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(Address of principal executive offices)(Zip Code)

Registrant�s telephone number, including area code: (212) 655-0220

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Class A common stock, par value $0.01 per share New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.    Yes  x    No  ¨

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.    Yes  ¨    No  x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of
this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such files).    Yes  x    No  ¨ (not required)

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this
chapter) is not contained herein, and will not be contained, to the best of registrant�s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer x Accelerated filer ¨

Non-accelerated filer ¨ Smaller reporting company ¨
Indicate by check mark whether the registrant is  a shell  company (as defined in Rule 12b-2 of the
Act).    Yes  ¨    No  x

The aggregate market value of the outstanding class A common stock held by non-affiliates of the registrant was
approximately $1,303,564,616 as of June 30, 2014 (the last business day of the registrant�s most recently completed
second fiscal quarter) based on the closing sale price on the New York Stock Exchange on that date.

As of February 10, 2015, there were 58,270,028 outstanding shares of class A common stock. The class A common
stock is listed on the New York Stock Exchange (trading symbol �BXMT�).

DOCUMENTS INCORPORATED BY REFERENCE
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Part III of this annual report on Form 10-K incorporates information by reference from the registrant�s definitive proxy
statement with respect to its 2015 annual meeting of stockholders to be filed with the Securities and Exchange
Commission within 120 days after the close of the registrant�s fiscal year.
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PART I.

ITEM 1. BUSINESS
References herein to �Blackstone Mortgage Trust,� �company,� �we,� �us,� or �our� refer to Blackstone Mortgage Trust, Inc., a
Maryland corporation, and its subsidiaries unless the context specifically requires otherwise.

Our Company

Blackstone Mortgage Trust is a real estate finance company that originates and purchases senior loans collateralized
by properties in North America and Europe. We are externally managed by BXMT Advisors L.L.C., or our Manager,
a subsidiary of The Blackstone Group L.P., or Blackstone, and are a real estate investment trust, or REIT, traded on
the New York Stock Exchange, or NYSE, under the symbol �BXMT.� Our principal executive offices are located at 345
Park Avenue, 42nd Floor, New York, New York 10154. We were incorporated in Maryland in 1998, when we
reorganized from a California common law business trust into a Maryland corporation.

We conduct our operations as a Real Estate Investment Trust, or REIT, for U.S. federal income tax purposes. We
generally will not be subject to U.S. federal income taxes on our taxable income to the extent that we annually
distribute all of our net taxable income to stockholders and maintain our qualification as a REIT. We also operate our
business in a manner that permits us to maintain an exclusion from registration under the Investment Company Act of
1940, as amended, or the Investment Company Act. We are organized as a holding company and conduct our business
primarily through our various subsidiaries. Our business is organized into two operating segments: the Loan
Origination segment; and the CT Legacy Portfolio segment.

Our Manager

We are externally managed and advised by our Manager, which is responsible for administering our business
activities, day-to-day operations, and providing us the services of our executive management team, investment team,
and appropriate support personnel.

Our Manager is a part of Blackstone�s alternative asset management business, which includes the management of real
estate funds, private equity funds, hedge fund solutions, credit-oriented funds, and closed-end funds. Through its
different businesses, Blackstone had total assets under management of approximately $290.4 billion as of
December 31, 2014.

In connection with the performance of its duties, our Manager benefits from the resources, relationships, and expertise
of the 320 investment professionals in Blackstone�s global real estate group, the largest private equity real estate
manager in the world with $80.9 billion of investor capital under management as of December 31, 2014. Blackstone�s
real estate group was co-founded in 1991 by John G. Schreiber, who currently serves as a member of our board of
directors and is the chairman of our Manager�s investment committee. Jonathan D. Gray, who is the global head of
Blackstone�s real estate group, is a member of the board of directors of Blackstone and is a member of our Manager�s
investment committee.

Blackstone Real Estate Debt Strategies, or BREDS, was launched in 2008 within Blackstone�s global real estate group,
to pursue opportunities relating to debt and preferred equity investments globally, with a focus on North America and
Europe. Michael B. Nash, the chief investment officer and co-founder of BREDS, serves as the executive chairman of
our board of directors and is a member of our Manager�s investment committee. As of December 31, 2014, 76
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dedicated BREDS professionals, including 14 investment professionals based in London, managed approximately
$9.0 billion of investor capital.

