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NEXPOINT

REAL ESTATE FINANCE

April 11, 2023

TO MY FELLOW SHAREHOLDERS,

NexPoint Real Estate Finance, Inc. (NYSE: NREF) (“NREF” or the “Company”) celebrated
its second full year as a public company in 2022. Continuing our success, we hit the
ground running and were able to make numerous investments that we believe will be
accretive to our shareholders, while continuing to stay dedicated to our investment thesis
of deploying capital in asset classes in which our senior management team has extensive
operating experience. For the year 2022, NREF raised the annual dividend run rate to
$2.00 per common share, a 5.3% increase over the prior year. Additionally, as of
December 31, 2022, the Company had $12.5 million in undistributed earnings and intends
to distribute it quarterly in 2023 through a special dividend at $0.185 per share per quarter
or $0.74 per share for the year. Since inception and through March 31, 2023, NREF’s total
return to common shareholders was 20.6%,.

NREF Total Return Performance (Inception through March 31, 2023)
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Note: See “Cautionary Statement Regarding Forward-Looking Statements” in our Form 10-K for the year
ended December 31, 2022, accompanying this letter.



Diversifying Our Portfolio

As of December 31, 2022, our portfolio consisted of 83 investments totaling $1.7 billion.
The debt portfolio was comprised of 43.09 single family rental (SFR), 53.09% multifamily,
2.59%, life sciences, and 1.5% Self Storage.! The portfolio had 5.7 years of average
remaining term, was 92.29, stabilized, and had a weighted average loan-to-value of 68.6%.
The portfolio’s weighted average debt service coverage ratio was 1.78x.

We believe the residential sector, specifically single-family rental and multifamily, provide
the best risk-adjusted returns through all market cycles. Notably, the aggregate historical
losses in Freddie Mac originations have averaged 5 bps per year since 1994.2 Since the
introduction of the K-Deal securitization in 2009, Freddie Mac has issued approximately
$522.1B, with loses of only $46.1MM.3

Like multifamily, we believe the SFR asset class will continue to exhibit growth and
resiliency. The current portfolio of SFR loans is capitalized, in part, by a secured credit
facility with Freddie Mac, which is paired in both duration and character with the underlying
loans. The portfolio has 5.4 years of weighted average term to maturity and generates an
interest-rate spread of approximately 245 bps.4

In 2022, through new investments, we increased our portfolio allocation in self-storage
from 0.0% to 1.5%. Of our self-storage assets, as of December 31, 2022, $50.4 million is
common stock, $7.9 million is in mortgage backed securities and $7.9 million is in
preferred equity investments.

The remaining 2.5% of our debt portfolio was invested in life sciences. Propelled by
tailwinds from COVID, the life-sciences sector has become extremely sought after due to
the undersupply of lab space and specialized biotechnology manufacturing facilities. By
partnering with leaders in the industry, we were able to source several investments we
believe will be accretive to our shareholders.

We also began investing in ground leases, a vehicle we believe is in its nascent stages, with
long-term return potential. While ground leases have existed since the feudal system, it
has recently emerged as an alternative to conventional financing, although it has not been
particularly well publicized. COVID, however, has drastically changed the ground-lease
asset class. Like our life-sciences portfolio, we have partnered with a well-known leader in
the space and look forward to growing this book of business.

1 Based upon unpaid principal balance.

2 Freddie Mac; 4Q 2022.

3 Freddie Mac K-Deal Performance; December 31, 2022.
4 As of December 31, 2022.



Diversifying Our Capital Stack

As discussed above, the SFR portfolio is partially capitalized by a credit facility, matched
in structure and term with the underlying SFR loans, with a weighted average remaining
term of 5.7 years®. As of March 22, 2023, outstanding repo financing was $331.0 million,
which equates to a 59.19% advance rate on our CMBS B-Piece and 10 Strip portfolios.®

The Company also raised capital through the issuance of several debt and equity offerings
in each case achieving lower costs of capital. In January 2022, the Company issued an
additional $35.0 million aggregate principal amount of its 5.75% Unsecured Notes at a
price equal to 100.9% par value, including accrued interest, for proceeds of approximately
$35.1 million after underwriting discounts and commissions. In October 2022, NREF
issued a 7.5% Convertible Note, totaling $6.5 million. The Company also raised $12.6
million from its at-the-market offering. Through these offerings, we were able to connect
with a wide variety of investors, and we continue to be excited about the future of the
Company.

Sincerely,
'He----\;_ / QU—D
/1-’.1

James D. Dondero, President

5 Based on actual collateral posted
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financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. O
Indicate by check mark whether the registrant has filed a report on and attestation to its management’s assessment of the effectiveness of its internal control over financial
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As of March 30, 2023, the registrant had 17,471,238 shares of its common stock, par value $0.01 per share, outstanding.
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Cautionary Statement Regarding Forward-Looking Statements

This annual report contains forward-looking statements within the meaning of the Private Securities Litigation Reform
Act of 1995 that are subject to risks and uncertainties. In particular, statements relating to our liquidity and capital resources,
our performance and results of operations contain forward-looking statements. Furthermore, all of the statements regarding
future financial performance (including market conditions and demographics) are forward-looking statements. We caution
investors that any forward-looking statements presented in this annual report are based on management’s current beliefs and
assumptions made by, and information currently available to, management. When used, the words “anticipate,” “believe,”
“expect,” “intend,” “may,” “might,” “plan,” “estimate,” “project,” “should,” “will,” “would,” “result,” the negative version
of these words and similar expressions that do not relate solely to historical matters are intended to identify forward-looking
statements. You can also identify forward-looking statements by discussions of strategy, plans or intentions.

99 EEINT3 99 EEINT3

Forward-looking statements are subject to risks, uncertainties and assumptions and may be affected by known and
unknown risks, trends, uncertainties and factors that are beyond our control. Should one or more of these risks or uncertainties
materialize, or should underlying assumptions prove incorrect, actual results may vary materially from those anticipated,
estimated or projected. We caution you therefore against relying on any of these forward-looking statements.

Some of the risks and uncertainties that may cause our actual results, performance, liquidity or achievements to differ
materially from those expressed or implied by forward-looking statements include, among others, the following:

*  Unfavorable changes in economic conditions and their effects on the real estate industry generally and our
operations and financial condition, including inflation, rising interest rates, tightening monetary policy or
recession, which may limit our ability to access funding and generate returns for our stockholders;

e Our loans and investments expose us to risks similar to and associated with debt-oriented real estate investments
generally;

*  Commercial real estate-related investments that are secured, directly or indirectly, by real property are subject to
delinquency, foreclosure and loss, which could result in losses to us;

*  Fluctuations in interest rate and credit spreads, could reduce our ability to generate income on our loans and other
investments, which could lead to a significant decrease in our results of operations, cash flows and the market
value of our investments;

*  Risks associated with the ownership of real estate;

e Our loans and investments are concentrated in terms of type of interest, geography, asset types and sponsors and
may continue to be so in the future;

*  We have a substantial amount of indebtedness which may limit our financial and operating activities and may
adversely affect our ability to incur additional debt to fund future needs;

*  We have limited operating history as a standalone company and may not be able to operate our business
successfully, find suitable investments, or generate sufficient revenue to make or sustain distributions to our
stockholders;

*  We may not replicate the historical results achieved by other entities managed or sponsored by affiliates of
NexPoint Advisors, L.P. (our “Sponsor”), members of the NexPoint Real Estate Advisors VII, L.P. (our
“Manager’’) management team or their affiliates;

*  We are dependent upon our Manager and its affiliates to conduct our day-to-day operations; thus, adverse changes
in their financial health or our relationship with them could cause our operations to suffer;

*  Our Manager and its affiliates face conflicts of interest, including significant conflicts created by our Manager’s
compensation arrangements with us, including compensation which may be required to be paid to our Manager if
our management agreement is terminated, which could result in decisions that are not in the best interests of our
stockholders;

*  We pay substantial fees and expenses to our Manager and its affiliates, which payments increase the risk that you
will not earn a profit on your investment;

il



* Ifwe fail to qualify as a real estate investment trust (a “REIT”) for U.S. federal income tax purposes, cash available
for distributions (“CAD”) to be paid to our stockholders could decrease materially, which would limit our ability
to make distributions to our stockholders;

*  Risks associated with the COVID-19 pandemic or the future outbreak of other highly infectious or contagious
diseases;

* Risks associated with a single material weakness that was identified in our review of internal control over financial
reporting and the determination that our internal control over financial reporting and disclosure controls and
procedures were therefore not effective as of December 31, 2022; and

*  Any other risks included under the heading “Risk Factors™ in this annual report.

While forward-looking statements reflect our good faith beliefs, they are not guarantees of future performance. They
are based on estimates and assumptions only as of the date of this annual report. We undertake no obligation to update or
revise any forward-looking statement to reflect changes in underlying assumptions or factors, new information, data or
methods, future events or other changes, except as required by law.

il
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PART1
Item 1. Business

General

CEINNT LEINT3

NexPoint Real Estate Finance, Inc. (the “Company”, “we”, “our”) is a commercial mortgage REIT incorporated in
Maryland on June 7, 2019 that has elected to be taxed as a REIT under the Internal Revenue Code of 1986, as amended (the
“Code”). The Company is focused on originating, structuring and investing in first-lien mortgage loans, mezzanine loans,
preferred equity, convertible notes, multifamily properties and common stock investments, as well as multifamily commercial
mortgage-backed securities securitizations (“CMBS securitizations”), multifamily structured credit risk notes (“MSCR
Notes”) and mortgage-backed securities, or our target assets. Substantially all of the Company’s business is conducted
through NexPoint Real Estate Finance Operating Partnership, L.P. (the “OP”), the Company’s operating partnership. As of
December 31, 2022, the Company held approximately 83.36% of the common limited partnership units in the OP (“OP
Units”) which represents 100% of the Class A OP Units, and the OP owned all of the common limited partnership units
(“SubOP Units”) of its three subsidiary partnerships (collectively, the “Subsidiary OPs”) (see Note 13 to our consolidated
financial statements). At the 2021 annual meeting of the Company, the Company's stockholders approved the potential
issuance of 13,758,905.9 shares of the Company’s common stock to related parties in connection with the redemption of their
OP Units or SubOP Units that may be redeemed for OP Units. As of December 31, 2022, the Company has issued 8,748,735
shares of the Company’s common stock to the redeeming unitholders.

The OP also directly owns all of the membership interests of a limited liability company (the “Mezz LLC”) through
which it owns a portfolio of mezzanine loans, as further discussed below. NexPoint Real Estate Finance OP GP, LLC (the
“OP GP”) is the sole general partner of the OP. In addition to OP Units, the Company holds all 2,000,000 of the issued and
outstanding 8.50% Series A Cumulative Redeemable Preferred Units (liquidation preference $25.00 per unit) in our OP (the
“Series A Preferred Units”). The Series A Preferred Units have economic terms that are substantially the same as the terms
of our 8.50% Series A Cumulative Redeemable Preferred Stock (the “Series A Preferred Stock™). The Series A Preferred
Units rank, as to distributions and upon liquidation, senior to OP Units.

The Company commenced operations on February 11, 2020 upon the closing of its initial public offering of shares of
its common stock (the “IPO”). Prior to the closing of the [PO, the Company engaged in a series of transactions through which
it acquired an initial portfolio consisting of senior pooled mortgage loans backed by single family rental (“SFR”) properties
(the “SFR Loans”), the junior most bonds of multifamily CMBS securitizations (the “CMBS B-Pieces”), mezzanine loan and
preferred equity investments in real estate companies and properties in other structured real estate investments within the
multifamily, SFR and self-storage asset classes (the “Initial Portfolio”). The Initial Portfolio was acquired from affiliates (the
“Contribution Group”) of our Sponsor, pursuant to a contribution agreement with the Contribution Group through which the
Contribution Group contributed their interest in the Initial Portfolio to special purpose entities (“SPEs”) owned by the
Subsidiary OPs, in exchange for SubOP Units (the “Formation Transaction”). Subsequent to the Formation Transaction, the
Company has continued to invest in asset types and real estate sectors within the Initial Portfolio and expanded to include
additional asset types and real estate sectors.

The Company is externally managed through a management agreement dated February 6, 2020 and amended as of
July 17, 2020 and November 3, 2021, for an initial three-year term that expired on February 6, 2023 and successive one-year
terms thereafter unless earlier terminated (as amended, the “Management Agreement”), by and between the Company and
the Manager. The Manager conducts substantially all of the Company’s operations and provides asset management services
for its real estate investments. The Company expects it will only have accounting employees while the Management
Agreement is in effect. All of the Company’s investment decisions are made by the Manager, subject to general oversight by
the Manager’s investment committee and the Company’s board of directors (the “Board”). The Manager is wholly owned by
our Sponsor.

The Company’s primary investment objective is to generate attractive, risk-adjusted returns for stockholders over the
long term. We intend to achieve this objective primarily by originating, structuring and investing in our target assets. We
concentrate on investments in real estate sectors where our senior management team has operating expertise, including in the
multifamily, SFR, self-storage, life science, hospitality and office sectors predominantly in the top 50 metropolitan statistical
areas (“MSAs”). In addition, we target lending or investing in properties that are stabilized or have a “light transitional”
business plan, meaning a property that requires limited deferred funding to support leasing or ramp-up of operations and for
which most capital expenditures are for value-add improvements. Through active portfolio management we seek to take
advantage of market opportunities to achieve a superior portfolio risk-mix that delivers attractive total returns.



2022 Highlights

Key highlights and transactions completed in 2022 include the following:

Purchases and Investments

We made the following purchases and investments in 2022:

Outstanding
Investment Principal Cost (% of Par Current Maturity Interest Rate
Investment Date Tranche Amount Value) Coupon (4) Yield (4) Date Type
Convertible Notes 1/12/2022 N/A $ 38,656,456 99.5% 9.00 % 9.05%  12/27/2023 Fixed Rate
Preferred Equity............. 1/14/2022 N/A 19,594,241 (1) 99.5% 10.00 % 10.05 % 9/29/2023 Fixed Rate
FRESB 2019-SB64........ 2/3/2022 X1 27,106,367 (2) 8.0 % 1.25% 15.57 % 5/25/2029 Interest Only
FREMF 2017-K62......... 2/10/2022 D 10,000,000 71.0 % —% 7.03% 12/31/2026 Zero-Coupon
FRESB 2019-SB64........ 3/18/2022 X1 32,209,026 (2) 7.4 % 1.25% 16.91 % 5/25/2029 Interest Only
Bridge Loan.................... 3/31/2022 N/A 13,500,000 99.5% 9.00 % 5.03% 10/1/2022 Floating Rate
Preferred Equity............. 4/7/2022 N/A 4,000,000 (3) 99.0 % 13.77 % 10.86 % 9/1/2030 Floating Rate
Common Stock .............. 4/14/2022 N/A 25,000,000 100.0 % N/A N/A N/A N/A
FRESB 2019-SB58........ 5/2/2022 B 40,727,072 92.6 % 435% 4.70%  11/25/2038 Fixed Rate
MSCR 2022-MN4 ......... 5/25/2022 M2 4,000,000 125.0 % 10.03 % 10.03 % 5/25/2052 Floating Rate
MSCR 2022-MN4 ......... 5/25/2022 Bl 5,000,000 80.0 % 7.03 % 7.03 % 5/25/2052 Floating Rate
STAR 2021-SFRI1.......... 6/1/2022 G 10,419,000 95.1% 4.08 % 4.28 % 4/17/2026 Floating Rate
AMSR 2020-SFR4 ........ 6/1/2022 G2 10,074,000 95.1% 4.87 % 512%  11/19/2025 Fixed Rate
Preferred Equity.... 6/8/2022 N/A 4,000,000 99.0 % 9.99 % 10.09 % 9/1/2030 Floating Rate
Mezzanine Loan ... 6/9/2022 N/A 4,500,000 99.0 % 11.50 % 11.61 % 6/9/2025 Floating Rate
Mezzanine Loan ............ 7/1/2022 N/A 9,000,000 99.0 % 11.00 % 11.10 % 7/1/2027 Fixed Rate
PROG 2020-SFR 3 ........ 7/28/2022 H 575,000 98.3 % 6.23 % 6.33%  10/17/2027 Fixed Rate
AMSR 2021-SFR1 7/28/2022 F 1,057,000 843 % 3.60 % 4.23% 6/20/2028 Fixed Rate
FREMF 2022-KF140..... 7/28/2022 CS 70,480,514 100.0 % 8.29 % 8.29 % 7/25/2029 Floating Rate
Preferred Equity............. 8/10/2022 Bl 8,500,000 99.0 % 14.61 % 14.74 % 9/9/2025 Floating Rate
FREMF 21K-F103......... 9/12/2022 CS 4,472,571 1122 % 9.29 % 9.27 % 1/25/2031 Floating Rate
MSCR 2021-MN 3 ........ 9/23/2022 Bl 1,500,000 91.7 % 10.37 % 11.40 %  11/25/2051 Floating Rate
JPMCC 2022-NXSS...... 9/29/2022 E 8,000,000 99.8 % 9.57 % 9.59 % 9/15/2027 Floating Rate
Preferred Equity............. 9/30/2022 N/A 9,000,000 99.0 % 13.76 % 13.89 % 10/1/2025 Floating Rate
Preferred Equity............. 10/5/2022 N/A 4,030,000 99.0 % 14.52 % 14.66 % 1/1/2028 Floating Rate
Preferred Equity............. 10/19/2022 N/A 15,000,000 99.5 % 10.00 % 10.05 % 9/29/2023 Fixed Rate

$ 380,401,247

(1) Includes investments made on January 14, 2022, January 19, 2022 and January 27, 2022.

(2) I/O Strips reflect initial notional value.
(3) Includes investments made on April 7, 2022 and May 3, 2022.
(4) Current yield and coupon as of December 31, 2022.



We acquired one property in 2022. Details of the acquisition are in the table below (dollars in thousands):

Property Name Location Date of Acquisition Purchase Price Mortgage Debt # Units Effective Ownership
Elysian at Hughes..... Las Vegas, NV 2/1/2022 $ 184,100 $ 89,634 368 36.0 %
Dispositions and Loan Payoffs

The following investments were disposed of, sold, matured or redeemed in 2022:
Net Gain
Investment Disposition = Amortized Disposition Prepayment  (Loss) on

Investment Date Date Cost Basis Proceeds Penalties  Prepayment
Preferred Equity.................. 11/8/2021 1/11/2022  § 6,574,994 $§ 6,639,367 $§ 544,796 $ 609,169
Preferred Equity.................. 2/11/2020 1/12/2022 5,278,530 5,056,000 — (222,530)
SFR Loan......c..cccccecveniennee 2/11/2020 1/25/2022 7,967,571 7,438,341 1,687,146 1,157,916
SFR Loan.......ccccccevveuennenne. 2/11/2020 1/25/2022 8,432,259 7,728,462 2,074,920 1,371,123
SFR Loan......c..cccccecveneennee 2/11/2020 1/25/2022 18,573,187 16,969,898 4,579,526 2,976,237
Preferred Equity.................. 11/8/2021 1/28/2022 16,439,352 16,598,416 1,280,543 1,439,607
Mezzanine Loan ................. 1/21/2021 1/31/2022 1,513,720 1,540,798 — 27,078
SFR Loan......c.cccecceveneenncns 2/11/2020 2/25/2022 65,986,054 62,023,000 12,545,996 8,582,942
Convertible Notes............... 1/12/2022 4/14/2022 33,992,809 34,134,820 853,371 995,382
SFR Loan......c..cccccecveneennee 2/11/2020 4/25/2022 6,644,645 6,052,385 1,335,603 743,343
Preferred Equity.................. 11/8/2021 6/28/2022 6,845,200 6,912,217 216,699 283,716
FREMF 2020-K113 X2A ...  8/6/2020 7/19/2022 8,046,260 6,962,393 — (1,083,867)
Bridge Loan.........ccccceeuene. 3/31/2022 8/9/2022 13,467,500 13,500,000 — 32,500
SFR Loan.......ccccceevveevennenne. 2/11/2020 9/25/2022 4,895,376 4,596,169 643,833 344,625
Mezzanine Loan ................. 10/20/2020  9/25/2022 1,116,983 1,082,000 10,820 (24,163)
205,774,441 197,234,265 25,773,254 17,233,078

Repurchase Agreement Financing

As described further below, the Company entered into a master repurchase agreement in April 2020. The table below
provides additional details regarding borrowings under the master repurchase agreement as of December 31, 2022 (dollars in

thousands):
December 31, 2022
Facility Collateral
Weighted Weighted Weighted
average average average
Date Outstanding  Carrying  Final stated interest life (years) Outstanding  Amortized Carrying life (years)
issued face amount value maturity rate (1) 2) face amount cost basis value (3) 2)
Master
Repurchase
Agreements
CMBS
Mizuho®.............. 4/15/2020 331,020 331,020 N/A (5) 5.83 % 0.2 974,440 543,919 539,736 7.0
(1) Weighted-average interest rate using unpaid principal balances.

extension options are exercised by the borrower.
CMBS are shown at fair value on an unconsolidated basis.

Weighted-average life is determined using the maximum maturity date of the corresponding loans, assuming all

In April 2020, three of our subsidiaries entered into a master repurchase agreement with Mizuho Securities

(“Mizuho”). Borrowings under these repurchase agreements are collateralized by portions of the CMBS B-Pieces,
CMBS interest only strips (“CMBS I/O Strips”), MSCR Notes and mortgage backed securities.

have a one-month to two-month tenor and are expected to roll accordingly.

3

The master repurchase agreement with Mizuho does not have a stated maturity date. The transactions in place



Notes Offering

On January 25, 2022, the Company issued $35.0 million in aggregate principal amount of 5.75% Senior Unsecured
Notes due 2026 (the “5.75% Notes”) at a price equal to 100.9% of par value, including accrued interest, for proceeds of
approximately $35.1 million after original issue discount and underwriting fees. The proceeds of the issuance were used to
purchase a preferred equity investment. During 2022, the Company purchased $5.0 million in aggregate principal amount of
its 5.75% Notes which were cancelled upon settlement. As of December 31, 2022, there was $165.0 million in aggregate
principal amount of the 5.75% Notes outstanding.

OP Unit Redemption

At the 2021 annual meeting of the Company, the Company's stockholders approved the potential issuance of
13,758,905.9 shares of the Company's common stock to related parties in connection with the redemption of their OP Units
or SubOP Units that may be redeemed for OP Units. During 2022, the Company issued 7,269,603 shares of the Company’s
common stock to redeeming unitholders. As of December 31, 2022, the Company had issued 8,748,735 shares of the
Company’s common stock to redeeming unitholders.

At-the-Market-Program

On March 15, 2022, the Company, the OP and the Manager entered into separate equity distribution agreements (the
“2022 Equity Distribution Agreements”) with each of Raymond James & Associates, Inc. ("Raymond James"), Keefe,
Bruyette & Woods, Inc., Robert W. Baird & Co. Incorporated and Virtu Americas LLC (collectively, the “Sales Agents”),
pursuant to which the Company could issue and sell from time to time shares of the Company's common stock and Series A
Preferred Stock having an aggregate sales price of up to $100.0 million (the “2022 ATM Program™). The 2022 Equity
Distribution Agreements provide for the issuance and sale of common stock or Series A Preferred Stock by the Company
through a Sales Agent acting as a Sales Agent or directly to the Sales Agent acting as principal for its own account at a price
agreed upon at the time of sale. As of December 31, 2022, pursuant to the 2022 Equity Distribution Agreements, the Company
had sold 531,728 shares of its common stock and zero shares of Series A Preferred Stock for total gross sales of $12.6 million.
For additional information about the 2022 ATM Program, see Note 11 to our consolidated financial statements.

Share Repurchase Program

On March 9, 2020, the Board authorized a share repurchase program (the “Share Repurchase Program”) through which
the Company could repurchase an indeterminate number of shares of our common stock at an aggregate market value of up
to $10.0 million in shares of its common stock, par value $0.01 per share, during a two-year period that expired on March 9,
2022. On September 28, 2020, the Board authorized the expansion of the Share Repurchase Program to include the
Company’s Series A Preferred Stock with the same period and repurchase limit. The Company could utilize various methods
to affect the repurchases, and the timing and extent of the repurchases will depend upon several factors, including market and
business conditions, regulatory requirements and other corporate considerations, including whether the Company’s common
stock is trading at a significant discount to net asset value ("NAV") per share. Repurchases under this program could be
discontinued at any time. From inception through expiration, the Company repurchased 327,422 shares of its common stock,
par value $0.01 per share, at a total cost of approximately $4.8 million, or $14.61 per share. These repurchased shares of
common stock are classified as treasury stock and reduce the number of shares of the Company’s common stock outstanding
and, accordingly, are considered in the weighted-average number of shares outstanding during the period in which the
repurchases were made. On March 3, 2021, the Company cancelled 40,435 shares of common stock, reducing the total
classified as treasury stock to 286,987.

NexPoint Storage Partners, Inc.

On December 8, 2022 and in connection with a restructuring of NexPoint Storage Partners, Inc. (“NSP”), the Company,
through a subsidiary (“REIT Sub”), together with NexPoint Diversified Real Estate Trust, Highland Income Fund and
NexPoint Real Estate Strategies Fund (collectively, the “Co-Guarantors™), as guarantors, entered into a Sponsor Guaranty
Agreement in favor of Extra Space Storage, LP ("Extra Space") pursuant to which REIT Sub and the Co-Guarantors
guaranteed obligations of NSP with respect to NSP’s newly created Series D Preferred Stock and two promissory notes in an
aggregate principal amount of approximately $64.2 million issued to Extra Space. The guaranties by REIT Sub and the Co-
Guarantors are capped at $97.6 million, which cap amount will be reduced as the guaranteed obligations of NSP are paid.
Each of REIT Sub and the Co-Guarantors generally guaranteed the foregoing obligations of NSP up to the cap amount on a
pro rata basis with respect to its percentage ownership of NSP’s common stock. The maximum liability of REIT Sub under
the guaranties is approximately $83.8 million. As of December 31, 2022, the Company owns approximately 25.8% of the
total outstanding shares of common stock of NSP.



Bridge Loan Financing

On July 28, 2022, the Company entered into a $38.7 million bridge facility (the “July 2022 Bridge Facility”) with
Raymond James Bank, N.A. and immediately drew $38.7 million. The proceeds from the July 2022 Bridge Facility were
used to financing the acquisition of the FREMF 2022-KF 140 securitization. On July 29, 2022, the July Bridge Facility was
repaid in full and is no longer outstanding.

Freddie Mac Credit Facility

During 2022, the Company made payments under a Credit Facility (defined below) assumed by the Company as part
of the Formation Transaction in the amount of $97.7 million. The Credit Facility is guaranteed by certain members of the
Contribution Group and the OP and secured by senior pooled mortgage loans backed by SFR properties (the “Underlying
Loans”). The guarantors are subject to minimum net worth liquidity covenants. The Company’s borrowings under the Credit
Facility will mature on July 12, 2029; however, if an Underlying Loan matures or is paid off prior to July 12, 2029, the
Company will be required to repay the portion of the Credit Facility that is allocated to that loan. No additional borrowings
can be made under the Credit Facility. As of December 31, 2022, the outstanding balance on the Credit Facility was $628.6
million.

Convertible Promissory Note

On October 18, 2022, the Company, through a subsidiary, borrowed $6.5 million from NFRO REIT Sub, LLC (the
“Holder”) and issued $6.5 million aggregate amount of a 7.50% note to the Holder maturing on October 18, 2027. Beginning
on January 1, 2023 through June 30, 2027, the Holder may elect to convert all or any part of the outstanding principal and
accrued but unpaid interest due, and all other amounts due and payable to the Holder thereunder or in connection therewith,
into equity interests of an affiliate of the borrower.

Our Portfolio

Our portfolio consists of SFR Loans, CMBS B-Pieces, CMBS /O Strips, mezzanine loans, preferred equity
investments, common stock investments, multifamily properties, MSCR Notes and mortgage-backed securities with a
combined unpaid principal balance of $2.0 billion at December 31, 2022 and assumes the assets and liabilities of the ten
Freddie Mac K-Series securitization entities (the “CMBS Entities”) are not consolidated. For more information about the
CMBS Entities, see Note 2 to our consolidated financial statements.

Our portfolio, based on total unpaid principal balance as of December 31, 2022, excluding the consolidation of the
CMBS B-Pieces, as described further below, is approximately 42.6% SFR Loans, approximately 36.0% multifamily CMBS
B-Pieces, approximately 2.9% CMBS I/O Strips, approximately 10.1% mezzanine loans, approximately 5.7% preferred
equity investments, approximately 0.6% MSCR Notes, and approximately 2.1% mortgage backed securities. Total liabilities,
excluding the consolidation of the CMBS B-Pieces, with respect to each of the aforementioned investment structures in our
portfolio are approximately $628.6 million, approximately $283.9 million, approximately $26.4 million, approximately $59.3
million, approximately $0.0 million, approximately $0.0 million and approximately $0.0 million, respectively. Our CMBS
B-Piece investments as a percentage of total assets, excluding the consolidation of the CMBS B-Pieces, reflects the assets
that we actually own. However, in accordance with the applicable accounting standards, we consolidate all of the assets and
liabilities of the trusts that issued the CMBS B-Pieces that we own which we are deemed to control.

Our portfolio, based on total unpaid principal balance as of December 31, 2022, including the consolidation of the
CMBS B-Pieces, is approximately 8.9% SFR Loans, approximately 86.7% multifamily CMBS B-Pieces, approximately 0.6%
CMBS 1/O Strips, approximately 2.1% mezzanine loans, approximately 1.2% preferred equity investments, approximately
0.1% MSCR Notes, and approximately 0.4% mortgage-backed securities. Total liabilities, including the consolidation of the
CMBS B-Pieces, with respect to each of the aforementioned investment structures in our portfolio are approximately $628.6
million, approximately $6.2 billion, approximately $26.4 million, approximately $59.3 million, approximately $0.0 million,
approximately $0.0 million and approximately $0.0 million, respectively.

Our portfolio, based on net equity as of December 31, 2022, is approximately 14.8% SFR Loans, approximately 28.0%
multifamily CMBS B-Pieces, approximately 3.1% CMBS I/O Strips, approximately 15.9% mezzanine loans, approximately
13.7% preferred equity investments, approximately 11.8% common stock investments, approximately 9.5% multifamily
property real estate, approximately 0.7% MSCR Notes, and approximately 2.5% mortgage-backed securities. Net equity
represents the carrying value less our leverage on the asset.



As a whole, we believe our portfolio of investments have a relatively low risk profile: 92.9% of the underlying
properties in our portfolio are stabilized and have a weighted average occupancy of 89.5%; the portfolio-wide weighted
average debt service coverage ratio (“DSCR”) is 1.78; the weighted average loan to value (“LTV”) of our investments is
68.6%; and the weighted average maturity is 5.9 years as of December 31, 2022. These metrics do not reflect our common
stock investments in NSP and the Private REIT or our multifamily properties, shown as real estate investment, net on the
Consolidated Balance Sheets, at December 31, 2022. For additional information related to the diversification of the collateral
associated with our portfolio, including with respect to interest rate category, underlying property type, investment structure
and geography, see “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Our
Portfolio.

Primary Investment Objective

Our primary investment objective is to generate attractive, risk-adjusted returns for stockholders over the long term.
We intend to achieve this objective primarily by originating, structuring and investing in our target assets. We target lending
or investing in properties that are stabilized or have a light transitional business plan with positive DSCRs and high-quality
Sponsors.

Through active portfolio management we seek to take advantage of market opportunities to achieve a superior
portfolio risk-mix that delivers attractive total returns. Our Manager regularly monitors and stress-tests each investment and
the portfolio as a whole under various scenarios, enabling us to make informed and proactive investment decisions.

Target Investments

We invest primarily in first-lien mortgage loans, mezzanine loans, preferred equity, convertible notes, multifamily
properties and common stock investments, as well as multifamily CMBS securitizations (including CMBS B-Pieces and
CMBS 1/0 Strips), MSCR Notes and mortgage-backed securities, with a focus on lending or investing in properties that are
stabilized or have a light transitional business plan primarily in the multifamily, SFR, self-storage, hospitality and office real
estate sectors predominantly in the top 50 MSAs. These investment types are discussed below:

*  First-Lien Mortgage Loans: We make investments in senior loans that are secured by first priority mortgage
liens on real estate properties. The loans may vary in duration, bear interest at a fixed or floating rate and amortize,
typically with a balloon payment of principal at maturity. These investments may include whole loans or pari
passu participations within such senior loans.

*  Mezzanine Loans: We originate or acquire mezzanine loans. These loans are subordinate to the first-lien
mortgage loan on a property, but senior to the equity of the borrower. These loans are not secured by the underlying
real estate, but generally can be converted into preferred equity of the mortgage borrower or owner of a mortgage
borrower, as applicable.

*  Preferred Equity: We make investments that are subordinate to any mortgage or mezzanine loan, but senior to
the common equity of the borrower. Preferred equity investments typically receive a preferred return from the
issuer’s cash flow rather than interest payments and often have the right for such preferred return to accrue if there
is insufficient cash flow for current payment. These investments are not secured by the underlying real estate, but
upon the occurrence of a default, the preferred equity provider typically has the right to effect a change of control
with respect to the ownership of the property.

*  CMBS B-Pieces: We make investments in the junior-most bonds comprising some or all of the BB-rated, B-rated
and unrated tranches of CMBS securitization pools. In the CMBS structure, underlying commercial real estate
loans are typically aggregated into a pool with the pool issuing and selling different tranches of bonds and
securities to different investors. Under the pooling and servicing agreements that govern these securitization pools,
the loans are administered by a trustee and servicers, who act on behalf of all CMBS investors, distribute the
underlying cash flows to the different classes of securities in accordance with their seniority. Historically, a single
investor acquires all of the below-investment grade securities that comprise each CMBS B-Piece. CMBS B-Pieces
have been a successful and sought-after securitization program offering a wide-range of residential and
multifamily products. As of December 31, 2022, there have been 510 Freddie Mac K-deal issuances for a
combined $522.1 billion and 24,997 loans originated and securitized since 2009.

*  CMBS I/O Strips: We make investments in CMBS I/O Strips, which are interest only and inverse interest only
CMBS securitization that represent the right to the interest component of the cash flow from a pool of mortgage
loans of CMBS structured pass-through certificates.



*  MSCR Notes: We make investments in MSCR Notes, which are unguaranteed securities designed to transfer to
investors a portion of the credit risk associated with eligible multifamily mortgages linked to a reference pool.
MSCR Notes offer capital markets investors provide an innovative way to add U.S. multifamily housing market
exposure while benefiting from Freddie Mac’s industry leading underwriting and credit risk management
standards.

*  Mortgage Backed Securities: We make investments in mortgage-backed securities. Each mortgage-backed
security consists of a bundle of home loans and other real estate debt bought from issuers. We receive periodic
payments similar to bond coupon payments.

*  Convertible Notes: We originate or acquire convertible notes. These notes are subordinate to any first mortgage
and can be converted into common equity of the borrower.

*  Common Stock: We acquire common stock in the real estate sector, including through convertible notes that can
provide a stable source of income through dividends, opportunities for capital appreciation, and a level of
diversification to our Portfolio.

*  Multifamily Property: We make investments in multifamily properties with a value-add component in large
cities and suburban submarkets of large cities primarily in the Southeastern and Southwestern United States.

Our Financing Strategy

While we do not have any formal restrictions or policy with respect to our debt-to-equity leverage ratio, we currently
expect that our leverage will not exceed a ratio of 3-to-1. We believe this leverage ratio is prudent given that leverage typically
exists at the asset level. The amount of leverage we may employ for particular assets depends upon the availability of
particular types of financing and our Manager’s assessment of the credit, liquidity, price volatility and other risks of those
assets and financing counterparties. Our decision to use leverage to finance our assets is at the discretion of our Manager,
subject to review by our Board, and is not subject to the approval of our stockholders. We generally intend to match leverage
term and structure to that of the underlying investment financed. For additional information on sources of and trends regarding
our liquidity, see “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Liquidity and Capital Resources.”



Our Structure

The following chart shows our ownership structure as of the date hereof:
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Our Manager

We are externally managed by our Manager through the Management Agreement dated February 6, 2020 and amended
as of July 17,2020 and November 3, 2021, for an initial three-year term that expired on February 6, 2023 and successive one-
year terms thereafter unless earlier terminated. Our Manager conducts substantially all of our operations and provides asset
management services for our real estate investments. We expect we will only have accounting employees while the
Management Agreement is in effect. All of our investment decisions are made by our Manager, subject to general oversight
by our Manager’s investment committee and the Board. Our Manager is wholly owned by our Sponsor. The members of our
Manager’s investment committee are James Dondero, Matt McGraner, Matthew Goetz, and Brian Mitts.

Our Management Agreement

We pay our Manager an annual management fee. We do not pay any incentive fees to our Manager. We also reimburse
our Manager for expenses it incurs on our behalf.

Pursuant to the Management Agreement, subject to the overall supervision of our Board, our Manager manages our
day-to-day operations, and provides investment management services to us. Under the terms of this agreement, our Manager
will, among other things:

* identify, evaluate and negotiate the structure of our investments (including performing due diligence);

*  find, present and recommend investment opportunities consistent with our investment policies and objectives;



e structure the terms and conditions of our investments;

* review and analyze financial information for each investment in our overall portfolio;
e close, monitor and administer our investments; and

* identify debt and equity capital needs and procure the necessary capital.

As consideration for the Manager’s services, we pay our Manager an annual management fee of 1.5% of Equity (as
defined below), paid monthly, in cash or shares of our common stock at the election of our Manager (the “Annual Fee”).

“Equity” means (a) the sum of (1) total stockholders’ equity immediately prior to the closing of the IPO, plus (2) the
net proceeds received by us from all issuances of our equity securities in and after the IPO, plus (3) our cumulative Earnings
Available for Distribution (“EAD”) from and after the IPO to the end of the most recently completed calendar quarter, (b)
less (1) any distributions to holders of our common stock from and after the IPO to the end of the most recently completed
calendar quarter and (2) all amounts that we have paid to repurchase for cash the shares of our equity securities from and
after the IPO to the end of the most recently completed calendar quarter. In our calculation of Equity, we will adjust our
calculation of EAD to remove the compensation expense relating to awards granted under one or more of our long-term
incentive plans that is added back in our calculation of EAD. Additionally, for the avoidance of doubt, Equity does not include
the assets contributed to us in the Formation Transaction.

“EAD” means the net income (loss) attributable to our common stockholders computed in accordance with generally
accepted accounting principles it the United States (“GAAP”), including realized gains and losses not otherwise included in
net income (loss), excluding any unrealized gains or losses or other similar non-cash items that are included in net income
(loss) for the applicable reporting period, regardless of whether such items are included in other comprehensive income (loss),
or in net income (loss) and adding back amortization of stock-based compensation. Net income (loss) attributable to common
stockholders may also be adjusted for the effects of certain adjustments made in accordance with GAAP and transactions that
may not be indicative of our current operations, in each case after discussions between the Manager and the independent
directors of our Board and approved by a majority of the independent directors of our Board.

Incentive compensation may be payable to our executive officers and certain other employees of our Manager or its
affiliates pursuant to a long-term incentive plan adopted by us and approved by our stockholders. As discussed above,
compensation expense is not considered when determining EAD, in that we add back compensation expense to net income
in the calculation of EAD. However, compensation expense is considered when determining Equity, in that we will adjust
our calculation of EAD to remove the compensation expense that is added back in our calculation of EAD.

We are required to pay directly or reimburse our Manager for all of the documented “operating expenses” (all out-of-
pocket expenses of our Manager in performing services for us, including but not limited to the expenses incurred by our
Manager in connection with any provision by our Manager of legal, accounting, financial and due diligence services
performed by our Manager that outside professionals or outside consultants would otherwise perform, compensation expenses
under any long-term incentive plan adopted by us and approved by our stockholders and our pro rata share of rent, telephone,
utilities, office furniture, equipment, machinery and other office, internal and overhead expenses of our Manager required for
our operations) and “offering expenses” (any and all expenses (other than underwriters’ discounts) paid or to be paid by us
in connection with an offering of our securities, including, without limitation, our legal, accounting, printing, mailing and
filing fees and other documented offering expenses) paid or incurred by our Manager or its affiliates in connection with the
services it provides to us pursuant to the Management Agreement. However, our Manager is responsible, and we will not
reimburse our Manager or its affiliates, for the salaries or benefits to be paid to personnel of our Manager or its affiliates who
serve as our officers, except that 50% of the salary of our VP of Finance is allocated to us and we may grant equity awards
to our officers under a long-term incentive plan adopted by us and approved by our stockholders. Direct payment of operating
expenses by us, which includes compensation expense relating to equity awards granted under our long-term incentive plan,
together with reimbursement of operating expenses to our Manager, plus the Annual Fee, may not exceed 2.5% of equity
book value for any calendar year or portion thereof, provided, however, that this limitation will not apply to offering expenses,
legal, accounting, financial, due diligence and other service fees incurred in connection with extraordinary litigation and
mergers and acquisitions and other events outside the ordinary course of our business or any out-of-pocket acquisition or due
diligence expenses incurred in connection with the acquisition or disposition of certain real estate-related investments. To the
extent total corporate general and administrative (“G&A”) expenses would otherwise exceed 2.5% of equity book value, our
Manager will waive all or a portion of the Annual Fee to keep our total corporate G&A expenses at or below 2.5% of equity
book value.



The Management Agreement has an initial three-year term that expired on February 6, 2023 and successive one-year
terms thereafter unless earlier terminated. We have the right to terminate the Management Agreement on 30 days’ written
notice upon the occurrence of a cause event (as defined in the Management Agreement). The Management Agreement can
be terminated by us or our Manager without cause upon the expiration of the then-current term with at least 180 days’ written
notice to the other party prior to the expiration of such term. Our Manager may also terminate the agreement with 30 days’
written notice if we have materially breached the agreement and such breach has continued for 30 days before we are given
such notice. In addition, the Management Agreement will automatically terminate in the event of an Advisers Act Assignment
(as defined in the Management Agreement) unless we provide written consent. A termination fee will be payable to our
Manager by us upon termination of the Management Agreement for any reason, including non-renewal, other than a
termination by us upon the occurrence of a cause event or due to an Advisers Act Assignment. The termination fee will be
equal to three times the average Annual Fee earned by our Manager during the two-year period immediately preceding the
most recently completed calendar quarter prior to the effective termination date.

Under the terms of the Management Agreement, our Manager will indemnify and hold harmless us, our subsidiaries
and our OP from all claims, liabilities, damages, losses, costs and expenses, including amounts paid in satisfaction of
judgments, in compromises and settlements, as fines and penalties and legal or other costs and expenses of investigating or
defending against any claim or alleged claim, of any nature whatsoever, known or unknown, liquidated or unliquidated, that
are incurred by reason of our Manager’s bad faith, fraud, willful misfeasance, intentional misconduct, gross negligence or
reckless disregard of its duties; provided, however, that our Manager will not be held responsible for any action of our Board
in following or declining to follow any written advice or written recommendation given by our Manager. However, the
aggregate maximum amount that our Manager may be liable to us pursuant to the Management Agreement will, to the extent
not prohibited by law, never exceed the amount of the Annual Fees received by our Manager under the Management
Agreement prior to the date that the acts or omissions giving rise to a claim for indemnification or liability have occurred. In
addition, our Manager will not be liable for special, exemplary, punitive, indirect, or consequential loss, or damage of any
kind whatsoever, including without limitation lost profits. The limitations described in the preceding two sentences will not
apply, however, to the extent such damages are determined in a final binding non-appealable court or arbitration proceeding
to result from the bad faith, fraud, willful misfeasance, intentional misconduct, gross negligence or reckless disregard of our
Manager’s duties.

Competition

Our profitability depends, in large part, on our ability to acquire our target assets at attractive prices. We are subject to
significant competition in acquiring our target assets. In particular, we will compete with a variety of institutional investors,
including other REITs, specialty finance companies, public and private funds, commercial and investment banks, hedge
funds, mortgage bankers, commercial finance and insurance companies, governmental bodies and other financial institutions.
We may also compete with our Sponsor and its affiliates for investment opportunities. There are significant potential conflicts
of interest that could affect our investment returns. In addition, there are several REITs with similar investment objectives
and others may be organized in the future. These other REITs will increase competition for the available supply of our target
assets and other real estate related assets suitable for investment. Some of our anticipated competitors have greater financial
resources, access to lower costs of capital and access to funding sources that may not be available to us, such as funding from
the U.S. government, if we are not eligible to participate in programs established by the U.S. government. In addition, some
of our competitors are not subject to the operating constraints associated with REIT tax compliance or maintenance of an
exclusion or exemption from the Investment Company Act of 1940 (the “Investment Company Act”). Furthermore, some of
our competitors may have higher risk tolerances or different risk assessments, which could allow them to consider a wider
variety of investments, or pay higher prices, than we can. Current market conditions may attract more competitors, which
may increase the competition for our target assets. An increase in the competition for such assets may increase the price of
such assets, which may limit our ability to generate attractive risk-adjusted current income and capital appreciation for our
stockholders, thereby adversely affecting the market price of our common stock.

In the face of this competition, we expect to have access to our Sponsor’s professionals and their industry experience,
which we believe will provide us with a competitive advantage and help us assess investment risks and determine appropriate
pricing for potential investments. We expect that these relationships will enable us to compete more efficiently and effectively
for attractive investment opportunities. Although we believe we are well positioned to compete effectively, there can be no
assurance that we will be able to achieve our business goals or expectations due to the extensive competition in our market
sector. We operate in a competitive market for investment opportunities and future competition may limit our ability to
acquire desirable investments in our target assets and could also affect the pricing of our securities.
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Operating and Regulatory Structure
REIT Qualification

We have elected to be treated as a REIT for U.S. federal income tax purposes, beginning with our taxable year ended
December 31, 2020. We believe that we have been organized in conformity with the requirements for qualification and
taxation as a REIT under the Code, and that our intended manner of operation will enable us to meet the requirements for
qualification and taxation as a REIT. However, we cannot assure you that we will qualify and remain qualified as a REIT.
To qualify as a REIT, we must meet on a continuing basis, through our organization and actual investment and operating
results, various requirements under the Code relating to, among other things, the sources of our gross income, the composition
and values of our assets, our distribution levels and the diversity of ownership of shares of our stock. If we fail to qualify as
a REIT in any taxable year and do not qualify for certain statutory relief provisions, we will be subject to U.S. federal income
tax at corporate rates and may be precluded from qualifying as a REIT for the subsequent four taxable years following the
year during which we failed to qualify as a REIT. Even if we qualify for taxation as a REIT, we may be subject to some U.S.
federal, state and local taxes on our income or property or REIT “prohibited transactions” taxes with respect to certain of our
activities. Any distributions paid by us generally will not be eligible for taxation at the preferred U.S. federal income tax rates
that apply to certain distributions received by individuals from taxable corporations.

Investment Company Act Exclusion

We, as well as our subsidiaries, intend to conduct our operations so that we are not required to register as an investment
company under the Investment Company Act. Section 3(a)(1)(A) of the Investment Company Act defines an investment
company as any issuer that is or holds itself out as being engaged primarily, or proposes to engage primarily, in the business
of investing, reinvesting or trading in securities. Section 3(a)(1)(C) of the Investment Company Act defines an investment
company as any issuer that is engaged or proposes to engage in the business of investing, reinvesting, owning, holding or
trading in securities and owns or proposes to acquire investment securities having a value exceeding 40% of the value of the
issuer’s total assets (exclusive of U.S. Government securities and cash items) on an unconsolidated basis, which we refer to
as the 40% test. Excluded from the term “investment securities,” among other things, are U.S. Government securities and
securities issued by majority-owned subsidiaries that are not themselves investment companies and are not relying on the
exclusion from the definition of investment company set forth in Section 3(c)(1) or Section 3(c)(7) of the Investment
Company Act.

We are organized as a holding company and conduct our business primarily through our OP and through subsidiaries
of our OP. We anticipate that our OP will always be at least a majority-owned subsidiary. We intend to conduct our operations
so that neither we nor our OP will hold investment securities in excess of the limit imposed by the 40% test. The securities
issued by any wholly owned or majority-owned subsidiaries that we may form in the future that are excluded from the
definition of “investment company” based on Section 3(c)(1) or 3(c)(7) of the Investment Company Act, together with any
other investment securities we may own, may not have a value in excess of 40% of the value of our total assets (exclusive of
U.S. government securities and cash items) on an unconsolidated basis. We will monitor our holdings to ensure continuing
and ongoing compliance with this test. In addition, we believe that neither we nor our OP are considered an investment
company under Section 3(a)(1)(A) of the Investment Company Act because neither of us engage primarily, propose to engage
primarily, or hold ourselves out as being engaged primarily in the business of investing, reinvesting or trading in securities.
Rather, we and our OP are primarily engaged in the non-investment company businesses of our subsidiaries.

We anticipate that certain of our subsidiaries will meet the requirements of the exclusion set forth in Section 3(c)(5)(C)
of the Investment Company Act, which excludes entities primarily engaged in the business of “purchasing or otherwise
acquiring mortgages and other liens on and interests in real estate.” To meet this exclusion, the Securities and Exchange
Commission (the “SEC”) staff has taken the position that at least 55% of a subsidiary’s assets must constitute qualifying
assets (as interpreted by the SEC staff under the Investment Company Act) and at least another 25% of assets (subject to
reduction to the extent the subsidiary invested more than 55% of its total assets in qualifying assets) must constitute real
estate-related assets under the Investment Company Act (and no more than 20% comprised of miscellaneous assets). In
general, we also expect, with regard to our subsidiaries relying on Section 3(c)(5)(C), to rely on other guidance published by
the SEC staff and on our analyses of guidance published with respect to other types of assets to determine which assets are
qualifying assets and real estate-related assets. Maintaining the Section 3(c)(5)(C) exclusion, however, will limit our ability
to make certain investments.
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Emerging Growth Company and Smaller Reporting Company Status

Section 107 of the Jumpstart Our Business Startups Act (the “JOBS Act”) provides that an emerging growth company
can take advantage of the extended transition period provided in Section 13(a) of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”), for complying with new or revised accounting standards applicable to public companies. In
other words, an emerging growth company can delay the adoption of certain accounting standards until those standards would
otherwise apply to private companies. We have elected to take advantage of this extended transition period. As a result of
this election, our financial statements may not be comparable to companies that comply with public company effective dates
for such new or revised standards. We may elect to comply with public company effective dates at any time, and such election
would be irrevocable pursuant to Section 107(b) of the JOBS Act.

We are also a “smaller reporting company” as defined in Regulation S-K under the Securities Act of 1933, as amended
(the “Securities Act”), and may elect to take advantage of certain of the scaled disclosures available to smaller reporting
companies. We may be a smaller reporting company even after we are no longer an “emerging growth company.”

Human Capital Disclosure

We are externally managed by our Manager pursuant to the Management Agreement between us and our Manager.
All of our executive officers are employees of our Manager or its affiliates. As of December 31, 2022, we had one employee
whose salary is 50% allocated to us for reimbursement to our Manager. This employee is an accounting employee. We
endeavor to maintain workplaces that are free from discrimination or harassment on the basis of color, race, sex, national
origin, ethnicity, religion, age, disability, sexual orientation, gender identification or expression or any other status protected
by applicable law. The basis for recruitment, hiring, development, training, compensation and advancement is an employee's
qualifications performance, skills and experience. Our employee is fairly compensated, without regard to gender, race and
ethnicity, and routinely recognized for outstanding performance.

COVID-19 Pandemic Updates

For information on the effects that the COVID-19 pandemic has had on our business, see Note 2 to our consolidated
financial statements and “Risk Factors—The current COVID-19 pandemic or the future outbreak of other highly infectious
or contagious diseases could materially and adversely impact or disrupt our financial condition, results of operations, cash
flows and performance.”

Corporate Information

Our and our Manager’s offices are located at 300 Crescent Court, Suite 700, Dallas, Texas 75201. Our and our
Manager’s telephone number is (214) 276-6300. Our website is located at nref.nexpoint.com. Information contained on, or
accessible through, our website is not incorporated by reference into and does not constitute a part of this annual report or
any other report or documents we file with or furnish to the SEC.

Item 1A. Risk Factors

You should carefully consider the following risks and other information in this annual report in evaluating us and our
common stock. Any of the following risks, as well as additional risks and uncertainties not currently known to us or that we
currently deem immaterial, could materially and adversely affect our business, financial condition or results of operations,
and could, in turn, impact the trading price of our common stock.

Summary Risk Factors

The following is a summary of some of the risks and uncertainties that could materially adversely affect our business,
financial condition and results of operations. You should read this summary together with the more detailed description of
each risk factor contained below.

* unfavorable changes in economic conditions and their effects on the real estate industry generally and our
operations and financial condition, including inflation, rising interest rates, tightening monetary policy or
recession, which may limit our ability to access funding and generate returns for our stockholders, as well as the
risk we make significant changes to our strategies in a market downturn, or fail to do so;

o risks associated with ownership of real estate, including properties in transition, subjectivity of valuation,
environmental matters and lack of liquidity in certain asset classes;
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the exposure of our loans and investments to risks similar to debt-oriented real estate investments generally,
including the risk of delinquency, foreclosure and loss in any of our commercial real estate-related investments
that are secured, directly or indirectly, by real property;

fluctuations in interest rate and credit spreads that could reduce our ability to generate income on our loans and
investments;

competition for desirable loans and investments;

the concentration of our loans and investments in terms of type of interest, geography, asset types and sponsors;
the risk of downgrade of any credit ratings assigned to our loans and investments;

the risk that any distressed loans or investments we may make may subject us to bankruptcy risks;

risks associated with CMBS securitizations and with investments in synthetic form;

our dependence on information systems and risks associated with breaches of our data security;

costs associated with being a public company, including compliance with securities laws;

the risk of adverse impact to our business if there are deficiencies in our disclosure controls and procedures or
internal control over financial reporting;

risks associated with the COVID-19 pandemic or the future outbreak of other highly infectious or contagious
diseases;

risks associated with the single material weakness that was identified in our internal control over financial
reporting related to the Elysian at Hughes Center investment and the determination that our internal control over
financial reporting and disclosure controls and procedures were not effective as of December 31, 2022;

risks associated with our substantial current indebtedness and indebtedness we may incur in the future;
risks associated with insurance, derivatives or hedging activity, including counterparty risk;

risks associated with our limited operating history and the possibility that we may not replicate the historical
results achieved by other entities managed or sponsored by affiliates of our Sponsor, members of our Manager’s
management team or their affiliates;

our dependence on our Manager, its affiliates and personnel to conduct our day-to-day operations and identify
and realize returns on our loans and investments within very broad investment guidelines and without fiduciary
duties to us or a requirement to seek Board approval,

risks associated with the Manager’s ability to terminate the Management Agreement (as defined below) and risks
associated with any potential internalization of our management functions;

conflicts of interest and competing demands for time faced by our Manager, our Sponsor and their respective
affiliates, officers and employees, and other significant potential conflicts of interest including in connection with
(1) substantial fees and expenses we pay to our Manager and its affiliates which may increase the risk that you will
not earn a profit on your investment and (ii) competition with entities affiliated with our Manager and our Sponsor
for investments;

the risk of failure to maintain our status as a REIT and make required distributions to maintain such status, failure
of which may materially limit our cash available for distribution to our stockholders and the risk of failure to
maintain our status if values of our real estate investments rapidly change;

the risk of failure of our OP to be taxable as a partnership for U.S. federal income tax purposes, possibly causing
us to fail to qualify for or to maintain REIT status;

compliance with REIT requirements, which may limit our ability to hedge our liabilities effectively and cause us
to forgo otherwise attractive opportunities, liquidate certain of our investments or incur tax liabilities;
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»  the risk that certain of our business activities are potentially subject to the prohibited transaction tax and that even
if we qualify as a REIT we may be subject to other tax liabilities that may reduce our tax flows and distributions
on our capital stock;

» the ineligibility of dividends payable by REITs for the reduced tax rates available for some dividends;
»  the ability of our Board to revoke our REIT qualification without stockholder approval;

*  our ability to change our major policies, operations and targeted investments without stockholder consent and our
Board’s issuance of and ability to further issue debt securities or equity securities that may adversely impact the
value or priority of or have dilutive effect on shares of our capital stock or discourage a third-party acquisition;

»  risks associated with (i) provisions in our governing documents that may limit stockholders’ choice of forum for
disputes with us or discourage an acquisition of our securities or a change in control, including stock ownership
restrictions and limits and (ii) provisions of Maryland law, including the Maryland General Corporation Law (the
“MGCL”), that may limit the ability for a third-party acquisition;

» recent and potential legislative or regulatory changes or other actions with respect to tax, securitization, financial
or other matters affecting REITs, the mortgage industry or debt-oriented real estate investments generally;

« the general volatility of the capital and credit markets and the impact on the market for our capital stock;

» the risk that we may not realize gains or income from our investments, that the repayments of our loans and
investments may cause our financial performance and returns to investors to suffer or that we may experience a
decline in the fair value of our assets;

» risks associated with the Highland Bankruptcy (as defined below), including possible materially adverse
consequences on our business, financial condition and results of operations;

o risks associated with holding shares of the Series A Preferred Stock, including limited voting rights, possible
volatility in price and trading volume, subordination to our debt, dilution upon future issuances, possible lack of
conversion rights on a change of control and the lack of a rating on the Series A Preferred Stock;

» risk of failure to generate sufficient cash flows to service outstanding indebtedness or pay distributions on our
capital stock at expected levels, and the risk that we may borrow funds or use funds from other sources to pay
distributions; and

»  risks associated with the concentration of our share ownership.
Risks Related to Our Business
Our loans and investments expose us to risks similar to and associated with debt-oriented real estate investments generally.

