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S&P/LSTA All Loans Returns 3.20% in September up 10.53% for the Quarter
The S&P/LSTA all loans index returned 3.20% in September, finishing a quarter that 
saw the loan market return 10.53%. While this was impressive and eclipsed both 
High-grade Corporate and 10 year Treasury indices for the quarter, the return did not 
exceed those of the Equity and High Yield Bond markets, each of which returned 
approximately 15%. The Loan market continued to be led by beaten down cyclical 
sectors including Chemicals/Plastics and Building/Development.  Despite the continued 
rally in these sectors, the average bid within these industries remains below the broader 
index of 85.08.

Loan Market Commentary

Before you invest in the Shares of the Fund, you should be aware of various risks, including those 
described in the prospectus.  You should carefully consider these risks, together with all of the other 
information included in the prospectus, before you decide whether to make an investment in the 
Shares. The risks set out in the prospectus are not the only risks we face. If any of the events listed in 
the prospectus occur, our business, financial condition and results of operations could be materially 
adversely affected. In such case, our net asset value and the trading price of the Shares could decline, 
and you may lose all or part of your investment.

Investment Risks

The performance data quoted represents past performance and does not guarantee 
future results.  There can be no assurances that similar performance will be experienced.  

PFPC Distributors, Inc.
       760 Moore Rd.            King of Prussia, PA 19406
        t. 877.665.1287           www.highlandfunds.com

The performance data quoted here represents past performance and is no guarantee of future results. Investment 
return and principal value will fluctuate so that an investor's shares when redeemed may be worth more or less than 
their original cost. Current performance may be lower or higher than the performance data quoted. For performance 
data current to the most recent month-end, please visit our website at www.highlandfunds.com.
The Credit Suisse-Tremont HFI Long-Short Equity Index is an unmanaged index comprised of selected hedge fund managers that 
implement equity-oriented investing on both the long and short sides of the market.  This index is shown as a benchmark given that
the Fund’s investment style focuses on similar strategies.
The S&P 500 Total Return Index is an unmanaged index of a basket of 500 stocks designed to provide a broad snapshot of the 
overall U.S. equity market.
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Net asset value (NAV) returns do not include sales charges or contingent deferred sales charges (CDSC). Public offering price (POP) 
returns reflect the maximum sales charge of 5.5% on class A shares. The CDSC on class C shares is 1% within the first year from each 
purchase. There is no CDSC on class C shares thereafter. Performance results reflect any voluntary waivers or reimbursements of fund 
expenses by the advisor or its affiliates. Absent these waivers or reimbursement arrangements, performance results would have been 
lower.  The expense ratios as of the most recent fiscal year-end or as reported in the fund’s prospectus were as follows: Class A: 2.60, 
Class C: 3.25.
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Investment Adviser

* For retirement plans, the investment minimum is $25 for 
each of the initial investment, subsequent investments and 
the automatic investment plan.
** Your account must already be established and meet the 
initial investment minimum.
The Fund reserves the right to change investment minimums.  
The Fund also reserves the right to refuse purchase orders for 
any reason, including if it believes that doing so would be in 
the best interests of the Fund and its shareholders.

October 2009

For Institutional / Broker Dealer Use Only

Statements included herein may constitute “forward-looking statements” within the 
meaning of the Private Securities Litigation Reform Act of 1995.  Actual results may 
differ materially from those in the forward-looking statements as a result of a number 
of factors, including those described from time to time in our filings with the 
Securities and Exchange Commission.  We undertake no obligation to update or 
revise any forward-looking statements.

Source: Bloomberg, Standard and Poor’s upgrade to downgrade ratio
Note to Chart: Standard and Poor’s updgrade to downgrade ratio has rallied from a low of 0.09 in the first 
quarter to 0.61 indicating a substantially improved fundamental outlook for debt issuers. 

$14.09

Is the Rebound in Fundamentals Sustainable?
The major rating agencies’ rate of downgrades has dropped significantly over the third 
quarter. Moody's monthly corporate family downgrades over the course of the first six 
months averaged approximately 90 versus an average of 32 for the first two months of 
the third quarter.  This is down significantly from the average monthly downgrade of 55 
experienced since the beginning of 2008.  We believe this substantial improvement is 
reflective of an increasingly improving fundamental picture for high yield debt issuers. 
Another indicator of the strengthening fundamental environment is the improvement in 
the Standard and Poor’s upgrade to downgrade ratio, which troughed at 0.09 in the first 
quarter of 2009, meaning there was one upgrade for every 11 downgrades. During the 
third quarter this ratio increased to 0.61, with S&P having a positive outlook for the 
fourth quarter.

The major rating agencies’ rate of downgrades has dropped significantly over the third quarter. Moody's 
monthly corporate family downgrades over the course of the first six months averaged approximately 
90 versus an average of 32 for the first two months of the third quarter.  This is down significantly from 
the average monthly downgrade of 55 experienced since the beginning of 2008.  This substantial 
improvement is reflective of an increasingly improving fundamental picture for high yield debt issuers. 
Another indicator of the strengthening fundamental environment is the improvement in the Standard 
and Poor’s upgrade to downgrade ratio, which troughed at 0.09 in the first quarter of 2009, meaning 
there was one upgrade for every 11 downgrades. During the third quarter this ratio increased to 0.61, 
with a positive outlook in the fourth quarter. 

Source: S&P/LSTA Leveraged Loan Index September 2009 Review
Note to Chart: Loan market outperforms Investment Grade and Treasuries during the third quarter, but lags 
Equities and High Yield Bonds over the same period. 