Our chief executive officer, chief financial officer, and other executive officers are senior Blackstone real estate
professionals. None of our Manager, our executive officers, or other personnel supplied to us by our Manager is

1
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obligated to dedicate any specific amount of time to our business. Our Manager is subject to the supervision and
oversight of our board of directors and has only such functions and authority as our board of directors delegates to it.
Pursuant to a management agreement between our Manager and us, or our Management Agreement, our Manager is
entitled to receive a base management fee, an incentive fee, and expense reimbursements. See Notes 10 and 15 to our
consolidated financial statements and Item 13 �Certain Relationships and Related Transactions, and Director
Independence� in this Annual Report on Form 10-K for more detail on the terms of the Management Agreement.

Our Investment Strategy

Our investment strategy is to originate loans and invest in debt and related instruments supported by institutional
quality commercial real estate in attractive locations. Through our Manager, we draw on Blackstone�s extensive real
estate debt investment platform and its established sourcing, underwriting, and structuring capabilities in order to
execute our investment strategy. In addition, we have access to Blackstone�s extensive network and Blackstone�s
substantial real estate and other investment holdings, which provide our Manager access to market data on a scale not
available to many competitors. While the majority of our capital will likely continue to be invested in North America
and Europe, we expect to benefit from Blackstone�s global real estate debt platform.

We directly originate, co-originate, and acquire debt instruments in conjunction with acquisitions, refinancings, and
recapitalizations of commercial real estate around the world. In the case of loans we acquire, we focus on performing
loans that are supported by well-capitalized properties and portfolios. We believe that the scale and flexibility of our
capital, as well as our Manager�s and its affiliates� relationships, enables us to target opportunities with strong
sponsorship and invest in large loans or other debt that is collateralized by high-quality assets and portfolios.

Our business is currently focused on originating senior, floating rate mortgage loans that are secured by a first priority
mortgage on commercial real estate assets primarily in the office, lodging, residential, retail, industrial, and healthcare
sectors in North America and Europe. These investments may be in the form of whole loans or may also include pari
passu participations within mortgage loans. Although originating senior mortgage loans is our primary area of focus,
we also originate subordinate loans, including subordinate mortgage interests and mezzanine loans. This focused
lending strategy is designed both to provide attractive current income and protect investors� capital.

As market conditions evolve over time, we expect to adapt as appropriate. We believe our current investment strategy
will produce significant opportunities to make investments with attractive risk-return profiles. However, to capitalize
on the investment opportunities that may be present at various other points of an economic cycle, we may expand or
change our investment strategy by targeting assets such as:

� Subordinate mortgage loans: These are interests, often referred to as �B Notes,� in a junior portion of a
mortgage loan. The interests are subordinated to the �A Note� or senior participation interest by virtue of a
contractual arrangement.

� Mezzanine loans: These are loans (including pari passu participations in such loans) made to the owners of a
mortgage borrower and secured by a pledge of equity interests in the mortgage borrower. These loans are
structurally subordinate to any loan made directly to the mortgage borrower.

�
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Preferred equity: These are investments subordinate to any mezzanine loan, but senior to the owners�
common equity.

� Real estate securities: These are interests in real estate which may take the form of commercial
mortgage-backed securities, or CMBS, or collateralized loan obligations, or CLOs.

� Note financings: These are loans secured by other mortgage loans, subordinate mortgage interests, and
mezzanine loans.

2
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We believe that the diversification of the portfolio of assets that we originate, our ability to aggressively manage those
assets, and the flexibility of our strategy positions us to generate attractive returns for our stockholders in a variety of
market conditions over the long term.

Our Portfolio

Since the re-launch of our business in May 2013, we have originated 64 loans, representing $5.9 billion of total
commitments, with an average loan size of $92.2 million.

The following table details the overall statistics of our current Loan Origination segment portfolio as of December 31,
2014 and 2013 ($ in thousands):

December 31, 2014 December 31, 2013
Number of loans 60 28
Principal balance $ 4,462,897 $ 2,018,863
Net book value $ 4,428,500 $ 2,000,223
Floating rate loans 100% 100% 
Senior loans 98% 90% 
Weighted-average origination loan-to-value 64% 65% 
Weighted-average cash coupon(1) L+4.36% L+4.64% 
Weighted-average all-in yield(1) L+4.81% L+5.28% 
Weighted-average maximum maturity
(years)(2) 3.9 4.2

(1) As of December 31, 2014, our floating rate loans and related liabilities were indexed to the
various benchmark rates relevant in each case in terms of currency and payment frequency.
Therefore the net exposure to each benchmark rate is in direct proportion to our net assets
indexed to that rate. In addition, 14% of our loans earned interest based on LIBOR floors,
with an average floor of 0.31%, as of December 31, 2014. In addition to cash coupon, all-in
yield includes the amortization of deferred origination fees, loan origination costs, and
accrual of both extension and exit fees.

