable to
stockholders even if we paid them from income or gains we earned before a stockholder invested in our shares
(and such income and gains thus were included in the price the stockholder paid for its shares). Such distributions
are taxable whether stockholders receive them in cash or reinvest them in additional shares through our
distribution reinvestment plan. A stockholder who reinvests such distributions in shares through our distribution
reinvestment plan will be treated as having received a dividend equal to the fair market value of the new shares
issued to the stockholder. See “Distribution Reinvestment Plan” for more information on the distribution
reinvestment plan.

Dividends and other distributions we pay are generally treated under the Code as received by stockholders at
the time the dividend or distribution is made. However, a dividend paid to stockholders in January of a year
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generally is deemed to have been paid by us on December 31 of the preceding year, if the dividend was declared
and payable to stockholders of record on a date in October, November or December of that preceding year.

The price of common shares purchased at any time may reflect the amount of a forthcoming distribution. If
you purchase common shares just prior to a distribution, you will receive a distribution that will be taxable to you
even though it economically represents in part a return of your invested capital.

Your broker or other intermediary will send you information after the end of each year setting forth the
amount and tax status of any dividends or other distributions we pay to you.

For U.S. federal income tax purposes, distributions of investment income are generally taxable as ordinary
income. Taxes on distributions of capital gains are determined by how long we have owned or are treated as
having owned the investments that generated them, rather than how long a stockholder has owned his or her
shares. In general, we will recognize long-term capital gain or loss on investments we havegmyned (or are
deemed to have owned) for more than one year, and short-term capital gain or loss on in es we have
owned (or are deemed to have owned) for one year or less. Tax rules can alter our holdifg¥eriod in investments
and thereby affect the tax treatment of gain or loss on such investments. Distributioet capital gain that we
properly report as capital gain dividends (“‘Capital Gain Dividends”) will genera{ly pe¥efable to stockholders as
long-term capital gains. Distributions from capital gains are generally made ft&g} ing any available capital
loss carryforwards. Distributions of net short-term capital gain (that is, the ek f net short-term capital gain
over net long-term capital loss) will generally be taxable to stockhold ing such distributions as ordinary
income. Distributions of investment income we report as derived fi \qual¥fied dividend income” will be taxed
in the hands of individuals at the rates applicable to long-term capkal , provided holding period and other
requirements are met at both the stockholder and corporate lev@ not expect a significant portion of our
distributions to be derived from qualified dividend income§

In order for some portion of the dividends receive e of our stockholders to be qualified dividend
income, we must meet holding period and other reqf ts with respect to some portion of the dividend-

paying stocks in our portfolio and the stockhold eet holding period and other requirements with respect

to our shares. In general, a dividend will ng, d as qualified dividend income (at either the corporate or
stockholder level) (1) if the dividend is refeiv ith respect to any share of stock held for fewer than 61 days
during the 121-day period beginning on th which is 60 days before the date on which such share becomes
ex-dividend with respect to such divi (or, in the case of certain preferred stock, 91 days during the 181-day

period beginning 90 days before § , (2) to the extent that the recipient is under an obligation (whether
pursuant to a short sale or othe} Qo make related payments with respect to positions in substantially similar
or related property, (3) if th &nt elects to have the dividend income treated as investment income for
purposes of the limitag uctibility of investment interest, or (4) if the dividend is received from a foreign
oS
1

corporation that is (a gible for the benefits of a comprehensive income tax treaty with the United States
(with the exceptig @ iMdends paid on stock of such a foreign corporation readily tradable on an established
securities market Wyth# United States) or (b) treated as a passive foreign investment company.

In general, distributions of investment income we designate as derived from qualified dividend income will
be treated as qualified dividend income by a stockholder taxed at individual rates, provided the stockholder meets

the holding period and other requirements described in the paragraph immediately above with respect to our
shares. We do not expect a significant portion of our distributions to constitute qualified dividend income.

In general, dividends of net investment income received by our corporate stockholders will qualify for the
70% dividends-received deduction generally available to corporations to the extent of the amount of eligible
dividends we receive from domestic corporations for the taxable year. A dividend we receive will not be treated
as a qualifying dividend (i) if it has been received with respect to any share of stock that we have held for less
than 46 days (91 days in the case of certain preferred stock) during the 91-day period beginning on the date
which is 45 days before the date on which such share becomes ex-dividend with respect to such dividend (during
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the 181-day period beginning 90 days before such date in the case of certain preferred stock) or (ii) to the extent
that we are under an obligation (pursuant to a short sale or otherwise) to make related payments with respect to
positions in substantially similar or related property. Moreover, the dividends-received deduction may be
disallowed or reduced (i) if the corporate stockholder fails to satisfy the foregoing requirements with respect to
our shares or (ii) by application of various provisions of the Code (for instance, the dividends-received deduction
is reduced in the case of a dividend received on debt-financed portfolio stock (generally, stock acquired with
borrowed funds)). We do not expect a significant portion of our distributions to be eligible for this corporate
dividends-received deduction.

Any distribution of income that is attributable to (i) income we receive in lieu of dividends with respect to
securities on loan pursuant to a securities lending transaction or (ii) dividend income we receive on securities we
temporarily purchased from a counterparty pursuant to a repurchase agreement under which for U.S. federal
income tax purposes we are treated as a lender, such distribution will not constitute qualified dividend income to
individual stockholders and will not be eligible for the dividends-received deduction for co%at: stockholders.

i

The Code generally imposes a 3.8% Medicare contribution tax on the “net investmN(I e” of certain
individuals, estates and trusts to the extent their income exceeds certain amounts. Nmst ent income
generally includes for this purpose dividends we pay, including any capital gain g and net capital gains
recognized on the sale or exchange of our shares. Stockholders are advised to c§ns eir tax advisors regarding
the possible implications of this additional tax on their investment with us. v

Return of Capital Distributions \
e d accumulated earnings and profits, the

‘% amount of your tax basis in our shares.

If, for any taxable year, our total distributions exceed bot
excess will generally be treated as a tax-free return of capital u
The amount treated as a tax-free return of capital will reduglyyour tax basis in our shares, thereby increasing your
potential gain or reducing your potential loss on the sub % sale of our shares. Any such amounts distributed
to you in excess of your tax basis in our shares will be fggaple to you as capital gain.

Distributions we pay with respect to our gsh. generally subject to U.S. federal income tax as described
herein to the extent they do not exceed ou come and gains, even though such dividends and
distributions may economically represent@n of a particular stockholder’s investment. Such distributions are
likely to occur in respect of shares pur
or realized but undistributed income

ascW™t a time when our net asset value reflects either unrealized gains,
ins, that were therefore included in the price the stockholder paid. Such
distributions may reduce the vgl ares below the stockholder’s cost basis in those shares. As described
above, we are required to distrg ealized income and gains regardless of whether our net asset value also
reflects unrealized losse @

Tax Implication %n Investments

Some debt o ons with a fixed maturity date of more than one year from the date of issuance that we
acquire in the secondary market may be treated as having “market discount.” Very generally, market discount is
the excess of the stated redemption price of a debt obligation (or in the case of an obligation issued with OID (as
defined below), its “revised issue price”) over the purchase price of such obligation. Generally, any gain
recognized on the disposition of, and any partial payment of principal on, a debt obligation having market
discount is treated as ordinary income to the extent the gain, or principal payment, does not exceed the “accrued
market discount” on such debt obligation. Alternatively, a holder may elect to accrue market discount currently.
As of the date of this Prospectus, we have made this election, and therefore we are required to include currently
any accrued market discount on such debt obligations in our taxable income (as ordinary income) and thus
distribute it over the terms of the obligations, even though payment of those amounts is not received until a later
time, upon partial or full repayment or disposition of the applicable debt obligations. We reserve the right to
revoke this election at any time pursuant to applicable IRS procedures. The rate at which market discount
accrues, and thus is included in our income, will depend upon which of the permitted accrual methods we elect.
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In addition, some debt obligations with a fixed maturity date of more than one year from the date of
issuance (and zero-coupon debt obligations with a fixed maturity date of more than one year from the date of
issuance) that we originate or acquire will be treated as debt obligations that are issued originally at a discount.
Generally, the amount of the original issue discount (“OID”) is treated as interest income and is included in
taxable income (and we are required to distribute it) over the term of the debt obligation, even though payment of
that amount is not received until a later time, upon partial or full repayment or disposition of the debt obligation.
In addition, payment-in-kind (“PIK”) securities we originate or acquire will give rise to income which is required
to be distributed and is taxable even though we receive no interest payment in cash on the security during the
year in which the income was accrued.

Some debt obligations with a fixed maturity date of one year or less from the date of issuance that we
originate or acquire may be treated as having OID or, in certain cases, “acquisition discount” (very generally, the
excess of the stated redemption price over the purchase price). Generally, we will be required to include the OID
or acquisition discount in income (as ordinary income) over the term of the debt obligation gmg thus distribute it
over the term of the debt obligation, even though payment of that amount is not receivedyuri® ajater time, upon
partial or full repayment or disposition of the debt obligation. The rate at which OID or &c8yisition discount
accrues, and thus is included in our income, will depend upon which of the permitte ual methods we elect.

Some preferred securities may include provisions that permit the issuer, at\¢s digretion, to defer the
payment of distributions for a stated period without any adverse consequenc e issuer. If we own a
preferred security that is deferring the payment of its distributions, we, UN required to report income for U.S.
federal income tax purposes to the extent of any such deferred distrj u\ﬂn e¥en though we have not yet actually
received the cash distribution.

distribution each year an amount which is greater than the @ amount of cash interest (or dividends in the case
of preferred securities) we actually received. Such distr@ s may be made from, among other things, our cash
assets or cash generated from our liquidation of por curities. We may realize gains or losses from such
liquidations. In the event we realize net long-ter %rt—term capital gains from such transactions, our
stockholders may receive a larger capital ggj @nary dividend, respectively, than they would in the absence
of such transactions. i ,

As a result of holding the foregoing kinds of obligatiy be required to pay out as an income

Investments in distressed debt o
are not entirely clear about issges

tions that are at risk of or in default present special tax issues. Tax rules
hether and to what extent we should recognize market discount on
these debt obligations; when w, ease to accrue interest, OID or market discount; when and to what extent
we may take deductions for ts or worthless securities and how we should allocate payments received on
obligations in default rincipal and income. We will address these and other related issues when, as and
if we invest in such o jons, in order to seek to ensure that we distribute sufficient income to preserve our
eligibility for treg @ a¥ a RIC and do not become subject to U.S. federal income or excise tax.

A portion of the OID accrued on certain high-yield discount obligations we own may not be deductible to
the issuer and will instead be treated as a dividend paid by the issuer for purposes of the dividends-received
deduction. In such cases, if the issuer of the obligation is a domestic corporation, dividend payments we make
may be eligible for the dividends-received deduction to the extent of the deemed dividend portion of such OID.

Our transactions in foreign currencies, foreign currency-denominated debt obligations and certain foreign
currency options, futures contracts and forward contracts (and similar instruments) may give rise to ordinary
income or loss to the extent such income or loss results from fluctuations in the value of the foreign currency
concerned. Such ordinary income treatment may accelerate our distributions to stockholders and increase the
distributions taxed to stockholders as ordinary income. We cannot carry forward any net ordinary losses so
created to offset income or gains earned in subsequent years.
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Special tax rules may change the treatment of gains and losses we recognize when we make certain
investments outside the United States. The application of these special rules may accelerate or increase our
recognition of ordinary income or loss, and affect the timing, amount and/or character of our distributions. In
addition, dividend, interest, capital gains and other income we receive from investments outside the United States
may be subject to withholding and other taxes imposed by foreign countries. Tax treaties between the United
States and other countries may reduce or eliminate such taxes. Stockholders generally will not be entitled to
claim a credit or deduction for such taxes on their own tax returns. Foreign taxes we pay or are withheld from us
will reduce the return from our underlying investments.

Some of our investments outside the United States, including our CLO investments, may be treated as
investments in passive foreign investment companies (“PFICs”), as defined below, and could subject us to U.S.
federal income tax (including interest charges) on distributions received from a PFIC or on proceeds received
from the disposition of shares in a PFIC, which tax cannot be eliminated by making distributions to our
stockholders. However, we may elect to avoid the imposition of that tax. For example, we elect to treat a
PFIC as a “qualified electing fund” (“QEF”) (i.e., make a “QEF election”), in which cas v% be required to
include our share of the PFIC’s income and net capital gain annually, regardless of whe it receives any
distribution from the PFIC. Alternatively, we may elect to mark the gains (and to a | extent the losses) in
such holdings “to the market” as though we had sold (and, solely for purposes offth -to-market election,
repurchased) our holdings in those PFICs on the last day of our taxable year, S&[ s and losses are treated as
ordinary income and loss. The QEF and mark-to-market elections may have% ect of accelerating the
recognition of income (without the receipt of cash) and increasing the required to be distributed for us to
avoid taxation. Making either of these elections therefore may requj &to quidate other investments
(including when it is not advantageous to do so) to meet our distri®ut equirement, which also may accelerate
the recognition of gain and affect our total return. Dividends p#fd 8 ICs will not be eligible to be treated as
qualified dividend income. In addition, whether a foreign ora#n is a PFIC is not always entirely clear.
Therefore there is a risk, for example, that we may not rea at a foreign corporation in which we invest is a
PFIC for U.S. federal tax purposes and thus we may faj ely make a QEF or mark-to-market election in
respect of that corporation, in which event we coul ect to the U.S. federal income taxes and interest
charges described above. O

A PFIC is any foreign corporation i whN) 75% or more of the gross income for the taxable year is
passive income, or (ii) the average percen f the assets (generally by value, but by adjusted tax basis in

certain cases) that produce, or are he the production of, passive income is at least 50%. Generally, passive
income for this purpose means diy# Jnterest (including income equivalent to interest), royalties, rents,
annuities, the excess of gains sSes from certain property transactions and commodities transactions,
income from certain notion in®pal contracts, and foreign currency gains. Passive income for this purpose
does not include rents lties received by the foreign corporation from active business and certain income
received from related PEINs.

If we own ( or indirectly) 10% or more of the total combined voting power of all classes of stock of
a foreign corporation that is treated as a controlled foreign corporation (“CFC”) (including equity tranche
investments and certain debt tranche investments in a CLO treated as CFC), we are a “U.S. Stockholder” for
purposes of the CFC provisions of the Code. A CFC is a foreign corporation that, on any day of its taxable year,
is owned (directly, indirectly, or constructively) more than 50% (measured by voting power or value) by U.S.
Stockholders. A U.S. Stockholder is required to include in gross income for U.S. federal income tax purposes for
each taxable year of the U.S. Stockholder its pro rata share of its CFC’s “subpart F income” for the CFC’s
taxable year ending within the U.S. Stockholder’s taxable year whether or not such income is actually distributed
by the CFC, provided that the foreign corporation has been a CFC for at least 30 uninterrupted days in its taxable
year. Subpart F income generally includes interest, OID, dividends, net gains from the disposition of stocks or
securities, net gains from transactions (including futures, forward, and similar transactions) in commodities,
receipts with respect to securities loans, and net payments received with respect to equity swaps and similar
derivatives. Subpart F income is treated as ordinary income, regardless of the character of the CFC’s underlying
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income. The rules regarding the extent to which such subpart F income inclusions will be treated as “qualifying
income” for purposes of the 90% gross income requirement for qualification as a RIC are unclear and currently
under consideration. To the extent we invest in CFCs, if any, and recognize subpart F income in excess of actual
cash distributions from such CFCs, if any, we may be required to sell assets (including when it is not
advantageous to do so) to generate the cash necessary to distribute as dividends to our stockholders all of our
income and gains and therefore to eliminate any corporate-level tax liability.

We may make certain investments through one or more wholly-owned entities treated as corporations for
U.S. federal income tax purposes. Such corporations may be required to pay U.S. federal, state and local
corporate income or other tax on their earnings, which ultimately will reduce the return on our underlying
investments.

Income we realize from or the proceeds of dispositions of our non-U.S. investments may be subject to non-
U.S. withholding or other taxes. We may otherwise be subject to non-U.S. taxation on repajgmgtion proceeds
generated from those investments or to other transaction-based non-U.S. taxes on those inv nts. Those
withholding taxes or other taxes as well as any U.S. withholding taxes applicable to qur fnwgstments, including in
respect of investments in our wholly-owned subsidiaries, if any, will reduce the retu@our investments.

Our derivative transactions, as well as any of our other hedging, short s le\s lar transactions, may be
subject to one or more special tax rules (including, for instance, notional pril% contract, mark-to-market,

constructive sale, straddle, wash sale and short-sale rules). These rule aftect whether gains and losses we
recognize are treated as ordinary or capital and/or as short-term or ern®, accelerate our recognition of
income or gains, defer losses, and cause adjustments in the holdin® pdrig¥s of our securities. The rules could
therefore affect the amount, timing and/or character of our dist L0¥8 to stockholders.

uments are in some cases uncertain under current
th respect to these rules (which determination or
ade sufficient distributions, and otherwise satisfied
s a RIC and avoid a corporate-level tax.

Because the tax rules applicable to derivative financia
law, an adverse determination or future guidance by th
guidance could be retroactive) may affect whether w,
the relevant requirements, to maintain our qualiﬁ@

Certain of our Derivative Transactiof{s ahvestments in foreign currency-denominated instruments, and
any of our transactions in foreign currenci hedging activities, are likely to produce a difference between
our book income and the sum of our le income and net tax-exempt income (if any). If such a difference
arises, and our book income is les sum of our taxable income and net tax-exempt income (if any), we
could be required to make distiNoN exceeding book income to qualify as a RIC that is accorded special tax
treatment and to avoid a co te¥evel tax. In the alternative, if our book income exceeds the sum of our taxable
income and net taxex&‘@me (if any), the distribution (if any) of such excess generally will be treated as

1

(1) a dividend to the e our remaining earnings and profits (including earnings and profits arising from any
tax-exempt inco % ereafter, as a return of capital to the extent of the recipient’s basis in its shares, and
(iii) thereafter, as Waip/from the sale or exchange of a capital asset.

Pursuant to a notice issued by the IRS and Treasury Regulations that have yet to be issued but may apply
retroactively, a portion of our income (including income allocated from certain pass-through entities) that is
attributable to a residual interest in a real estate mortgage investment conduit or taxable mortgage pool (referred
to in the Code as an “excess inclusion”) will be subject to U.S. federal income tax in all events. This notice also
provides, and the regulations are expected to provide, that excess inclusion income of a RIC will be allocated to
stockholders of the RIC in proportion to the dividends received by such stockholders, with the same
consequences as if the stockholders held the related interest directly. As a result, to the extent we invest in any
such interests, it may not be a suitable investment for certain tax-exempt stockholders. Although we do not
expect to make investments that generate or pass through excess inclusion income in the manner described
above, we may make such investments, and may need to make certain elections set forth in the IRS notice
governing such matters.
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In general, excess inclusion income allocated to stockholders (i) cannot be offset by net operating losses
(subject to a limited exception for certain thrift institutions), (ii) will constitute unrelated business taxable income
(“UBTI”) to entities (including a qualified pension plan, an individual retirement account, a 401(k) plan, a Keogh
plan or other tax-exempt entity) subject to tax on UBTI, thereby potentially requiring such an entity that is
allocated excess inclusion income, and otherwise might not be required to file a U.S. federal income tax return, to
file such a tax return and pay tax on such income, and (iii) in the case of a non-U.S. stockholder, will not qualify
for any reduction in U.S. federal withholding tax. A stockholder will be subject to U.S. federal income tax on
such inclusions notwithstanding any exemption from such income tax otherwise available under the Code.

Our ability to pursue our investment strategy, including a strategy focused on investments in CLOs, certain
debt instruments and the generation of fee income, may be limited by our intention to qualify as a RIC and our
strategy may bear adversely on our ability to so qualify.

Backup Withholding

Your broker or other intermediary may be required to withhold, for U.S. federal a%wnhholding tax
purposes, at a rate of 28%, a portion of the dividends, distributions and redemption ds payable to a non-
corporate stockholder who fails to provide the broker or other intermediary wit, stdeXholder’s correct
taxpayer identification number (in the case of an individual, generally, such indNidgfl s social security number)
or to make the required certification, or who has been notified by the IRS th. stockholder is subject to
backup withholding. Certain stockholders are exempt from backup wi hNy 2. Backup withholding is not an
additional tax and any amount withheld may be refunded or credi'tzﬁllls our U.S. federal income tax

liability, if any, provided that you furnish the required informatiom#to fheMRS.

Sale or Exchange of Our Shares

Ql will generally recognize a gain or loss in an
ch shares and the amount you receive in exchange for

such shares. Any such gain or loss generally wil -term capital gain or loss if you have held (or are treated
as having held) such shares for more than g the time of sale. All or a portion of any loss you realize on
a taxable sale or exchange of your shares éj isallowed if you acquire other shares from us (whether through
the automatic reinvestment of dividends o rwise) within a 61-day period beginning 30 days before and
ending 30 days after your sale or exc e of our shares. In such case, the basis of the shares acquired will be
adjusted to reflect the disallowed ) dition, any loss realized upon a taxable sale or exchange of our shares
held (or deemed held) by you Qnonths or less will be treated as long-term, rather than short-term, to the
extent of any capital gain di received (or deemed received) by you with respect to those shares.

You may be e i&l offset your Capital Gain Dividends with capital loss. The Code contains a number of
statutory provisi ing the circumstances under which capital loss may be offset against capital gain and
limiting the use oNgg#from certain investments and activities. Accordingly, if you have capital losses we urge
you to consult your tax advisor.

If you sell or otherwise dispose of our common s
amount equal to the difference between your tax bage®j

Upon the sale or exchange of our common shares, your broker or other intermediary generally will be
required to provide you and the IRS with cost basis and certain other related tax information about the shares you
sold or exchanged. This cost basis reporting requirement is effective for shares purchased, including through
dividend reinvestment. Please consult your broker or other intermediary for more information regarding available
methods for cost basis reporting and how to select a particular method. Please consult your tax advisor to
determine which available cost basis method is best for you.

When we make a tender offer for our shares (as described in “Share Repurchase Program™) and you tender
all common shares you hold, or are considered to be holding, and you do not hold (directly or by attribution) any

other units of our shares (e.g. preferred shares, if any), you will be treated as having sold your shares and
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generally will realize a capital gain or loss. If you tender fewer than all of your common shares or continue to
hold (directly or by attribution) other units of our shares (e.g., preferred shares, if any), there is some risk that
you may be treated as having received a distribution under Section 301 of the Code (a “Section 301 distribution™)
unless the redemption is treated as being either (i) “substantially disproportionate” or (ii) otherwise “not
essentially equivalent to a dividend” under the relevant rules of the Code. A Section 301 distribution is not
treated as a sale or exchange giving rise to a capital gain or loss, but rather is treated as a dividend to the extent
supported by the Fund’s current and accumulated earnings and profits, with the excess treated as a return of
capital reducing your tax basis in Fund shares, and thereafter as capital gain. Where a redeeming shareholder is
treated as receiving a dividend, there is a risk that non-tendering shareholders whose interests in the Fund
increase as a result of such tender will be treated as having received a taxable distribution from the Fund.
Dividend treatment of a tender would also affect the amount and character of income that we are required to
distribute for the year in which the redemption occurred. It is possible that such a dividend would qualify as
“qualified dividend income”; otherwise, it would be taxable as ordinary income. To the extent we recognize net
gains on the liquidation of portfolio securities to meet such tenders, we will be required to e additional
distributions to our common stockholders. ®

Non-U.S. Stockholders Q

Distributions we pay to shareholders that are not “U.S. persons” within h% ng of the Code (“foreign
stockholders™) and that we properly report as (1) Capital Gain Dividends, (Zk st-related dividends, and
(3) short-term capital gain dividends, each as defined below and subjet\N ain conditions described below,

generally are not subject to withholding of U.S. federal income tax
In general, the Code defines (1) “short-term capital gain (Las distributions of net short-term capital

gains in excess of net long-term capital losses and (2) “intesgst-r d dividends” as distributions from U.S.
source interest income of types similar to those not subjec Q .S. federal income tax if earned directly by an
individual foreign stockholder, in each case to the exteg€u¥distributions are properly reported as such by us in
a written notice to stockholders. The exceptions to ytj T‘l ing for Capital Gain Dividends and short-term capital
gain dividends do not apply to (A) distributions pdividual foreign stockholder who is present in the United
States for a period or periods aggregating 1 more during the year of the distribution and

(B) distributions attributable to gain that i as effectively connected with the conduct by the foreign
stockholder of a trade or business within t ited States under special rules regarding the disposition of U.S.

real property interests. The exceptio ithholding for “interest-related dividends” does not apply to
distributions to a foreign stock’hol at has not provided a satisfactory statement that the beneficial owner
is not a U.S. person, (B) to the t that the dividend is attributable to certain interest on an obligation if the

that have inadequate i ipn exchange with the United States, or (D) to the extent the dividend is attributable
to interest paid by a % that is a related person of the foreign stockholder and the foreign stockholder is a
controlled foreig Noration. We are permitted to report such part of our dividends as interest-related and/or
short-term capitalNgj@#dividends as are eligible, but are not required to do so. In the case of shares held through
an intermediary, the intermediary may withhold even if we report all or a portion of a payment as an interest-
related or short-term capital gain dividend to shareholders.

foreign stockholder is the isZ of*is a 10% shareholder of the issuer, (C) that is within certain foreign countries

Foreign stockholders should contact their intermediaries regarding the application of these rules to their
accounts.

Distributions to foreign stockholders other than Capital Gain Dividends, interest-related dividends, and
short-term capital gain dividends (e.g., dividends attributable to dividend and foreign-source interest income or to
short-term capital gains or U.S. source interest income to which the exception from withholding described above
does not apply) are generally subject to withholding of U.S. federal income tax at a rate of 30% (or lower
applicable treaty rate).
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A foreign stockholder is not, in general, subject to U.S. federal income tax on gains (and is not allowed a
deduction for losses) realized on the sale of our shares unless (i) such gain is effectively connected with the
conduct of a trade or business carried on by such holder within the United States, (ii) in the case of an individual
holder, the holder is present in the United States for a period or periods aggregating 183 days or more during the
year of the sale and certain other conditions are met, or (iii) certain special rules relating to gain attributable to
the sale or exchange of U.S. real property interests apply to the foreign stockholder’s sale of our shares.

Foreign stockholders with respect to whom income from us is effectively connected with a trade or business
conducted by the foreign stockholder within the United States will in general be subject to U.S. federal income
tax on the income derived from us at the graduated rates applicable to U.S. citizens, residents or domestic
corporations, whether such income is received in cash or reinvested in additional units of our shares and, in the
case of a foreign corporation, may also be subject to a branch profits tax. If a foreign stockholder is eligible for
the benefits of a tax treaty, any effectively connected income or gain will generally be subject to U.S. federal
income tax on a net basis only if it is also attributable to a permanent establishment maintaipegl by the
stockholder in the United States. More generally, foreign stockholders who are resident ontry with an
income tax treaty with the United States may obtain different tax results than those d CSN erein, and are
urged to consult their tax advisors. 6

real property holding corporation” (“USRPHC”) or would be a USRPHC bu e operation of certain
exceptions to the definition of USRPIs described below. Very general HC is a domestic corporation
that holds USRPIs the fair market value of which equals or exceedgQ0% of the sum of the fair market values of
the corporation’s USRPISs, interests in real property located outsid®t ited States, and other trade or business
assets. USRPIs generally are defined as any interest in U.S. rea %o y and any interest (other than solely as a
creditor) in a USRPHC or, very generally, an entity that hagbeeMa®USRPHC in the last five years. A fund that
holds, directly or indirectly, significant interests in REITs @ be a USRPHC. Interests in domestically
controlled QIEs, including REITs and RICs that are QIfSpudEgreater-than-10% interests in publicly traded
classes of stock in REITs and not-greater-than-5% igfer8s#€ in publicly traded classes of stock in RICs generally
are not USRPIs, but these exceptions do not app@%mposes of determining whether we are a QIE.

Special rules would apply if we were a qualified investment entity (“Qw se we are either a “U.S.

5

If an interest in the Company were aSESRi ¥a greater-than-5% foreign shareholder, or any foreign
shareholder if shares in the Company are nsidered regularly traded on an established securities market,
generally would be required to file a tax return in connection with the sale of its Company shares, and pay
related taxes due on any gain r’eal' e sale.

Moreover, if we were
required to withhold g

would not be treated
the applicable tax @ e

If we were a QIE, under a special “look-through” rule, any distributions to a foreign shareholder attributable
directly or indirectly to (i) distributions received by us from a lower-tier RIC or REIT that we are required to
treat as USRPI gain in our hands and (ii) gains realized on the disposition of USRPIs by us would retain their
character as gains realized from USRPIs in the hands of our foreign shareholders and would be subject to U.S.
tax withholding. In addition, such distributions could result in the foreign shareholder being required to file a
U.S. tax return and pay tax on the distributions at regular U.S. federal income tax rates. The consequences to a
foreign shareholder, including the rate of such withholding and character of such distributions (e.g., as ordinary
income or USRPI gain), would vary depending upon the extent of the foreign shareholder’s current and past
ownership of the Company.

&BHC or, very generally, had been one in the last five years, we would be

s distributed to a greater-than-5% foreign shareholder to the extent such amounts
ywidend, i.e., are in excess of our current and accumulated “earnings and profits” for

. Such withholding generally is not required if we are a domestically controlled QIE.

Foreign shareholders of the Company also may be subject to “wash sale” rules to prevent the avoidance of
the tax-filing and -payment obligations discussed above through the sale and repurchase of Company shares.
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In order to have qualified for any exemption from withholding described above (to the extent applicable) or
for lower withholding tax rates under income tax treaties, or to establish an exemption from backup withholding,
a foreign stockholder must have complied with applicable certification and filing requirements relating to its non-
U.S. status (including, in general, furnishing an IRS Form W-8BEN, Form W-8BEN-E or substitute form).
Foreign stockholders should contact their tax advisors in this regard.

Special rules (including withholding and reporting requirements) apply to foreign partnerships and those
holding our shares through foreign partnerships. Additional considerations may apply to foreign trusts and
estates. Investors holding our shares through foreign entities should consult their tax advisors.

A foreign stockholder may be subject to state and local tax and to the U.S. federal estate tax in addition to
the U.S. federal tax on income referred to above.

Other Reporting and Withholding Requirements

Sections 1471-1474 of the Code, and the U.S. Treasury Regulations and IRS gui aNsued thereunder
(collectively, “FATCA”), generally require us to obtain information sufficient to id@he status of each of our
stockholders under FATCA or under an applicable intergovernmental agreemept{(a ). If a stockholder
fails to provide the required information or otherwise fails to comply with F T% an IGA, we or our agent
may be required to withhold under FATCA 30% of the ordinary dividends tl% pay to that stockholder and,
after December 31, 2018, 30% of the gross proceeds of the sale, rede exchange of our shares and
certain Capital Gain Dividends we pay to that stockholder. If we n?a paythent that is subject to FATCA
e

withholding, we, or our agent, are required to withhold even if th t would otherwise be exempt from

withholding under rules applicable to non-U.S. stockholders ( apftal Gain Dividends, short-term capital
gain dividends and interest-related dividends). You are urged to ult your tax advisor regarding the
applicability of FATCA and any other reporting requirem n addition, foreign countries are considering, and

may implement, laws similar in purpose and scope to F

REIT Subsidiary

in the form of debt securities, structu edit, preferred equity and mezzanine investments in real estate
properties, with an emphasis on properties, through a REIT Subsidiary. The Company intends to
monitor the value of the shar EIT Subsidiary such that not more than 25% of the value of the
Company’s total assets & m the REIT Subsidiaries.

Taxation of a REIT Subsidiary < ,
As discussed above, the Compan gy old certain of its assets, including qualifying real estate investments

The Compary hat any REIT Subsidiary would elect to be treated, and qualify annually, as a REIT
under the Code bg with the first year in which it commenced material operations. While we believe that a
REIT Subsidiary wdtld be able to qualify as a REIT provided it satisfies the Not Closely Held Test (as defined
below), given the highly complex nature of the rules governing REITs, the ongoing importance of factual
determinations and the possibility of future changes in circumstances or applicable law, no assurance can be
given that a REIT Subsidiary would so qualify for any particular year.

Qualification and taxation as a REIT depends on a REIT Subsidiary’s ability to meet, on a continuing basis,
through actual results of operations, distribution levels, share ownership and various other qualification
requirements imposed upon REITs by the Code. In addition, a REIT Subsidiary’s ability to qualify as a REIT
may depend in part upon the operating results, organizational structure and entity classification for U.S. federal
income tax purposes of certain entities in which the REIT Subsidiary invests. A REIT Subsidiary’s ability to
qualify as a REIT also requires that it satisfy certain asset and income tests, some of which depend upon the fair
market value of assets directly or indirectly owned by it or which serve as security for loans made by it. Such

161



values may not be susceptible to a precise determination. Accordingly, no assurance can be given that the actual
results of a REIT Subsidiary’s operations for any taxable year will satisfy the requirements for qualification and
taxation as a REIT.

Requirements for Qualification as a REIT

To qualify for the beneficial tax regime applicable to REITs, a REIT Subsidiary must meet and continue to
meet the requirements described below relating to organization, sources of income, nature of assets and
distributions of income to our stockholders.