We invest primarily in investments in or relating to real estate-related businesses, assets or interests. Any deterioration
of real estate fundamentals generally, and in the United States in particular, could negatively impact our performance by
making it more difficult for entities in which we have an investment, or “borrower entities,” to satisfy debt payment
obligations, increasing the default risk applicable to borrower entities, and/or making it relatively more difficult for us to
generate attractive risk-adjusted returns. Changes in general economic conditions will affect the creditworthiness of borrower
entities and may include economic and/or market fluctuations, changes in environmental, zoning and other laws, casualty or
condemnation losses, regulatory limitations on rents, decreases in property values, changes in the appeal of properties to
tenants, changes in supply and demand, fluctuations in real estate fundamentals, energy supply shortages, various uninsured
or uninsurable risks, natural disasters, pandemics, changes in government regulations (such as rent control), changes in real
property tax rates and operating expenses, changes in interest rates, changes in the availability of debt financing and/or
mortgage funds which may render the sale or refinancing of properties difficult or impracticable, increased mortgage defaults,
increases in borrowing rates, negative developments in the economy that depress travel activity, demand and/or real estate
values generally and other factors that are beyond our control. The value of securities of companies that service the real estate
business sector may also be affected by such risks.

We cannot predict the degree to which economic conditions generally, and the conditions for loans and investments in
real estate, will improve or deteriorate. Declines in the performance of the U.S. and global economies or in the real estate
debt markets could have a material adverse effect on our business, financial condition and results from operations. In addition,
market conditions relating to real estate debt and preferred equity investments have evolved since the global financial crisis,

14



which has resulted in a modification to certain structures and/or market terms. Any such changes in structures and/or market
terms may make it relatively more difficult for us to monitor and evaluate our loans and investments.

Our real estate investments are subject to risks particular to real property. These risks may result in a reduction or
elimination of or return from an investment secured by a particular property.

Real estate investments are subject to various risks, including:

* acts of nature, including extreme weather, earthquakes, floods and other natural disasters, as result of climate
change or otherwise, which may result in uninsured losses;

* acts of war, terrorism, social unrest or civil disturbances, including the consequences of such acts;
* adverse changes in national and local economic and market conditions;

e changes in governmental laws and regulations, fiscal policies and zoning ordinances and the related costs of
compliance with laws and regulations and ordinances;

»  costs of remediation and liabilities associated with environmental conditions including, but not limited to, indoor
mold; and

*  the potential for uninsured or under-insured property losses.

If any of these or similar events occurs, it may reduce our return from an affected property or investment and reduce
or eliminate our ability to pay dividends to stockholders.

Commercial real estate-related investments that are secured, directly or indirectly, by real property are subject to
delinquency, foreclosure and loss, which could result in losses to us.

Commercial real estate debt instruments (e.g., first-lien mortgage loans, mezzanine loans, preferred equity and CMBS)
that are secured by commercial property are subject to risks of delinquency and foreclosure and risks of loss that are greater
than similar risks associated with loans made on the security of single-family residential property. The ability of a borrower
to repay a loan secured by an income-producing property or properties typically is dependent primarily upon the successful
operation of the property or properties rather than upon the existence of independent income or assets of the borrower. If the
net operating income of the property is reduced, the borrower’s ability to repay the loan may be impaired. Net operating
income of an income-producing property can be affected by, among other things:

* tenant mix and tenant bankruptcies;

*  success of tenant businesses;

*  property management decisions, including with respect to capital improvements, particularly in older building
structures;

»  property location and condition;

*  competition from other properties offering the same or similar services;

* changes in laws that increase operating expenses or limit rents that may be charged;

* any need to address environmental contamination at the property;

»  changes in national, regional or local economic conditions and/or specific industry segments;
*  declines in regional or local real estate values;

*  declines in regional or local rental or occupancy rates;

» changes in interest rates and in the state of the debt and equity capital markets, including diminished availability
or lack of debt financing for commercial real estate;

» changes in real estate tax rates and other operating expenses;
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» changes in governmental rules, regulations and fiscal policies, including environmental legislation;

* natural disasters, acts of war, terrorism, social unrest and civil disturbances, which may decrease the availability
of or increase the cost of insurance or result in uninsured losses; and

e adverse changes in zoning laws.

In addition, we are exposed to the risk of judicial proceedings with our borrowers and entities we invest in, including
bankruptcy or other litigation, as a strategy to avoid foreclosure or enforcement of other rights by us as a lender or investor.
In the event that any of the properties or entities underlying or collateralizing our loans or investments experiences any of the
foregoing events or occurrences, the value of, and return on, such investments, could adversely affect our results of operations
and financial condition.

Fluctuations in interest rates and credit spreads could reduce our ability to generate income on our loans and other
investments, which could lead to a significant decrease in our results of operations, cash flows and the market value of
our investments.

Our primary interest rate exposures relate to the yield on our loans and other investments and the financing cost of our
debt, as well as interest rate swaps that we may utilize for hedging purposes. Changes in interest rates and credit spreads may
affect our net income from loans and other investments, which is the difference between the interest and related income we
earn on our interest-earning investments and the interest and related expense we incur in financing these investments. Interest
rate and credit spread fluctuations resulting in our interest and related expense exceeding interest and related income would
result in operating losses for us. Changes in the level of interest rates and credit spreads also may affect our ability to make
loans or investments, the value of our loans and investments and our ability to realize gains from the disposition of assets.
Increases in interest rates and credit spreads may also negatively affect demand for loans and could result in higher borrower
default rates.

Our operating results depend, in part, on differences between the income earned on our investments, net of credit
losses, and our financing costs. The yields we earn on our floating-rate assets and our borrowing costs tend to move in the
same direction in response to changes in interest rates. However, one can rise or fall faster than the other, causing our net
interest margin to expand or contract. In addition, we could experience reductions in the yield on our investments and an
increase in the cost of our financing. Although we seek to match the terms of our liabilities to the expected lives of loans that
we acquire or originate, circumstances may arise in which our liabilities are shorter in duration than our assets, resulting in
their adjusting faster in response to changes in interest rates. For any period during which our investments are not match-
funded, the income earned on such investments may respond more slowly to interest rate fluctuations than the cost of our
borrowings. Consequently, changes in interest rates, particularly short-term interest rates, may immediately and significantly
decrease our results of operations and cash flows and the market value of our investments. In addition, unless we enter into
hedging or similar transactions with respect to the portion of our assets that we fund using our balance sheet, returns we
achieve on such assets will generally increase as interest rates for those assets rise and decrease as interest rates for those
assets decline.

Macroeconomic trends including inflation, rising interest rates or recession may adversely affect our financial condition
and results of operations.

Macroeconomic trends, including increases in inflation and rising interest rates, may adversely impact our business,
financial condition and results of operations. Inflation in the United States has recently accelerated to historically high levels
and may continue at an elevated level in the near-term. Rising inflation could have an adverse impact on G&A expenses, as
these costs could increase at a rate higher than our rental revenue, interest income or other revenue. Inflationary pressures
have increased our direct and indirect operating and investment costs, including for labor at the corporate levels. With regard
to our multifamily properties, inflationary pressures have increased or may have the effect of increasing our costs related to
property management, third-party contractors and vendors, insurance, transportation and taxes, and our residents may also be
adversely impacted by higher cost of living expenses, including food, energy and transportation, which may increase our rate
of tenant defaults and harm our operating results.
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The U.S. Federal Reserve began rapidly raising the federal funds rate to decade-high levels in 2022 to combat inflation
and restore price stability, and has signaled that the federal funds rate may continue to rise in 2023. In addition, the Federal
Reserve began a quantitative tightening program in June of 2022. The combination of these actions have resulted in an
increase in prevailing interest rates and a flattening of the yield curve. Certain of our investments pay interest at a fixed rate,
and the relative value of the fixed cash flows from these investments will decrease as prevailing interest rates rise or increase
as prevailing interest rates fall, causing potentially significant changes in value. In addition, to the extent our exposure to
increases in interest rates on any of our debt is not eliminated through interest rate swaps and interest rate protection
agreements that we may utilize for hedging purposes, such increases will result in higher debt service costs which will
adversely affect our cash flows. We cannot assure you that our access to capital and other sources of funding will not become
constrained, which could adversely affect the availability and terms of future borrowings, renewals or refinancings. Such
future constraints could increase our borrowing costs, which would make it more difficult or expensive to obtain additional
financing or refinance existing obligations and commitments, which could slow or deter future growth.

In addition, these actions by the Federal Reserve, as well as efforts by other central banks globally to combat inflation
and restore price stability and other global events, may raise the prospect or severity of a recession. The war in Ukraine adds,
and other international tensions or escalations of conflict may add, instability to the uncertainty driving socioeconomic forces,
which may continue to have an impact on global trade and result in inflation or economic instability. The COVID-19
pandemic or the future outbreak of other highly infectious or contagious diseases may also generally impair the performance
of investments, increase funding costs, limit access to the capital markets or result in decisions by lenders not to extend credit.
Present conditions and the state of the U.S and global economies make it difficult to predict whether and/or when and to what
extent a recession will occur in the near future. Should a recession occur, or if one already exists and worsens in the future,
it could negatively impact the value of commercial and residential real estate and the value of our investments, potentially
materially. While the Company has taken steps to prepare for a potential downturn in the economy, should a recession occur,
or if one already exists and worsens in the future, there can be no guaranty that the Company’s efforts will prevent any
negative impacts to the value of the Company’s investments.

Our loans and investments may be subject to fluctuations in interest rates that may not be adequately protected, or
protected at all, by our hedging strategies.

Our assets include loans with either floating interest rates or fixed interest rates. Floating rate loans earn interest at
rates that adjust from time to time (typically monthly) based upon an index (typically one-month LIBOR or the Secured
Overnight Financing Rate (“SOFR”)). These floating rate loans are insulated from changes in value specifically due to
changes in interest rates; however, the coupons they earn fluctuate based upon interest rates (again, typically one-month
LIBOR or SOFR) and, in a declining and/or low interest rate environment, these loans would earn lower rates of interest and
this would impact our operating performance. Conversely, in an increasing and/or high interest rate environment, these loans
would earn higher rates of interest, which would also impact our operating performance. Fixed interest rate loans, however,
do not have adjusting interest rates and the relative value of the fixed cash flows from these loans will decrease as prevailing
interest rates rise or increase as prevailing interest rates fall, causing potentially significant changes in value. We may employ
various hedging strategies to limit the effects of changes in interest rates (and in some cases credit spreads), including
engaging in interest rate swaps, caps, floors and other interest rate derivative products. We believe that no strategy can
completely insulate us from the risks associated with interest rate changes and there is a risk that such strategies may provide
no protection at all and potentially compound the impact of changes in interest rates. Hedging transactions involve certain
additional risks such as counterparty risk, leverage risk, the legal enforceability of hedging contracts, the early repayment of
hedged transactions and the risk that unanticipated and significant changes in interest rates may cause a significant loss of
basis in the contract and a change in current period expense. We cannot make assurances that we will be able to enter into
hedging transactions or that such hedging transactions will adequately protect us against the foregoing risks.

Accounting for derivatives under GAAP may be complicated. Any failure by us to meet the requirements for applying
hedge accounting in accordance with GAAP could adversely affect our earnings. In particular, derivatives are required to be
highly effective in offsetting changes in the value or cash flows of the hedged items (and appropriately designated and/or
documented as such). If it is determined that a derivative is not highly effective at hedging the designated exposure, hedge
accounting is discontinued and the changes in fair value of the instrument are included in our reported net income.
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Our loans and investments are concentrated in terms of type of interest, geography, asset types and sponsors and may
continue to be so in the future.

One of our loans that is a fixed rate loan has an unpaid principal balance of approximately $508.7 million as of
December 31, 2022, which equates to approximately 25.2% of the total unpaid principal balance of our portfolio. This loan
is collateralized by a portfolio of 4,823 SFR properties with 47.6% of the units being located in the Atlanta-Sandy Springs-
Alpharetta, Georgia MSA. In addition, approximately 33.6% of our portfolio is in the SFR asset class and approximately
53.4% of the unpaid principal balance in our portfolio is located in Florida and Georgia. In the future, our investments may
continue to be concentrated in terms of type of interest (i.e. fixed vs. floating), geography, asset type and sponsors, as we are
not required to observe specific diversification criteria, except as may be set forth in the investment guidelines adopted by
our Board. Therefore, our investments in our target assets are and could in the future be, secured by properties concentrated
in a limited number of geographic locations or concentrated in certain property types that are subject to higher risk of default
or foreclosure.

Asset concentration may cause even modest changes in the value of the underlying real estate assets to significantly
impact the value of our investments. As a result of any high levels of concentration, any adverse economic, political or other
conditions that disproportionately affects those geographic areas or asset classes could have a magnified adverse effect on
our results of operations and financial condition, and the value of our stockholders’ investments could vary more widely than
if we invested in a more diverse portfolio of loans.

We operate in a competitive market for lending and investment opportunities and competition may limit our ability to
originate or acquire desirable loans and investments in our target assets and could also affect the yields of these assets.

A number of entities compete with us to make the types of loans and investments that we make. Our profitability
depends, in large part, on our ability to originate or acquire our target assets on attractive terms. In originating or acquiring
our target assets, we compete with a variety of institutional lenders and investors, including other REITs, specialty finance
companies, public and private funds (including other funds managed by affiliates of our Manager and Sponsor), commercial
and investment banks, commercial finance and insurance companies and other financial institutions. Several other REITSs
have raised, or are expected to raise, significant amounts of capital, and may have investment objectives that overlap with
ours, which may create additional competition for lending and investment opportunities. Some competitors may have a lower
cost of funds and access to funding sources that are not available to us. Many of our competitors are not subject to the
operating constraints associated with REIT compliance or maintenance of an exclusion from regulation under the Investment
Company Act. 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, offer more attractive pricing or other terms and establish more
relationships than us. Furthermore, competition for originations of and investments in our target assets may lead to the yields
of such assets decreasing, which may further limit our ability to generate satisfactory returns. 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, desirable loans and investments in our target assets may be limited in the
future, and we may not be able to take advantage of attractive lending and investment opportunities that may exist from time
to time, as we can provide no assurance that we will be able to identify and originate loans or make investments that are
consistent with our investment objectives.

Prepayment rates may adversely affect the value of our portfolio of assets.

The value of our assets may be affected by prepayment rates on loans. If we originate or acquire mortgage-related
securities or a pool of mortgage securities, we anticipate that the mortgage loans or the underlying mortgages will prepay at
a projected rate generating an expected yield. If we purchase assets at a premium to the par value or principal balance of the
security or loans, when borrowers prepay their loans faster than expected, the corresponding prepayments on the mortgage-
related securities may reduce the expected yield on such securities because we will have to amortize the related premium on
an accelerated basis. Conversely, if we purchase assets at a discount to either the principal balance of the loans or the par
value of the loans underlying the securities, when borrowers prepay their mortgage loans slower than expected, the decrease
in corresponding prepayments on the mortgage-related securities may reduce the expected yield on such securities because
we will not be able to accrete the related discount as quickly as originally anticipated. Prepayment rates on loans may be
affected by a number of factors including, but not limited to, the availability of mortgage credit, the relative economic vitality
of the area in which the related properties are located, the servicing of the mortgage loans, possible changes in tax laws,
changes in interest rates, other opportunities for investment, homeowner mobility and other economic, social, geographic,
demographic and legal factors and other factors beyond our control. Consequently, such prepayment rates cannot be predicted
with certainty and no strategy can completely insulate us from prepayment or other such risks. In periods of declining interest
rates, prepayment rates on loans generally increase, though prepayment rates on loans are not guaranteed to remain the same
or decrease in periods of increasing interest rates. If general interest rates decline at the same time, the proceeds of such
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prepayments received are likely to be reinvested by us in assets yielding less than the yields on the assets that were prepaid.
In addition, as a result of the risk of prepayment, the market value of the prepaid assets may benefit less than other fixed
income securities from declining interest rates. Prepayment rates could have an adverse effect on other of our portfolio
investments, including our mezzanine loans and preferred equity investments or on additional investments we may make in
the future.

The lack of liquidity in certain of our target assets may adversely affect our business.

The illiquidity of certain of our target assets may make it difficult for us to sell such investments if the need or desire
arises. Certain target assets such as first-lien mortgage loans, common stock investments, CMBS B-Pieces, CMBS 1/O Strips,
MSCR Notes, mortgage-backed securities, mezzanine and other loans (including participations) and preferred equity, in
particular, are relatively illiquid investments. In addition, certain of our investments may become less liquid after our
investment as a result of periods of delinquencies or defaults or turbulent market conditions, which may make it more difficult
for us to dispose of such assets at advantageous times or in a timely manner. Moreover, many of the loans and securities we
invest in will not be registered under the relevant securities laws, resulting in prohibitions against their transfer, sale, pledge
or their disposition except in transactions that are exempt from registration requirements or are otherwise in accordance with
such laws. As a result, we expect many of our investments will be illiquid, and if we are required to liquidate all or a portion
of our portfolio quickly, for example as a result of margin calls, we may realize significantly less than the value at which we
have previously recorded our investments. Further, we may face other restrictions on our ability to liquidate an investment to
the extent that we or our Manager and/or its affiliates has or could be attributed as having material, non-public information
regarding such business entity. As a result, our ability to vary our portfolio in response to changes in economic and other
conditions may be relatively limited, which could adversely affect our results of operations and financial condition.

Our success depends on the availability of attractive loans and investments and our Manager’s ability to identify, structure,
consummate, leverage, manage and realize returns on our loans and investments.

Our operating results are dependent upon the availability of attractive loans and investments, as well as our Manager’s
ability to identify, structure, consummate, leverage, manage and realize returns on our loans and investments. In general, the
availability of favorable investment opportunities and, consequently, our returns, will be affected by the level and volatility
of interest rates, conditions in the financial markets, general economic conditions, the demand for loan and investment
opportunities in our target assets and the supply of capital for such opportunities. We cannot make any assurances that our
Manager will be successful in identifying and consummating loans and investments that satisfy our rate of return objectives
or that such loans and investments, once made, will perform as anticipated.

Any distressed loans or investments we make, or loans and investments that later become distressed, may subject us to
losses and other risks relating to bankruptcy proceedings.

Our loans and investments may include making distressed investments from time to time (e.g., investments in
defaulted, out-of-favor or distressed bank loans and debt securities) or may involve investments that become “non-
performing” following our acquisition thereof. Certain of our investments may include properties that typically are highly
leveraged, with significant burdens on cash flow and, therefore, involve a high degree of financial risk. During an economic
downturn or recession, loans or securities of financially or operationally troubled borrowers or issuers are more likely to go
into default than loans or securities of other borrowers or issuers. Loans or securities of financially or operationally troubled
issuers are less liquid and more volatile than loans or securities of borrowers or issuers not experiencing such difficulties.
The market prices of such securities are subject to erratic and abrupt market movements and the spread between bid and asked
prices may be greater than normally expected. Investment in the loans or securities of financially or operationally troubled
borrowers or issuers involves a high degree of credit and market risk.

In certain limited cases (e.g., in connection with a workout, restructuring and/or foreclosing proceedings involving one
or more of our investments), the success of our investment strategy with respect thereto will depend, in part, on our ability to
effectuate loan modifications and/or restructure and improve the operations of the borrower entities. The activity of
identifying and implementing successful restructuring programs and operating improvements entails a high degree of
uncertainty. There can be no assurance that we will be able to identify and implement successful restructuring programs and
improvements with respect to any distressed loans or investments we may have from time to time.

These financial difficulties may not be overcome and may cause borrower entities to become subject to bankruptcy or
other similar administrative proceedings. There is a possibility that we may incur substantial or total losses on our loans and
investments and, in certain circumstances, become subject to certain additional potential liabilities that may exceed the value
of our original investment therein. For example, under certain circumstances, a lender that has inappropriately exercised
control over the management and policies of a debtor may have its claims subordinated or disallowed or may be found liable
for damages suffered by parties as a result of such actions. In any reorganization or liquidation proceeding relating to our

19



investments, we may lose our entire investment, may be required to accept cash or securities with a value less than our original
investment and/or may be required to accept different terms, including payment over an extended period of time. In addition,
under certain circumstances, payments to us may be reclaimed if any such payment or distribution is later determined to have
been a fraudulent conveyance, preferential payment, or similar transaction under applicable bankruptcy and insolvency laws.
Furthermore, bankruptcy laws and similar laws applicable to administrative proceedings may delay our ability to realize on
collateral for loan positions held by us, may adversely affect the economic terms and priority of such loans through doctrines
such as equitable subordination or may result in a restructuring of the debt through principles such as the “cramdown”
provisions of the bankruptcy laws.

We may not have control over certain of our loans and investments.

Our ability to manage our portfolio of loans and investments may be limited by the form in which they are made. In
certain situations, we may:

*  acquire investments subject to rights of senior classes and servicers under intercreditor or servicing agreements;
e acquire only a minority and/or a non-controlling participation in an underlying investment;

e co-invest with others through partnerships, joint ventures or other entities, thereby acquiring non-controlling
interests; or

* rely on independent third-party management or servicing with respect to the management of an asset.

Therefore, we may not be able to exercise control over all aspects of our loans or investments. Such financial assets
may involve risks not present in investments where senior creditors, junior creditors, servicers or third parties controlling
investors are not involved. Our rights to control the process following a borrower default may be subject to the rights of senior
or junior creditors or servicers whose interests may not be aligned with ours. A partner or co-venturer may have financial
difficulties resulting in a negative impact on such asset, may have economic or business interests or goals that are inconsistent
with ours, or may be in a position to take action contrary to our investment objectives. In addition, we may, in certain
circumstances, be liable for the actions of our partners or co-venturers.

We may make preferred equity investments in entities over which we will not have voting control. We intend to ensure
that the terms of our investments require that the respective entities take all actions necessary to preserve our REIT status and
avoid taxation at the REIT level. However, because we will not control such entities, they may cause us to fail one or more
of the REIT tests. In that event, we intend to take advantage of all available provisions in the REIT statutes and regulations
to cure any such failure, which provisions may require payments of penalties. We believe that we will be successful in
maintaining our REIT status, but no assurances can be given.

CMBS B-Pieces, CMBS I/O Strips, mezzanine loans, preferred equity and other investments that are subordinated or
otherwise junior in an issuer’s capital structure and that involve privately negotiated structures expose us to greater risk
of loss.

We invest in debt instruments (including CMBS B-Pieces, CMBS I/O Strips and mezzanine loans) and preferred equity
that are subordinated or otherwise junior in an issuer’s capital structure and that involve privately negotiated structures. Our
investments in subordinated debt and mezzanine tranches of a borrower’s capital structure and our remedies with respect
thereto, including the ability to foreclose on any collateral securing such investments, are subject to the rights of any senior
creditors and, to the extent applicable, contractual intercreditor and/or participation agreement provisions. Significant losses
related to such loans or investments could adversely affect our results of operations and financial condition.

Investments in subordinated debt involve greater credit risk of default than the senior classes of the issue or series. As
a result, with respect to our investments in CMBS B-Pieces, CMBS I/O Strips, mezzanine loans and other subordinated debt,
we would potentially receive payments or interest distributions after, and must bear the effects of losses or defaults on the
senior debt (including underlying senior loans, senior mezzanine loans, subordinated promissory notes (“B-Notes”), preferred
equity or senior CMBS bonds, as applicable) before the holders of other more senior tranches of debt instruments with respect
to such issuer. As the terms of such loans and investments are subject to contractual relationships among lenders, co-lending
agents and others, they can vary significantly in their structural characteristics and other risks. For example, the rights of
holders of B-Notes to control the process following a borrower default may vary from transaction to transaction.
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Like B-Notes, mezzanine loans are by their nature structurally subordinated to more senior property-level financings.
If a borrower defaults on our mezzanine loan or on debt senior to our loan, or if the borrower is in bankruptcy, our mezzanine
loan will be satisfied only after the property-level debt and other senior debt is paid in full. As a result, a partial loss in the
value of the underlying collateral can result in a total loss of the value of the mezzanine loan. In addition, even if we are able
to foreclose on the underlying collateral following a default on a mezzanine loan, we would be substituted for the defaulting
borrower and, to the extent income generated on the underlying property is insufficient to meet outstanding debt obligations
on the property, may need to commit substantial additional capital and/or deliver a replacement guarantee by a creditworthy
entity, which could include us, to stabilize the property and prevent additional defaults to lenders with existing liens on the

property.

Investments in preferred equity involve a greater risk of loss than conventional debt financing due to a variety of
factors, including their non-collateralized nature and subordinated ranking to other loans and liabilities of the entity in which
such preferred equity is held. Accordingly, if the issuer defaults on our investment, we would only be able to proceed against
such entity in accordance with the terms of the preferred equity, and not against any property owned by such entity.
Furthermore, in the event of bankruptcy or foreclosure, we would only be able to recoup our investment after all lenders to,
and other creditors of, such entity are paid in full. As a result, we may lose all or a significant part of our investment, which
could result in significant losses.

In addition, our investments in senior loans may be effectively subordinated to the extent we borrow under a warehouse
loan (which can be in the form of a repurchase agreement) or similar facility and pledge the senior loan as collateral. Under
these arrangements, the lender has a right to repayment of the borrowed amount before we can collect on the value of the
senior loan, and therefore if the value of the pledged senior loan decreases below the amount we have borrowed, we would
experience a loss.

Our investments in CMBS pose additional risks, including the risk that we will not be able to recover some or all of our
investment and the risk that we will not be able to hedge or transfer our CMBS B-Piece or CMBS I/0 Strip investments
for a significant period of time.

We invest in pools or tranches of CMBS. The collateral underlying CMBS generally consists of commercial mortgages
or real property that have a multifamily or commercial use, such as retail space, office buildings, warehouse property and
hotels. CMBS have been issued in a variety of issuances, with varying structures including senior and subordinated classes.
Our investments in CMBS may be subject to losses. In general, losses on a mortgaged property securing a senior loan included
in a securitization will be borne first by the equity holder of the property, then by a cash reserve fund or letter of credit, if
any, then by the holder of a mezzanine loan or B-Note, if any, then by the “first loss” subordinated security holder (generally,
the CMBS B-Piece buyer) and then by the holder of a higher-rated security. In the event of default and the exhaustion of any
equity support, reserve fund, letter of credit, mezzanine loans or B-Notes, and any classes of securities junior to those in
which we invest, we will not be able to recover some or all of our investment in the securities we purchase. There can be no
assurance that our CMBS underwriting practices will yield their desired results and there can be no assurance that we will be
able to effectively achieve our investment objective or that projected returns will be achieved.

If we invest in a CMBS B-Piece or CMBS /O Strip because a sponsor of a CMBS utilizes us as an eligible third-party
purchaser to satisfy the risk retention rule (the “Risk Retention Rule”) under the Dodd-Frank Wall Street Reform and
Consumer Protection Act of 2010 (the “Dodd-Frank Act”), we will be required to meet certain conditions, including holding
the related CMBS B-Piece or CMBS 1/0O Strip, without transferring or hedging the CMBS B-Piece or CMBS I/O Strip, for a
significant period of time (at least five years), which could prevent us from mitigating losses on the CMBS B-Piece or CMBS
I/O Strip. Even if we seek to transfer the CMBS B-Piece or CMBS 1/O Strip after five years, any subsequent purchaser of the
CMBS B-Piece or CMBS I/O Strip will be required to satisfy the same conditions that we were required to satisfy when we
acquired the interest from the CMBS sponsor. Accordingly, no assurance can be given that any secondary market liquidity
will exist for such CMBS B-Pieces or CMBS 1/0O Strip.

Loans on properties in transition involve a greater risk of loss than conventional mortgage loans.

We may invest in properties that have a light-transitional business plan. The typical borrower in a transitional loan has
usually identified an undervalued asset that has been under-managed and/or is located in a recovering market. If the market
in which the asset is located fails to improve according to the borrower’s projections, or if the borrower fails to improve the
quality of the asset’s management and/or the value of the asset, the borrower may not receive a sufficient return on the asset
to satisfy the transitional loan, and we bear the risk that we may not recover all or a portion of our investment.
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In addition, borrowers usually use the proceeds of a conventional mortgage to repay a transitional loan. Transitional
loans therefore are subject to the risk of a borrower’s inability to obtain permanent financing to repay the transitional loan.
In the event of any default under transitional loans that may be held by us, we bear the risk of loss of principal and non-
payment of interest and fees to the extent of any deficiency between the value of the mortgage collateral and the principal
amount and unpaid interest of the transitional loan. To the extent we suffer such losses with respect to these transitional loans,
it could adversely affect our results of operations and financial condition.

We may not realize gains or income from our investments.

We seek to generate both current income and capital appreciation from our investments. However, it is possible that
investments in our target assets will not appreciate in value and some investments may decline in value. In addition, the
obligors on our investments may default on, or be delayed in making, interest and/or principal payments, especially given
that we may invest in sub-performing and non-performing loans. Accordingly, we are subject to an increased risk of loss and
may not be able to realize gains or income from our investments. Moreover, any gains that we do realize may not be sufficient
to offset our losses and expenses.

Real estate valuation is inherently subjective and uncertain.

The valuation of real estate, and therefore the valuation of any underlying security relating to loans and/or investments
made by us, is inherently subjective due to, among other factors, the individual nature of each property, its location, the
expected future rental revenues from that particular property and the valuation methodology adopted. As a result, the
valuations of the real estate assets against which we make loans and/or investments are subject to a large degree of uncertainty
and are made on the basis of assumptions and methodologies that may not prove to be accurate, particularly in periods of
volatility, low transaction flow or restricted debt availability in the commercial or residential real estate markets.

Some of our portfolio investments may be recorded at fair value not readily available and, as a result, there will be
uncertainty as to the value of these investments.

Some or all of our portfolio investments may be in the form of positions or securities that are not publicly traded. The
fair value of investments that are not publicly traded may not be readily determinable. Our Manager will value these
investments at fair value which may include unobservable inputs. Because such valuations are subjective, the fair value of
certain of our assets may fluctuate over short periods of time and our Manager’s determinations of fair value may differ
materially from the values that would have been used if a ready market for these securities existed. Our results of operations
and financial condition could be adversely affected if our Manager’s determinations regarding the fair value of these
investments were materially higher than the values that we ultimately realize upon their disposal.

We may experience a decline in the fair value of our assets.

A decline in the fair value of our assets may require us to recognize an “other-than-temporary” impairment against
such assets under GAAP if we were to determine that, with respect to any assets in unrealized loss positions, we do not have
the ability and intent to hold such assets to maturity or for a period of time sufficient to allow for recovery to the original
acquisition cost of such assets. If such a determination were to be made, we would recognize unrealized losses through
earnings and write down the amortized cost of such assets to a new cost basis, based on the fair value of such assets on the
date they are considered to be other-than-temporarily impaired. Such impairment charges reflect non-cash losses at the time
of recognition; subsequent disposition or sale of such assets could further affect our future losses or gains, as they are based
on the difference between the sale price received and adjusted amortized cost of such assets at the time of sale. If we
experience a decline in the fair value of our assets, it could adversely affect our results of operations and financial condition.

The due diligence process that our Manager undertakes in regard to investment opportunities may not reveal all facts that
may be relevant in connection with an investment and if our Manager incorrectly evaluates the risks of our loans and
investments, we may experience losses.

Before making investments for us, our Manager will conduct due diligence that it deems reasonable and appropriate
based on the facts and circumstances relevant to each potential investment. When conducting due diligence, our Manager
may be required to evaluate important and complex business, financial, tax, accounting, environmental and legal issues.
Outside consultants, legal advisors, accountants and investment banks may be involved in the due diligence process in varying
degrees depending on the type of potential investment. Relying on the resources available to it, our Manager will evaluate
our potential investments based on criteria it deems appropriate for the relevant investment. Our Manager’s loss estimates
may not prove accurate, as actual results may vary from estimates. If our Manager underestimates the asset-level losses
relative to the price we pay for a particular investment, we may experience losses with respect to such investment.
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Insurance on loans and real estate securities collateral may not cover all losses.

There are certain types of losses, generally of a catastrophic nature, such as earthquakes, floods, hurricanes, terrorism,
acts of war, social unrest and civil disturbances, which may be uninsurable or not economically insurable. Inflation, changes
in building codes and ordinances, environmental considerations and other factors, also might result in insurance proceeds
being insufficient to repair or replace a property if it is damaged or destroyed. Under these circumstances, the insurance
proceeds received with respect to a property relating to one of our investments might not be adequate to restore our economic
position with respect to our investment. Any uninsured loss could result in the corresponding nonperformance of or loss on
our investment related to such property.

Terrorist attacks, other acts of violence or war or a prolonged economic slowdown may affect the real estate industry
generally and our business, financial condition and results of operations.

We cannot predict the severity of the effect that potential future terrorist attacks or other acts of violence or war would
have on us. We may suffer losses as a result of the adverse impact of any future attacks and these losses may adversely impact
our performance and may cause the market value of our securities to decline or be more volatile. In addition, a prolonged
economic slowdown, a recession or declining real estate values, including, among other things, as a result of pandemics,
inflation or rising interest rates, could impair the performance of our investments and harm our financial condition and results
of operations, increase our funding costs, limit our access to the capital markets or result in a decision by lenders not to extend
credit to us. Losses resulting from these types of events may not be fully insurable.

The absence of affordable insurance coverage may adversely affect the general real estate lending market, lending
volume and the market’s overall liquidity and may reduce the number of suitable investment opportunities available to us and
the pace at which we are able to make investments. If the properties underlying our interests are unable to obtain affordable
insurance coverage, the value of our interests could decline, and in the event of an uninsured loss, we could lose all or a
portion of our investment.

Risks Related to Our Industry

A change in the federal conservatorship of Fannie Mae and Freddie Mac and related efforts, along with any changes in
laws and regulations affecting the relationship between Fannie Mae, Freddie Mac and Ginnie Mae and the U.S.
government, may materially adversely affect our business, financial condition and results of operations.

Fannie Mae and Freddie Mac are a major source of financing for multifamily real estate in the United States and
provide guarantees for CMBS securitizations in which we have invested and expect to continue to invest. Following
significant credit losses and concerns of liquidity during the 2007-2008 global financial crisis, Fannie Mae and Freddie Mac
were placed in the conservatorship of the U.S. Federal Housing Finance Agency (the “FHFA”), their federal regulator,
pursuant to its powers under The Federal Housing Finance Regulatory Reform Act of 2008, which was a part of the Housing
and Economic Recovery Act of 2008. Under this conservatorship, Fannie Mae and Freddie Mac issued equity and derivative
securities to the U.S. government in exchange for capital infusions and were required to reduce the amount of mortgage loans
they own or for which they provide guarantees. As conservator, the FHFA has assumed all the powers of the shareholders,
directors and officers with the goal of preserving and conserving their assets.

Since the conservatorship began, the U.S. Congress has considered a substantial number of bills that include
comprehensive or incremental approaches to ending the conservatorship, winding down Fannie Mae and Freddie Mac or
changing their purposes, businesses or operations. U.S. government departments and agencies, including the U.S Treasury
and FHFA, have also published proposals which could lead to a release or exit from conservatorship. A decision by the U.S.
government to eliminate or downscale Fannie Mae or Freddie Mac or to reduce government support for multifamily housing
more generally may adversely affect the availability of CMBS securitizations as an investment or cause breaches in
underlying loan covenants, and, as a result, may adversely affect our future growth. It may also adversely affect underlying
interest rates, capital availability, development of multifamily communities and the value of multifamily assets, which may
also adversely affect our future growth. In addition, reforms regarding Fannie Mae and Freddie Mac could negatively impact
our ability to maintain an exclusion or exemption from the Investment Company Act.
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Recent events related to the COVID-19 pandemic and the associated economic slowdown raised concerns that Fannie
Mae and Freddie Mac may have needed additional capital in order to meet their obligations as guarantors on trillions of
dollars of CMBS securitizations, and future events may generate similar concerns. The market value of CMBS securitizations
guaranteed by Fannie Mae and Freddie Mac today are highly dependent on the continued support by the U.S. government. If
such support is modified or withdrawn, if the U.S. Treasury fails to inject new capital as needed or if Fannie Mae and Freddie
Mac are released from conservatorship, the market value of the CMBS securitizations they guaranteed could significantly
decline, making it difficult for us to obtain repurchase agreement financing and could force us to sell assets at substantial
losses. Furthermore, any policy changes to the relationship between Fannie Mae, Freddie Mac and the U.S. government may
create market uncertainty and have the effect of reducing the actual or perceived credit quality of the CMBS securitizations.
It may also interrupt the cash flow received by investors on the underlying CMBS.

All of the foregoing could materially adversely affect the availability, pricing, liquidity, market value and financing of
our assets and materially adversely affect our business, operations, financial condition and book value per common share.

The impact of financial reform legislation and legislation promulgated thereunder on us is uncertain.

The Dodd-Frank Act instituted a wide range of reforms that will have an impact on all financial institutions. Many of
the requirements called for in the Dodd-Frank Act will be implemented over time, most of which will be subject to
implementing regulations over the course of several years. Many of these regulations have yet to be promulgated or are only
recently promulgated. In February 2017, former President Trump signed an executive order for a broad review of federal
regulation of the U.S. financial system by the Secretary of the Treasury, in consultation with the heads of the member agencies
of the Financial Stability Oversight Council (“FSOC”), a panel comprising top U.S. financial regulators. In May 2018,
Congress passed, and former President Trump signed, the Economic Growth, Regulatory Relief, and Consumer Protection
Act (the “EGRRCPA”), which among other things, modified certain provisions of the Dodd-Frank Act related to mortgage
lending, consumer protection, regulatory relief for large banks, regulatory relief for community banks and regulatory relief
in securities markets. The EGRRCPA will relax or eliminate so-called “enhanced regulation” of banks falling into certain
ranges of asset value and will impact the application of the Volcker Rule and the Basel III guidelines as to certain banks.
Specifically, the EGRRCPA relaxed (or eliminated) certain risk-based capital and leverage requirements for community
banks with less than $10 billion in assets that maintain a certain “community bank leverage ratio” that bank regulators are
directed to develop, but the impact and effect of the foregoing on market liquidity is uncertain. It is possible that this or a
future Congress will roll back some of the changes made by EGRRCPA to the Dodd-Frank Act and take a more active
approach to banking and financial regulation than the prior executive administration, particularly to promote policy goals
involving climate change, racial equity, environmental, social and governance matters, consumer financial protection and
infrastructure, although it is not possible at this time to predict the nature or extent of any amendments.

In addition, the substance of regulatory supervision may be influenced through the appointment of individuals to the
Board of Governors of the U.S. Federal Reserve and other financial regulatory bodies. Measures focused on deregulation of
the U.S. financial services industry may, among other things, decrease the restrictions on banks and other financial institutions
and allow them to compete with us for investment opportunities that were previously not available to them. Measures focused
on deregulation of the U.S. financial services industry may have the effect of increasing competition for our business.
Increased competition from banks and other financial institutions in the credit markets could have the effect of reducing credit
spreads, which may adversely affect our revenues.

Given the uncertainty associated with financial reform legislation, including the implementation of the Dodd-Frank
Act and any legislative and/or regulatory actions under this or a future executive administration or Congress, the full impact
such requirements will have on our business, results of operations or financial condition is unclear. The changes resulting
from the Dodd-Frank Act, the EGRRCPA, and other legislative actions may require us to invest significant management
attention and resources to evaluate and make necessary changes in order to comply with new statutory and regulatory
requirements or address resulting changes in the mortgage loan market. While we cannot predict what effect any changes in
the laws or regulations or their interpretations would have on us, these changes could be materially adverse to our business.
In addition, failure to comply with any such laws, regulations or principles, or changes thereto, or to adapt to any changes in
the marketplace, may have a material adverse effect on our results of operations, financial condition and cash flows.
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The securitization process is subject to an evolving regulatory environment that may affect certain aspects of our current
business.

As a result of the dislocation of the credit markets during the great recession from 2007-2009, and in anticipation of
more extensive regulation, including regulations promulgated pursuant to the Dodd-Frank Act, the securitization industry has
crafted and continues to craft changes to securitization practices, including changes to representations and warranties in
securitization transaction documents, new underwriting guidelines and disclosure guidelines. Pursuant to the Dodd-Frank
Act, various federal agencies, including the SEC, have promulgated regulations with respect to issues that affect
securitizations.

As required by the Dodd-Frank Act, a collection of federal agencies have adopted a joint Risk Retention Rule that
generally requires the sponsor of asset-backed securities to retain not less than 5% of the credit risk of the assets collateralizing
the securities. The rule generally prohibits the sponsor or its affiliates from directly or indirectly hedging or otherwise selling
or transferring the retained credit risk for a specified period of time, depending on the type of asset that is securitized. For
purposes of the rule, the term “asset-backed security” means a fixed-income or other security collateralized by any type of
self-liquidating financial asset (including a loan, a lease, a mortgage, or a secured or unsecured receivable) that allows the
holder of the security to receive payments that depend primarily on cash flow from the asset, including, among other things,
a collateralized mortgage obligation or a collateralized debt obligation. The Risk Retention Rule provides a variety of
exemptions, including an exemption for asset-backed securities that are collateralized exclusively by residential mortgages
that qualify as “qualified residential mortgages,” which are defined in turn as qualified mortgage loans under the Bureau of
Consumer Financial Protection’s Ability to Repay Rule. As part of our strategy, we may acquire target assets that are not
qualified mortgage loans (such as loans made primarily for business purposes). If we sponsor the securitization of such assets,
we may be required to retain 5% of the credit risk of those assets, which would expose us to loss and could increase the
administrative and operational cost of asset securitization, and additionally may be required to comply with significant
disclosure, review and reporting requirements applicable to asset securitization.

On February 9, 2018, a three-judge panel of the United States Court of Appeals for the District of Columbia held, in
The Loan Syndications and Trading Association v. Securities and Exchange Commission and Board of Governors of the U.S.
Federal Reserve System (the “LSTA Decision”), that collateral managers of “open market CLOs” (described in the LSTA
Decision as CLOs where assets are acquired from “arms-length negotiations and trading on an open market”) are not
“securitizers” or “sponsors” under the risk retention requirements of the Dodd-Frank Act and, therefore, are not subject to
risk retention and do not have to comply with the Risk Retention Rule. In reaching this decision, the panel determined, among
other things, that an asset manager that was not in the chain of title on the transferred assets nor possessed them could not be
required to “retain” risk that it had never held. Although the LSTA Decision is limited by its terms to asset managers of open
market CLOs, the court’s analysis may have broader implications with respect to compliance with the Risk Retention Rule,
especially in the context of managed funds that utilize securitizations. Even though we have a Manager, we may be considered
a securitizer or sponsor of securitizations, requiring us to hold risk retention in accordance with the Risk Retention Rule and
to comply with disclosure, review and reporting requirements applicable to asset securitizations.

The current regulatory environment may be impacted by future legislative developments, such as amendments to key
provisions of the Dodd-Frank Act, including provisions setting forth capital and risk retention requirements. In particular, the
EGRRCPA makes certain modifications to post-financial crisis regulatory requirements, including, among other things,
improving consumer access to mortgage credit and tailoring regulations for certain bank holding companies, including raising
the relevant thresholds for the application of the U.S. Federal Reserve’s enhanced prudential standards, as well as for the
designation by FSOC of non-bank financial companies as systemically important. The EGRRCPA has resulted and may
further result in significant modifications to certain aspects of the Dodd-Frank Act and other post-financial crisis regulatory
requirements.

These legislative developments, and other proposed regulations affecting securitization, could alter the structure of
securitizations in the future, pose additional risks to our participation in future securitizations or reduce or eliminate the
economic incentives for participating in future securitizations, increase the costs associated with our origination,
securitization or acquisition activities, or otherwise increase the risks or costs of our doing business.

If we were required to register with the U.S. Commodity Futures Trading Commission (the “CFTC”) as a Commodity Pool
Operator, it could materially adversely affect our business, financial condition and results of operations.

Under Title VII of the Dodd-Frank Act, the CFTC was given jurisdiction over the regulation of swaps. Under rules
implemented by the CFTC, operators of certain entities (including many mortgage REITs) may fall within the statutory
definition of commodity pool operator (“CPO”), and, absent an applicable exemption or other relief from the CFTC, may be
required to register with the CFTC as a CPO. As a result of numerous requests for no-action relief from CPO registration, in
December 2012 the CFTC’s Division of Swap Dealer and Intermediary Oversight issued a no-action letter entitled “No-
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Action Relief from the Commodity Pool Operator Registration Requirement for Commodity Pool Operators of Certain Pooled
Investment Vehicles Organized as Mortgage Real Estate Investment Trusts,” which permits a CPO to receive relief from
registration requirements by filing a claim stating that the CPO meets the criteria specified in the no-action letter. We
submitted a claim for relief within the required time period and believe we meet the criteria for such relief. There can be no
assurance, however, that the CFTC will not modify or withdraw the no-action letter in the future or that we will be able to
satisfy the criteria specified in the no-action letter in order to qualify for relief from CPO registration. The CFTC regulations,
interpretation and guidance with respect to commodity pools may be revised, which may affect our regulatory status or cause
us to modify or terminate the use of commodity interests in connection with our investment program. If we were required to
register as a CPO in the future or change our business model to ensure that we can continue to satisfy the requirements of the
no-action relief, it could materially and adversely affect our financial condition, our results of operations and our ability to
operate our business. Furthermore, we may determine to register as a CPO hereafter, and in such event we will operate in a
manner designed to comply with applicable CFTC requirements, which requirements may impose additional obligations on
us or our investors.

We may need to foreclose on certain of the loans and/or exercise our “foreclosure option” under the terms of our
investments we originate or acquire, which could result in losses that harm our results of operations and financial
condition.

We may find it necessary or desirable to foreclose on certain of the loans and/or exercise our “foreclosure option”
under the terms of our investments we originate or acquire, and this process may be lengthy and expensive. We cannot assure
you as to the adequacy of the protection of the terms of the applicable loan or investment, including the validity or
enforceability of the loan and/or investments and the maintenance of the anticipated priority and perfection of the applicable
security interests, if any. Furthermore, claims may be asserted by lenders or borrowers that might interfere with enforcement
of our rights. Borrowers may resist foreclosure actions by asserting numerous claims, counterclaims and defenses against us,
including, without limitation, lender liability claims and defenses, even when the assertions may have no basis in fact, in an
effort to prolong the foreclosure action and seek to force the lender into a modification of the loan or a favorable buy-out of
the borrower’s position in the loan. In some states, foreclosure actions can take several years or more to litigate. At any time
prior to or during the foreclosure proceedings, the borrower may file for bankruptcy, which would have the effect of staying
the foreclosure actions and further delaying the foreclosure process and potentially result in a reduction or discharge of a
borrower’s debt. Foreclosure may create a negative public perception of the related property, resulting in a diminution of its
value. Even if we are successful in foreclosing on a loan and/or investment, the liquidation proceeds upon sale of the
underlying real estate may not be sufficient to recover our cost basis in the loan and/or investment, resulting in a loss to us.
Furthermore, any costs or delays involved in the foreclosure of the loan and/or investment or a liquidation of the underlying
property will further reduce the net proceeds and, thus, increase the loss.

Liability relating to environmental matters may impact the value of properties that we may acquire or the properties
underlying our investments.

Under various U.S. federal, state and local laws, an owner or operator of real property may become liable for the costs
of removal of certain hazardous substances released on its property. These laws often impose liability without regard to
whether the owner or operator knew of, or was responsible for, the release of such hazardous substances.

The presence of hazardous substances may adversely affect an owner’s ability to sell real estate or borrow using real
estate as collateral. To the extent that an owner of a property underlying one of our investments becomes liable for removal
costs, the ability of the owner to make payments to us may be reduced, which in turn may adversely affect the value of the
relevant investment held by us and our ability to make distributions to our stockholders.

The presence of hazardous substances on a property may adversely affect our ability to sell the property upon a default
and foreclosure of one of our investments and we may incur substantial remediation costs, thus harming our financial
condition. The discovery of material environmental liabilities attached to such properties could have a material adverse effect
on our results of operations and financial condition and our ability to make distributions to our stockholders.

We may be subject to lender liability claims, and if we are held liable under such claims, we could be subject to losses.

In recent years, a number of judicial decisions have upheld the right of borrowers to sue lending institutions on the
basis of various evolving legal theories, collectively termed “lender liability.” Generally, lender liability is founded on the
premise that a lender has either violated a duty, whether implied or contractual, of good faith and fair dealing owed to the
borrower or has assumed a degree of control over the borrower resulting in the creation of a fiduciary duty owed to the
borrower or its other creditors or stockholders. We cannot assure prospective investors that such claims will not arise or that
we will not be subject to significant liability if a claim of this type did arise.
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Our ability to generate returns for our stockholders through our investment, finance and operating strategies is subject to
then-existing market conditions, and we may make significant changes to these strategies in response to changing market
conditions.

We seek to provide attractive risk-adjusted returns to our stockholders over the long term. We intend to achieve this
objective primarily by originating, structuring and investing in our target assets. In the future, to the extent that market
conditions change and we have sufficient capital to do so, we may, depending on prevailing market conditions, change our
investment guidelines in response to opportunities available in different interest rate, economic and credit environments. As
a result, we cannot predict the percentage of our equity that will be invested in any of our target assets at any given time.

If we fail to develop, enhance and implement strategies to adapt to changing conditions in the real estate industry and
capital markets, our financial condition and results of operations may be materially and adversely affected.

The manner in which we compete and the types of assets in which we seek to invest will be affected by changing
conditions resulting from sudden changes in our industry, regulatory environment, the role and structures of government-
sponsored enterprises (“GSEs”), the role of credit rating agencies or their rating criteria or process, or the U.S. and global
economies generally. If we do not effectively respond to these changes, or if our strategies to respond to these changes are
not successful, our financial condition and results of operations may be adversely affected. In addition, we may not be
successful in executing our business strategies and, even if we successfully implement our business strategies, we may not
generate revenues or profits after we implement them.

Any credit ratings assigned to our loans and investments will be subject to ongoing evaluations and revisions and we
cannot assure you that those ratings will not be downgraded.

Our loans and investments may be rated by rating agencies such as Moody’s Investors Service, Fitch Ratings or
Standard & Poor’s. Any credit ratings on our loans and investments are subject to ongoing evaluation by credit rating
agencies, and we cannot assure you that any such ratings will not be changed or withdrawn by a rating agency in the future
if, in its judgment, circumstances warrant. If rating agencies assign a lower-than-expected rating or reduce or withdraw, or
indicate that they may reduce or withdraw, their ratings of our loans and investments in the future, the value and liquidity of
our investments could significantly decline, which would adversely affect the value of our portfolio and could result in losses
upon disposition.

Some of our investments and investment opportunities may be in synthetic form.

Some of our investments and investment opportunities may be in synthetic form. Synthetic investments are contracts
between parties whereby payments are exchanged based upon the performance of another security or asset, or “reference
asset.” In addition to the risks associated with the performance of the reference asset, these synthetic interests carry the risk
of the counterparty not performing its contractual obligations. Market standards, GAAP accounting methodology, regulatory
oversight and compliance requirements, tax and other regulations related to these investments are evolving, and we cannot
be certain that their evolution will not adversely impact the value or sustainability of these investments. Furthermore, our
ability to invest in synthetic investments, other than through taxable REIT subsidiaries (“TRSs”), may be severely limited by
the REIT qualification requirements because synthetic investment contracts generally are not qualifying assets and do not
produce qualifying income for purposes of the REIT asset and income tests.

We may invest in derivative instruments, which would subject us to increased risk of loss.

Subject to maintaining our qualification as a REIT, we may invest in derivative instruments. Derivative instruments,
especially when purchased in large amounts, may not be liquid in all circumstances, so that in volatile markets we may not
be able to close out a position without incurring a loss. The prices of derivative instruments, including swaps, futures, forwards
and options, are highly volatile, and such instruments may subject us to significant losses. The value of such derivatives also
depends upon the price of the underlying instrument or commodity. Such derivatives and other customized instruments also
are subject to the risk of non-performance by the relevant counterparty. In addition, actual or implied daily limits on price
fluctuations and speculative position limits on the exchanges or over-the-counter (“OTC”) markets in which we may conduct
our transactions in derivative instruments may prevent prompt liquidation of positions, subjecting us to the potential of greater
losses. Derivative instruments that may be purchased or sold by us may include instruments not traded on an exchange. The
risk of nonperformance by the obligor on such an instrument may be greater, and the ease with which we can dispose of or
enter into closing transactions with respect to such an instrument may be less than in the case of an exchange-traded
instrument. In addition, significant disparities may exist between “bid” and “ask™ prices for derivative instruments that are
traded OTC and not on an exchange. Such OTC derivatives are also typically not subject to the same type of investor
protections or governmental regulation as exchange-traded instruments.
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In addition, we may invest in derivative instruments that are neither presently contemplated nor currently available,
but which may be developed in the future, to the extent such opportunities are both consistent with our investment objectives
and legally permissible. Any such investments may expose us to unique and presently indeterminate risks, the impact of
which may not be capable of determination until such instruments are developed and/or we determine to make such an
investment.

Rapid changes in the values of our real estate investments may make it more difficult for us to maintain our qualification
as a REIT or exclusion from regulation under the Investment Company Act.

If the market value or income potential of real estate-related investments declines as a result of increased interest rates,
prepayment rates or other factors, we may need to increase our real estate investments and income and/or liquidate our non-
qualifying assets in order to maintain our REIT qualification or exclusion from Investment Company Act regulation. If a
decline in real estate asset values and/or income occurs quickly, this may be especially difficult to accomplish. This difficulty
may be exacerbated by the illiquid nature of any non-qualifying assets that we may own. We may have to make investment
decisions that we otherwise would not make absent the REIT and Investment Company Act considerations.

As a consequence of our seeking to avoid registration under the Investment Company Act on an ongoing basis, we
and/or our subsidiaries may be restricted from making certain investments or may structure investments in a manner that
would be less advantageous to us than would be the case in the absence of such requirements. In particular, a change in the
value of any of our assets could negatively affect our ability to avoid registration under the Investment Company Act and
cause the need for a restructuring of our investment portfolio. For example, these restrictions may limit our and our
subsidiaries’ ability to invest directly in mortgage-backed securities that represent less than the entire ownership in a pool of
senior loans, debt and equity tranches of securitizations and certain asset-backed securities, non-controlling equity interests
in real estate companies or in assets not related to real estate. In addition, seeking to avoid registration under the Investment
Company Act may cause us and/or our subsidiaries to acquire or hold additional assets that we might not otherwise have
acquired or held or dispose of investments that we and/or our subsidiaries might not have otherwise disposed of, which could
result in higher costs or lower proceeds to us than we would have paid or received if we were not seeking to comply with
such requirements. Thus, avoiding registration under the Investment Company Act may hinder our ability to operate solely
on the basis of maximizing profits.

There can be no assurance that we and our subsidiaries will be able to successfully avoid operating as an unregistered
investment company. If it were established that we were an unregistered investment company, there would be a risk that we
would be subject to monetary penalties and injunctive relief in an action brought by the SEC, that we would be unable to
enforce contracts with third parties, that third parties could seek to obtain rescission of transactions undertaken during the
period it was established that we were an unregistered investment company, and that we would be subject to limitations on
corporate leverage that would have an adverse impact on our investment returns.

If we were required to register as an investment company under the Investment Company Act, we would become
subject to substantial regulation with respect to our capital structure (including our ability to use borrowings), management,
operations, transactions with affiliated persons (as defined in the Investment Company Act) and portfolio composition,
including disclosure requirements and restrictions with respect to diversification and industry concentration and other matters.
Compliance with the Investment Company Act would, accordingly, limit our ability to make certain investments and require
us to significantly restructure our business plan, which could materially adversely affect our ability to pay distributions to our
stockholders.

Risks Related To Legal, Regulatory and Accounting Issues

We are an “emerging growth company” and a “smaller reporting company” under the federal securities laws and will be
subject to reduced public company reporting requirements.

We are an “emerging growth company,” as defined in the JOBS Act and are cligible to take advantage of certain

exemptions from, or reduced disclosure obligations relating to, various reporting requirements that are normally applicable
to public companies.

28



We could remain an “emerging growth company” until the earliest of (1) the last day of the fiscal year following the
fifth anniversary of becoming a public company, (2) the last day of the first fiscal year in which we have total annual gross
revenue of $1.235 billion or more, (3) the date on which we are deemed to be a “large accelerated filer” as defined in Rule
12b-2 under the Exchange Act (which would occur as of the end of the fiscal year in which the market value of our common
stock held by non-affiliates is $700 million or more, measured as of the last business day of our most recently completed
second fiscal quarter) or (4) the date on which we have, during the preceding three year period, issued more than $1.0 billion
in non-convertible debt. Under the JOBS Act, emerging growth companies are not required to, among other things, (1) provide
an auditor’s attestation report on management’s assessment of the effectiveness of internal control over financial reporting,
pursuant to Section 404 of the Sarbanes-Oxley Act of 2002 (the “Sarbanes-Oxley Act”), (2) provide certain disclosures
relating to executive compensation generally required for larger public companies or (3) hold stockholder advisory votes on
executive compensation. We intend to take advantage of the JOBS Act exemptions that are applicable to us. Some investors
may find our securities less attractive as a result.

Additionally, the JOBS Act provides that an “emerging growth company” may take advantage of an extended transition
period for complying with new or revised accounting standards that have different effective dates for public and private
companies. This means an “emerging growth company” can delay adopting certain accounting standards until such standards
are otherwise applicable to private companies. We have elected to take advantage of this extended transition period. As a
result of this election, our financial statements may not be comparable to companies that comply with public company
effective dates for such new or revised standards. We may elect to comply with public company effective dates at any time,
and such election would be irrevocable pursuant to Section 107(b) of the JOBS Act.