(2) Maximum maturity assumes all extension options are exercised by the borrower, however
our loans may be repaid prior to such date. As of December 31, 2014, 85% of our loans are
subject to yield maintenance, lock-out provisions, or other prepayment restrictions and 15%
are open to repayment by the borrower.

3
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Our loan portfolio is diversified by collateral property type and geographic location, and is comprised of senior
mortgages and similar credit quality loans. The following presents the geographic distribution and types of properties
securing our loan portfolio as of December 31, 2014:

For information regarding our Loan Origination segment�s portfolio as of December 31, 2014, see Item 7
��Management�s Discussion and Analysis of Financial Condition and Results of Operations � II. Loan Origination
Portfolio� and � �V. Loan Portfolio Details� in this Annual Report on Form 10-K.

Financing Strategy

In addition to raising capital through public offerings of our equity and debt securities, our financing strategy includes
secured and unsecured revolving repurchase facilities, asset-specific repurchase agreements, and the sale of senior
loan participations. In addition to our current mix of financing sources, we may also access additional forms of
financings including credit facilities, securitizations, resecuritizations, and public and private, secured and unsecured
debt issuances by us or our subsidiaries.

The amount of leverage we employ for particular assets will depend upon our Manager�s assessment of the credit,
liquidity, price volatility, and other risks of those assets and the financing counterparties, the availability of particular
types of financing at the time, and the financial covenants related to our credit facilities. Our decision to use leverage
to finance our assets will be at the discretion of our Manager and will not be subject to the approval of our
stockholders. We currently expect that our leverage will not exceed, on a debt to equity basis, a ratio of 4-to-1. We
will endeavor to match the terms, currency, and indices of our assets and liabilities, including in certain instances
through the use of derivatives. We will also seek to limit the risks associated with recourse borrowing.

Subject to maintaining our qualification as a REIT, we may engage in hedging transactions that seek to mitigate the
effects of fluctuations in interest rates or currencies and their effects on our cash flows. These hedging transactions
could take a variety of forms, including interest rate or currency swaps or cap agreements, options, futures contracts,
forward rate or currency agreements or similar financial instruments.

4
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Floating Rate Portfolio

Our Loan Origination segment portfolio was 100% comprised of floating rate loans financed by floating rate secured
debt as of December 31, 2014, resulting in a return on equity that is highly correlated to LIBOR. Generally, our
business model is such that rising interest rates will increase our net income, while declining interest rates will
decrease net income.

Investment Guidelines

Our board of directors has approved the following investment guidelines:

� our Manager shall seek to invest our capital in a broad range of investments in, or relating to, public and/or
private debt, non-controlling equity, loans and/or other interests (including �mezzanine� interests and/or
options or derivatives) relating to real estate assets (including pools thereof), real estate companies, and/or
real estate-related holdings;

� prior to the deployment of capital into investments, our Manager may cause our capital to be invested in any
short-term investments in money market funds, bank accounts, overnight repurchase agreements with
primary federal reserve bank dealers collateralized by direct U.S. government obligations and other
instruments or investments reasonable determined by our Manager to be of high quality;

� not more than 25% of our equity, as defined in the Management Agreement with our Manager, will be
invested in any individual investment without the approval of a majority of the investment risk management
committee of our board of directors (it being understood, however, that for purposes of the foregoing
concentration limit, in the case of any investment that is comprised (whether through a structured investment
vehicle or other arrangement) of securities, instruments or assets of multiple portfolio issuers, such
investment for purposes of the foregoing limitation shall be deemed to be multiple investments in such
underlying securities, instruments and assets and not such particular vehicle, product or other arrangement in
which they are aggregated);

� any investment in excess of $250.0 million shall require the approval of a majority of the investment risk
management committee of our board of directors;

� no investment shall be made that would cause us to fail to qualify as a REIT under the Internal Revenue
Code of 1986, as amended, or the Internal Revenue Code; and

� no investment shall be made that would cause us or any of our subsidiaries to be regulated as an investment
company under the Investment Company Act.