Organizational Requirements
The Code defines a REIT as a domestic corporation, trust or association:
(1) which is managed by one or more trustees or directors;

(2) the beneficial ownership of which is evidenced by transferable shares or b ra%a;le certificates of
beneficial interest;

(3) which would be taxable as a domestic corporation but for Sections 83"thfopgh 859 of the Code;

(4) which is neither a financial institution nor an insurance company sv to certain provisions of the
Code;

(5) the beneficial ownership of which is held by 100 or mor%

(6) not more than 50.0% in value of the outstanding stod h is owned, directly or indirectly
applying various attribution rules, by or for five @ fe dividuals (as defined in the Code to include
for these purposes certain entities) (the “Not Clo&—leld Test”);

(7) which makes an election to be a REIT (or e such election for a previous taxable year which has
not been revoked or terminated) and satis elevant filing and other administrative requirements
established by the IRS that must b ect and maintain REIT status;

(8) which uses the calendar year asfits tas le year; and

(9) which meets certain other teggs, described below, regarding the nature of its income and assets and the
amount of its dlstrlbutlons

condition (5) must be at least 335 days of a taxable year of 12 months, or during a proportionate part
of a taxable year of 1 months, and that condition (6) must be met during the last half of each taxable
year. For purpose, o ion (6), the beneficiaries of a pension or profit-sharing trust described in

The Code provides that § ns (1) through (4), inclusive, must be met during the entire taxable year, that

Section 401(a) ofghe Jbde, and not the pension or profit-sharing trust itself, are treated as REIT stockholders.
Conditions (5) and (0) do not apply to a REIT until the second calendar year in which the REIT qualifies as such.
A REIT Subsidiary would be treated as having met condition (6) above for a taxable year if it complied with
certain Treasury Regulations for ascertaining the ownership of its stock for such year and if it did not know (or
after the exercise of reasonable diligence would not have known) that its stock was sufficiently closely held
during such year to cause it to fail condition (6).

We intend to structure and operate any REIT Subsidiary and conduct its activities in a manner designed to
satisfy all of these requirements. However, the application of such requirements is complex, and it is possible that
the IRS may interpret or apply those requirements in a manner that jeopardizes the ability of a REIT Subsidiary
to satisfy all of the requirements for qualification as a REIT or that the REIT Subsidiary may be unable to satisfy
all of the applicable requirements.

162



To obtain the favorable tax treatment afforded to REITs under the Code, among other things, a REIT
Subsidiary generally will be required each year to distribute to its stockholders at least 90% of its REIT taxable
income determined without regard to the dividends-paid deduction and excluding net capital gain. To the extent
that it does not distribute all of its net capital gains, or distributes at least 90%, but less than 100%, of its REIT
taxable income, as adjusted, it will have to pay corporate-level tax on amounts retained. Furthermore, if it fails to
distribute during each calendar year at least the sum of (a) 85% of its ordinary income for that year, (b) 95% of
its capital gain net income for that year, and (c) any undistributed taxable income from prior periods, it would
have to pay a 4% nondeductible excise tax on the excess of the amounts required to be distributed over the sum
of (i) the amounts that it actually distributed and (ii) the amounts it retained and upon which it paid income tax at
the corporate level.

These requirements could cause a REIT Subsidiary to distribute amounts that otherwise would be spent on
investments in real estate assets, and it is possible that the REIT Subsidiary might be required to borrow funds,

possibly at unfavorable rates, or sell assets to fund the required distributions. %
Investment in a REIT Subsidiary \

Provided that a REIT Subsidiary qualifies as a REIT, distributions made t any out of the REIT
Subsidiary’s current or accumulated earnings and profits, and not designated as{a gain dividends, would
generally be taken into account by the Company as ordinary dividend incom would not be eligible for the

dividends received deduction for corporations. In determining the ext ich a distribution with respect to a
REIT Subsidiary’s common shares constituted a dividend for U.S. 1 intome tax purposes, a REIT
Subsidiary’s earnings and profits would be allocated first to distriButipnsWwith respect to the REIT Subsidiary’s
preferred stock, if any, and then to the REIT Subsidiary’s com es. Dividends received from REITs are
generally not eligible to be taxed at the preferential qualiﬁ‘% ofid income rates applicable to individual U.S.

shareholders who receive dividends from taxable subchap corporations.

In addition, distributions from a REIT Subsidi&are designated as capital gain dividends will be
treated by the Company as long-term capital gaips e, to the extent that they do not exceed the actual net
capital gain of the REIT Subsidiary for the ar, without regard to the period for which the Company has
held the REIT Subsidiary’s shares. To thefextegt®hat a REIT Subsidiary elects under the applicable provisions of
the Code to retain the REIT Subsidiary’s ital gains, the Company would be treated as having received, for
U.S. federal income tax purposes, th T Subsidiary’s undistributed capital gains as well as a corresponding
credit or refund, as the case may es paid by the REIT Subsidiary on such retained capital gains. The
Company would increase its adyS¥d tax basis in the REIT Subsidiary’s common shares by the difference
between its allocable share c[Pretained capital gain and its share of the tax paid by the REIT Subsidiary.

Distributions fi 0& T Subsidiary in excess of the REIT Subsidiary’s current or accumulated earnings
and profits woul xable to the Company to the extent that they do not exceed the adjusted tax basis of
the Company’s shtggsof the REIT Subsidiary’s common shares in respect of which the distributions were made,
but rather would reduce the adjusted tax basis of these shares, thus reducing any loss or increasing any gain on a
subsequent taxable disposition by the Company of these shares. To the extent that such distributions exceed the
adjusted tax basis of the Company’s shares of the REIT Subsidiary’s common shares, they would be included in
income as long-term capital gain, or short-term capital gain if the shares have been held for one year or less. In
addition, any dividend declared by a REIT Subsidiary in October, November or December of any year and
payable to the Company if it is the holder of record on a specified date in any such month would be treated as
both paid by the REIT Subsidiary and received by the Company on December 31 of such year, if the dividend is
actually paid by the REIT Subsidiary in January of the following calendar year.

To the extent that a REIT Subsidiary has available net operating losses and capital losses carried forward
from prior tax years, such losses may reduce the amount of distributions that must be made in order to comply

with the REIT distribution requirements. Such losses, however, would not be passed through to the Company and
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do not offset income of the Company from other sources, nor do they affect the character of any distributions that
are actually made by a REIT Subsidiary, which are generally treated as taxable income in the hands of the
Company to the extent that the REIT Subsidiary has current or accumulated earnings and profits.

The discussions set forth herein do not constitute tax advice, and you are urged to consult your own tax

adviser to determine the specific U.S. federal, state, local and foreign tax consequences to you of investing
with us.
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PLAN OF DISTRIBUTION

General

We are offering a maximum of 150,000,000 shares of our common stock to the public on a continuous basis
as permitted by the federal securities laws. The shares are being offered on a “best efforts” basis, which means
generally that the dealer manager is required to use only its best efforts to sell the shares and it has no firm
commitment or obligation to purchase any of the shares. This offering must be registered in every state in which
we offer or sell shares. Generally, such registrations are for a period of one year. Thus, we may have to stop
selling shares in any state in which our registration is not renewed or otherwise extended annually.

We entered into a private placement with NexPoint Advisors and its affiliate, pursuant to which we sold
approximately 1,086,954 shares of our common stock at $9.20 per share following the effectiveness of the
registration statement, which reflects the public offering price of $10.00 per share less selling commissions and
dealer manager fees, for gross proceeds of $10.0 million, thereby satisfying the minimum %g requirement.
In connection with such sale, we satisfied the minimum offering requirements and comN ur public

offering of shares.

The dates on which we will accept subscriptions will be the first business f gach week. Shares issued
pursuant to our distribution reinvestment plan typically will be issued on thefat\twWb business days after the last
declared ordinary distribution of the month. In addition, in months in which purchase shares, we may, but

will not necessarily, conduct repurchases on the same date that we hol§ duNirst weekly closing in such month
for the sale of shares in this offering. We sell our shares on a contigff§u\basis at weekly closings at the current
offering price per share. To the extent that our NAV increases, Ievg}ﬁ e steps to ensure that shares are not
sold at a price per share, after deduction of selling commission% ealer manager fees, that is below our NAV.
ider to be a 2.5% decrease below our current net
such that our NAYV is not above, nor more than
wing any such adjustment to the offering price per
disclosing the adjusted offering price, and we will also
exPointCapital.com.

In the event of a material decline in our NAV, which we ¢
offering price, our Board will establish a new net offeri
2.5% below, our net offering price per share. Prompt
share, we will file a prospectus supplement with th
post the updated information on our website

To purchase shares in this offering, @St complete and sign a subscription agreement (in the form
attached to this prospectus as Appendig A) for a specific dollar amount and pay such amount at the time of
subscription. The initial minimum a%d purchase is $2,500. Additional purchases must be made in
increments of $500. You shoukd @y r check payable to “UMB Bank, N.A., as agent for NexPoint Capital,
Inc.” Subscriptions will b only upon our acceptance, and we reserve the right to reject any subscription

i

e eff \
in whole or in part. Pen@ptamce of your subscription, proceeds will be deposited into an account for your

benefit. &

Our Dealer Man

The dealer manager is Highland Capital Funds Distributor, Inc. The dealer manager was formed in
June 2012 and has a limited prior operating history. The dealer manager registered as a broker-dealer with the
SEC and the Financial Industry Regulatory Authority (“FINRA”), in November 2013. The dealer manager is an
affiliate of our investment adviser.

The agreement with the dealer manager expires at the termination date of this offering (or the date of our
dissolution or liquidation). We may also terminate the agreement if the dealer manager materially breaches the
agreement, and such breach materially adversely affects the dealer manager’s ability to perform its duties under
the agreement. The dealer manager may terminate the agreement if a court of competent jurisdiction enters a
decree or order for relief against us or our investment adviser; we change our investment objective from that
included in this prospectus; we engage in fraud, criminal conduct or willful misconduct or commit a willfully or
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grossly negligent breach of our respective obligations under the agreement; the SEC issues a stop order
suspending the effectiveness of this prospectus that is not rescinded within 10 business days after the issuance
thereof; or we materially breach the agreement and such breach materially adversely affects our ability to
perform our duties under the agreement.

Compensation of Dealer Manager and Participating Broker-Dealers

Except as provided below, the dealer manager receives selling commissions of 7.0% of the gross proceeds
of shares sold in this offering. The dealer manager also receives a dealer manager fee of 1.0% of the
gross proceeds as compensation for acting as the dealer manager.

Our dealer manager will engage non-affiliated, third-party participating broker-dealers in connection with
the offering of shares. As used in this prospectus, the term participating broker-dealers includes the dealer
manager and other members of FINRA. In connection with the sale of shares by participatip ) broker-dealers, our
dealer manager will reallow to such participating broker-dealers all of its selling commi iributable to such
participating broker-dealers’ respective sales.

participating broker-dealer as marketing fees and for reimbursement of offeging expenses. The maximum
k d by selected broker-dealers,
e

The dealer manager may reallow any portion of the dealer manager fees f@gre sold by a
el

amount of reallowance would be based on factors such as the number of sha
the assistance of such selected broker-dealers in marketing the offerin diligence expenses incurred. The
maximum aggregate amount of the reallowances of the 1.0% deale agePfee will be 1.0% of the gross
proceeds from shares sold in this offering. %

which a selling commission and/or dealer manager fee ma educed or eliminated in connection with certain

purchases. @

We may reimburse our dealer manager a@cimed persons and affiliates for certain expenses that are

See “Share Distribution Channels” and “Volume DiscEnts a description of the circumstances under

deemed underwriting compensation. We h to reimburse the dealer manager in an amount up to 1.0%
of the gross offering proceeds for reasonaple fagPand expenses incurred in connection with: (a) legal counsel to
the dealer manager, including fees and ex s incurred prior to the effectiveness of the registration statement,
of which this prospectus forms a par vided such fees and expenses are incurred in relation to the dealer
manager; (b) customary travel, loge als and reasonable entertainment expenses incurred in connection
with this offering; (c) attenda " roker-dealer sponsored conferences, educational conferences sponsored by
us, industry sponsored conf e¥and informational seminars; (d) non-accountable due diligence expenses
incurred by our dealer, or a participating broker-dealer; (e) customary promotional items; and (f) sales
incentives. The val aly non-cash compensation that are promotional gifts may not exceed an aggregate of
$100 per sales p pe? year in accordance with FINRA regulations. In the event other incentives are provided
to registered reprovgpdtives of the dealer manager or the participating broker-dealers, those incentives will be
paid only in cash, and such payments will be made only to the dealer manager, not to participating broker-dealers
or to their registered representatives. This offering is being made in compliance with Rule 2310 of FINRA.

Total underwriting compensation payable by the Company to our dealer manager or participating broker-
dealers shall not exceed 8.0% of our gross offering proceeds. Other entities affiliated with NexPoint Advisors
will provide reimbursements to our dealer manager and participating broker-dealers for the categories listed
above to the extent that the aggregate amount of reimbursements, along with the payment of selling commissions
and dealer manager fees, do not exceed 10% of our gross offering proceeds, which is the maximum
compensation payable to members of FINRA participating in this offering. Therefore, in the event that an
investor pays an aggregate of 8.0% sales load, entities affiliated with NexPoint Advisors may pay an additional
amount equal to up to 2.0% of the gross proceeds from this offering.
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We have agreed to reimburse the dealer manager or any participating broker-dealer for reasonable bona fide
due diligence expenses set forth in an itemized and detailed invoice incurred by either, which may include travel,
lodging, meals and other reasonable out-of-pocket expenses incurred by the dealer manager or any participating
broker-dealer and their personnel when visiting our offices or assets to verify information relating to us or our
assets. These amounts are excluded from underwriting compensation but, when combined with the amounts that
constitute underwriting compensation, cannot exceed 15.0% of the aggregate proceeds raised in this offering.

We will not pay selling commissions or dealer manager fees on shares sold under our distribution
reinvestment plan. The amount that would have been paid as selling commissions and dealer manager fees if the
shares sold under our distribution reinvestment plan had been sold pursuant to this public offering of shares will
be retained and used by us. Therefore, the net proceeds to us for sales under our distribution reinvestment plan
will be greater than the net proceeds to us for sales pursuant to this prospectus.

liabilities arising under the Securities Act and Exchange Act and liabilities arising from Rreax of our
representations and warranties contained in the dealer manager agreement. The brokeg- 1S participating in
this offering of shares of our common stock are not obligated to obtain any subson our behalf, and we

We have agreed to indemnify the participating broker-dealers, including the dealer m, against certain
9

cannot assure you that any shares of common stock will be sold.

Share Distribution Channels v\

Our executive officers and directors and their immediate fami mbets, as well as officers and employees
of NexPoint Advisors and its affiliates and their immediate famil rs and other individuals designated by

management, and, if approved by our Board, joint venture part‘c sultants and other service providers, may
ay bedarged a reduced rate for certain fees and

@ ownership and transfer restrictions contained in

purchase shares of our common stock in this offering and
expenses in respect of such purchases. Except for certain s
our certificate of incorporation and the 1940 Act, there J it on the number of shares of our common stock
that may be sold to such persons. In addition, the sejie#mmission and the dealer manager fee may be reduced
or waived in connection with certain categories * including sales for which a volume discount applies,
sales to certain institutional investors, sales ees of participating broker-dealers, sales made by certain
participating broker-dealers at the discretipn ofgtffe dealer manager, sales made to investors whose contract for
investment advisory and related brokerage ces includes a fixed or “wrap” fee or other asset-based fee
arrangement, unless that contract is federally registered investment adviser that is dually registered as a
broker-dealer and provides financj ng services, sales through banks acting as trustees or fiduciaries and
sales to our affiliates. We may e certain sales directly to these groups designated by management
without a broker-dealer inte 1&ry. For such direct sales, all selling commissions and dealer manager fees will
be waived. The amou roceeds to us will not be affected by reducing or eliminating the selling
commissions or the deNganager fee payable in connection with sales to such institutional investors and
affiliates. NexPoj % 1%ors and its affiliates will be expected to hold their shares of our common stock
purchased as stochggldlers for investment and not with a view towards distribution.

Volume Discounts

The dealer manager may, at its sole discretion, enter into an agreement with a participating broker-dealer
whereby such participating broker-dealer may aggregate subscriptions on part of a combined order for the
purpose of offering investors reduced aggregate selling commissions and/or dealer manager fees. The amount of
net proceeds available to us from the sale of our shares subject to a volume discount will be the same as other
sales of shares of our common stock. Any reduction in the selling commissions and dealer manager fees would
be prorated among the separate subscribers.
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The following table illustrates the various discount levels that will be offered to qualifying purchasers by
participating broker-dealers for shares of our common stock purchased in the offering:

Selling Purchase Price

Commission Dealer Manager per Share to
Dollar Amount of Shares Purchased Percentage Fee Investor®
$500,000 0rless . ....ooviiii 7.0% 1.0% $10.50
$500,001 - $1,000,000 . ................. 6.0% 1.0% $10.40
$1,000,001 - $2,000,000 ................ 5.0% 1.0% $10.29
$2,000,001 - $3,000,000 ................ 4.0% 1.0% $10.19
$3,000,001 - $5,000,000 ................ 3.0% 1.0% $10.08
$5,000,001 - $10,000,000 ............... 2.0% 1.0% $ 9.98
$10,000,001 and above ................. 1.0% 1.0% $ 9.87

(1) Assumes a $10.50 per share offering price. Discounts will be adjusted appropriately fogghanges in the
offering price.

All selling commission rates set forth in the table above are calculated assumi c ase price per share
of common stock of $10.50. We will apply the reduced per share purchase price ommission and, if
applicable, dealer manager fee, set forth in the table above to the entire purchasy, nqtgtist the portion of the
purchase which exceeds the $500,000 share purchase threshold. For exampl rchase of 300,000 shares of
our common stock in a single transaction would result in a purchase pric& 924,000 ($10.08 per share) and

selling commissions of 3.0%.

To qualify for a volume discount as a result of multiple p shares of our common stock, an
investor must use the same participating broker-dealer for each ase and must complete an additional

subscription agreement for additional purchases, a form of gich is included in Appendix B. Once an investor
qualifies for a volume discount, the investor will be eh eceive the benefit of such discount for subsequent

purchases of shares in the primary offering made thr: e same participating broker-dealer. If a subsequent
purchase entitles an investor to an increased reducu% selling commissions, the volume discount will apply

only to the current and future investments.

The following persons qualify as a “@mg purchaser,” and, to the extent purchased through the same
participating broker-dealer, may combine th&r purchases as a “single qualifying purchaser” for the purpose of
qualifying for a volume discount: %

e an individual, his orﬁ@s who shares the same household, their children under the age of 21 who

share the same hou&) and all pension or trust funds established by each such individual;

& ship, association, joint-stock company, trust fund or any organized group of
8 'ncorporated or not;

e acorporatiq

trust, pension, profit-sharing or other employee benefit plan qualified under
Section 401(a) of the Internal Revenue Code; and

e all commingled trust funds maintained by a given bank.

In the event a person wishes to have his or her subscription combined with others as a single qualifying
purchaser, that person must request such treatment in writing at the time of that person’s subscription and
identify the subscriptions to be combined. Any combination request will be subject to our verification that the
subscriptions to be combined are made by a single qualifying purchaser. If the subscription agreements for the
combined subscriptions of a single qualifying purchaser are submitted at the same time, then the selling
commissions payable and the discounted share purchase price will be allocated pro rata among the combined
subscriptions on the basis of the respective subscription amounts being combined. Otherwise, the volume
discount provisions will apply only to the subscription that qualifies the single qualifying purchaser for the
volume discount and the subsequent subscriptions of that single qualifying purchaser.
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Only shares of our common stock purchased in the primary offering are eligible for volume discounts.
Shares purchased through our distribution reinvestment plan will not be eligible for a volume discount or count
toward aggregate purchase amounts for the purposes of determining which purchase price discount level an
investor is eligible for.

Transfer on Death Designation

You have the option of placing a transfer on death (“TOD”), designation on your shares purchased in this
offering. A TOD designation transfers ownership of your shares to your designated beneficiary upon your death.
This designation may only be made by individuals, not entities, who are the sole or joint owners with right of
survivorship of the shares. However, this option is not available to residents of the states of Louisiana or North
Carolina. If you would like to place a TOD designation on your shares, you must complete and return the transfer
on death form available upon request to us in order to effect the designation.

Supplemental Sales Material %

In addition to this prospectus, we intend to use supplemental sales material in o%tion with this offering
of our shares, although only when accompanied by or preceded by the delivery,df tikisebspectus, as
supplemented. We will file all supplemental sales material with the SEC prigr N; uting such material. The
supplemental sales material does not contain all of the information material % vestment decision and should
only be reviewed after reading this prospectus. The sales material expi tfbe used in permitted jurisdictions

includes:
e investor sales promotion brochures; (L
e cover letters transmitting this prospectus; Q
e brochures containing a summary description g b(fering;
e fact sheets describing the general nature o int Capital, Inc. and our investment objective;

e asset flyers describing our recent ine\@‘n S;
e broker updates; < ,

e online investor presentation

e third-party article regri%

e website material; \

e glectronic j @entaﬁons; and

e clients ald seminar advertisements and invitations.

All of the fore3®ing material will be prepared by NexPoint Advisors or its affiliates with the exception of
the third-party article reprints, if any. In certain jurisdictions, some or all of such sales material may not be
available. In addition, the sales material may contain certain quotes from various publications after obtaining the
consent of the author or the publication for use of the quoted material in the sales material.

We are offering shares in this offering only by means of this prospectus, as it may be supplemented and
amended from time to time. Although the information contained in our supplemental sales materials is not
expected to conflict with any of the information contained in this prospectus, as amended or supplemented, the
supplemental materials do not purport to be complete and should not be considered a part of or as incorporated
by reference in this prospectus, or the registration statement of which this prospectus is a part.
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LIQUIDITY EVENT

We intend to seek to complete a liquidity event for our stockholders within five years following the
completion of our offering stage; however, the offering period may extend for an indefinite period. For purposes
of this prospectus, we define “liquidity event” to include: (i) a listing of our shares on a national securities
exchange; (ii) a merger or another transaction approved by our Board in which our stockholders will receive cash
or shares of a listed company; or (iii) a sale of all or substantially all of our assets either on a complete portfolio
basis or individually followed by a liquidation.

While we intend to complete a liquidity event within five years following the completion of the offering
period, the offering period may extend for an indefinite period. Accordingly, you should consider that you may
not have access to the money you invest for an indefinite period of time until we complete a liquidity event. Even
with the completion of a successful liquidity event, an investor may still lose money on their investment. In
addition, a liquidity event involving a listing of our shares on a national securities exchang y include certain
restrictions on the ability of stockholders to sell their shares. We will view our offering a%omplete as of
the termination date of our most recent public equity offering if we have not conduct N ic offering in any
continuous two-year period. In addition, we may determine not to pursue a liquidit if there is no suitable
transaction available or if we believe that then-current market conditions are nqQtffa e for a liquidity event
and that such conditions will improve in the future.

factors our Board will consider in determining what form of liquidi nt ® pursue. In making a determination
of what type of liquidity event is in the best interest of our stockhdéd ur Board, including our independent
directors, may consider a variety of criteria, including, but not 0, market conditions, portfolio structure,
portfolio performance, our financial condition, potential acegss pital as a listed company, market conditions
for the sale of our assets or listing of our shares, internal ement consideration and the potential

for stockholder liquidity. If we determine to pursue a li our shares on a national securities exchange in the
future, at that time, we may consider either an inter: external management structure.

We do not know at this time what circumstances will exist in the %therefore we do not know what
e\e
S?

Prior to the completion of a liquidity ¢ Qshare repurchase program may provide a limited opportunity
for you to have your shares of common stck rgptrchased, subject to certain restrictions and limitations, at a
price which may reflect a discount from tht chase price you paid for the shares being repurchased. See “Share
Repurchase Program” for a detailed iption of our share repurchase program.
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SHARE REPURCHASE PROGRAM

During the term of this offering, we do not intend to list our shares on a securities exchange and we do not
expect there to be a public market for our shares. As a result, if you purchase shares of our common stock, your
ability to sell your shares will be limited. No stockholder will have the right to require us to repurchase his or her
shares or any portion thereof. Because no public market will exist for our shares, and none is expected to
develop, stockholders will not be able to liquidate their investment prior to our liquidation or other liquidity
event, other than through our share repurchase program, or, in limited circumstances, as a result of transfers of
shares to other eligible investors.

On a quarterly basis, we intend to offer to repurchase shares on such terms as may be determined by our
Board in its complete and absolute discretion unless, in the judgment of the independent directors of our Board,
such repurchases would not be in the best interests of our stockholders or would violate applicable law. Under the
DGCL, a Delaware corporation may not make a distribution to stockholders, including pursesnt to our
repurchase program, if, after giving effect to the distribution, (1) the corporation would otle to pay its
indebtedness in the ordinary course or (2) the corporation’s total assets would be less_th otal liabilities plus
preferential amounts payable on dissolution with respect to preferred stock. We inte%conduct such
repurchase offers in accordance with the requirements of Rule 13e-4 of the Ex¢hfin§e and the 1940 Act. In
months in which we repurchase shares, we may, but will not necessarily, co d% rchases on the same date
that we hold our first weekly closing for the sale of shares in this offering. Aw r to repurchase shares will be
conducted solely through tender offer materials mailed to each stockhQlg®aNd will not be made through this
prospectus. The Board also will consider the following factors in ;kits etermination regarding whether to
cause us to offer to repurchase shares and under what terms:

e the effect of such repurchases on our qualification as (including the consequences of any
necessary asset sales);

e the liquidity of our assets (including fees and ssociated with disposing of assets);
e our investment plans and working capital %irements;

¢ the relative economies of scale wj to our size;

e our history in repurchasing shars orJportions thereof; and

¢ the condition of the securitj arkets.

We will limit the number§ Qs to be repurchased during any calendar year to the number of shares we
can repurchase with the pro s We receive from the sale of shares of our common stock under our distribution
reinvestment plan. Se @ution Reinvestment Plan.” At the sole discretion of our Board, we may also use
cash on hand, cash ava{a®¢ Tfrom borrowings and cash from liquidation of investments as of the end of the
applicable period ukchase shares. In addition, we will limit the number of shares to be repurchased in any
calendar year to 18 the weighted average number of shares outstanding in the prior calendar year, or 2.5% in
each quarter, though the actual number of shares that we offer to repurchase may be less in light of the
limitations noted above. We will offer to repurchase such shares on each date of repurchase at a price equal to

90% of the current offering price in effect on each date of repurchase.

If you wish to tender your shares to be repurchased you must tender at least 25% of the shares you
purchased. If you choose to tender only a portion of your shares, you must maintain a minimum balance of
$2,500 worth of shares of common stock following a tender of shares for repurchase. If the amount of repurchase
requests exceeds the number of shares we seek to repurchase, we will repurchase shares on a pro-rata basis. As a
result, we may repurchase less than the full amount of shares that you request to have repurchased. If we do not
repurchase the full amount of your shares that you have requested to be repurchased, or we determine not to
make repurchases of our shares, you may not be able to dispose of your shares. Any periodic repurchase offers
will be subject in part to our available cash and compliance with the 1940 Act.
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If you tender all common shares you hold, or are considered to be holding, and you do not hold (directly or
by attribution) any other units of our shares (namely, preferred shares), you will be treated as having sold your
shares and generally will realize a capital gain or loss. If you tender fewer than all of your common shares or
continue to hold (directly or by attribution) other units of our shares (preferred shares), you may be treated as
having received a distribution under Section 301 of the Code (“Section 301 distribution’) unless the redemption
is treated as being either (i) “substantially disproportionate” or (ii) otherwise “not essentially equivalent to a
dividend” under the relevant rules of the Code. A Section 301 distribution is not treated as a sale or exchange
giving rise to a capital gain or loss, but rather is treated as a dividend to the extent supported by the Fund’s
current and accumulated earnings and profits, with the excess treated as a return of capital reducing your tax
basis in Fund shares, and thereafter as capital gain. In such a case, there is a some risk that non-tendering
stockholders whose interests in the Company increase as a result of such tender will be treated as having received
a taxable distribution from us.

To the extent we recognize net gains on the liquidation of portfolio securities to meet such tenders, we will
be required to make additional distributions to our common stockholders.

only on terms they determine to be fair to us and to all of our stockholders. Repu f your shares by us will
be paid in cash. Repurchases will be effective after receipt and acceptance by f gible written tenders of
shares from our stockholders. S\

Our Board will require that we repurchase shares or portions of shares from yot to written tenders
)
11 ST

When our Board determines that we will offer to repurchase shargs fréctions thereof, tender offer
materials will be provided to you describing the terms thereof, and I%ni information you should consider in
deciding whether and how to participate in such repurchase oppor@

Any tender offer presented to our stockholders will regain for a minimum of 20 business days
following the commencement of the tender offer. In the mg#®jals that we will send to our stockholders, we will
include the date that the tender offer will expire. All te repurchase requests must be received prior to the
expiration of the tender offer in order to be valid. If any material revisions to the tender offer materials

(not including the price at which shares may be te ) sent to our stockholders, we will send revised materials
reflecting such changes and will extend the t d@er period by a minimum of an additional five business days.
If the price at which shares may be tendergli1s Ranged, we will extend the tender offer period by a minimum of
an additional ten business days.

In order to submit shares to be t%d, stockholders will be required to complete a letter of transmittal,

which will be included in the pa t to our stockholders, as well as any other documents required by the

letter of transmittal. At any ti r to the expiration of the tender offer, stockholders may withdraw their

tenders by submitting a po withdrawal to us. If shares have not been accepted for payment by us, tenders
@m to 40 business days following the expiration of the tender offer.

may be withdrawn anx
We will not h se shares, or fractions thereof, if such repurchase will cause us to be in violation of the

securities or otherNgy# of the United States, Delaware or any other relevant jurisdiction. NexPoint Advisors will
not receive any separate fees in connection with the repurchase of shares under our share repurchase program.

While we intend to conduct quarterly tender offers as described above, we are not required to do so and may
suspend or terminate the share repurchase program at any time.

In the event that NexPoint Advisors or any of its affiliates holds shares in the capacity of a stockholder, any
such affiliates may tender shares for repurchase in connection with any repurchase offer we make on the same
basis as any other stockholder.

Death and Disability Repurchases

We will repurchase shares from a stockholder in the event of the stockholder’s death or Qualifying
Disability, as defined below, upon such shares being presented to us for repurchase. The repurchase price for
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repurchases in connection with a stockholder’s death or Qualifying Disability will be the NAV as determined for
the next weekly pricing period commencing after the receipt by the Transfer Agent of a repurchase request in
proper form.

We will not be obligated to repurchase shares if more than 360 days have elapsed since the date of the death
or Qualifying Disability of a stockholder. Further, our Board will have no obligation to repurchase shares if it
would cause us to violate federal law or Delaware law. Moreover, our Board has the right to suspend or terminate
this repurchase right to the extent that it determines it is in our best interest to do so. This repurchase right will
terminate on the date that our shares are listed on a national securities exchange or are included for quotation in a
national securities market. All shares to be repurchased must be (i) fully transferable and not be subject to any
liens or other encumbrances and (ii) free from any restrictions on transfer. If we determine that a lien or other
encumbrance or restriction exists against the shares requested to be repurchased, we will not repurchase any such
shares.

In order for a disability to be considered a “Qualifying Disability,” (1) the stockhol er@ receive a
determination of disability based upon a physical or mental condition or impairment gri after the date the
stockholder acquired the shares to be repurchased, and (2) such determination of dis must be made by the
governmental agency responsible for reviewing the disability retirement benefitg{th§t he’stockholder could be
eligible to receive (the “Applicable Governmental Agency”). For purposes t‘\r rchase right, Applicable
Governmental Agencies are limited to the following: [&

e if the stockholder paid Social Security taxes and, therefore, Me eligible to receive Social Security
disability benefits, then the Applicable Governmental A is the Social Security Administration or
the agency charged with the responsibility for admin@ cial Security disability benefits at that

time if other than the Social Security Administration

e if the stockholder did not pay Social Security ta
Social Security disability benefits, but the st
under the Civil Service Retirement Syste
the U.S. Office of Personnel Manage
administering CSRS benefits at t 1

d, therefore, could not be eligible to receive

r could be eligible to receive disability benefits
SRS”), then the Applicable Governmental Agency is
e agency charged with the responsibility for

other than the U.S. Office of Personnel Management; or

» if the stockholder did not pay S&ial Becurity taxes and, therefore, could not be eligible to receive
Social Security benefits, butquffered a disability that resulted in the stockholder’s discharge from
military service under con that were other than dishonorable and, therefore, could be eligible to
receive military disabils eflts, then the Applicable Governmental Agency is the Department of
Veterans Affairs or ncy charged with the responsibility for administering military benefits at

@he Department of Veterans Affairs.

that time if otg

Disability de %1 ns by governmental agencies for purposes other than those listed above, including,
but not limited to Bers’ compensation insurance, the administration or enforcement of the Rehabilitation Act
or Americans with Pfsabilities Act, or waiver of insurance premiums, will not entitle a stockholder to the
repurchase right. Further, as the following disabilities do not entitle a worker to Social Security disability
benefits, they do not qualify the stockholder for the repurchase right, except in the limited circumstances when
the stockholder is awarded disability benefits by one of the Applicable Governmental Agencies described above:
(a) disabilities occurring after the legal retirement age; and (b) disabilities that do not render a worker incapable
of performing substantial gainful activity.