Similarly, as a smaller reporting company, we may take advantage of certain exemptions from various reporting
requirements that are applicable to other public companies that are not “smaller reporting companies,” including, but not
limited to, reduced disclosure obligations regarding executive compensation in our periodic reports and proxy statements.
We may be a smaller reporting company even after we are no longer an “emerging growth company.”

Although we are an emerging growth company and smaller reporting company, the requirements of being a public
company, including compliance with the reporting requirements of the Exchange Act and the requirements of the
Sarbanes-Oxley Act, may strain our resources, increase our costs and place additional demands on management, and we
may be unable to comply with these requirements in a timely or cost-effective manner.

As a public company with listed equity securities, we are required to comply with new laws, regulations and
requirements, certain corporate governance provisions of the Sarbanes-Oxley Act, related regulations of the SEC, including
compliance with the reporting requirements of the Exchange Act and the requirements of the New York Stock Exchange (the
“NYSE”). Complying with these statutes, regulations and requirements will occupy a significant amount of time of our Board

and management and will require us to incur significant costs and expenses. As a result of being a public company, we are
required to:

* institute and maintain a more comprehensive compliance function;

*  design, establish, evaluate and maintain a system of internal controls over financial reporting in compliance with
the requirements of Section 404 of the Sarbanes-Oxley Act and the related rules and regulations of the SEC and
the Public Company Accounting Oversight Board (the “PCAOB”);

e comply with rules promulgated by the NYSE;
»  prepare and distribute periodic public reports in compliance with our obligations under federal securities laws;

» establish and maintain new internal policies, such as those relating to disclosure controls and procedures and
insider trading;

* involve and retain to a greater degree outside counsel and accountants in the above activities; and
* establish and maintain an investor relations function.

If our profitability is adversely affected because of these additional costs, it could have a negative effect on the trading
price of our securities.
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We have identified a single material weakness in our internal control over financial reporting related to the Elysian at
Hughes Center investment which could, if not remediated, adversely impact the reliability of our future financial
statements, result in material misstatements in our future financial statements and cause current and potential
stockholders to lose confidence in our financial reporting, which in turn could adversely affect the trading price of our
common stock.

We have concluded that there is a single material weakness in our internal control over financial reporting related to
the Elysian at Hughes Center investment. For additional information on the material weakness identified and our remediation
plan, see “Item 9A. Controls and Procedures.” The material weakness resulted in an immaterial revision of our consolidated
financial statements as of and for the year-to-date periods ended March 31, 2022, June 30, 2022 and September 30, 2022.
Thus, management has determined that our disclosure controls and procedures and internal control over financial reporting
were not effective as of December 31, 2022. The financial information as of and for the year ended December 31, 2022
included herein supersedes the information disclosed in the Company's earnings release and supplement for the three months
and year ended December 31, 2022. The Company intends to post a new earnings supplement on its website on or after the
date of filing this Annual Report on Form 10-K (this “Annual Report™).

Under PCAOB standards, a material weakness is a deficiency, or combination of deficiencies, in internal control over
financial reporting, such that there is a reasonable possibility that a misstatement of our consolidated annual or interim
financial statements will not be prevented or detected on a timely basis. The existence of this issue could adversely affect us,
our reputation or investor perceptions of us. We are taking measures to remediate the underlying cause of the material
weakness noted above. As we continue to evaluate and work to remediate the material weakness, we may determine to take
additional measures to address the control deficiencies. An error does not need to be material to create a material weakness
and in the current case the error was determined to be immaterial.

Although we plan to complete this remediation process as quickly as possible, we cannot provide any assurance as to
when the remediation process will be complete, and our measures may not prove to be successful in remediating the material
weakness. If our remedial measures are insufficient to address the material weakness, or if additional material weaknesses in
our internal control over financial reporting are discovered or occur in the future, our future consolidated financial statements
may contain misstatements and we could be required to restate our financial results. In addition, if we are unable to
successfully remediate the material weakness or if we are unable to produce accurate consolidated financial statements in the
future, our stock price, liquidity and access to the capital markets may be adversely affected and we may be unable to maintain
compliance with applicable stock exchange listing requirements and debt covenant requirements. Further, because of its
inherent limitations, even our remediated and effective internal control over financial reporting may not prevent or detect all
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may
become inadequate because of changes in our conditions, or that the degree of compliance with our policies or procedures
may deteriorate.

Risks Related to Our Indebtedness and Financing Strategy

We have a substantial amount of indebtedness which may limit our financial and operating activities and may adversely
affect our ability to incur additional debt to fund future needs.

As of December 31, 2022, we had approximately $1.0 billion of indebtedness outstanding related to our portfolio,
excluding indebtedness relating to the portion of the CMBS that we do not own, but are required to consolidate pursuant to
applicable accounting standards. As of December 31, 2022, we had $165.0 million of our 5.75% Notes outstanding and our
OP had $36.5 million of its 7.50% Senior Unsecured Notes due 2025 (the “OP Notes”) outstanding. The indenture that
governs the 5.75% Notes contains and the note purchase agreements that govern the OP Notes contain covenants that require
us to, among others, maintain a maximum net debt to equity ratio, a minimum net asset value, a minimum senior DSCR and
a minimum consolidated unencumbered assets ratio. The indenture and the note purchase agreements contain other customary
covenants and events of default.

Payments of principal and interest on borrowings may leave us with insufficient cash resources to acquire additional
investments or pay the dividends necessary to maintain our REIT qualification. Our level of debt and the limitations imposed
on us by our debt agreements could have significant adverse consequences, including the following:

* require us to dedicate a substantial portion of cash flow from operations to the payment of principal, and interest
on, indebtedness, thereby reducing the funds available for other purposes;

*  make it more difficult for us to borrow additional funds as needed or on favorable terms, which could, among
other things, adversely affect our ability to meet operational needs;
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»  force us to dispose of one or more of our investments, possibly on unfavorable terms or in violation of certain
covenants to which we may be subject;

*  subject us to increased sensitivity to interest rate increases;
*  make us more vulnerable to economic downturns, adverse industry conditions or catastrophic external events;
*  limit our ability to withstand competitive pressures;

*  limit our ability to refinance our indebtedness at maturity or the refinancing terms may be less favorable than the
terms of our original indebtedness;

* reduce our flexibility in planning for or responding to changing business, industry and economic conditions;
and/or

*  place us at a competitive disadvantage to competitors that have relatively less debt than we have.

If any one of these events were to occur, our financial condition, results of operations, cash flow and trading price of
our securities could be adversely affected.

Any credit facilities (including term loans and revolving facilities), debt securities, repurchase agreements, warehouse
facilities and securitizations may impose restrictive covenants, which may restrict our flexibility to determine our operating
policies and investment strategy.

We intend to enter into agreements with various counterparties to finance our operations, which may include entering
into credit facilities (including term loans and revolving facilities), repurchase agreements, warehouse facilities and
securitizations and/or issuing debt securities. The documents that govern these agreements may contain customary affirmative
and negative covenants, including financial covenants applicable to us that may restrict our flexibility to determine our
operating policies and investment strategy. In particular, these agreements may require us to maintain a specific net debt to
equity ratio, minimum net asset value, senior DSCR, consolidated unencumbered assets ratio, or, among others, specified
minimum levels of capacity under our credit facilities and cash. As a result, we may not be able to leverage our assets as fully
as we would otherwise choose, which could reduce our return on assets. If we are unable to meet these collateral obligations,
our financial condition and prospects could deteriorate significantly. In addition, lenders may require that our Manager
continue to serve in such capacity. If we fail to meet or satisfy any of these covenants, we would be in default under these
agreements, and our lenders could elect to declare outstanding amounts due and payable, terminate their commitments, require
the posting of additional collateral and enforce their interests against existing collateral. We may also be subject to cross-
default and acceleration rights in our other debt arrangements. Further, this could also make it difficult for us to satisfy the
distribution requirements necessary to maintain our qualification as a REIT for U.S. federal income tax purposes.

Inability to access funding could have a material adverse effect on our results of operations, financial condition and
business.

Our ability to fund our loans and investments may be impacted by our ability to secure bank credit facilities (including
term loans and revolving facilities), warehouse facilities and structured financing arrangements, public and private debt
issuances and derivative instruments, in addition to transaction or asset specific funding arrangements and additional
repurchase agreements on acceptable terms. We may also rely on short-term financing that would be especially exposed to
changes in availability. Our access to sources of financing will depend upon a number of factors, over which we have little
or no control, including:

»  general economic or market conditions;

*  the market’s view of the quality of our assets;

»  the market’s perception of our growth potential;

*  our current and potential future earnings and cash distributions; and
» the market price of our securities.

We may need to periodically access the capital markets to raise cash to fund new loans and investments. Unfavorable
economic or capital market conditions may increase our funding costs, limit our access to the capital markets or could result
in a decision by our potential lenders not to extend credit. An inability to successfully access the capital markets could limit

31



our ability to grow our business and fully execute our business strategy and could decrease our earnings and liquidity. In
addition, any dislocation or weakness in the capital and credit markets could adversely affect our lenders and could cause one
or more of our lenders to be unwilling or unable to provide us with financing or to increase the costs of that financing. In
addition, as regulatory capital requirements imposed on our lenders are increased, they may be required to limit, or increase
the cost of, financing they provide to us. In general, this could potentially increase our financing costs and reduce our liquidity
or require us to sell assets at an inopportune time or price. We cannot make assurances that we will be able to obtain any
additional financing on favorable terms or at all.

We are subject to counterparty risk associated with our debt obligations.

Our counterparties for critical financial relationships may include both domestic and international financial institutions.
These institutions could be severely impacted by credit market turmoil, changes in legislation, allegations of civil or criminal
wrongdoing and may as a result experience financial or other pressures. In addition, if a lender or counterparty files for
bankruptcy or becomes insolvent, our borrowings under financing agreements with them may become subject to bankruptcy
or insolvency proceedings, thus depriving us, at least temporarily, of the benefit of these assets. Such an event could restrict
our access to financing and increase our cost of capital. If any of our counterparties were to limit or cease operation, it could
lead to financial losses for us.

Hedging may adversely affect our earnings, which could reduce our cash available for distribution to our stockholders.

Subject to qualifying and maintaining our qualification as a REIT, we may pursue various hedging strategies to seek
to reduce our exposure to adverse changes in interest rates and fluctuations in currencies. Our hedging activity will vary in
scope based on the level and volatility of interest rates, exchange rates, the type of assets held and other changing market
conditions. Interest rate and currency hedging may fail to protect or could adversely affect us because, among other things:

* interest rate and/or credit hedging can be expensive and may result in us generating less net income;
* available interest rate hedges may not correspond directly with the interest rate for which protection is sought;

e due to a credit loss, prepayment or asset sale, the duration of the hedge may not match the duration of the related
asset or liability;

* the amount of income that a REIT may earn from hedging transactions (other than hedging transactions that satisfy
certain requirements of the Code or that are done through a TRS) to offset interest rate losses is limited by U.S.
federal income tax provisions governing REITs;

» the credit quality of the hedging counterparty owing money on the hedge may be downgraded to such an extent
that it impairs our ability to sell or assign our side of the hedging transaction;

* the hedging counterparty owing money in the hedging transaction may default on its obligation to pay;
*  we may fail to recalculate, readjust and execute hedges in an efficient manner; and

e legal, tax and regulatory changes could occur and may adversely affect our ability to pursue our hedging strategies
and/or increase the costs of implementing such strategies.

Any hedging activity in which we engage may materially and adversely affect our results of operations and cash flows.
Therefore, while we may enter into such transactions seeking to reduce risks, unanticipated changes in interest rates or credit
spreads may result in poorer overall investment 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 or liabilities being hedged may vary materially. Moreover, for a variety of reasons, we
may not seek to establish a perfect correlation between such hedging instruments and the portfolio positions or liabilities
being hedged. Any such imperfect correlation may prevent us from achieving the intended hedge and furthermore may expose
us to risk of loss.

In addition, some hedging instruments involve additional risk because they are not traded on regulated exchanges,
guaranteed by an exchange or its clearing house, or regulated by any U.S. or foreign governmental authorities. Consequently,
we cannot make assurances that a liquid secondary market will exist for hedging instruments purchased or sold, and we may
be required to maintain a position until exercise or expiration, which could result in significant losses. In addition, regulatory
requirements with respect to derivatives, including eligibility of counterparties, reporting, recordkeeping, exchange of margin,
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financial responsibility or segregation of customer funds and positions are still under development and could impact our
hedging transactions and how we and our counterparty must manage such transactions.

We are subject to counterparty risk associated with our hedging activities.

We are subject to credit risk with respect to the counterparties failing to meet their obligations to us under derivative
contracts (whether a clearing corporation in the case of exchange-traded instruments or another third party in the case of OTC
instruments), which may occur due to numerous causes, including bankruptcy, lack of liquidity, or operational failure, among
others. Credit risk may also be affected by the deterioration of strength in the U.S. economy or the financial performance or
condition of the counterparties. If a counterparty fails to perform its obligations to us under a derivative contract, we may
experience significant delays in obtaining any recovery under the derivative contract in a dissolution, assignment for the
benefit of creditors, liquidation, winding-up, bankruptcy, or other analogous proceeding. In the event of the insolvency of a
counterparty to a derivative transaction, the derivative transaction would typically be terminated at its fair market value. If
we are owed this fair market value in the termination of the derivative transaction and its claim is unsecured, we will be
treated as a general creditor of such counterparty, and will not have any claim with respect to the underlying security. We
may obtain only a limited recovery or may obtain no recovery in such circumstances. In addition, the business failure of a
counterparty with whom we enter into a hedging transaction will most likely result in its default, which may result in the loss
of potential future value and the loss of our hedge and force us to cover our commitments, if any, at the then current market
price. On December 30, 2021, the Company, through a subsidiary, entered into a $32.5 million interest rate cap agreement at
a strike rate of 2.29% to hedge the variable cash flows associated with the Company's floating rate debt. The interest rate cap
terminates on June 1, 2024.

We may enter into hedging transactions that could expose us to contingent liabilities in the future.

Subject to qualifying and maintaining our qualification as a REIT, part of our investment strategy may involve entering
into hedging transactions that could require us to fund cash payments in certain circumstances (such as the early termination
of the hedging instrument caused by an event of default or other early termination event, or the decision by a counterparty to
request margin securities it is contractually owed under the terms of the hedging instrument). The amount due with respect
to an early termination would generally be equal to the unrealized loss of such open transaction positions with the respective
counterparty and could also include other fees and charges. These economic losses will be reflected in our results of
operations, and our ability to fund these obligations will depend on the liquidity of our assets and access to capital at the time,
and the need to fund these obligations could adversely affect our results of operations and financial condition.

We may fail to qualify for, or choose not to elect, hedge accounting treatment.

We expect to account for any derivative and hedging transactions in accordance with Topic 815 of the Financial
Accounting Standards Board’s (“FASB”) Accounting Standards Codification (“ASC”). Under these standards, we may fail
to qualify for, or choose not to elect, hedge accounting treatment for a number of reasons, including if we fail to satisfy ASC
Topic 815 hedge documentation and hedge effectiveness assessment requirements or our instruments are not highly effective.
If we fail to qualify for, or choose not to elect, hedge accounting treatment, our operating results may suffer because losses
on the derivatives that we enter into may not be offset by a change in the fair value of the related hedged transaction or item.

Any credit facilities (including term loans and revolving facilities), repurchase agreements, warehouse facilities and
securitizations that we may use to finance our assets may require us to provide additional collateral or pay down debt.

We expect to utilize credit facilities, repurchase agreements, warehouse facilities, securitizations and other forms of
financing to finance our assets if they are available on acceptable terms. In the event we utilize these financing arrangements,
they would involve the risk that the market value of our assets pledged or sold by us to the repurchase agreement counterparty,
provider of the credit facility, lender of the warehouse facility or the securitization counterparty may decline in value, in
which case the applicable creditor may require us to provide additional collateral or to repay all or a portion of the funds
advanced. We may not have the funds available to repay our debt at that time, which would likely result in defaults unless
we are able to raise the funds from alternative sources, which we may not be able to achieve on favorable terms or at all.
Posting additional collateral would reduce our liquidity and limit our ability to leverage our assets. If we cannot meet these
requirements, the applicable creditor could accelerate our indebtedness, increase the interest rate on advanced funds and
terminate our ability to borrow funds from them, which could materially and adversely affect our financial condition and
ability to implement our business plan. In addition, in the event that the applicable creditor files for bankruptcy or becomes
insolvent, our loans may become subject to bankruptcy or insolvency proceedings, thus depriving us, at least temporarily, of
the benefit of these assets. Such an event could restrict our access to credit and increase our cost of capital. The applicable
creditor may also require us to maintain a certain amount of cash or set aside assets sufficient to maintain a specified liquidity
position that would allow us to satisfy our collateral obligations. As a result, we may not be able to leverage our assets as
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fully as we would choose which could reduce our return on assets. In the event that we are unable to meet these collateral
obligations, our financial condition and prospects could deteriorate rapidly.

If a counterparty to a repurchase agreement defaults on its obligation to resell the underlying security back to us at the
end of the purchase agreement term, or if the value of the underlying asset has declined as of the end of that term, or if
we default on our obligations under the repurchase agreement, we may incur losses.

Under any repurchase agreements we enter into, we will sell the assets to lenders (i.e., repurchase agreement
counterparties) and receive cash from the lenders. The lenders are obligated to resell the same assets back to us at the end of
the term of the repurchase agreement. Because the cash that we receive from the lender when we initially sell the assets to
the lender is less than the value of those assets (the difference being the “haircut”), if the lender defaults on its obligation to
resell the same assets back to us, we would incur a loss on the repurchase agreement equal to the amount of the haircut
(assuming there was no change in the value of the securities). We would also incur losses on a repurchase agreement if the
value of the underlying assets has declined as of the end of the repurchase agreement term, because we would have to
repurchase the assets for their initial value but would receive assets worth less than that amount. Further, if we default on our
obligations under a repurchase agreement, the lender will be able to terminate the repurchase agreement and cease entering
into any other repurchase agreements with us. Any repurchase agreements we enter into are likely to contain cross-default
provisions, so that if a default occurs under any repurchase agreement, the lender can also declare a default with respect to
all other repurchase agreements they have with us. If a default occurs under any of our repurchase agreements and a lender
terminates one or more of its repurchase agreements, we may need to enter into replacement repurchase agreements with
different lenders. There can be no assurance that we will be successful in entering into such replacement repurchase
agreements on the same terms as the repurchase agreements that were terminated or at all. Any losses that we incur on our
repurchase agreements could adversely affect our earnings and thus our cash available for distribution to stockholders.

The elimination of, LIBOR may adversely affect interest expense related to our loans and investments.

Approximately 3.7% of our portfolio by unpaid principal balance as of December 31, 2022 pays interest at a variable
rate that is tied to LIBOR. On March 5, 2021, the Financial Conduct Authority of the U.K. announced that all of the LIBOR
settings will either cease to be provided by any administrator or no longer be representative (i) immediately after December
31, 2021, in the case of the 1-week and 2-month US dollar settings; and (ii) immediately after June 30, 2023, in the case of
the remaining one-month, three-month, six-month and twelve-month US dollar settings. The U.S. Federal Reserve, in
conjunction with the Alternative Reference Rates Committee, a steering committee convened by the Federal Reserve Board
and comprised of large U.S. financial institutions, has recommended replacing U.S.-dollar LIBOR with SOFR, an index
calculated by short-term repurchase agreements backed by U.S. Treasury securities. Approximately 13.3% of our portfolio
by unpaid principal balance as of December 31, 2022 pays interest at a variable rate that is tied to SOFR, and it is anticipated
that future investments we make may have variable interest rates tied to SOFR. Although there have been issuances utilizing
SOFR or the Sterling Over Night Index Average, an alternative reference rate that is based on transactions, it is unknown
whether these alternative rates will attain market acceptance as a replacement for LIBOR. In connection with the foregoing,
we may need to renegotiate some of our agreements to determine a replacement index rate. As of December 31, 2022, the
Company has not received any LIBOR transition notices under its loan agreements. Any changes to benchmark interest rates
could increase our financing costs, which could impact our results of operations, cash flows and the market value of our
investments and result in mismatches with the interest rate of investments that we are financing.

Risks Related to Our Corporate Structure

We have limited operating history as a standalone company and may not be able to operate our business successfully, find
suitable investments, or generate sufficient revenue to make or sustain distributions to our stockholders.

We were organized on June 7, 2019 and have limited operating history as a standalone company. We may not be able
to operate our business successfully, find suitable investments or implement our operating policies and strategies. Our ability
to provide attractive risk-adjusted returns to our stockholders over the long term depends on our ability both to generate
sufficient cash flow to pay an attractive dividend and to achieve capital appreciation, and we may not be able to do either.
Similarly, we may not be able to generate sufficient revenue from operations to pay our operating expenses and make
distributions to stockholders. The results of our operations will depend on several factors, including the availability of
opportunities for the acquisition or origination of target assets, the level and volatility of interest rates, the availability of
equity capital as well as adequate short- and long-term financing, conditions in the financial markets and economic conditions.
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In addition, our future operating results and financial data may vary materially from the historical operating results
and financial data contained in this annual report because of a number of factors. Consequently, the historical financial
statements contained in this annual report may not be useful in assessing our likely future performance.

We depend upon key personnel of our Manager and its affiliates.

We are an externally managed REIT and therefore we do not have any internal management capacity and only have
accounting employees. We will depend to a significant degree on the diligence, skill and network of business contacts of the
management team and other key personnel of our Manager, including Messrs. Dondero, Goetz, Mitts, McGraner, Sauter,
Richards and Willmore, all of whom may be difficult to replace. We expect that our Manager will evaluate, negotiate,
structure, close and monitor our loans and investments in accordance with the terms of the Management Agreement.

We will also depend upon the senior professionals of our Manager to maintain relationships with sources of potential
loans and investments, and we intend to rely upon these relationships to provide us with potential investment opportunities.
We cannot assure you that these individuals will continue to provide indirect investment advice to us. If these individuals,
including the members of the management team of our Manager, do not maintain their existing relationships with our
Manager, 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 Manager
have relationships are not obligated to provide us with investment opportunities. Therefore, we can offer no assurance that
these relationships will generate investment opportunities for us.

We are dependent upon our Manager and its affiliates to conduct our day-to-day operations; thus, adverse changes in
their financial health or our relationship with them could cause our operations to suffer.

We are dependent on our Manager and its affiliates to manage our operations and originate, structure and manage our
loans and investments. All of our investment decisions are made by our Manager, subject to general oversight by our
Manager’s investment committee and our Board. Any adverse changes in the financial condition of our Manager or its
affiliates, or our relationship with our Manager, could hinder our Manager’s ability to successfully manage our operations
and our portfolio of loans and investments, which could materially adversely affect our business, results of operations,
financial condition and ability to make distributions to our stockholders.

Our Manager manages our portfolio pursuant to very broad investment guidelines and is not required to seek the approval
of our Board for each investment, financing, asset allocation or hedging decision made by it, which may result in our
making riskier investments and which could materially and adversely affect us.

Our Manager is authorized to follow very broad investment guidelines that provide it with substantial discretion in
investment, financing, asset allocation and hedging decisions. Our Board will periodically review our investment guidelines
and our portfolio but will not, and is not required to, review and approve in advance all of our proposed investments or our
Manager’s financing, asset allocation or hedging decisions. In addition, in conducting periodic reviews, our directors may
rely primarily on information provided, or recommendations made, to them by our Manager or its affiliates. Subject to
qualifying and maintaining our REIT qualification and our exclusion from regulation under the Investment Company Act,
our Manager has significant latitude within the broad investment guidelines in determining the types of investments it makes
for us, and how such investments are financed or hedged, which could result in investment returns that are substantially below
expectations or losses, which could materially and adversely affect us.

We may not replicate the historical results achieved by other entities managed or sponsored by affiliates of our Manager,
members of our Manager’s management team or by our Sponsor or its affiliates.

Our primary focus in making loans and investments generally differs from that of existing investment funds, accounts
or other investment vehicles that are or have been managed by affiliates of our Manager, members of our Manager’s
management team, our Sponsor or affiliates of our Sponsor. Past performance is not a guarantee of future results, and there
can be no assurance that we will achieve comparable results of those Sponsor affiliates. In addition, investors in our securities
are not acquiring an interest in any such investment funds, accounts or other investment vehicles that are or have been
managed by members of our Manager’s management team or our Sponsor or its affiliates. We also cannot assure you that we
will replicate the historical results achieved by members of the management team, 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.
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The Management Agreement may be terminated by (a) us, upon a cause event (as defined in the Management Agreement),
on 30 days’ written notice, (b) either party, without cause, upon the expiration of the then-current term with at least 180
days’ written notice to the other party prior to the expiration of such term, (c) our Manager, upon 30 days’ written notice
if we materially breach the agreement and such breach continues for 30 days before we are given such notice or (d)
automatically in the event of an Advisers Act Assignment unless we provide written consent. If the Management
Agreement is terminated for any one of these reasons, we may not be able to find a suitable replacement, resulting in a
disruption in our operations that could adversely affect our financial condition, business, results of operations and cash

flows.

The Management Agreement may be terminated by (a) us, upon a cause event (as defined in the Management
Agreement), on 30 days’ written notice, (b) either party, without cause, upon the expiration of the then-current term with at
least 180 days’ written notice to the other party prior to the expiration of such term, (c) our Manager, upon 30 days’ written
notice if we materially breach the agreement and such breach continues for 30 days before we are given such notice or (d)
automatically in the event of an Advisers Act Assignment) unless we provide written consent. If the Management Agreement
is terminated and no suitable replacement is found, we may not be able to execute our business plan. 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 Manager and its affiliates.
Even if we are able to retain comparable management, the integration of such management and its lack of familiarity with
our investment objectives may result in additional costs and time delays that may adversely affect our business, financial
condition, results of operations and cash flows. Furthermore, we may incur certain costs in connection with a termination or
non-renewal of the Management Agreement, including a termination fee equal to three times the Manager’s Annual Fee
(unless the Management Agreement is terminated as a result of a cause event or an Advisers Act Assignment).

Our Manager maintains a contractual as opposed to a fiduciary relationship with us. Our Manager’s liability is limited
under the Management Agreement, and we have agreed to indemnify our Manager against certain liabilities.

Our Manager maintains a contractual as opposed to a fiduciary relationship with us. Under the terms of the
Management Agreement, our Manager and its affiliates and their respective partners, members, officers, directors, employees
and agents will not be liable to us (including but not limited to (1) any act or omission in connection with the conduct of our
business that is determined in good faith to be in or not opposed to our best interest, (2) any act or omission based on the
suggestions of certain professional advisors, (3) any act or omission by us, or (4) any mistake, negligence, misconduct or bad
faith of certain brokers or other agents), unless any act or omission constitutes bad faith, fraud, willful misfeasance, intentional
misconduct, gross negligence or reckless disregard of duties. We have also agreed to indemnify our Manager and its affiliates
and their respective partners, members, officers, directors, employees and agents from and against any and all claims,
liabilities, damages, losses, costs and expenses that are incurred and arise out of or in connection with our business or
investments, or the performance by the indemnitee of its responsibilities under the Management Agreement, provided that
the conduct at issue did not constitute bad faith, fraud, willful misfeasance, intentional misconduct, gross negligence or
reckless disregard of duties. As a result, we could experience poor performance or losses for which our Manager would not
be liable.

Under the terms of the Management Agreement, our Manager will indemnify and hold us harmless from all claims,
liabilities, damages, losses, costs and expenses, including amounts paid in satisfaction of judgments, in compromises and
settlements, as fines and penalties and legal or other costs and expenses of investigating or defending against any claim or
alleged claim, of any nature whatsoever, known or unknown, liquidated or unliquidated, that are incurred by reason of our
Manager’s bad faith, fraud, willful misfeasance, intentional misconduct, gross negligence or reckless disregard of its duties;
provided, however, that our Manager will not be held responsible for any action of our Board in following or declining to
follow any written advice or written recommendation given by our Manager. However, the aggregate maximum amount that
our Manager may be liable to us pursuant to the Management Agreement will, to the extent not prohibited by law, never
exceed the amount of the management fees received by our Manager under the Management Agreement prior to the date that
the acts or omissions giving rise to a claim for indemnification or liability have occurred. In addition, our Manager will not
be liable for special, exemplary, punitive, indirect, or consequential loss, or damage of any kind whatsoever, including without
limitation lost profits. The limitations described in the preceding two sentences will not apply, however, to the extent such
damages are determined in a final binding non-appealable court or arbitration proceeding to result from the bad faith, fraud,
willful misfeasance, intentional misconduct, gross negligence or reckless disregard of our Manager’s duties.
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We may change our targeted investments without stockholder consent.

Our current portfolio of investments consists SFR Loans, CMBS B-Pieces, CMBS 1/O Strips, mezzanine loans,
preferred equity investments, common stock investments, multifamily properties, MSCR Notes and mortgage-backed
securities. We currently concentrate on investments in real estate sectors where our senior management team has operating
expertise, including in the multifamily, SFR, self-storage, life science, hospitality and office sectors predominantly in the top
50 MSAs. In addition, the Company targets lending or investing in properties that are stabilized or have a “light transitional”
business plan, meaning a property that requires limited deferred funding to support leasing or ramp-up of operations and for
which most capital expenditures are for value-add improvements. Though this is our current target portfolio, we may make
adjustments to our target portfolio based on real estate market conditions and investment opportunities, and we may change
our targeted investments and investment guidelines at any time without the consent of our stockholders. Any such change
could result in our making investments that are different from, and possibly riskier than, the investments described in this
annual report. These policies may change over time. A change in our targeted investments or investment guidelines, which
may occur without notice to you or without your consent, may increase our exposure to interest rate risk, default risk and real
estate market fluctuations, all of which could adversely affect the value of our securities and our ability to make distributions
to you. We intend to disclose any changes in our investment policies in our next required periodic report.

We will pay substantial fees and expenses to our Manager and its affiliates, which payments increase the risk that you will
not earn a profit on your investment.

Pursuant to the Management Agreement, we will pay significant fees to our Manager and its affiliates. Those fees
include management fees and obligations to reimburse our Manager and its affiliates for expenses they incur in connection
with their providing services to us, including certain personnel services. Additionally, we have adopted a long-term incentive
plan that provides us the ability to grant awards to employees of our Manager and its affiliates. For additional information on
these fees and the fees paid to our Manager, see “Item 1. Business—Our Management Agreement” and Note 13 to our
consolidated financial statements for more information.

If we internalize our management functions, we may not achieve the perceived benefits of the internalization transaction.

In the future, our Board may consider internalizing the functions performed for us by our Manager by, among other
methods, acquiring our Manager’s assets. The method by which we could internalize these functions could take many forms.
There is no assurance that internalizing our management functions will be beneficial to us and our stockholders. An
acquisition of our Manager could result in dilution of your interest as a stockholder and could reduce earnings per share.
Additionally, we may not realize the perceived benefits or we may not be able to properly integrate a new staff of managers
and employees or we may not be able to effectively replicate the services provided previously by our Manager or its affiliates.
Internalization transactions, including, without limitation, transactions involving the acquisition of affiliated advisors 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 claims which would reduce the amount of funds available for us to invest and to pay
distributions. All of these factors could have a material adverse effect on our results of operations, financial condition and
ability to pay distributions.

There are significant potential conflicts of interest that could affect our investment returns.

As a result of our arrangements with our Sponsor and our Manager, there may be times when our Sponsor and our
Manager or their affiliated persons have interests that differ from those of our stockholders, giving rise to a conflict of interest.

Our directors and management team serve or may serve as officers, directors or principals of entities that operate in
the same or a related line of business as we do, or of investment funds managed by our Manager or its affiliates. Similarly,
our Manager or its affiliates may have other clients with similar, different or competing investment objectives, including,
among others, NexPoint Residential Trust, Inc. (“NXRT”), a publicly traded multifamily REIT, VineBrook Homes Trust,
Inc. (“VineBrook™), an SFR REIT, NexPoint Diversified Real Estate Trust (“NXDT”), a publicly traded diversified REIT,
and NexPoint Hospitality Trust, Inc. (“NHT”), a publicly traded hospitality REIT listed on the TSX Venture Exchange
(“TSXV?”), each of which is also managed by members of our management team. In serving in these multiple capacities, they
may have obligations to other clients or investors in those entities, the fulfillment of which may not be in the best interest of
us or our stockholders. For example, the management team of our Manager has, and will continue to have, management
responsibilities for other investment funds, accounts or other investment vehicles managed or sponsored by our Manager and
its affiliates. Our investment objectives may overlap with the investment objectives of such affiliated investment funds,
accounts or other investment vehicles. As a result, those individuals may face conflicts in the allocation of investment
opportunities among us and other investment funds or accounts advised by or affiliated with our Manager and its affiliates.
Our Manager will seek to allocate investment opportunities among eligible accounts in a manner consistent with its allocation
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policy. However, we can offer no assurance that such opportunities will be allocated to us fairly or equitably in the short-
term or over time.

The Chapter 11 bankruptcy filing by Highland Capital Management, L.P. (“Highland”) may have materially adverse
consequences on our business, financial condition and results of operations.

On October 16, 2019, Highland, a former affiliate of our Sponsor, filed for Chapter 11 bankruptcy protection with the
United States Bankruptcy Court for the District of Delaware (the “Highland Bankruptcy”), which was subsequently
transferred to the United States Bankruptcy Court for the Northern District of Texas (the “Bankruptcy Court”). On January
9, 2020, the Bankruptcy Court approved a change of control of Highland, which involved the resignation of James Dondero
as the sole director of, and the appointment of an independent board to, Highland’s general partner. On September 21, 2020,
Highland filed a plan of reorganization and disclosure statement with the Bankruptcy Court, which was subsequently
amended (the “Fifth Amended Plan of Reorganization”). On October 9, 2020, Mr. Dondero resigned as an employee of
Highland and as portfolio manager for all Highland-advised funds. As a result of these changes, our Sponsor is no longer
under common control with Highland and therefore Highland is no longer affiliated with us. On February 22, 2021, the
Bankruptcy Court entered an order confirming Highlands’s Fifth Amended Plan of Reorganization (the “Plan”), which
became effective on August 11, 2021. On October 15, 2021, Marc S. Kirschner, as litigation trustee of a litigation subtrust
formed pursuant to the Plan, filed a lawsuit (the “Bankruptcy Trust Lawsuit”) against various persons and entities, including
our Sponsor and James Dondero. The Bankruptcy Trust Lawsuit does not include claims related to our business or our assets
or operations. The Highland Bankruptcy and lawsuits filed in connection therewith, including the Bankruptcy Trust Lawsuit,
could expose our Sponsor, our Manager, our affiliates, our management and/or us to negative publicity, which might
adversely affect our reputation and/or investor confidence in us, and/or future debt or equity capital raising activities. In
addition, the Highland Bankruptcy and the Bankruptcy Trust Lawsuit may be both time consuming and disruptive to our
operations and cause significant diversion of management attention and resources which may materially and adversely affect
our business, financial condition and results of operations. Further, the Highland Bankruptcy has and may continue to expose
our Sponsor, our Manager and our affiliates to claims arising out of our former relationship with Highland that could have an
adverse effect on our business, financial condition and results of operations.

Litigation against James Dondero and others may have materially adverse consequences on our business, financial
condition and results of operations.

On February 8, 2023, UBS Securities LLC and its affiliate (collectively, “UBS”) filed a lawsuit in the Supreme Court
of the State of New York, County of New York against Mr. Dondero and a number of other persons and entities, seeking to
collect on $1.3 billion in judgments UBS obtained against entities that were managed indirectly by Highland (the “UBS
Lawsuit”). The UBS Lawsuit does not include claims related to our business or our assets or operations. While neither our
Sponsor nor our Manager are parties to the UBS Lawsuit, these proceedings could expose our Sponsor, our Manager, our
affiliates, our management and/or us to negative publicity, which might adversely affect our reputation and/or investor
confidence in us, and/or future debt or equity capital raising activities. In addition, the UBS Lawsuit may be both time
consuming and disruptive to our operations and cause significant diversion of management attention and resources which
may materially and adversely affect our business, financial condition and results of operations. The Board has formed an
independent special committee to oversee a review of the UBS Lawsuit and its potential impact on the Company.

We may compete with other entities affiliated with our Manager and our Sponsor for investments.

Neither our Manager nor our Sponsor and their affiliates are prohibited from engaging, directly or indirectly, in any
other business or from possessing interests in any other business ventures that compete with ours. Our Manager, our Sponsor
and/or their affiliates may provide financing to similarly situated investments. Our Manager and our Sponsor may face
conflicts of interest when evaluating investment opportunities for us, and these conflicts of interest may have a negative
impact on our ability to make attractive investments.

Our Manager, our Sponsor and their respective affiliates, officers and employees face competing demands relating to their
time, and this may cause our operating results to suffer.

Our Manager, our Sponsor and their respective affiliates, officers and employees are key personnel, general partners,
sponsors, managers, owners and advisors of other real estate investment programs, including affiliate-sponsored investment
products, some of which have investment objectives and legal and financial obligations similar to ours and may have other
business interests as well. Because these persons have competing demands on their time and resources, they may have
conflicts of interest in allocating their time between our business and these other activities. If this occurs, the returns on our
investments may suffer.
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Our Manager and its affiliates will face conflicts of interest, including significant conflicts created by our Manager’s
compensation arrangements with us, including compensation which may be required to be paid to our Manager if the
Management Agreement is terminated, which could result in actions that are not necessarily in the long-term best interest
of our stockholders.

Under the Management Agreement, our Manager or its affiliates are entitled to fees based on our “Equity.” Because
performance is only one aspect of our Manager’s compensation (as a component of “Equity”), our Manager’s interests are
not wholly aligned with those of our stockholders. In that regard, our Manager could be motivated to recommend riskier or
more speculative investments that would entitle our Manager to a higher fee. For example, because asset management fees
payable to our Manager are based in part on the amount of equity raised, our Manager may have an incentive to raise
additional equity capital in order to increase its fees.

Our charter permits our Board to issue stock with terms that may subordinate the rights of our stockholders or discourage
a third party from acquiring us in a manner that could otherwise result in a premium price to our stockholders.

Our Board may classify or reclassify any unissued shares of common stock or preferred stock and establish the
preferences, conversion or other rights, voting powers, restrictions, limitations as to distributions, qualifications and terms or
conditions of redemption of any such stock. Thus, our Board could authorize the issuance of preferred stock with terms and
conditions that could have priority as to distributions and amounts payable upon liquidation over the rights of the holders of
our other stock. The issuance of such preferred stock could also have the effect of delaying, deferring or preventing a change
in control of us, including an extraordinary transaction (such as a merger, tender offer or sale of all or substantially all of our
assets) that might provide a premium price to holders of our stock.

Our rights and the rights of our stockholders to recover claims against our directors and officers are limited by Maryland
law and our organizational documents, which could reduce your and our recovery against them if they cause us to incur
losses.

Maryland law provides that a director has no liability in the capacity as a director if he or she performs his or her duties
in good faith, in a manner he or she reasonably believes to be in our best interest and with the care that an ordinarily prudent
person in a like position would use under similar circumstances. As permitted by the MGCL, our charter limits the liability
of our directors and officers to us and our stockholders for money damages, except for liability resulting from:

e actual receipt of an improper benefit or profit in money, property or services; or

* a final judgment based upon a finding of active and deliberate dishonesty by the director or officer that was
material to the cause of action adjudicated.

In addition, our charter and our bylaws require us to indemnify our directors and officers for actions taken by them in
those capacities and, without requiring a preliminary determination of the ultimate entitlement to indemnification, to pay or
reimburse their reasonable expenses in advance of final disposition of a proceeding to the maximum extent permitted by
Maryland law.

We have entered into indemnification agreements with each of our directors and executive officers that provide for
indemnification to the maximum extent permitted by Maryland law.

As a result, we and our stockholders may have more limited rights against our directors and officers than might
otherwise exist under common law. Accordingly, in the event that actions taken by any of our directors or officers are immune
or exculpated from, or indemnified against, liability but which impede our performance, our stockholders’ ability to recover
damages from that director or officer will be limited.

Our bylaws designate the Circuit Court for Baltimore City, Maryland as the sole and exclusive forum for certain types of
actions and proceedings that may be initiated by our stockholders and provide that claims relating to causes of action
under the Securities Act may only be brought in federal district courts, which could limit stockholders’' ability to obtain a
favorable judicial forum for disputes with us or our directors, officers or employees and could discourage lawsuits against
us and our directors, officers and employees.

Our bylaws provide that, unless we consent in writing to the selection of an alternative forum, the Circuit Court for
Baltimore City, Maryland, or, if that Court does not have subject matter jurisdiction, any state court located within the state
of Maryland, or, if all such state courts do not have subject matter jurisdiction, the United States District Court for the District
of Maryland, will be the sole and exclusive forum for (a) any Internal Corporate Claim, as such term is defined in the MGCL,
or any successor provision thereof, (b) any derivative action or proceeding brought on behalf of the Company, (c) any action
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asserting a claim of breach of any duty owed by any director or officer or other employee of the Company to the Company
or to the stockholders of the Company, (d) any action asserting a claim against the Company or any director or officer or
other employee of the Company arising pursuant to any provision of the MGCL, the charter or the bylaws, (e) any action or
proceeding to interpret, apply, enforce or determine the validity of the charter or the bylaws of the Company (including any
right, obligation, or remedy thereunder), (f) any action or proceeding as to which the MGCL confers jurisdiction on the Circuit
Court for Baltimore City, Maryland, or (g) any action asserting a claim against the Company or any director or officer or
other employee of the Company that is governed by the internal affairs doctrine, in all cases to the fullest extent permitted by
law and subject to the court’s having personal jurisdiction over the indispensable parties named as defendants, except that the
foregoing does not apply to suits brought to enforce a duty or liability created by the Exchange Act or any other claim for
which the federal courts have exclusive jurisdiction. Unless the Company consents in writing to the selection of an alternative
forum, the federal district courts of the United States of America will, to the fullest extent permitted by law, be the sole and
exclusive forum for the resolution of any complaint asserting a cause of action arising under the Securities Act. The choice
of forum provision could limit a stockholder’s ability to bring a claim in a judicial forum that it finds favorable for disputes
with us or our directors, officers or other employees, which could discourage such lawsuits against us and our directors,
officers and other employees. Alternatively, if a court were to find the choice of forum provision contained in our bylaws to
be inapplicable or unenforceable in an action, we could incur additional costs associated with resolving such action in other
jurisdictions.

Our charter and bylaws contain provisions that may delay, defer or prevent an acquisition of our securities or a change
in control.

Our charter and bylaws contain a number of provisions, the exercise or existence of which could delay, defer or prevent
a transaction or a change in control that might involve a premium price for our stockholders or otherwise be in their best
interest, including the following:

*  Qur Charter Contains Restrictions on the Ownership and Transfer of Our Stock. In order to qualify as a REIT,
five or fewer individuals, as defined in the Code, may not own, directly or indirectly or constructively, more than
50% in value of our issued and outstanding shares of stock at any time during the last half of each taxable year,
other than the first year for which a REIT election is made. Attribution rules in the Code determine if any
individual or entity actually or constructively owns shares of our capital stock under this requirement.
Additionally, at least 100 persons must beneficially own shares of our capital stock during at least 335 days of a
table year for each taxable year, other than the first year for which a REIT election is made. To help ensure that
we meet these tests, among other purposes, our charter includes restrictions on the acquisition and ownership of
shares of our capital stock. To assist us in complying with the limitations on the concentration of ownership of a
REIT imposed by the Code, among other purposes, our charter, including the articles supplementary setting forth
the terms of the Series A Preferred Stock, prohibits, with certain exceptions, any stockholder from beneficially or
constructively owning, applying certain attribution rules under the Code, more than 6.2% by value or in number
of shares, whichever is more restrictive, of the outstanding shares of our common stock, or more than 6.2% in
value of the aggregate of the outstanding shares of our capital stock, including the Series A Preferred Stock. Our
Board may, in its sole discretion, subject to such conditions as it may determine and the receipt of certain
representations and undertakings, waive the 6.2% ownership limit with respect to a particular stockholder if such
ownership will not then or in the future jeopardize our qualification as a REIT. Our Board granted James Dondero
and his affiliates a waiver allowing them to collectively own up to 65% of our common stock, has granted waivers
to others and may grant additional waivers in the future. Our charter also prohibits any person from, among other
things, beneficially or constructively owning shares of our capital stock that would result in our being “closely
held” under Section 856(h) of the Code (without regard to whether the ownership interest is held during the last
half of a taxable year), or otherwise cause us to fail to qualify as a REIT (including, but not limited to, beneficial
ownership or constructive ownership that would result in us owning (actually or constructively) an interest in a
tenant that is described in Section 856(d)(2)(B) of the Code if the income derived by us from such tenant would
cause us to fail to satisfy any of the gross income requirements of Section 856(c) of the Code) or a “domestically
controlled qualified investment entity” within the meaning of Section 897(h) of the Code. Our charter provides
that any ownership or purported transfer of shares of our capital stock in violation of the foregoing restrictions
will result in the shares so owned or transferred being automatically transferred to a charitable trust for the benefit
of a charitable beneficiary, and the purported owner or transferee acquiring no rights in such shares. If a transfer
of shares of our capital stock would result in our capital stock being beneficially owned by fewer than 100 persons
or the transfer to a charitable trust would be ineffective for any reason to prevent a violation of the other restrictions
on ownership and transfer of our capital stock, the transfer resulting in such violation will be void ab initio. These
ownership limits may prevent a third party from acquiring control of us if our Board does not grant an exemption
from the ownership limits, even if our stockholders believe the change in control is in their best interest. Waivers
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with respect to the ownership limits may be subject to certain initial and ongoing conditions designed to preserve
our status as a REIT.

*  QOur Board Has the Power to Cause Us to Issue Additional Shares of Our Stock without Stockholder Approval.
Our charter authorizes us to issue additional authorized but unissued shares of common or preferred stock. In
addition, our Board may, without stockholder approval, amend our charter to increase the aggregate number of
shares of our common stock or the number of shares of stock of any class or series that we have authority to issue
and classify or reclassify any unissued shares of common or preferred stock and set the preferences, rights and
other terms of the classified or reclassified shares. As a result, our Board may establish a series of shares of
common or preferred stock that could delay or prevent a transaction or a change in control that might involve a
premium price for our stock or otherwise be in the best interest of our stockholders.

Certain provisions of the MGCL may limit the ability of a third party to acquire control of us.

Certain provisions of the MGCL may have the effect of inhibiting a third party from acquiring us or of impeding a
change of control under circumstances that otherwise could provide our stockholders with the opportunity to realize a
premium over the then-prevailing market price of such shares.

Under the MGCL, certain “business combinations” (including a merger, consolidation, statutory share exchange or, in
certain circumstances, an asset transfer or issuance or reclassification of equity securities) between a Maryland corporation
and an “interested stockholder” (defined generally as any person who beneficially owns, directly or indirectly, 10% or more
of the voting power of our outstanding shares of voting stock or an affiliate or associate of the corporation who, at any time
within the two-year period immediately prior to the date in question, was the beneficial owner of 10% or more of the voting
power of the then outstanding stock of the corporation), or an affiliate of any such interested stockholder, are prohibited for
five years after the most recent date on which such interested stockholder becomes an interested stockholder. Thereafter any
such business combination must be generally recommended by the board of directors of the corporation and approved by the
affirmative vote of at least (a) 80% of the votes entitled to be cast by holders of outstanding shares of voting stock of the
corporation and (b) two-thirds of the votes entitled to be cast by holders of voting stock of the corporation, other than shares
held by the interested stockholder who will (or whose affiliate will) be a party to the business combination or held by an
affiliate or associate of the interested stockholder. These provisions of the MGCL do not apply, however, to business
combinations that are approved or exempted by our Board prior to the time that someone becomes an interested stockholder
or comply with certain fair price requirements set forth in the MGCL.

The MGCL provides that holders of “control shares” of our Company acquired in a “control share acquisition” (defined
as the direct or indirect acquisition of issued and outstanding “control shares”, subject to certain exceptions) have no voting
rights with respect to such shares except to the extent approved by our stockholders by the affirmative vote of at least two-
thirds of all of the votes entitled to be cast on the matter, excluding all interested shares (defined as shares of the corporation
that any of the following persons is entitled to exercise, or direct the exercise of, the voting power in the election of directors:
an acquiring person, an officer of the corporation or an employee of the corporation who is also a director of the corporation).

“Control shares” are voting shares of stock that, if aggregated with all other such shares of stock owned by the acquirer,
or in respect of which the acquirer is able to exercise or direct the exercise of voting power (except solely by virtue of a
revocable proxy), would entitle the acquirer to exercise voting power in electing directors within one of the following ranges
of voting power:

e one-tenth or more but less than one-third;

*  one-third or more but less than a majority; or

e amajority or more of all voting power.

Control shares do not include shares that the acquiring person is then entitled to vote as a result of having previously
obtained stockholder approval, shares acquired directly from the corporation or shares acquired in a merger, consolidation or

statutory share exchange if the corporation is a party to the transaction or acquisitions approved or exempted by the charter
or bylaws of the corporation.
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Pursuant to the Maryland Business Combination Act, our Board has by resolution exempted from the provisions of
the Maryland Business Combination Act all business combinations (1) between our Manager or its respective affiliates and
us and (2) between any other person and us, provided that such business combination is first approved by our Board (including
a majority of our directors who are not affiliates or associates of such person). Our bylaws contain a provision exempting
from the Maryland Control Share Acquisition Act any and all acquisitions by any person of shares of our stock. There can be
no assurance that these exemptions or resolutions will not be amended or eliminated at any time in the future.

Additionally, Title 3, Subtitle 8 of the MGCL permits a Maryland corporation with a class of equity securities
registered under the Exchange Act and at least three independent directors to elect to be subject, by provision in its charter or
bylaws or a resolution of its board of directors, without stockholder approval and regardless of what is currently provided in
its charter or bylaws, to implement any or all of the following takeover defenses:

e aclassified board;
*  atwo-thirds vote requirement for removing a director;
e arequirement that the number of directors be fixed only by vote of the board of directors;

e arequirement that a vacancy on the board be filled only by the remaining directors in office and (if the board is
classified) for the remainder of the full term of the class of directors in which the vacancy occurred; and

*  amajority requirement for the calling of a stockholder-requested special meeting of stockholders.

Our charter provides that, at such time as we are able to make a Subtitle 8 election, vacancies on the Board may be
filled only by the remaining directors and that directors elected by the Board to fill vacancies will serve for the remainder of
the full term of the directorship in which the vacancy occurred. Through provisions in our charter and bylaws unrelated to
Subtitle 8, we already, subject to the terms of any class or series of preferred stock, (a) vest in our Board the exclusive power
to fix the number of directorships, (b) require a vacancy on our Board to be filled only by the remaining directors in office,
even if the remaining directors do not constitute a quorum and (c) require, unless called by our chairman of our Board, our
chief executive officer, our president or our Board, the written request of stockholders entitled to cast a majority of all of the
votes entitled to be cast at such a meeting to call a special meeting. If we made an election to be subject to the provisions of
Subtitle 8 relating to a classified board, our Board would automatically be classified into three classes with staggered terms
of office of three years each. In such instance, the classification and staggered terms of office of the directors would make it
more difficult for a third party to gain control of our Board since at least two annual meetings of stockholders, instead of one,
generally would be required to effect a change in the majority of the directors.

Risks Related to Our REIT Status and Other Tax Items

We have elected to be treated as a REIT commencing with our taxable year ended December 31, 2020. Our failure to
qualify or maintain our qualification as a REIT for U.S. federal income tax purposes would reduce the amount of funds
we have available for distribution and limit our ability to make distributions to our stockholders.

We have elected to be treated as a REIT under the Code commencing with our taxable year ended December 31, 2020.
However, we cannot assure you that we will qualify and remain qualified as a REIT. Our qualification as a REIT depends
upon our ability to meet requirements, some on an annual and quarterly basis, regarding our organization and ownership,
distributions of our income, the nature and diversification of our income and assets and other tests imposed by the Code. The
REIT qualification requirements are extremely complex and interpretation of the U.S. federal income tax laws governing
qualification as a REIT is limited. Furthermore, future legislative, judicial or administrative changes to the U.S. federal
income tax laws could be applied retroactively, which could result in our disqualification as a REIT. We believe we have
been and are organized and qualify as a REIT, and we intend to operate in a manner that will permit us to continue to qualify
as a REIT. However, we cannot assure you that we have qualified as a REIT, or that we will remain qualified as a REIT in
the future.

If we fail to qualify as a REIT in any taxable year, we will face serious tax consequences that will substantially reduce
the funds available for distributions to our stockholders because:

* we would not be allowed a deduction for dividends paid to stockholders in computing our taxable income and
would be subject to U.S. federal income tax at the corporate tax rate;

* we could be subject to increased state and local taxes; and
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« unless we are entitled to relief under certain U.S. federal income tax laws, we could not re-elect REIT status until
the fifth calendar year after the year in which we failed to qualify as a REIT.

In addition, if we fail to qualify as a REIT, we will no longer be required to make distributions to our stockholders. As
a result of all these factors, our failure to qualify as a REIT could impair our ability to expand our business and raise capital,
and it would adversely affect the value of our securities.

Furthermore, we currently own one and may acquire additional direct or indirect interests in one or more entities that
will elect to be taxed as REITs under the Code (each, a “Subsidiary REIT”). A Subsidiary REIT is subject to the various
REIT qualification requirements and other limitations described herein that are applicable to us. If a Subsidiary REIT were
to fail to qualify as a REIT, then (i) that Subsidiary REIT would become subject to U.S. federal income tax and (ii) the
Subsidiary REIT’s failure to qualify could have an adverse effect on our ability to comply with the REIT income and asset
tests, and thus could impair our ability to qualify as a REIT unless we could avail ourselves of certain relief provisions.

Even if we qualify as a REIT for U.S. federal income tax purposes, we may be subject to other tax liabilities that reduce
our cash flow and our ability to make distributions to you.

Even if we qualify for taxation as a REIT, we may be subject to certain U.S. federal, state and local or non-U.S. taxes
on our income and assets, including taxes on any undistributed income, tax on income from some activities conducted as a
result of a foreclosure, and state or local income, property and transfer taxes. In addition, our TRS or any TRS we form will
be subject to U.S. federal income tax and applicable state and local taxes on their net income. State, local and non-U.S.
income tax laws may differ substantially from the corresponding U.S. federal income tax laws. Any federal or state taxes we
pay will reduce our cash available for distribution to you. Prospective investors are urged to consult their tax advisors
regarding the effect of other U.S. federal, state, local and non-U.S. tax laws on an investment in our stock.

To maintain our REIT qualification, we may be forced to borrow funds during unfavorable market conditions, and the
unavailability of such capital on favorable terms at the desired times, or at all, may cause us to curtail our investment
activities and/or to dispose of assets at inopportune times, which could adversely affect our financial condition, results of
operations, cash flow and value of our securities.

In order to qualify and maintain our qualification as a REIT, we must distribute annually to our stockholders at least
90% of our REIT taxable income (which does not equal net income as calculated in accordance with GAAP), determined
without regard to the deduction for dividends paid and excluding net capital gain. To the extent that we satisfy this distribution
requirement, but distribute less than 100% of our REIT taxable income, we will be subject to U.S. federal corporate income
tax on our undistributed taxable income. We will also be subject to U.S. federal income tax on our undistributed REIT taxable
income and net capital gain and to a 4% nondeductible excise tax on any amount by which distributions we pay with respect
to any calendar year are less than the sum of (a) 85% of our ordinary income, (b) 95% of our capital gain net income and (c)
100% of our undistributed income from prior years. To maintain our REIT qualification and avoid the payment of U.S. federal
income and excise taxes, we may need to borrow funds to meet the REIT distribution requirements, even if the then-prevailing
market conditions are not favorable for these borrowings. These borrowing needs could result from differences in timing
between the actual receipt of income and inclusion of income for U.S. federal income tax purposes. For example, we may be
required to accrue interest and discount income on SFR mortgage loans, CMBS B-Pieces, and other types of debt securities
or interests in debt securities before we receive any payments of interest or principal on such assets. Our access to third-party
sources of capital depends on a number of factors, including the market’s perception of our growth potential, our current debt
levels, and our current and potential future earnings. We cannot assure you that we will have access to such capital on
favorable terms at the desired times, or at all, which may cause us to curtail our investment activities and/or to dispose of
assets at inopportune times, and could adversely affect our financial condition, results of operations, cash flow and the value
of our securities. Alternatively, we may make taxable in-kind distributions of our own stock, which may cause our
stockholders to be required to pay income taxes with respect to such distributions in excess of any cash they receive, or we
may be required to withhold taxes with respect to such distributions in excess of any cash our stockholders receive.

The failure of a mezzanine loan to qualify as a real estate asset could adversely affect our ability to qualify as a REIT.

We plan to originate mezzanine loans for which the Internal Revenue Service (the “IRS”) has provided a safe harbor
but not rules of substantive law. Pursuant to the safe harbor, if a mezzanine loan meets certain requirements, it will be treated
by the IRS as a real estate asset for purposes of the REIT asset tests, and interest derived from the mezzanine loan will be
treated as qualifying mortgage interest for purposes of the 75% gross income test. We may originate mezzanine loans that do
not meet all of the requirements of this safe harbor. In the event we own a mezzanine loan that does not meet the safe harbor,
the IRS could challenge such loan’s treatment as a real estate asset for purposes of the REIT asset and income tests and, if
such a challenge were sustained, we could fail to qualify as a REIT.
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There is a lack of clear authority governing the characterization of our mezzanine loans or preferred equity investments
for REIT qualification purposes.