These investment guidelines may be amended, restated, modified, supplemented or waived pursuant to the approval of
a majority of our board of directors, which must include a majority of the independent directors, without the approval
of our stockholders.
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Competition

We are engaged in a competitive business. In our lending and investing activities, we compete for opportunities with a
variety of institutional lenders and investors, including other REITs, specialty finance companies, public and private
funds (including other funds managed by Blackstone and its affiliates), commercial and investment banks, commercial
finance and insurance companies and other financial institutions. Several other REITs have raised 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, such as the U.S. Government, that are not available to us. Many of our competitors are not subject to the
operating constraints associated with REIT rule 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 loans

5
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and investments and offer more attractive pricing or other terms than we would. Furthermore, competition for
originations of and investments in assets we target may lead to decreasing yields, which may further limit our ability
to generate targeted returns.

In the face of this competition, we have access to our Manager�s and Blackstone�s professionals and their industry
expertise and relationships, which we believe provide us with a competitive advantage and help us assess risks and
determine appropriate pricing for potential investments. We believe these relationships will enable us to compete
more effectively for attractive investment opportunities. However, we may not be able to achieve our business goals
or expectations due to the competitive risks that we face. For additional information concerning these competitive
risks, see Item 1A � �Risk Factors � Risks Related to Our Lending and Investment Activities.�

Employees

We do not have any employees. We are externally managed by our Manager pursuant to the Management Agreement
between our Manager and us. Our executive officers serve as officers of our Manager, and are employed by an
affiliate of our Manager.

Government Regulation

Our operations in the United States are subject, in certain instances, to supervision and regulation by state and federal
governmental authorities and may be subject to various laws and judicial and administrative decisions imposing
various requirements and restrictions, which, among other things: (i) regulate credit granting activities; (ii) establish
maximum interest rates, finance charges and other charges; (iii) require disclosures to customers; (iv) govern secured
transactions; and (v) set collection, foreclosure, repossession and claims-handling procedures and other trade
practices. We are also required to comply with certain provisions of the Equal Credit Opportunity Act that are
applicable to commercial loans. We intend to conduct our business so that neither we nor any of our subsidiaries are
required to register as an investment company under the Investment Company Act. Furthermore, our international
activities are also subject to applicable regulations in local jurisdictions.

In our judgment, existing statutes and regulations have not had a material adverse effect on our business. In the wake
of the recent global financial crisis, legislators in the United States and in other countries have said that greater
regulation of financial services firms is needed, particularly in areas such as risk management, leverage, and
disclosure. While we expect that additional new regulations in these areas will be adopted in the future, it is not
possible at this time to forecast the exact nature of any future legislation, regulations, judicial decisions, orders or
interpretations, nor their impact upon our future business, financial condition, or results of operations or prospects.

Taxation of the Company

We made an election to be taxed as a REIT, effective January 1, 2003, under the Internal Revenue Code, for U.S.
federal income tax purposes. We generally must distribute annually at least 90% of our net taxable income, subject to
certain adjustments and excluding any net capital gain, in order for U.S. federal income tax not to apply to our
earnings that we distribute. To the extent that we satisfy this distribution requirement, but distribute less than 100% of
our net taxable income, we will be subject to U.S. federal income tax on our undistributed taxable income. In addition,
we will be subject to a 4% nondeductible excise tax if the actual amount that we pay out to our stockholders in a
calendar year is less than a minimum amount specified under U.S. federal tax laws. Our qualification as a REIT also
depends on our ability to meet various other requirements imposed by the Internal Revenue Code, which relate to
organizational structure, diversity of stock ownership, and certain restrictions with regard to the nature of our assets
and the sources of our income. Even if we qualify as a REIT, we are subject to certain U.S. federal excise taxes and
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state and local taxes on our income and assets. If we fail to qualify as a REIT in any taxable year, we will be subject to
U.S. federal income taxes at regular corporate rates, including any applicable alternative minimum tax, and will not be
able to qualify as a REIT for the subsequent four full taxable years.
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Furthermore, we have formed several taxable REIT subsidiaries, or TRS. Any TRS we own will pay federal, state, and
local income tax on its net taxable income. See Item 1A � �Risk Factors � Risks Related to our REIT Status and Certain
Other Tax Items� for additional tax status information.

Website Access to Reports

We maintain a website at www.bxmt.com. We are providing the address to our website solely for the information of
investors. The information on our website is not a part of, nor is it incorporated by reference into this report. Through
our website, we make available, free of charge, our annual proxy statement, annual reports on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K and amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, or the Exchange Act, as soon as
reasonably practicable after we electronically file such material with, or furnish them to, the Securities and Exchange
Commission, or the SEC. The SEC maintains a website that contains these reports at www.sec.gov.