All stockholder repurchase requests must be accompanied by: (1) the investor’s initial application for
disability benefits and (2) a Social Security Administration Notice of Award, a U.S. Office of Personnel
Management determination of disability under CSRS, a Department of Veterans Affairs record of disability-
related discharge or such other documentation issued by the Applicable Governmental Agency that we deem
acceptable and that demonstrates an award of disability benefits.
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CUSTODIAN, TRANSFER AGENT, DISTRIBUTION PAYING AGENT AND REGISTRAR

Our securities are held under a custody agreement by State Street Bank and Trust Company. The address of
the custodian is: One Lincoln Street, Boston, MA 02111. DST Systems, Inc. will act as our transfer agent,
distribution paying agent and registrar. The principal business address of DST Systems, Inc. is 430 W. 7t Street,
Kansas City, MO 64105 telephone number: (844) 485-9167.

LEGAL COUNSEL

Ropes & Gray LLP, located at 800 Boylston Street, Boston, MA 02199, acts as our legal counsel.
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRI\%

The financial statements as of December 31, 2016 and December 31, 2015 and for Nears ended
December 31, 2016 and December 31, 2015 included in this Prospectus have been s@uded in reliance on the
report of PricewaterhouseCoopers LLP, an independent registered public accoynfin , located at 2001 Ross
Avenue, Suite 1800 Dallas, TX 75201, given on the authority of said firm a e&ﬁ auditing and accounting.

have been audited by RSM US LLP (formerly known as McGladr: independent registered public
accounting firm located at One South Wacker Drive, Suite 800, C IL 60606, as stated in their report
appearing elsewhere herein, and are included in reliance upon @ rt and upon the authority of such firm as

experts in accounting and auditing. E

The financial statements as of December 31, 2014 appearing in t% ectus and Registration Statement
)

e
ic

ADDITIO ORMATION

exhibits, under the Securities Act, with r ur shares of common stock offered by this prospectus. The
registration statement contains additional ation about us and our shares of common stock being offered by
this prospectus.

We have filed with the SEC a registragj XO ent on Form N-2, together with all amendments and related
1

We intend to maintain an’ betical list of the names, addresses and telephone numbers of our
stockholders, along with th r of shares of our common stock held by each of them, as part of our books
and records and such E@e available for inspection by any stockholder at our office. We intend to update
n

the stockholder list at onthly to reflect changes in the information contained therein. In addition to the
foregoing, Rule er the Exchange Act, provides that, upon the request of a stockholder and the payment
of the expenses olNggdlistribution, we are required to distribute specific materials to stockholders in the context
of the solicitation of proxies for voting on matters presented to stockholders or provide requesting stockholders
with a copy of the list of stockholders so that the requesting stockholders may make the distribution of proxies
themselves. The stockholder list will be sent within ten days of receipt by us of the request, and a stockholder
requesting a list may be required to pay reasonable costs of duplication. The stockholder list shall be printed in
alphabetical order, on white paper and in readily readable type size (in no event smaller than 10-point font). If a
proper request for the stockholder list is not honored, then the requesting stockholder will be entitled to recover
certain costs incurred in compelling the production of the list as well as actual damages suffered by reason of the
refusal or failure to produce the list. However, a stockholder will not have the right to, and we may require a
requesting stockholder to represent that it will not, secure the stockholder list or any other information for any
commercial purpose of not related to the requesting stockholder’s interest in our affairs. We will file with or
submit to the SEC annual, quarterly and current periodic reports, proxy statements and other information meeting
the informational requirements of the Exchange Act. You may inspect and copy these reports, proxy statements
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and other information, as well as the registration statement and related exhibits and schedules, at the Public
Reference Room of the SEC at 100 F Street, NE, Washington, D.C. 20549. You may obtain information on the
operation of the Public Reference Room by calling the SEC at (202) 551-8090. We maintain a website

at www.NexPointCapital.com and intend to make all of our annual, quarterly and current reports, proxy
statements and other publicly filed information available, free of charge, on or through our website. You may
also obtain such information by contacting us, in writing at: 300 Crescent Court, Suite 700, Dallas Texas 75201,
Attention: Investor Relations, or by telephone at (855) 498-1580. The SEC maintains an Internet site that
contains reports, proxy and information statements and other information filed electronically by us with the SEC
which are available on the SEC’s Internet site at http://www.sec.gov. Copies of these reports, proxy and
information statements and other information may be obtained, after paying a duplicating fee, by electronic
request at the following e-mail address: publicinfo@sec.gov, or by writing the SEC’s Public Reference Section,
Washington, D.C. 20549-0102.
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NexPoint Capital, Inc.

Statements of Assets and Liabilities

December 31,

December 31,

2016 2015
Assets
Investments, at fair value (cost of $78,591,669 and $25,775,348, respectively) .... $78,290,596 $22,603,824
Cash and cashequivalents . . ........... ... . i 3,948,113 7,350,748
Receivable for investments sold .. ........ ... . . — 499,375
Receivable for common stock sold .. ... ... ... 56,890 183,700
Dividends and interest receivable . ........... . . ... 829,876 204,157
Receivable from Adviser() . ... ... . . . 4,096,447 3,096,979
Other receivables . . . . ... — 81,258
Prepaid eXpenses . ... ...t 241 3,392
Capitalized offering COStS .. ....... ..ttt 5 —
Total @SSELS . . oottt et 7,483,718 34,023,433
Liabilities 6
Credit facility payable@ . ... ... ... . . . \(L 11,200,000 —
Payable for investments purchased .............. ... ... ... ... ... 8,536,248 11,465,326
Common stock repurchased . ........ .. ... .. . ..., \ ..... 38,533 —
Directors’ fees payable®™ . ... ... ... .., \ ........ — 483
Interest expense and commitment fees payable ..............!| AN 21,583 —
Accrued expenses and other liabilities ................... Q ........... 384,400 258,745
Total liabilities . ............ .. ..o . ... .. ™ . 20,180,764 11,724,554
Commitments and contingencies® b
Net assets @
Preferred stock, $0.001 par value (25,000,000 s orized, O shares issued
and outstanding) .................. @ ......................... — —
Common stock, $0.001 par value (200, 00@& res authorized, 7,102,226 and
2,779,381 shares issued and outstandin ectively) ... 7,102 2,779
Paid-in capital in €XCess Of PAr . . .. - « -« vttt 61,925,016 23,796,427
Accumulated net realized gam . . AN ). 3,258,750 346,096
Undistributed (distributions i in f) net investment income ............... 128,159 (77,899)
Net unrealized apprec1at10n 1at10n) on investments (including net increase
from amounts com afﬁhates of $2,275,000 and $1,403,000,
respectively) .. M N 1,973,927 (1,768,524)
Total net a ................................................ $67,292,954  $22,298,879
Net asset value per share of common stock .......... ... ... . ... ........ $ 947 $ 8.02

(M See Note 4 for a discussion of related party transactions and arrangements.
@ See Note 7 for a discussion of credit facility.

3  See Note 4 and Note 8 for a discussion of the commitments and contingencies of the Company (as defined

in Note 1).

See Notes to Financial Statements
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NexPoint Capital, Inc.

Statements of Operations

For the year ended
December 31,
2016 2015 2014M

Investment income:
TNEETESE .« o v v e e e e e e e e e e e e $ 4,307,022 $ 1,164,645 $ 141,610
Dividend InCOME . . . . . ..ottt 372,632 111,915 —
Other fee INCOME . . . . . e e e — 224 7,216

Total investmentincome ............................... 4,679,654 1,276,784 148,826
Expenses:
Investment advisory fees® ......... ... ... ... . i 1,184,391 5,254 110,394
Stock transferfee . ......... .. . . . 320,755 49 39,780
Legal fees .. ..o 269,317 \ 076 146,447
Administration fees® . . ... 236,87% 93,055 22,090
Auditand tax fees . ... ..o 22 354,023 54,700
Custodian and accounting service fees . .. ....................... 2N.8 157,456 102,142
Amortized offering costs . ........ .. S — —
Reports to stockholders ............. . . i \ ,138 141,221 111,580
Capital gains incentive fees@® . ............... ... .. .. ... .... . 175,567 — —
Other EXPenSeS . ..ottt ettt e . B 169,175 27,197 8,011
Interest expense and commitment fees® ................. ) 161,274 80,235 —
Directors’ fees®@ . ... .. .. A .. 6,933 1,973 643
Organizational costS . .......... ..., b ...... — — 33,392

Total EXPENSES . v v oveee e @ ......... 3,357,229 2,092,339 629,179

Expenses waived or reimbursed by the Advise% ............ (2,024,665) (1,689,730)  (538,839)
NEetexXpenses .. ....ovueeernenenennnn.. . Q .............. 1,332,564 402,609 90,340
Net investment income . ............. . \ ................. 3,347,090 874,175 58,486
Net realized and unrealized gains (losses; investments:
Net realized gain (loss) on investme d securities sold short .. ... 1,408,557 (193,336) 4,986
Net change in unrealized apprgm reciation) on investments

and securities sold Short .. g NN - o o oo oo, 2,870,451 (2,885,453) (286,071)

Net increase from amounts ted by affiliates® .............. 872,000 1,403,000 —
Net realized and unre ns (Iosses) . ... ... 5,151,008  (1,675,789) (281,085)

Net increase (del net assets resulting from operations
Per share inform2&iefi — basic and diluted per common share

$ 8,498,098

$ (801,614) $ (222,599)

Net investment iNCOME: . ... oottt it $ 0.69
Earnings pershare: .......... .. .. .. . .. $ 1.76
Weighted average shares outstanding: .......................... 4,835,020

(O]
2
(3)

Commencement of operations occurred on September 2, 2014.
See Note 4 for a discussion of related party transactions and arrangements.
See Note 7 for a discussion of credit facility.

See Notes to Financial Statements
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NexPoint Capital, Inc.

Statements of Changes in Net Assets

For the year ended
December 31,
2016 2015 2014M
Increase (decrease) in net assets resulting from operations:
Net Investment iNCOME . . . .o vttt et e e e e e e $ 3,347,090 $ 874,175 $ 58,486
Net realized gain (loss) on investments and securities sold short . . . . 1,408,557 (193,336) 4,986
Net change in unrealized appreciation (depreciation) on investments
and securities sold short . ........... ... . ... ... ... ... ..... 2,870,451 (2,885,453) (286,071)
Net increase from amounts committed by affiliates® ............ 872,000 1,403,000 —
Net increase (decrease) in net assets resulting from
operations . ............ ... 8,498,098 ( (D JQ14) (222,599)
Distributions to stockholders: \
Net Investment iNCOME . . . ..ttt ettt (3,464,844 ,133,859) —
Netrealized gains . ...... ...ttt — —
Return of capital ......... ... . . . . . . (262,760) —
Total distributions to stockholders ..................... (3, 4)  (1,446,619) —
Capital share transactions:
Issuance of common stock . ......... ... .. . . ... ..., 7 7,644,951 10,889,724 18,700,253
Repurchase of common stock ............. ... .. ... ... .. (206,633) — (6,000,000)
Issuance of common shares pursuant to distribution reinvestmeQ
Plan . e 2,522,503 1,397,937 —
Offering Costs . ... ovvv i NS — (122,877) (95,326)
Net increase in net assets resulting from capj
transactions ..................... ol 39,960,821 12,164,784 12,604,927
Total increase in net assets . ...... \ .............. 44,994,075 9,916,551 12,382,328
Net assets at beginning of period ...... < .. , ................. 22,298,879 12,382,328 —
Net assets at end of period .. ...... g vererneeinenennennn.. $67,292,954 $22,298,879 $12,382,328
Undistributed (distributions in ex t investment income ... $ 128,159 $ (77,899) $ 58,486
Distributions declared per sharg 6 ........................ $ 071 $ 0.69 $ —
Changes in common s 1@
Issuance of common €S . . . ... ... 4,073,785 1,238,510 2,033,261
Reinvestment of g ock .. 272,014 159,784 —
Repurchase of c StOCK ... (22,954) — (652,174)
Net increase in common shares .. ........................ 4,322,845 1,398,294 1,381,087

(M Commencement of operations occurred on September 2, 2014.
@ See Note 4 for a discussion of related party transactions and arrangements.

See Notes to Financial Statements
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NexPoint Capital, Inc.

Statements of Cash Flows

Year Ended
December 31,

2016

2015

20140

Cash flows used in operating activities
Net increase (decrease) in net assets resulting from operations ... $ 8,498,098
Adjustments to reconcile net increase (decrease) in net assets

resulting from operations to net cash used in operating

$ (801,614) $ (222,599)

activities:
Purchases of investment securities . .................... (81,130,999) (31,595,564) (10,926,420)
Purchases of securities sold short ...................... (503,860) — —
Proceeds from securities sold short . . ................... 939,022 — —
Proceeds from sales and principal repayments of investment
SECUIILICS ..ottt ettt e 29,955,032 16,2%8 340,260
Net realized (gain) loss on investments ................. (1,408,557) & 6 (4,986)
Net change in unrealized (appreciation) depreciation on
INVESTMENTS . .ottt ettt (2,870,45 Q885,453 286,071
Amortization of premium/discount, net ................. (666,999) (45,087) (1,875)
Amortization of deferred financing costs ................ ,000 —
Amortization of capitalized offering costs ............... 1 — —
Increase (decrease) in operating assets and liabilities:
(Increase) decrease in receivable for investments sold . .. . .. %,375 (499,375) —
(Increase) decrease in dividends and interest receivable . ... (625,719) (105,327) (98,830)
(Increase) decrease in receivable from Adviser ......... (L 999,468) (2,817,685) (279,294)
(Increase) decrease in other receivables .............. Q 81,258 (81,258) —
(Increase) decrease in prepaid expenses ........... e (19,849) 11,099 (14,491)
(Increase) decrease in due from affiliates ......... - — 859,935 (859,935)
Increase (decrease) in payable for investments pur > .. (2,929,078) 6,535,576 4,929,750
Increase (decrease) in directors’ fees payable ... {.¢ ... .. (483) 163 320
Increase (decrease) in interest expense and congipitent fees
payable ............ .. ... ... ... /N .. ..... 21,583 — —
Increase (decrease) in accrued expense @er
liabilities ................... < .. l N 125,655 112,274 146,471
Net cash flow used in operating actNiti€s .............. (50,836,685) (9,058,086) (6,705,558)
Cash flows provided by financing ities
Proceeds from issuance of ¢ ock, net of receivable
for common stock sold®¢ N\ ¥ 7. .. 37,771,761 10,706,024 18,700,253
Repurchase of common (B etof payable . ............ (168,100) — (6,000,000)
Distributions paid jn g@®. . . ... ... (942,341) (48,682) —
Offering costs pgd dueto Adviser ............... (427,270) (122,877) (95,326)
Financing co A S — (25,000) —
Borrowings finde§ctedit facilities . .................. ... 15,300,000 2,500,000 —
Repayments gdit facilities . ....................... (4,100,000) (2,500,000) —
Net cash flow provided by financing activities .......... 47,434,050 10,509,465 12,604,927
Net increase (decrease) in cash and cash equivalents . ...... (3,402,635) 1,451,379 5,899,369
Cash and cash equivalents
Beginning of the period . . ......... . ... ... .. . ... 7,350,748 5,899,369 —
Endoftheperiod ........ ... ... $ 3,948,113 $ 7,350,748 $ 5,899,369
Supplemental disclosure and non-cash financing activities
Cash paid during the period for interest ..................... $ 103,290 $ 19,943 3 —
Reinvestment of distributions paid ......................... $ 2,522,503 $ 1,397,937 $ —

@ Commencement of operations occurred on September 2, 2014.
See Notes to Financial Statements
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NexPoint Capital, Inc.

Schedule of Investments

As of December 31, 2016
Interest Base Rate  Maturity Principal Amortized
Portfolio CompanyH)® Rate Floor Date Amount Cost® Fair Value
Senior Secured Loans — 61.8% @
Energy — 5.2%
EnergySolutions, LLC (First
Lien Term Loan)® .. ...... L+575 1.00% 5/29/2020 $1,271,516 $1,157,116 $ 1,284,231
Fieldwood Energy, LLC (First
Lien Term Loan)® .. ... ... L+700 1.00% 8/31/2020 1,800,549 1,561,679 1,717,274
Fieldwood Energy, LLC (First
Lien Term Loan)® .. ... ... L+712.5 1.25% 9/30/2020 567,797 %399 498,241
\ 3,499,746

Healthcare — 34.3%
American Renal Holdings, Inc.

(First Lien Term (}
Loan)©™ . ... .......... L+350 1.25% 9/22/2019 ,0684 989,745 999,036

BioScrip, Inc. (First Lien \

Initial Term Loan)©® . ... .. L+525  1.25% 7/31 0 587,430 565,881 560,995
BioScrip, Inc. (First Lien Term

Loan)© . ................ L+525 1.25% @ 0 352,458 339,528 336,597
MPH Acquisition Holdings,

LLC (First Lien Term

Loan)©® . ................ L+400 6/7/2023 4,639,769 4,662,125 4,728,435

Onex Carestream Finance LP
(Second Lien Term

Loan)©® .. ............... 1.00% 12/7/2019 819,967 826,664 676,473
Quorum Health Corp. (First
Lien Term Loan)© ... ..... 575  1.00% 4/29/2022 6,446,692 6,224,337 6,336,551

U.S. Renal Care, Inc®
Lien Term Loan Q. N .. ... L+800 1.00% 12/31/2023 4,500,000 4,417,808 4,005,000

sx 23,049,836
Media/Telec &c tions — 6.1%
iHeart@nications, Inc.

(First Cf€n Term

Loan)®® .. ... ... ... L+675 — 1/30/2019 5,000,000 3,956,219 4,087,500

Retail —4.7%
Leslie’s Poolmart, Inc. (First

Radnet, Inc. (Second Lien
Term Loan)® . .. ® 'y L+700 1.00% 3/25/2021 5,457,917 5,285,401 5,406,749
0

Lien Term Loan)©® . .. ... .. L+425 1.00% 8/16/2023 564,623 561,901 572,036

Toys ‘R’ Us-Delaware, Inc.
(First Lien Term Loan)©® ... L+875 1.00% 4/24/2020 2,974,709 2,428,339 2,621,463
3,193,499

See Notes to Financial Statements.
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NexPoint Capital, Inc.

Schedule of Investments (continued)

As of December 31, 2016
Interest Base Rate  Maturity Principal Amortized
Portfolio CompanyH)® Rate Floor Date Amount Cost® Fair Value
Service — 5.6%
Advantage Sales & Marketing,
Inc. (Second Lien Term
Loan)©® .................. L+650 1.00% 7/25/2022 $ 500,000 $ 497,570 $ 489,690
Weight Watchers International,
Inc. (First Lien Term
Loan)®™M® ... .. .. .. ... L4325 0.75%  4/2/2020 3,958,869 2,762,942 3,301,420
QQ B
Technology — 4.4% \
SkillSoft Corp. (Second Lien Q
Term Loan)©™ ... ... .. .... L+825 1.00% 4/28/2022 1,50, 816,718 1,130,160
SkillSoft Corp. (First Lien Term
Loan)®©™ ... .. ... ..... L+475 1.00% 4/28/2021 ,034 1,643,329 1,820,329
N 2950489
Utility — 1.5% \
Granite Acquisition, Inc.
(Second Lien Term ( >
Loan)®©™ ... ... .. ..... L+725 1.0 12/19/2022 1,000,000 946,087 965,000
Texas Competitive Electric
Holdings Company LLC
(TXU) (Escrow Loan)(® . 6 3,500,000 87,816 17,500
\O 982,500
Total Senior Secured < ,
Loans ............ ..0 41,554,680
Asset-Backed Securities — 3.9% q
Financials — 3.9% S Q
CIFC Funding Lid.  \)
2015-1A)X 1)<®. ........ 1/22/2027 550,000 437,250 490,875
Grayson Ing
Corp SR> . ........... 11/1/2021 800 456,000 275,668
HighlaRgd CDO I Ltd. 2006
1A A anas) oo L+40 11/25/2051 1,654,789 1,361,664 1,572,049
PAMCO CLO 1997-
1A BOUba»asasy -, 559,644 321,795 275,625
2,614,217
Total Asset-Backed
Securities ............ 2,614,217

See Notes to Financial Statements.
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NexPoint Capital, Inc.

Schedule of Investments (continued)

As of December 31, 2016
Interest Base Rate Maturity Principal Amortized
Portfolio CompanyH)® Rate Floor Date Amount Cost® Fair Value
Convertible Bonds - 1.0%
Healthcare — 1.0%
Fluidigm Corp. . ........... 2.750% 2/1/2034 $ 1,000,000 $ 569,431 $ 700,625
Total Convertible
Bonds ............. 700,625
Corporate Bonds — 41.8%
Energy — 2.7%
GenOn Energy, Inc.® ... ... 7.875% 6/15/2017 2,500,000 1%50 1,793,750
Healthcare — 33.1% \
CHS/Community Health
Systems, Inc.(D .......... 6.875% 2/1/2022  4,009,090™ 3,523,811 2,800,000
Kindred Healthcare, Inc.» ... 8.750% 1/15/2023 50,0 1,477,525 1,408,125
Ortho-Clinical
Diagnostics®0h ... 6.625% 5/15/20 17,000 11,425,209 11,318,130
Quorum Health Corp.(b . ... 11.625% 4/15/, ,000,000 3,002,425 3,370,000
Valeant Pharmaceuticals
4,500,000 3,722,965 3,397,500

International, Inc. 901D . 6.125% 4@0
b 22,293,755
Retail — 1.4%

Guitar Center, Inc.(1D ... .. .. 6.500% 6 4/15/2019 1,000,000 886,466 912,500
Technology — 3.2%

Diamond 1 Finance Corp. / \O
Diamond 2 Finance Q
Corp.™h ... oL 0% 6/15/2026 2,000,000 2,052,663 2,170,446

Telecommunication Services —
Intelsat Jackson Holdings

S.A.M 10/15/2020 1,209,000 962,999 943,020
Total C
Bonyg 28,113,471
O Shares
Common Stocks — 6.7 %
Chemicals — 0.1%
MPM Holdings, Inc.(16) 8,500 250,750 73,665
Healthcare — 2.0%
CareDx, Inc.(® .. ... ... 501,252 1,999,995 1,353,380
Real Estate Investment Trust (REIT) — 3.3%
Independence Realty Trust,
IncD. ... ... . ... 246,727 2,216,203 2,200,805

See Notes to Financial Statements.
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NexPoint Capital, Inc.

Schedule of Investments (continued)

As of December 31, 2016
Interest Base Rate  Maturity Amortized
Portfolio CompanyH)® Rate Floor Date Shares Cost® Fair Value
Utility — 1.3%
Vistra Energy Corp. . ........... 58,356 $ 1,703,760 $ 904,525
Total Common Stocks . . ... 4,532,375
Rights — 0.1%
Utility — 0.1%
Vistra Energy Corp.(1® ... .. ... 58,356 154,404 96,288

Total Rights ............. % 96,288
Warrants — 1.0% \

Healthcare — 1.0%

CareDx, Inc.(»d0) ..., 6/14/2017 250, — 395,318

Galena Biopharma, Inc.(1)16) 1/21/2021 1,5060% — 23,851
SCYNEXIS, Inc.t»do0an - 6/21/2021 & — 259,771

}\ 678,940

Total Warrants .......... \ 678,940

Total Investments — 116.3% ............ (L $78,591,669 $ 78,290,596
Other Assets & Liabilities, net — (16.3%) . .. Q $(10,997,642)
Net Assets —100.0% .................. b $ 67,292,954

(1)

2
(3)

“)

The Company did not “control” and was not gie#i¥iliated person” of any of its portfolio companies, each as
defined in the Investment Company Act % as amended (the “1940 Act”). In general, under the 1940
Act, the Company would be presum (&ntrol” a portfolio company if it owned 25% or more of its
voting securities or had the power toNgerghse control over the management or policies of such portfolio
company, and would be an “affiljaged person” of a portfolio company if it owned 5% or more of its voting
securities. Additionally, com der common control (e.g., companies with a common owner of
greater than 25% of their ¢ oting securities) are affiliates under the 1940 Act.

All investments are denaﬁ‘ d in United States Dollars.

Amortized cost re e@ e original cost adjusted for the amortization of premiums and/or accretion of
discounts, as apf§ =0n investments.

Senior securg® Mgy in which the Company invests generally pay interest at rates which are periodically
determined Wy reffrence to a base lending rate plus a spread (unless otherwise identified, all senior secured
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 coupon rate. Rate shown represents the actual rate
at December 31, 2016. Senior secured loans, while exempt from registration under the Securities Act of
1933 (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 may be substantially less than
the stated maturity shown.

See Notes to Financial Statements.
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NexPoint Capital, Inc.

Schedule of Investments (continued)
As of December 31, 2016

The interest rate on these investments is subject to a base rate of 1-Month LIBOR, which at December 31,
2016 was 0.77%. The LIBOR rate used to calculate interest is the higher of the prevailing 1 month LIBOR
rate in effect on the date of the monthly reset, or the LIBOR base rate floor shown.

The interest rate on these investments is subject to a base rate of 3-Month LIBOR, which at December 31,
2016 was 1.00%. The LIBOR rate used to calculate interest is the higher of the prevailing 3 month LIBOR
rate in effect on the date of the quarterly reset, or the LIBOR base rate floor shown.

The investment is not a qualifying asset under Section 55 of the Investment Company Act of 1940, as
amended (the “1940 Act”). A business development company may not acquire any asset other than a
qualifying asset, unless at the time the acquisition is made, qualifying assets represent at least 70% of the
business development company’s total assets. Non-qualifying assets represented 24.7 the Company’s

total assets as of December 31, 2016. \1

All or a portion of this position has not settled. Full contract rates do not take e un®l settlement date.
The Company views Weight Watchers to be included in the Healthcare Ind efined in the
Company’s organizational documents. If this classification were reflectedfYalfle asnd percentage of the
healthcare sector under Senior Secured Loans would increase to $26,3 d 39.16%, respectively.
The investment represents value held in escrow pending future everngs. erest is being accrued.
Securities exempt from registration under Rule 144A of the 193 tN\{hese securities may only be resold
in transactions exempt from registration to qualified instituti%ﬂ;&ers. As of December 31, 2016, these
T

securities amounted to $23,782,793, or 35.34% of net ass
The investment is considered to be the equity tranche of t
Securities of collateralized loan obligations where an g8§jliate of the Adviser serves as collateral manager.

The issuer is, or is in danger of being, in default of j ent obligation.

Represents Fair Value as determined by the Co s Board of Directors (the “Board”), or its designee in
good faith, pursuant to the policies and proced pproved by the Board. The Board considers fair valued
securities to be securities for which markgt 1ons are not readily available and these securities may be

$954,565 or 1.42% of net assets wer§fairralued under the Company’s valuation procedures as of

December 31, 2016.
Non-income producing securit g
e are not registered and may not be sold to the public. There are legal

Restricted Securities. Theseé\
and/or contractual restri?ck n resale. The Company does not have the right to demand that such

valued using a combination of obser@ nobservable inputs. Securities with a total aggregate value of

securities be registgr values of these securities are determined by valuations provided by pricing
services, broker: 7 market makers, or in good faith under the procedures established by the Board.

O
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NexPoint Capital, Inc.

Schedule of Investments

December 31, 2015
Interest Base Rate Maturity Principal Amortized
Portfolio CompanyH)® Rate Floor Date Amount Cost® Fair Value
Senior Secured Loans — 64.4% @
Energy — 0.4%
Fieldwood Energy LLC Second
Lien Term Loan® . ......... L+712.5 1.25% 9/30/2020 $ 500,000 $ 504,186 w
Health Care — 58.5%
Onex Carestream Finance LP
Second Lien Term Loan® . ... L+850 1.00% 12/7/2019 966,155 976,300 862,294
Radnet, Inc. Second Lien Term
Loan®™ ... . ... ... ..... L+700 1.00% 3/25/2021 4,990,625 9.4, 11 4,766,047
Surgery Center Holdings, Inc. \
Second Lien Term Loan™® . L+750 1.00% 11/3/2021 3,131, 3,108,257 2,975,293
U.S. Renal Care, Inc. Second
Lien Term Loan™ . ......... L+800 1.00% 12/31/2023 , 4,300 4,410,000 4,438,125
b& 13,041,759
Service — 2.0% \
Advantage Sales & Marketing
Inc. Second Lien Term
Loan® ... ................ L+650 1.00”7@ 2022 500,000 497,230 451,070
Utility — 3.5% b
Texas Competitive Electric
Holdings Company, LLC @
(TXU) Extended Term
Loan®® ... . ... ... .. ... 10/10/2017 2,500,000 1,688,375 783,750
Total Senior Secured \
Loans .............. 14,356,329
Corporate Bonds — 29.7 %
Health Care — 29.7% .
Ortho-Clinical Diag ®> e 6.625% 5/15/2022 5,717,000 5,233,130 3,930,437
Valeant Pharmac %
Internatio @ ......... 6.125% 4/15/2025 3,000,000 2,557,357 2,685,000
6,615,437
T4 grporate Bonds . . . .. 6,615,437
Asset-Backed Securities — 6.9 %
Financials — 6.9%
CIFC Funding 2015-1
Ltd.aoanaz oo 550,000 437,250 437,250
Grayson Investor
Corp.10aba2) =~ 800 455,999 277,480
PAMCO CLO PAMCO 1997
1A BIOAn oL 7.910% 8/6/2009 1,443,831 830,203 830,203
1,544,933
Total Asset-Backed
Securities ............. 1,544,933




NexPoint Capital, Inc.

Schedule of Investments (continued)

December 31, 2015
Interest Base Rate Maturity Amortized
Portfolio CompanyH)® Rate Floor Date  Shares Cost® Fair Value
Common Stocks — 0.4 %
Chemicals — 0.4%
MPM Holdings, Inc.(!D ... ... .. 8,500 $ 250,750 $ 87,125
Total Common Stocks ............ 87,125

Total Investments —101.4% . ................. $25,775,348 $22,603,824
Other Assets & Liabilities, net — (1.4%) .......... $ (304,945)
Net Assets — 100.0% . ...........ooovoeri... Q) $22,298,879

(M The Company did not “control” and was not an “affiliated person” of any of itolio companies, each as
defined in the Investment Company Act of 1940, as amended (the “1940 A¢t” ¢eneral, under the 1940
Act, the Company would be presumed to “control” a portfolio compan if& d 25% or more of its
voting securities or had the power to exercise control over the mana e\% policies of such portfolio
company, and would be an “affiliated person” of a portfolio comi if¥t owned 5% or more of its voting

securities.
@ All investments are denominated in United States Dollars and®d iled in the United States.
3 Amortized cost represents the original cost adjusted for t ation of premiums and/or accretion of

discounts, as applicable, on investments.

@ Senior secured loans in which the Company invests g
determined by reference to a base lending rate plu
loans carry a variable rate of interest). These b
one or more major United States banks, (ii)
the London Interbank Offered Rate (“

Ily pay interest at rates which are periodically

ad (unless otherwise identified, all senior secured

ing rates are generally (i) the Prime Rate offered by

ing rate offered by one or more European banks such as

r (iii) the coupon rate. Rate shown represents the actual rate
at December 31, 2015. Senior secur while exempt from registration under the Securities Act of
1933 (the “1933 Act”), contain certai rictions on resale and cannot be sold publicly. Senior secured
floating rate loans often require ayments from excess cash flow or permit the borrower to repay at its
election. The degree to whic s repay, whether as a contractual requirement or at their election,
cannot be predicted with ‘& cy. As a result, the actual remaining maturity may be substantially less than
the stated maturity sho {

) The interest rate nvestments is subject to a base rate of 6-Month LIBOR, which at December 31,
2015 was 0.85 o% ¢ interest rate is subject to a minimum LIBOR floor which was greater than the
6 month LIt at December 31, 2015, the prevailing rate in effect at December 31, 2015 was the
interest rate ggakl plus the LIBOR floor.

©  The interest rate on these investments is subject to a base rate of 3-Month LIBOR, which at December 31,
2015 was 0.61%. As the interest rate is subject to a minimum LIBOR floor which was greater than the
3 month LIBOR rate at December 31, 2015, the prevailing rate in effect at December 31, 2015 was the
interest rate spread plus the LIBOR floor.

™ All or a portion of this position has not settled. Full contract rates do not take effect until settlement date.

®  The interest rate on these investments is subject to a base rate of 1-Month LIBOR, which at December 31,
2015 was 0.43%. As the interest rate is subject to a minimum LIBOR floor which was greater than the
1 month LIBOR rate at December 31, 2015, the prevailing rate in effect at December 31, 2015 was the
interest rate spread plus the LIBOR floor.

©®  The issuer is, or is in danger of being, in default of its payment obligation. However, adequate protections
payments are being made by the issuer.
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NexPoint Capital, Inc.

Schedule of Investments (continued)
December 31, 2015

(10 Securities exempt from registration under Rule 144 A of the 1933 Act. These securities may only be resold
in transactions exempt from registration to qualified institutional buyers. As of December 31, 2015, these
securities amounted to $8,160,370, or 36.6% of net assets.

(D The investment is not a qualifying asset under Section 55 of the Investment Company Act of 1940, as
amended. A business development company may not acquire any asset other than a qualifying asset, unless
at the time the acquisition is made, qualifying assets represent at least 70% of the business development
company’s total assets. Non-qualifying assets represented 7.3% of the Company’s total assets as of
December 31, 2015.

(12) The investment is considered to be the equity tranche of the issuer.
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NexPoint Capital, Inc.