There is limited case law and administrative guidance addressing whether instruments similar to any mezzanine loans
or preferred equity investments that we may acquire will be treated as equity or debt for U.S. federal income tax purposes.
We typically do not anticipate obtaining private letter rulings from the IRS or opinions of counsel on the characterization of
those investments for U.S. federal income tax purposes. If the IRS successfully recharacterizes a mezzanine loan or preferred
equity investment that we have treated as debt for U.S. federal income tax purposes as equity for U.S. federal income tax
purposes, we would be treated as owning the assets held by the partnership or limited liability company that issued the security
and we would be treated as receiving our proportionate share of the income of the entity. There can be no assurance that such
an entity will not derive nonqualifying income for purposes of the 75% or 95% gross income test or earn income that could
be subject to a 100% penalty tax. Alternatively, if the IRS successfully recharacterizes a mezzanine loan or preferred equity
investment that we have treated as equity for U.S. federal income tax purposes as debt for U.S. federal income tax purposes,
then that investment may be treated as producing interest income that would be qualifying income for the 95% gross income
test, but not for the 75% gross income test. If the IRS successfully challenges the classification of our mezzanine loans or
preferred equity investments for U.S. federal income tax purposes, no assurance can be provided that we will not fail to satisfy
the 75% or 95% gross income test.

The “taxable mortgage pool” rules may increase the taxes that we or our stockholders may incur and may limit the manner
in which we effect future securitizations.

Securitizations by us or our subsidiaries could result in the creation of taxable mortgage pools for U.S. federal income
tax purposes. As a result, we could have “excess inclusion income.” Certain categories of stockholders, such as non-U.S.
stockholders eligible for treaty or other benefits, stockholders with net operating losses, and certain tax-exempt stockholders
that are subject to unrelated business income tax, could be subject to increased taxes on a portion of their dividend income
from us that is attributable to any such excess inclusion income. In addition, to the extent that our stock is owned by tax-
exempt “disqualified organizations,” such as certain government-related entities and charitable remainder trusts that are not
subject to tax on unrelated business taxable income, we may incur a corporate level tax on a portion of any excess inclusion
income. Moreover, we could face limitations in selling equity interests in these securitizations to outside investors or selling
any debt securities issued in connection with these securitizations that might be considered to be equity interests for tax
purposes. These limitations may prevent us from using certain techniques to maximize our returns from securitization
transactions.

Complying with REIT requirements may cause us to forego otherwise attractive opportunities or liquidate otherwise
attractive investments.

To qualify as a REIT, we must ensure that we meet the REIT gross income tests annually and that, at the end of each
calendar quarter, at least 75% of the value of our assets consists of cash, cash items, government securities, stock in REITs
and other qualifying real estate assets, including certain mortgage loans and certain kinds of CMBS and debt instruments of
publicly offered REITs. The remainder of our investments in securities (other than government securities, securities issued
by a TRS and REIT qualified real estate assets) generally cannot include more than 10% of the outstanding voting securities
of any one issuer or more than 10% of the total value of the outstanding securities of any one issuer. In addition, in general,
no more than 5% of the value of our assets (other than government securities, securities issued by a TRS and securities that
are qualifying real estate assets) can consist of the securities of any one issuer, and no more than 20% of the value of our total
securities can be represented by securities of one or more TRSs. In order to meet these tests, we may be required to forego
investments we might otherwise make. Thus, compliance with the REIT requirements may hinder our performance.
Moreover, if we fail to comply with these requirements at the end of any calendar quarter, we must correct the failure within
30 days after the end of the calendar quarter or qualify for certain statutory relief provisions to avoid losing our REIT
qualification and suffering adverse tax consequences. As a result, we may be required to liquidate from our portfolio, or
contribute to a TRS, otherwise attractive investments, and may be unable to pursue investments that would be otherwise
advantageous to us in order to satisfy the income or asset requirements for qualifying as a REIT. These actions could have
the effect of reducing our income and amounts available for distribution to our stockholders.

If our OP failed to qualify as a partnership for U.S. federal income tax purposes, we would cease to qualify as a REIT.

We believe that our OP will be treated as a partnership for U.S. federal income tax purposes, and intends to take that
position for all income tax reporting positions. As a partnership, our OP generally will not be subject to U.S. federal income
tax on its income. Instead, each of its partners, including us, will be allocated, and may be required to pay tax with respect
to, its share of our OP’s income. We cannot assure you, however, that the IRS will not challenge the status of our OP or any
other subsidiary partnership in which we own an interest as a partnership for U.S. federal income tax purposes, or that a court
would not sustain such a challenge. If the IRS were successful in treating our OP or any other such subsidiary partnership as
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an entity taxable as a corporation for U.S. federal income tax purposes (including by reason of being classified as a publicly
traded partnership, unless at least 90% of its income was qualifying income as defined in the Code, or a “taxable mortgage
pool” for U.S. federal income tax purposes), we would fail to meet the gross income tests and certain of the asset tests
applicable to REITs and, accordingly, we would likely cease to qualify as a REIT, unless we qualified for certain statutory
savings provisions. A “publicly traded partnership” is a partnership whose partnership interests are traded on an established
securities market or are readily tradable on a secondary market (or the substantial equivalent thereof). Although our OP’s
partnership units are not traded on an established securities market, the OP’s units could be viewed as readily tradable on a
secondary market (or the substantial equivalent thereof), and our OP may not qualify for one of the “safe harbors” under the
applicable tax regulations. Qualifying income for the 90% test generally includes passive income, such as real property rents,
dividends and interest. The income requirements applicable to REITs and the definition of qualifying income for purposes of
this 90% test are similar in most respects. Our OP may not meet this qualifying income test. Also, the failure of our OP or
any subsidiary partnerships to qualify as a partnership could cause it to become subject to U.S. federal and state corporate
income tax, which would reduce significantly the amount of cash available for debt service and for distribution to its partners,
including us.

Our ownership of interests in a TRS raises certain tax risks.

A TRS is a corporation other than a REIT in which a REIT directly or indirectly holds stock, and that has made a joint
election with such REIT to be treated as a TRS. A TRS also includes any corporation other than a REIT with respect to which
a TRS owns securities possessing more than 35% of the total voting power or value of the outstanding securities of such
corporation. Other than some activities relating to lodging and health care facilities, a TRS may generally engage in any
business, including the provision of customary or non-customary services to tenants of its parent REIT. A TRS is subject to
income tax as a regular C corporation. We currently own interests in a TRS and may acquire securities in additional TRSs in
the future.

EEINT3 EEINT3

We will be required to pay a 100% tax on any “redetermined rents,” “redetermined deductions,” “excess interest” or
“redetermined TRS service income.” In general, redetermined rents are rents from real property that are overstated as a result
of services furnished to any of our tenants by a TRS of ours. Redetermined deductions and excess interest generally represent
amounts that are deducted by a TRS of ours for amounts paid to us that are in excess of the amounts that would have been
deducted based on arm’s-length negotiations. Redetermined TRS service income generally represents amounts by which the
gross income of a TRS attributable to its services for or on behalf of us (other than to a tenant of ours) would be increased
based on arm’s length negotiations.

Our TRS is and any TRS we acquire in the future will be subject to corporate income tax at the U.S. federal, state and
local levels (including on the gain realized from the sale of property held by it, as well as on income earned while such
property is operated by the TRS). This tax obligation, if material, would diminish the amount of the proceeds from the sale
or operation of such property, or other income earned through the TRS that would be distributable to our stockholders. U.S.
federal, state and local corporate income tax rates may be increased in the future, and any such increase would reduce the
amount of the net proceeds available for distribution by us to our stockholders from the sale of property or other income
earned through a TRS after the effective date of any increase in such tax rates. We do not anticipate material income tax
obligations in connection with our ownership of interests in TRSs.

As a REIT, the value of our interests in our TRSs generally may not exceed 20% of the total value of our total assets
at the end of any calendar quarter. If the IRS were to determine that the value of our interests in all of our TRSs exceeded this
limit at the end of any calendar quarter, then we would fail to qualify as a REIT. If we determine it to be in our best interest
to own a substantial number of our properties through one or more TRSs, then it is possible that the IRS may conclude that
the value of our interests in our TRSs exceeds 20% of the value of our total assets at the end of any calendar quarter and
therefore cause us to fail to qualify as a REIT. Additionally, as a REIT, no more than 25% of our gross income with respect
to any year may, in general, be from sources other than certain real estate-related assets. Dividends paid to us from a TRS are
typically considered to be non-real estate income. Therefore, we may fail to qualify as a REIT if dividends from our TRSs,
when aggregated with all other non-real estate income with respect to any one year, are more than 25% of our gross income
with respect to such year.
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Dividends payable by REITs generally do not qualify for the reduced tax rates available for some dividends.

Currently, the maximum tax rate applicable to qualified dividend income payable to U.S. stockholders that are
individuals, trusts and estates is 20%. Dividends payable by REITs, however, generally are not eligible for this reduced rate.
However, U.S. stockholders that are individuals, trusts and estates generally may deduct up to 20% of the ordinary dividends
(e.g., dividends not designated as capital gain dividends or qualified dividend income) received from a REIT for taxable years
beginning before January 1, 2026. To qualify for this deduction, the U.S. stockholder receiving such dividends must hold the
dividend-paying REIT stock for at least 46 days (taking into account certain special holding period rules) of the 91-day period
beginning 45 days before the stock becomes ex-dividend and cannot be under an obligation to make related payments with
respect to a position in substantially similar or related property. Although this deduction reduces the effective U.S. federal
income tax rate applicable to certain dividends paid by REITs (generally to 29.6% assuming the stockholder is subject to the
37% maximum rate), such tax rate is still higher than the tax rate applicable to corporate dividends that constitute qualified
dividend income. Accordingly, investors who are individuals, trusts and estates may perceive investments in REITs to be
relatively less attractive than investments in the stocks of non-REIT corporations that pay dividends, which could materially
and adversely affect the value of the stock of REITs, including the per share trading price of our securities. In addition, certain
U.S. stockholders may be subject to a 3.8% Medicare tax on dividends payable by REITs.

The share ownership restrictions of the Code for REITs and the 6.2% share ownership limits in our charter may inhibit
market activity in shares of our stock and restrict our business combination opportunities.

In order to qualify as a REIT, five or fewer individuals, as defined in the Code, may not own, directly or indirectly or
constructively, more than 50% in value of our issued and outstanding shares of stock at any time during the last half of each
taxable year, other than the first year for which a REIT election is made. Attribution rules in the Code determine if any
individual or entity actually or constructively owns shares of our capital stock under this requirement. Additionally, at least
100 persons must beneficially own shares of our capital stock during at least 335 days of a taxable year for each taxable year,
other than the first year for which a REIT election is made. To help ensure that we meet these tests, among other purposes,
our charter includes restrictions on the acquisition and ownership of shares of our capital stock.

To assist us in complying with the limitations on the concentration of ownership of a REIT imposed by the Code,
among other purposes, our charter, including the articles supplementary setting forth the terms of the Series A Preferred
Stock, prohibits, with certain exceptions, any stockholder from beneficially or constructively owning, applying certain
attribution rules under the Code, more than 6.2% by value or number of shares, whichever is more restrictive, of the aggregate
of the outstanding shares of our common stock, or 6.2% by value of the aggregate of the outstanding shares of our capital
stock, including the Series A Preferred Stock.

Our Board may, in its sole discretion, subject to such conditions as it may determine and the receipt of certain
representations and undertakings, waive the 6.2% ownership limit with respect to a particular stockholder if such ownership
will not then or in the future jeopardize our qualification as a REIT. Our Board granted James Dondero and his affiliates a
waiver allowing them to collectively own up to 65% of our common stock, has granted waivers to others and may grant
additional waivers in the future. Our charter also prohibits any person from, among other things, beneficially or constructively
owning shares of our capital stock that would result in our being “closely held” under Section 856(h) of the Code (without
regard to whether the ownership interest is held during the last half of a taxable year), or otherwise cause us to fail to qualify
as a REIT or a “domestically controlled qualified investment entity” within the meaning of Section 897(h) of the Code.

Our charter provides that any ownership or purported transfer of our capital stock in violation of the foregoing
restrictions will result in the shares so owned or transferred being automatically transferred to a charitable trust for the benefit
of a charitable beneficiary, and the purported owner or transferee acquiring no rights in such shares. If a transfer of shares of
our capital stock would result in our capital stock being beneficially owned by fewer than 100 persons or the transfer to a
charitable trust would be ineffective for any reason to prevent a violation of the other restrictions on ownership and transfer
of our capital stock, the transfer resulting in such violation will be void ab initio.

Waivers with respect to the ownership limits may be subject to certain initial and ongoing conditions designed to
preserve our status as a REIT. These restrictions on transferability and ownership will not apply, however, if our Board
determines that it is no longer in our best interest to qualify as a REIT or that compliance with the restrictions is no longer
required in order for us to so qualify as a REIT.

These ownership limits could delay or prevent a transaction or a change in control that might involve a premium price
for our securities or otherwise be in the best interest of the stockholders.
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Complying with REIT requirements may limit our ability to hedge our liabilities effectively and may cause us to incur tax
liabilities.

The REIT provisions of the Code may limit our ability to hedge our liabilities. Any income from a hedging transaction
we enter into to manage risk of interest rate changes, price changes or currency fluctuations with respect to borrowings made
or to be made to acquire or carry real estate assets or to offset certain other positions, if properly identified under applicable
Treasury regulations, does not constitute “gross income” for purposes of the 75% or 95% gross income tests. To the extent
that we enter into other types of hedging transactions, the income from those transactions will likely be treated as non-
qualifying income for purposes of both of the gross income tests. As a result of these rules, we may need to limit our use of
advantageous hedging techniques or implement those hedges through a domestic TRS. This could increase the cost of our
hedging activities because our TRS would be subject to tax on gains or expose us to greater risks associated with changes in
interest rates than we would otherwise want to bear. In addition, losses from hedges held in a TRS generally will not provide
any tax benefit, except for being carried forward against future taxable income of such TRS.

Certain of our business activities are potentially subject to the prohibited transaction tax, which could reduce the return
on your investment.

For so long as we qualify as a REIT, our ability to dispose of assets may be restricted to a substantial extent as a result
of our REIT qualification. Under applicable provisions of the Code regarding prohibited transactions by REITs, while we
qualify as a REIT, we will be subject to a 100% penalty tax on any gain recognized on the sale or other disposition of any
asset (other than foreclosure property) that we own or hold an interest in, directly or indirectly through any subsidiary entity,
including our OP, but generally excluding TRSs, that is deemed to be inventory or property held primarily for sale to
customers in the ordinary course of a trade or business. Whether property is inventory or otherwise held primarily for sale to
customers in the ordinary course of a trade or business depends on the particular facts and circumstances surrounding each
property. During such time as we qualify as a REIT, we intend to avoid the 100% prohibited transaction tax by (a) conducting
activities that may otherwise be considered prohibited transactions through a TRS (but such TRS will incur corporate rate
income taxes with respect to any income or gain recognized by it), (b) conducting our operations in such a manner so that no
sale or other disposition of an asset we own or hold an interest in, directly or through any subsidiary, will be treated as a
prohibited transaction, or (c¢) structuring certain dispositions to comply with the requirements of the prohibited transaction
safe harbor available under the Code that, among other requirements, have been held for at least two years. No assurance can
be given that any particular asset that we own or hold an interest in, directly or through any subsidiary entity, including our
OP, but generally excluding TRSs, will not be treated as inventory or property held primarily for sale to customers in the
ordinary course of a trade or business.

The 100% tax described above may limit our ability to enter into transactions that would otherwise be beneficial to us.
For example, if circumstances make it not profitable or otherwise uneconomical for us to remain in certain states or
geographical markets, the 100% tax could delay our ability to exit those states or markets by selling our assets in those states
or markets other than through a TRS, which could harm our operating profits.

We may be required to report taxable income for certain investments in excess of the economic income we ultimately
realize from them.

We may acquire CMBS or debt instruments in the secondary market for less than their face amount. The amount of
such discount will generally be treated as “market discount” for U.S. federal income tax purposes. Accrued market discount
is reported as income when, and to the extent that, any payment of principal of the debt instrument is made, unless we elect
to include accrued market discount in income as it accrues. Principal payments on certain loans are made monthly, and
consequently accrued market discount may have to be included in income each month as if the debt instrument were assured
of ultimately being collected in full. If we collect less on the debt instrument than our purchase price plus the market discount
we had previously reported as income, we may not be able to benefit from any offsetting loss deductions.

Similarly, some of the CMBS that we acquire may have been issued with original issue discount. We will be required
to report such original issue discount based on a constant yield method and will be taxed based on the assumption that all
future projected payments due on such CMBS will be made. If such CMBS turns out not to be fully collectible, an offsetting
loss deduction will become available only in the later year that uncollectibility is provable. Finally, in the event that any debt
instruments or CMBS acquired by us are delinquent as to mandatory principal and interest payments, or in the event payments
with respect to a particular debt instrument are not made when due, we may nonetheless be required to continue to recognize
the unpaid interest as taxable income as it accrues, despite doubt as to its ultimate collectability. Similarly, we may be required
to accrue interest income with respect to subordinate CMBS at their stated rate regardless of whether corresponding cash
payments are received or are ultimately collectable. In each case, while we would in general ultimately have an offsetting
loss deduction available to us when such interest was determined to be uncollectible, the utility of that deduction could depend
on our having taxable income in that later year or thereafter.
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The interest apportionment rules under Treasury Regulation Section 1.856-5(c) provide that, if a mortgage is secured
by both real property and other property, a REIT is required to apportion its annual interest income to the real property
security based on a fraction, the numerator of which is the value of the real property securing the loan, determined when the
REIT commits to acquire the loan, and the denominator of which is the highest “principal amount” of the loan during the
year. In IRS Revenue Procedure 2014-51, the IRS interprets the “principal amount” of the loan to be the face amount of the
loan, despite the Code requiring taxpayers to treat any market discount, that is the difference between the purchase price of
the loan and its face amount, for all purposes (other than certain withholding and information reporting purposes) as interest
rather than principal.

If we invest in mortgage loans to which the interest apportionment rules described above would apply and the IRS
were to assert successfully that our mortgage loans were secured by property other than real estate, the interest apportionment
rules applied for purposes of our REIT testing, and that the position taken in IRS Revenue Procedure 2014-51 should be
applied to our portfolio, then depending upon the value of the real property securing our mortgage loans and their face amount,
and the sources of our gross income generally, we may fail to meet the 75% gross income test. If we do not meet this test, we
could potentially lose our REIT qualification or be required to pay a penalty to the IRS.

The ability of our Board to revoke our REIT qualification without stockholder approval may cause adverse consequences
to our stockholders.

Our charter provides that our Board may revoke or otherwise terminate our REIT election, without the approval of our
stockholders, if it determines that it is no longer in our best interest to continue to qualify as a REIT. If we cease to be a REIT,
we will not be allowed a deduction for dividends paid to stockholders in computing our taxable income and will be subject
to U.S. federal income tax at regular corporate rates and state and local taxes, which may have adverse consequences on our
total return to our stockholders.

Legislative or other actions affecting REITSs could have a negative effect on our stockholders or us.

The rules dealing with U.S. federal income taxation are constantly under review by persons involved in the legislative
process and by the IRS and the U.S. Department of the Treasury. Changes to the tax laws, with or without retroactive
application, could materially and adversely affect our investors or us. We cannot predict how changes in the tax laws might
affect our investors or us. New legislation, Treasury regulations, administrative interpretations or court decisions could
significantly and negatively affect our ability to qualify as a REIT or the U.S. federal income tax consequences of such
qualification, or the U.S. federal income tax consequences of an investment in us. Also, the law relating to the tax treatment
of other entities, or an investment in other entities, could change, making an investment in such other entities more attractive
relative to an investment in a REIT. Prospective investors are urged to consult with their tax advisors regarding the effect of
potential changes to the U.S. federal tax laws on an investment in our stock.

We and our subsidiaries and stockholders may be subject to state, local or foreign tax filing and payment obligations
taxation in various jurisdictions including those in which we or they transact business, own property or reside.

We may own assets located in, or transact business in, numerous jurisdictions, and may be required to file tax returns
in some or all of those jurisdictions. Our state, local or foreign tax treatment and that of our stockholders may not conform to
the U.S. federal income tax treatment discussed above. Prospective investors should consult their tax advisors regarding the
application and effect of state and local income and other tax laws on an investment in our stock.

Foreign investors may be subject to U.S. federal withholding tax and may be subject to U.S. federal income tax on
distributions received from us and upon disposition of shares of our common stock.

Subject to certain exceptions, distributions received from us will be treated as dividends of ordinary income to the
extent of our current or accumulated earnings and profits. Such dividends paid to a non-U.S. stockholder ordinarily will be
subject to U.S. withholding tax at a 30% rate, or such lower rate as may be specified by an applicable income tax treaty,
unless the distributions are treated as “effectively connected” with the conduct by the non-U.S. stockholder of a U.S. trade or
business. Pursuant to the Foreign Investment in Real Property Tax Act of 1980 (“FIRPTA”), capital gain distributions
attributable to sales or exchanges of “U.S. real property interests” (“USRPIs”), generally will be taxed to a non-U.S.
stockholder as if such gain were effectively connected with a U.S. trade or business. However, a capital gain dividend will
not be treated as effectively connected income if (1) the distribution is received with respect to a class of stock that is regularly
traded on an established securities market located in the United States and (2) the non-U.S. stockholder does not own more
than 10% of the class of our stock at any time during the one-year period ending on the date the distribution is received.
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Gain recognized by a non-U.S. stockholder upon the sale or exchange of our common stock generally will not be
subject to U.S. federal income taxation unless such stock constitutes a USRPI under FIRPTA. Our common stock will not
constitute a USRPI so long as we are a “domestically-controlled” REIT. A REIT is “domestically controlled” if less than
50% of the REIT’s stock, by value, has been owned directly or indirectly by persons who are not qualifying U.S. persons
during a continuous five-year period ending on the date of disposition or, if shorter, during the entire period of the REIT’s
existence. We cannot assure you that we will qualify as a “domestically controlled” REIT. If we were to fail to so qualify,
gain realized by foreign investors on a sale of shares of our stock would be subject to FIRPTA tax, unless the shares of our
stock were traded on an established securities market and the foreign investor did not at any time during a specified testing
period directly or indirectly own more than 10% of the value of our outstanding common stock.

Risks Related to the Ownership of Our Common Stock
The concentration of our share ownership may limit your ability to influence corporate matters.

Our Sponsor is the ultimate parent of our Manager and may be deemed to beneficially own approximately 16.8% of
our outstanding voting securities as of December 31, 2022. James Dondero is the sole member of the general partner of our
Sponsor. As a result of this relationship, Mr. Dondero has shared voting and dispositive power with respect to shares
beneficially owned by our Sponsor. In addition, Mr. Dondero has relationships with certain other holders of our common
stock which may result in Mr. Dondero being deemed to have aggregate beneficial ownership of approximately 8,790,788
shares (or 51.5% of our common stock) and shared voting and dispositive power over approximately 8,739,833 shares (or
51.2% of our common stock) as of December 31, 2022.

The concentration of our share ownership may limit your ability to influence corporate matters. Mr. Dondero and his
affiliates may exert substantial influence on actions requiring a stockholder vote, potentially in a manner that you do not
support, including amendments to our charter and approval of major corporate transactions, including the decision to enter
into any corporate transaction. Such concentration of voting power could have the effect of delaying, deterring, or preventing
a change of control or other business combination, which could, in turn, have an adverse effect on the market price of our
common stock or prevent our stockholders from realizing a premium over the then-prevailing market price for their common
stock. Moreover, the interests of this concentration of ownership may not always coincide with our interests or the interests
of other stockholders, and accordingly, they could cause us to enter into transactions or agreements that we would not
otherwise consider.

In addition, sales of significant amounts of shares beneficially held by our Sponsor or other holders of our common
stock with whom Mr. Dondero has relationships, or the prospect of these sales, could adversely affect the market price of our
common stock. This concentrated stock ownership may discourage a potential acquirer from making a tender offer or
otherwise attempting to obtain control of us, which in turn could reduce our stock price or prevent our stockholders from
realizing a premium over our stock price.

Broad market fluctuations could negatively impact the market price of our common stock.

The market price of our common stock may be volatile. In addition, the trading volume in our common stock may
fluctuate and cause significant price variations to occur. We cannot assure you that the market price of our common stock
will not fluctuate or decline significantly in the future. Some of the factors that could affect our stock price or result in
fluctuations in the price or trading volume of our common stock include:

* actual or anticipated variations in our quarterly operating results, financial condition, cash flow and liquidity, or
changes in investment strategy or prospects;

* changes in our operations or earnings estimates or publication of research reports about us or the real estate
industry;

* loss of a major funding source or inability to obtain new favorable funding sources in the future;
*  our financing strategy and leverage;

* actual or anticipated accounting problems;

»  changes in market valuations of similar companies;

* increases in interest rates that lead purchasers of our shares to demand a higher yield;

* adverse market reaction to any increased indebtedness we incur in the future;
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* additions or departures of key management personnel;

e actions by institutional stockholders;

*  speculation in the press or investment community;

* the realization of any of the other risk factors presented in this annual report;
e the extent of investor interest in our securities;

*  the general reputation of REITs and the attractiveness of our equity securities in comparison to other equity
securities, including securities issued by other real estate-based companies;

*  our underlying asset value;
* investor confidence and price and volume fluctuations in the stock and bond markets, generally;
» changes in laws, regulatory policies or tax guidelines, or interpretations thereof, particularly with respect to REITs;

» future equity issuances by us, or share resales by our stockholders, or the perception that such issuances or resales
may occur;

e failure to meet income estimates;

* failure to meet and maintain REIT qualifications or exclusion from Investment Company Act regulations or listing
on the NYSE; and

«  general market and economic conditions.

In the past, class-action litigation has often been instituted against companies following periods of volatility in the
price of their common stock. This type of litigation could result in substantial costs and divert our management’s attention
and resources, which could have an adverse effect on our financial condition, results of operations, cash flow and trading
price of our common stock.

The form, timing and/or amount of dividend distributions on our common stock in future periods may vary and be
impacted by economic and other considerations.

The form, timing and/or amount of dividend distributions on our common stock will be declared at the discretion of
our Board and will depend on actual cash from operations, our financial condition, capital requirements, the annual
distribution requirements under the REIT provisions of the Code and other factors as our Board may consider relevant. Our
Board may modify our dividend policy from time to time.

We may be unable to make distributions on our common stock at expected levels, which could result in a decrease in the
market price of our common stock.

If sufficient cash is not available for distribution from our operations, we may have to fund distributions on our
common stock from working capital, borrow to provide funds for such distributions, reduce the amount of such distributions,
or issue stock dividends. To the extent we borrow to fund distributions, our future interest costs would increase, thereby
reducing our earnings and cash available for distribution from what they otherwise would have been. If cash available for
distribution generated by our assets is less than we expect, our inability to make the expected distributions could result in a
decrease in the market price of our common stock.

All distributions on our common stock will be made at the discretion of our Board and will be based upon, among
other factors, our historical and projected results of operations, financial condition, cash flows and liquidity, maintenance of
our REIT qualification and other tax considerations, and other expense obligations, debt covenants, contractual prohibitions
or other limitations and applicable law and such other matters as our Board may deem relevant from time to time. We may
not be able to make distributions in the future, and our inability to make distributions, or to make distributions at expected
levels, could result in a decrease in the market price of our common stock.
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Future issuances of debt securities and equity securities may negatively affect the market price of shares of our common
stock and, in the case of equity securities, may be dilutive to owners of our common stock and could reduce the overall
value of an investment in our common stock.

In the future, we may issue debt or equity securities or incur other financial obligations, including stock dividends and
shares that may be issued in exchange for common stock. Upon liquidation, holders of our debt securities and other loans and
preferred stock will receive a distribution of our available assets before common stockholders. We are not required to offer
any such additional debt or equity securities to stockholders on a preemptive basis. Therefore, additional common stock
issuances, directly or through convertible or exchangeable securities (including common stock and convertible preferred
stock), warrants or options, will dilute the holdings of our existing common stockholders and such issuances or the perception
of such issuances may reduce the market price of shares of our common stock. Any convertible preferred stock would have,
and any series or class of our preferred stock would likely have, a preference on distribution payments, periodically or upon
liquidation, which could eliminate or otherwise limit our ability to make distributions to common stockholders.

Holders of shares of our common stock do not have preemptive rights to any shares we issue in the future. Our charter
authorizes us to issue 600,000,000 shares of capital stock, of which 500,000,000 shares are shares of common stock and
100,000,000 shares are shares of preferred stock, of which 11,300,000 shares have been classified as our Series A Preferred
Stock. Our Board may increase the number of authorized shares of capital stock without stockholder approval. In the future,
our Board may elect to (1) sell additional shares in future public offerings; (2) issue equity interests in private offerings; (3)
issue shares of our common stock under a long-term incentive plan to our non-employee directors or to employees of our
Manager or its affiliates; (4) issue shares to our Manager, its successors or assigns, in payment of an outstanding fee obligation
or as consideration in a related-party transaction; or (5) issue shares of our common stock in connection with a redemption
of OP Units. To the extent we issue additional equity interests in the future, the percentage ownership interest held by holders
of shares of our common stock will be diluted. Further, depending upon the terms of such transactions, most notably the
offering price per share, holders of shares of our common stock may also experience a dilution in the book value of their
investment in us.

Common stock eligible for future sale may have adverse effects on our share price.

We cannot predict the effect, if any, of future sales of our common stock, or the availability of shares for future sales,
on the market price of our common stock.

Sales of substantial amounts of common stock or the perception that such sales could occur may adversely affect the
prevailing market price for our common stock.

We may issue additional shares in future public offerings or private placements to make new investments or for other
purposes. We are not required to offer any such shares to stockholders on a preemptive basis. Therefore, it may not be possible
for stockholders to participate in such future share issuances, which may dilute such stockholders’ interests in us.

The rights of our common stockholders are limited by and subordinate to the rights of the holders of Series A Preferred
Stock and these rights may have a negative effect on the value of shares of our common stock.

The holders of shares of our Series A Preferred Stock have rights and preferences generally senior to those of the
holders of our common stock. The existence of these senior rights and preferences may have a negative effect on the value
of shares of our common stock. These rights are more fully set forth in the articles supplementary setting forth the terms of
the Series A Preferred Stock, and include, but are not limited to: (i) the right to receive a liquidation preference, prior to any
distribution of our assets to the holders of our common stock; and (ii) the right to convert into shares of our common stock
upon the occurrence of a Change of Control (as defined in the articles supplementary setting forth the terms of the Series A
Preferred Stock), which may be adjusted as set forth therein. In addition, the Series A Preferred Stock rank senior to our
common stock with respect to priority of such dividend payments, which may limit our ability to make distributions to holders
of our common stock.

Risks Related to the Ownership of the Series A Preferred Stock
Holders of Series A Preferred Stock have extremely limited voting rights.

Holders of Series A Preferred Stock have limited voting rights. Our shares of common stock are the only class of our
securities that carry full voting rights. Voting rights for holders of Series A Preferred Stock exist primarily with respect to the
ability to elect, together with holders of our capital stock having similar voting rights, two additional directors to our Board
in the event that six quarterly dividends (whether or not consecutive) payable on the Series A Preferred Stock are in arrears,
and with respect to voting on amendments to our charter or articles supplementary relating to the Series A Preferred Stock

51



that materially and adversely affect the rights of the holders of Series A Preferred Stock or create additional classes or series
of our capital stock expressly designated as ranking senior to the Series A Preferred Stock as to distribution rights and rights
upon our liquidation, dissolution or winding up. Other than the limited circumstances described in the articles supplementary
setting forth the terms of the Series A Preferred Stock, holders of Series A Preferred Stock do not have any voting rights.

The market price and trading volume of the Series A Preferred Stock may fluctuate significantly and be volatile due to
numerous circumstances beyond our control.

The Series A Preferred Stock is listed on the NYSE, but there can be no assurance that an active trading market will
be maintained on the NYSE. Further, the Series A Preferred Stock may trade at prices lower than the public offering price,
and the market price of the Series A Preferred Stock depends on many factors, including, but not limited to:

e prevailing interest rates;

e the market for similar securities;

»  general economic and financial market conditions;

*  our issuance, as well as the issuance by our subsidiaries, of additional preferred equity or debt securities; and
»  our financial condition, cash flows, liquidity, results of operations, funds from operations and prospects.

The trading prices of common and preferred equity securities issued by REITs and other real estate companies
historically have been affected by changes in interest rates. One of the factors that may influence the market price of the
Series A Preferred Stock is the annual yield from distributions on the Series A Preferred Stock as compared to yields on other
financial instruments. An increase in interest rates may lead prospective purchasers of the Series A Preferred Stock to demand
a higher annual yield, which could reduce the market price of the Series A Preferred Stock.

Future offerings of debt securities or shares of our capital stock, including future offerings of traded or non-traded
preferred stock, expressly designated as ranking senior to the Series A Preferred Stock as to distribution rights and rights
upon our liquidation, dissolution or winding up may adversely affect the market price of the Series A Preferred Stock.

Our cash available for distribution may not be sufficient to pay dividends on the Series A Preferred Stock at expected
levels, and we cannot assure you of our ability to pay dividends in the future. We may use borrowed funds or funds from
other sources to pay dividends, which may adversely impact our operations.

We intend to pay regular quarterly dividends to our preferred stockholders. Distributions declared by us will be
authorized by our Board in its sole discretion out of assets legally available for distribution and will depend upon a number
of factors, including our earnings, our financial condition, the requirements for qualification as a REIT, restrictions under
applicable law, our need to comply with the terms of our existing financing arrangements, the capital requirements of the
Company and other factors as our Board may deem relevant from time to time. We may have to fund distributions from
working capital, borrow to provide funds for such distributions, use proceeds of future offerings or sell assets to the extent
distributions exceed earnings or cash flows from operations. Funding distributions from working capital would restrict our
operations. If we are required to sell assets to fund dividends, such asset sales may occur at a time or in a manner that is not
consistent with our disposition strategy. If we borrow to fund dividends, our leverage ratios and future interest costs would
increase, thereby reducing our earnings and cash available for distribution from what they otherwise would have been. We
may not be able to pay dividends in the future. In addition, some of our distributions may be considered a return of capital
for income tax purposes. If we decide to make distributions in excess of our current and accumulated earnings and profits,
such distributions would generally be considered a return of capital for U.S. federal income tax purposes to the extent of the
holder’s adjusted tax basis in their shares. A return of capital is not taxable, but it has the effect of reducing the holder’s
adjusted tax basis in its investment. If distributions exceed the adjusted tax basis of a holder’s shares, they will be treated as
gain from the sale or exchange of such stock.
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Holders of Series A Preferred Stock may not be permitted to exercise conversion rights upon a change of control. If
exercisable, the change of control conversion feature of the Series A Preferred Stock may not adequately compensate such
holders, and the change of control conversion and redemption features of the Series A Preferred Stock may make it more
difficult for a party to take over our company or discourage a party from taking over our company.

Beginning on July 24, 2021 upon the occurrence of a Change of Control, holders of Series A Preferred Stock have the
right to convert some or all of their Series A Preferred Stock into our common stock (or equivalent value of alternative
consideration). Notwithstanding that we generally may not redeem the Series A Preferred Stock prior to July 24, 2025, we
have a special optional redemption right to redeem the Series A Preferred Stock in the event of a Change of Control, and
holders of Series A Preferred Stock will not have the right to convert any shares that we have elected to redeem prior to the
Change of Control Conversion Date (as defined in the articles supplementary setting forth the terms of the Series A Preferred
Stock). Upon such a conversion, the holders will be limited to a maximum number of shares of our common stock equal to
the Share Cap (as defined in the articles supplementary setting forth the terms of the Series A Preferred Stock) multiplied by
the number of Series A Preferred Stock converted. If the Common Stock Price (as defined in the articles supplementary
setting forth the terms of the Series A Preferred Stock) is less than $7.58 (which is approximately 50% of the per-share closing
sale price of our common stock on July 17, 2020), subject to adjustment, each holder will receive a maximum of 3.2982
shares of our common stock per share of Series A Preferred Stock, which may result in a holder receiving value that is less
than the liquidation preference of the Series A Preferred Stock. In addition, those features of the Series A Preferred Stock
may have the effect of inhibiting a third party from making an acquisition proposal for our company or of delaying, deferring
or preventing a change of control of our company under circumstances that otherwise could provide the holders of our
common stock and Series A Preferred Stock with the opportunity to realize a premium over the then-current market price or
that stockholders may otherwise believe is in their best interest.

The Series A Preferred Stock is subordinate to our existing and future debt, and such interests could be diluted by the
issuance of additional shares of preferred stock and by other transactions.

The Series A Preferred Stock ranks junior to all of our existing and future indebtedness, any classes and series of our
capital stock expressly designated as ranking senior to the Series A Preferred Stock as to distribution rights and rights upon
our liquidation, dissolution or winding up, and other non-equity claims on us and our assets available to satisfy claims against
us, including claims in bankruptcy, liquidation or similar proceedings. Our charter currently authorizes the issuance of up to
100,000,000 shares of preferred stock in one or more classes or series, 11,300,000 of which have been classified as Series A
Preferred Stock. Subject to limitations prescribed by Maryland law and our charter, our Board is authorized to issue, from
our authorized but unissued shares of capital stock, preferred stock in such classes or series as our Board may determine and
to establish from time to time the number of shares of preferred stock to be included in any such class or series. The issuance
of additional shares of Series A Preferred Stock or additional shares of our capital stock ranking on parity with the Series A
Preferred Stock as to distribution rights and rights upon our liquidation, dissolution or winding up, would dilute the interests
of the holders of Series A Preferred Stock, and the issuance of shares of any class or series of our capital stock expressly
designated as ranking senior to the Series A Preferred Stock as to distribution rights and rights upon our liquidation,
dissolution or winding up or the incurrence of additional indebtedness could affect our ability to pay dividends on, redeem or
pay the liquidation preference on the Series A Preferred Stock. Other than the conversion right afforded to holders of Series
A Preferred Stock that may become exercisable in connection with certain changes of control as described in the articles
supplementary setting forth the terms of the Series A Preferred Stock, none of the provisions relating to the Series A Preferred
Stock contain any terms relating to or limiting our indebtedness or affording the holders of Series A Preferred Stock protection
in the event of a highly leveraged or other transaction, including a merger or the sale, lease or conveyance of all or
substantially all our assets, that might adversely affect the holders of Series A Preferred Stock, so long as the rights of the
holders of Series A Preferred Stock are not materially and adversely affected.

The Series A Preferred Stock has not been rated.

We have not sought to obtain a rating for the Series A Preferred Stock. No assurance can be given, however, that one
or more rating agencies might not independently determine to issue such a rating or that such a rating, if issued, would not
adversely affect the market price of the Series A Preferred Stock. In addition, we may elect in the future to obtain a rating of
the Series A Preferred Stock, which could adversely impact the market price of the Series A Preferred Stock. Ratings only
reflect the views of the rating agency or agencies issuing the ratings and such ratings could be revised downward or withdrawn
entirely at the discretion of the issuing rating agency if in its judgment circumstances so warrant. Any such downward revision
or withdrawal of a rating could have an adverse effect on the market price of the Series A Preferred Stock.
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The 5.75% Notes, OP Notes and future offerings of debt securities or shares of our capital stock expressly designated as
ranking senior to our Series A Preferred Stock as to distribution rights and rights upon our liquidation, dissolution or
winding up may adversely affect the market price of our Series A Preferred Stock.

The indenture governing the 5.75% Notes and the note purchase agreements governing the OP Notes restrict our
operating flexibility and if we decide to issue additional debt securities or shares of our capital stock, including traded or non-
traded preferred stock, expressly designated as ranking senior to the Series A Preferred Stock as to distribution rights and
rights upon our liquidation, dissolution or winding up in the future, it is possible that those securities will be governed by an
indenture or other instrument containing covenants restricting our operating flexibility. Additionally, any convertible or
exchangeable debt securities that we issue in the future may have rights, preferences and privileges more favorable than those
of the Series A Preferred Stock and may result in dilution to owners of the Series A Preferred Stock. We and, indirectly, our
stockholders, will bear the cost of issuing and servicing such securities. Because our decision to issue debt securities or shares
of our capital stock expressly designated as ranking senior to the Series A Preferred Stock as to distribution rights and rights
upon our liquidation, dissolution or winding up in any future offering will depend on market conditions and other factors
beyond our control, we cannot predict or estimate the amount, timing or nature of our future offerings. Thus, holders of the
Series A Preferred Stock will bear the risk of our future offerings reducing the market price of the Series A Preferred Stock
and diluting the value of their share holdings in us.

General Risks

We are highly dependent on information technology and security breaches or systems failures could significantly disrupt
our business, which may, in turn, negatively affect the market price of our securities and our ability to pay dividends.

Our business is highly dependent on information technology. In the ordinary course of our business, we may store
sensitive data, including our proprietary business information and that of our business partners, on our networks. The secure
maintenance and transmission of this information is critical to our operations. Despite our security measures, our information
technology and infrastructure may be vulnerable to attacks by hackers or breached due to employee error, malfeasance or
other disruptions. Any such breach could compromise our networks and the information stored there could be accessed,
publicly disclosed, lost or stolen. Any such access, disclosure or other loss of information could result in legal claims or
proceedings, liability under laws that protect the privacy of personal information, regulatory penalties, disrupt our operations,
disrupt our trading activities, or damage our reputation, which could have a material adverse effect on our financial results
and negatively affect the market price of our securities and our ability to pay dividends to stockholders. In addition, although
our Manager maintains insurance coverage that may cover certain aspects of our cyber and information security risks, such
insurance coverage may be insufficient to cover all losses, such as litigation costs or financial losses that exceed policy limits
or are not covered under any of our Manager's current insurance policies.

The resources required to protect our information technology and infrastructure, and to comply with the laws and
regulations related to data and privacy protection, are subject to uncertainty. Even in circumstances where we are able to
successfully protect such technology and infrastructure from attacks, we may incur significant expenses in connection with
our responses to such attacks. In addition, recent well-publicized security breaches have led to enhanced government and
regulatory scrutiny of the measures taken by companies to protect against cyber-security attacks, and may in the future result
in heightened cyber-security requirements and/or additional regulatory oversight. As cyber-security threats and government
and regulatory oversight of associated risks continue to evolve, we may be required to expend additional resources to enhance
or expand upon the security measures we currently maintain. Any such actions may adversely impact our results of operations
and financial condition.

Furthermore, if some of our or our Manager’s employees are required to work remotely in the future due to the COVID-
19 pandemic or other pandemics or infectious diseases, or if we or our Manager allow permanent or significant remote work
by any of our or its employees, there may be an increased risk of disruption to our operations because they may be utilizing
residential networks and infrastructure which may not be as secure as in our office environment.

The current COVID-19 pandemic or the future outbreak of other highly infectious or contagious diseases could materially
and adversely impact or disrupt our financial condition, results of operations, cash flows and performance.

The COVID-19 pandemic has had, and other pandemics in the future could have, repercussions across regional and
global economies and financial markets. The outbreak of COVID-19 has significantly adversely impacted global economic
activity and has contributed to significant volatility and negative pressure in financial markets. The global impact of the
outbreak evolved rapidly and continues to evolve. Additionally, the emergence of new variants of COVID-19 are
unpredictable and current vaccines and treatments may not be effective against new variants.
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As a result, the COVID-19 pandemic negatively impacted, and the COVID-19 pandemic or other pandemics or
infectious diseases in the future could negatively impact, almost every industry directly or indirectly, which may adversely
impact our performance or the ability of underlying real estate collateral relating to our investments, increase the default risk
applicable to borrowers and making it relatively more difficult for us to generate attractive risk adjusted returns.

The COVID-19 pandemic, and other future pandemics, could also materially and adversely impact or disrupt our
financial condition, results of operations, cash flows and performance due to, among other factors:

* reduced economic activity may cause certain borrowers underlying our real estate related assets and senior loans
to become delinquent or default on their loans, or seek to defer payment on, or refinance, their loans;

* reduced economic activity could result in a prolonged recession, which could negatively impact the value of
commercial and residential real estate, which further negatively impacts the value of our investments, potentially
materially;

» difficulty accessing debt and equity capital on attractive terms, or at all, impacts to our credit ratings, and a severe
disruption and instability in the global financial markets or deteriorations in credit and financing conditions may
affect our access to capital necessary to fund business operations or address maturing liabilities on a timely basis,
or at all;

» the financial impact of the COVID-19 or a future pandemic could negatively impact our future compliance with
financial covenants in our debt obligations and result in a default and potentially an acceleration of indebtedness;

* uncertainties created by the COVID-19 or a future pandemic could make it difficult to estimate provisions for
loan losses;

* ageneral decline in business activity and demand for mortgage financing, servicing and other real estate and real
estate related transactions, which could adversely affect our ability to make new investments or to redeploy the
proceeds from repayments of our existing investments;

*  the potential negative impact on the health of the employees of our Manager, particularly if a significant number
of them are impacted, could result in a deterioration in our ability to ensure business continuity during this
disruption; and

*  the timing of the development and distribution of effective treatments for COVID-19 and future pandemics.
We are closely monitoring the impact of the COVID-19 pandemic on all aspects of our business.

The extent to which COVID-19 continues to impact our business will depend on future developments, which are highly
uncertain and cannot be predicted. The fluidity of this situation precludes any prediction as to the full adverse impact of the
COVID-19 pandemic. Nevertheless, the COVID-19 pandemic presents material uncertainty and risk with respect to our
financial condition, results of operations, cash flows and performance. Moreover, many risk factors set forth in this annual
report should be interpreted as heightened risks as a result of the impact of the COVID-19 pandemic.

Item 1B. Unresolved Staff Comments
None.
Item 2. Properties

The Company owns the Hudson Montford, which is a 204-unit multifamily property in Charlotte, North Carolina. The
Company’s ownership is subject to mortgage debt with an outstanding principal balance of approximately $32.5 million as
of December 31, 2022. The Company owns the Hudson Montford indirectly through wholly owned subsidiaries.

The Company consolidated ownership of the Elysian at Hughes Center, which is a 368-unit multifamily property in
Las Vegas, Nevada, as of December 31, 2022. The Company’s ownership is subject to mortgage debt with an outstanding
principal balance of approximately $89.6 million as of December 31, 2022.

For additional information regarding these properties, see Note 8§ to our consolidated financial statements.
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Item 3. Legal Proceedings

From time to time, we are party to legal proceedings that arise in the ordinary course of our business. Management is
not aware of any legal proceedings of which the outcome is reasonably likely to have a material adverse effect on our results
of operations or financial condition, nor are we aware of any such legal proceedings contemplated by government agencies.

Item 4. Mine Safety Disclosures

Not applicable.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Stockholder Information

On March 31, 2023, we had 17,471,218 shares of common stock outstanding held by a total of seven record holders.
The number of record holders is based on the records of American Stock Transfer & Trust Company, LLC, who serves as
our transfer agent. The number of holders does not include individuals or entities who beneficially own shares but whose
shares are held of record by a broker or clearing agency, but does include each such broker or clearing agency as one record
holder.

Market Information
Our common stock trades on the NYSE under the ticker symbol “NREF.”
Item 6. [Reserved]
Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following is a discussion and analysis of our financial condition and results of operations. The following should
be read in conjunction with our financial statements and accompanying notes. This discussion contains forward-looking
statements that involve risks and uncertainties. Our actual results could differ materially from those projected, forecasted,
or expected in these forward-looking statements as a result of various factors, including, but not limited to, those discussed
below and elsewhere in this annual report. See “Cautionary Statement Regarding Forward-Looking Statements” and “Risk
Factors” in this annual report. Our management believes the assumptions underlying the Company's financial statements
and accompanying notes are reasonable. However, the Company's financial statements and accompanying notes may not be
an indication of our financial condition and results of operations in the future.

Overview

We are a commercial mortgage REIT incorporated in Maryland on June 7, 2019. Our strategy is to originate, structure
and invest in first-lien mortgage loans, mezzanine loans, preferred equity, convertible notes, multifamily properties and
common stock investments, as well as multifamily CMBS securitizations, MSCR Notes and mortgage-backed securities, or
our target assets. We primarily focus on investments in real estate sectors where our senior management team has operating
expertise, including in the multifamily, SFR, self-storage, life science, hospitality and office sectors predominantly in the top
50 MSAs. In addition, we target lending or investing in properties that are stabilized or have a light-transitional business plan.

Our investment objective is to generate attractive, risk-adjusted returns for stockholders over the long term. We seek
to employ a flexible and relative-value focused investment strategy and expect to re-allocate capital periodically among our
target investment classes. We believe this flexibility will enable us to efficiently manage risk and deliver attractive risk-
adjusted returns under a variety of market conditions and economic cycles. For highlights of our acquisition, financing and
other activity during 2022, see “Item 1. Business—2022 Highlights.”

We are externally managed by our Manager, a subsidiary of our Sponsor, an SEC-registered investment advisor, which
has extensive real estate experience, having completed as of December 31, 2022 approximately $18.4 billion of gross real
estate transactions since the beginning of 2012. In addition, our Sponsor, together with its affiliates, including NexBank, is
one of the most experienced global alternative credit managers managing approximately $19.8 billion of loans and debt or
credit related investments as of December 31, 2022 and has managed credit investments for over 25 years. We believe our
relationship with our Sponsor benefits us by providing access to resources including research capabilities, an extensive
relationship network, other proprietary information, scalability, and a vast wealth of knowledge of information on real estate
in our target assets and sectors.

We elected to be treated as a REIT for U.S. federal income tax purposes commencing with our taxable year ended
December 31, 2020. We also intend to operate our business in a manner that will permit us to maintain one or more exclusions
or exemptions from registration under the Investment Company Act.

On October 15, 2021, the Bankruptcy Trust Lawsuit was filed by a litigation subtrust formed in connection with the

Highland Bankruptcy against various persons and entities, including our Sponsor and James Dondero. In addition, on
February 8, 2023, the UBS Lawsuit was filed against Mr. Dondero and a number of other persons and entities. Neither the
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Bankruptcy Trust Lawsuit nor the UBS Lawsuit include claims related to our business or our assets or operations. Our Sponsor
and Mr. Dondero have informed us they believe the Bankruptcy Trust Lawsuit has no merit, and Mr. Dondero has informed
us he believes the UBS Lawsuit has no merit; we have been advised that the defendants named in each of the lawsuits intend
to vigorously defend against the claims. We do not expect the Bankruptcy Trust Lawsuit or the UBS Lawsuit will have a
material effect on our business, results of operations or financial condition.

Components of Our Revenues and Expenses
Net Interest Income for the Years Ended December 31, 2022, 2021 and 2020

Interest income. Our earnings are primarily attributable to the interest income from mortgage loans, mezzanine loan
and preferred equity investments. Loan premium/discount amortization and prepayment penalties are also included as
components of interest income.

Interest expense. Interest expense represents interest accrued on our various financing obligations used to fund our
investments and is shown as a deduction to arrive at net interest income.

The year ended December 31, 2022 as compared to the year ended December 31, 2021

The following table presents the components of net interest income for the years ended December 31, 2022 and 2021
(dollars in thousands):

For the Year Ended December 31,
2022 2021

Interest Interest
income/ Average income/ Average
(expense) Balance (1) Yield (2) (expense) Balance (1) Yield (2) $ Change % Change

Interest income
SFR Loans, held-for-

investment............... $ 43946 $ 746,111 589% $ 37,652 $ 890,009 423% $ 6,294 16.7 %
Mezzanine loans, held-

for-investment ......... 15,464 157,789 9.80 % 11,754 129,968 8.81 % 3,710 31.6 %
Preferred equity, held-

for-investment ......... 9,263 102,471 9.04 % 2,586 27,711 9.04 % 11,405 441.0 %
Convertible bond, held-

for-investment ......... 2,545 47,821 532% 26 224 9.33 % 2,519 9688.5 %

CMBS structured pass
through certificates,

at fair value.............. 4,682 66,442 7.05 % 3,453 55,225 11.61 % 1,229 35.6 %
Bridge loan .................. 346 6,787 5.10 % 356 4,039 6.25 % (10) (2.8)%
MSCR notes................. 590 4,385 13.46 % — — N/A 590 N/A
Mortgage backed
SECUTItIeS ...ovvennne 1,152 11,025 10.45 % — — N/A 1,152 N/A
Total interest income....... $ 77,988 $ 1,142,830 6.82% $ 55827 $ 1,107,176 6.72% $ 26,889 48.2 %
Interest expense
Repurchase agreements (11,280) (147,850) 7.63 % (4,294) (147,850) 2.90 % (6,986) 162.7 %
Long-term seller
financing.........ccee.. (15,817) (822,820) 1.92 % (18,991) (822,820) 231 % 3,174 (16.7)%
Bridge financing........... — — — % (101) (55) 183.64 % 101 (100.0)%
Unsecured Notes............ (13,158) (201,697) 6.52 % (6,386) (91,733) 6.96 % (6,772) 106.0 %
Total interest expense.. $ (40,255) $(1,172,367) 343% $  (29,772) $(1,062,458) 280% $ (10,483) 352 %
Net interest income (3).. $ 37,733 $ 26,055 $ 16,406 63.0 %

(1) Average balances for the SFR Loans, the mezzanine loan and preferred equity are calculated based upon carrying
values.

(2) Yield calculated on an annualized basis.

(3) Net interest income is calculated as the difference between total interest income and total interest expense.
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The year ended December 31, 2021 as compared to the year ended December 31, 2020

The following table presents the components of net interest income for the years ended December 31, 2021 and 2020
(dollars in thousands):

For the Year Ended December 31,
2021 2020

Interest Interest
income/ Average income/ Average
(expense) Balance (1) Yield (2) (expense) Balance (1) Yield (2) $ Change % Change

Interest income
SFR Loans, held-for-

investment................ $ 37,652 $ 890,009 423% $ 32,797 $ 927,479 385% $ 4,855 14.8 %
Mezzanine loans, held-

for-investment ......... 11,754 129,968 8.81 % 2,136 28,381 8.20 % 9,618 450.3 %
Preferred equity, held-

for-investment ......... 2,586 27,711 9.04 % 2,829 24,088 12.80 % (243) (8.6)%
Convertible bond, held-

for-investment ......... 26 224 9.33 % — — N/A 26 N/A

CMBS structured pass
through certificates,

at fair value............... 3,453 55,225 11.61 % 1,216 23,466 7.27 % 2,237 184.0 %
Bridge loan .................. 356 4,039 6.25% — — N/A 356 N/A
MSCR notes........ccc... — — N/A — — N/A — N/A
Mortgage backed
SECUTILIES .vuvevrenennee — — N/A — — N/A — N/A
Total interest income...... $ 55827 $ 1,107,176 6.72% $ 38978 $ 1,003,414 423% $ 16,849 432 %
Interest expense
Repurchase agreements (4,294) (147,850) 2.90 % (2,082) (101,551) 223 % (2,212) 106.2 %
Long-term seller
financing.........coee... (18,991) (822,820) 231 % (18,596) (786,913) 2.57% (395) 2.1%
Bridge financing........... (1o1) (55) 183.64 % — — N/A (1o1) N/A
Unsecured Notes........... (6,386) (91,733) 6.96 % (634) (36,500) 8.23 % (5,752) 907.3 %
Total interest expense.. $ (29,772) § (1,062,458) 280% § (21,312) $ (924,964) 251% $  (8,460) 39.7%
Net interest income (3).. $ 26,055 $ 17,666 $ 8,389 47.5%

(1) Average balances for the SFR Loans, the mezzanine loan and preferred equity are calculated based upon carrying
values.

(2) Yield calculated on an annualized basis.

(3) Net interest income is calculated as the difference between total interest income and total interest expense.

Other Income (Loss)

Change in net assets related to consolidated CMBS variable interest entities. Includes unrealized gain (loss) based on
changes in the fair value of the assets and liabilities of the CMBS trusts and net interest earned on the consolidated CMBS
trusts. See Note 4 to our consolidated financial statements for additional information.

Change in unrealized gain (loss) on CMBS structured pass-through certificates. Includes unrealized gain (loss) based
on changes in the fair value of the CMBS 1/O Strips. See Note 6 to our consolidated financial statements for additional
information.

Change in unrealized gain on common stock investments. Includes unrealized gain (loss) based on changes in the fair
value of our common stock investments in NSP and the Private REIT. See Note 5 to our consolidated financial statements
for additional information.

Change in unrealized gain (loss) on MSCR notes. Includes unrealized gain (loss) based on changes in the fair value of
our MSCR Notes. See Note 6 to our consolidated financial statements for additional information.

Change in unrealized gain on mortgage-backed securities. Includes unrealized gain (loss) based on changes in the fair
value of our mortgage backed securities. See Note 6 to our consolidated financial statements for additional information.
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Loan loss benefit (provision). Loan loss benefit (provision) represents the change in our allowance for loan losses. See
Note 2 to our consolidated financial statements for additional information.

Realized losses. Realized losses include the excess, or deficiency, of net proceeds received, less the carrying value of
such investments, as realized losses. The Company reverses cumulative unrealized gains or losses previously reported in its
Consolidated Statements of Operations with respect to the investment sold at the time of the sale.

Revenues from consolidated real estate owned (Note 8). Reflects the total revenues for our multifamily properties.
Revenues include rental income and other income of the multifamily properties.