7
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ITEM 1A. RISK FACTORS
FORWARD-LOOKING INFORMATION

This Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, or Securities Act, and Section 21E of the Exchange Act, which involve certain
known and unknown risks and uncertainties. Forward-looking statements predict or describe our future operations,
business plans, business and investment strategies and portfolio management and the performance of our investments.
These forward-looking statements are generally identified by their use of such terms and phrases as �intend,� �goal,�
�estimate,� �expect,� �project,� �projections,� �plans,� �seeks,� �anticipates,� �should,� �could,� �may,� �designed to,� �foreseeable future,�
�believe,� and �scheduled� and similar expressions. Our actual results or outcomes may differ materially from those
anticipated. You are cautioned not to place undue reliance on these forward-looking statements, which speak only as
of the date the statement was made. We assume no obligation to publicly update or revise any forward-looking
statements, whether as a result of new information, future events or otherwise, except as required by law.

Our actual results may differ significantly from any results expressed or implied by these forward-looking statements.
Some, but not all, of the factors that might cause such a difference include, but are not limited to:

� the general political, economic, and competitive conditions in the United States and foreign jurisdictions
where we invest;

� the level and volatility of prevailing interest rates and credit spreads;

� adverse changes in the real estate and real estate capital markets;

� difficulty in obtaining financing or raising capital;

� the deterioration of performance and thereby credit quality of property securing our investments, borrowers
and, in general, the risks associated with the ownership and operation of real estate that may cause cash flow
deterioration to us and potentially principal losses on our investments;

� a compression of the yield on our investments and an increase in the cost of our liabilities, as well as the
level of leverage available to us;

� adverse developments in the availability of desirable loan and investment opportunities whether they are due
to competition, regulation, or otherwise;

� events, contemplated or otherwise, such as acts of God including hurricanes, earthquakes, and other natural
disasters, acts of war and/or terrorism and others that may cause unanticipated and uninsured performance
declines and/or losses to us or the owners and operators of the real estate securing our investments;
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� the cost of operating our business, including, but not limited to, the cost of operating a real estate investment
platform and the cost of operating as a publicly-traded company;

� authoritative generally accepted accounting principles, or GAAP, or policy changes from such
standard-setting bodies as the Financial Accounting Standards Board, or FASB, the SEC, the Internal
Revenue Service, or IRS, the New York Stock Exchange, or NYSE, and other authorities that we are subject
to, as well as their counterparts in any foreign jurisdictions where we might do business; and

� other factors, including those items discussed in the risk factors set forth below.
Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity, performance, or achievements. We caution you not to place undue reliance
on these forward-looking statements. All written and oral forward-looking statements attributable to us or persons
acting on our behalf are qualified in their entirety by these cautionary statements. Moreover, unless we

8
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are required by law to update these statements, we will not necessarily update or revise any forward-looking
statements included or incorporated by reference in this Annual Report after the date hereof, either to conform them to
actual results or to changes in our expectations.

Risks Related to Our Lending and Investment Activities

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

We seek to invest primarily in debt instruments relating to real estate-related businesses, assets, or interests. Any
deterioration of real estate fundamentals generally, and in North America and Europe 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 their 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 (including average occupancy and room rates for hotel properties), energy supply shortages,
various uninsured or uninsurable risks, natural disasters, 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 real estate debt investing
in particular, will improve or decline. 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 of operations.
In addition, while improved real estate fundamentals have resulted in increased investment opportunities for us,
market conditions relating to real estate debt investments have evolved since the global financial crisis, which has
resulted in a modification to certain loan structures and/or market terms. Any such changes in loan structures and/or
market terms may make it relatively more difficult for us to monitor and evaluate our loans and investments.

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., mortgages, mezzanine loans and preferred equity) 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 typically is dependent primarily upon the successful operation
of the property 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;
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� 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;
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� 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;

� changes in governmental rules, regulations and fiscal policies, including environmental legislation;

� acts of God, terrorism, social unrest and civil disturbances, which may decrease the availability of or
increase the cost of insurance or result in uninsured losses; and

� 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 be
reduced, which would 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 our 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
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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 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 a compression of the yield on our investments
and our financing costs. 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.

10
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Prepayment rates may adversely affect the value of our portfolio of assets.