Notes To Financial Statements

Note 1 — Organization

NexPoint Capital, Inc. (the “Company”) is an externally managed, non-diversified, closed-end management
investment company that has elected to be regulated as a business development company (“BDC”) under the
Investment Company Act of 1940, as amended (the “1940 Act”). The Company follows the investment company
accounting and reporting guidance of the Financial Accounting Standards Board (“FASB”) Accounting Standard
Codification Topic 946 Financial Services—Investment Companies. The Company’s investment objective is to
generate current income and capital appreciation primarily through investments in middle-market healthcare
companies, middle-market companies in non-healthcare sectors, syndicated floating rate debt of large public and
nonpublic companies and collateralized loan obligations. The Company has elected to be treated for federal
income tax purposes, and intends to qualify annually thereafter, as a regulated investment cgmgpany (“RIC”),
under Subchapter M of the Internal Revenue Code of 1986, as amended (the “Code”). %

The Company was formed in Delaware on September 30, 2013 and formally c@nced operations on
September 2, 2014 upon satisfying the minimum offering requirement by raisingf{grpsSwfoceeds of $10.0 million
in connection with a private placement with NexPoint Advisors, L.P. (the * d&\er our external advisor. In
aggregate through December 31, 2016, the Adviser controls 2,004,032 total&
dividends, for a net amount of approximately $19.0 million.

, including reinvestment of

The Company has retained the Adviser to manage certain aspect§ oMits affairs on a day-to-day basis.
Highland Capital Funds Distributor, Inc. (the “Dealer Manage tity under common ownership with the
Adpviser, serves as the dealer manager of the Company’s cogtinudss# public offering. The shares are being offered
on a “best efforts” basis, which means generally that the Manager is required to use only its best efforts to
sell the shares and it has no firm commitment or obligaQa ¥purchase any of the shares. The Adviser and

Dealer Manager are related parties and will receive other compensation for services related to the
investment and management of the Company’s d the continuous public offering.

Note 2 — Summary of Significant Acc@ Policies

Basis of Accounting

The accompanying finaneiak§ta' ts of the Company are prepared in accordance with accounting
principles generally accepted ¢ N nited States of America (“GAAP”). Additionally, the accompanying
financial statements of eéany and related financial information have been prepared pursuant to the
requirements for rep orm 10-K and Article 6 of Regulation S-X.

Use of EstimatesO

The preparation of financial statements in conformity with GAAP requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Statements of Cash Flows

Information on financial transactions which have been settled through the receipt or disbursement of cash is
presented in the Statements of Cash Flows. The cash amount shown in the Statements of Cash Flows is the
amount included within the Company’s Statements of Assets and Liabilities and includes cash on hand at its
custodian bank.
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Cash and Cash Equivalents

The Company considers liquid assets deposited with a bank and certain short-term debt instruments with
original maturities of three months or less to be cash equivalents. These investments represent amounts held with
financial institutions that are readily accessible to pay Company expenses or purchase investments. Cash and
cash equivalents are valued at cost plus accrued interest, which approximates market value. The value of cash
equivalents denominated in foreign currencies is determined by converting to U.S. dollars on the date of the
Statements of Assets and Liabilities. As of December 31, 2016 and 2015, the Company had cash and cash
equivalents of $3,948,113 and $7,350,748, respectively. As of December 31, 2016 and 2015, $3,913,546 and
$7,350,745 was held in the State Street U.S. Government Money Market Fund, and $34,567 and $3 was held in a
custodial account with State Street Bank and Trust Company, respectively.

Securities Sold Short and Restricted Cash

The Company may sell securities short. A security sold short is a transaction in which%;)mpany sells a
security it does not own in anticipation that the market price of that security will decline]NYh e Company
sells a security short, it must borrow the security sold short from a broker-dealer an iveNit to the buyer upon
conclusion of the transaction. The Company may have to pay a fee to borrow pags curities and is often
obligated to pay over any dividends or other payments received on such borro cyrities. Cash held as
collateral for securities sold short is classified as restricted cash on the Statefzgn Assets and Liabilities.
Securities held as collateral for securities sold short are shown on the Sc d&f nvestments for the Company,
as applicable. At period end, the Company did not have any securities JSV

ort.

When securities are sold short, the Company intends to ling (xklre to a possible market decline in the
value of its portfolio companies through short sales of securitie the Adviser believes possess volatility
characteristics similar to those being hedged. In addition, t ompany may use short sales for non-hedging
purposes to pursue its investment objective. Subject to t rements of the 1940 Act and the Code, the
Company will not make a short sale if, after giving e tg such sale, the market value of all securities sold
short by the Company exceeds 25% of the value of étal assets.

break-up fees and other miscellaneo . Origination fees, amendment fees, and other similar fees are non-

recurring fee sources. Such feas #/cd on a transaction by transaction basis and do not constitute a regular

stream of income. For the ye d December 31, 2016, 2015 and 2014 the Company recognized $0, $224 and
é § ly.

$7,216 of fee income, rx
Fair Value of F instruments
S

Accounting Stffidards Codification Topic 820, Fair Value Measurements and Disclosure (“ASC Topic
8207) defines fair value as the price that would be received from the sale of an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date. ASC Topic 820 also establishes a
three-tier fair value hierarchy, which prioritizes the inputs used in measuring fair value. These tiers include:
Level 1, defined as observable inputs such as quoted prices in active markets; Level 2, which includes inputs
such as quoted prices for similar securities in active markets and quoted prices for identical securities where there
is little or no activity in the market; and Level 3, defined as unobservable inputs for which little or no market data
exists, therefore requiring an entity to develop its own assumptions.

Other Fee Income < \,
Fee income may consist of origiE::ion closing fees, amendment fees, administrative agent fees, transaction

The Company determines the net asset value of its investment portfolio each quarter, or more frequently as
needed. Securities that are publicly-traded are valued at the reported closing price on the valuation date.
Securities that are not publicly-traded are valued at fair value as determined in good faith by the board of
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directors of the Company (the “Board”) or by the Adviser, pursuant to board-approved procedures. In connection
with that determination, the Company will provide the Board with portfolio company valuations which are based
on relevant inputs, including indicative dealer quotes, values of like securities, recent portfolio company financial
statements and forecasts, and valuations prepared by third-party valuation services.

With respect to investments for which market quotations are not readily available, the Board and the
Adviser undertake a multi-step valuation process, as described below:

e The valuation process begins with each portfolio company or investment being initially valued by
investment professionals of the Adviser responsible for credit monitoring.

e Preliminary valuation conclusions are then documented and discussed with senior management of the
Adviser (the “Valuation Committee”).

e The audit committee of the Board reviews these preliminary valuations.

e At least once each quarter, the valuations for approximately one quarter of the p% investments
that have been fair valued are reviewed by an independent valuation firm such& r the course of a
year, each material portfolio investment that has been fair valued shall ha en eviewed by an

independent valuation firm at least once.
¢ Based on this information, the Board discusses valuations and det m@ fair value of each
investment in the portfolio in good faith. &

As of December 31, 2016, the Company held the following invesnent for which a sufficient level of
current, reliable market quotations were not available:

Instrument Type Market value
CareDx,Inc. .......... ... ... ........ ...  Warrant $395,318
SCYNEXIS,Inc. .................. . Warrant 259,771
PAMCO CLO 1997-1AB ........ @ ..... Asset-Backed 275,625
Galena Biopharma, Inc. ........ 6 ........ Warrant 23,851

As of December 31, 2015, there Wert}gnents held for which current market quotations were not
available.

Determination of fair value inva
Company’s financial statemengs y

@ ubjective judgments and estimates. Accordingly, the notes to the

r£ o the uncertainty with respect to the possible effect of such valuations,
and any change in such valuati % the Company’s financial statements. Below is a description of factors that
the Valuation Committe@ oard may consider when valuing the Company’s debt and equity investments.

me investments, such as loans and debt securities, depends upon a number of factors,
erest rates for like securities, expected volatility in future interest rates, call features, put
features and otherYal#®¥ant terms of the debt. For investments without readily available market prices, the
Company may incorporate these factors into discounted cash flow models to arrive at fair value. Other factors
that the Board may consider include the borrower’s ability to adequately service its debt, the fair market value of
the portfolio company in relation to the face amount of its outstanding debt and the quality of collateral securing
the Company’s debt investments.

The Company’s equity investments in portfolio companies for which there is no liquid public market will be
valued at fair value. The Valuation Committee and the Board, in its analysis of fair value, may consider various
factors, such as multiples of earnings before interest, taxes, depreciation and amortization (“EBITDA”), cash
flows, net income, revenues or, in limited instances, book value or liquidation value. All of these factors may be
subject to adjustments based upon the particular circumstances of a portfolio company or the Company’s actual
investment position. For example, adjustments to EBITDA may take into account compensation to previous
owners or acquisition, recapitalization, restructuring or other related items.
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The Valuation Committee and the Board may also look to private merger and acquisition statistics, public
trading multiples discounted for illiquidity and other factors, valuations implied by third-party investments in the
portfolio companies or industry practices in determining fair value. The Valuation Committee and the Board may
also consider the size and scope of a portfolio company and its specific strengths and weaknesses, as well as any
other factors it deems relevant in assessing the value. Generally, the value of the Company’s equity interests in
public companies for which market quotations are readily available will be based upon the most recent closing
public market price.

If the Company receives warrants or other equity-linked securities at nominal or no additional cost in
connection with an investment in a debt security, the Company will allocate the cost basis in the investment
between the debt securities and any such warrants or other equity-linked securities received at the time of
origination. The Valuation Committee and the Board will subsequently value these warrants or other equity-

linked securities received at fair value.
% bid and ask
\ent third-party

hird-party pricing
¢ from dealers who make

As applicable, the Company values its Level 2 assets by using the midpoint of the pre
prices from dealers on the date of the relevant period end, which is provided by an indept
pricing service and screened for validity by such service. For investments for which
service is unable to obtain quoted prices, the Company obtains bid and ask pricge

a market in such investments. ‘ \

To the extent that the Company holds investments for which no XNN condary market exists and,
om

therefore, no bid and ask prices can be readily obtained, the Valuatj ittee utilizes an independent third-
party valuation service to value such investments.

r@eceived from the third-party pricing service
hird-party valuation service against the actual
pany believes that these prices are reliable

ee and the Board review and approve the valuation
a manner consistent with the Company’s valuation

The Company periodically benchmarks the bid and as
and/or dealers, as applicable, and valuations received fro
prices at which it purchases and sells its investments. T,
indicators of fair value. The Company’s Valuation
determinations made with respect to these inves
process. @

As of December 31, 2016, the Comp@investments consisted of senior secured loans, bonds, asset-
backed securities, common stocks, ri and warrants, which may be purchased for a fraction of the price of the
underlying securities. The fair val Company’s loans, bonds and asset-backed securities are generally
based on quotes received fro % 1S or independent pricing services. Loans, bonds and asset-backed securities
with quotes that are based g udl trades with a sufficient level of activity on or near the measurement date are
classified as Level 2 ns, bonds and asset-backed securities that are priced using quotes derived from
implied values, indi eNuds or a limited number of actual trades are classified as Level 3 assets because the
inputs used by th @ e1¥ and pricing services to derive the values are not readily observable.

The fair value of the Company’s common stocks and options 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 is utilized to value the
option.

At the end of each calendar quarter, the Company evaluates the Level 2 and 3 investments for changes in
liquidity, including: 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,
management 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 Company’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 Company may
ultimately realize. Further, such investments may be subject to legal and other restrictions on resale or otherwise
less liquid than publicly traded securities.

The inputs or methodology used for valuing investments are not necessarily an indication of the risk
associated with investing in those investments. Transfers in and out of the levels are recognized at the fair value
at the end of the period. The following are summaries of the Company’s investments categorized within the fair
value hierarchy as of December 31, 2016 and 2015:

December 31, 2016

Investments Level 1 Level 2 Leyel 3 Total
Assets _\%

Senior Secured Loans

BOCTEY - - e e ve e e e e $ — 8 3,499,74Q —$ 3,499,746
Healthcare ............ ... .. ... .. .. ........ — 19,0 ,005,000 23,049,836
Media/Telecommunications . ................. — 4 O& — 4,087,500
Retail ...... ... ... .. . — 3% 99 — 3,193,499
SErvice ..o oo — YO1,110 — 3,791,110
Technology . ........ ..o, —= \ 050,489 — 2,950,489
Utility ..o % 982,500 — 982,500
Asset-Backed Securities . ............ ... . . ... 2,338,592 275,625 2,614,217
Convertible Bonds . .......... ... . . . . . 700,625 — 700,625
Corporate Bonds ........... ... .. .. .. . ... b — 28,113,471 — 28,113,471
Common Stocks @
Chemicals ...................... . .... i, — — 73,665 73,665
Healthcare ......................... 6 1,353,380 — — 1,353,380
Real Estate Investment Trust (REIT) \O .. 2,200,805 — — 2,200,805
Utility ... < . , ....... — 904,525 — 904,525
Rights ....... ... ... .. ..........N7 ....... — 96,288 — 96,288
Warrants ..............c. i N — 655,089 23,851 678,940
Totalassets . ............. N \Q ............ $3,554,185 $70,358,270 $4,378,141 $78,290,596

é December 31, 2015
Investments && Level 1 Level 2 Level 3 Total

Assets
Senior Secured L

Bnergy ..........iiii $ — $ 79750 $ — $ 79,750

Healthcare ................. ... ... .. ...... — 8,603,634 4,438,125 13,041,759

SerVICE . o v vt — 451,070 — 451,070

Utility ..o — 783,750 — 783,750
Corporate Bonds ......... ... .. ... ... . . .. — 6,615,437 — 6,615,437
Asset-Backed Securities .............. ... .. .. ... — 1,544,933 — 1,544,933
Common Stock

Chemicals ............... .. — — 87,125 87,125
Total assets .. ............ ... $ —  $18,078,574 $4,525,250 $22,603,824
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The table below sets forth a summary of changes in the Company’s Level 3 investments (measured at fair
value using significant unobservable inputs) for the year ended December 31, 2016.

Change in
unrealized
gain/(loss)
Net Net on Level 3
amortization Net change in securities still
Balance as of  Transfers  Transfer (accretion) of realized unrealized (Sales Balance as of held at
December 31, into out of premium/ gains/ gains/ and December 31, period
Investments: 2015 Level 3 Level 3 (discount) (losses) (losses) Purchases redemptions) 2016 end
Senior Secured Loans
Healthcare ...... $4,438,125 $§ — $— $7,808 $—  $(440,933) $— $— $4,005,000 $(440,933)
Asset-Backed Securities
Financials ....... — 275,625 — — — — — — 275,625 —
Common Stocks
Chemicals . ...... 87,125 — — — — (13,4600 — — 73,665 (13,460)
Warrants
Healthcare ...... — — — — — 23,851 — — 23,851 23,851
Total ........... $4,525,250 $275,625 $— $7,808 $—  $(430,542) $— $— $4,378,141  $(430,542)

The table below sets forth a summary of changes in the Company’s Level 3 investn% easured at fair
value using significant unobservable inputs) for the year ended December 31, ZOIS.Q

Change in
unrealized
gain/(loss)

Net Net v on Level 3
amortization Net change i securities still
Balance as of Transfers Transfer (accretion) of realized unrealize (Sales Balance as of held at
December 31, into out of premium/ gains/ gai and December 31, period
Investments: 2014 Level 3 Level 3 (discount) (losses) \rchases redemptions) 2015 end
Senior Secured Loans
Healthcare ........ $2,912,710  $—  $(3.,837,587) $ 7,380  $225238eS $6) $11,269,015 $(5,979,576) $4,438,125 § 28,125
Service . .......... 497,343 — — (1,153) (11,48 3 — (494,569) — —
Technology ....... 1,007,505 — — (1,296) 5,04 —  (1,010,000) — —
Common Stocks
Chemicals ........ — — — — (163,625) 250,750 — 87,125  (163,625)
Total ............ $4,417,558 $—  $(3.837.,587) $ 4,93! : 7826 $(314,098) $11,519,765 $(7,484,145) $4,525,250  $(135,500)
Investments designated as Level 3 may inclyf®Npe€stments valued using quotes or indications furnished by
brokers which are based on models or esti ay not be executable prices. In light of the developing market

conditions, the Adviser continues to searcl{for rvable data points and evaluate broker quotes and indications
received for investments. Determination of Yais#alues is uncertain because it involves subjective judgments and
estimates that are unobservable. Tran from Level 3 to Level 2 are due to an increase in market activity (e.g.
frequency of trades), which resultega crease of available market inputs to determine price. Transfers from
Level 2 to Level 3 are due to a ifPmarket activity, which resulted in a decrease of available market inputs to
determine price, of which $27 & as transferred in as of December 31, 2016. The Company uses end of period
market value in the dete@ of the amount associated with any transfers between levels.

The followingss
categorized withif

aries of significant unobservable inputs used in the fair valuations of investments
pl 3 of the fair value hierarchy as of December 31, 2016 and 2015:

Fair value at

December 31, Valuation Range of input value(s)
Investment 2016™ technique Unobservable inputs  (weighted average)
Senior Secured Loans ...... $4,005,000 Third Party Pricing Vendor N/A N/A
Common Stocks .......... 73,665 Third Party Pricing Vendor N/A N/A
Warrants ................ 23,851 Black-Scholes Option Pricing Volatility 90%
Asset-Backed Securities . ... 275,625 Discounted Cash Flow Discount Rate 20.85%
Total ................... $4,378,141

M Included within Level 3 Assets of $4,378,141 are financial instruments for which a sufficient level of
current, reliable market quotations were not available. Please refer to Note 2, under Fair Value of Financial
Instruments for additional detail on these instruments.
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Range of

input
Fair Value at value(s)
December 31, (weighted
Investment 2015 Valuation technique Unobservable inputs  average)
Senior Secured Loans . ............ $4,438,125 Third Party Pricing Vendor N/A N/A
Common Stocks ................. 87,125 Third Party Pricing Vendor N/A N/A

Total ....... .. .. .. . L. $4,525,250

Derivative Transactions

The Company is subject to equity price risk, interest rate risk and foreign currency exchange rate risk in the
normal course of pursuing its investment objective. The Company 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, commodities and/or currencies, as substitutes for dire%zstments the

i

Company can make. The Company may also use derivatives such as swaps, options (inc tions on
futures), futures, and foreign currency transactions (e.g., foreign currency swaps, fu an®forwards) to any
extent deemed by the Adviser to be in the best interest of the Company, and to t ermitted by the 1940

Act, to hedge various investments for risk management and speculative purpos

Options

7

The Company purchases options, subject to certain limitationg” Company may invest in options
contracts to manage its exposure to the stock and bond market ations in foreign currency values.
Writing puts and buying calls tend to increase the Company’s Jure to the underlying instrument while
buying puts and writing calls tend to decrease the Company¥exposure to the underlying instrument, or
economically hedge other Company investments. The C ’s risks in using these contracts include changes
in the value of the underlying instruments, nonperfor of the counterparties under the contracts’ terms and
changes in the liquidity of the secondary market fo ontracts. Options are valued at the last sale price, or if
no sales occurred on that day, at the last quot ice.

The average quarterly volume of de@ activity for the year ended December 31, 2016 is as follows:

Average Total unrealized
units/ appreciation/ Total realized Ending notional
* contracts (depreciation) gain (loss) amount
Purchased options contrd%\ ......... 988 $— $(211,941) $—
Investment Transge& &
Investment t tions are accounted for on trade date. Realized gains/(losses) on investments sold are

recorded on the basis of specific identification method for both financial statement and U.S. federal income tax
purposes. Payable for investments purchased and receivable for investments sold on the Statements of Assets and
Liabilities, if any, represents the cost of purchases and proceeds from sales of investment securities, respectively,
for trades that have been executed but not yet settled. Due from Broker, if any, represents certain receivables
from counterparties related to principal paydowns among other things.

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 the ex-dividend
date as such information becomes available. Interest income is recorded on the accrual basis. The Company does
not accrue as a receivable interest or dividends on loans and securities if there is a reason to doubt the Company’s
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ability to collect such income. Loan origination fees, original issue discount and market discount are capitalized
and such amounts are amortized as interest income over the respective term of the loan or security. Upon the
prepayment of a loan or security, any unamortized loan origination fees and original issue discount are recorded
as interest income.

Accretion of discounts and amortization of premiums on taxable bonds and loans are computed to the call or
maturity date, whichever is shorter, using the effective yield method. Withholding taxes on foreign dividends
have been provided for in accordance with the Company’s understanding of the applicable country’s tax rules
and rates.

Organization and Offering Costs

Organization costs include the cost of incorporating, such as the cost of legal services and other fees
pertaining to our organization and are paid by the Adviser, are expensed as we raise proceeds and become
payable to the Adviser. Organization costs and offering costs are limited to 1% of total grogJroceeds raised and
are not due and payable to the Adviser to the extent they exceed that amount. Please ref t 4 for additional
information on Organization and Offering Costs.

Paid-in Capital :
The proceeds from the issuance of common stock as presented on the ny s Statements of Changes in

Net Assets is presented net of selling commissions and fees for the year ecember 31, 2016, 2015 and
2014 . Selling commissions or fees of $2,838,893, $577,599 and $0 wige pNd for the years ended December 31,
2016, 2015 and 2014, respectively.

Earnings Per Share Q

In accordance with the provisions of ASC Topic 260 anings per Share (“ASC 260”), basic earnings per
share is computed by dividing earnings available to co tockholders by the weighted average number of
shares outstanding during the period. Other potenti tive common shares, and the related impact to
earnings, are considered when calculating earni hare on a diluted basis.

The following table sets forth the co put\n of the weighted average basic and diluted net increase in net
assets per share from operations:

For the year ended
Q December 31,
*

2016 2015 20140

Net increase (decrease) jn \es from operations . ............... $8,498,098 $ (801,614) $ (222,599)
Weighted average co resoutstanding .................... 4,835,020 2,057,154 1,224,478
Earnings (loss) pt@ share-basic and diluted ................ $ 176 % 0.39) $ (0.18)

M For the perio

September 2, 2014 (commencement of operations) to December 31, 2014.

Distributions

Distributions to the Company’s stockholders will be recorded as of the record date. Subject to the discretion
of the Board and applicable legal restrictions, the Company intends to authorize and declare ordinary cash
distributions on a weekly basis and pay such distributions on a monthly basis. Net realized capital gains, if any,
will be distributed or deemed distributed at least every 12-month period.

Recent Accounting Pronouncements

The Company generally intends to take advantage of the extended transition period available to emerging
growth companies to comply with the new or revised accounting standards below until those standards are
applicable to private companies.
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In January 2016, the FASB issued Accounting Standards Update 2016-01, Financial Instruments (Subtopic
825-10): Recognition and Measurement of Financial Assets and Liabilities. The amendments in this update make
improvements to the requirements for accounting for equity investments and simplify the impairment assessment
of equity investments. For public entities this update will be effective for fiscal years beginning after
December 15, 2017. For all other entities, this update will be effective for fiscal years beginning after
December 31, 2018, and for interim periods within fiscal years beginning after December 15, 2019. The
Company is currently evaluating the impact of this new guidance on its financial statement presentation.

In March 2016, the FASB issued Accounting Standards Update 2016-06, Derivatives and Hedging (Topic
815): Contingent Put and Call Options in Debt Instruments. The amendments in this update clarify the
requirements for assessing whether contingent call (put) options that can accelerate the payment of principal on
debt instruments are clearly and closely related to their debt hosts. For public entities this update will be effective
for interim periods and fiscal years beginning after December 15, 2016. For all other entities, this update will be
effective for fiscal years beginning after December 31, 2017, and for interim periods withinfgscal years
beginning after December 15, 2018. The Company is currently evaluating the impact of h;% guidance on its
financial statement presentation. N

In August, 2016, the FASB issued Accounting Standards Update 2016-15, S
230): Classification of Certain Receipts and Cash Payments. The amendments pdate address eight
specific issues, where there has been diversity in practice in how certain casml pts and cash payments are
presented and classified in the statement of cash flows under Topic 230. fgor ic entities this update will be
effective for fiscal years beginning after December 15, 2017, and for i k eriods within those fiscal years.
For all other entities, this update is effective for fiscal years beginginy a\ter December 15, 2018, and interim
periods within fiscal years beginning after December 15, 2019 pany is currently evaluating the impact
of this new guidance on its financial statement presentation, 6

rules (together, “final rules”) intended to modernize th rting and disclosure of information by registered
investment companies. In part, the final rules amen ulation S-X and require standardized, enhanced
disclosure about derivatives in investment cogap ancial statements, as well as other amendments. The
compliance date for the amendments to R@' -X is August 1, 2017. The Company is currently evaluating

In October 2016, the U.S. Securities and Exchange éé ission adopted new rules and amended existing

the impact that the adoption of the amendfgentgto Regulation S-X will have on its financial statement
presentation and related disclosures.

In November, 2016, the F‘A Accounting Standards Update 2016-18, Statement of Cash Flows
(Topic 230): Restricted Cash. endments in this update require the statement of cash flows explain the
change during the period i %1 of cash, cash equivalents. Amounts generally described as restricted cash or
restricted cash equivale @xld be included with cash and cash equivalents when reconciling the beginning-of-
period and end-of-pg al amounts shown on the statement of cash flows. For public entities this update will
pars beginning after December 15, 2017, and for interim periods within those fiscal years.
For all other entiti®s#iis update is effective for fiscal years beginning after December 15, 2018, and interim
periods within fiscal years beginning after December 15, 2019. The Company is currently evaluating the impact
of this new guidance on its financial statement presentation.

In December 2016, the FASB issued Accounting Standards Update 2016-19, Technical Corrections and
Improvements. The amendments in this update include an amendment to FASB ASC Topic 820, Fair Value
Measurement and Disclosures to clarify the difference between a valuation approach and a valuation technique.
The amendment also requires an entity to disclose when there has been a change in either or both a valuation
approach and/or a valuation technique. For public entities, this update will be effective for fiscal years beginning
after December 15, 2017, and for interim periods within those fiscal years. For all other entities, this update is
effective for fiscal years beginning after December 15, 2018, and interim periods within fiscal years beginning
after December 15, 2019. The Company is currently evaluating the impact of this new guidance on its financial
statement presentation.
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Note 3 — Investment Portfolio

(1)

value at December 31, 2015:

The following table shows the composition of the Company’s investments by industry classification at fair
value at December 31, 2016:

Assets
Healthcare®™
Energy
Technology
Retail
Media/Telecommunications
Service)
Financials
Real Estate Investment Trusts (REITSs)
Utility
Telecommunication Services
Chemicals

Total assets

Weight Watchers is currently included in the Service sector, but
related to the Healthcare Industry as defined in the Company’
classification change were reflected, the value and percentaggdo
$51,377,956 and 65.6%, respectively. The value and perc
$489,690 and 0.6%, respectively.

Fair value Percentage
$48,076,536 61.5%
5,293,496 6.8%
5,120,935 6.5%
4,105,999 5.2%
4,087,500 5.2%
3,791,110 4.8%
2,614,217 3.3%
2,200,805 %%
1,983,313 %
1.2%

0.1%

100.0%

N pany views Weight Watchers to be
nizadtional documents. If this

healthcare sector would increase to
the service sector would decrease to

The following table shows the composition of the @Qy’s investments by industry classification at fair

Assets
Healthcare
Financials

Utility ..... NS )
Service ‘\Q .........................

Chemic &
E 5 T

To t!

Fair value Percentage
$19,657,196 87.0%
1,544,933 6.8%
783,750 3.5%
451,070 2.0%
87,125 0.4%
79,750 0.3%
$22,603,824 100.0%

The following table summarizes the amortized cost and the fair value of the Company’s investments as of
December 31, 2016:

Percentage of

Amortized portfolio
cost Fair value (at fair value)
Assets

Senior Secured Loans - First Lien . .... $27,394,540  $28,864,108 36.9%
Senior Secured Loans - Second Lien . .. 12,790,248 12,673,072 16.2%
Senior Secured Loans - Escrow Loan . . . 87,816 17,500 0.0%
Asset-Backed Securities ............. 2,576,709 2,614,217 3.3%
Convertible Bonds ................. 569,431 700,625 0.9%
Corporate Bonds ................... 28,847,813 28,113,471 35.9%



Percentage of

Amortized portfolio
cost Fair value (at fair value)
Common Stocks . .................. $ 6,170,708 $ 4,532,375 5.8%
Rights ....... ... ... . ... .. .. 154,404 96,288 0.1%
Warrants ........... .. — 678,940 0.9%
Totalassets .......................... $78,591,669  $78,290,596 100.0 %

The following table summarizes the amortized cost and the fair value of the Company’s investments as of
December 31, 2015:

Percentage of

Amortized portfolio
Cost Fair value (at fair value)
Assets
Senior Secured Loans - First Lien .. ... $ 1,688,375 $ 783,75 3.5%
Senior Secured Loans - Second Lien . .. 14,322,284 13,572, 60.0%
Corporate Bonds ................... 7,790,487 6,043% 29.3%
Asset-Backed Securities ............. 1,723,452 449 6.8%
Common Stocks ................... 250,750 SMI25 0.4%
Totalassets .......................... $25,775, 348 %03,824 100.0%

December 31, 2016:

The following table shows the composition of the Companf (b\ments by geographic classification at

Geography Fair value Percentage
Assets @
Cayman Islands® . ......... 6 ......... $ 2,123,342 2.7%
Luxembourg® .......... 7S 2,950,489 3.8%
United States O ............. 73,216,765 93.5%

Total assets .......... C)\ ................ $78,290,596 100.0 %

M Investments denommated 1

The following table sho 6mposmon of the Company’s investments by geographic classification at
December 31, 2015:

Fair value Percentage
nited States . ........ . ... $22,603,824 100.0%
Totalassets ............... ... ... ............ $22,603,824 100.0%

Note 4 — Related Party Transactions and Arrangements
Investment Advisory Fee

Payments for investment advisory services under the Company’s investment advisory agreement (the
“Investment Advisory Agreement”) and administrative services agreement (the “Administration Agreement”) is
equal to (a) a base management fee calculated at an annual rate of 2.0% of the average value of the Company’s
gross assets at the end of the two most recently completed calendar quarters and (b) an incentive fee based on the
Company’s performance.
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For the years ended December 31, 2016, 2015 and 2014, the Company incurred investment advisory fees
payable to the Adviser of $1,184,391, $465,254 and $110,394, respectively, which were voluntarily waived.
Amounts waived for management fees or administrative services expenses pertaining to periods prior to June 10,
2016 are not recoupable, but amounts waived for management fees or administrative services expenses
pertaining to periods from and after June 10, 2016 are subject to recoupment by the Adviser within three years
from the date that such fees were otherwise payable, provided that the recoupment will be limited to the amount
of such voluntarily waived fees from and after June 10, 2016 and will not cause the sum of the Company’s
advisory fees, administration fees, Other Expenses (as defined under “Expense Limits and Reimbursements”
below), and any recoupment to exceed the annual rate of 3.40% of average gross assets.

Incentive Fee

The incentive fee consists of two parts. The first part, which is referred to as the subordinated incentive fee
on income, is calculated and payable quarterly in arrears, and equals 20.0% of “pre-incentivg fee net investment
income” for the immediately preceding quarter and is subject to a hurdle rate, expressed as%‘ of return on the
Company’s net assets, as defined in the Investment Advisory Agreement, equal to 1.875 arter. As a
result, the Adviser will not earn this incentive fee for any quarter until the Companyj -itentive fee net
investment income for such quarter exceeds the hurdle rate of 1.875%. Once the ’s pre-incentive fee net
investment income in any quarter exceeds the hurdle rate, the Adviser will be eyitl a “catch-up” fee equal to
the amount of the pre-incentive fee net investment income in excess of the h rdte, until the Company’s pre-
incentive fee net investment income for such quarter equals 2.34375% ofthe! pany’s net assets at the end of
such quarter, or 9.375% annually. This “catch-up” feature allows the m to recoup the fees foregone as a
result of the existence of the hurdle rate in that quarter. Thereafter(t viser will receive 20.0% of the
Company’s pre-incentive fee net investment income from the i\

The second part of the incentive fee, which is referred tgdgs the incentive fee on capital gains, is determined
and payable in arrears as of the end of each calendar year termination of the Investment Advisory
Agreement). This fee equals 20.0% of the Company’s i ve fee capital gains, which will equal the Company’s
realized capital gains on a cumulative basis from for n, calculated as of the end of the applicable period,
computed net of all realized capital losses (proge S amortized cost) and unrealized capital depreciation on a
cumulative basis, less the aggregate amou & eviously paid capital gains incentive fees. The Company will
accrue for the capital gains incentive fee, @f earned, will be paid annually. The Company will accrue for the
capital gains incentive fee based on netgealized and unrealized gains; however, under the terms of the Investment
Advisory Agreement, the fee payable @Adviser will be based on realized gains and no such fee will be payable
with respect to unrealized gainsunfes ntil such gains are actually realized.