Source: S&P/LSTA Leveraged Loan Index October 2007 Review and S&P LCD Weekly Wrap September 4th.
Note to Chart: Since July of 2007 the loan market has experienced four of the worst five months of  index returns performance.  
Despite the historic nature of the loan markets performance during these months the index managed to beat the S&P 500 index  in 
all of those months and the High Yield bond index in all but two of those months.

1 S&P Leveraged Commentary & Data LoanStats Monthly (April 2008)

Defaults have Dropped Dramatically 
S&P’s monthly loan defaults by principal have dropped from a high of $20 
billion in March 2009 to $785 million in September 2009. The monthly 
default average was down almost 75% in the third quarter, from $11 billion 
during the first two quarters of the year to $2.6 billion in the third quarter.  
This decline is a result of actions by issuers to bring their cost structures in 
line with estimated declines in revenue, combined with easing top line 
revenue pressures. These better than expected operational results and 
what appears to be a bottoming out of the macro economic backdrop has 
led to an increase in market appetite for riskier assets. This increased 
appetite has opened up the High Yield Bond and Loan markets to 
refinancings for those issuers with pending maturities providing them with 
additional runway to navigate their way through the current economic 
uncertainty and stave off potential defaults. 

Due in Part to the Falling Default Rates, Estimated Defaults in 2010 
Have Been Cut in Half
For many of the same reasons noted above, Loan market participants 
have dramatically reduced their estimated default rates for 2010. JP 
Morgan has reduced it’s 2010 trailing twelve month estimated default rate 
to 4% vs. it’s previous estimate of 10%. Moody’s projects the U.S. 
speculative-grade trailing twelve month default rate to hit 13.2%  at the end 
of 2009 before falling to 4% in August of 2010. 

1 Bloomberg’s Federal Funds Implied Probability function
Note: The S&P/LSTA Index captures a broad cross section of the U.S. Leveraged loan market, including dollar-denominated, U.S-syndicated 
loans to overseas issuers.   An investment cannot be made directly in an index.). “There can be no assurances that similar performance will be experienced”. 

Past performance does not guarantee future results.  Performance during time period shown is limited and may 
not reflect the performance in different economic and market cycles. There can be no assurance that similar 
performance will be experienced.
This document is for informational purposes only and does not constitute an offer to sell or solicitation of an offer to buy any 
securities or investment services.  Material within is subject to change.  
Note: An investment cannot be made directly in an index.  The S&P/LSTA Leveraged Loan Index (LLI) is a leverage loan index 
which covers the U.S. Loan market. The index reflects the market-weighted performance of institutional leveraged loans in the 
U.S. loan market based upon real-time market weightings, spreads and interest payments, and the Euro portion that is 
syndicated in the European market is tracked by the ELLI. The LLI series currently calculates total return daily with an inception 
date of January 1, 1997. Total return is the product of two components: interest income return and market value return.
Merrill Lynch U.S. High Yield Cash Pay Index is an unmanaged portfolio constructed to mirror the public high-yield debt market.
The S&P 500 Total Return Index is an index of a basket of 500 stocks designed to provide a broad snapshot of the overall U.S. 
equity market. Ordinary cash dividends are applied on the ex-date in calculating the total return series. “Special dividends” are 
those dividends that are outside of the normal payment pattern established historically by the issuing corporation. The total 
return index series reflect both ordinary and special dividends. Investors cannot invest directly into an index. 
The U.S. 10-Year Treasuries Index is an unmanaged index designed to measure debt obligations of the U.S. Treasury that have 
maturities of more than 10 years.  

None of the above referenced individuals or publications are associated with 
Highland Capital Management, L.P. 

1 Barron’s December 1, 2008 interview with Carl Icahn
2 Credit Suisse’s November 21, 2008, Global Equity Strategy 
3 Standard and Poor’s Loan Commentary and Data, “Weekly Wrap December 11, 2008 “ and 
“Default rates: How high will they go? And what about recoveries?”
4 The Australian’s November 13, 2008, “Smart investors pick up senior bank loans”

Source: JP Morgan North America High Yield Research, October Default Monitor
Note to Chart: The above chart illustrates JP Morgan, among others, have cut their expected 
2010 default rate in half. 

Source: S&P/LCD Loan Default monitor
Note to Chart: The above chart illustrates the dramatic decline in the monthly default rate by 
principal, falling over 95% by September from its high of $20 billion of principle amount in March 
of this year.

This document is for informational purposes only and does not constitute an offer to sell or solicitation of an offer to buy any securities or 
investment services.  Material within is subject to change.  
The S&P 500 Total Return Index is an index of a basket of 500 stocks designed to provide a broad snapshot of the overall U.S. equity 
market. Ordinary cash dividends are applied on the ex-date in calculating the total return series. “Special dividends” are those dividends 
that are outside of the normal payment pattern established historically by the issuing corporation. The total return index series reflect both 
ordinary and special dividends. Investors cannot invest directly into an index. 

The S&P/LSTA Leveraged Loan Index (LLI) is a leverage loan index which
covers the U.S. Loan market. The index reflects the market-weighted performance of institutional leveraged loans in the U.S. loan
market based upon real-time market weightings, spreads and interest payments, and the Euro portion that is syndicated in the
European market is tracked by the ELLI. The LLI series currently calculates total return daily with an inception date of January 1, 1997.
Total return is the product of two components: interest income return and market value return.
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