In periods of declining interest rates and/or credit spreads, prepayment rates on loans generally increase. If general
interest rates or credit spreads decline at the same time, the proceeds of such prepayments received during such
periods are likely to be reinvested by us in assets yielding less than the yields on the assets that were prepaid. In
addition, 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 underlying mortgages will prepay
at a projected rate generating an expected yield. If we purchase assets at a premium to par value, 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 par value, when borrowers prepay their 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. 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 on loans may be affected by a number of factors including, but not limited to, the then-current level
of interest rates and credit spreads, the availability of mortgage credit, the relative economic vitality of the area in
which the related properties are located, the servicing of the loans, possible changes in tax laws, other opportunities
for investment, 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.

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 mortgages, B Notes, mezzanine and other loans (including participations) and
preferred equity, in particular, are relatively illiquid investments due to their short life, their potential unsuitability for
securitization and the greater difficulty of recovery in the event of a borrower�s default. 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 the borrower 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.

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.

While our loans and investments focus primarily on �performing� real estate related interests, our loans and investments
may also 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
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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
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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 will depend, in part, on our ability to effectuate
loan modifications and/or restructure and improve the operations of our 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 never 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
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 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;

� acquire only a minority and/or a non-controlling participation in an underlying investment;

� 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.
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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.
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B Notes, mezzanine loans, and other investments that are subordinated or otherwise junior in an issuer�s capital
structure and that involve privately negotiated structures will expose us to greater risk of loss.

We may from time to time originate or acquire B Notes, mezzanine loans and other investments that are subordinated
or otherwise junior in an issuer�s capital structure (such as preferred equity) and that involve privately negotiated
structures. To the extent we invest in subordinated debt or mezzanine tranches of an entity�s capital structure, such
investments and our remedies with respect thereto, including the ability to foreclose on any collateral securing such
investments, will be subject to the rights of holders of more senior tranches in the issuer�s capital structure 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.

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.
Further, B Notes typically are secured by a single property and accordingly reflect the risks associated with significant
concentration.

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 credit worthy entity, which could include us, to stabilize the property and
prevent additional defaults to lenders with existing liens on the property.

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

We may invest in transitional loans to borrowers who are typically seeking short-term capital to be used in an
acquisition or rehabilitation of a property. The typical borrower under 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 some or all of our investment.

In addition, borrowers usually use the proceeds of a conventional mortgage to repay a transitional loan. Transitional
loans therefore are subject to risks 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.

Risks of cost overruns and noncompletion of renovations of properties in transition may result in significant losses.

The renovation, refurbishment or expansion of a property by a borrower involves risks of cost overruns and
noncompletion. Estimates of the costs of improvements to bring an acquired property up to standards established for
the market position intended for that property may prove inaccurate. Other risks may include rehabilitation costs
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and other approvals (e.g., for condominiums) and rehabilitation and subsequent leasing of the property not being
completed on schedule. If such renovation is not completed in a timely manner, or if it costs more than expected, the
borrower may experience a prolonged impairment of net operating income and may not be able to make payments on
our investment on a timely basis or at all, which could result in significant losses.

There are increased risks involved with our construction lending activities.

We have in the past and may in the future invest in loans which fund the construction of commercial properties.
Construction lending generally is considered to involve a higher degree of risk of non-payment and loss than other
types of lending due to a variety of factors, including the difficulties in estimating construction costs and anticipating
construction delays and, generally, the dependency on timely, successful completion and the lease-up and
commencement of operations post-completion. In addition, since such loans generally entail greater risk than
mortgage loans on income-producing property, we may need to increase our allowance for loan losses in the future to
account for the likely increase in probable incurred credit losses associated with such loans. Further, as the lender
under a construction loan, we may be obligated to fund all or a significant portion of the loan at one or more future
dates. We may not have the funds available at such future date(s) to meet our funding obligations under the loan. In
that event, we would likely be in breach of the loan 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.

If a borrower fails to complete the construction of a project or experiences cost overruns, there could be adverse
consequences associated with the loan, including a loss of the value of the property securing the loan, a borrower
claim against us for failure to perform under the loan documents if we choose to stop funding, increased costs to the
borrower that the borrower is unable to pay, a bankruptcy filing by the borrower, and abandonment by the borrower of
the collateral for the loan.

Loans or investments involving international real estate-related assets are subject to special risks that we may not
manage effectively, which would have a material adverse effect on our results of operations and our ability to make
distributions to our stockholders.