For the years endeg Dz’&}r 31, 2016, 2015 and 2014, the Company incurred $175,567, $0 and $0 of

incentive fees on cap‘g respectively, all of which was voluntarily waived.
Administration l@

Pursuant to the Administration Agreement with the Adviser, the Company also reimburses the Adviser for
expenses necessary for its performance of services related to the Company’s administration and operations. The
amount of the reimbursement will be the lesser of (1) the Company’s allocable portion of overhead and other
expenses incurred by the Adviser in performing its obligations under the Administration Agreement and
(2) 0.40% of the Company’s average gross assets. The Adviser is required to allocate the cost of such services to
the Company based on objective factors such as assets, revenues, time allocations and/or other reasonable
metrics. The Board assesses the reasonableness of such reimbursements based on the breadth, depth and quality
of such services as compared to the estimated cost to the Company of obtaining similar services from third-party
service providers known to be available. In addition, the Board will consider whether any single third-party
service provider would be capable of providing all such services at comparable cost and quality. Finally, the
Board will compare the total amount paid to the Adviser for such services as a percentage of the Company’s net
assets to the same ratio as reported by other comparable BDCs.
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For the years ended December 31, 2016, 2015 and 2014, the Company incurred administration fees payable to
the Adviser of $236,876, $93,055 and $22,090, respectively, which were voluntarily waived. Amounts waived for
management fees or administrative services expenses pertaining to periods prior to June 10, 2016 are not
recoupable, but amounts waived for management fees or administrative services, expenses pertaining to periods
from and after June 10, 2016 are subject to recoupment by the Adviser within three years from the date that such
fees were otherwise payable, provided that the recoupment will be limited to the amount of such voluntarily waived
fees from and after June 10, 2016 and will not cause the sum of the Company’s advisory fees, administration fees,
Other Expenses, and any recoupment to exceed the annual rate of 3.40% of average gross assets.

Investment Advisory and Administration Fees Table
Amounts waived and subject to recoupment pertaining to advisory and administrator fees are shown below.

Advisory fees waived and Administration fees waived = Recoupment eligibility

Period ended subject to recoupment and subject to recoupment expiration

December 31,2016 ... \ooo .. $387,176 $ 77,435 L@cember 31,2019

September 30,2016 . ................ 363,595 72,719 eptember 30, 2019
June 30,2016 ................. 79,125 15,82Q June 30, 2019

Total ........................ $829,896 $16\7

any has voluntarily waived

In addition, cumulatively since inception through to June 10, 2016, the
N, all of which are not recoupable.

$930,143 and $186,042 of advisory fees and administration fees, respﬁ\

Organization and Offering Costs

Organization costs include the cost of incorporating, chg cost of legal services and other fees
pertaining to our organization and are paid by the Adviser,@fexpensed as we raise proceeds and become
payable to the Adviser. For the years ended December , 2015 and 2014, the Adviser incurred and paid
$0, $0, and $33,392 of organization costs on our behadf?

Offering costs include legal fees, promo§ sts and other costs pertaining to the public offering of our
shares of common stock. Through Dece 3 15, offering costs were paid by the Adviser and charged
against capital in excess of par value on‘:@ements of Assets and Liabilities as the gross proceeds were
raised and the costs became payable tgsghe Adviser. After December 31, 2015, offering costs that become
payable are now properly presente %talized and amortized to expense over one year. For the years ended
December 31, 2016 and 2015 d@u fod from September 30, 2013 (inception) to December 31, 2014, the
Adviser incurred and paid offﬁ1 osts of $1,540,535, $1,120,922 and $1,439,392, respectively, on our behalf.
For the years ended De , 2015 and 2014, the Company recorded $122,877 and $95,326 of offering costs
on the Statements of n Net Assets, which was payable to the Adviser. For the year ended December 31,
2016, the Compapg™twpMglized $427,270 of offering costs, which will be amortized over one year. Of this
amount, $198,71mortized to expense during the year ended December 31, 2016, and $228,555 remains on
the Statement of Assets and Liabilities as of December 31, 2016.

Organization costs and offering costs are limited to 1% of total gross proceeds raised in this offering and are
not due and payable to the Adviser to the extent they exceed that amount. Currently, the cumulative aggregate
amount of $4,134,241 of organization and offering costs exceeds 1% of total proceeds raised. To the extent the
Company is unable to raise sufficient capital such that the expenses paid by the Adviser on behalf of the
Company are more than 1% of total proceeds at the end of the Offering, the Adviser will forfeit the right to
reimbursement of the remaining $3,455,376 of these costs.

Fees Paid to Officers and Directors

Each director who is not an “interested person” of the Company as defined in the 1940 Act (the
“Independent Directors”) receives an annual retainer of $150,000 payable in quarterly installments and allocated

F-26



among each portfolio in the Highland Fund Complex based on relative net assets. The “Highland Fund Complex”
consists of all of the registered investment companies advised by the Adviser and any affiliates as of the period
covered by this report. The Company pays no compensation to any of its officers, all of whom are employees of
an affiliate of the Adviser. Although the Company believes that Mr. Powell is technically no longer an
“interested person” of the Company, in light of his previous employment with affiliates of the Adviser, as well as
his ongoing provision of consulting services to affiliates of the Adviser, it is possible that the SEC might in the
future determine Mr. Powell to be an “interested person” of the Company. Therefore, the Company intends to
treat Mr. Powell as an “interested person” of the Company for all purposes other than compensation (Mr. Powell
will be compensated at the same rate as the Independent Directors) from December 16, 2015 until December 4,
2017 (the second anniversary of his resignation from an affiliate of the Adviser).

For the years ended December 31, 2016, 2015 and 2014, the Company recorded an expense relating to
director fees of $6,933, $1,973 and $643 respectively, which represents the allocation of the director fees to the
Company. As of December 31, 2016, there was $0 of expenses payable relating to director %

Expense Limits and Reimbursements

Pursuant to an expense limitation agreement, the Adviser is contractually obdiy
necessary, pay or reimburse certain other expenses to limit the ordinary “Othe
end value of the Company’s gross assets through the one year anniversary ofhegff€ctive date of the registration
statement (the “Expense Limitation Agreement”). Under the Expense Liggita greement, “Other Expenses”
are all expenses with the exception of advisor and administration fees, %zation and offering costs and the

following: (i) interest, taxes, dividends tied to short sales, brokera, issions, and other expenditures which
are capitalized in accordance with U.S. GAAP:; (ii) expenses ingtgedlipftlirectly as a result of investments in
other investment companies and pooled investment vehicles; (i %n er expenses attributable to, and incurred as a

result of, our investments; (iv) expenses payable to the Ady¥gr, as administrator, for providing significant
managerial assistance to our portfolio companies; and ( extraordinary expenses (including litigation
expenses) not incurred in the ordinary course of our efs. The obligation will automatically renew for one-
year terms unless it is terminated by the Compan Adviser upon written notice within 120 days of the end
of the current term or upon termination of thent Advisory Agreement. The Expense Limitation

il

Agreement will continue through at least q} U, 2017.

Any expenses waived or reimbursgd by the Adviser pursuant to the Expense Limitation Agreement are subject
to possible recoupment by the Advise@n three years from the date of the waiver or reimbursement. The
recoupment by the Adviser will ba{lirh 0 the amount of previously waived or reimbursed expenses and cannot
cause the Company’s expense‘ eed any expense limitation in place at the time of recoupment or waiver.

Reimbursable Expen

The cumulaa of fees waived by the Adviser under the Expense Limitation Agreement, which are
recoupable as of Dagsfhber 31, 2016 are $1,965,606. This balance, and the balances in the tables below, only
include amounts pertaining to the Expense Limitation Agreement, and do not include waived advisory and
administration fees subject to recoupment discussed earlier in Note 4. The following table reflects the fee waivers
and expense reimbursements due from the Adviser as of December 31, 2016, September 30, 2016, June 30, 2016
and March 31, 2016, which may become subject to recoupment by the Adviser.

Yearl
Yearly Yearly cumellalgt)ilve Quarterly Recoupment
cumulative expense expense recoupable eligibility
Period ended other expense limitation reimbursement amount expiration
December 31,2016 .............. $1,263,735 $835,904 $427,831 $147,943  December 31, 2019
September 30,2016 ............. 803,909 524,021 279,888 32,663 September 30, 2019
June 30,2016 ....... .. ... .. .. .. 567,248 320,023 247,225 90,124 June 30, 2019
March 31,2016 ................. 259,420 102,319 157,101 157,101 March 31, 2019
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The following table reflects the fee waivers and expense reimbursements due from the Adviser as of
December 31, 2015, September 30, 2015, June 30, 2015 and March 31, 2015, which may become subject to
recoupment by the Adviser.

Yearl,
Yearly Yearly cume:l:lt)ilve Quarterly Recoupment
cumulative expense expense recoupable eligibility

Period ended other expense  limitation  reimbursement amount expiration
December 31,2015 .............. $1,440,686 $309,265 $1,131,421 $ 23,484 December 31, 2018
September 30,2015 ............. 1,272,439 164,502 1,107,937 434,917 September 30, 2018
June 30,2015 .. ... ... ... 771,350 98,330 673,020 414,551 June 30, 2018
March 31,2015 ................. 353,760 95,291 258,469 258,469 March 31, 2018

The following table reflects the fee waivers and expense reimbursements due from the Adviser as of
December 31, 2014 and September 30, 2014, which may become subject to recoupment by gae Adviser.

Yearl
Yearly Yearly cumulat)ilve Qye % Recoupment
cumulative expense expense red m\ le eligibility
Period ended other expense limitation reimbursement L expiration
December 31,2014 ............... $463,302  $56,948 $406,35, \‘B 712 December 31, 2017
September 30,2014 . .............. 98,723 14,081 84,64 84,642  September 30, 2017
There can be no assurance that the Expense Limitation Agree will'Yemain in effect or that the Adviser

will reimburse any portion of our expenses in future quarters not covdreddby the Expense Limitation Agreement.
Amounts shown do not include the amounts committed by the @ o voluntarily reimburse the Company for
unrealized losses, all of which are not recoupable. E

Net Increase from Amounts Committed by Affiliates @

For the years ended December 31, 2016, 20 014, the Adviser committed $872,000, $1,403,000 and
$0, respectively, to the Company to voluntgy urse the Company for unrealized losses sustained.
Cumulatively since inception, the Advisef has mitted $2,275,000 to voluntarily reimburse the Company for
such losses. Had these commitments not b ade, the net asset value (“NAV”) as of December 31, 2016 would
have been lower. These commitment shown in the Statements of Operations as net increase from amounts

committed by affiliates and are n@ ble.

Receivable from Advis

The table below § a breakdown of the various amounts that make up the $4,096,447 and $3,096,979
shown on the Stage isof Assets and Liabilities as of December 31, 2016 and 2015, respectively.

December 31, December 31,

DeLimion 2016 2015
Amounts committed by affiliates . .............. ... .. ... ... .. ... $2,275,000  $1,403,000
Fees waived under the Expense Limitation Agreement .............. 1,965,606 1,537,775
Organization and offering costs paid directly by the Company, to be

reimbursed by Adviser .. ....... ... 405,913 394,046
Commissions paid in excess of maximum, reimbursed by Adviser ... .. 128,793 13,753
Payable to Adviser for reimbursement of organization and offering

COSES o vt et e e e (678,865) (251,595)
Totals . . ... $4,096,447 $3,096,979

F-28



Note 5 — U.S. Federal Income Tax Information

The Company has elected to be treated for federal income tax purposes, and intends to qualify annually, as a
RIC under Subchapter M of the Code. To maintain its qualification as a RIC, the Company must, among other
things, meet certain source-of-income and asset diversification requirements and distribute to its stockholders, for
each taxable year, at least 90% of its “investment company taxable income,” which is generally the Company’s
net ordinary income plus the excess, if any, of realized net short-term capital gains over realized net long-term
capital losses. As a RIC, the Company will not be subject to corporate-level federal income taxes on any income
that it timely distributes to its stockholders. The Company intends to make distributions in an amount sufficient
to maintain its RIC status each year and to avoid any federal income taxes on income so distributed. The
Company will also be subject to nondeductible federal excise taxes if it does not distribute at least 98% of net
ordinary income, 98.2% of any capital gain net income, if any, and any recognized and undistributed income
from prior years on which it paid no federal income taxes.

The character of income and capital gains to be distributed is determined in accordan% the Code, U.S.
Treasury regulations, and other applicable authority, which may differ from U.S. GAAPN h ifferences
include (but are not limited to) investments organized as partnerships for tax purposgshdefadlted bonds, losses
deferred to off-setting positions, and losses deferred due to wash sale transactiong=g % sifications are made to
the Company’s capital accounts to reflect income and gains available for distril or available capital loss
carryovers) under the Code, U.S. Treasury regulations, and other applicable . These reclassifications
have no impact on net investment income, realized gains or losses, or nefass ue of the Company. The
calculation of net investment income per share in the Financial Highli§hts Wple excludes these adjustments.

As of December 31, 2016, 2015 and 2014, the Company tifegfollowing permanent book tax differences
and reclasses:

2016 2015 2014
Paid in capital excess of parvalue ...... . ). .. .. $(1,827,909) $(970,505) $—
Distributions in excess of net investment %ne ..... 323,812 436,059 —
Accumulated realized gains . . . . . O .......... 1,504,097 534,446  —

During the year ended December 31,@ the differences between book and tax accounting were due
primarily to defaulted bonds and basis fdjus ments of loan investments.

For the years ended Deces 6, 2015 and 2014, the Company’s tax year end, components of
distributable earnings on a ta)( ivare as follows:

2016 2015 2014
$2,769.825 $ — $ 120,065
2,614,991  (1,117,550)0  (342,664)
(23,980) (25,873) —

(M Any differences between book-basis and tax-basis net unrealized appreciation/(depreciation) are primarily
due to basis adjustments of loan investments.

@ Any differences between book-basis and tax-basis net unrealized appreciation/(depreciation) are primarily
due to defaulted bonds accumulated interest.

For the years ended December 31, 2016, 2015 and 2014, the Company had $0, $(356,904) and $0 of capital
loss carryovers, respectively.
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The tax character of shareholder distributions attributable to the fiscal years ended December 31, 2016, 2015
and 2014, were as follows:

2016 2015 2014
Paid distributions attributable to:
Ordinary income . ...........oouuieiinnennnn... $3,464,844  $1,183,859 $—
Return of capital .......... ... ... .. .. . . ... — 262,760 —

Unrealized appreciation and depreciation at December 31, 2016, 2015 and 2014, based on cost of
investments for U.S. federal income tax purposes were as follows:

Net
Gross Gross apprec?ation/
appreciation (depreciation) (depreciation) Cost
December 31,2016 ................. $3,559,782  $(3,219,790) $ 339,9 $81,864,150
December 31,2015 ................. 156,768 (2,677,318) (2,520 25,124,374
December 31,2014 ................. 137,954 (480,618) 10,649,614

Q
Uncertainty in Income Taxes \(L
The Company will evaluate its tax positions to determine if the tax osi% aken meet the minimum
recognition threshold in connection with accounting for uncertainties 1 Nme tax positions taken or expected
to be taken for the purposes of measuring and recognizing tax ben X}ia ilities in the financial statements.
Recognition of a tax benefit or liability with respect to an uncerjag sition is required only when the
position is “more likely than not” to be sustained assuming exa idn by taxing authorities. The Company’s
tax returns are subject to examination by the Internal Reverfiye SerVice for a period of three fiscal years after they
are filed. The Company recognizes interest and penalties @\, , related to unrecognized tax liabilities as income
tax expense in the Statements of Operations. During th s ended December 31, 2016, 2015 and 2014, the
Company did not incur any interest or penalties. Fu ore, the company is not aware of any tax positions for
which it is reasonably possible that the total @ unrecognized tax benefits will significantly change in the

next 12 months. C)

Note 6 — Share Repurchase Progr

ends to offer to repurchase shares of common stock on such terms as
bts complete and absolute discretion unless, in the judgment of the
Independent Directors of t , such repurchases would not be in the best interests of the Company’s
stockholders or woul pplicable law. The Company will conduct such repurchase offers in accordance
with the requirem@> le 13e-4 of the Securities Exchange Act of 1934, as amended (“the Exchange Act”),

On a quarterly basis, the Gogfip
may be determined by the BogeN

and the 1940 Actl nths in which the Company repurchases shares of common stock, it will conduct
repurchases on the e date that it holds its first weekly closing for the sale of shares of common stock in its
public offering. Any offer to repurchase shares of common stock will be conducted solely through tender offer
materials mailed to each stockholder.

The Company currently intends to limit the number of shares of common stock to be repurchased during any
calendar year to the number of shares of common stock it can repurchase with the proceeds it receives from the
sale of shares of common stock under its distribution reinvestment plan. At the discretion of the Board, the
Company may also use cash on hand, cash available from borrowings and cash from liquidation of securities
investments as of the end of the applicable period to repurchase shares of common stock. In addition, the
Company will limit the number of shares of common stock to be repurchased in any calendar year to 10.0% of
the weighted average number of shares of common stock outstanding in the prior calendar year, or 2.5% in each
quarter, though the actual number of shares of common stock that the Company offers to repurchase may be less
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in light of the limitations noted above. The Company intends to offer to repurchase such shares of common stock
at a price equal to 90% of the offering price in effect on each date of repurchase. The Board may amend, suspend
or terminate the share repurchase program at any time, upon 30 days’ notice.

The Company conducted its quarterly tender offer from March 4, 2016, until expiration of the tender offer
on March 31, 2016, at 5:00 p.m. New York City time, during which the Company offered to purchase for cash up
to 2.5% of its outstanding shares of common stock. During the first quarter tender offer, 3,232 shares of the
Company were tendered for repurchase, constituting approximately 0.09% of the Company’s outstanding shares.

The Company conducted its quarterly tender offer from June 1, 2016, until expiration of June 30, 2016 at
5:00 p.m. New York City time, during which the Company offered to purchase for cash up to 2.5% of its
outstanding shares of common stock. During the second quarter tender offer, no shares of the Company were
tendered for repurchase.

The Company conducted its quarterly tender offer from September 2, 2016, until e i of
September 30, 2016 at 5:00 p.m. New York City time, during which the Company offer purchase for cash
up to 2.5% of its outstanding shares of common stock. During the third quarter tend@er, no shares of the
Company were tendered for repurchase.

The Company conducted its quarterly tender offer from December 1, Z%\ntil expiration of December 31,
2016 at 5:00 p.m. New York City time, during which the Company offegf¥ tpurchase for cash up to 2.5% of its
outstanding shares of common stock. During the fourth quarter ten fer, %,169 shares of the Company were
tendered for repurchase, constituting approximately 0.06% of the €othpawy’s outstanding shares.

For the year ended December 31, 2016, the Company glso chased 15,553 shares as part of its death and
disability repurchase program.

Note 7 — Credit Facility 6

Facility”’) with State Street Bank and Trug C ny (“State Street”), as lender and agent. Under the Credit
Facility, State Street has agreed to extend to the Company in an aggregate principal amount of up to $25
million at a rate of L + 1.15%, subje orrowing base availability and restrictions on the Company’s total
outstanding debt.

On January 6, 2015, the Company @t@%l senior, secured revolving credit facility (the “Credit
0

*

On January 5, 2016, t@%}any entered into an amendment to the Credit Facility to, among other things,

increase the unused ¢ t fee from 0.15% to 0.25% and extend the final maturity date to January 3, 2017.
Please also see Noti

ditional discussion of the Credit Facility.

In connectio the Credit Facility, the Company has also entered into a security agreement with State
Street, both in its capacity as agent for the lenders under the Credit Facility and in its capacity as custodian to the
Company, pursuant to which the Company grants State Street a security interest in all of the Company’s assets.
State Street serves as the Company’s custodian and sub-administrator pursuant to separate agreements. The
Credit Facility contains certain customary covenants and limits senior securities representing indebtedness to not
more than 33 1/3% of the Company’s total assets. The Credit Facility also includes customary representations
and warranties, conditions precedent to borrowings and events of default.
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For the years ended December 31, 2016, 2015 and 2014, the components of total interest expense were as
follows:

Year ended Year ended Year ended
December 31, 2016 December 31, 2015 December 31, 2014

Direct interest expense . .............. $ 115,438 $ 19,943 $—
Commitmentfees ................... 45,836 35,292 —
Amortization of financing costs ........ — 25,000 —
Total interest expense ............... $ 161,274 $ 80,235 $—
Average daily amount outstanding . . . ... 6,856,557 1,452,055 —
Weighted average interest rate ......... 1.68% 1.37% — %

(M For the period from September 2, 2014 (commencement of operations) to December 31, 2014.

The Company is required to maintain 300% asset coverage with respect to amounts@ling under the
Credit Facility. Asset coverage is calculated by subtracting the Company’s total liabgttwg t including any

amount representing bank loans and senior securities, from the Company’s total gese d dividing the result by
the principal amount of the borrowings outstanding. As of December 31, 2016, pany’s debt outstanding
was $11,200,000, and the fair value was estimated to be $11,201,144. v

Note 8 — Economic Dependency and Commitments and Conti ies

services that are essential to the Company, including asset mandgenyent services, asset acquisition and disposition
decisions, the sale of shares of the Company’s common stog ava1 able for issue, as well as other administrative
responsibilities for the Company including accountmg and investor relations. Additionally, the Adviser
pays all of the Company’s organization and offering bject to reimbursement to the extent organization
and offering costs paid by the Adviser do not exceeé of gross proceeds raised.

Under various agreements, the Company has engaged the “s d its affiliates to provide certain

The Company’s organization and of & s together are limited to 1% of total proceeds raised and are
not due and payable to the Adviser to the §kten) they exceed that amount. Currently, the cumulative aggregate
amount of organization and offering cggts exceeds 1% of total proceeds raised. As of December 31, 2016,
$3,455,376 of organization and offer%sts could become payable to the Adviser contingent upon the amount
of future proceeds raised. See ¥, 0@0 discussion of Related Party Transactions and Arrangements, including
a description of amounts wai subject to recoupment.

As a result of th%ﬁ nships, the Company is dependent upon the Adviser and its affiliates. In the event

that these compa ble to provide the Company with the respective services, the Company will be
required to find a aflive providers of these services.

From time to time, the Company may be involved in legal proceedings in the normal course of its business.
Although the outcome of such litigation cannot be predicted with any clarity, management is of the opinion,
based on the advice of legal counsel, that final dispositions of any litigation should not have a material adverse
effect on the financial position of the Company as of December 31, 2016.

In the normal course of business, the Company enters into contracts and agreements that contain a variety of
representations and warranties that provide general indemnification. The Company’s maximum exposure under
these agreements is unknown, as this would involve future claims that may be made against the Company that
have not occurred. The Company believes the risk of material obligations under these indemnities to be low.
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Note 9 — Market and Other Risk Factors

The primary risks of investing in the Company are described below in alphabetical order:

Concentration Risk

The Company is classified as a non-diversified investment company within the meaning of the 1940 Act,
which means that it is not limited by the 1940 Act with respect to the proportion of the Company’s assets that it
may invest in securities of a single issuer. To the extent that the Company assumes large positions in the
securities of a small number of issuers, the Company’s net asset value may fluctuate to a greater extent than that
of a diversified investment company as a result of changes in the financial condition or the market’s assessment
of the issuer. The Company may also be more susceptible to any single economic or regulatory occurrence than a
diversified investment company. Beyond the asset diversification requirements associated with the Company’s
qualification as a RIC under the Code and certain contractual diversification requirements under a credit facility
or other agreements, the Company does not have fixed guidelines for diversification, and i stments could be
concentrated in relatively few portfolio companies. As a result, the aggregate returns the&C y realizes may
be significantly adversely affected if a small number of investments perform poorly th&Company needs to
write down the value of any one investment. Additionally, the Company’s inves y be concentrated in
relatively few industries. As a result, a downturn in any particular industry in Company is invested

could also significantly impact the aggregate returns realized. v
Counterparty Credit Risk \

Counterparty credit risk is the potential loss the Company, as a result of the failure of a
counterparty or an issuer to make payments according to the te a contract. Counterparty credit risk is
measured as the loss the Company would record if its cou arties failed to perform pursuant to the terms of
their obligations to the Company. Because the Compan ter into over-the-counter forwards, options,
swaps and other derivative financial instruments, the C ny may be exposed to the credit risk of its

counterparties. To limit the counterparty credit risk %mted with such transactions, the Company conducts
business only with financial institutions judgK dviser to present acceptable credit risk.

Credit Risk C)

Investments rated below 1nvest\% rade are commonly referred to as high- yield high risk or “junk debt.”
They are regarded as predomma ative with respect to the issuing company’s continuing ability to meet
principal and/or interest pay vestments in high yield debt and high yield senior loans may result in
greater net asset value c@ than if the Company did not make such investments. Corporate debt
obligations, includin ans, are subject to the risk of non-payment of scheduled interest and/or principal.

Non-payme Id result in a reduction of income to the Company, a reduction in the value of the
corporate debt obligfion experiencing non-payment and a potential decrease in the net asset value of the
Company. Some of the loans the Company makes or acquires may provide for the payment by borrowers of
Payment-In-Kind (“PIK”) interest or accreted original issue discount at maturity. Such loans have the effect of
deferring a borrower’s payment obligation until the end of the term of the loan, which may make it difficult for
the Company to identify and address developing problems with borrowers in terms of their ability to repay debt.
Particularly in a rising interest rate environment, loans containing PIK and original issue discount provisions can
give rise to negative amortization on a loan, resulting in a borrower owing more at the end of the term of a loan
than what it owed when the loan was originated. Any such developments may increase the risk of default on the
Company’s loans by borrowers.

Because loans are not ordinarily registered with the SEC or any state securities commission or listed on any
securities exchange, there is usually less publicly available information about such instruments. In addition, loans
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may not be considered “securities” for purposes of the anti-fraud protections of the federal securities laws and, as
aresult, as a purchaser of these instruments, the Company may not be entitled to the anti-fraud protections of the
federal securities laws. In the course of investing in such instruments, the Company may come into possession of
material nonpublic information and, because of prohibitions on trading in securities of issuers while in possession
of such information, the Company may be unable to enter into a transaction in a publicly-traded security of that
issuer when it would otherwise be advantageous for us to do so. Alternatively, the Company may choose not to
receive material nonpublic information about an issuer of such loans, with the result that the Company may have
less information about such issuers than other investors who transact in such assets.

Foreign Securities Risk

Investments in foreign securities involve certain factors not typically associated with investing in U.S.
securities, such as risks relating to (i) currency exchange matters, including fluctuations in the rate of exchange
between the U.S. dollar (the currency in which the books of the Company are maintained) g the various foreign
currencies in which the Company’s portfolio securities will be denominated and costs asgoctfteq) with conversion
of investment principal and income from one currency into another; (ii) differences b t\f&t ¢ U.S. and foreign
% porting standards and

1i) political, social or
#n debt.

securities markets, including the absence of uniform accounting, auditing and finand
practices and disclosure requirements, and less government supervision and regufat
economic instability; and (iv) the extension of credit, especially in the case ‘ &ve

Hlliquid Securities Risk

The Company will generally make investments in private co% Substantially all of these investments
will be subject to legal and other restrictions on resale or will be less liquid than publicly traded

securities. The illiquidity of the Company’s investments m t difficult for the Company to sell such
investments if the need arises. In addition, if it is required uldate all or a portion of its portfolio quickly, the
Company may realize significantly less than the value it has previously recorded its investments. In
addition, it may face other restrictions on its ability fate an investment in a portfolio company to the

extent that it has material non-public informatio ng such portfolio company or if an investment is held by
one of its subsidiaries and is subject to con mnitations on sale, such as the limitations on transfer of assets
under certain circumstances under a credif facilg

Because loan transactions often
not receive the proceeds from the

longer to settle than transactions in other securities, the Company may
loan for a significant period of time. As a result, the Company may
maintain higher levels of cash ort-term investments than funds that invest in securities with shorter
settlement cycles and/or e Credit Facility to permit the Company to meet its obligations pending
settlement of the sale K& i0 securities, each of which may adversely affect the Company’s performance.

The compa address its short-term liquidity needs by carefully managing the settlements of its
portfolio transact1 cludmg transactions in loans, by maintaining short-term liquid assets sufficient to meet
reasonably antlclpated obligations, and by maintaining the Credit Facility.

Investments in Foreign Markets Risk

Investments in foreign markets involve special risks and considerations not typically associated with
investing in the United States. These risks include revaluation of currencies, high rates of inflation, restrictions
on repatriation of income and capital, and adverse political and economic developments. Moreover, securities
issued in these markets may be less liquid, subject to government ownership controls, tariffs and taxes, subject to
delays in settlements, and their prices may be more volatile. The Company may be subject to capital gains and
repatriation taxes imposed by certain countries in which they invest. Such taxes are generally based on income
and/or capital gains earned or repatriated. Taxes are accrued based upon net investment income, net realized
gains and net unrealized appreciation as income and/or capital gains are earned.
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Leverage Risk

The Company 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 Company 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 Company’s use of leverage would result in a lower rate of return than if the
Company were not leveraged.

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 i ct correlation
between these markets, causing a given transaction not to achieve its objectives. A trans i0 options or
securities may be unsuccessful to some degree because of market behavior or unex nts

When the Company writes a covered call option, the Company forgoes, d optlon s life, the
opportunity to profit from increases in the market value of the security cove e all option above the sum of

the premium and the strike price of the call, but retains the risk of loss shgul price of the underlying security
decline. The writer of an option has no control over the time when it 1&r&:qulred to fulfill its obligation and
once an option writer has received an exercise notice, it must deliq underlying security in exchange for the
strike price.

When the Company writes a covered put option, the any bears the risk of loss if the value of the
underlying stock declines below the exercise price min t premium. If the option is exercised, the
Company could incur a loss if it is required to purcha; tock underlying the put option at a price greater than
the market price of the stock at the time of exercise %t e put premium the Company received when it wrote
the option. While the Company’s potential ga 1ting a covered put option is limited to distributions earned
on the liquid assets securing the put optio remium received from the purchaser of the put option, the
Company risks a loss equal to the entire e@i price of the option minus the put premium.

Short-Selling Risk q

Short sales by the Comp re not made where there is an offsetting long position in the asset that it is
being sold short theoretjca, lve unlimited loss potential since the market price of securities sold short may
continuously increase ling allows the Company to profit from declines in market prices to the extent
such decline excegdSghq{rdnsaction costs and costs of borrowing the securities. However, since the borrowed
securities must bd @ ed by purchases at market prices in order to close out the short position, any appreciation
in the price of the b8Trowed 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 Company may mitigate
such losses by replacing the securities sold short before the market price has increased significantly. Under
adverse market conditions, the Company 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.
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Note 10 — Financial Highlights

Selected data for a share outstanding throughout the years ended December 31, 2016, 2015 and 2014 is as
follows:

For the For the For the
year ended year ended period ended
December 31, December 31, December 31,
2016 2015 2014M
Common shares per share operating performance:
Net asset value, beginning of period ................ $ 8.02 $ 8.97 $ 9.13
Income from investment operations:
Net investment income® ... ...............c.ouou.n.. 0.69 0.42 0.05
Net realized and unrealized gain (loss) ................ 1.25 (1.40) (0.13)
Commitments by affiliates ......................... 0.18 0.68 —
Total from investment operations . ................... 2.12 (0.30 (0.08)
Less distribution declared to common shareholders: \
From net investmentincome .. ...................... (0.71) 6) —
From netrealized gains .............. ... ... .. ..... — —
From return of capital ........... ... ... ... .. ..... — 13) —

Capital share transactions

Total distributions declared to common shareholders .. .. (0.71) ‘D‘ (0.69) —

Offering costs@ ... ... (0.06) (0.08)
Issuance of common stock® ........................ 0, 0.10 —
Shares tendered® . .......... ... ... ... Q 00 — —
Net asset value, end of period ...................... $ 9.47 $ 8.02 $ 8.97
Net asset value total return® ... .................... 6 27.61%© (3.26)%© (1.75)%™
Ratio and supplemental data: @
Net assets, end of period (in 000°S) .. ........... 6 = $ 67,293 $ 22,299 $ 12,382
Shares outstanding, end of period ........... O ..... 7,102,226 2,779,381 1,381,087
Common share information at end of peji N
Ratios based on weighted average net @

common shares:
Gross operating expenses .. ...... 7.56% 11.91% 16.45%®
Fees and expenses waived or rgi (4.56)% 9.62)% (14.61)%®
Net operating expenses . . . . . \ 3.00% 2.29% 1.84%®
Net investment income (lo ore fees waived or

reimbursed . .. ... g& ....................... 2.98% (4.64)% (12.42)%®
Net investment ingg -- ) after fees waived or

reimbursed . . ’ ............................ 7.54% 4.97% 2.19%®
Ratio of interest afwefedit facility expenses to average net

ASSELS o vt 0.36 0.46 n/a®
Ratio of incentive fees to average net assets!0 .. ..... ... 0.40% — % — %
Portfolio turnoverrate . ........... ..ot 60% 97% 3%
ASSEt COVErage ratio ... .......vvenennunenennnn... 701% n/a n/a

(M Commenced operations on September 2, 2014.

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

3 The continuous issuance of common stock may cause an incremental increase in net asset value per share
due to the sale of shares at the then prevailing public offering price and the receipt of net proceeds per share
by the Company in excess of net asset value per share on each subscription closing date. The per share data
was derived by computing (i) the sum of (A) the number of shares issued in connection with subscriptions
and/or distribution reinvestment on each share transaction date times (B) the differences between the net
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proceeds per share and the net asset value per share on each share transaction date, divided by (ii) the total

shares outstanding at the end of the period.
@ Amount rounds to less than $0.005 per share.

®)  Total returns are historical and assume changes in share price and reinvestment of dividends and capital

gains distributions, and assume no sales charge. Distributions, if any, are assumed for purposes of this

calculation to be reinvested at prices obtained under the Company’s Dividend Reinvestment Plan. Had the

Adviser not absorbed a portion of expenses, total returns would have been lower.