Other income. Includes placement fees, exit fees and other miscellaneous income items.
Operating Expenses

G&A expenses. G&A expenses include, but are not limited to, audit fees, legal fees, listing fees, Board fees, equity-
based and other compensation expenses, investor-relations costs and payments of reimbursements to our Manager. The
Manager will be reimbursed for expenses it incurs on behalf of the Company. However, our Manager is responsible, and we
will not reimburse our Manager or its affiliates, for the salaries or benefits to be paid to personnel of our Manager or its
affiliates who serve as our officers, except that 50% of the salary of our VP of Finance is allocated to us and we may grant
equity awards to our officers under the NexPoint Real Estate Finance, Inc. 2020 Long Term Incentive Plan (the “2020 LTIP”).
Direct payment of operating expenses by us, which includes compensation expense relating to equity awards granted under
the 2020 LTIP, together with reimbursement of operating expenses to our Manager, plus the Annual Fee, may not exceed
2.5% of equity book value determined in accordance with GAAP, for any calendar year or portion thereof, provided, however,
that this limitation will not apply to Offering Expenses, legal, accounting, financial, due diligence and other service fees
incurred in connection with extraordinary litigation and mergers and acquisitions and other events outside the ordinary course
of our business or any out-of-pocket acquisition or due diligence expenses incurred in connection with the acquisition or
disposition of certain real estate related investments. To the extent total corporate G&A expenses would otherwise exceed
2.5% of equity book value, our Manager will waive all or a portion of its Annual Fee to keep our total corporate G&A
expenses at or below 2.5% of equity book value.

Loan servicing fees. We pay various service providers fees for loan servicing of our SFR Loans, mezzanine loans and
consolidated CMBS trusts. We classify the expenses related to the administration of the SFR Loans and mezzanine loans as
servicing fees while the fees associated with the CMBS trusts are included as a component of the change in net assets related
to consolidated CMBS variable interest entities (“VIEs”).

Management fees. Management fees include fees paid to our Manager pursuant to the Management Agreement.
Expenses from consolidated real estate owned (Note 8). Reflects the total expenses for our multifamily properties.

Expenses include interest, real estate taxes and insurance, operating, general and administrative, management fees,
depreciation and amortization, rate cap (income) expense, and debt service bridge expenses of the multifamily properties.
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Results of Operations for the Years Ended December 31, 2022, 2021, and 2020
The year ended December 31, 2022 as compared to the year ended December 31, 2021

The following table sets forth a summary of our operating results for the years ended December 31, 2022 and 2021 (in
thousands):

For the Year Ended
December 31,
2022 2021 $ Change % Change
Net INterest iNCOME .....ovveeeeeieeeeieeeeeeeee e $ 37,733  $ 26,055 $ 11,678 44.8 %
Other iINcome (10SS)....ververuieieieiee e 2,661 71,263 (68,602) (96.3)%
OPperating EXPENSES ......verveerreerreeeerrerseerseenseeseesrenaensens (26,180) (13,846) (12,334) 89.1 %
NEt INCOME ...ttt 14,214 83,472 (69,258) (83.0)%
Net (income) attributable to preferred shareholders...... (3,512) (3,508) 4) 0.1 %
Net (income) attributable to redeemable
noncontrolling interests ..........covvvvveereerieereeeeeseenenns (4,969) (40,387) 35,418 (87.7)%
Net (income) loss attributable to redeemable
noncontrolling interests in subsidiaries...................... (2,499) — (2,499) N/A
Net income attributable to common
StOCKhOIAErs ....c.veveeveeieviieiieeeeee e $ 3234 % 39,577  $ (36,343) (91.8)%

The change in our net income for the year ended December 31, 2022 as compared to the net income for the year ended
December 31, 2021 primarily relates to an increase in operating expenses and a decrease in other income including changes
in net assets related to consolidated CMBS VIEs partially offset by increases in net interest income. Our net income
attributable to common stockholders for the year ended December 31, 2022 was approximately $3.2 million. We earned
approximately $37.7 million in net interest income, generated income of $2.7 million in other income, incurred operating
expenses of $26.2 million, allocated $3.5 million of income to preferred stockholders, allocated $5.0 million of income to
redeemable noncontrolling interests and allocated $2.5 million of income to redeemable non controlling interests in
subsidiaries for the year ended December 31, 2022.

Revenues

Net interest income. Net interest income was $37.7 million for the year ended December 31, 2022 compared to $26.1
million for the year ended December 31, 2021 which was an increase of approximately $11.7 million. The increase between
the periods is primarily due to an increase in investments compared to the prior period. Additionally, prepayment penalties
related to early paydowns offset by accelerated premium amortization contribute to the increase between the periods. As of
December 31, 2022 we own 83 discrete investments compared to 74 as of December 31, 2021.

Other income (loss). Other income (loss) was $2.7 million for the year ended December 31, 2022 compared to $71.3
million for the year ended December 31, 2021 which was a decrease of approximately $68.6 million. This was primarily due
to an increase in unrealized losses related to consolidated CMBS VIEs and a decrease in fair value marks between the periods.

Expenses

G&A expenses. G&A expenses were $7.2 million for the year ended December 31, 2022 compared to $6.4 million for
the year ended December 31, 2021 which was an increase of approximately $0.8 million. The increase between the periods
was primarily due to a $1.3 million increase in stock compensation expense and a $0.7 million increase in legal fees compared
to the prior period.

Loan servicing fees. Loan servicing fees were $4.4 million for the year ended December 31, 2022 compared to $5.2
million for the year ended December 31, 2021 which was a decrease of approximately $0.8 million. The decrease between
the periods was primarily due to a decrease in SFR Loans and mezzanine loans in the portfolio compared to the prior period.

Management fees. Management fees were $3.2 million for the year ended December 31, 2022 compared to $2.3 million
for the year ended December 31, 2021 which was an increase of approximately $0.9 million. The increase between the periods
was primarily due to an increase in equity as defined by the Management Agreement.
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The year ended December 31, 2021 as compared to the year ended December 31, 2020

The following table sets forth a summary of our operating results for the years ended December 31,2021 and 2020 (in
thousands):

For the Year Ended
December 31,

2021 2020 $ Change % Change
Net INtEreSt INCOME «...vveereeeeeereeeeeeeeeeeeeeeeeeereeeeeeeeeseeas $ 26,055 $ 17,666 $ 8,389 47.5 %
Other iINCOmME (10SS)...eevvereeeriieriieiieieeieeeee e 71,263 25,752 45,511 176.7 %
Operating EXPENSES ....ceveeeveerrrerrieereenreenreenreesseennnes (13,846) (9,248) (4,598) 49.7 %
NEt INCOME....veviiieiieieriieterieeitet et 83,472 34,170 49,302 144.3 %
Net (income) attributable to preferred shareholders...... (3,508) (1,748) (1,760) 100.7 %
Net (income) attributable to redeemable

noncontrolling interests ..........coocevveereereereeieneeeeene (40,387) (21,323) (19,064) 89.4 %

Net income attributable to common stockholders......... $ 39,577 % 11,099 $ 28,478 256.6 %

The change in our net income for the year ended December 31, 2021 as compared to the net income for the year ended
December 31, 2020 primarily relates to increases in net interest income and other income including changes in net assets
related to consolidated CMBS VIEs partially offset by an increase in operating expenses. Our net income attributable to
common stockholders for the year ended December 31, 2021 was approximately $39.6 million. We earned approximately
$26.1 million in net interest income, $71.3 million in other income, incurred operating expenses of $13.8 million, allocated
$3.5 million of income to preferred stockholders and allocated $40.4 million of income to redeemable noncontrolling interests
for the year ended December 31, 2021.

Revenues

Net interest income. Net interest income was $26.1 million for the year ended December 31, 2021 compared to $17.7
million for the year ended December 31, 2020 which was an increase of approximately $8.4 million. The increase between
the periods is primarily due to an increase in investments and the number of days in operation compared to the prior period.
Additionally, prepayment penalties related to early paydowns offset by accelerated premium amortization contribute to the
increase between the periods. As of December 31, 2021 we owned 74 discrete investments compared to 60 as of December 31,
2020.

Other income. Other income was $71.3 million for the year ended December 31, 2021 compared to $25.8 million for
the year ended December 31, 2020 which was an increase of approximately $45.5 million. This was primarily due to an
increase in net assets related to consolidated CMBS VIEs and an increase in fair value marks between the periods.

Expenses

G&A expenses. G&A expenses were $6.4 million for the year ended December 31, 2021 compared to $3.4 million for
the year ended December 31, 2020 which was an increase of approximately $3.0 million. The increase between the periods
was primarily due to a $1.5 million increase in stock compensation expense and a $0.8 million increase in legal fees compared
to the prior period.

Loan servicing fees. Loan servicing fees were $5.2 million for the year ended December 31, 2021 compared to $4.3
million for the year ended December 31, 2020 which was an increase of approximately $0.9 million. The increase between
the periods was primarily due to an increase in loans in the portfolio and the number of days in operation compared to the
prior period.

Management fees. Management fees were $2.3 million for the year ended December 31,2021 compared to $1.6 million
for the year ended December 31, 2020 which was an increase of approximately $0.7 million. The increase between the periods
was primarily due to an increase in equity as defined by the Management Agreement and the number of days in operation
compared to the prior period.
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Key Financial Measures and Indicators

As a real estate finance company, we believe the key financial measures and indicators for our business are earnings
per share, dividends declared, EAD, CAD and book value per share.

Earnings Per Share and Dividends Declared

The following table sets forth the calculation of basic and diluted net income per share and dividends declared per
share (in thousands, except per share data):

For the Year Ended December 31,

2022 2021 2020

Net income (loss) attributable to redeemable noncontrolling interests... $ 4,969 $ 40,387 $ 21,323
Net income attributable to common stockholders..........cc..coeevvvevvneenn. 3,233 39,577 11,099
Weighted-average number of shares of common stock outstanding

BaSIC ..ttt e 14,686 6,601 5,206

DiIULEA. ..o 14,686 20,366 18,648
Net income per share, Basic .........cccvvveveiiriieieieieicieeeeeee e $ 022 $ 6.00 $ 2.13
Net income per share, diluted ............c.ocooeviiiiiiiiiecceceeeee $ 022 $ 393 % 1.74
Dividends declared per Share ............cocevevivveieieieiiiieeeeeeeeeeee e $ 2.0000 $ 1.9000 $ 1.4198

Earnings Available for Distribution and Cash Available for Distribution

EAD is a non-GAAP financial measure. EAD has replaced our prior presentation of Core Earnings. In addition, Core
Earnings results from prior reporting periods have been relabeled EAD. In line with evolving industry practices, we believe
EAD more accurately reflects the principal purpose of the measure than the term Core Earnings and will serve as a useful
indicator for investors in evaluating our performance and our long-term ability to pay distributions. EAD is defined as the net
income (loss) attributable to our common stockholders computed in accordance with GAAP, including realized gains and
losses not otherwise included in net income (loss), excluding any unrealized gains or losses or other similar non-cash items
that are included in net income (loss) for the applicable reporting period, regardless of whether such items are included in
other comprehensive income (loss), or in net income (loss) and adding back amortization of stock-based compensation. Net
income (loss) attributable to common stockholders may also be adjusted for the effects of certain GAAP adjustments and
transactions that may not be indicative of our current operations, in each case after discussions between the Manager and the
independent directors of our Board and approved by a majority of the independent directors of our Board.

We use EAD to evaluate our performance which excludes the effects of certain GAAP adjustments and transactions
that we believe are not indicative of our current operations and to assess our long-term ability to pay distributions. We believe
providing EAD as a supplement to GAAP net income (loss) to our investors is helpful to their assessment of our performance
and our long term ability to pay distributions. EAD does not represent net income or cash flows from operating activities and
should not be considered as an alternative to GAAP net income, an indication of our GAAP cash flows from operating
activities, a measure of our liquidity or an indication of funds available for our cash needs. Our computation of EAD may not
be comparable to EAD reported by other REITs.

We also use EAD as a component of the management fee paid to our Manager. As consideration for the Manager’s
services, we will pay our Manager an annual management fee of 1.5% of Equity, paid monthly, in cash or shares of our
common stock at the election of our Manager. “Equity” means (a) the sum of (1) total stockholders’ equity immediately prior
to the closing of our IPO, plus (2) the net proceeds received by us from all issuances of our equity securities in and after the
IPO, plus (3) our cumulative EAD from and after the IPO to the end of the most recently completed calendar quarter, (b) less
(1) any distributions to our holders of common stock from and after the IPO to the end of the most recently completed calendar
quarter and (2) all amounts that we have paid to repurchase for cash the shares of our equity securities from and after the [PO
to the end of the most recently completed calendar quarter. In our calculation of Equity, we will adjust our calculation of
EAD to remove the compensation expense relating to awards granted under one or more of our long-term incentive plans that
is added back in our calculation of EAD. Additionally, for the avoidance of doubt, Equity does not include the assets
contributed to us in the Formation Transaction.
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CAD is a non-GAAP financial measure. We calculate CAD by adjusting EAD by adding back amortization of
premiums, depreciation and amortization of real estate investment, amortization of deferred financing costs and by removing
accretion of discounts and non-cash items, such as stock dividends. We use CAD to evaluate our performance and our current
ability to pay distributions. We also believe that providing CAD as a supplement to GAAP net income (loss) to our investors
is helpful to their assessment of our performance and our current ability to pay distributions. CAD does not represent net
income or cash flows from operating activities and should not be considered as an alternative to GAAP net income, an
indication of our GAAP cash flows from operating activities, a measure of our liquidity or an indication of funds available
for our cash needs. Our computation of CAD may not be comparable to CAD reported by other REITs.

The following table provides a reconciliation of EAD and CAD to GAAP net income attributable to common
stockholders for the years ended December 31, 2022, 2021, and 2020 (in thousands, except per share amounts):

Net income attributable to common

stockholders..........................cl

Adjustments
Amortization of stock-based

COMPENSALION ..ovvveeerieeiieiieeiie e
Unrealized (gains) or losses (1).............
One-time non-cash item (2)...................
Loan loss (benefit) provision (3) ...........

EAD attributable to common

stockholders............................

EAD per Diluted Weighted-Average

Share ........cccooovvveiieeee e,

Adjustments

Amortization of premiums ....................

Accretion of discounts...........ccceuvveeeennn.

Depreciation and amortization of real

estate investment .................cccveeennee..

Amortization of deferred financing

CAD attributable to common

stockholders............................c

CAD per Diluted Weighted-Average

Share ........cccoooviviiiieeeee e,

Weighted-average common shares

outstanding - basic...................c..c.o.

Weighted-average common shares

outstanding - diluted (4) ......................

For the Year Ended December 31,

% Change % Change

2022 2021 2020 2022 - 2021 2021 - 2020
3234 $ 39,577 $ 11,099 (91.8)% 256.6 %
3,286 2,023 548 62.4 % 269.2 %
33,539 (23.,811) (2,263) (240.9)% 952.2 %
— — (1,053) N/A N/A
— — 94 N/A N/A
40,059 § 17,789 § 8,425 125.2 % 111.1 %
263§ 253§ 1.57 4.0 % 61.1 %
16,397 § 5,408 $ 2,160 203.2 % 150.4 %
(10,655) (5,587) (1,053) (90.7)% 430.6 %
2,280 — — N/A N/A
38 — — N/A N/A
— — (538) N/A N/A
48,119 § 17,610 § 8,994 173.2% 95.8 %
3.5 § 250§ 1.67 26.0 % 49.7 %
14,686 6,601 5,206 122.5 % 26.8 %
15,257 7,045 5,378 116.6 % 31.0 %

(1) Unrealized gains are the net change in unrealized loss on investments held at fair value
(2) One-time non-cash item is the make-whole premium in the Jernigan Capital, Inc. ("JCAP") preferred stock
investment conversion to common stock. See Note 5 to our consolidated financial statements for additional

disclosures.
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(3) We have modified our calculation of EAD and CAD to exclude any add back of loan loss (benefit) provision

beginning with our fiscal year 2021.

(4) Weighted-average diluted shares outstanding does not include dilutive effect of redeemable non-controlling

interests

The following table provides a reconciliation of EAD and CAD to GAAP net income including the dilutive effect of
non-controlling interests for the years ended December 31, 2022, 2021, and 2020 (in thousands, except per share amounts):

For the Year Ended December 31,

% Change % Change
2022 2021 2020 2022 - 2021 2021 - 2020
Net income attributable to common
stockholders.............ccccoooenininiinnnn. $ 3,234 $ 39,577 $ 11,099 (91.8)% 256.6 %
Net income attributable to redeemable
noncontrolling interests...................... 4,969 40,387 21,323 (81.9)Y% 89.4 %
Adjustments
Amortization of stock-based
COMPENSALION ...eovvreeieeereiieieeeieeeeereans 3,286 2,023 548 62.4 % 269.2 %
Unrealized (gains) or losses (1)............. 44,765 (43,503) (3,981) 202.9 % 992.8 %
One-time non-cash item (2).........cce...... — — (2,094) N/A N/A
Loan loss (benefit) provision (3) ........... — — 320 N/A N/A
EAD attributable to common
stockholders............c.cccccoenininiinnnne. $ 56,254 $ 38,484 §$ 27,215 52.3% 41.4 %
EAD $ 250 $ 1.89 $ 1.46 38.1% 29.5%
Adjustments
Amortization of premiums .................... $ 20,840 $ 15,769 $ 8,280 322 % 90.4 %
Accretion of discounts..........cccccceeuenee. (13,312) (9,196) (3,160) (44.8)% 191.0 %
Depreciation and amortization of real
estate INVEStMeENt .......c.c.eevveeeeevvennennenn.. 2,895 — — N/A N/A
Amortization of deferred financing
COSES.ceuerieieteiteeite ettt 48 — — N/A N/A
Stock dividends received....................... — — (1,254) N/A N/A
CAD. ..ot $ 66,725 $ 45,057 $ 31,081 533 % 45.0 %
CAD per Diluted Weighted-Average
Share .......coooviiiiiiiee, $ 297 $ 221§ 1.67 38.9% 323 %
Weighted-average common shares
outstanding - basic ...................c..co. 14,686 6,601 5,206 122.5 % 26.8 %
Weighted-average common shares
outstanding - diluted............................ 22,476 20,366 18,648 10.4 % 9.2 %

(1) Unrealized gains are the net change in unrealized loss on investments held at fair value
(2) One-time non-cash item is the make-whole premium in the JCAP preferred stock investment conversion to

common stock. See Note 5 to our consolidated financial statements for additional disclosures.
(3) We have modified our calculation of EAD and CAD to exclude any add back of loan loss (benefit) provision

beginning with our fiscal year 2021.
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Book Value per Share / Unit

The following table calculates our book value per share (in thousands, except per share data):

December 31, December 31,

2022 2021
Common StOCKNOIAETS' ©QUILY ......eeveeiiieiieiieriieit ettt eeee e $ 346,474 § 200,503
Shares of common stock outstanding at period end............ccocevveiiiiiiieiienice e 17,080 9,164
Book value per share of common StOCK ............ccuivviirieriieriieiieiecieceee e $ 20.29 $ 21.88

Due to the large noncontrolling interest in the OP and formerly the Subsidiary OPs (see Note 13 to our consolidated
financial statements, for more information), we believe it is useful to also look at book value on a combined basis as shown
in the table below (in thousands, except per share data):

December 31, December 31,

2022 2021
Common StOCKNOIAETS' ©QUILY ......eeviiiiiiiiiesieeie et $ 346,474 § 200,503
Redeemable noncontrolling interests in the OP .........c.cccovieiiiiiiiiiciiiec e 96,501 261,423
TOUAL EQUILY «..veveteeeeet ettt ettt ettt ettt ettt s st se e tess s s eseeneaas $ 442975 § 461,926
Redeemable OP Units and SubOP Units at period end...........cooceeveerieiinienieiieneeeeeee. 5,038 12,308
Shares of common stock outstanding at period end...........cccoeevveeiieiiiieiienieece e 17,080 9,164
Combined shares of common stock and redeemable OP Units and SubOP Units............... 22,118 21,472
Combined book value per Share / UNit...........c.cc.oeuioieuiiioeeieeecete ettt $ 20.03 $ 21.51

Our Portfolio

Our portfolio consists of SFR Loans, CMBS B-Pieces, CMBS /O Strips, mezzanine loans, preferred equity
investments, common stock investments, multifamily properties, MSCR Notes and mortgage backed securities with a
combined unpaid principal balance of $2.0 billion at December 31, 2022 and assumes the CMBS Entities’ assets and liabilities
are not consolidated. The following table sets forth additional information relating to our portfolio as of December 31, 2022
(dollars in thousands):

Current Remaining
Investment Principal Net Equity Property Current Term (4)
Investment (1) Date Amount 2) Location Type Coupon Yield (3) (years)
SFR Loans
1 Senior loan ... 2/11/2020 $ 508,700 $ 73,291 Various  Single-family 4.65 % 4.39 % 5.67
2 Senior loan ... 2/11/2020 10,143 1,536 Various  Single-family 535 % 524 % 5.09
3 Seniorloan........ccceoveunne. 2/11/2020 5,396 675 Various  Single-family 533 % 528 % 0.58
4 Senior loan ... 2/11/2020 10,179 1,473 Various  Single-family 5.30 % 5.01 % 5.67
5 Senior loan 2/11/2020 5,458 787 Various  Single-family 524 % 493 % 5.76
6 Senior loan... o 2/11/2020 51,304 6,944 Various  Single-family 4.74 % 4.59 % 2.75
7 Senior loan ...........cccceueee 2/11/2020 9,494 1,362 Various  Single-family 6.10 % 5.70 % 5.76
8  Senior loan ..........cceceueueee 2/11/2020 36,762 5,175 Various  Single-family 5.55 % 5.14 % 5.84
9  Senior loan... 2/11/2020 5,760 827 Various  Single-family 5.99 % 5.59 % 5.92
10 Senior loan.... . 2/11/2020 5,177 755 Various  Single-family 5.46 % 515 % 6.01
11 Seniorloan.........ccccoeueunee. 2/11/2020 8,779 1,293 Various  Single-family 5.88 % 555 % 6.01
12 Seniorloan........cccoeuevenene. 2/11/2020 6,309 870 Various  Single-family 4.83 % 477 % 1.09
13 Senior loan... 2/11/2020 7,480 1,105 Various  Single-family 534 % 5.07 % 6.09
14 Senior loan... 2/11/2020 6,582 974 Various  Single-family 5.46 % 5.19 % 6.17
15 Senior loan... 2/11/2020 10,523 1,509 Various  Single-family 4.72 % 4.60 % 3.17
Total ..o 688,046 98,576 4.81 % 455 % 5.36
CMBS B-Piece
1 CMBS B-Picce.................. 2/11/2020 24,348 (5) 9,154 Various Multifamily 8.95 % 8.96 % 3.16
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CMBS B-Piece......ccccuvnenn
CMBS B-Piece
CMBS B-Piece.
CMBS B-Piece
CMBS B-Piece......ccocuvnnnn
CMBS B-Piece......ccccuvnnn
CMBS B-Piece......cvueuenne
CMBS B-Piece......covuvuenne
CMBS B-Piece......covuevenne

CMBS I/O Strips
CMBS 1/O Strip.........oooo....
CMBS 1/O Strip.........oooo....
CMBS 1/O Strip.................
CMBS 1/O Strip.........oooo..
CMBS 1/0 Strip....
CMBS 1/0 Strip
CMBS 1/O Strip....
CMBS 1/O Strip........ooooo..
CMBS 1/O Strip........ooooo..
CMBS 1/O Strip........cocone.
CMBS 1/0 Strip
CMBS 1/0 Strip

Mezzanine Loan
Mezzanine ..........ccoeeveeevenae
Mezzanine ..........ccoeeveeveennae
Mezzanine ..........ccoeeveeveeene
Mezzanine ..........ccoeeveevvenene
Mezzanine ..
Mezzanine ..
Mezzanine ..
Mezzanine ..........cocceveerenens
Mezzanine ..........cccceevereennne
Mezzanine ..........cccceevereennne
Mezzanine ..
Mezzanine ..
Mezzanine ..
Mezzanine ..........cocevceennnee
Mezzanine ..........coeveeeennnee
Mezzanine ..........coceeeeennnee
Mezzanine

Mezzanine ..

Mezzanine ..

Mezzanine ..........oeeereennnen
Mezzanine ..........oeeerennnen
Mezzanine ..........oeeereennnen

Mezzanine ..........oeeerennnen

Preferred Equity
Preferred Equity ...

Preferred Equity ...
Preferred EQUity ........coevue.
Preferred EQUity ........coevue.
Preferred EQUity ........ccevue.

2/11/2020
4/23/2020
7/30/2020
8/6/2020
4/20/2021
6/30/2021
12/9/2021
5/2/2022
7/28/2022

5/18/2020
8/6/2020
4/28/2021
5/27/2021
6/7/2021
6/11/2021
6/24/2021
8/10/2021
8/11/2021
8/24/2021
9/1/2021
9/11/2021

6/12/2020
10/20/2020
10/20/2020
10/20/2020
10/20/2020
10/20/2020
10/20/2020
10/20/2020
10/20/2020
10/20/2020
10/20/2020
10/20/2020
10/20/2020
10/20/2020
10/20/2020
10/20/2020
10/20/2020
10/20/2020
1/21/2021
11/18/2021
12/29/2021
6/9/2022
7/1/2022

5/29/2020
9/29/2021
10/26/2021
1/14/2022
4/7/2022

29,596 (5) 11429
81,999 (5) 27424
21,342 (5) 9,459
108,643 (5) 24,603
43340 (5) 14,866
108,305 (5) 30,299
57,289 (5) 22231
35811 (5) 10214
70481 (5) 26,899
581,154 186,578
17,590 (6) 495
108,643 (6) 6,268
() 64,768 (6) 1,409
20,000 (6) 1,024
4,266 (6) 127
®) 115523 (6) 1,872
26,191 (6) 435
25,000 (6) 635
6,942 (6) 440
1,625 (6) 250
34,625 (6) 3,726
20,902 (6) 3,822
446,075 20,503
7,500 7,500
5,470 2,267
10,380 4,320
14,253 5,929
3,700 1,531
12,000 4,993
3,000 1,249
1,500 624
5,540 2,296
6,829 2,828
3,620 1,507
9,610 4,000
7,390 3,076
2,135 884
1,190 493
3,310 1372
2,880 1,192
4,010 1,660
24,844 24,644
12,600 12,491
7,760 7,695
4,500 4,462
9,000 8,918
163,021 105,931
10,000 10,000
7,606 7,591
9,750 9,687
19,496 19,509
) 4,000 3,963
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Various
Various
Various
Various
Various
Various
Various
Various

Various

Various
Various
Various
Various
Various
Various
Various
Various
Various
Various
Various

Various

Houston, TX
Wilmington, DE
White Marsh, MD
Philadelphia, PA
Daytona Beach, FL
Laurel, MD
Temple Hills, MD
Temple Hills, MD
Lakewood, NJ
Rosedale, MD
North Aurora, IL
Cockeysville, MD
Laurel, MD

Tyler, TX

Las Vegas, NV
Atlanta, GA

Des Moines, 1A
Urbandale, 1A
Los Angeles, CA
Irving, TX
Rogers, AR
Rogers, AR
Medley, FL

Houston, TX
Holly Springs, NC
Atlanta, GA
Vacaville, CA
Beaumont, TX

Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily

Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily

Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Multifamily
Self-Storage

Multifamily
Life Science
Multifamily
Life Science

Self-Storage

980 % 979 %  3.90
350 % 539 % 7.16
1280 % 1280 %  4.48
000 % 822 % 749
929 % 929 %  8.16
000 % 913 %  4.00
829 % 829 %  1.82
422 % 455 % 1591
829 % 829 % 657
461 % 814 % 622
202 % 1456 % 2375
298 % 1598 %  7.49
159 % 1552 %  7.07
339 % 1573 % 7.40
231 % 1891 % 5091
119 % 1334 % 640
118 % 1677 %  7.40
189 % 1587 %  7.32
310 % 1374 % 8.57
261 % 1444 %  8.07
192 % 1503 % 749
295 % 1370 % 8.74
204 % 1501 %  7.83
11.00 % 1100 %  0.50
750 % 731 % 634
742 % 722 % 850
759 % 738 % 642
783 % 763 % 5.6
771 % 750 % 825
732 % 712 % 859
722 % 702 % 859
733 % 714 % 634
753 % 734 % 6.0l
742 % 722 % 850
742 % 722 % 850
742 % 722 % 850
774 % 154 % 576
771 % 751 % 617
691 % 673 %  6.50
789 % 769 % 584
789 % 769 % 584
1700 % 1714 % 1.06
1477 % 1490 % 592
1477 % 1490 %  2.03
1445 % 1457 % 244
1100 % 1110 %  4.50
1042 % 1034 % 539
11.00 % 1100 %  7.34
10.00 % 1002 %  0.75
11.00 % 1107 % 185
1000 % 999 %  0.75
1377 % 1390 %  7.67



6 Preferred Equity ................ 6/8/2022 4,000 3,962 Temple, TX Self-Storage 13.05 % 1317 % 7.67
7  Preferred Equity ................ 8/10/2022 8,500 8,423 Plano, TX Multifamily 14.61 % 14.74 % 2.69
8  Preferred Equity 9/30/2022 9,000 8,915 Fort Worth, TX Multifamily 13.76 % 13.89 % 2.75
9 Preferred Equity 10/5/2022 4,030 3,991 Kirkland, WA Multifamily 14.52 % 14.66 % 5.01
10 Preferred Equity ................ 10/19/2022 15,000 14,925 Woodbury, MN  Life Science 10.00 % 10.05 % 0.75
Total......covoeiiiicicciee, 91,382 90,966 11.51 % 11.57 % 2.76
Common Stock
1 Common Stock.................. 11/6/2020 N/A 50,380 N/A Self-Storage N/A N/A N/A
2 Common Stock.................. 4/14/2022 N/A 27,384 N/A  Ground Lease N/A N/A N/A
Total.........coocoeveeeiereiieies 78,264
Real Estate
1 Real Estate ......cccooverveeune 12/31/2021 (10) N/A 27,267 Charlotte, NC Multifamily N/A N/A N/A
2 Real Estate ......ccooveennnne 2/1/2022  (11) N/A 36,283 Las Vegas, NV Multifamily N/A N/A N/A
Total......cooooevieiicicicine, 63,550
MSCR Notes
1 MSCR Note.....ccooererrennnen 5/25/2022 4,000 2,021 Various Multifamily 13.02 % 13.02 % 29.42
2 MSCR Note.....coooererrrnnnn 5/25/2022 5,000 2,315 Various Multifamily 10.02 % 10.02 % 29.42
3 MSCR Note....coovvvererennns 9/23/2022 1,500 637 Various Multifamily 10.37 % 11.40 % 28.92
Total......ccovvieieirccniennes 10,500 4,973 1121 % 11.36 % 29.35
Mortgage Backed
Securities
1 Mortgage Backed
Securities .......ceeveveuennee 6/1/2022 10,074 3,102 Various  Single-family 4.87 % 5.08 % 2.89
2 Mortgage Backed
Securities ......ocovevveeennns 6/1/2022 10,419 3,425 Various  Single-family 7.08 % 7.39 % 3.30
3 Mortgage Backed
Securities .....ooverrrierenne. 7/28/2022 575 261 Various  Single-family 6.23 % 6.33 % 4.80
4 Mortgage Backed
SeCcurities .......coeeveveeennene 7/28/2022 1,057 403 Various  Single-family 3.60 % 423 % 5.47
5 Mortgage Backed
Securities .....ooeerererenne. 9/12/2022 4,473 1,789 Various  Single-family 9.29 % 9.27 % 8.07
6  Mortgage Backed
Securities .. 9/29/2022 8,000 7,906 Various  Single-family 9.57 % 9.59 % 4.71
34,598 16,886 7.18 % 7.36 % 4.21

2)
)
“4)

)
(6)
()
®)

)

Our total portfolio represents the current principal amount of the consolidated SFR Loans, CMBS 1/O Strips,
mezzanine loans, preferred equity, multifamily properties, MSCR Notes and mortgage backed securities as well
as the net equity of our CMBS B-Piece investments.

Net equity represents the carrying value less borrowings collateralized by the investment.

Current yield is the annualized income earned divided by the cost basis of the investment.

The weighted-average life is weighted on current principal balance and assumes no prepayments. The maturity
date for preferred equity investments represents the maturity date of the senior mortgage, as the preferred equity
investments require repayment upon the sale or refinancing of the asset.

The CMBS B-Pieces are shown on an unconsolidated basis reflecting the value of our investments.

The number shown represents the notional value on which interest is calculated for the CMBS I/O Strips. CMBS
1/O Strips receive no principal payments and the notional value decreases as the underlying loans are paid off.
The Company, through the Subsidiary OPs, purchased approximately $50.0 million and $15.0 million aggregate
notional amount of the X1 interest-only tranche of the FHMS K-107 CMBS 1/O Strip on April 28, 2021 and May
4, 2021, respectively.

The Company, through the Subsidiary OPs, purchased approximately $80.0 million, $35.0 million, $40.0 million
ad $50.0 million aggregate notional amount of the X1 interest-only tranche of the FRESB 2019-SB64 CMBS 1/0
Strip on June 11, 2021 and September 29, 2021, February 3, 2022 and March 18, 2022, respectively.

The Company, through the Subsidiary OPs, invested $2.7 million and $1.3 million in this preferred equity
investment on April 7, 2022 and May 3, 2022, respectively.

(10) Real Estate is a 204-unit multifamily property.
(11) The Company, through the Subsidiary OPs, purchased this real estate investment for $184.1 million on February

1, 2022, using cash on hand of $39.5 million and debt financing of $144.6 million. This is the Elysian at Hughes
Center investment that was previously presented as a preferred equity investment but has been consolidated as of
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December 31, 2022. Pursuant to an expected restructuring of the transaction subsequent to December 31, 2022,
this investment is expected to be deconsolidated in 2023 and presented solely as a preferred equity investment
See Note 16 to our consolidated financial statements for additional information.

The following table details overall statistics for our portfolio as of December 31, 2022 (dollars in thousands):

Common

Total Floating Rate Fixed Rate Stock Real Estate

Portfolio Investments Investments Investment Investment
Number of investments..................... 83 22 57 2 2
Principal balance (1) ........cccocveveunene. $ 1,628,772 $ 368,021 $ 1,260,751 N/A N/A

Carrying value.........ccoeevevverveneenne. $ 1,866,802 $ 362,173 $ 1,181,142 $ 78,264 § 245222
Weighted-average cash coupon ........ 5.67 % 821 % 4.79 % N/A N/A
Weighted-average all-in yield........... 6.41 % 10.31 % 521 % N/A N/A

(1) Costisused in lieu of principal balance for CMBS 1/O Strips.
Liquidity and Capital Resources

Our short-term liquidity requirements consist primarily of funds necessary to pay for our ongoing commitments to
repay borrowings, maintain our investments, make distributions to our stockholders and other general business needs. Our
investments generate liquidity on an ongoing basis through principal and interest payments, prepayments and dividends. We
believe that our available cash, expected operating cash flows, and potential debt or equity financings will provide sufficient
funds for our operations, anticipated scheduled debt service payments, potential obligations to purchase up to $3.7 million of
the Preferred Units (defined below) and dividend requirements for the twelve-month period following December 31, 2022.

Our long-term liquidity requirements consist primarily of acquiring additional investments, scheduled debt payments
and distributions. We expect to meet our long-term liquidity requirements through various sources of capital, which may
include future debt or equity issuances, net cash provided by operations and other secured and unsecured borrowings. Our
leverage is matched in term and structure to provide stable contractual spreads which will protect us from fluctuations in
market interest rates over the long-term. However, there are a number of factors that may have a material adverse effect on
our ability to access these capital sources, including the state of overall equity and credit markets, our degree of leverage,
borrowing restrictions imposed by lenders, general market conditions for REITs and our operating performance and liquidity.
We believe that our various sources of capital, which may include future debt or equity issuances, net cash provided by
operations and other secured and unsecured borrowings, will provide sufficient funds for our operations, anticipated debt
service payments, potential obligations to purchase Preferred Units and dividend requirements for the long-term.
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Asset Metrics Debt Metrics

Fixed/Floating Fixed/Floating
Investment Rate Interest Rate Maturity Date Rate Interest Rate Maturity Date Net Spread
SFR Loans
Senior loan... Fixed 4.65% 9/1/2028 Fixed 2.24% 9/1/2028 2.41%
Senior loan... Fixed 5.35% 2/1/2028 Fixed 3.51% 2/1/2028 1.84%
Senior loan... Fixed 5.33% 8/1/2023 Fixed 2.48% 8/1/2023 2.85%
Senior loan... Fixed 5.30% 9/1/2028 Fixed 2.79% 9/1/2028 2.51%
Senior loan... Fixed 5.24% 10/1/2028 Fixed 2.64% 10/1/2028 2.60%
Senior loan... Fixed 4.74% 10/1/2025 Fixed 2.14% 10/1/2025 2.60%
Senior loan... Fixed 6.10% 10/1/2028 Fixed 3.30% 10/1/2028 2.80%
Senior loan... Fixed 5.55% 11/1/2028 Fixed 2.70% 11/1/2028 2.85%
Senior loan... Fixed 5.99% 12/1/2028 Fixed 3.14% 12/1/2028 2.85%
Senior loan... Fixed 5.46% 1/1/2029 Fixed 2.97% 1/1/2029 2.49%
Senior loan... Fixed 5.88% 1/1/2029 Fixed 3.14% 1/1/2029 2.74%
Senior loan... Fixed 4.83% 2/1/2024 Fixed 2.40% 2/1/2024 2.43%
Senior loan... Fixed 5.34% 2/1/2029 Fixed 2.98% 2/1/2029 2.36%
Senior loan... Fixed 5.46% 3/1/2029 Fixed 2.99% 3/1/2029 2.47%
Senior loan... Fixed 4.72% 3/1/2026 Fixed 2.45% 3/1/2026 2.27%
Mezzanine

Loans

Mezzanine. .. Fixed 7.50% 5/1/2029 Fixed 0.30% 5/1/2029 7.20%
Mezzanine. .. Fixed 7.42% 7/1/2031 Fixed 0.30% 7/1/2031 7.12%
Mezzanine. .. Fixed 7.59% 6/1/2029 Fixed 0.30% 6/1/2029 7.29%
Mezzanine... Fixed 7.83% 10/1/2028 Fixed 0.30% 10/1/2028 7.53%
Mezzanine... Fixed 7.71% 4/1/2031 Fixed 0.30% 4/1/2031 7.41%
Mezzanine... Fixed 7.32% 8/1/2031 Fixed 0.30% 8/1/2031 7.02%
Mezzanine. .. Fixed 7.22% 8/1/2031 Fixed 0.30% 8/1/2031 6.92%
Mezzanine. .. Fixed 7.33% 5/1/2029 Fixed 0.30% 5/1/2029 7.03%
Mezzanine. .. Fixed 7.53% 7/1/2031 Fixed 0.30% 7/1/2031 7.23%
Mezzanine... Fixed 7.42% 1/1/2029 Fixed 0.30% 1/1/2029 7.12%
Mezzanine... Fixed 7.42% 7/1/2031 Fixed 0.30% 7/1/2031 7.12%
Mezzanine... Fixed 7.42% 4/1/2031 Fixed 0.30% 4/1/2031 7.12%
Mezzanine. .. Fixed 7.74% 10/1/2028 Fixed 0.30% 10/1/2028 7.44%
Mezzanine. .. Fixed 7.71% 3/1/2029 Fixed 0.30% 3/1/2029 7.41%
Mezzanine. .. Fixed 6.91% 7/1/2029 Fixed 0.30% 7/1/2029 6.61%
Mezzanine... Fixed 7.89% 11/1/2028 Fixed 0.30% 11/1/2028 7.59%
Mezzanine... Fixed 7.89% 11/1/2028 Fixed 0.30% 11/1/2028 7.59%

Our primary sources of liquidity and capital resources to date consist of cash generated from our operating results and
the following:

Freddie Mac Credit Facilities

Prior to the Formation Transaction, two of our subsidiaries entered into a loan and security agreement, dated July 12,
2019, with Freddie Mac (the “Credit Facility”). Under the Credit Facility, these entities borrowed approximately $788.8
million in connection with their acquisition of senior pooled mortgage loans backed by SFR properties (the “Underlying
Loans”). No additional borrowings can be made under the Credit Facility, and our obligations will be secured by the
Underlying Loans. The Credit Facility was assumed by the Company as part of the Formation Transaction. As such, the
remaining outstanding balance of $788.8 million was contributed to the Company on February 11, 2020. Our borrowings
under the Credit Facility will mature on July 12, 2029; however, if an Underlying Loan matures prior to July 12, 2029, we
will be required to repay the portion of the Credit Facility that is allocated to that loan (see Note 9 to our consolidated financial
statements for additional information). As of December 31, 2022, the outstanding balance on the Credit Facility was $628.6
million.
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Repurchase Agreements

From time to time, we may enter into repurchase agreements to finance the acquisition of our target assets. Repurchase
agreements will effectively allow us to borrow against loans and securities that we own in an amount equal to (1) the market
value of such loans and/or securities multiplied by (2) the applicable advance rate. Under these agreements, we will sell our
loans and securities to a counterparty and agree to repurchase the same loans and securities from the counterparty at a price
equal to the original sales price plus an interest factor. During the term of a repurchase agreement, we will receive the principal
and interest on the related loans and securities and pay interest to the lender under the repurchase agreement. At any point in
time, the amounts and the cost of our repurchase borrowings will be based on the assets being financed. For example, higher
risk assets will result in lower advance rates (i.e., levels of leverage) at higher borrowing costs. In addition, these facilities
may include various financial covenants and limited recourse guarantees.

As discussed in Note 9 to our consolidated financial statements, in connection with our recent CMBS acquisitions, we,
through the OP and the Subsidiary OPs, have borrowed approximately $331.0 million under our repurchase agreements and
posted approximately $974.4 million par value of our CMBS B-Piece, CMBS I/O Strip, MSCR Notes and mortgage backed
security investments as collateral. The CMBS B-Pieces, CMBS 1/O Strips, MSCR Notes and mortgage backed securities held
as collateral are illiquid and irreplaceable in nature. These assets are restricted solely to satisfy the interest and principal
balances owed to the lender.

The table below provides additional details regarding recent borrowings under the master repurchase agreements
(dollars in thousands):

December 31, 2022

Facility Collateral
Weighted Weighted Weighted
Final average average average
Date Outstanding Carrying stated interest life (years) Outstanding Amortized Carrying life (years)
issued face amount value maturity rate (1) 2) face amount cost basis value (3) 2)
Master
Repurchase
Agreements
CMBS
Mizuho® ................ 4/15/2020 331,020 331,020 N/A (5) 5.83% 0.20 974,440 543,919 539,736 7.0

(1) Weighted-average interest rate using unpaid principal balances.

(2) Weighted-average life is determined using the maximum maturity date of the corresponding loans, assuming all
extension options are exercised by the borrower.

(3) CMBS are shown at fair value on an unconsolidated basis.

(4) On April 15,2020, three of our subsidiaries entered into a master repurchase agreement with Mizuho. Borrowings
under these repurchase agreements are collateralized by portions of the CMBS B-Pieces, CMBS I/O Strips, MSCR
Notes and mortgage backed securities.

(5) The master repurchase agreement with Mizuho does not have a stated maturity date. The transactions in place
have a one-month to two-month tenor and are expected to roll accordingly.

At-The-Market Offering

On March 31, 2021, the Company, the OP and the Manager entered into separate equity distribution agreements (the
"2021 Equity Distribution Agreements") with the Sales Agents, pursuant to which the Company could issue and sell from
time to time shares of the Company’s common stock and Series A Preferred Stock having an aggregate sales price of up to
$100.0 million (the "2021 ATM Program"). The 2021 Equity Distribution Agreements provided for the issuance and sale of
common stock or Series A Preferred Stock by the Company through a sales agent acting as a sales agent or directly to the
sales agent acting as principal for its own account at a price agreed upon at the time of sale. Effective as of December 16,
2021, the Company terminated each 2021 Equity Distribution Agreement. As of the termination date, pursuant to the Equity
Distribution Agreements, the Company had sold 532,694 shares of its common stock and zero shares of Series A Preferred
Stock for total gross sales of $11.3 million. For additional information about the 2021 ATM Program, see Note 11 to our
consolidated financial statements.
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On March 15, 2022, the Company, the OP and the Manager separately entered into the 2022 Equity Distribution
Agreements with the Sales Agents, pursuant to which the Company may issue and sell from time to time shares of the
Company’s common stock and Series A Preferred Stock having an aggregate sales price of up to $100.0 million in the 2022
ATM Program. The 2022 Equity Distribution Agreements provide for the issuance and sale of common stock or Series A
Preferred Stock by the Company through a sales agent acting as a sales agent or directly to the sales agent acting as principal
for its own account at a price agreed upon at the time of sale. As of December 31, 2022, pursuant to the 2022 Equity
Distribution Agreements, the Company had sold 531,728 shares of its common stock and zero shares of Series A Preferred
Stock for total gross sales of $12.6 million. For additional information about the 2022 ATM Program, see Note 11 to our
consolidated financial statements.

Company Notes Offering

On April 20, 2021, the Company issued $75.0 million in aggregate principal amount of its 5.75% Notes at a price
equal to 99.5% of par value for proceeds of approximately $73.1 million after original issue discount and underwriting fees.

On December 20, 2021, the Company issued $60.0 million in aggregate principal amount of'its 5.75% Notes at a price
equal to 102.8% par value, including accrued interest, for proceeds of approximately $60.9 million after original issue
discount and underwriting fees.

On January 25, 2022, the Company issued $35.0 million in aggregate principal amount of its 5.75% Notes at a price
equal to 100.9% par value, including accrued interest, for proceeds of approximately $35.1 million after original issue
discount and underwriting fees.

On May 20, 2022, the Company purchased $3.0 million aggregate principal amount of its 5.75% Notes at a price equal
to 96.3% par value, including accrued interest, for approximately $2.9 million. The purchased 5.75% Notes were cancelled
upon settlement.

On June 30, 2022, the Company purchased $2.0 million aggregate principal amount of its 5.75% Notes at a price equal
to 96.5% par value, including accrued interest, for approximately $2.0 million. The purchased 5.75% Notes were cancelled
upon settlement.

Secondary Public Offering

On August 18,2021, the Company the OP and the Manager entered into an underwriting agreement (the “Underwriting
Agreement”) with Raymond James as representative of the several underwriters, pursuant to which the Company agreed to
sell 2,000,000 firm shares at a public offering price of $21.00 per share. The Company also granted the underwriters a 30-
day option to purchase up to an additional 300,000 option shares. The firm shares were issued on August 20, 2021. On
September 8, 2021, the underwriters partially exercised the option to purchase 59,700 option shares. The 59,700 option shares
were issued on September 10, 2021. For additional information about this public offering, see Note 11 to our consolidated
financial statements.

LIBOR Transition

Approximately 3.7% of our portfolio by unpaid principal balance as of December 31, 2022 pays interest at a variable
rate that is tied to LIBOR. On March 5, 2021, the Financial Conduct Authority of the U.K. announced that all of the LIBOR
settings will either cease to be provided by any administrator or no longer be representative (i) immediately after December
31, 2021, in the case of the 1-week and 2-month US dollar settings; and (ii) immediately after June 30, 2023, in the case of
the remaining one-month, three-month, six-month and twelve-month US dollar settings. The U.S. Federal Reserve, in
conjunction with the Alternative Reference Rates Committee, a steering committee convened by the U.S. Federal Reserve
Board and comprised of large U.S. financial institutions, has recommended replacing U.S. dollar LIBOR with the SOFR, an
index calculated by short-term repurchase agreements backed by U.S. Treasury securities. Approximately 13.3% of our
portfolio by unpaid principal balance as of December 31, 2022 pays interest at a variable rate that is tied to SOFR, and it is
anticipated that future investments we make may have variable interest rates tied to SOFR. Although there have been
issuances utilizing SOFR, or the Sterling Over Night Index Average, an alternative reference rate that is based on transactions,
it is unknown whether these alternative rates will attain market acceptance as a replacement for LIBOR. In connection with
the foregoing, we may need to renegotiate some of our agreements to determine a replacement index rate. As of December 31,
2022, the Company has not received any LIBOR transition notices under its loan agreements. Any changes to benchmark
interest rates could increase our financing costs, which could impact our results of operations, cash flows and the market
value of our investments and result in mismatches with the interest rate of investments that we are financing.
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Elysian at Hughes Center

Subsequent to December 31, 2022, the Company expects to restructure this investment such that it does not meet the
requirements for consolidation under ASC 810 — Consolidation and is expected to be deconsolidated in 2023 and presented
solely as a preferred equity investment. As of December 31, 2022, the Company owned a preferred equity investment and
the common equity interests in Elysian at Hughes Center, which resulted in the consolidation at year end. However, the
common equity interests are expected to be transferred to an affiliate of the Manager, such affiliate which is expected to
guarantee payments due to the Company in respect of its preferred equity investment if the investment is not redeemed prior
to the close of the ongoing private offering of Class I Beneficial Interests in the Trust, which will continue until the maximum
offering amount of $115.3 million has been reached or, if earlier, until December 31, 2023.

Elysian at Hughes Center Equity Offering

On March 9, 2022, the Company, through a subsidiary, NexPoint Hughes DST (the “Trust”) began offering to sell (the
“Hughes Offering”) up to 100% of the Class I Beneficial Interests in the Trust (the “Interests”) to accredited investors pursuant
to the terms of a private placement memorandum. The Trust is the sole owner of the Elysian at Hughes Center, a multifamily
apartment complex located in Las Vegas, Nevada. The property consists of 6.08 acres of land upon which two residential
buildings are situated comprising 368 apartment units. From March 9, 2022 to December 31, 2022, the Company sold
approximately 64.0% of the outstanding Interests, raising approximately $67.3 million in net proceeds after selling costs and
commissions. The net proceeds were used to repay the $55 million bridge loan with the remainder being distributed to the
Company. The Hughes Offering will continue until the maximum offering amount of $115.3 million has been reached or, if
earlier, until December 31, 2023.

Other Potential Sources of Financing

We may seek additional sources of liquidity from further repurchase facilities, other borrowings and future offerings
of common and preferred equity and debt securities and contributions from existing holders of the OP or Subsidiary OPs. In
addition, we may apply our existing cash and cash equivalents and cash flows from operations to any liquidity needs. As of
December 31, 2022, our cash and cash equivalents were $20.3 million.

Cash Flows

The following table presents selected data from our Consolidated Statements of Cash Flows for the years ended
December 31, 2022, 2021, and 2020 (in thousands):

For the Year Ended December 31,

2022 2021 2020
Net cash provided by (used in) operating activities ............cccoeveeeverrennenn. $ 65,801 $ 49,298 $ 32,902
Net cash provided by (used in) investing activities..........cceccvevververeeennnne. 950,578 517,878 (68,261)
Net cash provided by (used in) financing activities ...........cceevvervverrerenenen. (1,029,264) (567,415) 68,830
Net increase (decrease) in cash, cash equivalents and restricted cash....... (12,885) (239) 33,471
Cash, cash equivalents and restricted cash, beginning of period .............. 33,232 33,471 —
Cash, cash equivalents and restricted cash, end of period.............cocucu.... $ 20,347 $ 33232 § 33,471

The year ended December 31, 2022 as compared to the year ended December 31, 2021

Cash flows from operating activities. During the year ended December 31, 2022, net cash provided by operating
activities was $65.8 million compared to net cash provided by operating activities of $49.3 million for the year ended
December 31, 2021. This increase was primarily due to the interest income generated by our investments.

Cash flows from investing activities. During the year ended December 31, 2022, net cash provided by investing
activities was $950.6 million compared to net cash provided by investing activities of $517.9 million for the year ended
December 31, 2021. This increase was primarily driven by proceeds received from payments on mortgage loans held in VIEs.

Cash flows from financing activities. During the year ended December 31, 2022, net cash used in financing activities
was $1.0 billion compared to net cash used in financing activities of $567.4 million for the year ended December 31, 2021.
This increase was primarily driven by distributions to bondholders of VIEs.
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The year ended December 31, 2021 as compared to the year ended December 31, 2020

Cash flows from operating activities. During the year ended December 31, 2021, net cash provided by operating
activities was $49.3 million compared to net cash provided by operating activities of $32.9 million for the year ended
December 31, 2020. This increase was primarily due to the interest income generated by our investments and the change in
unrealized loss on investments held at fair value.

Cash flows from investing activities. During the year ended December 31, 2021, net cash provided by investing
activities was $517.9 million compared to net cash used in investing activities of $68.3 million for the year ended
December 31, 2020. This increase was primarily driven by proceeds received from payments on mortgage loans held in VIEs.

Cash flows from financing activities. During the year ended December 31, 2021, net cash used in financing activities
was $567.4 million compared to net cash provided by financing activities of $68.8 million for the year ended December 31,
2020. This increase was primarily driven by distributions to bondholders of VIEs.

Emerging Growth Company and Smaller Reporting Company Status

Section 107 of the JOBS Act provides that an emerging growth company can take advantage of the extended transition
period provided in Section 13(a) of the Exchange Act, for complying with new or revised accounting standards applicable to
public companies. In other words, an emerging growth company can delay the adoption of certain accounting standards until
those standards would otherwise apply to private companies. We have elected to take advantage of this extended transition
period. As a result of this election, our financial statements may not be comparable to companies that comply with public
company effective dates for such new or revised standards. We may elect to comply with public company effective dates at
any time, and such election would be irrevocable pursuant to Section 107(b) of the JOBS Act.

We are also a “smaller reporting company” as defined in Regulation S-K under the Securities Act, and may elect to
take advantage of certain of the scaled disclosures available to smaller reporting companies. We may be a smaller reporting
company even after we are no longer an “emerging growth company.”

Income Taxes

We elected to be treated as a REIT for U.S. federal income tax purposes, beginning with our taxable year ended
December 31, 2020. We believe that our organization and proposed method of operation will enable us to meet the
requirements for qualification and taxation as a REIT. To qualify as a REIT, we must meet certain organizational and
operational requirements, including a requirement to distribute at least 90% of our annual REIT taxable income to
stockholders. As a REIT, we will be subject to federal income tax on our undistributed REIT taxable income and net capital
gain and to a 4% nondeductible excise tax on any amount by which distributions we pay with respect to any calendar year
are less than the sum of (1) 85% of our ordinary income, (2) 95% of our capital gain net income and (3) 100% of our
undistributed income from prior years. Taxable income from certain non-REIT activities is managed through a TRS and is
subject to applicable federal, state, and local income and margin taxes. We had no significant taxes associated with our TRS
for the year ended December 31, 2022.

If we fail to qualify as a REIT in any taxable year, we will be subject to U.S. federal income tax on our taxable income
at regular corporate income tax rates, and dividends paid to our stockholders would not be deductible by us in computing
taxable income. Any resulting corporate liability could be substantial and could materially and adversely affect our net income
and net cash available for distribution to stockholders. Unless we were entitled to relief under certain Code provisions, we
also would be disqualified from re-electing to be taxed as a REIT for the four taxable years following the year in which we
failed to qualify to be taxed as a REIT.

We evaluate the accounting and disclosure of tax positions taken or expected to be taken in the course of preparing
our tax returns to determine whether the tax positions are “more-likely-than-not” (greater than 50 percent probability) of
being sustained by the applicable tax authority. Tax positions not deemed to meet the more-likely-than-not threshold would
be recorded as a tax benefit or expense in the current year. Our management is required to analyze all open tax years, as
defined by the statute of limitations, for all major jurisdictions, which include federal and certain states. We have no
examinations in progress, and none are expected at this time.

We recognize our tax positions and evaluate them using a two-step process. First, we determine whether a tax position
is more likely than not to be sustained upon examination, including resolution of any related appeals or litigation processes,
based on the technical merits of the position. Second, we will determine the amount of benefit to recognize and record the
amount that is more likely than not to be realized upon ultimate settlement. We had no material unrecognized tax benefit or
expense, accrued interest or penalties as of December 31, 2022.

74



Dividends

We intend to make regular quarterly dividend payments to holders of our common stock. We also intend to make the
accrued dividend payments on the Series A Preferred Stock, which are payable quarterly in arrears as provided in the articles
supplementary setting forth the terms of the Series A Preferred Stock. U.S. federal income tax law generally requires that a
REIT distribute annually at least 90% of its REIT taxable income, without regard to the deduction for dividends paid and
excluding net capital gains. As a REIT, we will be subject to federal income tax on our undistributed REIT taxable income
and net capital gain and to a 4% nondeductible excise tax on any amount by which distributions we pay with respect to any
calendar year are less than the sum of (1) 85% of our ordinary income, (2) 95% of our capital gain net income and (3) 100%
of our undistributed income from prior years. We intend to make regular quarterly dividend payments of all or substantially
all of our taxable income, which is not used to pay a dividend on the Series A Preferred Stock, to holders of our common
stock out of assets legally available for this purpose, if and to the extent authorized by our Board. Before we make any
dividend payments, whether for U.S. federal income tax purposes or otherwise, we must first meet both our operating
requirements and debt service on our debt payable. If our cash available for distribution is less than our taxable income, we
could be required to sell assets, borrow funds or raise additional capital to make cash dividends or we may make a portion of
the required dividend in the form of a taxable distribution of stock or debt securities.

We will make dividend payments to holders of our common stock based on our estimate of taxable earnings per share
of common stock, but not earnings calculated pursuant to GAAP. Our dividends and taxable income and GAAP earnings will
typically differ due to items such as depreciation and amortization, fair-value adjustments, differences in premium
amortization and discount accretion and non-deductible G&A expenses. Our quarterly dividends per share of our common
stock may be substantially different than our quarterly taxable earnings and GAAP earnings per share. Our Board declared
our fourth quarterly dividend of 2022 to common stockholders of $0.50 per share on October 24, 2022, which was paid on
December 30, 2022 to common stockholders of record as of December 15, 2022. On December 15, 2022, our Board declared
a preferred stock dividend of $0.53125 per share, which was paid on January 25, 2023 to preferred stockholders of record as
of January 13, 2023.

Off-Balance Sheet Arrangements

As of December 31, 2022, we had one off balance sheet arrangements that have or are reasonably likely to have a
current or future effect on our financial condition, changes in financial condition, revenues or expenses, results of operations,
liquidity, capital expenditures or capital resources.