We invest a material portion of our capital in assets outside the United States and may increase the percentage of our
investments outside the United States if our Manager deems such investments appropriate in its discretion. To the
extent that we invest in non-domestic real estate-related assets, we may be subject to certain risks associated with
international investments generally, including, among others:

� currency exchange matters, including fluctuations in currency exchange rates and costs associated with
conversion of investment principal and income from one currency into another;

� less developed or efficient financial markets than in the United States, which may lead to potential price
volatility and relative illiquidity;

� the burdens of complying with international regulatory requirements and prohibitions that differ between
jurisdictions;
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� changes in laws or clarifications to existing laws that could impact our tax treaty positions, which could
adversely impact the returns on our investments;

� a less developed legal or regulatory environment, differences in the legal and regulatory environment or
enhanced legal and regulatory compliance;

� political hostility to investments by foreign investors;

� higher rates of inflation;

� higher transaction costs;

� greater difficulty enforcing contractual obligations;

� fewer investor protections;
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� certain economic and political risks, including potential exchange control regulations and restrictions on our
non-U.S. investments and repatriation of profits on investments or of capital invested, the risks of political,
economic or social instability, the possibility of expropriation or confiscatory taxation and adverse economic
and political developments; and

� potentially adverse tax consequences.
If any of the foregoing risks were to materialize, they could adversely affect our results of operations and financial
condition.

The ongoing Eurozone financial crisis may have an adverse effect on investments in Europe and could result in
the exit of one or more member states from the Eurozone or a breakup of the Eurozone entirely, which creates
uncertainty and could affect our investments directly.

A portion of our investments consists of assets secured by European collateral. The ongoing situation relating to the
sovereign debt of several countries, including Greece, Ireland, Italy, Spain and Portugal, together with the risk of
contagion to other more financially stable countries, has also raised a number of uncertainties regarding the stability
and overall standing of the European Monetary Union. Any further deterioration in the global or Eurozone economy
could have a significant adverse effect on our activities and the value of any European collateral.

In addition, we currently hold assets and may acquire additional assets that are denominated in British pounds sterling
and in Euros. Further deterioration in the Eurozone economy could have a material adverse effect on the value of our
investment in such assets and amplify the currency risks faced by us.

If any country were to leave the Eurozone, or if the Eurozone were to break up entirely, the treatment of debt
obligations previously denominated in Euros is uncertain. A number of issues would be raised, such as whether
obligations that are expressed to be payable in Euros would be re-denominated into a new currency. The answer to
this and other questions is uncertain and would depend on the way in which the break-up occurred and also on the
nature of the transaction; the law governing it; which courts have jurisdiction in relation to it; the place of payment;
and the place of incorporation of the payor. If we were to hold any investments in Euros at the time of any Eurozone
exits or break-up, this uncertainty and potential re-denomination could have a material adverse effect on the value of
our investments and the income from them.

Transactions denominated in foreign currencies subject us to foreign currency risks.

We hold assets denominated in British pounds sterling, Euros, and Canadian dollars, and may acquire assets
denominated in other foreign currencies, which exposes us to foreign currency risk. As a result, a change in foreign
currency exchange rates may have an adverse impact on the valuation of our assets, as well as our income and
distributions. Any such changes in foreign currency exchange rates may impact the measurement of such assets or
income for the purposes of our REIT tests and may affect the amounts available for payment of dividends on our class
A common stock.

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

Our operating results are dependent upon the availability of, as well as our Manager�s ability to identify, structure,
consummate, leverage, manage and realize returns on our investments. In general, the availability of favorable
investment opportunities and, consequently, our returns, will be affected by the level and volatility of interest rates

Edgar Filing: BLACKSTONE MORTGAGE TRUST, INC. - Form 10-K

Table of Contents 30



and credit spreads, conditions in the financial markets, general economic conditions, the demand for investment
opportunities in our target assets and the supply of capital for such investment opportunities. We cannot make any
assurances that our Manager will be successful in identifying and consummating investments that satisfy our rate of
return objectives or that such investments, once made, will perform as anticipated.
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Real estate valuation is inherently subjective and uncertain.

The valuation of real estate and therefore the valuation of any underlying security relating to loans 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. In addition, where we
invest in construction loans, initial valuations will assume completion of the project. As a result, the valuations of the
real estate assets against which we will make loans 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.

We operate in a competitive market for lending and investment opportunities which has recently intensified, and
competition may limit our ability to originate or acquire desirable loans and investments in assets we target and
could also affect the yields of these assets and have a material adverse effect on our business, financial condition,
and results of operation.