©  For the year ended December 31, 2016, 1.65% of the fund’s total return consists of a voluntary
reimbursement by the adviser for unrealized investment losses, and is included in Net realized and
unrealized gain (loss). Excluding this item, total return would have been 25.96%. For the year ended

December 31, 2015, 6.09% of the fund’s total return consists of a voluntary reimbursement by the Adviser

for unrealized investment losses, and is included in Net realized and unrealized gain (loss). Excluding
item, total return would have been (9.35)%.

(™ Not annualized.

®  Annualized except for organizational costs. %
©  Annualized. '\

19 All incentive fees were waived for the year ended December 31, 2016. Q

Note 11 — Selected Quarterly Financial Data (Unaudited) \

this

2016 2016

[N % Quarter ended
eptember 30, June 30, March 31,
2016

Total investment inCome . . ............couviunueennn.

'Ar $1,384,030 § 942,755 675,433

Total investment income per common share ........... 0.26 0.25 0.23 0.22
Net investment iINCOME . .. ..o vvi e i, 6,148,783 1,030,934 624,400 542,973
Net investment income per common share .......... @ 0.17 0.19 0.15 0.18
Net realized and unrealized gain (loss) .......... 6 ’ (762,755) 1,886,765 1,950,397 2,076,601
Net realized and unrealized gain (loss) per com:

share ........ .. Lol NSNS . (0.12) 0.34 0.47 0.68
Net increase (decrease) in net assets resul@

operations ....................... =@ . 386,028 2,917,699 2,574,797 2,619,574
Basic and diluted earnings (loss) per fofymon share . . ... 0.06 0.53 0.62 0.86
Net asset value per common shargfiNg quarter ..... 9.47 9.59 9.20 8.69

Quarter ended

&&é December 31, September 30, June 30, March 31,

2015 2015 2015 2015

Total investment %' ............................ $394,023 $ 358,233  $ 341,786 182,742
Total investment ¥gcoghe per common share ............. 0.16 0.16 0.18 0.11
Net investment inCoOme .. ..., 228,391 265,742 301,343 78,699
Net investment income per common share . .............. 0.09 0.12 0.16 0.05
Net realized and unrealized gain (loss) ................. (68,097) (877,011)  (827,122) 96,441
Net realized and unrealized gain (loss) per common share . . (0.03) (0.40) (0.43) 0.06
Net increase (decrease) in net assets resulting from

OPETAtIONS . o\ vt ettt et et e e 160,294 (611,269)  (525,779) 175,140
Basic and diluted earnings (loss) per common share ....... 0.06 (0.28) (0.27) 0.11
Net asset value per common share at end of quarter ....... 8.02 8.11 8.53 8.95

The sum of quarterly per share amounts may not equal per share amounts reported for the years ended

December 31, 2016 and 2015. This is due to changes in the number of weighted average shares outstanding and

the effects of rounding for each period.
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Note 12 — Subsequent Events

The Company has evaluated subsequent events through the date on which these financial statements were
issued.

On December 16, 2016, the Board declared a cash distribution of $0.013846 per share of the Company’s
common stock, par value $0.001 per share, paid on February 1, 2017, to the stockholders of record on January 3,
2017, January 9, 2017, January 17, 2017, January 23, 2017 and January 30, 2017.

On January 3, 2017, the Company entered into an amendment to the Credit Facility to extend the final
maturity date to March 20, 2017.

On January 4, 2017, the Company increased its public offering price from $10.27 per share to $10.29 per
share. This increase in the public offering price was effective as of our January 4, 2017 closing and first applied

to subscriptions received from December 28, 2016 through January 3, 2017. %
On January 11, 2017 the Company increased its public offering price from $1 er Share to $10.45 per
share. This increase in the public offering price was effective as of our January 1Js losing and first applied

to subscriptions received from January 4, 2017 through January 10, 2017.

On January 18, 2017, the Company increased its public offering pri fhﬁ\OAS per share to $10.55 per
share. This increase in the public offering price was effective as of ouf\Jan®dry 18, 2017 closing and first applied
to subscriptions received from January 11, 2017 through January 7, 7.

On January 19, 2017, the Board declared a cash distributi .013846 per share of the Company’s
common stock, par value $0.001 per share, paid on March 017, to the stockholders of record on February 6,
2017, February 13, 2017, February 21, 2017, and Febru 017.

On February 15, 2017, the Company increased@#ublic offering price from $10.55 per share to $10.60 per
share. The increase in the public offering pri @ ective as of the Company’s February 15, 2017 closing and
first applied to subscriptions received fro & 8, 2017 through February 14, 2017.

On February 22, 2017, the Com inCreased its public offering price from $10.60 per share to $10.65 per
share. The increase in the public offe rice was effective as of the Company’s February 22, 2017 closing and
first applied to subscriptions raceiyeNre# February 15, 2017 through February 21, 2017.

On February 22, 2017 goard declared a cash distribution of $0.013846 per share of the Company’s
common stock, par v 1 per share, to be paid on March 29, 2017, to the stockholders of record on
March 6, 2017, \\Q 017, March 20, 2017, and March 27, 2017.

On March 1, , the Company increased its public offering price from $10.65 per share to $10.66 per
share. The increase in the public offering price was effective as of the Company’s March 1, 2017 closing and first
applied to subscriptions received from February 22, 2017 through February 28, 2017.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of NexPoint Capital, Inc.:

In our opinion, the accompanying statements of assets and liabilities, including the schedule of investments, and
the related statements of operations, of changes in net assets and of cash flows present fairly, in all material
respects, the financial position of NexPoint Capital, Inc. (the “Company”) as of December 31, 2016 and
December 31, 2015, and the results of its operations, its change in net assets and its cash flows for each of the
two years in the period ended December 31, 2016, in conformity with accounting principles generally accepted in
the United States of America. These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our
audits of these financial statements in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements sing the
accounting principles used and significant estimates made by management, and evaluatix erall financial
statement presentation. We believe that our audits, which included confirmation of 1tie® at December 31,
2016 and December 31, 2015 by correspondence with the custodian and brokers 4o u% ppplication of
alternative auditing procedures where replies have not been received, provide &ytagpgable basis for our opinion.

/s/ PricewaterhouseCoopers LLP \v
Dallas, Texas \
March 10, 2017 Q
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
NexPoint Capital, Inc.

We have audited the accompanying statements of operations, changes in net assets, and cash flows for the year
ended December 31, 2014 of NexPoint Capital, Inc. (the Company). These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. The Company is not required to have, nor
were we engaged to perform, an audit of its internal control over financial reporting. Our ayes included
consideration of internal control over financial reporting as a basis for designing audit p c% that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on ctiveness of the
Company’s internal control over financial reporting. Accordingly, we express no su@‘nion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclQdir e financial statements,
assessing the accounting principles used and significant estimates made by aﬁ% nt, as well as evaluating
the overall financial statement presentation. We believe that our audit provi& asonable basis for our
opinion.

In our opinion, the financial statements referred to above present i‘rl} all material respects, the results of
operations of NexPoint Capital, Inc. and its cash flows for the d December 31, 2014, in conformity with
principles generally accepted in the United States of AmerE' .

/s/ RSM US LLP @

Chicago, Illinois
March 12, 2015 \O
R QQ
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N E) POI N T HIGHLAND CAPITAL
CAPITAL MANAGEMENT

NexPoint Capital, Inc. SUBSCRIPTION AGREEMENT

INSTRUCTIONS TO INVESTORS & SUBSCRIPTION AGREEMENT

Please read carefully the Prospectus, as amended and supplemented, relating to the sale of shares of common stock (the “Shares”) in
NexPoint Capital, Inc. (sometimes referred to herein as the "Company”) and all Exhibits thereto (the "Registration Statement”) before
deciding to subscribe. This Offering is limited to investors who certify that they meet all of the qualifications set forth in the Prospectus
(each, an “Investor”). If you meet these qualifications and desire to purchase our common stock, then please complete, execute and deliver
the entire Subscription Agreement (as completed and signed) to the address provided below.

You should examine this type of investment in the context of your own needs, investment % and financial capabilities and
should make your own independent investigation and decision as to the risk and potentialgni Ived. Also, you are encouraged to
consult with your own attorney, accountant, financial consultant or other business or ta % regarding the risks and merits of the
proposed investment. \

may jointly contribute funds from their separate IRAs,

Generally, you must initially invest at least $2,500 in our shares to be eligible to pai\e e in this offering. In order to satisfy this minimum
f
provided that each such contribution is made in increments of $100. You i ngte that an investment in our shares will not, in itself,

purchase requirement, unless otherwise prohibited by state law, a husband ar;%
I

create a retirement plan and that, in order to create a retirement plan, yo t ¥omply with all applicable provisions of the Code. If you
have satisfied the minimum purchase requirement, any additional purghase t be in increments of $500. The investment minimum for
subsequent purchases does not apply to shares purchased pursuant to tribution reinvestment plan.

The undersigned hereby tenders this subscription and appli e purchase of the dollar amount of shares of common stock (the
“Shares”) of NexPoint Capital, Inc., a Delaware corporatio mes referred to herein as the “Company”), set forth below.

The undersigned acknowledges that investing ifjthe Jhares may be considered speculative and involves a high degree of risk,
including the risk of a substantial loss of investmem®Risk Factors” beginning on page 31 of the prospectus that forms part of the
Company’s registration statement includes ris@t investors should consider before buying the Company’s Shares including the risk

of leverage. o

« You should not expect to be,a \your Shares of our common stock regardless of how we perform.

« If you are able to sell you u will likely receive less than your purchase price.

« We may not list our Shg %’ y securities exchange for what may be a significant time after the offering period, or ever, and we
do not expect a seco ket in the Shares to develop.

- Because our Shares be listed on a securities exchange, you may be unable to sell your Shares and, as a result, you may be
unable to reduce your exposure on any market downturn.

« We intend to implement a Share repurchase program, but we do not expect to repurchase more than 10% of the weighted
average number of Shares that were outstanding in the prior calendar year. In addition, any such repurchases will be at a 10%
discount to the current offering price in effect on the date of repurchase.

« You should consider that you may not have access to the money your invest for an indefinite period of time, and may never
recover your initial investment in us. An investment in our Shares is not suitable if you need access to the money you invest.

« Our distributions may be funded from offering proceeds or borrowings, which may constitute a return of capital and reduce the
amount of capital available to us for investment. Any capital returned to stockholders through distributions will be distributed
after payment of sales load, fees and expenses and such amounts will not be recoverable by our stockholders.

« Our distributions may be funded in significant part from the reimbursement of certain expenses, including through the waiver of
certain investment advisory fees, that will be subject to repayment to our affiliate, NexPoint Advisors, L.P. Significant portions of
these distributions may not be based on our investment performance and such waivers and reimbursements by NexPoint
Advisors, L.P. may not continue in the future. If NexPoint Advisors, L.P. does not agree to reimburse certain of our expenses,
including through the waiver of certain of its advisory fees, significant portions of these distributions may come from offering
proceeds or borrowings. The repayment of any amounts owed to NexPoint Advisors, L.P. will reduce the future distributions to
which you would otherwise be entitled.
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N E) POI N T HIGHLAND CAPITAL
CAPITAL MANAGEMENT

NexPoint Capital, Inc. SUBSCRIPTION AGREEMENT

INSTRUCTIONS TO INVESTORS & SUBSCRIPTION AGREEMENT Continued

The subscription agreement, together with a check for the full purchase price, should be delivered, faxed or mailed by your Broker-Dealer or
Regis-tered Investment Advisor, as applicable to:

By Wire Transfer By Mail

UMB Bank, N.A., ABA Routing #101000695 (Checks should be made payable to “N igt Capital, Inc.”)
NexPoint Capital, Inc., Account #9872061969 NexPoint Capital, Inc.

Beneficial Owner(s) (include in memo field) c/o DST Systems Inc. \

(877) 665-1287, Option 1 Q
Custodial Accounts
Forward Subscription Agreement to the Custodian Regular Mail \
By Fax P.O.Box 219630 %
(816) 701-7685 Kansas City, MO A\N

Express Mai
430 W.7 re
Kansas C 4105

O
B

Money Orders, Traveler's Checks, Starter Checks, Forgj s, Counter Checks, Third-Party Checks or Cash are not accepted.

Upon receipt of a signed Subscription Agreement, veri ion of your investment qualifications, and acceptance of your subscription by the
Company (which reserves the right to acce reject a subscription for any reason whatsoever), the Company will execute the
Subscription Agreement and notify you of igt and acceptance of your subscription. In no event may a subscription for Shares be
accepted until at least five (5) business er the date the subscriber receives the final prospectus. The Company may accept or reject
any subscription in whole or in part for d of fifteen (15) days after receipt of the Subscription Agreement and any other subscription
documents requested by the Co % rification of your investment qualifications and payment in full. Any subscription not accepted
within fifteen (15) days of rece% deemed rejected. If rejected, all funds will be returned to subscribers without deduction for any

expenses within ten busin@ om the date the subscription is rejected.

Important Note: In all cases, the person or entity actually making the investment decision to purchase common stock should complete
and sign the Subscription Agreement. For example, if the investor purchasing common stock is a retirement plan for which investments are
directed or made by a third party trustee, then that third party trustee must complete the Subscription Agreement rather than the
beneficiaries under the retirement plan. This also applies to trusts, custodial accounts and similar arrangements. You must list your principal
place of residence rather than your office or other address on the signature page to the Subscription Agreement so that the Company can
evaluate compliance with appropriate securities laws. If you wish for correspondence to be sent to an address other than your principal
residence, please provide such mailing address in “Item 3.— Investor Information.”
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N E) POI N T HIGHLAND CAPITAL
CAPITAL MANAGEMENT

NexPoint Capital, Inc. SUBSCRIPTION AGREEMENT

1. INVESTMENT INFORMATION

Amount of Subscription: $ Check (as applicable):
(minimum initial investment of $2,500) [] Initial Investment
Payment Method: [] Additional Purchase (minimum $500)
[ ] Check Enclosed [] Advisory-/Registered Investment Adviser/Other Net of

[] Subscription amount wired Commissions Purchase--

[] Check/funding being sent by other third party \

Money Orders, Traveler’s Checks, Starter Checks, Foreign Checks, Counter Checks, Third-Pa Q or Cash are not accepted.
Volume discounts are available. Please refer to the prospectus for more information and consult &f cial advisor.

2. FORM OF OWNERSHIP

Non-Custodial Ownership

[] Individual (one signature required) ation or Partnership (include Corporate Resolution or
Partnership Agreement, as applicable; authorized signature
[] Joint Tenants with Right of Survivorship (all parties must sign) equired)

[] Community Property (all parties must sign) :: [] Other (include title and signature pages)

] Tenants in Common (all parties must sign) For Individual Ownership or JTWROS Only:
[ Uniform Gift/Transfer to Minors (UGMA/UTMA) \ Transfer Upon Death: Visit www.nexpointcapital.com/forms to
Under the UGMA/UTMA of the State of g ’ complete the Transfer On Death Beneficiary Agreement.

State laws can vary with respect to Transfer on Death registration.
You should consult your own legal, tax and business advisers before
. electing to register your investment in the Transfer on Death

[] Trust (include title and signature page t Documents) Beneficiary Agreement.

[] Qualified Pension or Profit Sharing Plan
(include Plan Documents)

Custodial Arrangement (owne: and cuscodian signature required)

Third Party Administered@!

ial Plan (new IRA accounts will require an additional application)

[]IRA [ ] ROTHIRA [] ROLLOVERIRA [] SEP [ ] KEOGH [ ] OTHER
Name(s) of Custodian(s) Tax ID Number
Custodian Acct. Number Date Account Established

Year to Which Subscription Applicable Phone Number

Name(s) of Beneficial Owner(s)/Beneficiary(ies)

Street Address

City State Zip

«Not all broker-dealers are eligible for advisory business — please confirm with the dealer manager.
By a registered representative on his/her own behalf.
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NEXPOINT
NexPoint Capital, Inc. SUBSCRIPTION AGREEMENT

3. INVESTOR INFORMATION

Individual/Beneficial Owner (print name and address exactly as they are to be registered on the account)

Name of Investor/Beneficial Owner

Social Security or Tax ID Number DateofBirth____ E-mail Address

Street Address (You must include a permanent street address even if your mailing address is a P.O. Box) %

»
City State Zip

Daytime Phone Number Evening Phone Nur&\
\)
\

Optional Mailing Address

City ﬂ@> Zip

Joint Owner (print name and address exactly as they are to be registered r:..the account)

Name of Co-Investor (if applicable)

Street Address

%)
Social Security or Tax ID Number 6%3“1}1 E-mail Address
O

City Q State Zip
Daytime Phone Number * (\\ Evening Phone Number
Optional Mailing Address \\
City x< i zi
O N State ip
FOR INDIVIDUAL/BENEFICIAL OWNER & JOINT OWNER:

CITIZENSHIP: Selectone. [ ] US.citizen [] U.S. citizen residing outside the U.S. [] Resident alien [] Non resident*
(Country: ) (Country: )

Select one. Backup Withholding: Subject to backup withholding?  Yes [] No []

* If non-resident alien, investor must submit the appropriate W-8 form (W-8BEN, W-8ECL or W-8IMY) in order to make an
investment. (If a foreign national who is, in fact, a U.S. taxpayer, complete W-9 form in Section 6.)
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N E) POI N T HIGHLAND CAPITAL
CAPITAL MANAGEMENT

NexPoint Capital, Inc. SUBSCRIPTION AGREEMENT

3. INVESTOR INFORMATION (CONTINUED)

Name of Trust Tax ID Number

Name(s) of Trustee(s)

Date Trust Established Phone Number e

Name(s) of Beneficial Owner(s)/Beneficiary(ies) Py \

Street Address nQ
City State & v Zip

Date of Birth

Corporation/Partnership/Other (print name and address exactly as they are to.he rec istzred on the account)

Entity Name « Tax ID Number

Entity Type (If Corporation, indicate “C” or “S” Corp) AQ Date of Entity Formation

Phone Number 6
Street Address ’\6

City State Zip

Name(s) of Officer(s), General Partner or Autheg rson(s)
*

FOR TRUST ARRANGEM ORPORATION /PARTNERSHIP /OTHER:

Jurisdiction of Formati

Select one. Backup Withholding: Subject to backup withholding?
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N E) POI N T HIGHLAND CAPITAL
CAPITAL MANAGEMENT

NexPoint Capital, Inc. SUBSCRIPTION AGREEMENT

4. DISTRIBUTIONS

I hereby subscribe for Shares of NexPoint Capital, Inc. and elect the distribution option indicated below:
(Ifyou do not complete this section, distributions will be paid to the registered owner at the address in Section 3. IRA accounts may not direct
distributions without the custodian’s approval)

[] Ichoose to participate in NexPoint Capital, Inc.’s Distribution Reinvestment Plan.*

[] Ichoose to have distributions deposited in a checking, savings or brokerage account.

[] I choose to have distributions mailed to me at the address listed in Section 3. \%

[] I choose to have distributions mailed to my custodial account listed in section 2. Q

* Each investor that elects to have his or her distributions reinvested in NexPoint Capital, Inc.’§Disfrjfution Reinvestment Plan agrees to
notify the Company and the broker-dealer named in this Subscription Agreement in writi time there is a material change in his or
her financial condition, including failure to meet the minimum income and net worth gan as imposed by the state in which he or she
resides. \

| authorize NexPoint Capital, Inc. or its agent to deposit my distribution to thf€a indicated below. This authority will remain in force

until | notify NexPoint Capital, Inc. in writing to cancel it. In the event that NeXQoijt Capital, Inc. deposits funds erroneously into my account,
the Company is authorized to debit my account for the amount of the eggneous deposit. | also hereby acknowledge that funds and/or
Shares in my account may be subject to applicable abandoned prop % eat or similar laws and may be transferred to the appropriate
governmental authority in accordance with such laws, including as t of account inactivity for the period of time specified in such laws
or otherwise. None of the Company, its affiliates, its agents or a person shall be liable for any property delivered in good faith to a
governmental authority pursuant to applicable abandoned , escheat or similar laws. | acknowledge that distributions may be
funded from offering proceeds or borrowings, which ute a return of capital and reduce the amount of capital available to the
Company for investment. Any capital returned to st through distributions will be distributed after payment of fees and expenses.

Name of Financial Institution

i\

.
Name on Bank Account* Q Your Account Number
»
Your Bank’s ABA Routing Numbe@ Account Type  []Checking (] savings (] Brokerage
Mailing Address ,\K

City State Zip

* For Electronic Funds Transfers, the signatures of the bank account owner(s) must appear exactly as they appear on the bank registration. If the
registration at the bank differs from that on this Subscription Agreement, all parties must sign below.

Signature of Individual/Trustee/Beneficial Owner Signature of Co-Investor/Trustee
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N E) POI N T HIGHLAND CAPITAL
CAPITAL MANAGEMENT

NexPoint Capital, Inc. SUBSCRIPTION AGREEMENT

5. ELECTRONIC DELIVERY FORM (OPTIONAL)

Electonic Delivery of stockholder communication is available and if you would prefer to receive such communications and statements
electronically, please affirmatively elect to do so by checking the offering for which you elect to receive the electronic delivery of
stockholder communications and statement notifications, and signing below where indicated.

We encourage you to reduce printing and mailing costs and to conserve natural resources by electing to receive electronic delivery of
stockholder communications and statement notifications. By consenting below to electronically receive s older communications,
including your account-specific information, you authorize said offering(s) to either (i) e-mail stockhold nications to directly or

(if) make them available on each offering’s respective Web site and notify you by e-mail when suc C ts are available and how access
the documents. 6

You will not receive paper copies of these electronic materials unless specifically requeste&\(kery of electronic materials is prohibited

or we, in our sole discretion, elect to send paper copies of the materials. \

Sign below if you consent to the electronic delivery of documents including anualj re§orts, proxy materials, and other documents that may
be required to be delivered under federal or state securities laws as well as nigghecific information such as quarterly account
statements or tax information. Your consent will be effective until you revok addition, by consenting to electronic access, you will be

responsible for your customary Internet Service Provider charges in co tion with access to these materials. E-mail address in the section
below is required. Please carefully read the following representation consenting to receive documents electronically. By signing this
box and consenting to receive documents electronically, you repre he following:

(a) l acknowledge that access to both internet e-mail ano@'ld Wide Web is required in order to access documents electronically. | may
receive by e-mail notification the availability of a docfime electronic format. The notification e-mail will contain a web address (or
hyperlink) where the document can be found. By ent®&ing/his address into my web browser, | can view, download and print the document
from my computer. | acknowledge that there maysbe costs associated with the electronic access, such as usage charges from my internet
provider and telephone provider, and that thes&co3¥g are my responsibility. (b) | acknowledge that documents distributed electronically
may be provided in Adobe’s Portable Dogurgent at (PDF). The Acrobat Reader® software is required to view documents in PDF format.
The Reader software is available free of Afrom Adobe’s web site at www.adobe.com. The Reader software must be correctly installed
on my system before | will be able to s ocuments in PDF format. Electronic delivery also involves risks related to system or network
outage that could impair my tirgé ejpbt of or access to stockholder communications. (c) | acknowledge that | may receive at no cost
from NexPoint Capital, Inc. a Qa@§ \py of any documents delivered electronically by calling a NexPoint Capital, Inc. representative at
844-485-9167. (d) | acknoy Mat if the e-mail notification is returned to NexPoint Capital, Inc. as “undeliverable”, a letter will be mailed
to me with instructions on 0 update my e-mail address to begin receiving communication via electronic delivery. | further understand
that if NexPoint Capital, Inc. is unable to obtain a valid e-mail address for me NexPoint Capital, Inc. will resume sending a paper copy of its
filing by U.S. mail to my address of record. (e) | acknowledge that my consent maybe updated or cancelled, including any updates in e-mail
address to which documents are delivered, at any time by calling a NexPoint Capital, Inc. representative at 844-485-9167.

Owner Signature Date

Co-Owner Signature (If applicable) Date

Joint Accounts: If your Social Security number is the primary number on a joint account and you opt-in to electronic delivery, each
consenting stockholder must have access to the e-mail account provided.

My e-mail address is

Your e-mail address will be held in confidence and used only for matters relating to your investments
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N E) POI N T HIGHLAND CAPITAL
CAPITAL MANAGEMENT

NexPoint Capital, Inc. SUBSCRIPTION AGREEMENT

6. SUBSCRIBER SIGNATURES / SUBSTITUTE IRS FORM W-9 CERTIFICATION

In order to induce NexPoint Capital, Inc. to accept this subscription, | hereby represent and warrant as follows:
(A power of attorney may not be granted to any person to make such representations on behalf of investor(s). (Only fiduciaries such as trustees,
guardians, conservators, custodians and personal representatives may make such representations on behalf of an Investor.)

Investors must initial each representation.
Investor Co-Investor

I have received the final Prospectus of NexPoint Capital, Inc. at least five business days before signin

the Subscription Agreement.

I (we) certify that | (we) have (1) a net worth (exclusive of home, home furnishings and autom
O

o

T

ast
dra

$250,000 or more; or (2) a net worth (exclusive of home, home furnishings and automobile
$70,000 and had during the last tax year or estimate that | (we) will have during the curr
minimum of $70,000 annual gross income, or that | (we) meet the higher suitability r§u$§'n

imposed by my state of primary residence as set forth in the Prospectus under “Suita andards.”
I will not purchase additional shares unless | meet the applicable suitability requi sset forth in
the Prospectus at the time of purchase. NOT APPLICABLE TO KANSAS RESIDE&.

c.  lam (we are) purchasing Shares for my (our) own account.
d. I (we)acknowledge that the Shares are not liquid, there is no public mg e Shares, and | (we)
o

may not be able to sell the Shares.
e. Iflam either purchasing the Shares on behalf of a trust or other enf¥y of which | am trustee or
authorized agent, | have due authority to execute this subscriptioageement and do hereby legally

bind the trust or other entity of which | am trustee or authoriz ent.
f.  lacknowledge that there is no assurance that | will recover, unt of my investment in the
company.

g. lacknowledge that | will not be admitted as a stoc
The acceptance process includes, but is not limi viewing the Subscription Agreement for
completeness and signatures, conducting an Ar§gMghey Laundering check as required by the USA
Patriot Act and payment of the full purchasegrice of the shares.

h.  lacknowledge that distributions may be f @ rom offering proceeds or borrowings, which may
constitute a return of capital and requgf tRg amdunt of capital available to NexPoint Capital, Inc. for
investment. Any capital returned t N olders through distributions will be distributed after
payment of fees and expenses.

@ntil my investment has been accepted.

Investors must initial any repre =n.ation specific to the state of domicile.

’ Investor Co-Investor

Alabama residents only: In"3eeftion to the general suitability standards, this investment will only be sold
to Alabama residents that represent they have a liquid net worth of at least 10 times their investment in
this program and its affiliates.

California residents only: Investors must have either (a) a net worth of at least $250,000 or (b) an annual
gross income of at least $70,000 and a minimum net worth of at least $120,000. In addition, the state of
California requires that each investor in California cannot invest more than 10% of his or her net worth in
us.

Idaho residents only: In addition to the suitability standards noted above, an investment in us is limited to
Idaho investors who have either (i) a gross annual income of at least $85,000 and a liquid net worth of at
least $85,000 or (ii) a liquid net worth of at least $300,000. Additionally, an Idaho investor’s total investment
in us shall not exceed 10% of his or her liquid net worth. (“Liquid net worth” shall include only cash plus
cash equivalents. “Cash equivalents” includes assets which may be convertible to cash within one year).
lowa residents only: Investors in the state of lowa must have either (i) a net worth of $100,000 and annual
gross income of $100,000, or (ii) a net worth of $350,000. Additionally, it is recommended that lowa
residents not invest, in the aggregate, more than 10% of their liquid net worth in this and similar direct
participation investments. For purposes of this recommendation, “liquid net worth” is defined as that
portion of net worth that consists of cash, cash equivalents and readily marketable securities.
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N E) POI N T HIGHLAND CAPITAL
CAPITAL MANAGEMENT

NexPoint Capital, Inc. SUBSCRIPTION AGREEMENT

6. SUBSCRIBER SIGNATURES / SUBSTITUTE IRS FORM W-9 CERTIFICATION (CONTINUED)

Investors must initial any representation specific to the state of domicile.

Investor Co-Investor
Kansas residents only: Excluding home, furnishings and automobiles, | (we) represent that | (we) either:
(i) have a net worth of at least $70,000 and an annual gross income of at least $70,000; or (ii) have a net
worth of at least $250,000. | (we) acknowledge that the Office of the Kansas Securities Commissioner
recommends that Kansas investors not invest, in the aggregate, more than 10% of their liquid net worth in
this and other similar investments. Liquid net worth is defined as that portion of net worth which consists%

of cash, cash equivalents and readily marketable securities.
Kentucky residents only: In addition to the general suitability standards listed above, no Kentucky N
an

resident shall invest more than 10% of his or her liquid net worth in our securities and the securitiege

of our affiliates’ non-publicly traded business development companies. For these purposes, “liquid
worth” shall be defined as that portion of a person’s net worth (total assets exclusive of home, 2
furnishings and automobiles minus total liabilities) that is comprised of cash, cash equivalent§&ndrgadily

marketable securities.

Maine residents only: The Maine Office of Securities recommends that an investor’s gr% nvestment

in this offering and similar non-traded business development companies not exceeikJ the investor's
net

liquid net worth. For this purpose, “liquid net worth” is defined as that portion of th rth that

ove, Massachusetts
id direct

investors may not invest more than 10% of their liquid net worth in us or in

participation programs.

Nebraska residents only: In addition to the suitability standards notedsMove, Nebraska investors must

have (i) either (a) an annual gross income of at least $100,000 and a ne @u (not including home,

furnishings and personal automobiles) of at least $350,000, or (b) a @ h (not including home,

furnishings and personal automobiles) of at least $500,000; and B’ I ors must limit their investment in
1

consists of cash, cash equivalents, and readily marketable securities.
Massachusetts residents only: In addition to the general suitability standa@t d
iWGu

us and in the securities of other non-publicly traded business d ment companies to 10% of such
investor’s net worth. Accredited investors in Nebraska, a de@ 7 C.F.R.§230.501, are not subject to
this limitation. x

New Jersey residents only: New Jersey investors mst hageeither (a) a minimum liquid net worth of at
least $100,000 and a minimum annual gross income &nopless than $85,000, or (b) a minimum liquid net
worth of $350,000. For these purposes, “liquid netywort™ is defined as that portion of net worth (total
assets exclusive of home, home furnishings, an mobiles, minus total liabilities) that consists of cash,
cash equivalents and readily marketable s& ddition, a New Jersey investor’s investment in us,
€
fe

our affiliates, and other non-publicly traded€\ir estment programs (including real estate investment
trusts, business development companie, gas programs, equipment leasing programs and
commodity pools, but excluding unregistgred, federally and state exempt private offerings) may not
exceed ten percent (10%) of his o€h it net worth.

I

New Mexico residents only: | i to the suitability standards listed above, a New Mexico investor’s
aggregate investment in u % of*our affiliates and in similar direct participation programs may not

exceed ten percent (10%) r Rer liquid net worth. “Liquid net worth” is defined as that portion of net
worth (total assets exclusivagf fome, home furnishings and automobiles minus total liabilities) that is
comprised of cash, cash equivalents and readily marketable securities.

North Dakota residents only: North Dakota investors must represent that, in addition to the stated net
income and net worth standards, they have a net worth of at least ten times their investment in us.

Ohio residents only: It shall be unsuitable for an Ohio investor’s aggregate investment in shares of the
issuer, affiliates of the issuer, and in other non-traded business development companies to exceed ten
percent (10%) of his or her liquid net worth. “Liquid net worth” shall be defined as that portion of net worth
(total assets exclusive of home, home furnishings, and automobiles minus total liabilities) that is comprised
of cash, cash equivalents, and readily marketable securities.

Oklahoma residents only: In addition to the suitability standards above, the state of Oklahoma requires
that each Oklahoma investor limit his or her investment in shares of our common stock to a maximum of
10% of his or her net worth (excluding home, home furnishings and automobiles).

Oregon residents only: In addition to the general suitability standards listed above, an Oregon investor’s
maximum investment in us and our affiliates may not exceed 10% of their liquid net worth, excluding
home, furnishings and automobiles.

Texas residents only: Investors who reside in the state of Texas must have either (i) a minimum of
$100,000 annual gross income and a liquid net worth of $100,000; or (ii) a liquid net worth of $250,000
irrespective of gross annual income. Additionally, a Texas investor’s total investment in this offering shall
not exceed 10% of his or her liquid net worth. For this purpose, liquid net worth is determined exclusive of
home, home furnishings and automobiles.
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CAPITAL MANAGEMENT

NexPoint Capital, Inc. SUBSCRIPTION AGREEMENT

6. SUBSCRIBER SIGNATURES / SUBSTITUTE IRS FORM W-9 CERTIFICATION (CONTINUED)

To prevent backup withholding on any payment made to a stockholder with respect to subscription proceeds held in escrow, the
stockholder is generally required to provide current TIN (or the TIN of any other payee) and certain other information by completing the
form below, certifying that the TIN provided on Substitute Form W-9 is correct (or that such investor is awaiting a TIN), that the investor is a
U.S. person, and that the investor is not subject to backup withholding because (i) the investor is exempt from backup withholding, (ii) the
investor has not been notified by the IRS that the investor is subject to backup withholding as a result of failure to report all interests or
dividends or (iii) the IRS has notified the investor that the investor is no longer subject to backup withholdigg. If a TIN is not provided by the
time any payment is made in connection with the proceeds held in escrow, 28% of all such payments will %‘rheld until a TIN is provided
and if a TIN is no provided within 60 days, such withheld amounts will be over to the IRS.