On December 8, 2022 and in connection with a restructuring of NSP, the Company, through REIT Sub, together with
the Co-Guarantors, as guarantors, entered into a Sponsor Guaranty Agreement in favor of Extra Space pursuant to which
REIT Sub and the Co-Guarantors guaranteed obligations of NSP with respect to NSP’s newly created Series D Preferred
Stock and two promissory notes in an aggregate principal amount of approximately $64.2 million issued to Extra Space. The
guaranties by REIT Sub and the Co-Guarantors are capped at $97.6 million, which amount will be reduced as the guaranteed
obligations of NSP are paid. Each of REIT Sub and the Co-Guarantors generally guaranteed the foregoing obligations of NSP
up to the cap amount on a pro rata basis with respect to its percentage ownership of NSP’s common stock. The maximum
liability of REIT Sub under the guaranties is approximately $83.8 million. As of December 31, 2022, the Company owns
approximately 25.8% of the total outstanding shares of common stock of NSP.

Commitments and Contingencies

Except as otherwise disclosed in Note 15 to our consolidated financial statements, the Company is not aware of any
contractual obligations, legal proceedings, or any other contingent obligations incurred in the normal course of business that
would have a material adverse effect on our consolidated financial statements.

Critical Accounting Policies and Estimates

Management’s discussion and analysis of financial condition and results of operations is based upon our consolidated
financial statements, which have been prepared in accordance with GAAP. The preparation of these financial statements
requires our management to make judgments, assumptions and estimates that affect the reported amounts of assets, liabilities,
revenues and expenses, and related disclosure of contingent assets and liabilities. We evaluate these judgments, assumptions
and estimates for changes that would affect the reported amounts. These estimates are based on management’s historical
industry experience and on various other judgments and assumptions that are believed to be reasonable under the
circumstances. Actual results may differ from these judgments, assumptions and estimates. Below is a discussion of the
accounting policies and estimates that involve significant estimation uncertainty that have or are reasonably likely to have a
material impact on our financial condition or results of operations. A discussion of recent accounting pronouncements and
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our significant accounting policies, including further discussion of the accounting policies described below, can be found in
Note 2 to our consolidated financial statements.

Allowance for Loan Losses

The Company performs a quarterly evaluation of loans classified as held for investment for impairment on a loan-by-
loan basis in accordance with ASC 310-10-35, Receivables, Subsequent Measurement (“ASC 310-10-35”). If we deem that
it is probable that we will be unable to collect all amounts owed according to the contractual terms of a loan, impairment of
that loan is indicated. If we consider a loan to be impaired, we will establish an allowance for loan losses, through a valuation
provision in earnings that reduces carrying value of the loan to the present value of expected future cash flows discounted at
the loan’s contractual effective rate or the fair value of the collateral, if repayment is expected solely from the collateral. For
non-impaired loans with no specific allowance, the Company determines an allowance for loan losses in accordance with
ASC 450-20, Loss Contingencies (“ASC 450-20""), which represents management’s best estimate of incurred losses inherent
in the portfolio at the balance sheet date, excluding impaired loans and loans carried at fair value. Management considers
quantitative factors likely to cause estimated credit losses, including default rate and loss severity rates. The Company also
evaluates qualitative factors such as macroeconomic conditions, evaluations of underlying collateral, trends in delinquencies
and non-performing assets. Increases to (or reversals of) the allowance for loan loss are included in “Loan loss benefit
(provision)” on the accompanying Consolidated Statements of Operations.

Significant judgment is required in determining impairment and in estimating the resulting loss allowance, and actual
losses, if any, could materially differ from those estimates.

Valuation of Common Stock

As of December 31, 2022, the Company owns approximately 25.8% of the total outstanding shares of NSP and thus
can exercise significant influence over NSP. The Company elected the fair-value option in accordance with ASC 825-10-10.
On a quarterly basis, the Company, with the assistance of an independent third-party valuation firm, determines the fair value
for subsequent measurement absent a readily available market price. The valuation is determined using widely accepted
valuation techniques consistent with the principles of ASC 820. Specifically, these techniques include the discounted cash
flow methodology whereby observable market terminal capitalization rates and discount rates are applied to projected cash
flows generated by self-storage assets owned by NSP. The necessary inputs for the valuation include projected cash flows of
NSP, terminal capitalization rates and discount rates. These inputs are reflective of public company comparables, but are
assumptions and estimates. As a result, the determination of fair value involves significant estimation uncertainty because it
involves subjective judgments and estimates that are based on unobservable inputs. For the year ended December 31, 2022,
the unrealized loss related to the change in fair value estimate is $8.1 million. See Notes 5 and 10 for additional disclosures
regarding the valuation of NSP.

As of December 31, 2022, the Company owns approximately 6.36% of the total outstanding shares of the Private
REIT. The Company records the Private REIT at fair value in accordance with ASC 321. The valuation is determined using
a market approach as the Private REIT is a recent transaction. The necessary input for the valuation includes the recent
transaction price of the Private REIT. As a result, the determination of fair value is uncertain because it involves subjective
judgments and estimates that are unobservable. For the year ended December 31, 2022, the unrealized gain related to the
change in fair value estimate is $2.9 million. See Notes 5 and 10 for additional disclosures regarding the valuation of the
Private REIT.

REIT Tax Election

We elected to be treated as a REIT under Sections 856 through 860 of the Code. To qualify as a REIT, we must meet
anumber of organizational and operational requirements, including a requirement that we distribute at least 90% of our “REIT
taxable income,” as defined by the Code, to our stockholders. Taxable income from certain non-REIT activities is managed
through a TRS and is subject to applicable federal, state, and local income and margin taxes. We had no significant taxes
associated with our TRS for the years ended December 31, 2022 and December 31, 2021. We believe that our organization
and current and proposed method of operation will allow us to qualify for taxation as a REIT, but no assurance can be given
that we will operate in a manner so as to qualify as a REIT.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk
Not required for smaller reporting companies.
Item 8. Financial Statements and Supplementary Data

The information required by this Item 8 is included in our consolidated financial statements and the notes thereto
beginning on page F-1 in this Annual Report.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

As required by Rule 13a-15(b) and Rule 15d-15(b) under the Exchange Act, our management, including our President
and Chief Financial Officer, evaluated, as of December 31, 2022, the effectiveness of our disclosure controls and procedures
as defined in Exchange Act Rule 13a-15(¢) and Rule 15d-15(e). Based on that evaluation, our President and Chief Financial
Officer concluded that our disclosure controls and procedures were not effective as of December 31, 2022 due to the material
weakness described in Management’s Annual Report on Internal Control over Financial Reporting below.

Management nonetheless determined that the consolidated financial statements and related financial information
included in this Annual Report fairly present in all material respects our financial condition, results of operations and cash
flows as of the dates presented, and for the periods ended on such dates, in conformity with GAAP. Management’s
determination is based on a number of factors, including, but not limited to, management’s performance of extensive analysis
and other post-closing procedures as of and for the year ended December 31, 2022. As of December 31, 2022, the Company
owned a preferred equity investment and common equity interests in Elysian at Hughes Center, which resulted in the
consolidation at year end. However, pursuant to an expected restructuring of the transaction subsequent to December 31,
2022, this investment is expected to be deconsolidated in 2023 and presented solely as a preferred equity investment.

Management’s Annual Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting (as
that term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) and for our assessment of the effectiveness of
internal control over financial reporting. Our internal control over financial reporting is a process designed under the
supervision of our President and our Chief Financial Officer, and effected by our Board, management and other personnel,
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of the financial statements
for external purposes in accordance with U.S. generally accepted accounting principles and includes those policies and
procedures that: (1) pertain to the maintenance of records that in reasonable detail, accurately and fairly reflect the transactions
and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company's assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Our management, including our President and Chief Financial Officer, has conducted an assessment regarding the
effectiveness of our internal control over financial reporting as of December 31, 2022, based on the framework established
in Internal Control — Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Based on our assessment under the criteria described above, management has concluded that our internal control
over financial reporting was not effective as of December 31, 2022.
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A “material weakness” is a deficiency, or a combination of deficiencies, in internal control over financial reporting,
such that there is a reasonable possibility that a material misstatement of our annual or interim financial statements would not
be prevented or detected on a timely basis.

Our management concluded there is a material weakness in internal controls as of December 31, 2022 relating to
missing controls over obtaining and reviewing final executed documents as a result of inadequate risk assessment decisions.
This resulted in an internal control gap when evaluating the accounting for new investments.

Changes in Internal Control over Financial Reporting

There has been no change in our internal control over financial reporting (as such term is defined in Rules 13a-15(f)
and 15d-15(f) under the Exchange Act) that occurred during the quarter ended December 31, 2022 that has materially
affected, or is reasonably likely to materially affect, our internal control over financial reporting.

Remediation Plan

Management is committed to implementing changes to our internal control over financial reporting to ensure that the
material weakness is remediated. We have evaluated the impact of the material weakness and will implement the following
changes:

We are implementing a pre-close and post-close acquisition checklist for proposed investments. The pre-close checklist
will include a formal accounting analysis and review of the contract terms and structure of the proposed investment.
Subsequently, after a transaction closes, accounting personnel will obtain the final executed documents and compare and
review for any changes to initial accounting conclusions reached in the pre-check review. Any differences will be corrected
prior to the quarter close. Management believes that this control will prevent the conditions that led to the material weakness
described above.

While we believe that these actions will remediate the material weakness, we have not completed all of the corrective
processes, procedures and related evaluation or remediation that we believe are necessary. As we continue to evaluate and
work to remediate the material weakness, we may take additional measures to address the material weakness.

Until the remediation steps set forth above, including the efforts to implement the necessary control activities we
identify, are fully implemented and concluded to be operating effectively for a sufficient period of time, the material weakness
described above will not be considered remediated.

Item 9B. Other Information

None.
Item 9C. Disclosure Regarding Foreign Jurisdictions that Prevent Inspections

Not applicable.
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PART III

Item 10. Directors, Executive Officers and Corporate Governance

The information required in response to this Item 10 is incorporated herein by reference to our definitive proxy
statement to be filed with the SEC pursuant to Regulation 14A promulgated under the Exchange Act not later than 120 days
after the end of the fiscal year covered by this Annual Report.
Item 11. Executive Compensation

The information required in response to this Item 11 is incorporated herein by reference to our definitive proxy
statement to be filed with the SEC pursuant to Regulation 14A promulgated under the Exchange Act not later than 120 days
after the end of the fiscal year covered by this Annual Report.
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information required in response to this Item 12 is incorporated herein by reference to our definitive proxy
statement to be filed with the SEC pursuant to Regulation 14A promulgated under the Exchange Act not later than 120 days
after the end of the fiscal year covered by this Annual Report.
Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required in response to this Item 13 is incorporated herein by reference to our definitive proxy
statement to be filed with the SEC pursuant to Regulation 14A promulgated under the Exchange Act not later than 120 days
after the end of the fiscal year covered by this Annual Report.
Item 14. Principal Accountant Fees and Services

The information required in response to this Item 14 is incorporated herein by reference to our definitive proxy

statement to be filed with the SEC pursuant to Regulation 14A promulgated under the Exchange Act not later than 120 days
after the end of the fiscal year covered by this Annual Report.

79



PART IV
Item 15. Exhibit and Financial Statement Schedules
(a) The following documents are filed as part of this Report:

1.Financial Statements. See Index to Consolidated Financial Statements and Schedules of NexPoint Real Estate
Finance, Inc. on page F-1 of this Report.

2.Financial Statement Schedules. See Index to Consolidated Financial Statements and Schedules of NexPoint Real
Estate Finance, Inc. on page F-1 of this Report. All other schedules are omitted because they are not required, are inapplicable,
or the required information is included in the financial statements or notes thereto.

3.Exhibits. The exhibits filed with this Report are set forth in the Exhibit Index.

EXHIBIT INDEX

Exhibit
Number Description

2.1 Contribution and Assignment of Interests Agreement, by and among NexPoint Real Estate Finance, Inc. and
the Contribution Group (incorporated by reference to Exhibit 2.1 to the Quarterly Report on Form 10-Q, filed
by the Company on May 8, 2020)

3.1 Articles of Amendment and Restatement of NexPoint Real Estate Finance, Inc. (incorporated by reference to
Exhibit 3.1 to the Quarterly Report on Form 10-Q, filed by the Company on May 8§, 2020)

32 Articles Supplementary to the Articles of Amendment and Restatement of NexPoint Real Estate Finance, Inc.,
designating the Company’s 8.50% Series A Cumulative Redeemable Preferred Stock, par value $0.01 per
share (incorporated by reference to Exhibit 3.1 to the Current Report on Form 8-K, filed by the Company on
July 20, 2020).

33 Articles Supplementary to the Articles of Amendment and Restatement of NexPoint Real Estate Finance, Inc.,
designating additional shares of the Company’s 8.50% Series A Cumulative Redeemable Preferred Stock, par
value $0.01 per share (incorporated by reference to Exhibit 3.1 to the Current Report on Form 8-K, filed by
the Company on March 31, 2021)

34 Amended and Restated Bylaws of NexPoint Real Estate Finance, Inc. (incorporated by reference to Exhibit
3.1 to the Current Report on Form 8-K, filed by the Company on February 27, 2023)

4.1 Description of the Registrant’s Securities Registered Pursuant to Section 12 of the Securities Exchange Act
of 1934 (incorporated by reference to Exhibit 4.1 to the Annual Report on Form 10-K, filed by the Company
on February 25, 2021)

4.2 Indenture, dated April 13, 2021, between NexPoint Real Estate Finance, Inc. and UMB Bank, National
Association (incorporated by reference to Exhibit 4.1 to the Current Report on Form 8-K, filed by the
Company on April 13, 2021)

4.3 First Supplemental Indenture, dated April 20, 2021, between NexPoint Real Estate Finance, Inc. and UMB
Bank, National Association, as Trustee (incorporated by reference to Exhibit 4.1 to the Current Report on
Form 8-K, filed by the Company on April 20, 2021)

10.1 Second Amended and Restated Limited Partnership Agreement of NexPoint Real Estate Finance Operating
Partnership, L.P., dated September 8, 2021 (incorporated by reference to Exhibit 10.1 to the Current Report
on Form 8-K, filed by the Company on September 9, 2021)

80



10.21

10.3+

10.4+

10.5

10.6+

10.7%

10.8+

10.9%

10.10

10.11

10.12%*

21.1*
23.1%
31.1%*
31.2%

32.1+

Management Agreement, by and between NexPoint Real Estate Finance, Inc. and NexPoint Real Estate
Advisors VII, L.P. (incorporated by reference to Exhibit 10.2 to the Quarterly Report on Form 10-Q, filed by
the Company on May 8§, 2020)

First Amendment to Management Agreement, dated July 17, 2020, by and between NexPoint Real Estate
Finance, Inc. and NexPoint Real Estate Advisors VII, L.P. (incorporated by reference to Exhibit 10.2 to the
Current Report on Form 8-K, filed by the Company on July 20, 2020)

Second Amendment to Management Agreement, dated November 3, 2021, by and between NexPoint Real
Estate Finance, Inc. and NexPoint Real Estate Advisors VII, L.P. (incorporated by reference to Exhibit 10.5
to the Quarterly Report on Form 10-Q, filed by the Company on September 30, 2021)

Loan and Security Agreement, dated as of July 12, 2019, by and among NexPoint WLIF I Borrower, LLC,
NexPoint WLIF II Borrower, LLC, and NexPoint WLIF III Borrower, LLC, as Borrower, and Federal Home
Loan Mortgage Corporation, as Lender, together with the letter agreements of the Lender dated February 6,
2020 and June 22, 2021 (incorporated by reference to Exhibit 10.1 to the Quarterly Report on Form 10-Q,
filed by the Company on August 3, 2021)

NexPoint Real Estate Finance, Inc. 2020 Long Term Incentive Plan (incorporated by reference to Exhibit 10.7
to the Quarterly Report on Form 10-Q, filed by the Company on May 8§, 2020)

Form of Restricted Stock Units Agreement (Directors) (incorporated by reference to Exhibit 10.10 to the
Company’s Registration Statement on Form S-11 filed with the SEC on July 15, 2020)

Form of Restricted Stock Units Agreement (Officers) (incorporated by reference to Exhibit 10.10 to the
Annual Report on Form 10-K, filed by the Company on February 25, 2021)

Form of Indemnification Agreement (incorporated by reference to Exhibit 10.6 to Amendment No. 2 to the
Registration Statement on Form S-11, filed by the Company on January 27, 2020)

Registration Rights Agreement, by and between NexPoint Real Estate Finance, Inc. and NexPoint Real Estate
Advisors VII, L.P. (incorporated by reference to Exhibit 10.9 to the Quarterly Report on Form 10-Q, filed by
the Company on May 8§, 2020)

Amended and Restated Limited Liability Company Agreement of NexPoint Buffalo Pointe Holdings, LLC
(incorporated by reference to Exhibit 10.15 to the Company’s Registration Statement on Form S-11 filed with
the SEC on July 15, 2020)

Amended and Restated Sponsor Guaranty Agreement, dated December 8, 2022, by NREF OP IV REIT Sub,
LLC, NexPoint Diversified Real Estate Trust, Highland Income Fund, NexPoint Real Estate Strategies Fund,
and NexPoint Storage Partners, Inc., in favor of Extra Space Storage, LP.

List of Subsidiaries of the Registrant

Consent of KPMG LLP

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
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101.INS* Inline XBRL Instance Document

101.SCH* Inline XBRL Taxonomy Extension Schema Document

101.CAL*  Inline XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF* Inline XBRL Taxonomy Extension Definition Linkbase Document
101.LAB*  Inline XBRL Taxonomy Extension Label Linkbase Document
101.PRE* Inline XBRL Taxonomy Extension Presentation Linkbase Document

104 Cover Page Interactive Data File (formatted as Inline XBRL and contained in Exhibit 101)

*  Filed herewith.
+  Management contract, compensatory plan or arrangement

+  Furnished herewith.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

NEXPOINT REAL ESTATE FINANCE, INC.
/s/ Jim Dondero
March 31, 2023 Jim Dondero
President (Principal Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ Jim Dondero President and Director March 31, 2023
Jim Dondero (Principal Executive Officer)
/s/ Brian Mitts Chief Financial Officer and Director March 31, 2023
Brian Mitts (Principal Financial Officer and

Principal Accounting Officer)

/s/ Edward Constantino Director March 31, 2023

Edward Constantino

/s/ Dr. Arthur Laffer Director March 31, 2023
Dr. Arthur Laffer

/s/ Scott Kavanaugh Director March 31, 2023
Scott Kavanaugh

/s/ Catherine Wood Director March 31, 2023
Catherine Wood
/s/ Dr. Carol Swain Director March 31, 2023

Carol Swain
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Report of Independent Registered Public Accounting Firm

To the Stockholders and the Board of Directors
NexPoint Real Estate Finance, Inc.:

Opinion on the Consolidated Financial Statements

We have audited the accompanying consolidated balance sheets of NexPoint Real Estate Finance, Inc. and subsidiaries (the
Company) as of December 31, 2022 and 2021, the related consolidated statements of operations, stockholders’ equity, and
cash flows for each of the years in the three-year period ended December 31, 2022, and the related notes (collectively, the
consolidated financial statements). In our opinion, the consolidated financial statements present fairly, in all material respects,
the financial position of the Company as of December 31, 2022 and 2021, and the results of its operations and its cash flows
for each of the years in the three-year period ended December 31, 2022, in conformity with U.S. generally accepted
accounting principles.

Basis for Opinion

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

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement,
whether due to error or fraud. The Company is not required to have, nor were we engaged to perform, an audit of its internal
control over financial reporting. As part of our audits, we are required to obtain an understanding of internal control over
financial reporting but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control
over financial reporting. Accordingly, we express no such opinion.

Our audits included performing procedures to assess the risks of material misstatement of the consolidated financial
statements, whether due to error or fraud, and performing procedures that respond to those risks. Such procedures included
examining, on a test basis, evidence regarding the amounts and disclosures in the consolidated financial statements. Our
audits also included evaluating the accounting principles used and significant estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements. We believe that our audits provide a reasonable
basis for our opinion.

/s/ KPMG LLP
We have served as the Company’s auditor since 2019.

Dallas, Texas
March 31, 2023



NEXPOINT REAL ESTATE FINANCE, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amounts)

December 31, December 31,

2022 2021
ASSETS
Cash and cash eqUIVAIENLS ..........ccooiiiiiiiiiieieeee ettt eae s $ 20,048 $ 26,459
RESITICIEA CASN ...t ettt e et e e et e e et e e eaa e e e esaaeeeeaaeessnaeeesnaeeeanes 299 6,773
Real estate investments, NEt (INOTE 8)....vevirieriiiieieiieierie ettt sre e nae e se e 245,222 62,269
Loans, held-for-investment, net.................. 256,147 241,517
Common stock Investments, at FAIr VAIUE ...........oooviiiiiiiiiiie et 78,264 58,460
Mortgage loans, held-for-InVeStment, NEt..........ccieierieririeriieiere et 726,531 847,364
Accrued interest and diVIAENAS..........coouiiiiiiiiiiiie e 15,665 8,319
Mortgage loans held in variable interest entities, at fair valtue..........cccoevveverieriininienecieeeeeieee 6,720,246 7,192,547
CMBS structured pass-through certificates, at fair value (NOt€ 6) .......cooceevieieriniieniiieiesieieeeene 46,876 69,816
MSCR NOLES, At FAIT VAIUE ......ocveiieeieeie ettt ettt e e e eaeeeaeeereeenne s 10,313 —
Mortgage backed securities, at fair VAIUC........covvevierieieieiieieecee e 32,328 —
Accounts receivable and Other ASSELS.......co.eiuiiirieiiiiieietee e 2,197 393
TOTAL ASSETS ...ttt a ettt s e st es e eb et et et e st es e e st ebeebenbeneeneenens $ 8,154,136 § 8,513,917
LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities:
Secured finanCing agreCMENtS, NEL ........ceverveeieriieierereeiesteetesteeeesteeteeaesseessesseessessesseensesseessessnens $ 687,885 $ 786,226
Master repurchase agreements 331,020 286,324
UNSECUIEA NOTES, N .....viiiiiiiiiiiiiieeiee ettt et ettt e ettt e e ettt e e etae e e e eteeeeeaaeeeeetbeeesaaeeeeesseeeeaseeeesseeenaneas 204,960 168,325
MOTEZAZES PAYADIC, NET.....iuieieiiieiiiciieiesie ettt ettt ettt e st e e s teesaesbeassesseesaesseensensessaeseeseensenseens 121,236 32,176
Accounts payable and other accrued Habilities .........coeevieriiieieiiiiieeeee e 6,231 3,903
Accrued interest payable.........ccoccveviiiieiiiiecieniens 7,986 3,985
Bonds payable held in variable interest entities, at fair value ..........ccoceveeierieiienieiieeeceeeee, 6,249,804 6,726,272
Total LAADIIITIES ... ....oouiiiiiiiiciee ettt ettt ee ettt s e ae b ebesbe e e enene 7,609,122 8,007,211
Redeemable noncontrolling interests in the OP ...........cccoiiiiiiiiiiiiiieieceee e 96,501 261,423
Stockholders' Equity:
Noncontrolling interest in CMBS variable interest entities .........coereereeriieierienienienieseneeieseeeenee — 7,175
Noncontrolling interest in SUDSIAIATY .........ccveriirieriirieieie sttt saeeseens 64,529 95
Preferred stock, $0.01 par value: 100,000,000 shares authorized; 2,000,000 and 2,000,000 shares
issued and 1,645,000 and 1,645,000 shares outstanding, respectively ...........cccceveerierirvenieienenen. 16 16
Common stock, $0.01 par value: 500,000,000 shares authorized; 17,366,930 and 9,450,921 shares
issued and 17,079,943 and 9,163,934 shares outstanding, respectively .........cccceverrvenenienerieniennens 171 92
Additional paid-in capital 392,124 222,300
Retained earnings 4,435 28,367
Preferred stock held in treasury at cost; 355,000 shares and 355,000, respectively (8,567) (8,567)
Common stock held in treasury at cost; 286,987 shares and 286,987 shares, respectively.................. (4,195) (4,195)
Total Stockholders' EQUILY .........cccoooiiiiiii e 448,513 245,283
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY ....ccocoiiiiiiiiiieieeeeeeeee e $ 8,154,136 3 8,513,917

See Notes to Consolidated Financial Statements



NEXPOINT REAL ESTATE FINANCE, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF OPERATIONS
(in thousands, except per share amounts)

For the Year Ended December 31,

2022 2021 2020

Net interest income

TNEETESE INCOIMIE ...ttt ettt et e e et eeaeeeaeens $ 77,988 $ 55,827  $ 38,978

INEEIESt EXPEIISEC..evveneienteeiieteeiie ettt ettt ettt et ettt beeateseeeneeeneas (40,255) (29,772) (21,312)
Total net INTEreSt INCOMIE. ........oiviieiieieeeceeecee et $ 37,733 $ 26,055 $ 17,666
Other income (loss)

Change in net assets related to consolidated CMBS variable interest

EIUEITICS ..ttt ettt ettt e ettt ettt ettt a e nen 10,239 57,618 19,932
Change in unrealized gain (loss) on CMBS structured pass-through
COTTITICALES ..ottt ettt ettt sttt e e neeas (12,664) (483) (49)

Change in unrealized gain (loss) on common stock investments................ (5,196) 13,834 —

Change in unrealized gain (1oss) on MSCR NOtes........cceceveeeieneieeenieeenne. (53) — —

Change in unrealized (loss) on mortgage backed securities.............ccoeu...... (1,230) — —

Loan loss benefit (ProviSION)........cccveierierierienieeiesieeie e (169) (189) (320)

Dividend INCOME, NEL ......cccvviiiieiieieieie et eeaee e — — 6,309

REALIZEA 10SSES ..ttt (1,084) (257) (493)

Other INCOMEC......eieiiiiieie ettt et eae e e ees 399 780 373

Gain on extinguishment of debt ...........ccooiiiiiiiiiii e 17 — —

Revenues from consolidated real estate owned (Note 8)........cccvvverieeneenee. 12,402 10 —
Total other iINCOME (10SS) ...vecvirviiviiriiriiiieieciecte sttt $ 2,661 $ 71,313 $ 25,752
Operating expenses

General and adminiStrative eXPenSes .........cocvereeruereenieniueneenieneeneenieneennes 7,243 6,371 3,382

L0an Servicing fEES .....cc.evvvuieiiiieiiieiie ettt 4,388 5,179 4314

MaANAZEMENE TEES ...ecuvieeriiiiieiiieeie ettt ettt 3,151 2,296 1,552

Expenses from consolidated real estate owned (Note 8).........ccccevveriennnee. 11,398 50 —
Total OPETAtiNg EXPENSES. ...vvverirreriererieresieretesesseseeseseesessesessesessesessesessesesseseens $ 26,180 $ 13,896 § 9,248
Net inCome (I0SS) .......ooovviiiiiiiiiiiiieieeeie et enneas 14,214 83,472 34,170
Net (income) attributable to preferred shareholders................................. (3,512) (3,508) (1,748)
Net (income) loss attributable to redeemable noncontrolling interests.... (4,969) (40,387) (21,323)
Net (income) loss attributable to redeemable noncontrolling interests

N SUDSIAIATIES .......ooviiiiiiiic e (2,499) — —
Net income (loss) attributable to common stockholders............................ $ 3,234 §$ 39,577  $ 11,099
Weighted-average common shares outstanding - basic............................ 14,686 6,601 5,206
Weighted-average common shares outstanding - diluted........................ 14,686 20,366 18,648
Earnings per share - Dasic..............cccocoovivivieiniiiinieiceeceee s $ 022 $ 6.00 $ 2.13
Earnings per share - diluted (1)..........cccccooveviioiiiiieiieeeeeeeee e $ 022 $ 393 § 1.74
Dividends declared per common Share ...............cccocoevieieieieieieieieeennne $ 2.0000 $ 1.9000 $ 1.4198

(1) Diluted earnings per share ("EPS") calculations were higher than basic EPS and thus anti-dilutive for the year
ended December 31, 2022. As such, the Company is presenting diluted EPS as equal to basic EPS.

See Notes to Consolidated Financial Statements
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NEXPOINT REAL ESTATE FINANCE, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY
(dollars in thousands)

Series A Preferred
Stock

Common Stock

Number of

Shares Par Value

Additional
Paid-in
Capital

Number of

Shares Par Value

Retained
Earnings
Less
Dividends

Common
Stock
Held in
Treasury
at Cost

Preferred
Stock
Held in
Treasury
at Cost

Noncontrolling Noncontrolling
interest in interest in
CMBS VIEs Subsidiary

Total

Balances, December 31, 2019. — 8 —

Issuance of common stock
through public offering,

Issuance of preferred stock
through public offering,

2,000,000 20.00

Vesting of stock-based
compensation .................... — —

Repurchase of common
stock ..

(355,000) (4.00)

Repurchase of preferred stock ..
Net income attributable to
preferred stockholders ......... — —
Net income attributable to
common stockholders........... — —

Preferred stock dividends
declared (80.5313 per
share) ... . — —

Common stock dividends
declared ($1.4198 per
Share) ..ooeeeveccceeecen — —

— s - s

5,350,000 54 91,434

46,061

548

(327,422)

$ —

1,748

11,099

(1,748)

(7,614)

$ —

$ —

$ — 3 —

91,488

46,081

548

(4,788)
(8,571)

1,748

11,099

(1,748)

(7,614)

Balances, December 31, 2020. 1,645,000 $ 16

Vesting of stock-based
compensation . . — —

Cancellation of common stock
held in treasury ..............c..... — —

Issuance of common shares
through at-the-market
offering, net ......c.cccoeveveennnee — —

Issuance of common shares

through public offering, net. — —
Issuance of subsidiary

preferred membership units

through private offering, net — —

Conversion of redeemable
noncontrolling interests in
the OP .. — —

Noncontrolling interest in
CMBS VIES.....ccoovviiicnanns — —

Net income attributable to
preferred stockholders ......... — —

Net income attributable to
common stockholders. . — —

Preferred stock dividends

declared ($2.1250 per

Share) .....cococvvvveivivevcceie — —
Common stock dividends

declared ($1.9000 per

Share) ..ococeevecccencn — —

$5,022,578  $ 50 $ 138,043

69,830 1 1,699

(589)

532,694 5 10,296

2,059,700 21 40,473

1,479,132 15 32,378

$ 3485

3,508

39,577

(3,508)

(14,695)

$ (4,784)

589

$ (8,567)

7,175 —

$128,243

1,700

10,301

40,494

95

32,393

7,175

3,508

39,577

(3,508)

(14,695)

Balances, December 31, 2021. 1,645,000 $ 16

Vesting of stock-based

COMPENSation.........c.cevereeueee — —
Proceeds from DST

syndication fundraising........ — —

9,163,934  § 92 $ 222,300

114,678 1 2,789

$ 28,367

$ (4,195)

$ (8,567)

$ 7175 $ 95

— 64,434

$245,283

2,790

64,434



Issuance of common stock through

at-the-market offering, net........... — — 531,728 5 11,494 — — — — 11,499
Conversion of redeemable

noncontrolling interests in the OP — — 7,269,603 73 155,541 — — — — 155,614
Noncontrolling interest in CMBS

VIEs — — — — — — — — (7,175) —  (1175)
Adjustment to retained earning on

consolidation of real estate........... — — — — — 1,174 — — — — 1,174
Net income attributable NCI in

subsidiaries ..........cooeeevverrierererennn — — — — — 2,499 — — — 2,499
Net income attributable to preferred

stockholders..........cocevveveieeeienns — — — — — 3,512 — — — 3,512
Net income attributable to common

stockholders .........ccooveveviieeiennans — — — — — 3,234 — — — 3,234
Preferred stock dividends declared

($2.1250 per share) ........cccoeevvuene — — — — — (3,512) — — — — (3,512)
Common stock dividends declared

($2.0000 per share).. — — — — — (30,839) — — — (30,839)
Balances, December 31,2022......... 1,645,000 § 16 17,079943 $ 171 $392,124 § 4435 § (4195 S (8,567) $ — $ 64,529 $448513

See Notes to Consolidated Financial Statements
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NEXPOINT REAL ESTATE FINANCE, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS

Cash flows from operating activities

INET INCOIMIC ..ttt ettt e ettt e e et e et e e eaaeeabeeeaseenseeesseesaesnseenseeenseenseeenneennns

(in thousands)

Adjustments to reconcile net income to net cash provided by operating activities:

Amortization of premiums..........c.eccvevvereerveneereennens

Accretion of diSCOUNtS .........oovviiiiiiiiieiiiceiieeeeiee e,

Depreciation and amortization of real estate investment ...

Amortization of deferred financing costs..................
Loan 10SS ProviSion........c.ceceeveerieenierieenieneerienieeeenne
Net change in unrealized (gain) loss on investments
Net realized [0SSES ......coevveviieiriniinenieicieeeeecenene
Vesting of stock-based compensation
Payment in kind inCOME ........cccoovevveeievierieienienens
Gain on extinguishment of debt..........ccceoerininnn.
Changes in operating assets and liabilities:
Accrued INTEreSt.......cvvuivieririiieieiceeiereeceeceiee

Accounts receivable and other assets.........................
Accrued interest payable.........ocoeeveeiiinieieneiiene,

held at fair value.........c...c.cu.......

Accounts payable, accrued expenses and other liabilities..........cccoceveneiiiciniincnecininnene

Net cash provided by operating activities...............

Cash flows from investing activities

Proceeds from payments received on mortgage loans held in variable interest entities.

Proceeds from payments received on mortgage loans held for investment....................

Proceeds from payments received on bridge 1oan...........ccoccoeverieininininicniinincee

Proceeds from payments received on mortgage backed securities............cocooevereunenenn

Originations of bridge loan
Originations of loans, held-for-investment, net

Purchases of common stock investment ....................

Purchases of CMBS structured pass-through certificates, at fair value...........cccccceeeene

Sales of CMBS structured pass-through certificates,

Purchases of CMBS securitizations held in variable interest entities, at fair value

Purchases of MSCR notes, at fair value.....................
Purchases of mortgage backed securities, at fair valu
Proceeds held in escrow for unsettled purchase.........
Acquisitions of real estate investments......................
Additions to real estate investments..............c.ceceeeeeee.

Net cash provided by (used in) investing activities

Cash flows from financing activities

at fair value

€

Principal repayments on borrowings under secured financing agreements.....................

Distributions to bondholders of variable interest entities

Borrowings under master repurchase agreements.......

Principal repayments on borrowings under master repurchase agreements ...

Proceeds received on borrowings under secured finan
Proceeds received from unsecured notes offering, net

cing agreements...........coceeveeeenenn.

For the Year Ended December 31,

2022 2021 2020
14214 § 83472 § 34,170
20,840 15,769 8,280

(13,312) (9,196) (3,160)
2,895 — —
48 — -
169 189 320
44,765 (43,503) (3,981)
1,084 257 493
3,286 2,023 548
(715) 1) —
(17 — —
(10,247) (3,241) (6,001)
(433) 352 (745)
2,914 1,674 2,311
310 1,593 667
65,801 49,298 32,902
1,223,322 841,953 208,507
178,990 62,991 22,449
13,500 32,759 —
518 — —
(13,434) (32,595) —
(110,502) (117,727) (108,610)
— — (87)
(4,542) (39,061) (40,200)
6,962 3,921 —
(115,276) (204,574) (150,320)
(10,365) — -
(33,926) — —
(184,552) (29,789) —
(117) — —
950,578 517,878 (68,261)
(98,341) (54,227) (8,225)
(1,131,916) (781,210) (192,908)
130,629 153,844 163,473
(85,933) (28,985) (2,008)
89,634 — 59,914
40,674 132,813 34,904



Deferred financing COStS PAId.......cc.eeveriirierienieierieie ettt se e sre e sre e saaeneens — (304) —
Borrowings under bridge facility .........ccooieieriiiiiriiiieeeee e 55,000 20,000 86,000
Bridge facility PAYMENES .......cviiieiieieiietiete ettt ete et e et e steebe e essessaessesseessessaensens (55,000) (20,000) (181,000)
Repurchase of UNSECUred NOES .......eevieuieieriiiiieieiieieie ettt (4,829) — —
Proceeds from the issuance of common stock through public offering, net of offering
COSES ottt ettt e ettt e e et e e e et e e et e e e et e et e e e et e e ee—eeeeetaee e et e e ee—eeeateeeeeteeeeataeeeaaaeeanaaeeas — 50,795 91,488
Proceeds from the issuance of preferred stock through public offering, net of offering
o101 £ SRR — — 46,081
Proceeds from the issuance of common stock through at-the-market offering, net of
OFTETINE COSES...vieuritieietieiete ettt ettt ettt e et e te st et e e saesseeseeseesaesseeseeseensanes 11,499 — —
Proceeds from the issuance of common StOCK ............ccceeeeviiiiiiiiiiiiieieeee e 156,491 32,393 —
Redemption of redeemable noncontrolling interests in the OP .........c.cccooiviniiiiicnnne. (156,491) (32,393) —
Proceeds from the issuance of subsidiary preferred membership units through private
offering, net of Offering COSES ......viiiiiiriiiiierieere e — 95 —
Repurchase of preferred StOCK. .........coeriiiiiiiiiiiecce s — — (8,571)
Repurchase of COMMON STOCK .......ooviriiiiieiieiiiieiese s — — (4,788)
Payments for taxes related to net share settlement of stock-based compensation........... (495) (323) —
Dividends paid to common StOCKhOIAETS .......c..ceuiriiiiiriiiiiiiieieeieeeeeeeee e (29,652) (14,164) (7,376)
Dividends paid to preferred stockholders........coevveviieieriieieiieiciccceee e (3,512) (3,508) (874)
Distributions to redeemable noncontrolling interests in the OP ...........cccooceevienieienennnn. (14,277) (22,241) (19,063)
Contributions from noncontrolling iNtErests ..........cevverieriereerenieiereeieeeeee e 67,255 — 11,783
Net cash provided by (used in) financing aCtivities ..........cceevvevereerieeieriereeieeeenens (1,029,264) (567,415) 68,830
Net increase (decrease) in cash, cash equivalents and restricted cash..........ccccoceeverenennne. (12,885) (239) 33,471
Cash, cash equivalents and restricted cash, beginning of period.............ccevvevievierieviennnnns 33,232 33,471 —
Cash, cash equivalents and restricted cash, end of period 20,347 $ 33,232 33,471
Supplemental Disclosure of Cash Flow Information
TNEETEST PAIA 1..veevvivieeieeieeet ettt ettt ettt et e et e sbeesbebeessesseesaessesseessasseessenseas $ 35,416 $ 27,546 23,221
Supplemental Disclosure of Noncash Investing and Financing Activities
Contributions from noncontrolling interests, including consolidation of the associated
mortgage loans held in variable interest entities..........oovrveriereerieneerieneeieneeieieaen — — 279,735
Other assets acquired from contributions from noncontrolling interests........................ — — 3,616
Assumed debt on contributions from noncontrolling interests, including consolidation
of the associated bonds payable held in variable interest entities.........c.ocevveeveriennenne — — (2,539,724)
Consolidation of mortgage loans and bonds payable held in variable interest entities .. 1,244,826 2,946,224 3,179,620
Preferred stock investment conversion to common stock investment..............cc........... — — 41,881
Stock dividends receivable conversion to common stock investment.................c......... — — 2,658
Consolidation of noncontrolling interest in CMBS variable interest entities................. — 7,175 —
Conversion of convertible notes to common stock 25,000 — —
Increase in dividends payable upon vesting of restricted stock units.............cccceeeeveennen. 1,187 531 238
Stock dIVIAENdS TECEIVED .....oiieiiiiiiiii e — — 1,881
Other assets acquired from aCqUISTHIONS. .......eeuerieriirieierieeieteeiete ettt — 14 —
Liabilities assumed from acquisitions — 47 —
Assumed debt 0N aCQUISTEIONS. ......eeverveeieiieeerieeeeieeeeee sttt steeeesaeeseeseeseesesseensesseenes — 32,480 —
Increase in dividends payable to preferred stockholders..........ccoovevieriiiieriniiienennne. — — 874

See Notes to Consolidated Financial Statements



NEXPOINT REAL ESTATE FINANCE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Description of Business

9 CEINT3

NexPoint Real Estate Finance, Inc. (the “Company”, “we”, “our”) is a commercial mortgage real estate investment
trust (a "REIT") incorporated in Maryland on June 7, 2019. The Company has elected to be taxed as a REIT under the Internal
Revenue Code of 1986, as amended (the “Code”), commencing with its taxable year ended December 31, 2020. The Company
is focused on originating, structuring and investing in first-lien mortgage loans, mezzanine loans, preferred equity, convertible
notes, multifamily properties and common stock investments, as well as multifamily commercial mortgage-backed securities
securitizations (“CMBS securitizations”), multifamily structured credit risk notes (“MSCR Notes”) and mortgage-backed
securities, or our target assets. Substantially all of the Company’s business is conducted through NexPoint Real Estate Finance
Operating Partnership, L.P. (the “OP”), the Company’s operating partnership. As of December 31, 2022, the Company holds
approximately 83.36% of the common limited partnership units in the OP (“OP Units”) which represents 100% of the Class
A OP Units, and the OP owned all of the common limited partnership units (“SubOP Units”) of its subsidiary partnerships
(collectively, the “Subsidiary OPs”) (see Note 13).

The OP also directly owns all of the membership interests of a limited liability company (the “Mezz LLC”) through
which it owns a portfolio of mezzanine loans, as further discussed below. NexPoint Real Estate Finance OP GP, LLC (the
“OP GP”) is the sole general partner of the OP.

The Company commenced operations on February 11, 2020 upon the closing of its initial public offering of shares of
its common stock (the “IPO”). Prior to the closing of the IPO, the Company engaged in a series of transactions through which
it acquired an initial portfolio consisting of senior pooled mortgage loans backed by single family rental (“SFR”) properties
(the “SFR Loans”), the junior most bonds of multifamily CMBS securitizations (the “CMBS B-Pieces”), mezzanine loan and
preferred equity investments in real estate companies and properties in other structured real estate investments within the
multifamily, SFR and self-storage asset classes (the “Initial Portfolio”). The Initial Portfolio was acquired from affiliates (the
“Contribution Group”) of NexPoint Advisors, L.P. (our “Sponsor”), pursuant to a contribution agreement with the
Contribution Group through which the Contribution Group contributed their interest in the Initial Portfolio to special purpose
entities (“SPEs”) owned by the Subsidiary OPs, in exchange for SubOP Units (the “Formation Transaction”). Subsequent to
the Formation Transaction, the Company has continued to invest in asset types and real estate sectors within the Initial
Portfolio and expanded to include additional asset types and real estate sectors.

The Company is externally managed by NexPoint Real Estate Advisors VII, L.P. (the “Manager”) through a
management agreement dated February 6, 2020 and amended as of July 17, 2020 and November 3, 2021, for an initial three-
year term that expired on February 6, 2023 and successive one-year terms thereafter unless earlier terminated (as amended,
the “Management Agreement”), by and between the Company and the Manager. The Manager conducts substantially all of
the Company’s operations and provides asset management services for its real estate investments. The Company expects it
will only have accounting employees while the Management Agreement is in effect. All of the Company’s investment
decisions are made by the Manager, subject to general oversight by the Manager’s investment committee and the Company’s
board of directors (the “Board”). The Manager is wholly owned by our Sponsor.

The Company’s primary investment objective is to generate attractive, risk-adjusted returns for stockholders over the
long term. The Company intends to achieve this objective primarily by originating, structuring and investing in our target
assets. The Company concentrates on investments in real estate sectors where our senior management team has operating
expertise, including in the multifamily, SFR, self-storage, life science, hospitality and office sectors predominantly in the top
50 MSAs. In addition, the Company targets lending or investing in properties that are stabilized or have a “light transitional”
business plan, meaning a property that requires limited deferred funding to support leasing or ramp-up of operations and for
which most capital expenditures are for value-add improvements. Through active portfolio management the Company seeks
to take advantage of market opportunities to achieve a superior portfolio risk-mix that delivers attractive total returns.

2. Summary of Significant Accounting Policies
Basis of Accounting

The accompanying consolidated financial statements are presented in accordance with accounting principles generally
accepted in the United States (“GAAP”). GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and the disclosure of contingent liabilities at the dates of the consolidated financial
statements and the amounts of revenues and expenses during the reporting periods. Actual amounts realized or paid could
differ from those estimates. All significant intercompany accounts and transactions have been eliminated in consolidation.
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There have been no significant changes to the Company’s significant accounting policies during the year ended December 31,
2022.

The accompanying consolidated financial statements have been prepared according to the rules and regulations of the
Securities and Exchange Commission. Certain information and note disclosures normally included in financial statements
prepared in accordance with GAAP have been condensed or omitted according to such rules and regulations, although
management believes that the disclosures are adequate to make the information presented not misleading.

Use of Estimates and Assumptions

The preparation of the consolidated financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities, disclosures of contingent assets and
liabilities at the date of the consolidated financial statements, and the reported amounts of revenues and expenses during the
reporting periods. It is at least reasonably possible that these estimates could change in the near term. Estimates are inherently
subjective in nature and actual results could differ from our estimates and the differences could be material.

Principles of Consolidation

The Company accounts for subsidiary partnerships in which it holds an ownership interest in accordance with Financial
Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) 810, Consolidation. The Company first
evaluates whether each entity is a variable interest entity (“VIE”). Under the VIE model, the Company consolidates an entity
when it has power to direct the activities of the VIE and the obligation to absorb losses or the right to receive benefits that
could potentially be significant to the VIE. Under the voting model, the Company consolidates an entity when it controls the
entity through ownership of a majority voting interest. As of December 31, 2022, the Company has determined it must
consolidate the OP and the Subsidiary OPs under the VIE model as it was determined the Company both controls the direct
activities of the OP and Subsidiary OPs and possesses the right to receive benefits that could potentially be significant to the
OP and Subsidiary OPs. The consolidated financial statements include the accounts of the Company and its subsidiaries,
including the OP and its subsidiaries. The Company’s sole significant asset is its investment in the OP, and consequently,
substantially all of the Company’s assets and liabilities represent those assets and liabilities of the OP.

Variable Interest Entities

The Company evaluates all of its interests in VIEs for consolidation. When the Company’s interests are determined to
be variable interests, the Company assesses whether it is deemed to be the primary beneficiary of the VIE. The primary
beneficiary of a VIE is required to consolidate the VIE. FASB ASC Topic 810, Consolidation, defines the primary beneficiary
as the party that has both (i) the power to direct the activities of the VIE that most significantly impact its economic
performance, and (ii) the obligation to absorb losses and the right to receive benefits from the VIE which could be potentially
significant. The Company considers its variable interests, as well as any variable interests of its related parties in making this
determination. Where both of these factors are present, the Company is deemed to be the primary beneficiary, and it
consolidates the VIE. Where either one of these factors is not present, the Company is not the primary beneficiary, and it
does not consolidate the VIE.

CMBS Trusts

The Company consolidates the trusts that issue beneficial ownership interests in mortgage loans secured by commercial
real estate (commonly known as CMBS) when the Company holds a variable interest in, and management considers the
Company to be the primary beneficiary of, those trusts. Management believes the performance of the assets that underlie
CMBS issuances most significantly impact the economic performance of the trust, and the primary beneficiary is generally
the entity that conducts activities that most significantly impact the performance of the underlying assets. In particular, the
most subordinate tranches of CMBS expose the holder to greater variability of economic performance when compared to
more senior tranches since the subordinate tranches absorb a disproportionately higher amount of the credit risk related to the
underlying assets. Generally, a trust designates the most junior subordinate tranche outstanding as the controlling class, which
entitles the holder of the controlling class to unilaterally appoint, remove and replace the special servicer for the trust. For the
CMBS that the Company consolidates, the Company owns 100% of the most subordinate tranche of the securities. The
subordinate tranche includes the controlling class and has the ability to remove and replace the special servicer.



On the Consolidated Balance Sheets as of December 31, 2022 and December 31, 2021, the Company consolidated
each of the Freddie Mac K-Series securitization entities (the “CMBS Entities) that were determined to be VIEs and for
which the Company is the primary beneficiary. The CMBS Entities are independent of the Company, and the assets and
liabilities of the CMBS Entities are not owned by and are not legal obligations of ours. Our exposure to the CMBS Entities
is through the subordinated tranches. For financial reporting purposes, the underlying mortgage loans held by the trusts are
recorded as a separate line item on the balance sheet under “Mortgage loans held in variable interest entities, at fair value.”
The liabilities of the trusts consist solely of obligations to the CMBS holders of the consolidated trusts, excluding the CMBS
B-Piece investments held by the Company. The liabilities are presented as “Bonds payable held in variable interest entities,
at fair value” on the Consolidated Balance Sheets. The CMBS B-Pieces held by the Company, and the interest earned thereon
are eliminated in consolidation. Management has elected the measurement alternative in ASC 810 to report the fair value of
the assets and liabilities of the consolidated CMBS Entities in order to provide users of the financial statements with better
information regarding the effects of credit risk and other market factors on the CMBS B-Pieces owned by the Company.
Management has elected to show interest income and interest expense related to the CMBS Entities in aggregate with the
change in fair value as “Change in net assets related to consolidated CMBS variable interest entities.” The residual difference
between the fair value of the CMBS Entities’ assets and liabilities represents the Company’s investments in the CMBS B-
Pieces at fair value.

Investment in subsidiaries

The Company conducts its operations through the OP, which directly or through a subsidiary, acts as the general
partner of the Subsidiary OPs. The Subsidiary OPs own investments through limited liability companies that are SPEs which
own investments directly. The OP is the sole member of the Mezz LLC, which owns investments directly. The OP has three
classes of OP Units: Class A, Class B and Class C. Class A OP Units and Class B OP Units each have 50.0% of the voting
power of the OP Units and Class C OP Units have no voting power. Each Class A OP Unit, Class B OP Unit and Class C OP
Unit otherwise represents substantially the same economic interest in the OP. The Company is the majority limited partner
of the OP in terms of economic interests, holding approximately 83.36% of the OP Units in the OP as of December 31, 2022
which represent 100% of the Class A OP Units, and the OP GP must generally receive approval of the Board to take any
actions. As such, the Company consolidates the OP. The Company consolidates the SPEs in which it has a controlling
financial interest, as well as any VIEs where it is the primary beneficiary. All of the investments the SPEs own are
consolidated in the consolidated financial statements. Generally, the assets of each entity can only be used to settle obligations
of that particular entity, and the creditors of each entity have no recourse to the assets of other entities or the Company
notwithstanding equity pledges various lenders may have in certain entities or guarantees provided by certain entities. As of
December 31, 2022, there are no outstanding redeemable noncontrolling interests issued by the Subsidiary OPs.

Redeemable Noncontrolling Interests

Noncontrolling interests represent the ownership interests in consolidated subsidiaries held by entities other than the
Company. Those noncontrolling interests that the holder is allowed to redeem before liquidation or termination of the entity
that issued those interests are considered redeemable noncontrolling interests.

The OP and the Subsidiary OPs have issued redeemable noncontrolling interests classified on the Consolidated Balance
Sheets as temporary equity in accordance with ASC 480. This is presented as “Redeemable noncontrolling interests in the
OP” on the Consolidated Balance Sheets and their share of “Net Income (Loss)” as “Net Income (Loss) attributable to
redeemable noncontrolling interests” in the accompanying Consolidated Statements of Operations.

The redeemable noncontrolling interests were initially measured at the fair value of the contributed assets in
accordance with ASC 805-50. The redeemable noncontrolling interests will be adjusted to their redemption value if such
value exceeds the carrying value of the redeemable noncontrolling interests. Capital contributions, distributions and profits
and losses are allocated to the redeemable noncontrolling interests in accordance with the terms of the partnership agreements
of the Subsidiary OPs and the OP.

Acquisition Accounting

The Company accounts for the assets acquired in the Formation Transaction as asset acquisitions pursuant to ASC
805-50, rather than as business combinations. Substantially all of the fair value of the assets acquired are concentrated in a
group of similar identifiable assets, i.e. the SFR Loans represent one acquisition of similar identifiable assets, and the
acquisition of the CMBS B-Pieces represents an additional acquisition of similar identifiable assets. Additionally, there were
no corresponding in-place workforce, servicing platforms or any other item that could be considered an input or process
associated with these assets. As such, the SFR Loans and the CMBS B-Pieces do not constitute businesses as defined by ASC
805-10-55. As the investments in the Initial Portfolio were contributed to the Subsidiary OPs in a non-cash transaction, cost
is based on the fair value of the assets at the time of contribution.
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Cash, Cash Equivalents and Restricted Cash

The Company considers all highly liquid investments purchased with an original maturity of three months or less to
be cash equivalents. Cash and cash equivalents are stated at cost, which approximates fair value. Substantially all amounts
on deposit with major financial institutions exceed insured limits.

From time to time, the Company may have to post cash collateral to satisfy margin calls due to changes in fair value
of the underlying collateral subject to master repurchase agreements. This cash is listed as restricted cash on the Consolidated
Balance Sheets. Restricted cash is also stated at cost, which approximates fair value.

Mortgage and Other Loans Held-For-Investment

Loans that are held-for-investment are carried at their aggregate outstanding face amount, net of applicable (i)
unamortized origination or acquisition premium and discounts, (ii) unamortized deferred fees and other direct loan origination
costs, (iii) valuation allowance for loan losses and (iv) write-downs of impaired loans. The effective interest method is used
to amortize origination or acquisition premiums and discounts and deferred fees or other direct loan origination costs. In
general, an increase in prepayment rates accelerates the amortization of purchase premiums, thereby reducing the interest
income earned on the assets. Conversely, discounts on such assets are accreted into interest income. In general, an increase
in prepayment rates accelerates the accretion of purchase discounts, thereby increasing the interest income earned on the
assets.

Purchase Price Allocation

The Company considers the acquisition of real estate investments as asset acquisitions. Upon acquisition of a property,
the purchase price and related acquisition costs (“total consideration™) are allocated to land, buildings, improvements,
furniture, fixtures, and equipment, and intangible lease assets in accordance with FASB ASC 805, Business Combinations.
Acquisition costs are capitalized in accordance with FASB ASC 805.

The allocation of total consideration, which is determined using inputs that are classified within Level 3 of the fair
value hierarchy established by FASB ASC 820, Fair Value Measurement and Disclosures (“ASC 820) (see Note 10), is
based on management’s estimate of the property’s “as-if”” vacant fair value and is calculated by using all available information
such as the replacement cost of such asset, appraisals, property condition reports, market data and other related information.
The allocation of the total consideration to intangible lease assets represents the value associated with the in-place leases,
which may include lost rent, leasing commissions, legal and other related costs, which the Company, as buyer of the property,
did not have to incur to obtain the residents. If any debt is assumed in an acquisition, the difference between the fair value,
which is estimated using inputs that are classified within Level 2 of the fair value hierarchy, and the face value of debt is

recorded as a premium or discount and amortized as interest expense over the life of the debt assumed.

Real estate assets, including land, buildings, improvements, furniture, fixtures and equipment, and intangible lease
assets are stated at historical cost less accumulated depreciation and amortization. Costs incurred in making repairs and
maintaining real estate assets are expensed as incurred. Expenditures for improvements, renovations, and replacements are
capitalized at cost. Real estate-related depreciation and amortization are computed on a straight-line basis over the estimated
useful lives as described in the following table:

Land Not depreciated
Buildings (in years) 30
Improvements (iN YEATS) .....c.cccververreerreereeeieneenreereeeeereeneeens 15

Furniture, fixtures, and equipment (in years)..........cccceeueneee. 3

Intangible lease assets (in months)...........ccecvveverierieeieniennenn 6

Post-acquisition, construction in progress includes the cost of renovation projects being performed at the various
properties. Once a project is complete, the historical cost of the renovation is placed into service in one of the categories
above depending on the type of renovation project and is depreciated over the estimated useful lives as described in the table
above.



Secured Financing and Master Repurchase Agreements

The Company's borrowings under secured financing agreements and master repurchase agreements are treated as
collateralized financing arrangements carried at their contractual amounts, net of unamortized debt issuance costs, if any.

Income Recognition

Interest Income - Loans and mortgage loans held-for-investment, CMBS structured pass-through certificates, mortgage
loans held in variable interest entities, bridge loans, MSCR Notes and mortgage backed securities where the Company expects
to collect the contractual interest and principal payments are considered to be performing loans. The Company recognizes
income on performing loans in accordance with the terms of the loan on an accrual basis. Interest income also includes
amortization of loan premiums or discounts and loan origination costs and prepayment penalties.

Realized Gain (Loss) on Investments - The Company recognizes the excess, or deficiency, of net proceeds received,
less the carrying value of such investments, as realized gains or losses, respectively. The Company reverses cumulative,
unrealized gains or losses previously reported in its Consolidated Statements of Operations with respect to the investment
sold at the time of the sale.

Revenue Recognition

The Company owns two multifamily properties whereby its primary operations consist of rental income earned from
its residents under lease agreements typically with terms of one year or less. See Note 8 for additional information regarding
these multifamily properties. Rental income is recognized when earned. This policy effectively results in income recognition
on the straight-line method over the related terms of the leases. The Company records an allowance to reflect revenue that
may not be collectable. This is recorded through a provision for bad debts, which is included in rental income in the
accompanying Consolidated Statements of Operations. Resident reimbursements and other income consist of charges billed
to residents for utilities, carport and garage rental, pets and administrative, application and other fees and are recognized when
earned. The Company implemented the provisions of Accounting Standards Update (“ASU”) 2014-09, Revenue from
Contracts with Customers (“ASU 2014-09) as of December 31, 2021. The adoption of ASU 2014-09 did not have a material
impact on the Company’s consolidated financial statements as a substantial portion of its revenue consists of rental income
from leasing arrangements, which is specifically excluded from ASU 2014-09.