Exempt TIN. Check here if investor is an exempt payee. [ ] (LQ

Under penalties of perjury, | certify that:
1. The number shown on this form is my correct taxpayer identification number an
2.1am not subject to backup withholding because: (a) | am exempt from backup fithNglding, or (b) | have not been notified by the
Internal Revenue Service (IRS) that | am subject to backup withholdin a Yesult of a failure to report all interest or dividends, or
(c) the IRS has notified me that | am no longer subject to backup wj |ding* and
3.1am a U.S. citizen or other U.S. person (including a U.S. resident alien). Q
Certification instructions. You must cross out item 2 above if you havéNgeen Mftified by the IRS that you are currently subject to backup
withholding because you have failed to report interest and dividends %r tax return.

The Internal Revenue Service does not require your consent to Ision of this document other than the certifications required to
avoid backup withholding.

By signing below, you also acknowledge that you do@ct to be able to sell your Shares regardless of how the Company performs. If
you are able to sell your Shares, you will likely receive an your purchase price. The Company does not intend to list the Shares on any
securities exchange during the offering period, it does not expect a secondary market in the Shares to develop. The Company intends
to implement a share repurchase program, b %ﬁmlted number of Shares will be eligible for repurchase by the Company.
Accordingly, you should consider that yot ve access to the money you invest for at least five years, or until the Company
completes a liquidity event which may I& r until five years following the completion of its offering. There is no assurance that the
Company will complete a liquiditye hin such timeframe or at all. As a result of the foregoing, an investment in the Shares is not
suitable if you require short-ter K i. In addition, you acknowledge that distributions may be funded from an unlimited amount of
offering proceeds or borrovgiag8N\yh¥h may constitute a return of capital and reduce the amount of capital available to the Company for
investment. Any capital re @ to stockholders through distributions will be distributed after payment of fees and expenses. You also
acknowledge that the ComPagy’may suspend or terminate its share repurchase program at any time and Shares repurchased in the share
repurchase program will be repurchased at a price below the offering price in effect on the date of repurchase.

Signature of Investor Print Name Date

Signature of Joint Owner, if applicable Print Name Date

The Company is required by law to obtain, verify and record certain personal information from you or persons on your behalf in order to
establish the account. Required information includes name, date of birth, permanent residential address and social security/taxpayer
identification number. The Company may also ask to see other identifying documents If you do not provide the information, the Company
may not be able to open your account. By signing the Subscription Agreement, you agree to provide this information and confirm that this
information is true and correct. You further agree that the Company may discuss your personal information and your investment in the
Shares at any time with your then current financial advisor. If the Company is unable to verify your identity or that of another person(s)
authorized to act on your behalf, or if the Company believes it has identified potentially criminal or other illegal activity, the Company
reserves the right to take action as it deems appropriate which may include closing your account.
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NexPoint Capital, Inc. SUBSCRIPTION AGREEMENT

7. FINANCIAL ADVISOR INFORMATION & SIGNATURES

The broker, financial advisor or other investor representative (each an “Investor Representative”) signing below hereby warrants that it is
duly licensed and may lawfully sell Shares in the state designated as the Investor’s legal residence or is exempt from such licensing.

Name of Participating Broker-Dealer or Financial Institution

[] Check if recently employed by new Broker-Dealer or Financial Institution

Name of Broker/Financial Advisor/Other Investor Representative

Rep/Advisor Number Branch Number

Mailing Address
[] Check if recently employed by new Broker-Dealer or Financial Institution

City State ___\ \ Zip
E-mail N \

Phone Number Eax Number

The undersigned confirms by its signature that it (i) has reasona
the Investor identified herein are true, correct and complete i
and, if other than individual ownership, has verified that 4ge

ds to believe that the information and representations concerning
pects; (ii) has verified that the form of ownership selected is accurate
idual executing on behalf of the Investor is properly authorized and
identified; (iii) has discussed such Investor’s prospecti u se of Shares with such Investor; (iv) has advised such Investor of all pertinent
facts with regard to the fundamental risks of the invegmegh, including lack of liquidity and marketability of the Shares; (v) has delivered a
current prospectus and related amendments and guppl€ments, if any, to such Investor; (vi) no sale of Shares shall be completed until at
least five (5) business days after the date the In
hereof; (vii) has reasonable grounds to bgli
reasonable grounds to believe that the

eceives a copy of the prospectus, as amended or supplemented through the date
investor is purchasing these Shares for his or her own account; and (viii) has

e of Shares is a suitable investment for such Investor, that the undersigned will obtain and
retain records relating to such investgus Witdbility for a period of six years, that such Investor meets the suitability standards applicable to
such Investor set forth in the pr&@as amended or supplemented as of the date hereof), and that such Investor is in a financial

position to enable such Investo ize the benefits of such an investment and to suffer any loss that may occur with respect thereto and
that such investor has an ufider§aNding of the fundamental risks of the investment, the background and qualifications of the persons
managing the Company a % ax consequences of purchasing and owning Shares. The above-identified entity, acting in its capacity as
agent, broker, financial advisor or other investor representative, has performed functions required by federal and state securities laws and,
as applicable, FINRA rules and regulations, including, but not limited to Know Your Customer, Suitability and PATRIOT Act (AML, Customer
Identification) as required by its relationship with the Investor(s) identified in this document.

I understand this Subscription Agreement is for the offering of NexPoint Capital, Inc.

Name of Broker / Financial Advisor / Signature of Broker / Financial Advisor
Other Investor Representative Other Investor Representative

Name of Registered Supervisory Principal Signature of Registered Supervisory Principal
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NexPoint Capital, Inc. SUBSCRIPTION AGREEMENT

8. INVESTOR INSTRUCTIONS

Please read carefully the Prospectus, as amended and supplemented, relating to the sale of shares of common stock (the “Shares”) in
NexPoint Capital, Inc. (sometimes referred to herein as the “Company”) and all Exhibits thereto (the “Registration Statement”) before
deciding to subscribe. This Offering is limited to investors who certify that they meet all of the qualifications set forth in the Prospectus
(each, an “Investor”). If you meet these qualifications and desire to purchase our common stock then please complete, execute and deliver
the entire Subscription Agreement (as completed and signed) to the address provided below.

You should examine this type of investment in the context of your own needs, investment objectives and financial capabilities and
should make your own independent investigation and decision as to the risk and potential gain involed=lso, you are encouraged to
consult with your own attorney, accountant financial consultant or other business or tax advisor r the risks and merits of the

proposed investment.

Generally, you must initially invest at least $2,500 in our shares to be eligible to participate in g. In order to satisfy this minimum
purchase requirement unless otherwise prohibited by state law, a husband and wife may jok®ly fogtribute funds from their separate IRAs,
provided that each such contribution is made in increments of $100. You should note at% estment in our shares will not in itself,
create a retirement plan and that, in order to create a retirement plan, you must compl% Il applicable provisions of the Code. If you
have satisfied the minimum purchase requirement, any additional purchase must beNg i ents of $500. The investment minimum for
subsequent purchases does not apply to shares purchased pursuant to a distributioy reifyestment plan.

The subscription agreement together with a check for the full purchase price_should ye delivered, faxed or mailed by your Broker-Dealer or
Registered Investment Advisor, as applicable to: 6

By Wire Transfer By Mail
UMB Bank, N.A., ABA Routing #101000695 (Checks should e payable to “NexPoint Capital, Inc.”)
NexPoint Capital, Inc., Account #9872061969 NexPoint Capy
Beneficial Owner(s) (include in memo field) c/oDSTS C
(877) 665@, Option 1

Custodial Accounts \
Forward Subscription Agreement to the Custodian eg ail
.0.pB0ox 219630
sas City, MO 64121-9630

By Fax QExpress Mail
(816) 701-7685 . Q 430 W. 7th Street
K\ Kansas City, MO 64105
-5

APPENDIX A TO SUBSCRIPTION AGREEMENT

O NOTICE TO SHAREHOLDER OF ISSUANCE OF
UNCERTIFICATED SHARES OF COMMON STOCK

To: Shareholder
From: NexPoint Capital, Inc.

Shares of Common Stock, $0.001 par value per share

NexPoint Capital, Inc., a Delaware corporation (the “Corporation”), is issuing to you, subject to acceptance by the Corporation, the number
of shares of its common stock (the “Shares”) that correspond to the dollar amount of your subscription as set forth in your subscription
agreement with the Corporation. The Shares do not have physical certificates. Instead, the Shares are recorded on the books and records of
the Corporation, and this notice is given to you about certain information relating to the Shares. All capitalized terms not defined herein
have the meanings set forth in the Corporation’s Articles of Incorporation, as the same may be amended from time to time, a copy of which,
including the restrictions on transfer and ownership, will be furnished to each holder of Shares of the Corporation on request and without
charge. Requests for such a copy may be directed to the Secretary of the Corporation at its principal office.

The Corporation has the authority to issue Shares of stock of more than one class. Upon the request of any shareholder, and without charge, the
Corporation will furnish a full statement of the information with respect to certain restrictions on ownership and transferability, the designations
and any preferences, conversion and other rights, voting powers, restrictions, limitations as to dividends and other distributions, qualifications,
terms and conditions of redemption of the Shares of each class of stock that the Corporation has authority to issue, the differences in the relative
rights and preferences between the Shares of each series to the extent set and the authority of the Board of Directors to set such rights and
preferences of subsequent series. Such requests must be made to the Secretary of the Corporation at its principal office.
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NexPoint Capital, Inc. ADDITIONAL SUBSCRIPTION AGREEMENT

This form may be used by any current investor in NexPoint Capital, Inc. who desires to purchase additional units of NexPoint Capital, Inc.
Investors who acquired units through a transfer of ownership or transfer on death and wish to make additional investments must complete
the NexPoint Capital, Inc. Subscription Agreement.

1. INVESTMENT INFORMATION

Amount of Subscription: $

(minimum additional investment of $500)
F|’_iz|ment Method: \%

Check Enclosed
|:|Funds wired Q
|:|Check/funding being sent by other third \(L
party
Money Orders, Traveler’s Checks, Starter Checks, Foreign Checks, Counter Checkg, Y% kty Checks or Cash are not accepted.

Volume discounts are available. Please refer to the prospectus for more information gd¥{ons

your financial advisor.

2. ACCOUNT NUMBER

Account Number:

3. INVESTOR INFORMATION

Name of Investor/Beneficial Owner [ x

Social Security or Tax ID Number V Date of Birth

Social Security or Tax ID Numbe Date of Birth

Trust Arrangement (prin. nar. e exactly as it is registered on the account)

Name of Trust Tax ID Number

Name(s) of Trustee(s) Date of Birth
Corporation/Partnership/Other (print name exactly as it is registered on the account)

Entity Name Tax ID Number

Name(s) of Officer(s), General Partner or Authorized Person(s)

Please indicate if mailing address has changed since initial investment in NexPoint Capital, Inc. |:| Yes |:| No

If yes, please print new address below:

Street Address:

City: State: Zip Code:
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NexPoint Capital, Inc. ADDITIONAL SUBSCRIPTION AGREEMENT

4. SUBSCRIBER SIGNATURES / SUBSTITUTE IRS FORM W-9 CERTIFICATION

In order to induce NexPoint Capital, Inc. to accept this subscription, | hereby represent and warrant as follows:
(A power of attorney may not be granted to any person to make such representations on behalf of investor(s). (Only fiduciaries such as trustees,
guardians, conservators, custodians and personal representatives may make such representations on behalf of an Investor.)

Investors must initial each representation.
Investor Co-Investor

| have received the final Prospectus of NexPoint Capital, Inc. at least five business days before signing%
this Additional Subscription Agreement. %

| (we) certify that | (we) have (1) a net worth (exclusive of home, home furnishings and autom S
$250,000 or more; or (2) a net worth (exclusive of home, home furnishings and automobil
$70,000 and had during the last tax year or estimate that | (we) will have during the currgift t
minimum of $70,000 annual gross income, or that | (we) meet the higher suitability r§w m

o

S

)
ast
y&ar a
S
imposed by my state of primary residence as set forth in the Prospectus under “Suita andards.”

I will not purchase additional shares unless | meet the applicable suitability requi s set forth in
the Prospectus at the time of purchase. NOT APPLICABLE TO KANSAS RESIDE%

| am (we are) purchasing Shares for my (our) own account.

| (we) acknowledge that the Shares are not liquid, there is no public m e Shares, and | (we)
may not be able to sell the Shares.

If  am either purchasing the Shares on behalf of a trust or other e of which | am trustee or
authorized agent, | have due authority to execute this Additio ription Agreement and do
hereby legally bind the trust or other entity of which I am triii authorized agent.

o

o

®

b

| acknowledge that there is no assurance that | will recove mount of my investment in the
company.
I acknowledge that distributions may be funded g proceeds or borrowings, which may
constitute a return of capital and reduce the ampunt §f Tapital available to NexPoint Capital, Inc. for
investment. Any capital returned to stockholder gh distributions will be distributed after
payment of fees and expenses. .

A

@

Investors must initial any representatior: spcific to the state of domicile.

Investor Co-Investor

Alabama residents only: In addj @e general suitability standards, this investment will only be sold
to Alabama residents that rel le ey have a liquid net worth of at least 10 times their investment in

this program and its affiliaf

California residents only: prs must have either (a) a net worth of at least $250,000 or (b) an annual
gross income of at least $70,000 and a minimum net worth of at least $120,000. In addition, the state of
California requires that each investor in California cannot invest more than 10% of his or her net worth in
us.

Idaho residents only: In addition to the suitability standards noted above, an investment in us is limited to
Idaho investors who have either (i) a gross annual income of at least $85,000 and a liquid net worth of at
least $85,000 or (ii) a liquid net worth of at least $300,000. Additionally, an Idaho investor’s total investment
in us shall not exceed 10% of his or her liquid net worth. (“Liquid net worth” shall include only cash plus
cash equivalents. “Cash equivalents” includes assets which may be convertible to cash within one year).
lowa residents only: Investors in the state of lowa must have either (i) a net worth of $100,000 and annual
gross income of $100,000, or (ii) a net worth of $350,000. Additionally, it is recommended that lowa
residents not invest in the aggregate, more than 10% of their liquid net worth in this and similar direct
participation investments. For purposes of this recommendation, “liquid net worth” is defined as that
portion of net worth that consists of cash, cash equivalents and readily marketable securities.
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NexPoint Capital, Inc. ADDITIONAL SUBSCRIPTION AGREEMENT

4. SUBSCRIBER SIGNATURES / SUBSTITUTE IRS FORM W-9 CERTIFICATION (CONTINUED)

Investors must initial any representation specific to the state of domicile.

Investor Co-Investor
Kansas residents only: Excluding home, furnishings and automobiles, | (we) represent that | (we) either (i)
have a net worth of at least $70,000 and an annual gross income of at least $70,000; or (ii) have a net worth
of at least $250,000.1 (we) acknowledge that the Office of the Kansas Securities Commissioner
recommends that Kansas investors not invest in the aggregate, more than 10% of their liquid net worth in
this and other similar investments. Liquid net worth is defined as that portion of net worth which consists%

of cash, cash equivalents and readily marketable securities.
Kentucky residents only: In addition to the general suitability standards listed above, no Kentucky N
3

resident shall invest more than 10% of his or her liquid net worth in our securities and the securitie

of our affiliates’ non-publicly traded business development companies. For these purposes, I|quid
worth” shall be defined as that portion of a person’s net worth (total assets exclusive of home,

furnishings and automobiles minus total liabilities) that is comprised of cash, cash equwalen dily
marketable securities.

Maine residents only: The Maine Office of Securities recommends that an investor’s aggr
in this offering and similar non-traded business development companies not excee&&J
net

nvestment
the investor’s
rth that

liquid net worth. For this purpose, “liquid net worth” is defined as that portion of th

ove, Massachusetts
id direct

consists of cash, cash equivalents, and readily marketable securities
Massachusetts residents only: In addition to the general suitability standa tdd
investors may not invest more than 10% of their liquid net worth in us or in u

have (i) either (a) an annual gross income of at least $100,000 and a ne (not including home,

furnishings and personal automobiles) of at least $350,000, or b) a not including home,

furnishings and personal automobiles) of at least $500,000; and c’l ors must limit their investment in
17

participation programs.
Nebraska residents only: In addition to the suitability standards notee Nebraska investors must

us and in the securities of other non-publicly traded business d ment companies to 10% of such
investor’s net worth. Accredited investors in Nebraska, a de@ 7 C.F.R.§230.501, are not subject to
this limitation. x

New Jersey residents only: New Jersey investors myst h ither (a) a minimum liquid net worth of at

least $100,000 and a minimum annual gross income &nopless than $85,000, or (b) a minimum liquid net

worth of $350,000. For these purposes, “liquid netyworti™ is deflned as that portion of net worth (total

assets exclusive of home, home furnishings, an mobiles, minus total liabilities) that consists of cash,

cash equivalents and readily marketable s& ddition, a New Jersey investor’s investment in us,
ed, fe

our affiliates, and other non-publicly trade estment programs (including real estate investment
trusts, business development companie gas programs, equipment leasing programs and
commodity pools, but excluding unr derally and state exempt private offerings) may not
exceed ten percent (10%) of his it net worth.

New Mexico residents only: | {{IOT to the suitability standards listed above, a New Mexico investor’s
aggregate investment in u % of*our affiliates and in similar direct part|(:|pat|on programs may not

exceed ten percent (10%) r Rer liquid net worth. “Liquid net worth” is defined as that portion of net
worth (total assets exclusivagf fome, home furnishings and automobiles minus total liabilities) that is
comprised of cash, cash equivalents and readily marketable securities.

North Dakota residents only: North Dakota investors must represent that in addition to the stated net
income and net worth standards, they have a net worth of at least ten times their investment in us.

Ohio residents only: It shall be unsuitable for an Ohio investor’s aggregate investment in shares of the
issuer, affiliates of the issuer, and in other non-traded business development companies to exceed ten
percent (10%) of his or her liquid net worth. Liquid net worth shall be defined as that portion of net worth
(total assets exclusive of home, home furnishings, and automobiles minus total liabilities) that is comprised
of cash, cash equivalents, and readily marketable securities.

Oklahoma residents only: In addition to the suitability standards above, the state of Oklahoma requires
that each Oklahoma investor limit his or her investment in shares of our common stock to a maximum of
10% of his or her net worth (excluding home, home furnishings and automobiles).

Oregon residents only: In addition to the general suitability standards listed above, an Oregon investor’s
maximum investment in us and our affiliates may not exceed 10% of their liquid net worth, excluding
home, furnishings and automobiles.

Texas residents only: Investors who reside in the state of Texas must have either (i) a minimum of
$100,000 annual gross income and a liquid net worth of $100,000; or (ii) a liquid net worth of $250,000
irrespective of gross annual income. Additionally, a Texas investor’s total investment in this offering shall
not exceed 10% of his or her liquid net worth. For this purpose, liquid net worth is determined exclusive of
home, home furnishings and automobiles.
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NexPoint Capital, Inc. ADDITIONAL SUBSCRIPTION AGREEMENT

4. SUBSCRIBER SIGNATURES / SUBSTITUTE IRS FORM W-9 CERTIFICATION (CONTINUED)

Exempt TIN. Check here if investor is an exempt payee. [ ]

Under penalties of perjury, | certify that:
1. The number shown on this form is my correct taxpayer identification number and
2.1am not subject to backup withholding because: (a) | am exempt from backup withholding, or (b) | have not been notified by the
Internal Revenue Service (IRS) that | am subject to backup withholding as a result of a failure to rgeqrt all interest or dividends, or
(c) the IRS has notified me that I am no longer subject to backup withholding, and %
3.1ama U.S. citizen or other U.S. person (including a U.S. resident alien).
Certification instructions. You must cross out item 2 above if you have been notified by the IRS th are currently subject to backup
withholding because you have failed to report interest and dividends on your tax return.

The Internal Revenue Service does not require your consent to any provision of this docun&her than the certifications required to
avoid backup withholding.

By signing below, you also acknowledge that you do not expect to be able to s&@l yi &hares regardless of how the Company performs. If
you are able to sell your Shares, you will likely receive less than your purcha i e Company does not intend to list the Shares on any
securities exchange during the offering period, and it does not expect aseco market in the Shares to develop. The Company intends
to implement a share repurchase program, but only a limited number ares will be eligible for repurchase by the Company.
Accordingly, you should consider that you may not have access to t y you invest for at least five years, or until the Company
completes a liquidity event, which may not occur until five years fo g the completion of its offering. There is no assurance that the
Company will complete a liquidity event within such tlmefram all. As a result of the foregoing, an investment in the Shares is not
suitable if you require short-term liquidity. In addition, y dge that distributions may be funded from an unlimited amount of
offering proceeds or borrowings, which may constitu x f capital and reduce the amount of capital available to the Company for
investment. Any capital returned to stockholders thr‘ug ?IS ributions will be distributed after payment of fees and expenses. You also
acknowledge that the Company may suspend or term its share repurchase program at any time and Shares repurchased in the share
repurchase program will be repurchased at a prij low the offering price in effect on the date of repurchase.

-
Signature of Investor x& Print Name Date

Signature of Joint Owner, i‘ Rle Print Name Date
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NexPoint Capital, Inc. ADDITIONAL SUBSCRIPTION AGREEMENT

5. FINANCIAL ADVISOR INFORMATION & SIGNATURES

The broker, financial advisor or other investor representative (each an “Investor Representative”) signing below hereby warrants that it is
duly licensed and may lawfully sell Shares in the state designated as the Investor’s legal residence or is exempt from such licensing.

Name of Participating Broker-Dealer or Financial Institution

[] Check if recently employed by new Broker-Dealer or Financial Institution

Name of Broker/Financial Advisor/Other Investor Representative

Rep/Advisor Number

Branch Number (\
N

Mailing Address
[] Check if recently employed by new Broker-Dealer or Financial Institution

City State \\\ Zip

E-mail

o~
Phone Number Ea&ber

the Investor identified herein are true, correct and complete i e)pects; (ii) has verified that the form of ownership selected is accurate
and, if other than individual ownership, has verified that idual executing on behalf of the Investor is properly authorized and
identified; (iii) has discussed such Investor’s prospec@ e of Shares with such Investor; (iv) has advised such Investor of all pertinent

The undersigned confirms by its signature that it (i) has reasona% ds to believe that the information and representations concerning

facts with regard to the fundamental risks of the invegtmert, including lack of liquidity and marketability of the Shares; (v) has delivered a
current prospectus and related amendments and guppl®Ments if any, to such Investor; (vi) no sale of Shares shall be completed until at least
five (5) business days after the date the Investor % ives a copy of the prospectus, as amended or supplemented through the date hereof;
(vii) has reasonable grounds to believe tllat HINGYESor is purchasing these Shares for his or her own account; and (viii) has reasonable
grounds to believe that the purchase of &.is a suitable investment for such Investor, that the undersigned will obtain and retain
records relating to such investor’s sui r a period of six years, that such Investor meets the suitability standards applicable to such
Investor set forth in the prospect,( ended or supplemented as of the date hereof), and that such Investor is in a financial position to
enable such Investor to realize %

its of such an investment and to suffer any loss that may occur with respect thereto and that such
investor has an understang - fundamental risks of the investment the background and qualifications of the persons managing the
Company and the tax con % es of purchasing and owning Shares. The above-identified entity, acting in its capacity as agent broker,
financial advisor or other inveStor representative, has performed functions required by federal and state securities laws and, as applicable,
FINRA rules and regulations, including, but not limited to Know Your Customer, Suitability and PATRIOT Act (AML, Customer Identification)
as required by its relationship with the Investor(s) identified in this document.

| understand this Additional Subscription Agreement is for the offering of NexPoint Capital, Inc.

Name of Broker / Financial Advisor / Signature of Broker / Financial Advisor
Other Investor Representative Other Investor Representative

Name of Registered Supervisory Principal Signature of Registered Supervisory Principal
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NexPoint Capital, Inc. ADDITIONAL SUBSCRIPTION AGREEMENT

6. INVESTOR INSTRUCTIONS

This Additional Subscription Agreement, together with a check for the full purchase price, should be delivered, faxed or mailed by your
Broker-Dealer or Registered Investment Advisor, as applicable to:

By Wire Transfer By Mail

UMB Bank, N.A., ABA Routing #101000695 (Checks should be made payable to “NexPoint Capital, Inc.”)

NexPoint Capital, Inc., Account #9872061969 NexPoint Capital, Inc.

Beneficial Owner(s) (include in memo field) ¢/o DST Systems Inc. %
(844) 485-9167 \

Custodial Accounts Q
Forward Additional Subscription Agreement to Regular Mail \(L

the Custodian P.O.Box 219630

Kansas City, MO 64121-9630 b‘

By Fax Express Mail

(816) 701-7685 430 W. 7th Street \
Kansas City, MO 64105 (L

C)\O
. \(\Q

X
s@
O\
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NEXPOINT NEXPOINT

CAPITAL MULTIFAMILY

SUBSCRIPTION AGREEMENT

NOT FOR USE IN ALABAMA, ARKANSAS, KENTUCKY, MARYLAND, PENNSYLVANIA, SOUTH CAROLINA OR TENNESSEE
INSTRUCTIONS TO INVESTORS AND SUBSCRIPTION AGREEMENT

Any person(s) desiring to subscribe for shares of common stock (the “Shares”) in NexPoint Capital, Inc. and/or NexPoint Multifamily Capital
Trust, Inc. (individually a “Company”, together the “Companies”) should carefully read and review the applicable prospectus, as
supplemented to date, and if he/she/they desire(s) to subscribe for Shares, complete the subscription agreement/signature page that
follows these instructions. Follow the appropriate instructions listed below for the indicated section. Please print in ballpoint pen or type

the information.

AN INVESTMENT CANNOT BE COMPLETED UNTIL AT LEAST FIVE (5) BUSINESS DAYS AFTER THE DT INVESTOR RECEIVED THE
FINAL APPLICABLE PROSPECTUS. IF AN INVESTOR’S SUBSCRIPTION IS ACCEPTED, THE Y WILL SEND THE INVESTOR
CONFIRMATION OF THEIR PURCHASE AFTER THEY HAVE BEEN ADMITTED AS AN INVESTO{R.\

1.

INVESTMENT
INFORMATION

NEXPOINT CAPITAL, INC. ‘PMT MULTIFAMILY CAPITAL
T, INC.

offering. In order to satisfy this minimum purchae irement, unless otherwise prohibited by state law, a
husband and wife may jointly contribute fun ir separate IRAs, provided that each such contribution
is made in increments of $100. You should n at an investment in our Shares will not, in itself, create a
retirement plan and that, in order to crea retirement plan, you must comply with all applicable provisions
of the Internal Revenue Code (the “ you have satisfied the minimum purchase requirement, any
additional purchase must be in incre of $500. The investment minimum for subsequent purchases does
not apply to shares purchased Bu\ t to a distribution reinvestment plan.

Generally, you must initially invest at least $2,50(2$ha s of a Company to participate in the Company’s

2.

FORM OF
OWNERSHIP

For Non-Custodial ow I ounts, please mail the complete and executed subscription agreement/
signature page and mafg payment per the instructions below on page 3:

FOR CUSTODI%\:{VNERSHIP ACCOUNTS, THE SUBSCRIPTION AGREEMENT/SIGNATURE
t

PAGE MUST LETED, EXECUTED AND SENT TO THE CUSTODIAN.
Check the @ T ox to indicate the type of entity that is subscribing.
Enter the &a

ame of the custodian or trustee, mailing address and business phone. If this is an additional
pur a@ qualified plan or non-qualified custodial account, please use the same exact plan name as the
p wf/estment.

ustodian must complete this box by entering its custodian Tax ID number (for tax purposes), the

odian account number, the date the account was established, the year to which this subscription is
licable and the name of custodian or other administrator.

3.

INVESTOR
INFORMATION

For non-custodial ownership accounts, enter the exact name in which the Shares are to be held. For multiple
investors, enter the names of all investors. For custodial ownership accounts, enter “FBO” followed by the
name of the investor.

Enter the mailing address, city, state, zip code, home telephone, business telephone and email address of the
investor. Enter the date of birth of the investor (required) and joint investor, if applicable, or date of
incorporation. Enter the social security number (SSN) of the investor (required) and joint investor, if
applicable. The investor is certifying that the number is correct. For custodial accounts, enter the investor’s
social security number (for identification purposes). Enter Tax ID number, if applicable. Enter the investor’s and
joint investor’s, if applicable, street address if it is different from the mailing address or if the mailing address is
a P.O. box.

Check the appropriate box. If the investor(s) is/are a non-resident alien(s), he/she/they must apply to the
Internal Revenue Service for an identification number via Form SS-4 for an individual or SS-5 for a corporation,
and the number to the applicable Company as soon as it is available. If a non-resident alien, the investor(s)
must submit an original supply of the appropriate W-8 Form (W-8BEN, W-8ECI, W-8 EXP OR W-8IMY) in order
to make an investment.
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INSTRUCTIONS TO INVESTORS AND SUBSCRIPTION AGREEMENT continued

4.

DISTRIBUTIONS

Check the appropriate box to have the distributions mailed to the address of record, the address that is
located in Section 3. Check the appropriate box to participate in the Distribution Reinvestment Plan (the
“DRP"). If you are reinvesting pursuant to the DRP, you may elect to reinvest all or a portion of your cash
distribution, by indicating the percentage desired in cash and the percentage desired to be reinvested
(percentages must add up to 100%). If the investor(s) prefer(s) direct deposit of cash distributions, complete
the required information at the bottom of page 3. For Automated Clearing i{olsg (“ACH"), indicate whether it
is a checking or savings account, and enter the name of the institutifNg/i @ dual, mailing address, ABA
number and account number. A voided check must be enclosed if jjmi mcking account. If it is a savings
account, please obtain written verification of the routing and acco @bers from the bank.
If you participate in the DRP we request that you notify the bl®Company and your broker-dealer in
ndition, including failure to meet the

writing at any time there is a material change in your figan§
& in which you reside.

minimum income and net worth standards as imposed by th

5.

5A. If subscribing to NexPoint Capital, Inc, a¥noWedgements 1-8 must be initialed and the

acknowledgement for the subscriber’s state of resfepcqmust be initialed.
5B. If subscribing to NexPoint Multifamily Capy r c., acknowledgements 1-6 must be initialed and the

INVESTOR(S) acknowledgement for the subscriber’s state o ce must be initialed.
5C. If the subscriber desires to receive eledgronic communications in lieu of hardcopy communications, sign
ACKNOWLEDGE-
MENTS and date page 7 of the attached subscri reement and provide a valid e-mail address.
5D. All investors and, if applicable, ustee or custodian, must sign and date page 8 of the attached
AND subscription agreement. Page 8 signed and guaranteed by the custodian(s) if investing through an
SIGNATURES IRA, Keogh or qualified plan.
This Section is to be ¢ ple\ty the Registered Representative or Registered Investment Advisor (“RIA"). If
6. there is more than on istered Representative or RIA, all Registered Representatives and RIAs must
complete Section
FINANCIAL .
ADVISOR \Q
INFORMATION )
Ak' ered Representatives, RIAs, Broker-Dealers, and Clearing Firms/Platformes, if applicable, must sign and
7. this section.
FINANCIAL
ADVISOR
SIGNATURES
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NOTICE TO STOCKHOLDERS

The Shares of the applicable Company are subject to restrictions on transfer. In addition, the applicable Company has the authority to issue
Shares of more than one class Upon the request of any stockholder, and without charge, the applicable Company will furnish a full statement
of the information required by Section 2-211 of the Maryland General Corporation Law in the case of NexPoint Multifamily Capital Trust, Inc.,
and Section 6-202 of the Delaware General Corporation Law in the case of NexPoint Capital, Inc., with respect to (1) certain restrictions on
ownership and transferability of the applicable Company’s common stock and (2) the designations and any preferences, conversion and
other rights, voting powers, restrictions, limitations as to dividends and other distributions, qualifications, and terms and conditions of
redemption of the Shares which the applicable Company has authority to issue, the differences in t lative rights and preferences
between the shares of each series to the extent set, and the authority of the applicable Company'’s bo rd%ctors to set such rights and
preferences to subsequent series. Such requests must be made to the Secretary of the applicable CompN principal office.

ACCEPTABLE FORMS OF PAYMENT Q
%vts
AWCcounts

A. Wire transfers E. Trust checks for tru

B. Pre-printed personal checks F. Custodial checkgfor

C. Cashier’s checks over $10,000 G. Checks en ors% m other investment programs will be
D. Business checks when applied to company/corporate account accepted jf eet the minimum investment requirement

NEXPOINT CAPITAL, INC.

The subscription agreement, together with a check for the full purchase pri&be delivered, faxed or mailed by your Broker-Dealer or
Registered Investment Advisor, as applicable to:

By Wire Transfer By Mail

UMB Bank, N.A. (Checks shou de payable to “NexPoint Capital, Inc.”)
ABA Routing #101000695 NexPoint | JInc., c/o DST Systems, Inc.

Account #9872061969 (844) 485

Account Name: NexPoint Capital, Inc.,

Beneficial Owner(s) (include in memo field) Express Mail

430 W. 7th Street
Custodial Accounts Kansas City, MO 64105

Forward Subscription Agreement to the Custodia

For non-qualified accounts, Subscription A s may be faxed to:
(816) 701-7685 *

Money Orders, Traveler's Checks, Sta &ecks, Foreign Checks, Counter Checks, Third-Party Checks or Cash are not accepted.