In July 2018, the FASB issued ASU 2018-11, Leases — Targeted Improvements (“ASU 2018-11"), which provides
entities with relief from the costs of implementing certain aspects of ASU 2016-02. ASU 2018-11 provides a practical
expedient that allows lessors to not separate lease and non-lease components in a contract and allocate the consideration in
the contract to the separate components if both (i) the timing and pattern of revenue recognition for the non-lease component
and the related lease component are the same and (ii) the combined single lease component would be classified as an operating
lease. The Company elected the practical expedient to account for lease and non-lease components as a single component in
lease contracts where the Company is the lessor. The Company implemented the provisions of ASU 2018-11 and 2016-02,
collectively Topic 842 Leases (“ASC 842”), effective January 1, 2022. The Company presents the disclosure of leases in the
consolidated statements of operations and began presenting all rentals and reimbursements from tenants within revenues and
expenses from consolidated real estate owned on the Consolidated Statements of Operations (Note 8).

Expense Recognition

Interest expense, in accordance with the Company’s financing agreements, is recorded on the accrual basis. General
and administrative expenses are expensed as incurred.

Allowance for Loan Losses

The Company, with the assistance of an independent valuations firm, performs a quarterly evaluation of loans
classified as held for investment for impairment on a loan-by-loan basis in accordance with ASC 310-10-35, Receivables,
Subsequent Measurement (“ASC 310-10-35”). If the Company determines that it is probable that it will be unable to collect
all amounts owed according to the contractual terms of a loan, impairment of that loan is indicated. If a loan is considered to
be impaired, the Company will establish an allowance for loan losses, through a valuation provision in earnings that reduces
carrying value of the loan to the present value of expected future cash flows discounted at the loan’s contractual effective rate
or the fair value of the collateral, if repayment is expected solely from the collateral. For non-impaired loans with no specific
allowance the Company determines an allowance for loan losses in accordance with ASC 450-20, Loss Contingencies (“ASC
450-20”), which represents management’s best estimate of incurred losses inherent in the portfolio at the balance sheet date,
excluding impaired loans and loans carried at fair value. Management considers quantitative factors likely to cause estimated
credit losses, including default rate and loss severity rates. The Company also evaluates qualitative factors such as
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macroeconomic conditions, evaluations of underlying collateral, trends in delinquencies and non-performing assets. Increases
to (or reversals of) the allowance for loan loss are included in “Loan loss (provision)” on the accompanying Consolidated
Statements of Operations.

Significant judgment is required in determining impairment and in estimating the resulting loss allowance, and actual
losses, if any, could materially differ from those estimates.

The Company performs a quarterly review of the portfolio. In conjunction with this review, the Company assesses the
risk factors of each loan, including, without limitation, loan-to-value ratio, debt yield, property type, geographic and local
market dynamics, physical condition, collateral, cash-flow volatility, leasing and tenant profile, loan structure, exit plan and
project sponsorship. Based on a 5-point scale, our loans are rated “1” through “5,” from least risk to greatest risk, respectively,
which ratings are defined as follows:

1 — Outperform — Materially exceeds performance metrics (for example, technical milestones, occupancy, rents, and net
operating income) included in original or current credit underwriting and business plan;

2 — Exceeds Expectations — Collateral performance exceeds substantially all performance metrics included in original or
current credit underwriting and business plan;

3 — Satisfactory — Collateral performance meets, or is on track to meet, underwriting; business plan is met or can reasonably
be achieved;

4 — Underperformance — Collateral performance falls short of underwriting, material differences exist from business plan, or
both; technical milestones have been missed; defaults may exist or may soon occur absent material improvement; and

5 — Risk of Impairment/Default — Collateral performance is significantly worse than underwriting; major variance from
business plan; loan covenants or technical milestones have been breached; timely exit from loan via sale or refinancing is
questionable.

The Company regularly evaluates the extent and impact of any credit deterioration associated with the performance
and/or value of the underlying collateral, as well as the financial and operating capability of the borrower. Specifically, the
collateral’s operating results and any cash reserves are analyzed and used to assess (i) whether cash from operations is
sufficient to cover the debt service requirements currently and into the future, (ii) the ability of the borrower to refinance the
loan and/or (iii) the collateral’s liquidation value. The Company also evaluates the financial condition of any loan guarantors,
as well as any changes in the borrower’s competency in managing and operating the collateral. In addition, the Company
considers the overall economic environment, real estate or industry sector and geographic sub-market in which the borrower
operates. Such impairment analyses are completed and reviewed by asset management and finance personnel who utilize
various data sources, including (i) periodic financial data such as property operating statements, occupancy, tenant profile,
rental rates, operating expenses, the borrower’s exit plan and capitalization and discount rates, (ii) site inspections and (iii)
current credit spreads and discussions with market participants.

The Company considers loans to be past-due when a monthly payment is due and unpaid for 60 days or more. Loans
will be placed on nonaccrual status and considered non-performing when full payment of principal and interest is in doubt,
which generally occurs when they become 120 days or more past-due unless the loan is both well secured and in the process
of collection. Accrual of interest on individual loans is discontinued when management believes that, after considering
economic and business conditions and collection efforts, the borrower’s financial condition is such that collection of interest
is doubtful. Our policy is to cease accruing interest when a loan’s delinquency exceeds 120 days. All interest accrued but not
collected for loans that are placed on nonaccrual status or subsequently charged-off are reversed against interest income.
Income is subsequently recognized on the cash basis until, in management’s judgment, the borrower’s ability to make periodic
principal and interest payments returns and future payments are reasonably assured, in which case the loan is returned to
accrual status.

For individual loans, a troubled debt restructuring is a formal restructuring of a loan where, for economic or legal
reasons related to the borrower’s financial difficulties, a concession that would not otherwise be considered is granted to the
borrower. The concession may be granted in various forms, including providing a below-market interest rate, a reduction in
the loan balance or accrued interest, an extension of the maturity date, or a combination of these. An individual loan that has
had a troubled debt restructuring is considered to be impaired and is subject to the relevant accounting for impaired loans. As
of and for the year ended December 31, 2022, the Company had no loans in forbearance agreements or loan modifications
and thus no troubled debt restructurings.
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A loan is written off when it is no longer realizable and/or it is legally discharged.

The Company will evaluate acquired loans and debt securities for which it is probable at acquisition that all
contractually required payments will not be collected in accordance with ASC 310-30, Loans and Debt Securities Acquired
with Deteriorated Credit Quality. During the year ended December 31, 2022, there were no loans acquired with deteriorated
credit quality.

Fair Value

GAAP requires the categorization of the fair value of financial instruments into three broad levels that form a hierarchy
based on the transparency of inputs to the valuation.

Level 1 — Inputs are adjusted, quoted prices in active markets for identical assets or liabilities at the measurement date.

Level 2 — Inputs are other than quoted prices that are observable for the asset or liability, either directly or indirectly.
Level 2 inputs may include quoted prices for similar instruments in active markets, and inputs that are observable for the
asset or liability (other than quoted prices), such as interest rates and yield curves that are observable at commonly quoted
intervals.

Level 3 — Inputs are unobservable inputs for the asset or liability, and include situations where there is little, if any,
related market activity for the asset or liability.

The Company follows this hierarchy for our financial instruments. Classifications will be based on the lowest level of
input that is significant to the fair value measurement. The Company reviews the valuation of Level 3 financial instruments
as part of our quarterly process.

Valuation of Consolidated VIEs

The Company reports the financial assets and liabilities of each consolidated CMBS trust at fair value using the
measurement alternative included in ASU No. 2014-13, Measuring the Financial Assets and the Financial Liabilities of a
Consolidated Collateralized Financing Entity (“ASU 2014-13"). Pursuant to ASU 2014-13, both the financial assets and
financial liabilities of the consolidated CMBS trusts are measured using the fair value of the financial liabilities (which are
considered more observable than the fair value of the financial assets) and the equity of the CMBS trusts beneficially owned
by the Company. As a result, the CMBS issued by the consolidated trusts, but not beneficially owned by us, are presented as
financial liabilities in our consolidated financial statements, measured at their estimated fair value; the Company measured
the financial assets as the total estimated fair value of the CMBS issued by the consolidated trust, regardless of whether such
CMBS represent interests beneficially owned by the Company. Under the measurement alternative prescribed by ASU 2014-
13, “Net income (loss)” reflects the economic interests in the consolidated CMBS beneficially owned by the Company,
presented as “Change in net assets related to consolidated CMBS variable interest entities” in the Consolidated Statements
of Operations, which includes applicable (1) changes in the fair value of CMBS beneficially owned by the Company, (2)
interest income, interest expense and servicing fees earned from the CMBS trusts and (3) other residual returns or losses of
the CMBS trusts, if any.

Valuation Methodologies

CMBS Trusts - The financial liabilities and equity of the consolidated CMBS trusts were valued using broker quotes.
Broker quotes represent the price that an investment could be sold for in a market transaction and represent fair market value.
Loans and bonds with quotes that are based on actual trades with a sufficient level of activity on or near the valuation date
are classified as Level 2 assets. Loans and bonds that are priced using quotes derived from implied values, bid/ask prices for
trades that were never consummated, or a limited amount of actual trades are classified as Level 3 assets because the inputs
used by the brokers and pricing services to derive the values are not readily observable.

CMBS Structured Pass-Through Certificates, MSCR Notes and Mortgage Backed Securities - CMBS structured pass-
through certificates (“CMBS I/O Strips”), MSCR Notes and mortgage backed securities are categorized as Level 2 assets in
the fair value hierarchy. CMBS 1/O Strips, MSCR notes and mortgage backed securities are valued using broker quotes.
Broker quotes represent the price that an investment could be sold for in a market transaction and represent fair market value.
Loans and bonds with quotes that are based on actual trades with a sufficient level of activity on or near the valuation date
are classified as Level 2 assets.
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SFR Loans, Preferred Equity Investments, Mezzanine Loans and Convertible Notes - SFR Loans, preferred equity,
mezzanine loans and convertible debt investments are categorized as Level 3 assets in the fair value hierarchy. SFR Loans,
preferred equity, mezzanine loans, and convertible debt investments are valued using a discounted cash flow model using
discount rates derived from observable market data applied to the internal rate of return implied by the expected contractual
cash flows. The valuation is done for disclosure purposes only as these investments are not carried at fair value on the
consolidated balance sheet.

Common Stock Investments - The common stock investment in NexPoint Storage Partners, Inc. ("NSP") is categorized
as a Level 3 asset in the fair value hierarchy. Despite our ability to exercise significant influence, the Company chose to value
the NSP investment using the fair value option in accordance with ASC 825-10. The common stock investment in a private
ground lease REIT (the "Private REIT") is presented at fair value using the fair value option in accordance with ASC 825-
10. The investment is categorized as a Level 3 asset in the fair value hierarchy. See Note 5 for additional disclosures regarding
the fair value of these investments.

Repurchase Agreements - The repurchase agreements are categorized as Level 3 liabilities in the fair value hierarchy
as such liabilities represent borrowings on collateral with terms specific to each borrower. Given the short to moderate term
of the floating-rate facilities, the Company expects the fair value of repurchase agreements to approximate their outstanding
principal balances.

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis - Certain assets not measured at fair value on
an ongoing basis but that are subject to fair-value adjustments only in certain circumstances, such as when there is evidence
of impairment, will be measured at fair value on a nonrecurring basis. For first mortgage loans, mezzanine loans and preferred
equity investments, the Company applies the amortized cost method of accounting.

Overall, our determination of fair value is based upon the best information available for a given circumstance and may
incorporate assumptions that are our best estimates after consideration of a variety of internal and external factors. When an
independent valuation firm expresses an opinion on the fair value of a financial instrument in the form of a range, the
Company selects a value within the range provided by the independent valuation firm, generally the midpoint, to assess the
reasonableness of our estimated fair value for that financial instrument.

Income Taxes

The Company has elected to be taxed as a REIT. As a result of the Company’s REIT qualification, the Company does
not expect to pay U.S. federal corporate level taxes. To qualify as a REIT, the Company must meet a number of organizational
and operational requirements, including a requirement to distribute annually at least 90% of its “REIT taxable income,” as
defined by the Code, to its stockholders. If the Company fails to meet these requirements, it could be subject to federal income
tax on all of the Company’s taxable income at regular corporate rates for that year. The Company would not be able to deduct
distributions paid to stockholders in any year in which it fails to qualify as a REIT. Additionally, the Company will also be
disqualified from electing to be taxed as a REIT for the four taxable years following the year during which qualification was
lost unless the Company is entitled to relief under specific statutory provisions. Taxable income from certain non-REIT
activities is managed through a taxable REIT subsidiary (“TRS”), which is subject to U.S. federal and applicable state and
local corporate income taxes. As of December 31, 2022, the Company believes it is in compliance with all applicable REIT
requirements and had no significant taxes associated with its TRS.

The Company evaluates the accounting and disclosure of tax positions taken or expected to be taken in the course of
preparing our tax returns to determine whether the tax positions are “more-likely-than-not” (greater than 50 percent
probability) of being sustained by the applicable tax authority. Tax positions not deemed to meet the more-likely-than-not
threshold would be recorded as a tax benefit or expense in the current year. Our management is required to analyze all open
tax years, as defined by the statute of limitations, for all major jurisdictions, which include federal and certain states. There
are no examinations in progress and none are expected at this time.

The Company recognizes its tax positions and evaluates them using a two-step process. First, the Company determines
whether a tax position is more likely than not to be sustained upon examination, including resolution of any related appeals
or litigation processes, based on the technical merits of the position. Second, the Company will determine the amount of
benefit to recognize and record the amount that is more likely than not to be realized upon ultimate settlement. The Company
had no material unrecognized tax benefit or expense, accrued interest or penalties as of December 31, 2022.



Recent Accounting Pronouncements

Section 107 of the Jumpstart Our Business Startups Act (“JOBS Act”) provides that an emerging growth company can
take advantage of the extended transition period provided in Section 13(a) of the Securities Exchange Act of 1934, as amended
(the “Exchange Act”), for complying with new or revised accounting standards applicable to public companies. In other
words, an emerging growth company can delay the adoption of certain accounting standards until those standards would
otherwise apply to private companies. The Company has elected to take advantage of this extended transition period. As a
result of this election, our financial statements may not be comparable to companies that comply with public company
effective dates for such new or revised standards. The Company may elect to comply with public company effective dates at
any time, and such election would be irrevocable pursuant to Section 107(b) of the JOBS Act.

In June 2016, the FASB issued ASU 2016-13, Financial Instruments — Credit Losses on Financial Instruments (“ASU
2016-13”), which establishes credit losses on certain types of financial instruments. The new approach changes the
impairment model for most financial assets and will require the use of an “expected credit loss” model for financial
instruments measured at amortized cost and certain other instruments. This model applies to trade and other receivables,
loans, debt securities, net investments in leases and off-balance sheet credit exposures (such as loan commitments, standby
letters of credit and financial guarantees not accounted for as insurance) and requires entities to estimate the lifetime expected
credit loss on such instruments and record an allowance that represents the portion of the amortized cost basis that the entity
does not expect to collect.

We adopted the guidance in the first quarter of 2023. The implementation process included the utilization of loan loss
forecasting models, updates to our loan credit loss policy documentation, changes to internal reporting processes and related
internal controls, and overall operational readiness for our adoption of the new standard. We have implemented loan loss
forecasting models for estimating expected life-time credit losses, at the individual loan level, for our loan portfolio. The
Current Expected Credit Loss (“CECL”) forecasting methods used by the Company include (i) a probability of default and
loss given default method using underlying third-party CMBS/Commercial Real Estate loan database with historical loan
losses from 1998 to 2022, and (ii) probability weighted expected cash flow method, depending on the type of loan and the
availability of relevant historical market loan loss data. We might use other acceptable alternative approaches in the future
depending on, among other factors, the type of loan, underlying collateral, and availability of relevant historical market loan
loss data. Significant inputs to our forecasting methods include (i) key loan-specific inputs such as loan-to-value, vintage
year, loan-term, underlying property type, occupancy, geographic location, performance against the underwritten business
plan, and our internal loan risk rating, and (ii) a macro-economic environment forecast.

Based on our loan portfolio at December 31, 2022, the current economic environment and the Company’s expectations
for future economic conditions, upon the adoption of CECL forecasting methods we expect to record a cumulative-effect
adjustment to our retained earnings as of January 1, 2023 within a range of approximately $2 million to $4 million, or $0.12
to $0.23 per common share, respectively.

In November 2018, the FASB issued ASU 2018-19, Codification Improvements to Topic 326, Financial Instruments
— Credit Losses, which updated the effective dates of implementation to align the implementation date for annual and
interim financial statements as well as clarify the scope of the guidance in ASU 2016-13. This standard’s effective date is
the same as ASU 2016-13.

In April 2019, the FASB issued ASU 2019-04, Codification Improvements to Topic 326. Financial Instruments —
Credit Losses, which is intended to clarify the guidance introduced by ASU 2016-13. This standard’s effective date is the
same as ASU 2016-13.

In May 2019, the FASB issued ASU 2019-05, Targeted Transition Relief for Topic 326. Financial Instruments — Credit
Losses, which provides for an option to irrevocably elect the fair-value option for certain financial assets previously measured
at amortized cost basis. Other than the Company’s investment in CMBS, the Company does not currently expect to elect the
fair-value option for assets expected to be held at amortized cost. This standard’s effective date is the same as ASU 2016-13.

In March 2020, the FASB issued AU 2020-04, Reference Rate Reform (Topic 848): Facilitation of the Effects of
Reference Rate Reform on Financial Reporting, which provides temporary optional expedients and exceptions to the US
GAAP guidance on contract modifications and hedge accounting to ease the financial reporting burdens of the expected
market transition from the U.S. Dollar London Interbank Offered Rate (“LIBOR”) and other interbank offered rates to
alternative reference rates. The guidance is effective upon issuance and generally may be elected over time through December
31, 2024. The Company has not adopted any of the optional expedients or exceptions through December 31, 2022 but will
continue to evaluate the possible adoption of any such expedients or exceptions during the effective period as circumstances
evolve.
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In December 2022, the FASB issued ASU 2022-06, Deferral of the Sunset Date of Topic 848 ("ASU 2022-06") which
was issued to defer the sunset date of Reference Rate Reform (Topic 848): Facilitation of the Effects of Reference Rate Reform
to December 31, 2024. ASU 2022-06 is effective immediately for all companies. ASU 2022-06 will have no impact on the
Company’s consolidated financial statements for the year ended December 31, 2022.

3. Loans Held for Investment, Net

The Company’s investments in mortgage loans, mezzanine loans, preferred equity and convertible notes are accounted
for as loans held for investment. The mortgage loans are presented as “Mortgage loans, held-for-investment, net” and the
mezzanine loans, preferred equity and convertible notes are presented as “Loans, held-for-investment, net” on the
Consolidated Balance Sheets. The following tables summarize our loans held-for-investment as of December 31, 2022 and
December 31, 2021, respectively (dollars in thousands):

Weighted Average
Outstanding
Face Carrying Fixed Rate Life (years)
Loan Type Amount Value (1) Loan Count ) Coupon (3) “4)
December 31, 2022
Mortgage loans, held-for-
investment................... $ 688,046 $ 726,531 15 100.00 % 4.81 % 5.36
Mezzanine loans, held-
for-investment............. 163,021 165,182 23 63.99 % 10.42 % 5.39
Preferred equity, held-
for-investment ............. 91,382 90,965 10 67.69 % 11.51 % 2.76
§ 942449 § 982,678 48 90.64 % 6.43 % 5.11

(1) Carrying value includes the outstanding face amount plus unamortized purchase premiums/discounts and any
allowance for loan losses.

(2) The weighted-average of loans paying a fixed rate is weighted on current principal balance.

(3) The weighted-average coupon is weighted on outstanding face amount.

(4) The weighted-average life is weighted on outstanding face amount and assumes no prepayments. The maturity
date for preferred equity investments represents the maturity date of the senior mortgage, as the preferred equity
investments require repayment upon the sale or refinancing of the asset.
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Weighted Average

Outstanding
Face Carrying Fixed Rate Life (years)
Loan Type Amount Value (1) Loan Count ?2) Coupon (3) 4
December 31, 2021
Mortgage loans, held-for-
investment................... $ 795223 § 847,364 21 100.00 % 4.85 % 6.45
Mezzanine loans, held-
for-investment............. 152,144 154,516 23 69.28 % 8.03 % 6.50
Preferred equity, held-
for-investment............. 66,697 66,624 6 100.00 % 10.52 % 3.84
Convertible note, held-
for-investment............. 20,478 20,377 1 100.00 % 9.00 % 1.99
$ 1,034,542 $ 1,088,881 51 95.48 % 577 % 6.20

(1) Carrying value includes the outstanding face amount plus unamortized purchase premiums/discounts and any
allowance for loan losses.

(2) The weighted-average of loans paying a fixed rate is weighted on current principal balance.

(3) The weighted-average coupon is weighted on outstanding face amount.

(4) The weighted-average life is weighted on outstanding face amount and assumes no prepayments. The maturity
date for preferred equity investments represents the maturity date of the senior mortgage, as the preferred equity
investments require repayment upon the sale or refinancing of the asset.

For the years ended December 31, 2022 and 2021, the loan and preferred equity portfolio activity was as follows (in
thousands):

For the Year Ended
December 31,
2022 2021
Balance at DecemDber 31, ..o $ 1,088,881 $ 1,045,891
OFIZINATIONS ¢ttt ettt et ettt e et e et e bt e bt eateeaeesaeeeseess e e st eneeeneeeneeeseeseenteenseaneesneesneennes 110,502 117,727
Proceeds from principal repayments ..........cceeverierienierieeie et (178,990) (62,991)
Conversion of convertible bonds to common StOCK ...........ccceceevieeiiiiiieiieiicieceeee e, (25,000) —
PIK distribution reinvested in Preferred Units ...........cccooveriieiiiiiiniinieiccee e 715 91
Amortization of loan premium, Nt (1)......ceevuerieiieriieieiiee et (13,261) (10,907)
L0AN L0SS PIOVISION w...eiiietieiieiiieie ettt et ettt ettt et e ettt e eneeese et e enteenteeneesneesneenees (169) (189)
REALIZEA LOSSECS ..vvevvieirieiiieiieeieeteeie ettt sttt et et e et e et e sse e b e esbeesbeesaesseeseenseennas — (741)
Balance at December 31, ... e $ 982,678 § 1,088,881

(1) Includes net amortization of loan purchase premiums.

As of December 31, 2022 and December 31, 2021, there were $40.9 million and $55.0 million of unamortized
premiums on loans, held-for-investment, net, respectively, on the Consolidated Balance Sheets.
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As discussed in Note 2, the Company evaluates loans classified as held-for-investment on a loan-by-loan basis every
quarter. In conjunction with the review of the portfolio, the Company assesses the risk factors of each loan and assign a risk
rating based on a variety of factors. Loans are rated “1” through “5,” from least risk to greatest risk, respectively. See Note 2
for a more detailed discussion of the risk factors and ratings. The following tables allocate the principal balance and net book
value of the loan portfolio based on our internal risk ratings (dollars in thousands):

December 31, 2022
Number of Carrying % of Loan
Risk Rating Loans Value Portfolio
L e — S — —
2 et — — —
B e 48 982,678 100.00 %
G o — — —
S e — — —
48 S 982,678 100.00 %
December 31, 2021
Number of Carrying % of Loan
Risk Rating Loans Value Portfolio
L e — S — —
2 s — — —
B e 51 1,088,881 100.00 %
G o — — —
S e — — —
51 $§ 1,088,881 100.00 %

As of December 31, 2022, all 48 loans held-for-investment in our portfolio were rated “3,” or “Satisfactory” based on
the factors assessed by the Company and discussed in Note 2.

The following tables present the geographies and property types of collateral underlying the Company’s loans held-
for-investment as a percentage of the loans’ face amounts.

December 31, December 31,

Geography 2022 2021
L€ 1101 o4 T R PU PP ORISR 34.04 % 38.93 %
FLOTIAA . ...ttt et et ettt ettt et eetaeeteeeteeteenteeaseereeereeans 19.34 % 16.90 %
O AS -ttt ettt ettt ettt et e ettt e et et e e bt ea b e et e et e e bt e et ee e taeente e e bt e enteeeneeenteas 11.21 % 7.74 %
INEVAGA ...ttt et e et e et e et e e be e e bt e e taeeseeesaeessee e saeesseensseesseesseenseeennes 0.30 % *
1YY 4 - U SRR UTRRS 5.59 % 5.66 %
IMINTIESOTA .vieevieeiiieetieeiee et e et e et e e teeeebeeesaeesabaeenseesabeeenseessseeenseessseesnsaesssaesnsaensseesnseenssens 6.97 % 4.86 %
L 1T o) a4V ISR PSR SPS 4.66 % 2.53%
ALBDAMA ...ttt sttt et et eeta e be et e e b e eneeeaaenreenseenns 3.81 % 335%
INOTEH CATOLINA ...ttt ettt e e e et e e baeesbeeestaeenseeesseeenseeenseeenseeennes 2.65 % 2.23 %
ATKANSAS ..ttt ettt ettt et ettt e e te et e et e st e e tb e e st e be e beenseenteenteereereenns 1.42 % *
IMESSOUIT 1vveeuvieeniieenieeetteeteeetteeteeeteeebeesebeessseessseessseessseessseensseensseensseessseensseensseensseessesnssens 0.95 % 1.19 %
INEW JRISCY ..ntieutieiiieiieeiie et sttt ettt ettt e st e bt et et e esaeeseesseeseenseenseenaesseesseanseenseansenssensaens * 2.83 %
COMNMECLICUL ...ttt et ettt e et e et e et e e bt eesteeeaseestaeenseeenseeesseesnsaeenseesnseeanseesnseeenseenns * 2.87 %
Other (17 and 19 states €ach at <LY0) ...eoueeruierieiiereeecere e 9.06 % 10.91 %
100.00 % 100.00 %

* Included in "Other."
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December 31, December 31,

Collateral Property Type 2022 2021
Single Family Rental..........c.oooiiiiiiiiiii e 72.26 % 76.15 %
IMUEIFAIMILY .ttt 23.11 % 20.32 %
LT SCIBIICE .eenieieetee ettt ettt ettt b et e bt et st e e e neeenee 2.85% 3.53 %
TSN N 0] T SRS 1.79 % —%
100.00 % 100.00 %

4. CMBS Trusts

As of December 31, 2022, the Company consolidated all of the CMBS Entities that it determined are VIEs and for
which the Company is the primary beneficiary. The Company elected the fair-value measurement alternative in accordance
with ASU 2014-13 for each of the trusts and carries the fair values of the trust’s assets and liabilities at fair value in its
Consolidated Balance Sheets; recognizes changes in the trust’s net assets, including changes in fair-value adjustments and
net interest earned, in its Consolidated Statements of Operations; and records cash interest received from the trusts and cash
interest paid to bondholders of the CMBS not beneficially owned by the Company, as financing cash-flows.

The following table presents the Company’s recognized Trust’s Assets and Liabilities (in thousands):

December 31, December 31,

Trust's Assets 2022 2021
Mortgage loans held in variable interest entities, at fair value...........ccocoevvevircienvenreene $ 6720246 $ 7,192,547
Accrued INterest TECEIVADIE ... ...oiiiiiiiiiiiee e 4,029 2,212

Trust's Liabilities
Bonds payable held in variable interest entities, at fair value...........cccoceveereneiiencenne (6,249,804) (6,726,272)
Accrued INterest PAYADIC........ccveiieiiieiececeee e (3,207) (1,500)

The following table presents “Change in net assets related to consolidated CMBS variable interest entities” (in
thousands):

For the Year Ended
December 31,
2022 2021
NEE INLETESE ATNE ... .veveeee ettt ettt e e eaeete et e eaeeeaeeeteeneeaneereans $ 35,866 $ 27,780
Unrealized ain (I0SS) .....cvieiierieitiiiiieie ettt ettt ettt eb e e s e staesaeesaeeaeenaeeanens (25,627) 29,838
Change in net assets related to consolidated CMBS variable interest entities................. $ 10,239 $ 57,618
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The following tables present the geographies and property types of collateral underlying the CMBS trusts consolidated
by the Company as a percentage of the collateral unpaid principal balance:

December 31, December 31,

Geography 2022 2021
TOXAS vttt ettt ettt et et ettt e et e e te e e bt et e et e eabeeab e e tb e e te e be e beenbeeneeete e beebeenbeenbeeneeaaeenaeennas 17.95 % 16.88 %
FIOTIAA ...ttt ettt e et e e st e e s ta e e sabeeeabeessbeesnseeeabeeennaeneneas 13.82 % 14.77 %
ATIZONA ..ottt ettt ettt e te e te e be et e sate e st eeae e s e enbees b e esseete e beenseenbeaneeenteereeteenns 6.98 % 10.37 %
CalIfOITIA ...ttt et et e et e e e et e e e sbeesebeesabeessbeesaseessbaessseesssaessseesssaensseans 9.28 % 8.50 %
L€ 11074 T TSRS 4.68 % 4.97 %
WASHINZLOM ..ttt et ettt es e es et e e et et e sbeeeeeneeneenes 6.88 % 6.19 %
INEW JEISEY ...ttt ettt ettt ettt ettt ettt et ettt e b e et e e bt et sttt e beeebaeenee e e 3.97 % 4.65%
INEVAAA ...ttt ettt ettt e s te e be e b e e st e e eeesaeesseesbeesseesbeessessaesseesseenseensenseenns 1.99 % 3.51 %
PeNNSYIVANIA ....couiiiiiiiiiitieiiee ettt st 1.01 % *
[070] o) T Lo T PRSP 6.21 % 4.08 %
(010731 1 1<To1 3 To1 3 L TP PSRRI PPRRRTR 3.64 % 3.02%
INOITh CATOLING ...ttt ettt e st e b e e e e aessaesseesseenseenseenseessenseens 3.53% 3.12%
INEW Y OTK. oottt ettt et et ettt b e et eesbeeaseetaesbeebeenseensesnnesseenseenns 2.76 % 2.45 %
ORI0 <ottt ettt ettt e et e ae e ete et et e tb e aeeete e teeaeennas 2.00 % 1.72 %
VIATZINIA 1.ttt ettt ettt e st e te e beesaeeseesseesseenseesseesseesseassesseensaessesseesnneseenseenns 1.62 % 1.70 %
INAIANA ...ttt ettt et et e et ae e ae b e e nbeera e ae e beenaeenaeennas 1.69 % 1.68 %
THHEOS 1ottt ettt ettt et e e st et e et e enbeenseeseeeseeseenseeneeenneeneeneenes 1.37 % *
IMIICRIZAN ...ttt et ettt et e bt et et st saeenbe e e enee 1.11 % *
SOULD CATOIING ....veeviieiiieciie ettt e et e et eeteeebeeeabaeesseessseesnseessseesnsaennns * 1.56 %
IMATYIANG......ctieiieiicie ettt et a e b et e et b e ta e ta e be e teenbeenaeenteereereenns * 1.55 %
IMESSOUIT 1veeuvieeetieeetieetteeteeetteeseeeabeeesaeesebeeesseesebeeesseessseessseensseessseesseessseensseensseensseensseenssens 1.25% 1.26 %
Other (22 and 22 states €aCh at <190) ...ccvieeiiiiiiieiiccie e 8.26 % 8.02 %
100.00 % 100.00 %

* Included in “Other.”

December 31, December 31,

Collateral Property Type 2022 2021

IMUTEFAMILY .t 98.45 % 98.42 %

Manufactured HOUSINE. .......ccviiiiiiiiiiiiieeeteeece st 1.55% 1.58 %
100.00 % 100.00 %

5. Common Stock Investments

The Company owns approximately 25.8% of the total outstanding shares of common stock of NSP and thus can
exercise significant influence over NSP. NSP is a VIE and the Company has determined that it is not the primary beneficiary
of NSP. The investment qualifies to be accounted for using the equity method. However, the Company elected the fair-value
option in accordance with ASC 825-10-10 for NSP.

The investment in NSP is a Level 3 asset in the fair value hierarchy and was initially measured using the entry price
of the asset. The Company's valuation policy for common stock is to use readily available market prices on the relevant
valuation date to the extent they are available. On a quarterly basis, the Company determines the value using widely accepted
valuation techniques. A bottoms up approach was used by valuing the wholly-owned self-storage assets in aggregate and
development loans individually. In this bottoms-up approach, the discounted cash flow methodology is applied to the self-
storage assets owned by NSP. Additionally, the income approach is used to determine the fair value of the development loans
owned by NSP whereby contractual cash flows are discounted at observable market discount rates. In addition, as a secondary
check for reasonableness, a top down approach was applied whereby observable market terminal capitalization rates and
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discount rates are applied to the consolidated NSP cash flows. The valuation relies primarily on the bottoms-up approach,
but uses the top down approach to corroborate the bottoms-up conclusion with a reasonable precision.

The Company owned approximately 6.36% of the total outstanding shares of common stock of the Private REIT as of
December 31, 2022. The Company elected the fair-value option in accordance with ASC 825-10-10 for the Private REIT.

The investment in the Private REIT is a Level 3 asset in the fair value hierarchy and was initially measured using the
convertible notes conversion share price of $17.50. On April 14, 2022, the two convertible notes converted into 1,394,213
shares or $25.0 million of common stock in the Private REIT, the parent company of the borrower under the convertible
notes. As of December 31, 2022, the Company valued this investment based on the Private REIT's recent transaction price
0f $20.00 per share.

The following table presents the common stock investments as of December 31, 2022 and December 31, 2021,
respectively (in thousands, except share amounts):

Shares Fair Value
Investment Property December 31, December 31, December 31, December 31,
Investment Date Type 2022 2021 2022 2021
Common Stock
NexPoint Storage
Partners............ 11/6/2020 Self-storage 41,963 41,963 $ 50,380 $ 58,460
Private REIT....... 4/14/2022 Ground lease 1,394,213 — 27,884 —

6. CMBS Structured Pass-Through Certificates, MSCR Notes and Mortgage Backed Securities

As of December 31, 2022, the Company held twelve CMBS 1/0 Strips, three MSCR Notes and six mortgage backed
securities at fair value. The CMBS I/O Strips consist of interest only tranches of Freddie Mac structured pass-through
certificates with underlying portfolios of fixed-rate mortgage loans secured primarily by stabilized multifamily properties.
The MSCR Notes are unguaranteed securities designed to transfer to investors a portion of the credit risk associated with
eligible multifamily mortgages linked to a reference pool. Mortgage backed securities receive principal and interest on
floating-rate loans secured by SFR, multifamily and self-storage properties. See Note 2 and Note 10 for additional disclosures
regarding valuation methodologies for the CMBS I/O Strips, MSCR Notes and mortgage backed securities.
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The following tables present the CMBS I/O Strips, MSCR Notes and mortgage backed securities as of December 31,
2022 and December 31, 2021, respectively (in thousands):

Investment Carrying Property Current Yield  Maturity
Investment Date Value Type Interest Rate 1) Date
CMBS 1/0 Strips
CMBS 1/0O Strip...... 5/18/2020 $ 1,807  Multifamily 2.02% 14.56 % 9/25/2046
CMBS I/O Strip...... 8/6/2020 18,364  Multifamily 2.98 % 15.98 % 6/25/2030
CMBS 1/0O Strip...... 4/28/2021 (2) 5,676 Multifamily 1.59 % 15.52 % 1/25/2030
CMBS 1/0O Strip...... 5/27/2021 3,693  Multifamily 339% 15.73 % 5/25/2030
CMBS 1/O Strip...... 6/7/2021 455  Multifamily 231 % 18.91%  11/25/2028
CMBS 1/0O Strip...... 6/11/2021 (3) 4,188  Multifamily 1.19% 13.34 % 5/25/2029
CMBS 1/0 Strip...... 6/21/2021 1,117 Multifamily 1.18 % 16.77 % 5/25/2030
CMBS 1/0O Strip...... 8/10/2021 2,445  Multifamily 1.89 % 15.87 % 4/25/2030
CMBS 1/0O Strip...... 8/11/2021 1,333 Multifamily 3.10% 13.74 % 7/25/2031
CMBS 1/O Strip...... 8/24/2021 250  Multifamily 2.61 % 14.44 % 1/25/2031
CMBS 1/0O Strip...... 9/1/2021 3,726 Multifamily 1.92% 15.03 % 6/25/2030
CMBS 1/0 Strip...... 9/11/2021 3,822 Multifamily 2.95% 13.70 % 9/25/2031
Total .........ccccoveene. $ 46,876 2.46 % 15.32 %
MSCR Notes
MSCR Notes .......... 5/25/2022 4,019  Multifamily 13.02 % 13.02 % 5/25/2052
MSCR Notes .......... 5/25/2022 4,988  Multifamily 10.02 % 10.02 % 5/25/2052
MSCR Notes .......... 9/23/2022 1,306  Multifamily 10.37 % 11.40%  11/25/2051
Total .........coccoveene. $ 10,313 11.23 % 11.36 %
Mortgage Backed
Securities
Mortgage Backed Single-
Securities............. 6/1/2022 9,638 Family 7.08 % 7.39 % 4/17/2026
Mortgage Backed Single-
Securities............. 6/1/2022 8,966 Family 4.87 % 5.08%  11/19/2025
Mortgage Backed Single-
Securities............. 7/28/2022 526 Family 6.23 % 6.33%  10/17/2027
Mortgage Backed Single-
Securities............. 7/28/2022 819 Family 3.60 % 4.23 % 6/20/2028
Mortgage Backed
Securities............. 9/12/2022 4,473  Multifamily 9.29 % 927 % 1/25/2031
Mortgage Backed
Securities............. 9/29/2022 7,906  Self Storage 9.57 % 9.59 % 9/15/2027
Total .........cccovenenenn. $ 32,328 7.28 % 7.45 %

(1) Current yield is the annualized income earned divided by the cost basis of the investment.

(2) The Company, through the Subsidiary OPs, purchased approximately $50.0 million and $15.0 million aggregate
notional amount of the X1 interest-only tranche of the FHMS K-107 CMBS 1/O Strip on April 28, 2021 and May
4, 2021, respectively.

(3) The Company, through the Subsidiary OPs, purchased approximately $80.0 million, $35.0 million, $40.0
million and $50.0 million aggregate notional amount of the X1 interest-only tranche of the FRESB 2019-SB64
CMBS 1/0 Strip on June 11, 2021, September 29, 2021, February 3, 2022 and March 18, 2022, respectively.
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Investment Carrying Property Interest Current Yield Maturity

Investment Date Value Type Rate 1) Date
CMBS I/O Strips
CMBS I/O Strip....  5/18/2020 $ 2,356 Multifamily 2.02% 14.47 % 9/25/2046
CMBS 1/0 Strip.... 8/6/2020 8,383 Multifamily 0.10 % 14.67 % 6/25/2030
CMBS /O Strip.... 8/6/2020 23,188 Multifamily 2.98 % 14.48 % 6/25/2030
CMBS I/O Strip....  4/28/2021 (2) 7,274 Multifamily 1.59 % 13.88 % 1/25/2030
CMBS I/O Strip....  5/27/2021 4,781 Multifamily 3.38% 14.16 % 5/25/2030
CMBS I/O Strip.... 6/7/2021 589 Multifamily 231 % 16.56 % 11/25/2028
CMBS I/O Strip....  6/11/2021 (3) 6,424 Multifamily 1.26 % 13.57 % 5/25/2029
CMBS I/O Strip....  6/21/2021 1,850 Multifamily 1.20 % 17.02 % 5/25/2030
CMBS I/O Strip....  8/10/2021 3,246 Multifamily 1.89 % 14.30 % 4/25/2030
CMBS I/O Strip....  8/11/2021 1,697 Multifamily 3.10% 12.55 % 7/25/2031
CMBS I/O Strip....  8/24/2021 317 Multifamily 2.61 % 13.14 % 1/25/2031
CMBS 1/0 Strip.... 9/1/2021 4,827 Multifamily 1.92 % 13.53 % 6/25/2030
CMBS I/O Strip....  9/11/2021 4,884 Multifamily 2.95% 12.55 % 9/25/2031
Total .....oocveveeen. $ 69,816

(1) Current yield is the annualized income earned divided by the cost basis of the investment

(2) The Company, through the Subsidiary OPs, purchased approximately $50.0 million and $15.0 million aggregate
notional amount of the X1 interest-only tranche of the FHMS K-107 CMBS 1/O Strip on April 28, 2021 and
May 4, 2021, respectively.

(3) The Company, through the Subsidiary OPs, purchased approximately $80.0 million, $35.0 million, $40.0
million and $50.0 million aggregate notional amount of the X1 interest-only tranche of the FRESB 2019-SB64
CMBS I/0 Strip on June 11, 2021 and September 29, 2021, respectively.

The following table presents activity related to the Company’s CMBS I/O Strips, MSCR notes and mortgage-backed
securities (in thousands):

For the Year Ended
December 31,

2022 2021
NEE INLETESE ATNEA ...ttt et e et e e teeaae et e eateeaeeeaeeneenseereeas $ 5,668 $ 3,052
Change in unrealized gain (loss) on CMBS structured pass-through certificates............... (12,664) (483)
Realized gain on CMBS structured pass-through certificates...........cccoceveevieniiceneenneene. — 484
Change in unrealized gain (10ss) 0n MSCR NOES.......cccvevviriirieiieiieiecieeeeie e (53) —
Change in unrealized (loss) on mortgage backed SeCurities.........couevvieviviereenieecieieesneennn. (1,230) —
TOLAL ...ttt ettt $ 8,279) $ 3,053

7. Bridge Loan

On March 31, 2022, the Company, through one of the Subsidiary OPs, originated a bridge loan for $13.5 million. The
bridge loan was secured by a development property in Las Vegas, Nevada, and was used by the borrower to finance the
acquisition of the property prior to obtaining construction financing. The loan bore interest at a rate of 1.50% plus the Wall
Street Journal Prime Rate (“WSJ Prime”) and was set to mature on October 1, 2022. On August 9, 2022, the bridge loan was
paid off.

8. Real Estate Investments, net

On December 31, 2021, the Company acquired a 204-unit multifamily property in Charlotte, North Carolina (Hudson
Montford). As of December 31, 2022, the property was 96.1% occupied compared to 95.6% as of December 31, 2021 with
effective rent per occupied unit of $1,663 per month as of December 31, 2022 compared to $1,526 per month as of
December 31, 2021. On February 1, 2022, the Company acquired a 368-unit multifamily property in Las Vegas, Nevada
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(Elysian at Hughes Center). As of December 31, 2022, the property was 94.0% occupied with effective rent per occupied unit
of $1,927 per month as of December 31, 2022. The Company does not expect to maintain a common equity interest in this
property and through an expected restructuring subsequent to December 31, 2022, the investment is expected to be
deconsolidated and presented solely as a preferred equity investment in 2023.

As of December 31, 2022, the major components of the Company's investments in multifamily properties were as
follows (in thousands):

Furniture,
Fixtures
Buildings and Intangible Lease Construction and
Real Estate Investments, Net Land Improvements Assets in Progress = Equipment Totals

Hudson Montford ..........ccoecevveenncnnee $ 10,996 $ 49,831 $ — $ 2 8 602 $ 61,431
Elysian at Hughes (1)......cccccceovvininennns 25,590 160,141 — — — 185,731
Accumulated depreciation and

AMOTTIZALION ..o — (1,752) — — (188) (1,940)
Total Real Estate Investments, Net.... $ 36,586 § 208,220 $ — 3 2 S 414 $ 245222

(1) Elysian at Hughes is classified as held for sale and is not depreciated. The Company sold common interests in
the entity that owns the property to third-party investors throughout 2022. Elysian at Hughes is subject to
mortgage debt with an outstanding principal balance of approximately $89.6 million

As of December 31, 2021, the major components of the Company's investments in multifamily properties were as
follows (in thousands):

Furniture,
Fixtures
Buildings and Intangible Lease Construction and

Real Estate Investment, Net Land Improvements Assets in Progress Equipment Totals

Hudson Montford .........cccovevneinnnne $ 10,996 § 49,807 $ 954 § — S 512 $62,269
Accumulated depreciation and

AMOTtIZAtION ..o — — — — — —

Total Real Estate Investment, Net.... $ 10,996 $ 49,807 $ 954 $ — 3 512 $62,269
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The following table reflects the revenue and expenses for the years ended December 31, 2022 and December 31, 2021
for our multifamily properties (in thousands):

For the Year Ended
December 31,
2022 2021
Revenues
RENTAL INCOIMIE ...ttt ettt e ettt et e e eae e seeeeeeas $ 11,116 $ 10
(01051530 11 TeTe) s L= 1,286 —
TOTAL TEVEIUES ....cvveieevie ettt ettt e ettt e e et e et e e e teeeaeeeaeeeateeeseeeasesenbeeeaseeeseeeseeans 12,402 10
Expenses
TNEETEST EXPEIISE ..ttt ettt ettt ettt ettt ettt ettt st e et e st e e st e sabeeenbeesabeesnbeenane 4,183 2
Real estate taxes and INSUTAINCE ........cooouveiiiiiieeieiiee e e et e et e e e e e e e e s e e s eeeaeeeenaaeeas 1,493
Property Operating EXPENSES. .....cecuveuieureieriiertienteenteeeeeeeeeeseeeseeeeeeneeeneeeseesseesseeseeeeenees 2,548 6
Property general and adminiStrative EXPENSES........ccvvevieverierieeieeeeereesreeseeseereseeseeenes 366 12
Property management f8ES ............eoiriiieiiiieiieci ettt 301 —
Depreciation and amortiZation ............cccverierieeierienieeee e eeeesee e eeeeeeesseeseeseeneeseeesseeees 2,895 —
Rate cap (INCOME) EXPEIISE .. .vveeurieirieeiieiiieeteesteertteestreesteeeteeesseeeseeeseessseeanseessseesnseennn (1,014) 29
Dbt SEIVICE DIIAZE. ... eeiieiiieiieeiieeiee ettt sttt ettt e esbeseaesnaenseeneas 626 —
TOTA] EXPEIISES. .. uveeeirieeiieeiieeieeetee et e eteesbeeeaeesebeessbeessseesaseessbeeanseesnseessseesssaensseesssaensseens 11,398 50
Net income (loss) from consolidated real estate owned................cocceeiiiniiiiiiiiniennenn. $ 1,004 $ (40)

9. Debt

The following table summarizes the Company’s financing arrangements in place as of December 31, 2022 (dollars in

thousands):

December 31, 2022
Facility Collateral
‘Weighted ‘Weighted ‘Weighted
Final average average average
Date Outstanding  Carrying stated interest life (years) Outstanding Amortized Carrying life (years)
issued face amount value maturity rate (1) face amount  cost basis value (3) ?2)
Master Repurchase
Agreements
CMBS
Mizuho(4)....... 4/15/2020 $ 331,020 $ 331,020 N/A (5) 5.83 % 02 $ 974440 $ 543919 $ 539,736 7.0
Asset Specific
Financing
Single Family Rental
10anS ..o
Freddie Mac... 7/12/2019 628,633 628,633 7/12/2029 235% 5.4 688,046 726,531 726,531 5.4
Mezzanine loans
Freddie Mac...  10/20/2020 59,252 59,252 8/1/2031 0.30 % 7.3 105,817 108,390 108,390 7.3
Multifamily property
CBRE............. 12/31/2021 32,480 32,176 6/1/2028 (6) 5.80 % 5.4 N/A 59,491 59,491 5.4
2/1/2022 89,634 89,060 2/1/2032 3.52% 9.1 N/A 185,731 185,731 9.1
Unsecured Financing
Various........... 10/15/2020 36,500 35,530 10/25/2025 7.50 % 2.8 N/A N/A N/A 2.8
Various........... 4/20/2021 165,000 162,930 4/15/2026 5.75% 3.3 N/A N/A N/A N/A
Various 10/18/2022 6,500 6,500  10/18/2027 7.50 % 4.8 N/A N/A N/A N/A
Total/weighted
AVErage........cooeuevunnn. $ 1,349,019  $1,345,101 3.85% 41 $ 1,768,303  $1,624,062  $1,619,879 6.4

(1) Weighted-average interest rate using unpaid principal balances.

(2) Weighted-average life is determined using the maximum maturity date of the corresponding loans, assuming all
extension options are exercised by the borrower.
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€)
“4)

)
(6)

CMBS are shown at fair value on an unconsolidated basis. SFR Loans and mezzanine loans are shown at amortized
cost.

On April 15, 2020, three of our subsidiaries entered into a master repurchase agreement with Mizuho Securities
("Mizuho"). Borrowings under these repurchase agreements are collateralized by portions of the CMBS B-Pieces,
CMBS 1/0 Strips, MSCR Notes and mortgage backed securities.

The master repurchase agreement with Mizuho does not have a stated maturity date. The transactions in place
have a one-month to two-month tenor and are expected to roll accordingly.

Debt was assumed upon acquisition of this property and recorded at the outstanding principal amount, net of debt
issuance costs. The loan can be prepaid at a 1.0% prepayment premium on any unpaid principal. The loan is open
to pre-payment in the last three months of the term.

The following table summarizes the Company’s financing arrangements in place as of December 31, 2021 (dollars in
thousands):

December 31, 2021

Facility Collateral
‘Weighted ‘Weighted ‘Weighted
Final average average average
Date Outstanding  Carrying stated interest life (years) Outstanding  Amortized Carrying life (years)
issued face amount value maturity rate (1) ?2) face amount cost basis value (3) ?)
Master Repurchase
Agreements
CMBS
Mizuho(4) ... 4/152020 § 286,324 § 286,324 N/A (5) 1.97 % 003 $ 2,101,790 $ 499,975 $§ 531,367 8.0
Asset Specific
Financing
Single Family Rental
Freddic Mac.. 7/12/2019 726,312 726312 7/12/2029 2.41% 6.5 795,223 847,364 847,364 6.5
Mezzanine
Freddie Mac.. 10/20/2020 59,914 59,914 8/1/2031 0.30 % 83 97,899 100,857 100,857 83
Multifamily
CBRE...... 12/31/2021 32,480 32,176 6/1/2028 (6) 2.76 % 6.4 N/A 62,269 62,269 6.4
Unsecured Financing
Various.......... 10/15/2020 36,500 35233 10/25/2025 7.50 % 3.8 N/A N/A N/A N/A
Various.......... 4/20/2021 135,000 133,092 4/15/2026 5.75% 43 N/A N/A N/A N/A
Total/weighted
AVETAZE oo $ 1,276,530  $1,273,051 272% 48 $ 2994912 $ 1,510465 $1,541,857 7.6

(1) Weighted-average interest rate using unpaid principal balances.

(2) Weighted-average life is determined using the maximum maturity date of the corresponding loans, assuming all
extension options are exercised by the borrower.

(3) CMBS are shown at fair value on an unconsolidated basis. SFR Loans and mezzanine loans are shown at amortized
cost.

(4) On April 15, 2020, three of our subsidiaries entered into a master repurchase agreement with Mizuho Securities
(“Mizuho”). Borrowings under these repurchase agreements are collateralized by portions of the CMBS B-Pieces
and CMBS 1/0 Strips.

(5) The master repurchase agreement with Mizuho does not have a stated maturity date. The transactions in place
have a one-month to two-month tenor and are expected to roll accordingly.

(6) Debt was assumed upon acquisition of this property and recorded at the outstanding principal amount, net of debt

issuance costs. The loan can be prepaid at a 1.0% prepayment premium on any unpaid principal. The loan is open
to pre-payment in the last three months of the term.

Prior to the Formation Transaction, two of our subsidiaries entered into a loan and security agreement dated, July 12,
2019, with Freddie Mac (the “Credit Facility”). Under the Credit Facility, these entities borrowed approximately $788.8
million in connection with their acquisition of senior pooled mortgage loans backed by SFR properties (the “Underlying
Loans”). No additional borrowings can be made under the Credit Facility, and our obligations will be secured by the
Underlying Loans. The Credit Facility is guaranteed by certain members of the Contribution Group and the OP. The
guarantors are subject to minimum net worth and liquidity covenants. The Credit Facility continues to be guaranteed by
members of the Contribution Group and the OP as of December 31, 2022. The Credit Facility was assumed by the Company
as part of the Formation Transaction at carrying value which approximated fair value. As such, the remaining outstanding
balance of $788.8 million was contributed to the Company on February 11, 2020. Our borrowings under the Credit Facility
will mature on July 12, 2029. However, if an Underlying Loan matures or is paid off prior to July 12, 2029, the Company
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will be required to repay the portion of the Credit Facility that is allocated to that loan. As of December 31, 2022, the
outstanding balance on the Credit Facility was $628.6 million.

We, through the Subsidiary OPs, have borrowed approximately $331.0 million under our repurchase agreements and
posted $974.4 million par value of our CMBS B-Piece, CMBS 1/O Strip, MSCR Notes and mortgage backed security
investments as collateral as of December 31, 2022. The CMBS B-Pieces, CMBS 1/O Strips, MSCR Notes and mortgage
backed securities held as collateral are illiquid and irreplaceable in nature. These assets are restricted solely to satisfy the
interest and principal balances owed to the lender.

On October 15, 2020, the OP issued 7.50% Senior Unsecured Notes (the “OP Notes”) for an aggregate principal
amount of $36.5 million and a coupon rate of 7.50%. The OP Notes are due October 15, 2025 and were sold at approximately
99% of par value for proceeds of approximately $36.1 million before offering costs. Additionally, the OP Notes are fully
guaranteed by the Company in the event that the OP cannot satisfy the obligations of the OP Notes. As of December 31,
2022, any action required under the guaranty is considered remote.

On October 20, 2020, the Company acquired a portfolio of 18 mezzanine loans with an aggregate principal amount
outstanding of approximately $97.9 million and a weighted average fixed interest rate of 7.54% for a price of 102% of the
outstanding principal amount plus accrued interest of $0.3 million. Freddie Mac provided seller financing of approximately
$59.9 million with a weighted average fixed interest rate of 0.30%. Proceeds from the OP Notes offering and cash on hand
were used to fund the remainder of the purchase price.

On April 20, 2021, the Company issued $75.0 million in aggregate principal amount of its 5.75% Senior Unsecured
Notes due 2026 (the “5.75% Notes™) at a price equal to 99.5% of par value for proceeds of approximately $73.1 million after
original issue discount and underwriting fees.

On December 20, 2021, the Company issued an additional $60.0 million aggregate principal amount of its 5.75%
Notes at a price equal to 102.8% par value, including accrued interest, for proceeds of approximately $60.9 million after
original issue discount and underwriting fees.

On January 25, 2022, the Company issued an additional $35.0 million aggregate principal amount of its 5.75% Notes
at a price equal to 100.9% par value, including accrued interest, for proceeds of approximately $35.1 million after original
issue discount and underwriting fees.

On May 20, 2022, the Company purchased $3.0 million aggregate principal amount of its 5.75% Notes at a price equal
to 96.3% par value, including accrued interest, for approximately $2.9 million. The purchased 5.75% Notes were cancelled
upon settlement.

On June 30, 2022, the Company purchased $2.0 million aggregate principal amount of'its 5.75% Notes at a price equal

to 96.5% par value, including accrued interest, for approximately $2.0 million. The purchased 5.75% Notes were cancelled
upon settlement.
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As of December 31, 2022, the outstanding principal balances related to the SFR Loans and levered mezzanine loans

consisted of the following (dollars in thousands):

Outstanding
Investment  Principal Property Interest Interest  Maturity
Investment Date Balance (1) Location Type Type Rate Date
SFR Loans
Senior loan ....  2/11/2020 $ 465,690 Various  Single-family Fixed 2.24%  9/1/2028
Senior loan ....  2/11/2020 46,094 Various  Single-family Fixed 2.14% 10/1/2025
Senior loan ....  2/11/2020 34,528 Various  Single-family Fixed 2.70% 11/1/2028
Senior loan ....  2/11/2020 9,293 Various  Single-family Fixed 2.79%  9/1/2028
Senior loan ....  2/11/2020 9,284 Various  Single-family Fixed 2.45%  3/1/2026
Senior loan ....  2/11/2020 8,828 Various  Single-family Fixed 351%  2/1/2028
Senior loan ....  2/11/2020 8,805 Various  Single-family Fixed 3.30% 10/1/2028
Senior loan ....  2/11/2020 8,007 Various  Single-family Fixed 3.14%  1/1/2029
Senior loan ....  2/11/2020 6,778 Various  Single-family Fixed 298 %  2/1/2029
Senior loan ....  2/11/2020 5,947 Various  Single-family Fixed 2.99%  3/1/2029
Senior loan ....  2/11/2020 5,513 Various  Single-family Fixed 240%  2/1/2024
Senior loan ....  2/11/2020 5,346 Various  Single-family Fixed 3.14% 12/1/2028
Senior loan ...  2/11/2020 5,015 Various  Single-family Fixed 2.64% 10/1/2028
Senior loan ....  2/11/2020 4,770 Various  Single-family Fixed 2.48%  8/1/2023
Senior loan ....  2/11/2020 4,735 Various  Single-family Fixed 297%  1/1/2029
Total ................. $ 628,633 2.35%
Mezzanine Loans
Senior loan ....  10/20/2020 $ 8,723 Wilmington, DE Multifamily Fixed 030%  6/1/2029
Senior loan .... 10/20/2020 7,344 White Marsh, MD Multifamily Fixed 0.30%  4/1/2031
Senior loan .... 10/20/2020 6,353 Philadelphia, PA Multifamily Fixed 030%  7/1/2031
Senior loan .... 10/20/2020 5,881  Daytona Beach, FL Multifamily Fixed 030%  7/1/2031
Senior loan .... 10/20/2020 4,523 Laurel, MD Multifamily Fixed 0.30%  7/1/2031
Senior loan .... 10/20/2020 4,179 Temple Hills, MD Multifamily Fixed 030%  1/1/2029
Senior loan ....  10/20/2020 3,390 Temple Hills, MD Multifamily Fixed 030%  5/1/2029
Senior loan .... 10/20/2020 3,348 Lakewood, NJ Multifamily Fixed 0.30% 5/1/2029
Senior loan ....  10/20/2020 2,454 North Aurora, IL Multifamily Fixed 0.30% 11/1/2028
Senior loan .... 10/20/2020 2,264 Rosedale, MD Multifamily Fixed 0.30% 10/1/2028
Senior loan .... 10/20/2020 2,215 Cockeysville, MD Multifamily Fixed 030%  7/1/2031
Senior loan .... 10/20/2020 2,026 Laurel, MD Multifamily Fixed 0.30%  7/1/2029
Senior loan .... 10/20/2020 1,836 Vancouver, WA Multifamily Fixed 0.30% 8/1/2031
Senior loan .... 10/20/2020 1,763 Tyler, TX Multifamily Fixed 030% 11/1/2028
Senior loan .... 10/20/2020 1,307 Las Vegas, NV Multifamily Fixed 0.30% 10/1/2028
Senior loan .... 10/20/2020 918 Atlanta, GA Multifamily Fixed 030%  8/1/2031
Senior loan .... 10/20/2020 728 Des Moines, IA Multifamily Fixed 0.30%  3/1/2029
Total ................. $ 59,252 0.30 %

(1) Outstanding principal balance represents the total repurchase agreement balance outstanding as of December 31,

2022.
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For the years ended December 31, 2022 and 2021, the activity related to the carrying value of the master repurchase
agreements, secured financing agreements and unsecured financing were as follows (in thousands):

For the Year Ended
December 31,

2022 2021
Balances as of December 31, ..............ooooiiiiiiiiiii e $ 1,273,355 $§ 1,036,878
Principal DOITOWINES .....veovviiviiiiiietietieeie ettt ettt ettt ettt e esre b e easeetaestaesseeseeseennas 260,937 339,137
Principal TEPAYIMENLS ......ooiiiiiiiietieieee ettt ettt s ettt (184,848) (103,212)
Repurchase of UnSecUred NOLES ........c.eeveiieriieriieii ettt (4,829) —
ACCTEION OF AISCOUNTS....eoviiiiiiiiiiecie ettt ettt e et e et e et e e e e eabeeesbaeenseeensaeenreeas 790 552
Amortization of deferred finanCing COSES .......oovvirirrieriieiiieie et 48 —
Balances as of December 31, ..o $ 1,345,453 § 1,273,355

Schedule of Debt Maturities

The aggregate scheduled maturities, including amortizing principal payments, of total debt for the next five calendar
years subsequent to December 31, 2022 are as follows (in thousands):

Year Recourse Non-recourse Total

2023 (1) ettt et nreenaeene e $ — 3 (335,790) $ (335,790)
2024 .ottt e et e e nte e e taeenae e raeenneas — (5,513) (5,513)
2002 et e et e et e e tbeetteebaeeneeeraeenneas (36,500) (46,094) (82,594)
2026 ..ot ettt et e e tt e e baeebeeetreenneas (197,480) (9,284) (206,764)
2027 et e e e tae e tbeete e e baeetaeetaeenneas (6,500) — (6,500)
TREICATLET ... e — (711,858) (711,858)

$  (240480) $ (1,108,539) $ (1,349,019)

(1) The transactions in place in the master repurchase agreement with Mizuho have a one-month to two-month tenor
and are expected to roll accordingly.

10. Fair Value of Financial Instruments

Fair-value measurements are determined based on the assumptions that market participants would use in pricing an
asset or liability. As a basis for considering market-participant assumptions in fair-value measurements, ASC 820 establishes
a fair-value hierarchy that distinguishes between market-participant assumptions based on market data obtained from sources
independent of the reporting entity (observable inputs that are classified within Levels 1 and 2 of the hierarchy) and the
reporting entity’s own assumptions about market-participant assumptions (unobservable inputs classified within Level 3 of
the hierarchy):

e Level 1 inputs are adjusted, quoted prices in active markets for identical assets or liabilities at the measurement
date.

*  Level 2 inputs are other than quoted prices that are observable for the asset or liability, either directly or indirectly.
Level 2 inputs may include quoted prices for similar instruments in active markets and inputs that are observable
for the asset or liability (other than quoted prices), such as interest rates and yield curves, that are observable at
commonly quoted intervals.

»  Level 3 inputs are unobservable inputs for the asset or liability, and include situations where there is little, if any,
related market activity for the asset or liability.

The Company’s assessment of the significance of a particular input to the fair-value measurement in its entirety
requires judgment and considers factors specific to the asset or liability.
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Derivative Financial Instruments and Hedging activities

The Company is exposed to certain risks arising from both its business operations and economic conditions. The
Company principally manages its exposures to a wide variety of business and operational risks through management of its
core business activities. The Company manages economic risks, including interest rate, liquidity and credit risk, primarily by
managing the amount, sources and duration of its debt funding and the use of derivative financial instruments. Specifically,
the Company may enter into derivative financial instruments to manage exposures that arise from business activities that
result in the receipt or payment of future known and uncertain cash amounts, the value of which are determined by interest
rates. The Company’s derivative financial instruments are used to manage differences in the amount, timing and duration of
the Company’s known or expected cash payments principally related to the Company’s borrowings. In order to minimize
counterparty credit risk, the Company enters into and expects to enter into hedging arrangements only with major financial
institutions that have high credit ratings.

The Company utilizes an independent third party to perform the market valuations on its derivative financial
instruments. The valuation of these instruments is determined using widely accepted valuation techniques, including
discounted cash flow analysis on the expected cash flows of each derivative. This analysis reflects the contractual terms of
the derivatives, including the period to maturity, and uses observable market-based inputs, including interest rate curves and
implied volatilities. The fair values of interest rate swaps are determined using the market standard methodology of netting
the discounted future fixed cash receipts (or payments) and the discounted expected variable cash payments (or receipts). The
variable cash payments (or receipts) are based on an expectation of future interest rates (forward curves) derived from
observable market interest rate curves. The fair values of interest rate caps are determined using the market standard
methodology of discounting the future expected cash receipts that would occur if variable interest rates rise above the strike
rate of the caps. The variable interest rates used in the calculation of projected receipts on the cap are based on an expectation
of future interest rates derived from observable market interest rate curves and volatilities. To comply with the provisions of
ASC 820, the Company incorporates credit valuation adjustments to appropriately reflect both the Company’s own
nonperformance risk and the respective counterparty’s nonperformance risk in the fair value measurements. In adjusting the
fair value of the Company’s derivative contracts for the effect of nonperformance risk, the Company has considered the
impact of netting and any applicable credit enhancements, such as collateral postings, thresholds, mutual puts and guarantees.
Although the Company has determined that the majority of the inputs used to value its derivatives fall within Level 2 of the
fair value hierarchy, the credit valuation adjustments associated with the Company’s derivatives utilize Level 3 inputs, such
as estimates of current credit spreads, to evaluate the likelihood of default by the Company and its counterparties. The
Company has determined that the significance of the impact of the credit valuation adjustments made to its derivative
contracts, which determination was based on the fair value of each individual contract, was not significant to the overall
valuation. As a result, all of the Company’s derivatives held as of December 31, 2022 and 2021 were classified as Level 2 of
the fair value hierarchy.

The Company’s main objective in using interest rate derivatives is to add stability to interest expense related to floating
rate debt. To accomplish this objective, the Company primarily uses interest rate caps as part of its interest rate risk
management strategy. Interest rate caps involve the receipt of variable-rate amounts from a counterparty if interest rates rise
above the strike rate on the contract in exchange for an up-front premium. On December 30, 2021, the Company, through a
subsidiary, entered into a $32.5 million interest rate cap agreement at a strike rate of 2.29% to hedge the variable cash flows
associated with the Company's floating rate debt. The interest rate cap terminates on June 1, 2024. As of December 31, 2022,
this interest rate cap had a fair value of approximately $1.1 million.

Financial Instruments Carried at Fair Value
See Note 2 and Notes 4 through 6 for additional information.
Financial Instruments Not Carried at Fair Value

The fair values of cash and cash equivalents, accrued interest and dividends, accounts payable and other accrued
liabilities and accrued interest payable approximated their carrying values because of the short-term nature of these
instruments. The estimated fair values of other financial instruments were determined by the Company using available market
information and appropriate valuation methodologies. Considerable judgment is necessary to interpret market data and
develop estimated fair values. Accordingly, the estimates presented herein are not necessarily indicative of the amounts the
Company would realize on the disposition of the financial instruments. The use of different market assumptions or estimation
methodologies may have a material effect on the estimated fair value amounts.

In calculating the fair value of its long-term indebtedness, the Company used interest rate and spread assumptions that
reflect current creditworthiness and market conditions available for the issuance of long-term debt with similar terms and
remaining maturities. These financial instruments utilize Level 2 inputs.
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Amounts borrowed under master repurchase agreements are based on their contractual amounts that reasonably
approximate their fair value given the short to moderate term and floating rate nature.

The following tables present carrying values and fair values of the Company’s financial assets and liabilities recorded
at fair value on a recurring basis, as well as other financial instruments not carried at fair value as of December 31, 2021 and
December 31, 2022, respectively (in thousands):

The carrying values and fair values of the Company’s financial assets and liabilities recorded at fair value on a recurring
basis, as well as other financial instruments not carried at fair value as of December 31, 2021 (in thousands):

Fair Value
Carrying
Value Level 1 Level 2 Level 3 Total
Assets

Cash and cash equivalents.............. $ 26,459 $ 26,459 $ — 3 — 3 26,459
Restricted cash........ccooovvvvivvninennnnn. 6,773 6,773 — — 6,773
Real estate investments, net............ 62,269 62,269 — — 62,269
Loans, held-for-investment, net...... 241,517 — — 242,396 242,396
Common stock investment, at fair

ValUE...cooeeeieiceeeeeeeeee e, 58,460 — — 58,460 58,460
Mortgage loans, held-for-

investment, Net...........cccceeeeennnen.. 847,364 — — 849,455 849,455
Accrued interest and dividends....... 8,319 8,319 — — 8,319
Mortgage loans held in variable

interest entities, at fair value ........ 7,192,547 — 7,192,547 — 7,192,547
CMBS structured pass through

certificates, at fair value............... 69,816 — 69,816 — 69,816
Accounts receivable and other

ASSCLS woveiiiiieeeeie e 393 393 — — 393

$ 8,513917 § 104213 $§ 7,262,363 $ 1,150,311 $§ 8,516,887
Liabilities

Secured financing agreements, net. $ 786,226 $ — 3 — 3 809,586 $ 809,586
Master repurchase agreements........ 286,324 — — 286,324 286,324
Unsecured notes, net..........cc...o....... 168,325 — — 168,325 168,325
Mortgages payable, net................... 32,176 — — 32,176 32,176
Accounts payable and other

accrued liabilities ..........cccveeennee.. 3,903 3,903 — — 3,903
Accrued interest payable ................ 3,985 3,985 — — 3,985
Bonds payable held in variable

interest entities, at fair value ........ 6,726,272 — 6,726,272 — 6,726,272

$ 8,007,211 $ 7,888 § 6,726,272 § 1,296,411 § 8,030,571
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The carrying values and fair values of the Company’s financial assets and liabilities recorded at fair value on a recurring
basis, as well as other financial instruments not carried at fair value as of December 31, 2022 (in thousands):

Fair Value
Carrying
Value Level 1 Level 2 Level 3 Total
Assets
Cash and cash equivalents............. $ 20,048 $ 20,048 $ — 3 — 3 20,048
Restricted cash............cccceeeeeiinn. 299 299 — — 299
Real estate investments, net........... 245,222 — — 245222 245222
Loans, held-for-investment, net..... 256,147 — — 255,254 255,254
Common stock investments, at fair

ValUE oo 78,264 — — 78,264 78,264
Mortgage loans, held-for

investment, Net ..............ccceveeennn. 726,531 — — 727,533 727,533
Accrued interest...........oovvvveveinnn.n. 15,665 15,665 — 15,665
Mortgage loans held in variable

interest entities, at fair value ...... 6,720,246 — 6,720,246 — 6,720,246
CMBS structured pass-through

certificates, at fair value.............. 46,876 — 46,876 — 46,876
MSCR notes, at fair value ............. 10,313 — 10,313 10,313
Mortgage backed securities, at fair

Valle ...coveeeviecieeceeeeeeee e 32,328 — 32,328 — 32,328
Accounts receivable and other

ASSELS uvvveeeeeeeeeire e 2,197 2,197 — — 2,197

$ 8,154,136 $ 38,209 $ 6,809,763 $ 1,306,273 $ 8,154,245
Liabilities
Secured financing agreements,

NET et $ 687,885 $ — 3 — 5 713,253  $ 713,253
Master repurchase agreements ...... 331,020 — — 331,020 331,020
Unsecured notes, net...................... 204,960 — 175,560 — 175,560
Mortgages payable, net.................. 121,236 — — 121,236 121,236
Accounts payable and other

accrued liabilities ....................... 6,231 6,236 — — 6,236
Accrued interest payable ............... 7,986 7,986 — 7,986
Bonds payable held in variable

interest entities, at fair value ...... 6,249,804 — 6,249,804 — 6,249,804

$ 7,609,122 § 14222 $ 6425364 § 1,165509 § 7,605,095

The significant unobservable inputs used in the fair value measurement of the Company’s investment in NSP are the
discount rate and terminal capitalization rate. Significant increases (decreases) in any of those inputs in isolation could result
in a significantly lower (higher) fair value measurement. The Company's investment in the Private REIT was transferred out
of level 2 to level 3 due to a lack of observable market data for the three months ended December 31, 2022.
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The following is a summary of significant unobservable inputs used in the fair valuation of the Company's Level 3
assets carried at fair value on the Consolidated Balance Sheets (dollars in thousands):

Carrying Unobservable Weighted

Value Valuation Technique Inputs Range Average
Common stock investment, at fair value. $ 50  Discounted cash flow Terminal cap rate 5.13% - 5.63% 5.38%
Discount rate 7.75% - 9.75% 8.75%
Common stock investment, at fair value. 28 Recent transaction Yield 3.35% - 5.00% 3.81%

The table below reflects a summary of changes for the Company's Level 3 common stock assets carried at fair value
on the Consolidated Balance Sheets for the year ended December 31, 2022.

Change in
Unrealized
Balance as of Gains Balance as of
12/31/21 /(Losses) 12/31/22
Common stock investment, at fair value..........ocevveeeeeeeeeeeeeeeeeeeee $ 58,460 $ (8,080) $ 50,380
Common stock investment, at fair value.............ccccooooeveiiiiiiiieieeeee. — — 27,884

Other Financial Instruments Carried at Fair Value

Redeemable noncontrolling interests in the OP have a redemption feature and are marked to their redemption value if
such value exceeds the carrying value of the redeemable noncontrolling interests in the OP (see Note 13). The redemption
value is based on the fair value of the Company’s common stock at the redemption date, and therefore, is calculated based
on the fair value of the Company’s common stock at the balance sheet date. Since the valuation is based on observable inputs
such as quoted prices for similar instruments in active markets, redeemable noncontrolling interests in the OP are classified
as Level 2 if they are adjusted to their redemption value. At December 31, 2022, the redeemable noncontrolling interests in
the OP are valued at their carrying value on the Consolidated Balance Sheets (see Note 13).

11. Stockholders’ Equity
Common Stock

For the year ended December 31, 2022, the Company issued 114,678 shares of common stock pursuant to its long-
term incentive plan (see “Long Term Incentive Plan” below) and 531,728 shares of common stock pursuant to its at-the-
market offering (see “At-the-Market Offering” below).

As of December 31, 2022, the Company had 17,366,930 shares of common stock, par value $0.01 per share, issued
and 17,079,943 shares of common stock, par value $0.01 per share, outstanding.

Preferred Stock

On July 24, 2020, the Company issued 2,000,000 shares of its 8.50% Series A Cumulative Redeemable Preferred
Stock (the “Series A Preferred Stock™) at a price to the public of $24.00 per share, for gross proceeds of $48.0 million before
deducting underwriting discounts and commissions of approximately $1.2 million and other offering expenses of
approximately $0.8 million. The Series A Preferred Stock has a $25.00 per share liquidation preference.

Share Repurchase Program

On March 9, 2020, the Board authorized the Share Repurchase Program through which the Company could repurchase
an indeterminate number of shares of our common stock at an aggregate market value of up to $10.0 million in shares of its
common stock, par value $0.01 per share, during a two-year period that expired on March 9, 2022. On September 28, 2020,
the Board authorized the expansion of the Share Repurchase Program to include the Company’s Series A Preferred Stock
with the same period and repurchase limit. The Company was able to utilize various methods to affect the repurchases, and
the timing and extent of the repurchases will depend upon several factors, including market and business conditions,
regulatory requirements and other corporate considerations, including whether the Company’s common stock is trading at a
significant discount to NAV per share. From inception through expiration, the Company repurchased 327,422 shares of its
common stock, par value $0.01 per share, at a total cost of approximately $4.8 million, or $14.61 per share. These repurchased
shares of common stock are classified as treasury stock and reduce the number of shares of the Company’s common stock
outstanding and, accordingly, are considered in the weighted-average number of shares outstanding during the period. On
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March 3, 2021, the Company cancelled 40,435 shares of common stock, reducing the total classified as treasury stock
to 286,987.

Long Term Incentive Plan

On January 31, 2020, the NexPoint Real Estate Finance, Inc. 2020 Long Term Incentive Plan (the “2020 LTIP”) was
approved, and on May 7, 2020, the Company filed a registration statement on Form S-8 registering 1,319,734 shares of
common stock, par value $0.01 per share, which the Company may issue pursuant to the 2020 LTIP. The 2020 LTIP
authorizes the compensation committee of the Board to provide equity-based compensation in the form of stock options,
appreciation rights, restricted shares, restricted stock units, performance shares, performance units and certain other awards
denominated or payable in, or otherwise based on, the Company’s common stock or factors that may influence the value of
the Company’s common stock, plus cash incentive awards, for the purpose of providing the Company’s directors, officers
and other key employees (and those of the Manager and the Company’s subsidiaries), the Company’s non-employee directors,
and potentially certain non-employees who perform employee-type functions, incentives and rewards for performance.

Restricted Stock Units. Under the 2020 LTIP, restricted stock units may be granted to the Company’s directors, officers
and other key employees (and those of the Manager and the Company’s subsidiaries) and typically vest over a three to five-
year period for officers, employees and certain key employees of the Manager and annually for directors. The most recent
grant of restricted stock units to officers, employees and certain key employees of the Manager will vest over a four-year
period. Beginning on the date of grant, restricted stock units earn dividends that are payable in cash on the vesting date. On
May 8, 2020, pursuant to the 2020 LTIP, the Company granted 14,739 restricted stock units to its directors, on June 24, 2020,
the Company granted 274,274 restricted stock units to its officers and other employees of the Manager, on November 2, 2020,
the Company granted 1,838 restricted stock units to the sole member of the general partner of one of the Company's
subsidiaries, on February 22, 2021, the Company granted 220,352 restricted stock units to its officers and other employees
of the Manager and 11,832 restricted stock units to its directors, on November 8, 2021, the Company granted 1,201 restricted
stock units to the sole member of the general partner of one of the Company’s subsidiaries, and on February 21, 2022, the
Company granted 264,476 restricted stock units to its officers and other employees of the Manager and 12,464 restricted
stock units to its directors. The following table includes the number of restricted stock units granted, vested, forfeited and
outstanding as of December 31, 2022:

2022
Weighted
Average
Number of Grant Date
Units Fair Value
Outstanding January 1, 2022.........c.ccvvueieirieiieiiieieieeee ettt ese s ne 439,087 $ 15.97
GIANEEA ...ttt ettt e et e e et e e e ab e e ebeeeabeeeabeeetbeeeaseesabeeenbeeeabeeenseenanes 276,940 19.85
VIESTEA ...ttt et e e et e et e et e e etaeeeaaeeas (135,778) (1) 19.39
Q) 31T PSPPSR (2,889) 20.81
Outstanding December 31, 2022.......ccuieivieiiiiecieitieie ettt re e saeas 577,360 $ 17.88

(1) Certain key employees of the Manager elected to net the taxes owed upon vesting against the shares issued
resulting in 114,678 shares being issued as shown on the consolidated statements of stockholders' equity.

The vesting schedule for the restricted stock units as of December 31, 2022 is as follows:

Shares Vesting
February May Total
20023 ettt ettt et e naean 133,103 68,569 201,672
2024 .ot 120,638 68,564 189,202
2025 et ettt ettt naean 120,644 — 120,644
2020 ettt ettt ettt e et e nneennean 65,842 — 65,842
TO AL 440,227 137,133 577,360

At-The-Market-Offering
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On March 31, 2021, the Company, the OP and the Manager entered into separate equity distribution agreements (the
“2021 Equity Distribution Agreements”) with each of Raymond James & Associates, Inc. (“Raymond James”), Keefe,
Bruyette & Woods, Inc., Robert W. Baird & Co. Incorporated and Virtu Americas LLC, pursuant to which the Company
could issue and sell from time to time shares of the Company's common stock and Series A Preferred Stock having an
aggregate sales price of up to $100.0 million (the “2021 ATM Program”). The 2021 Equity Distribution Agreements provided
for the issuance and sale of common stock or Series A Preferred Stock by the Company through a sales agent acting as a sales
agent or directly to the sales agent acting as principal for its own account at a price agreed upon at the time of sale. On
December 16, 2021, the Company terminated each 2021 Equity Distribution Agreements.

Sales of shares of common stock or Series A Preferred Stock under the 2021 ATM Program, if any, may have been
made in transactions that are deemed to be “at the market” offerings, as defined in Rule 415 under the Securities Act of 1933,
as amended (the “Securities Act”), including, without limitation, sales made by means of ordinary brokers' transactions on
the New York Stock Exchange (“NYSE”), to or through a market maker at market prices prevailing at the time of sale, at
prices related to prevailing market prices or at negotiated prices based on prevailing market prices. The Company did not
incur any termination penalties as a result of the 2021 Equity Distribution Agreements. As of the termination date, no Series
A Preferred Stock had been sold through the 2021 ATM Program. The following table contains summary information of the
2021 ATM Program for sales from inception through the termination date:

GTOSS PIOCEEAS ....vvevieete ettt ettt ettt e e et eete e te et e eateetteeteeteeaeeeaseenseesseeteeeseeseenneenreeneeans $ 11,264,237
Shares of ComMmON StOCK ISSUEM ......cooiimiiiiiiiie et e e e e e e e e te e e e e e eesaaaaaeeeeeesannes 532,694
Gross Average Sale Price per Share of Common StOCK .........cccverviiriiiiiiiiiiieciceeieee e $ 21.15
SALES COIMUIUSSIONS ...ttt et ee e e e e e e et e e e et e e e e e e e e e et e e eeaaeeeseaateeeeeaeeeseeaaeeesateeeseneeeesaaneesenees $ 168,963
OFTRIING COSES ..eeutieuiieutieiteeiieette ettt et et et eett e bt e et e st esseeseessae s e enseensesaeesseesseenseenseanseessenssenseenseensesnsesnsesneensnenn 793,779
INEE PIOCEEAS .ottt e e e e et e e e e e e et et eeeeeeenaaaaeeeeeesseeaaareeeeeseeenanaaeeeas 10,301,495
AVErage Price Per SNAre, NET.......c.cooviiiieiiiiiiiecieie ettt e et e steeste e seesseesseessesseesseesseenseesseensens $ 19.34

On March 15, 2022, the Company, the OP and the Manager entered into separate equity distribution agreements (the
“2022 Equity Distribution Agreements”) with each of Raymond James, Keefe, Bruyette & Woods, Inc., Robert W. Baird &
Co. Incorporated and Virtu Americas LLC, pursuant to which the Company could issue and sell from time to time shares of
the Company's common stock and Series A Preferred Stock having an aggregate sales price of up to $100.0 million (the
“2022 ATM Program”). The 2022 Equity Distribution Agreements provided for the issuance and sale of common stock or
Series A Preferred Stock by the Company through a sales agent acting as a sales agent or directly to the sales agent acting as
principal for its own account at a price agreed upon at the time of sale. As of December 31, 2022, pursuant to the 2022 Equity
Distribution Agreements, the Company had sold 531,728 shares of its common stock and zero shares of Series A Preferred
Stock for total gross sales of $12.6 million.

Sales of shares of common stock or Series A Preferred Stock under the 2022 ATM Program, if any, may be made in
transactions that are deemed to be “at the market” offerings, as defined in Rule 415 under the Securities Act including, without
limitation, sales made by means of ordinary brokers' transactions on the NYSE, to or through a market maker at market prices
prevailing at the time of sale, at prices related to prevailing market prices or at negotiated prices based on prevailing market
prices.
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The following table contains summary information of the 2022 ATM Program since its inception through
December 31, 2022:

GTOSS PIOCEEAS ... ..eiceiie ettt ettt ettt e et e et e et e e te e e eae e e ets e eeaeeeeteeeeateeeaseeenaeeenseenneeans $ 12,575,493
Shares of CommON StOCK ISSUEA ......covviiiiiiiiieeeie et e et e e et e e e enaee e e enaeeas 531,728
Gross Average Sale Price per Share of Common StOCK .........ccveiiiiiiiiiiniiieeeee e $ 23.65
SALES COIMIMESSIONS ... vviieiieieeee ettt ee et e et e et e e e et e et e e easeeeateeeaeeeeateeeteeeteeeeaeeeaeesseeeaseesseeenseeanseeenseeeaseesnseennes $ 188,655
O TETING COSES et eutreetiieitieeitie ettt ettt e ettt ettt e tteette e taeessteebaeeseeessseenseeassseenseesaseeenseesaseeanseesaseeensaesnsaeanseeensseesneans 888,249
INEE PLOCEEAS ..ot e e e e et e e et e e e e e e et e e e eenteeeeenteeeeenaeeesenneseesenaeeeesnaeeeean 11,498,589
AVErage Price Per SHare, NMET.........ooouiiiiiiicieiiee ettt ettt et e et e et e et e et et ente et e enaeeneens $ 21.62

Noncontrolling Interest in Subsidiary

On April 1, 2021, a subsidiary of one of the Subsidiary OPs (such subsidiary, the “REIT Sub”) closed its issuance of
125 preferred membership units of the REIT Sub (the “Preferred Membership Units”) at a price of $1,000 per unit, for gross
proceeds of approximately $0.1 million, net of offering costs and initial administrative expenses. Holders of Preferred
Membership Units are entitled to receive distributions semiannually from the REIT Sub at a per annum rate equal to 12.0%
of the total of the purchase price of $1,000 per unit plus accumulated and unpaid distributions. The Preferred Membership
Units are generally redeemable by the REIT Sub at any time for $1,000 per unit plus accumulated and unpaid distributions
and an additional redemption premium if the Preferred Membership Units are redeemed on or before December 31, 2023.
The issuance of the 125 Preferred Membership Units is presented as “Noncontrolling interest in subsidiary” on the
Consolidated Balance Sheets and Consolidated Statements of Stockholders’ Equity.

Secondary Public Offering

On August 18, 2021, the Company, the OP and the Manager entered into an underwriting agreement (the
“Underwriting Agreement”) with Raymond James as representative of the several underwriters named therein (collectively,
the “Underwriters”), pursuant to which the Company agreed to sell 2,000,000 shares of its common stock (the “Firm Shares™)
at a public offering price of $21.00 per share. The Company also granted the Underwriters a 30-day option to purchase up to
an additional 300,000 shares of its common stock (the “Option Shares”). The Firm Shares were issued on August 20, 2021.
On September 8, 2021, the Underwriters partially exercised the option to purchase 59,700 Option Shares. The 59,700 Option
Shares were issued on September 10, 2021.

The following table contains summary information of the secondary public offering.

GTOSS PLrOCEEAS ......eieeiiieee ettt ettt ettt et e e e et e e te e e et e e eaa e e eateeeaaeeeaaeeeaaeeeaneens $ 43,253,700
Shares of ComMON STOCK ISSUEA ......coouvviiiiiiie ettt et e et e e e et e e eaae e e e aaeeeeenaeeesennaes 2,059,700
Gross Average Sale Price per Share of Common StOCK .........ccvvviiiiiiiiiniiieiceee e $ 21.00
UNAEIWITHNG DISCOUNES .....eiviiiieiiieiieitieite et ete et e et eete et e ebeesaeetsesteesbeeseesseesseessesseeseenseesseessesssesseessesssesssens $ 1,946,417
L0 3 () 11T 1] USSP 813,748
INEE PIOCEEAS .ottt ettt e e e e e et e e e e e e et a e e e e e e eeeaaeeeeeeesseeaaaeereeeseeenanaaeeeas 40,493,535
AVETrage Price Per SHAre, NMET.......c.eoouieiieieiieiiecit ettt ettt sttt e st e e be e seesaesneesseesseenseenseenseennesneens $ 19.66

OP Unit Redemption

At the 2021 annual meeting of the Company, the Company's stockholders approved the potential issuance of
13,758,905.9 shares of the Company's common stock to related parties in connection with the redemption of their OP Units
or SubOP Units that may be redeemed for OP Units. On September 8, 2021, the Company redeemed approximately 1,479,132
OP Units and issued 1,479,132 shares of common stock to the redeeming unitholders. On January 7, 2022, the Company
redeemed approximately 4,774,570 OP Units and issued 4,774,570 shares of common stock to the redeeming unitholders. On
February 14, 2022, the Company redeemed approximately 395,033 OP Units and issued 395,033 shares of common stock to
the redeeming unitholders. On December 23, 2022, the Company redeemed 2,100,000 OP Units and issued 2,100,000 shares
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of common stock to the redeeming unitholders. As of December 31, 2022, the Company had issued 8,748,735 shares of the
Company’s common stock to redeeming unitholders.

Dividends

The Board declared a dividend to preferred stockholders of $0.53125 per share on December 15, 2022, which was paid
on January 25, 2023, to preferred stockholders of record as of January 13, 2023.

The Board declared the fourth quarterly dividend of 2022 to common stockholders of $0.50 per share on October 24,
2022, which was paid on December 30, 2022, to common stockholders of record on December 15, 2022.

12. Earnings Per Share

Basic earnings per share is computed by dividing net income attributable to common stockholders by the weighted-
average number of shares of the Company’s common stock outstanding and excludes any unvested restricted stock units
issued pursuant to the 2020 LTIP.

Diluted earnings per share is computed by adjusting basic earnings per share for the dilutive effect of the assumed
vesting of restricted stock units. Additionally, the Company includes the dilutive effect of the potential redemption of OP
Units for common shares in accordance with the amended partnership agreement of the OP. During periods of net loss, the
assumed vesting of restricted stock units is anti-dilutive and is not included in the calculation of earnings (loss) per share.

The following table sets forth the computation of basic and diluted earnings per share for the periods presented (in
thousands, except per share amounts):

For the Year Ended December 31,

2022 2021 2020

Net income attributable to common stockholders............ccccuveeenneenn. $ 3234 § 39,577 $ 11,099
Earnings for basic computations

Net income (loss) attributable to redeemable noncontrolling

INEETESES ..o eeeee ettt e e e e e e e e enae e e eenaaeeeenneeeas 4,969 40,387 21,323

Net income for diluted computations............cceveeveeveereeieeeeeieeneee, $ 8,203 $ 79,964 $ 32,422
Weighted-average common shares outstanding

Average number of common shares outstanding - basic................. 14,686 6,601 5,206

Average number of unvested restricted stock units........................ 571 444 172

Average number of OP Units and SubOP Units...........ccceevennennen. 7,218 13,321 13,270
Average number of common shares outstanding - diluted................ 22,475 20,366 18,648
Earnings per weighted average common share:

BaSIC ..ttt et $ 022 $ 6.00 $ 2.13

DIIULEA (1) ceveenieeiieeiieeie ettt $ 022 $ 393§ 1.74

(1) Diluted EPS calculations were higher than basic EPS and thus anti-dilutive for the year ended December 31, 2022.
As such, the Company is presenting diluted EPS as equal to basic EPS.

13. Noncontrolling Interests
Redeemable Noncontrolling Interests in the OP

Interests in the OP held by limited partners are represented by OP Units. As of December 31, 2022, the Company holds
the majority economic interests in the OP. Net income is allocated to holders of OP Units based upon net income attributable
to common stockholders and the weighted-average number of OP Units outstanding to total common shares plus OP Units
outstanding during the period. Capital contributions, distributions, and profits and losses are allocated to OP Units in
accordance with the terms of the partnership agreement of the OP. Each time the OP distributes cash to the Company, limited
partners of the OP receive their pro-rata share of the distribution. Redeemable noncontrolling interests in the OP have a
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redemption feature and are marked to their redemption value if such value exceeds the carrying value of the redeemable
noncontrolling interests in the OP.

Pursuant to the second amended and restated partnership agreement of the OP (the “OP LPA”), limited partners holding
OP Units have the right to cause the OP to redeem their units at a redemption price equal to and in the form of the Cash
Amount (as defined in the OP LPA), provided that such OP Units have been outstanding for at least one year. The Company
may, in its sole discretion, purchase the OP Units by paying to the limited partner either the Cash Amount or the REIT Shares
Amount (generally one share of common stock of the Company for each OP Unit, subject to adjustment) as defined in the
OP LPA. Notwithstanding the foregoing, a limited partner will not be entitled to exercise its redemption right to the extent
the issuance of the Company’s common stock to the redeeming limited partner would (1) be prohibited, as determined in the
Company’s sole discretion, under the Company’s charter or (2) cause the acquisition of common stock by such redeeming
limited partner to be “integrated” with any other distribution of the Company’s common stock for purposes of complying
with the Securities Act. Accordingly, the Company records the OP Units held by noncontrolling limited partners outside of
permanent equity and reports the OP Units at the greater of their carrying value or their redemption value using the Company’s
stock price at each balance sheet date.

The Cash Amount is defined in the OP LPA as the greater of the most recent NAV of the Company as determined by
our Board and the volume-weighted average price of the Company’s common stock, which because the Company’s common
stock is listed on the NYSE will be calculated for the ten consecutive trading days (the “Ten Day VWAP”) immediately
preceding the date on which the general partner of the OP receives a notice of redemption from the limited partner, or the
first business day thereafter (the “Valuation Date”). The Ten Day VWAP calculated based on a Valuation Date of
December 31, 2022 was $16.85, and there were 5,038,382 OP Units outstanding other than those held by the Company.
Assuming that (1) the Ten Day VWAP exceeded the NAV, (2) all OP unitholders exercised their right to cause the OP to
redeem all of their OP Units with a Valuation Date of December 31, 2022, and (3) the Company then elected to purchase all
of the OP Units by paying the Cash Amount, the Company would have paid $84.9 million in cash consideration to redeem
the OP Units.

On September 8, 2021, the general partner of the OP executed the OP LPA for the purposes of creating a board of
directors of the OP (the “Partnership Board”) and subdividing and reclassifying the outstanding OP Units into Class A, Class
B and Class C OP Units. The OP LPA generally provides that the newly created Class A OP Units and Class B OP Units
each have 50.0% of the voting power of the OP Units, including with respect to the election of directors to and removal of
directors from the Partnership Board, and that the Class C OP Units have no voting power. The reclassification of the OP
Units did not have a material effect on the economic interests of the holders of OP Units. In connection with the adoption of
the OP LPA, the OP Units held by the Company were reclassified into Class A OP Units, the OP Units held by a subsidiary
of NexPoint Diversified Real Estate Trust were reclassified into Class B OP Units and the remaining OP Units were
reclassified into Class C OP Units.

The Partnership Board of the OP has exclusive authority to select, remove and replace the general partner of the OP
and no other authority. The Partnership Board may replace the general partner of the OP at any time. Pursuant to the terms
of the OP LPA, the Company appointed Brian Mitts as the sole initial director of the Partnership Board. The number of
directors on the Partnership Board is initially one but may be increased by following the affirmative vote or consent of the
majority of the voting power of the OP Units (the “Requisite Approval”). The election of directors to and removal of directors
from the Partnership Board also requires the Requisite Approval.

As of December 31, 2022, the Company owns 83.36% of the OP Units representing 100% of the Class A OP Units.
See Note 13 for additional disclosures regarding redemption of OP Units.
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The following table sets forth the redeemable noncontrolling interests in the OP (reflecting the OP’s consolidation of
the Subsidiary OPs) for the years ended December 31, 2022, 2021, and 2020 (in thousands):

For the Year Ended December 31,

2022 2021 2020

Redeemable noncontrolling interests in the OP, December 31,.......... $ 261,423 $ 275,670 $ —
Contributions from redeemable noncontrolling interests in the OP.......... — — 273,410
Net income attributable to redeemable noncontrolling interests in

TNE OP .ottt n s 4,969 40,387 21,323
Redemption of redeemable noncontrolling interests in the OP................. (155,614) (32,393) —
Distributions to redeemable noncontrolling interests in the OP................ (14,277) (22,241) (19,063)
Redeemable noncontrolling interests in the OP, December 31,.......... $ 96,501 $ 261,423 $ 275,670

The table below presents the common shares and OP Units outstanding held by the noncontrolling interests (“NCI”),
as the OP Units and SubOP Units held by the Company are eliminated in consolidation:

Common OP Units SubOP Units
Shares Held by Held Combined
Period End Outstanding NCI by NCI Outstanding
December 31, 2022 .....oviiiiieeieiieeeeeieeee e 17,079,943 5,038,382 — 22,118,325

14. Related Party Transactions
Management Fee

In accordance with the Management Agreement, the Company pays the Manager an annual management fee equal to
1.5% of Equity (as defined below), paid monthly, in cash or shares of Company common stock at the election of our Manager
(the “Annual Fee”). The duties performed by the Company’s Manager under the terms of the Management Agreement
include, but are not limited to: providing daily management for the Company, selecting and working with third-party service
providers, formulating an investment strategy for the Company and selecting suitable investments, managing the Company’s
outstanding debt and its interest rate exposure and determining when to sell assets.

“Equity” means (a) the sum of (1) total stockholders’ equity immediately prior to the closing of the IPO, plus (2) the
net proceeds received by the Company from all issuances of the Company’s equity securities in and after the IPO, plus (3)
the Company’s cumulative Earnings Available for Distribution (“EAD”) (as defined below) from and after the IPO to the end
of the most recently completed calendar quarter, (b) less (1) any distributions to the holders of the Company’s common stock
from and after the IPO to the end of the most recently completed calendar quarter and (2) all amounts that the Company or
any of its subsidiaries has paid to repurchase for cash the shares of the Company’s equity securities from and after the IPO
to the end of the most recently completed calendar quarter. In the Company’s calculation of Equity, the Company will adjust
its calculation of EAD to remove the compensation expense relating to awards granted under one or more of its long-term
incentive plans that is added back in the calculation of EAD. Additionally, for the avoidance of doubt, Equity does not include
the assets contributed to the Company in the Formation Transaction.

“EAD” means the net income (loss) attributable to the common stockholders of the Company, computed in accordance
with GAAP, including realized gains and losses not otherwise included in net income (loss), excluding any unrealized gains
or losses or other similar non-cash items that are included in net income (loss) for the applicable reporting period, regardless
of whether such items are included in other comprehensive income (loss), or in net income (loss) and adding back
amortization of stock-based compensation. Net income (loss) attributable to common stockholders may also be adjusted for
the effects of certain GAAP adjustments and transactions that may not be indicative of the Company’s current operations, in
each case after discussions between the Manager and the independent directors of the Board and approved by a majority of
the independent directors of the Board. EAD has replaced our prior presentation of Core Earnings.

Pursuant to the terms of the Management Agreement, the Company is required to pay directly or reimburse the
Manager for all documented Operating Expenses and Offering Expenses it incurs on behalf of the Company. “Operating
Expenses” include legal, accounting, financial and due diligence services performed by the Manager that outside
professionals or outside consultants would otherwise perform, the Company’s pro rata share of rent, telephone, utilities, office
furniture, equipment, machinery and other office, internal and overhead expenses of the Manager required for the Company’s
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operations and compensation expenses under the 2020 LTIP. “Offering Expenses” include all expenses (other than
underwriters’ discounts) in connection with an offering of securities, including, without limitation, legal, accounting, printing,
mailing and filing fees and other documented offering expenses. For the year ended December 31, 2022, there were no
Offering Expenses that were paid on the Company's behalf for which the Company reimbursed the Manager.

Connections at Buffalo Pointe Contribution

On May 29, 2020, the OP entered into a contribution agreement (the “Buffalo Pointe Contribution Agreement”) with
entities affiliated with executive officers of the Company and the Manager (the “BP Contributors”) whereby the BP
Contributors contributed their respective preferred membership interests in NexPoint Buffalo Pointe Holdings, LLC (“Buffalo
Pointe”), to the OP for total consideration of $10.0 million paid in OP Units. A total of 564,334 OP Units were issued to the
BP Contributors, which was calculated by dividing the total consideration of $10.0 million by the combined book value of
the Company’s common stock and the SubOP Units, on a per share or unit basis, as of the end of the first quarter, or $17.72
per OP Unit. Buffalo Pointe owns a stabilized multifamily property located in Houston, Texas with 92.0% occupancy as of
December 31, 2022. The preferred equity investment pays current interest at a rate of 6.5%, deferred interest at a rate of 4.5%,
has a loan-to-value ratio of 82.9% and a maturity date of May 1, 2030.

Pursuant to the OP LPA and the Buffalo Pointe Contribution Agreement, the BP Contributors have the right to cause
our OP to redeem their OP Units for cash or, at our election, shares of our common stock on a one-for-one basis, subject to
adjustment, as provided and subject to the limitations in our OP LPA, provided the OP Units have been outstanding for at
least one year and our stockholders have approved the issuance of shares of common stock to the BP Contributors. On May
11, 2021, our stockholders approved the issuance of such shares upon the exercise of the BP Contributors' redemption rights.

RSU Issuance

On May 8, 2020, in accordance with the 2020 LTIP, the Company granted 14,739 restricted stock units to its directors,
on June 24, 2020, the Company granted 274,274 restricted stock units to its officers and other employees of the Manager, on
November 2, 2020, the Company granted 1,838 restricted stock units to the sole member of the general partner of one of the
Company’s subsidiaries, on February 22, 2021, the Company granted 233,385 restricted stock units to its directors, officers
employees and certain key employees of the Manager and its affiliates, the Company granted 1,201 restricted stock units to
the sole member of the general partner of one of the Company's subsidiaries, and on February 21, 2022, the Company granted
264,476 restricted stock units to its officers and other employees of the Manager and 12,464 restricted stock units to its
directors. See Note 11 for additional disclosures.

OP Unit Redemptions

At the 2021 annual meeting of the Company, the Company's stockholders approved the potential issuance of
13,758,905.9 shares of the Company's common stock to related parties in connection with the redemption of their OP Units
or SubOP Units that may be redeemed for OP Units. On September 8, 2021, the Company redeemed approximately 1,479,132
OP Units and issued 1,479,132 shares of common stock to the redeeming unitholders. On January 7, 2022, the Company
redeemed approximately 4,774,570 OP Units and issued 4,774,570 shares of common stock to the redeeming unitholders. On
February 14, 2022, the Company redeemed approximately 395,033 OP Units and issued 395,033 shares of common stock to
the redeeming unitholders. On December 23, 2022, the Company redeemed 2,100,000 OP Units and issued 2,100,000 shares
of common stock to the redeeming unitholders.

Expense Cap

Pursuant to the terms of the Management Agreement, direct payment of operating expenses by the Company, which
includes compensation expense relating to equity awards granted under the 2020 LTIP, together with reimbursement of
operating expenses to the Manager, plus the Annual Fee, may not exceed 2.5% of equity book value (the “Expense Cap”) for
any calendar year or portion thereof, provided, however, that this limitation will not apply to Offering Expenses, legal,
accounting, financial, due diligence and other service fees incurred in connection with extraordinary litigation and mergers
and acquisitions and other events outside the ordinary course of business or any out-of-pocket acquisition or due diligence
expenses incurred in connection with the acquisition or disposition of certain real estate-related investments. For the year
ended December 31, 2022, operating expenses did not exceed the Expense Cap.

For the years ended December 31, 2022 and 2021, the Company incurred management fees of $3.2 million and $2.3
million, respectively.
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Notes Offering

On April 20, 2021, the Company issued $75.0 million aggregate amount of its 5.75% Notes at a price equal to 99.5%
par value for proceeds of approximately $73.1 million after original issue discount and underwriting fees. An account advised
by NexAnnuity Asset Management, L.P., an affiliate of the Manager, purchased $2.5 million par value of the 5.75% Notes.

Jernigan Capital Acquisition

On November 6, 2020, a subsidiary of the Company and affiliates of our Manager completed a merger with Jernigan
Capital, Inc., taking that entity private, and converting the Company’s preferred stock investment into common shares of
NSP, the surviving entity. See Note 5 for additional disclosure regarding this investment.

Elysian at Hughes Center Real Estate Investment

On February 1, 2022, the Company, through a subsidiary (the “Trust”), purchased the Elysian at Hughes Center, a
368-unit multifamily property in Las Vegas, Nevada, for a total of $184.1 million. The Trust is managed by an affiliate of the
Manager. Because the Company’s subsidiary is considered to be the primary beneficiary of this investment, the investment
is consolidated in our financial statements and shown as Real Estate Investment, net on the balance sheet. Pursuant to an
expected restructuring of the transaction subsequent to December 31, 2022, this investment is expected to be deconsolidated
in 2023 and presented solely as a preferred equity investment.

Bridge Loan

On March 31, 2022, the Company, through one of the Subsidiary OPs, originated a bridge loan for $13.5 million. The
bridge loan was secured by a development property in Las Vegas, Nevada, and was used by the borrower to finance the
acquisition of the property prior to obtaining construction financing. The loan bore interest at a rate of 1.50% plus the WSJ
Prime Rate and was set to mature on October 1, 2022. On August 9, 2022, the bridge loan was paid off. The borrower under
the bridge loan was a subsidiary of an entity advised by an affiliate of the Manager.

NSP Guaranty

On December 8§, 2022 and in connection with a restructuring of NSP, the Company, through REIT Sub, together with
the Co-Guarantors, as guarantors, entered into a Sponsor Guaranty Agreement in favor of Extra Space pursuant to which
REIT Sub and the Co-Guarantors guaranteed obligations of NSP with respect to NSP’s newly created Series D Preferred
Stock and two promissory notes in an aggregate principal amount of approximately $64.2 million issued to Extra Space. The
guaranties by REIT Sub and the Co-Guarantors are capped at $97.6 million, which cap amount will be reduced as the
guaranteed obligations of NSP are paid. Each of REIT Sub and the Co-Guarantors generally guaranteed the foregoing
obligations of NSP up to the cap amount on a pro rata basis with respect to its percentage ownership of NSP’s common stock.
The maximum liability of REIT Sub under the guaranties is approximately $83.8 million. As of December 31, 2022, the
Company owns approximately 25.8% of the total outstanding shares of common stock of NSP.

Convertible Promissory Note

On October 18, 2022, the Company, through a subsidiary, borrowed $6.5 million from NFRO REIT Sub, LLC (the
"Holder") and issued $6.5 million aggregate amount of a 7.50% note to the Holder maturing on October 18, 2027. Beginning
on January 1, 2023 through June 30, 2027, the Holder may elect to convert all or any part of the outstanding principal and
accrued but unpaid interest due, and all other amounts due and payable to the Holder thereunder or in connection therewith,
into equity interests of an affiliate of the borrower.

15. Commitments and Contingencies

Except as otherwise disclosed below, the Company is not aware of any contractual obligations, legal proceedings, or
any other contingent obligations incurred in the normal course of business that would have a material adverse effect on our
consolidated financial statements.

On September 29, 2021, the Company, through one of the Subsidiary OPs, entered into an agreement to purchase up
to $50.0 million in a new preferred equity investment (the “Preferred Units”) upon notice from the issuer. Subject to certain
conditions, the Company may be required to purchase an additional $25.0 million of Preferred Units at the option of the
issuer. The funds are expected to be used to capitalize special purpose limited liability companies (“PropCos”) to engage in
sale-and-leaseback transactions and development transactions on life science real property. The Company funded $3.0 million
on September 29, 2021, on November 8, 2021, the Company funded $30.0 million, on December 20, 2021 the Company
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funded $3.8 million, on January 14, 2022 the Company funded $0.9 million, on January 19, 2022, the Company funded $0.2
million, on January 27,2022, the Company funded $18.5 million and on October 19, 2022, the Company funded $15.0 million
. The Company may have the obligation to fund an additional $3.7 million by September 29, 2023 which the issuer may
extend for up to two years at its option for an extension fee. The Preferred Units accrue distributions at a rate of 10.0%
annually, compounded monthly. Distributions on the Preferred Units will be paid in cash with respect to stabilized PropCos
and paid in kind with respect to unstabilized PropCos. The obligations of the issuer will be supported by a pledge of all equity
units of the PropCos. All or a portion of the Preferred Units may be redeemed at any time for a redemption price equal to the
purchase price of the Preferred Units to be redeemed plus any accrued and unpaid distributions thereon and a cash redemption
fee. In addition, if the issuer experiences a change of control, the redemption price will also include a payment equal to the
amount needed to achieve a multiple on invested capital equal to 1.25x for unstabilized PropCos and 1.10x for stabilized
PropCos. As of December 31, 2022, the Company has not recorded any contingencies on its Consolidated Balance Sheets as
the obligation to fund additional Preferred Units is considered remote for the period ended December 31, 2022.

On December 8, 2022 and in connection with a restructuring of NSP, the Company, through REIT Sub, together with
the Co-Guarantors, as guarantors, entered into a Sponsor Guaranty Agreement in favor of Extra Space pursuant to which
REIT Sub and the Co-Guarantors guaranteed obligations of NSP with respect to NSP’s newly created Series D Preferred
Stock and two promissory notes in an aggregate principal amount of approximately $64.2 million issued to Extra Space. The
guaranties by REIT Sub and the Co-Guarantors are capped at $97.6 million, which cap amount will be reduced as the
guaranteed obligations of NSP are paid. Each of REIT Sub and the Co-Guarantors generally guaranteed the foregoing
obligations of NSP up to the cap amount on a pro rata basis with respect to its percentage ownership of NSP’s common stock.
The maximum liability of REIT Sub under the guaranties is approximately $83.8 million. As of December 31, 2022, the
Company owns approximately 25.8% of the total outstanding shares of common stock of NSP. As of December 31, 2022,
the Company has not recorded any contingencies on its Consolidated Balance Sheets as the obligation under the guaranty is
considered remote for the period ended December 31, 2022.

The OP Notes previously described in Note 9 are fully guaranteed by the Company. As of December 31, 2022, there
has been no indication that the OP will not be able to satisfy the terms of the OP Notes. The Company considers any action
required under the guaranty to be remote.

16. Elysian at Hughes Center Immaterial Error Correction (Unaudited)

We previously accounted for our investment in Elysian at Hughes Center as an unconsolidated preferred equity
investment. However, subsequent to our last report, we determined that our accounting treatment was incorrect and that the
investment should have been accounted for as a real estate investment owned by the Company beginning in the first quarter
of 2022 and consolidated within the financial statements. Pursuant to the guidance of Staff Accounting Bulletin No. 99,
Materiality, we concluded that the error was not material to any of our previously reported interim financial statements.
However, we have revised our consolidated financial statements for the three months ended March 31, 2022, June 30, 2022
and September 30, 2022 to correct this error.
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The following tables set forth the as revised amounts for the key financial statement captions in the balance sheet and
statement of operations as of and for the three months ended March 31, 2022, June 30, 2022 and September 30, 2022 (in
thousands):

Consolidated Balance Sheet

ASSETS First Quarter Second Quarter  Third Quarter

Cash and cash equIVaIENtS. ........c.evververieieieieeeeee e $ 41,712 $ 59,449 $ 26,458
RESIICIEd CASN ... 499 1,602 4,723
Real estate INVESTMENTS, NEL ........eeevviiieirieeeciee e e e e e 243,656 242,738 242,250
Loans, held-for-investment, NEt ...........coovveeveiieeeeiiee e e 264,783 211,730 237,038
Accrued interest and dividends .............coovviiiiieieiiiiii e 9,908 10,000 12,301
Accounts receivable and other assets ........c..coevvevieviieiiieeeeeeeeeieeens 2,259 2,003 1,714
TOTAL ASSETS ..ottt $ 8,163,933 § 8,003,627 $ 8,414,853

LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilities:
Bridge LOan .......ooiiiiiieiiiiesiec e 55,000 20,457 —
Mortgages payable, NEt ......c.oceeriiiieiieieiiercee e 121,080 121,092 121,104
Accounts payable and other accrued liabilities ..........c.ccoceveerenenene 6,945 8,800 6,899
Accrued interest payable .........ccooiiiiienieii e — 4,756 9,336
Total Liabilities .............cccoooiiniiiiiiiiiccee e $ 7,657,150 $ 7,456,805 $ 7,871,597
Total Redeemable NCI ................ooooiiiiiiiiiii e 148,674 147,871 142,276
NCT in SubSIAIATY .....c.oooveieiiiiieeeeee e 701 33,942 52,038
Total Stockholders' Equity less NCI in subsidiary ........................... 357,408 365,009 348,942
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY .......... $ 8,163,933 § 8,003,627 $ 8,414,853

Consolidated Statement of Operations

First Quarter Second Quarter Third Quarter
Net interest income

INEEIESE INCOIMIE ....vviiieeeiee ettt ettt e et e ettt e et e e e eat e e e eaeeeeeaaeeeesneeeeenes $ 31,133 § 16,394 $ 14,893
Total Net INLETESt INCOME. ....c.vvveeieeeieeeie ettt et et et e e e eeeeeaeeeaeeas $ 22,315 $ 7,287 $ 4211
Other income (loss)

Revenues from consolidated real estate owned..........ccceeveverieecieenieenieenieenen. 2,387 3,266 3,455
Total other iNCOME (10SS) ....vviviirieeiieti ettt $ 1,814 $ 7,464 $ (7,521)

Operating expenses

Expenses from consolidated real estate owned ..........ccccoceeceeneeiiiieneniencniene 2,428 3,549 2,442
Total OPerating eXPEINSES ...........coc.eriruirieririeinieieieieteierestesesteseeseeeseeesessesessenens $ 6,060 $ 7,277 $ 6,053
Net iNCOME (10SS) ...ooveieiiiiiieiie ettt ettt et eseee e e eas 18,069 7,474 (9,363)
Net (income) attributable to preferred shareholders...................................... (874) (882) (874)
Net (income) loss attributable to redeemable noncontrolling interests.......... (4,783) (2,186) 1,889
Net (income) loss attributable to noncontrolling interests in subsidiaries ..... (6) (556) 941)
Net income (loss) attributable to common stockholders................................. $ 12,406 $ 3,850 $ (9,289)
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17. Subsequent Events
Preferred and Common Equity Investments

On February 10, 2023, the Company, through one of the Subsidiary OPs, purchased $14.0 million of the preferred
equity with respect to a multifamily property development located in Forney, Texas. The preferred equity investment provides
a fixed 11% annual return, compounded monthly. Further, the Company purchased $0.5 million of common equity with
respect to the same property.

On February 24, 2023, the Company, through one of the Subsidiary OPs, purchased $11.2 million of preferred equity
with respect to a multifamily property development located in Mechanicsville, Virginia. The preferred equity investment
provides a fixed 11% annual return, compounded monthly. Further, the Company purchased $0.5 million of common equity
with respect to the same property.

On March 14, 2023, the Company, through one of the Subsidiary OPs, committed to fund $24.0 million of preferred
equity with respect to a ground up construction horizontal multifamily property located in Surprise, Arizona. The preferred
equity investment provides a floating annual return that is the greater of prime rate plus 5.0% or 11.25%, compounded
monthly with a MOIC of 1.30x and 1.0% placement fee. Further, participation rights following the distribution of the
Company's preferred return and return of capital, additional cash flow and net sale proceeds shall be distributed as follows:

* 0% to the Company/100% to Issuer up to a 20.0% IRR
*  10% to the Company/90% to Issuer thereafter
Share Repurchase Program

On February 22, 2023, the Board authorized a share repurchase program (the “2022 Share Repurchase Program”)
through which the Company may repurchase an indeterminate number of shares of our common stock and Series A Preferred
Stock at an aggregate market value of up to $20.0 million in shares of its common stock during a two-year period set to expire
on February 22, 2025. The Company may utilize various methods to affect the repurchases, and the timing and extent of the
repurchases will depend upon several factors, including market and business conditions, regulatory requirements and other
corporate considerations, including whether the Company’s common stock is trading at a significant discount to NAV per
share. Repurchases under this program may be discontinued at any time. The Company has not made any purchases under
the 2022 Share Repurchase Program as of the date of this report.

Dividends Declared

The Board declared the first quarterly dividend of 2023 to common stockholders of $0.50 per share on February 22,
2023, which will be paid on March 31, 2023, to common stockholders of record on March 15, 2023. The Board also declared
a special dividend to common stockholders of $0.185 per share on February 22, 2023, which will be paid on March 31, 2023,
to common stockholders of record on March 15, 2023. The Board declared a dividend to preferred stockholders of $0.53125
per share on February 22, 2023, which will be paid on April 25, 2023, to preferred stockholders of record as of April 13,
2023.

Mezzanine Loan

On March 24, 2023, one of the Company's mezzanine loans was paid off for a total of $28.1 million, of which,
$24.8 million was principal and $3.3 million was accrued interest.

CMBS Acquisition

On March 10, 2023, the Company, through one of the Subsidiary OPs, purchased approximately $40.4 million
aggregate principal amount of the Class C tranche of the FREMF 2018 - KF44 CMBS at a price equal to 99.5% of par value,
representing approximately 41.0% of the Class C tranche. Approximately $5.7 million of the purchase price was financed
through a repurchase agreement bearing interest an interest rate of 1.6% over one-month SOFR.
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