NEXPOINT MULTIFA

You should make your ch @ able to “NexPoint Multifamily Capital Trust, Inc.” except that Pennsylvania and Washington investors
should follow the instructiO™€ in the prospectus under the sections titled “Plan of Distribution—Subscription Procedures,” “Plan of
Distribution—Special Notice to Pennsylvania Investors” and “Plan of Distribution—Special Notice to Washington Investors.”

UTAL TRUST, INC.

The subscription agreement and all other paperwork, together with a check for the full purchase price, should be delivered, faxed or mailed
by your Broker-Dealer or Registered Investment Advisor, as applicable, to the address below.

By Wire Transfer By Mail
UMB Bank, N.A. NexPoint Multifamily Capital Trust, Inc., /o DST Systems, Inc.
ABA Routing #101000695 (844) 485-9167
Account #9872061950
Account Name: NexPoint Multifamily Capital Trust, Inc. Regular Mail
Beneficial Owner(s) (include in memo field) P.O.Box 219630 Express Mail
Kansas City, MO 64121-9630 430 W. 7th Street
Custodial Accounts Kansas City, MO 64105

Forward Subscription Agreement to the Custodian

For non-qualified accounts, Subscription Agreements may be faxed to:
(816) 701-7685

Money Orders, Traveler’'s Checks, Starter Checks, Foreign Checks, Counter Checks, Third-Party Checks or Cash are not accepted.
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NOT FOR USE IN ALABAMA, ARKANSAS, KENTUCKY, MARYLAND, PENNSYLVANIA, SOUTH CAROLINA OR TENNESSEE

1.
INVESTMENT
INFORMATION

prospectus.

Investors should not sign this Subscription Agreement for the offering unless they have received the current final

[ Initial Subscription (minimum $2,500 per fund) [] Additional Subscription (minimum $500 per Company) [ ] Advisory*/RIA/

(Complete all sections except for 2 and 4 or complete the
separate simplified Additional Subscription Agreement)

%Net of Commissions Purchase**
N

NEXPOINT CAPITAL, INC.

TOTAL INVESTMENT
$ $

Payment Method:
[JEnclosed check [ ]Fundswired [ ]Funds to follow

O

2.
FORM OF

(please complete either section a or b, but not k«ith,
OWNERSHIP
a. Non-Custodial Ownership

[] Individual (one signature required)
[] Joint Tenants with Right of Survivorship (all parties ngust sign
[C] Community Property (all parties must sign) %

[] Tenants in Common (all parties must sign)
XDO uments
ower required)

[] Trust (include title and signature pages of
or Highland Trustee Certification of Inves

] Uniform Gift / Transfer to Minors

Under the UGMA/UTMA ofth's\

[] Corporation or Partnership (include Corporate Resolution or Partnership
Agreement, as applicable; authorized signature required)

[] Qualified Pension or Profit Sharing Plan (include Plan Documents)
[] other
(include title and signature pages)

For Individual Ownership or JTWROS Only:

[[] Transfer Upon Death: Visit www.nexpointcapital.com/investor-relations
or www.nmcreit.com/investor-relations to complete the Transfer On
Death Beneficiary Agreement.

State laws can vary with respect to Transfer on Death registration. You

should consult your own legal, tax and business advisers before electing to
register your investment in the Transfer On Death Beneficiary Agreement.

C-4
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NEXPOINT MULTIF@Y\CAPITAL TRUST, INC.

TOTAL INVESTMENT v\(L

\

A J
[JcClass A la% T

Payme thigf:
clo leck [ JFundswired []Funds to follow

b. Custodial Arrangement (Owner and custodian signatures required)
Third Party Administered Custodial Plan

(new IRA accounts will require an additional application)

[] Traditional IRA [] Keogh Plan
[] RothIRA [] Rollover IRA
[] Simplified Employee [] Other

Pension/Trust (S.E.P.)

Name(s) of Custodian(s)

Street/PO Box

City State Zip

Custodian Tax ID # (provided by Custodian)

Custodian or Clearing Firm/Platform Account #

Date Account Established Year to Which Subscription Applicable

Name(s) of Beneficial Owner(s)/Beneficiary(ies)

Phone number
*Not all broker-dealers are eligible for advisory business — please confirm with the
dealer manager.

**By a registered representative on his/her own behalf.



NEXPOINT NEXPOINT

CAPITAL MULTIFAMILY

SUBSCRIPTION AGREEMENT

3.
INVESTOR (Print name and address exactly as they are to be registered on the account)

INFORMATION

Individual/Beneficial Owner Joint Owner

(print name and address exactly as they are to be registered on the account) (print name and address exactly as they are to be registered on the account)

Name of Investor / Beneficial Owner Co-Investor or Co-Trustee Name (if@Mplicable)
Mailing Address Mailing Address (\\v

City State Zip City Sad Zip
Phone Business Phone Phone Business Phone
Email Address Email Addre¥g \

SSN or Tax ID Date of Birth Date of Birth
Street Address
(if different from mailing address or mailing address is a PO Box) erent from mailing address or mailing address is a PO Box)

City

CITIZENSHIP: [ ]U.S. citizen
[]Resident alien
Backup Withholding: Subject to backup wit @ Ning? [ JYes [INo

* If non-resident alien, investor must s @e Ippropriate W-8 form (W-8BEN, W-8ECL orW-8IMY) in order to make an investment. (If
a foreign national who is, in fact, a U.S{taNgdyer, complete W-9 form in Section 5.)
A3

Trust Arrangement Corporation/Partnership/Other
(print name and address exactly as“".:ai > to ve registered on the account) (print name and address exactly as they are to be registered on the account)

Name of Trust Tax ID Number Entity Name Tax ID Number

Name(s) of Trustee(s) Entity Type (If Corporation, indicate “C" or “S” Corp)

Date Trust Established Phone Number Date of Entity Formation Phone Number

Name(s) of Beneficial Owner(s)/Beneficiary(ies) Street Address

Street Address City State Zip

City State Zip Name(s) of Officer(s), General Partner or Authorized Person(s)

FOR TRUST ARRANGEMENT & CORP. /PARTNERSHIP /OTHER:

Date of Birth Jurisdiction of Formation
Backup Withholding: Subject to backup withholding? [Yes [INo
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4.

DISTRIBUTIONS _

I hereby subscribe for Shares of NexPoint Capital, Inc. and elect the distribution option indicated below:
(If you do not complete this section, distributions will be paid to the registered owner at the address in Section 3. IRA accounts may not direct
distributions without the custodian’s approval.)

[] Ichoose to participate in NexPoint Capital, Inc.’s DRP.*

[] Ichoose to participate in the DRP described in the prospectus. _ %DRP % Cash (must eq%%)
[] I choose to have distributions deposited in a checking, savings or brokerage account. \
[] I choose to have distributions mailed to me at the address listed in Section 3. Q
[] I choose to have distributions mailed to my custodial account listed in section 2. (L
t

(If you do not complete this section, distributions will be paid to the registered owner at the ad IN Section 3. IRA accounts may not direct

| hereby subscribe for Shares of NexPoint Multifamily Capital Trust Inc. and elect the di%rixi option indicated below:
distributions without the custodian’s approval.)

[] I choose to participate in NexPoint Multifamily Capital Trust, Inc.'s DRP.* \

[] I choose to participate in the DRP described in the prospectus. %D ‘ ! o® % Cash (must equal 100%)
[] Ichoose to have distributions deposited in a checking, savings or broke % ount.

[ ] I choose to have distributions mailed to me at the address listed in jon 3.

[] I choose to have distributions mailed to my custodial account li ction 2.

* Each investor that elects to have his or her distributions rej
Company and the broker-dealer named in this Subscription
condition, including failure to meet the minimum incomw

in the applicable Company’s DRP agrees to notify the applicable
nt in writing at any time there is a material change in his or her financial
worth standards as imposed by the state in which he or she resides.

| authorize the Company or its agent to deposit m&t'ra}ion to the account indicated below. This authority will remain in force until |
notify the Company in writing to cancel it. In the ev: at the Company deposits funds erroneously into my account, the Company is
authorized to debit my account for the amo the erroneous deposit. | also hereby acknowledge that funds and/or Shares in my
account may be subject to applicable a property, escheat or similar laws and may be transferred to the appropriate
governmental authority in accordance wit , including as a result of account inactivity for the period of time specified in such laws
or otherwise. None of the Company, its ates, its agents or any other person shall be liable for any property delivered in good faith to a

governmental authority pursuant t icable abandoned property, escheat or similar laws. | acknowledge that distributions may be
funded from offering proceeds @/ings, which may constitute a return of capital and reduce the amount of capital available to the
Company for investment. Any c§@i urned to stockholders through distributions will be distributed after payment of fees and expenses.

Name of Financial Instituti

Name on Bank Account* Your Account Number

Your Bank’s ABA Routing Number Account Type  []Checking [] Savings [] Brokerage
Mailing Address

City State Zip

* For Electronic Funds Transfers, the signatures of the bank account owner(s) must appear exactly as they appear on the bank registration. If the
registration at the bank differs from that on this Subscription Agreement, all parties must sign below.

Signature of Individual/Trustee/Beneficial Owner Signature of Co-Investor/Trustee
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5A.
INVESTOR(S) (Investor(s) must initial each of sections 1-8 and the following sections as appropriate)
ACKNOWLEDGEMENTS
AND SIGNATURES
NEXPOINT In order to induce NexPoint Capital Trust, Inc. to accept this subscription, | hereby represent and warrant as
CAPITAL. INC follows: (A power of attorney may not be granted to any person to make such representations on behalf of

investor(s). Only fiduciaries such as trustees, guardians, conservators, custodians and personal representatives
may make such representations on behalf of an Investor.)

signing the Subscription Agreement.

2. | (we) certify that | (we) have (1) a net wort X e of home, home furnishings and

automobiles) of $250,000 or more; or (2) a net work (ggflusive of home, home furnishings and

automobiles) of at least $70,000 and had during t'tax year or estimate that | (we) will have

during the current tax year a minimum of $& ual gross income, or that | (we) meet the
ill

INVESTOR | CO-INVESTOR \
1. | have received the final prospectus of NexPoint Capi%. at least five business days before
lu

higher suitability requirements imposed Qy: tate of primary residence as set forth in the
prospectus under “Suitability Standards I\vi t purchase additional shares unless | meet the
applicable suitability requirements s rtN in the prospectus at the time of purchase. NOT
APPLICABLE TO KANSAS RESIDENT,

3.1am (we are) purchasing Shares f (Sur) own account.

4. | (we) acknowledge that the §hare not liquid, there is no public market for the Shares, and |
(we) may not be able to sell th es.

5. If | am either purchasing es on behalf of a trust or other entity of which | am trustee or
authorized agent, | have uthority to execute this Subscription Agreement and do hereby
legally bind the trust or tity of which | am trustee or authorized agent.

6. | acknowledge th s no assurance that | will recover the amount of my investment in the
Company.
7. | acknowl will not be admitted as a stockholder until my investment has been
accepted. Tie ac ance process includes, but is not limited to, reviewing the Subscription
Agreement pleteness and signatures, conducting an Anti-Money Laundering check as
required lay the USA Patriot Act and payment of the full purchase price of the shares.

8. I ack gdge that distributions may be funded from offering proceeds or borrowings, which
may e a return of capital and reduce the amount of capital available to NexPoint Capital,
tment. Any capital returned to stockholders through distributions will be distributed

& @v
(&) yment of fees and expenses.

5A. g&
INVESTOR(S) l(ég T CAPITAL, INC.
ACKNOWLEDGEMENTS

AND SIGNATURES

INVESTOR | CO-INVESTOR

Alabama residents only: In addition to the general suitability standards, this investment will only
be sold to Alabama residents that represent they have a liquid net worth of at least 10 times their
investment in this program and its affiliates.

California residents only: Investors must have either (a) a net worth of at least $250,000 or (b) an
annual gross income of at least $70,000 and a minimum net worth of at least $120,000. In addition,
the state of California requires that each investor in California cannot invest more than 10% of his or
her net worth in us.

Idaho residents only: In addition to the suitability standards noted above, an investment in us is
limited to Idaho investors who have either (i) a gross annual income of at least $85,000 and a liquid
net worth of at least $85,000 or (ii) a liquid net worth of at least $300,000. Additionally, an Idaho
investor’s total investment in us shall not exceed 10% of his or her liquid net worth. (“Liquid net
worth” shall include only cash plus cash equivalents. “Cash equivalents” includes assets which may
be convertible to cash within one year).

lowa residents only: Investors in the state of lowa must have either (i) a net worth of $100,000 and
annual gross income of $100,000, or (ii) a net worth of $350,000. Additionally, it is recommended that
lowa residents not invest, in the aggregate, more than 10% of their liquid net worth in this and similar
direct participation investments. For purposes of this recommendation, “liquid net worth” is defined
as that portion of net worth that consists of cash, cash equivalents and readily marketable securities.
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5A.
INVESTOR(S) NEXPOINT CAPITAL, INC.
ACKNOWLEDGEMENTS
AND SIGNATURES
INVESTOR | CO-INVESTOR
Kansas residents only: Excluding home, furnishings and automobiles, | (we) represent that | (we)

either: (i) have a net worth of at least $70,000 and an annual gross income of at least $70,000; or (ii)
have a net worth of at least $250,000. | (we) acknowledge that the Offige of the Kansas Securities

t

ketab

Commissioner recommends that Kansas investors not invest, in the ate, more than 10% of
their liquid net worth in this and other similar investments. Liquidyge h is defined as that portion
of net worth which consists of cash, cash equivalents and readil le securities.

%da
n

ds listed above, no Kentucky

Kentucky residents only: In addition to the general suitabili
our securities and the securities of

resident shall invest more than 10% of his or her liquid n
any of our affiliates’ non-publicly traded business deve mpanies. For these purposes,
“liquid net worth” shall be defined as that portion of a net worth (total assets exclusive of
home, home furnishings and automobiles minus tot®{liaRili%ies) that is comprised of cash, cash
equivalents and readily marketable securities.
S
it

Maine residents onP/: The Maine Office of Sequ
investment in this offering and similar non-tra
of the investor’s liquid net worth. For this,

ecommends that an investor’s aggregate
siness development companies not exceed 10%
e, “liquid net worth” is defined as that portion of net
readily marketable securities.

worth that consists of cash, cash equivale

Massachusetts residents only: In add m e general suitability standards listed above,
Massachusetts investors may not jnvesiggrre than 10% of their liquid net worth in us or in other
illiquid direct participation progra/Rgs.
Nebraska residents only: In addi @ o the suitability standards noted above, Nebraska investors
must have (i) either (a) an ann@@@gPss income of at least $100,000 and a net worth (not including
home, furnishings and per glitomobiles) of at least $350,000, or (b) a net worth (not including
home, furnishings and pe% automobiles) of at least $500,000; and (ii) investors must limit their
aggregate investmentg d in the securities of other non-publicly traded business development
companies to 10% investor’s net worth. Accredited investors in Nebraska, as defined in 17

C.F.R.§230.501 ject to this limitation.
New Jersey re§ident§ only: New Jersey investors must have either (a) a minimum liquid net worth of
at least $100,0 a minimum annual gross income of not less than $85,000, or (b) a minimum
liquid net yayth of $350,000. For these purposes, “liquid net worth” is defined as that portion of net
worth (to @ ets exclusive of home, home furnishings, and automobiles, minus total liabilities) that
consisie odh) cash equivalents and readily marketable securities. In addition, a New Jersey

in N ®tment in us, our affiliates, and other non-publicly traded direct investment programs
(i iy real estate investment trusts, business development companies, oil and gas programs,

@ ent leasing programs and commodity pools, but excluding unregistered, federally and state
w

pt private offerings) may not exceed ten percent (10%) of his or her liquid net worth.

& Mexico residents only: In addition to the suitability standards listed above, a New Mexico

investor’'s aggregate investment in us, shares of our affiliates and in similar direct participation
programs may not exceed ten percent (10%) of his or her liquid net worth. “Liquid net worth” is
defined as that portion of net worth (total assets exclusive of home, home furnishings and
automobiles minus total liabilities) that is comprised of cash, cash equivalents and readily marketable
securities.

North Dakota residents only: North Dakota investors must represent that, in addition to the stated
net income and net worth standards, they have a net worth of at least ten times their investment in
us.
Ohio residents only: It shall be unsuitable for an Ohio investor’s aggregate investment in shares of
the issuer, affiliates of the issuer, and in other non-traded business development companies to
exceed ten percent (10%) of his or her liquid net worth. “Liquid net worth” shall be defined as that
ortion of net worth (total assets exclusive of home, home furnishings, and automobiles minus total
iabilities) that is comprised of cash, cash equivalents, and readily marketable securities.

Oklahoma residents only: In addition to the suitability standards above, the state of Oklahoma
requires that each Oklahoma investor limit his or her investment in shares of our common stock to a
maximum of 10% of his or her net worth (excluding home, home furnishings and automobiles).
Oregon residents only: In addition to the general suitability standards listed above, an Oregon
investor's maximum investment in us and our affiliates may not exceed 10% of their liquid net worth,
excluding home, furnishings and automobiles.

Texas residents only: Investors who reside in the state of Texas must have either (i) a minimum of
$100,000 annual gross income and a liquid net worth of $100,000; or (i) a liquid net worth of
$250,000 irrespective of gross annual income. Additionally, a Texas investor’s total investment in this
offering shall not exceed 10% of his or her liquid net worth. For this purpose, liquid net worth is
determined exclusive of home, home furnishings and automobiles.
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5B.
INVESTOR(S) (Investor(s) must initial each of sections 1-6 and the following sections as appropriate)
ACKNOWLEDGEMENTS
AND SIGNATURES
NEXPOINT In order to induce NexPoint Multifamily Capital Trust, Inc. to accept this subscription, | hereby represent
MULTIFAMILY and warrant as follows: (A power of attorney may not be granted to any person to make such
representations on behalf of investor(s). Only fiduciaries such as trustees, guardians, conservators, custodians
CAPITAL TRUST, INC. and personal representatives may make such representations on behalf of stor.)

1. | (we) have received the final prospectus, whether over the InternetN -ROM, paper copies, or any
other delivery method, relating to the shares of the Company.

2. Excluding home, home furnishings and automobiles, | (we) ej ave a net worth of at least $70,000
and had during the last year or will have in the current year gro€ iflcO™€ of at least $70,000; or (ii) have a net
worth of at least $250,000. In the case of sales to fiduciary acc specific requirements shall be met by
the beneficiary, the fiduciary account or by the donor or grigto\wW0 directly or indirectly supplies the funds
for the purchase of the shares.

3.1 am (we are) purchasing the Shares for my (our) oy a®otnt, or if | am (we are) purchasing Shares on
behalf of a trust or other entity of which | am (we\ar'e)Ngustee(s) or authorized agent(s), | (we) have due
authority to execute this Subscription Agreemw do hereby legally bind the trust or other entity of

(s)

which | am (we are) trustee(s) or authorized age |

4.1 (we) acknowledge that the Shares are no d.

5. I acknowledge that | will not be admitte stockholder until my investment has been accepted. The
acceptance process includes, but is not igitehe, reviewin% the Subscription Agreement for completeness
and signatures, conducting an Anti-M Laundering check as required by the USA Patriot Act and
payment of the full purchase price of ¢
6. | acknowledge that distribution

s.
e funded from offering proceeds or borrowings, which may
constitute a return of capital an e the amount of capital available to NexPoint Multifamily Capital
Trust, Inc. for investment. Any cafii#eturned to stock-holders through distributions will be distributed after
payment of fees and expe@e !

California residents: (we)\her: (i) have a minimum net worth of at least $250,000, or (ii) a gross annual
income of at least $70800 ghd a minimum net worth of at least $120,000. In addition, my (our) investment in
the Company doesgot exceed 10% of my (our) net worth excluding homes, furnishings and automobiles.

lowa residents: ing home, furnishings and automobiles, | (we) either (i) have a minimum net worth of
$300,000 or (ij um annual income of $70,000 and a minimum net worth of $100,000. In addition, my
(our) inve Is program, does not exceed 10% of my (our) “liquid net worth” (as defined in the

t

prospect wa investors).

Kansa & aine residents: | (we) acknowledge that the Kansas and Maine securities regulators
that | (we) should not invest, in the aggregate, more than 10% of my (our) “liquid net worth” (as

i the prospectus for Kansas and Maine investors) in the Company and similar direct participation

ents.

sSachusetts residents: My (our) investment in the Company and other illiquid direct participation

grams does not exceed 10% of my (our) liquid net worth.

issouri residents: My (our) investment in this offering of the Company does not exceed 10% of my (our)

liquid net worth.

Nebraska residents: My (our) investment in the Company and in the securities of other direct participation

programs is not more than 10% of my (our) net worth.

New Jersey residents: Excluding home, home furnishings and automobiles, | (we) either (i) have a minimum

liquid net worth (as defined in the prospectus for New Jersey investors) of at least $100,000 and a minimum

annual gross income of not less than $85,000 or (ii) have a minimum liquid net worth of at least $350,000. In

addition, my (our) investment in the Company, shares of its affiliates and other non-publicly traded direct

investment programs (including real estate investment trusts, business development companies, oil and gas

programs, equipment leasing programs and commodity pools, but excluding unregistered, federally and

state exempt private offerings) does not exceed 10% of my (our) liquid net worth.

New Mexico and Ohio residents: My (our) investment in the Company, shares of its affiliates and in other

non-traded real estate investment programs, does not exceed 10% of my (our) “liquid net worth” (as defined

in the prospectus for New Mexico and Ohio investors).

North Dakota residents: My (our) liquid net worth is at least 10 times my (our) investment in the Company.

Oregon residents: My (our) investment in the Company and its affiliates does not exceed 10% of my (our)

liquid net worth.

Vermont residents: If | (we) am (are) an accredited investor(s), as defined in 17 C.F.R. § 230.501, | (we) may

invest freely in this offering. If | (we) am (are) a non-accredited investor(s), | (we) may not purchase an amount

in this offering that exceeds 10% of my (our) liquid net worth (as defined in the prospectus for Vermont

investors).
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5C.

INVESTOR(S)
ACKNOWLEDGEMENTS
AND SIGNATURES

Electronic Delivery Form (optional)

Electonic Delivery of stockholder communication is available and if you would prefer to receive such communications and statements
electronically, please affirmatively elect to do so by checking the offering for which you elect to receive the electronic delivery of stockholder
communications and statement notifications, and signing below where indicated.

[1NexPoint Capital, Inc. [] NexPoint Multifamily Capital Trust, Inc. %

We encourage you to reduce printing and mailing costs and to conserve natural resources by @ to receive electronic delivery of
stockholder communications and statement notifications. By consenting below to electronfca ive stockholder communications,
including your account-specific information, you authorize said offering(s) to either (i) e-mail s\ocklg#ler communications to you directly or
(ii) make them available on each offering’s respective website and notify you by e-mail whe documents are available and how to access
the documents.

You will not receive paper copies of these electronic materials unless specificallf’r xted, the delivery of electronic materials is prohibited
or we, in our sole discretion, elect to send paper copies of the materials.

Sign below if you consent to the electronic delivery of documents inclugdgg annual reports, proxy materials, and other documents that may
be required to be delivered under federal or state securities laws as well % ount-specific information such as quarterly account statements
or tax information. Your consent will be effective until you revoke it.{n#gdition, by consenting to electronic access, you will be responsible for
your customary Internet Service Provider charges in connectioff iiiM™access to these materials. Providing an e-mail address in the section
below is required. Please carefully read the following repr tas#Ons before consenting to receive documents electronically. By signing
below and consenting to receive documents electroni present the following:

(a) I acknowledge that access to both internet e-mai e World Wide Web is required in order to access documents electronically. | may
receive by e-mail notification the availability document in electronic format. The notification e-mail will contain a web address (or
hyperlink) where the document can be fou ring this address into my web browser, | can view, download and print the document
from my computer. | acknowledge tha e costs associated with the electronic access, such as usage charges from my internet
provider and telephone provider, and tﬁl eSe costs are my responsibility; (b) | acknowledge that documents distributed electronically may
be provided in Adobe’s Portablg,D t Format (PDF). The Acrobat Reader® software is required to view documents in PDF format. The
Reader software is available fr Kﬂ e from Adobe’s website at www.adobe.com. The Reader software must be correctly installed on my
system before | will be ablgse cuments in PDF format. Electronic delivery also involves risks related to system or network outage that
could impair my timely of or access to stockholder communications; (c) | acknowledge that | may receive, at no cost from the
Company, a paper copy y documents delivered electronically by calling a representative of the Company at 844-487-9167; (d) |
acknowledge that if the e-mail notification is returned to the Company as “undeliverable,” a letter will be mailed to me with instructions on
how to update my e-mail address to begin receiving communication via electronic delivery. | further understand that if the Company is
unable to obtain a valid e-mail address for me, the Company will resume sending a paper copy of its filings by U.S. mail to my address of
record; and (e) | acknowledge that my consent may be updated or cancelled, including any updates in e-mail address to which documents are
delivered, at any time by calling a representative of the Company at 844-487-9167.

v

Owner Signature Date

Co-Owner Signature (If applicable) Date

Joint Accounts: If your Social Security number is the primary number on a joint account and you opt-in to electronic delivery, each consenting
stockholder must have access to the e-mail account provided.

My e-mail address is
Your e-mail address will be held in confidence and used only for matters relating to your investments.
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5D.

INVESTOR(S)
ACKNOWLEDGEMENTS
AND SIGNATURES

To prevent backup withholding on any payment made to a stockholder with respect to subscription proceeds held in escrow, the

stockholder is generally required to provide a current TIN (or the TIN of any other payee) and certain other information by completing the

form below, certifying that the TIN provided on Substitute Form W-9 is correct (or that such investor is awgiting a TIN), that the investor is a
0

Subscriber Signatures/Substitute IRS Form W-9 Certification

U.S. person, and that the investor is not subject to backup withholding because (i) the investor is exemp backup withholding, (ii) the
investor has not been notified by the IRS that the investor is subject to backup withholding as a res re to report all interests or
dividends, or (iii) the IRS has notified the investor that the investor is no longer subject to backupayi ding. If a TIN is not provided by
the time any payment is made in connection with the proceeds held in escrow, 28% of all sucents will be withheld until a TIN is
provided and if a TIN is no provided within 60 days, such withheld amounts will be given to th .

Under penalties of perjury, | certify that:
1. The number shown on this form is my correct taxpayer identification number,
2.1 am not subject to backup withholding because: (a) | am exempt from back ithhAtding, or (b) I have not been notified by the
%

Exempt TIN. Check here if investor is an exempt payee. [ ] ‘
n

Internal Revenue Service (IRS) that | am subject to backup withholdinga sult of a failure to report all interest or dividends, or
(c) the IRS has notified me that | am no longer subject to backup wg ig8, and
3.1am a U.S. citizen or other U.S. person (including a U.S. resident alien).
Certification instructions. You must cross out item 2 above if you ha eennotified by the IRS that you are currently subject to backup
withholding because you have failed to report interest and dividends r tax return.
The IRS does not require your consent to any provision of this docu er than the certifications required to avoid backup withholding.
By signing below, you also acknowledge that you do not expe@ble to sell your Shares regardless of how the Companies perform. If
you are able to sell your Shares, you will likely receive less th urchase price. The Companies do not intend to list their Shares on any
securities exchange during the offering periods, and t @ot expect a secondary market in their Shares to develop. The Companies
intend to implement a share repurchase program, n imited number of Shares will be eligible for repurchase by the Companies.
Accordingly, you should consider that you may no§haved)access to the money you invest for at least five years, or until the Companies
complete a liquidity event which may not occur_unt e years following the completion of its offering. There is no assurance that the
Companies will complete a liquidity event withffi Sch timeframe or at all. As a result of the foregoing, an investment in the Shares is not
suitable if you require short-term liquidity. | , you acknowledge that distributions may be funded from an unlimited amount of
offering proceeds or borrowings, which Qt te a return of capital and reduce the amount of capital available to the Companies for

investment. Any capital returned to st rs through distributions will be distributed after payment of fees and expenses. You also
acknowledge that the Companie end or terminate their share repurchase programs at any time and Shares repurchased in the

share repurchase programs will rfhased at a price below the offering price in effect on the date of repurchase.
N\

Investor’s Signature U Date Custodian Signature Date

Co-Investor’s Signature Date

You should not invest in NexPoint Capital, Inc and/or NexPoint Multifamily Capital Trust, Inc. unless you have read and understood this
agreement and the applicable prospectus referred to above and understand the risks associated with an investment in NexPoint Capital,
Inc. and/or NexPoint Multifamily Capital Trust, Inc. In deciding to invest in NexPoint Capital, Inc. and/or NexPoint Multifamily Capital
Trust, Inc.,, you should rely only on the information contained in the applicable prospectus, and not on any other information or
representations from any other person or source. NexPoint Capital, Inc. and/or NexPoint Multifamily Capital Trust, Inc. and each person
selling Shares of NexPoint Capital, Inc. and/or NexPoint Multifamily Capital Trust, Inc. shall be responsible for making every reasonable
effort to determine that such purchase of Shares is a suitable and appropriate investment for each investor, based on the information
provided by the prospective investor regarding the investor’s financial situation and investment objectives.

The Companies are required by law to obtain, verify and record certain personal information from you or persons on your behalf in order to
establish the account. Required information includes name, date of birth, permanent residential address and social security/taxpayer
identification number. The Companies may also ask to see other identifying documents. If you do not provide the information, the
Companies may not be able to open your account. By signing the Subscription Agreement, you agree to provide this information and
confirm that this information is true and correct. You further agree that the Companies may discuss your personal information and your
investment in their Shares at any time with your then current financial advisor. If the Companies are unable to verify your identity, or that of
another person(s) authorized to act on your behalf, or if the Companies believe it has identified potentially criminal or other illegal activity,
the Companies reserve the right to take action as they deem appropriate which may include closing your account.
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6.
FINANCIAL ADVISOR Please complete 1 or 2
INFORMATION

1. REGISTERED REPRESENTATIVE (to be completed by selling Registered Representative)

Name of Registered Representative Name of Broker-Dealer
Representative ID # Phone Representative CRD # %

Have you changed firm affiliNs ce last purchase)?
Mailing Address ] Yes [ No

City State Zip \(1/
Email Address v

[] Please check the box if the purchase is being made in the Registered Representatifg’s oNgroker-Dealer’s personal account, in the account of
one of theirimmediate family members, or in the account of any licensed employ th Broker-Dealer.
IF THE BOX IS CHECKED, COMMISSIONS WILL NOT BE PAID ON THE PURCHAS

RIA Representative)

2. REGISTERED INVESTMENT ADVISOR (RIA) REPRESENTATIVE (to be co§p|e

Name of RIA Representative @ Name of RIA Office

Representative ID # Phone 6 RIAIARD #

Mailing Address Name of Clearing Firm

City State Zip Name of Broker-Dealer (if applicable)

( b Have you changed firm affiliation (since last purchase)?

Email Address . [] Yes [] No
7.
FINANCIAL ADVISOR
SIGNATURES
The undersigned confirms b afure that it (i) has reasonable grounds to believe that the information and representations concerning the investor
identified herein are true, corr8 complete in all respects; (ii) has verified that the form of ownership selected is accurate and, if other than individual

ownership, has verified that the individual executing on behalf of the investor is properly authorized and identified; (iii) has discussed such investor’s prospective
purchase of Shares with such investor (iv) has advised such investor of all pertinent facts with regard to the fundamental risks of the investment including lack of
liquidity and marketability of the Shares; (v) has delivered a current prospectus and related amendments and supplements, if any, to such investor; (vi) no sale of
Shares shall be completed until at least five (5) business days after the date the investor receives a copy of the prospectus, as amended or supplemented through
the date hereof; (vii) has reasonable grounds to believe that the investor is purchasing these Shares for his or her own account; and (viii) has reasonable grounds
to believe that the purchase of Shares is a suitable investment for such investor, that the undersigned will obtain and retain records relating to such investor’s
suitability for a period of six years, that such investor meets the suitability standards applicable to such investor set forth in the prospectus (as amended or
supplemented as of the date hereof), and that such investor is in a financial position to enable such investor to realize the benefits of such an investment and to
suffer any loss that may occur with respect thereto and that such investor has an understanding of the fundamental risks of the investment, the background and
qualifications of the persons managing the Companies and the tax consequences of purchasing and owning Shares. The above-identified entity, acting in its
capacity as agent, broker, financial advisor or other investor representative, has performed functions required by federal and state securities laws and, as
applicable, FINRA rules and regulations, including, but not limited to Know Your Customer, Suitability and PATRIOT Act (AML, Customer Identification) as
required by its relationship with the ivestor(s) identified in this document.

Signature of Registered or RIA Representative Date Signature of Supervisory Principal Date

[] I am completing and signing this application pursuant to a power-of-
attorney from the investor. | hereby certify that such power-of-attorney is legally
Signature of Broker-Dealer or Clearing Firm/Platform Date valid and includes within its scope my completion and execution of this
(if applicable) application on behalf of the investor.
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May 12, 2017

Through and including August 10, 2017 (90 days after the date of this prospectus), all dealers that buy, sell or
trade shares of our common stock whether or not participating in this offering, may be required to deliver a
prospectus. This in addition to the dealers’ obligation to deliver a prospectus when acting as soliciting dealers
and with respect to their unsold allotments and subscriptions.
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