We operate in a competitive market for lending and investment opportunities, which recently has intensified. 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
Blackstone), commercial and investment banks, commercial finance and insurance companies and other financial
institutions. Several other REITs 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, such as the U.S. Government. Many of our competitors are not subject to the operating constraints associated
with REIT tax 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. 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 from time to time, thereby limiting our
ability to identify and originate loans or make investments that are consistent with our investment objectives. 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.

Our loans and investments may be concentrated in terms of geography, asset types, and sponsors.

We are not required to observe specific diversification criteria, except as may be set forth in the investment guidelines
adopted by our board of directors. Therefore, our investments in our target assets may at times be concentrated in
certain property types that are subject to higher risk of default or foreclosure, or secured by properties concentrated in
a limited number of geographic locations.

To the extent that our portfolio is concentrated in any one region or type of asset, downturns relating generally to such
region or type of asset may result in defaults on a number of our investments within a short time period, 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
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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
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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.

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
or acts of war, which may be uninsurable or not economically insurable. Inflation, changes in building codes and
ordinances, environmental considerations and other factors, including terrorism or acts of war, also might result in
insurance proceeds 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 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.

The impact of any future terrorist attacks and the availability of affordable terrorism insurance expose us to
certain risks.

Terrorist attacks, the anticipation of any such attacks, and the consequences of any military or other response by the
United States and its allies may have an adverse impact on the U.S. financial markets and the economy in general. We
cannot predict the severity of the effect that any such future events would have on the U.S. financial markets, the
economy or our business. Any future terrorist attacks could adversely affect the credit quality of some of our loans
and investments. Some of our loans and investments will be more susceptible to such adverse effects than others,
particularly those secured by properties in major cities or properties that are prominent landmarks or public
attractions. We may suffer losses as a result of the adverse impact of any future terrorist attacks and these losses may
adversely impact our results of operations.

In addition, the enactment of the Terrorism Risk Insurance Act of 2002, or TRIA, and the subsequent enactment of the
Terrorism Risk Insurance Program Reauthorization Act of 2015, which extended TRIA through the end of 2020,
requires insurers to make terrorism insurance available under their property and casualty insurance policies and
provides federal compensation to insurers for insured losses. However, this legislation does not regulate the pricing of
such insurance and there is no assurance that this legislation will be extended beyond 2020. 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 that we invest in are unable to obtain affordable insurance coverage,
the value of those investments could decline and in the event of an uninsured loss, we could lose all or a portion of our
investment.

We may need to foreclose on certain of the loans 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 we originate or acquire, and the foreclosure
process may be lengthy and expensive. Whether or not we have participated in the negotiation of the terms of any
such loans, we cannot assure you as to the adequacy of the protection of the terms of the applicable loan, including the
validity or enforceability of the loan and the maintenance of the anticipated priority and perfection of the applicable
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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
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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 results 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, the liquidation proceeds upon sale of the underlying real estate may
not be sufficient to recover our cost basis in the loan, resulting in a loss to us. Furthermore, any costs or delays
involved in the foreclosure of the loan or a liquidation of the underlying property will further reduce the net proceeds
and, thus, increase any such loss.

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

To the extent we foreclose on properties with respect to which we have extended loans, we may be subject to
environmental liabilities arising from such foreclosed properties. 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.

If we foreclose on any properties underlying our investments, the presence of hazardous substances on a property may
adversely affect our ability to sell the property and we may incur substantial remediation costs, thus harming our
financial condition. The discovery of material environmental liabilities attached to such properties could adversely
affect our results of operations and financial condition.

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.

Any investments we make in CMBS, CLOs, CDOs and other similar structured finance investments would pose
additional risks, including the risks of the securitization process and the risk that any special servicer may take
actions that could adversely affect our interests.

We may from time to time invest in CMBS, CLOs, CDOs and other similar securities, which are subordinated classes
of securities in a structure of securities secured by a pool of mortgages or loans. Accordingly, such securities are the
first or among the first to bear the loss upon a restructuring or liquidation of the underlying collateral and the last to
receive payment of interest and principal. Thus, there is generally only a nominal amount of equity or other debt
securities junior to such positions, if any, issued in such structures. The estimated fair values of such subordinated
interests tend to be much more sensitive to adverse economic downturns and underlying borrower developments than
more senior securities. A projection of an economic downturn, for example, could cause a decline in the price of lower
credit quality CMBS, CLOs or CDOs because the ability of borrowers to make principal and interest payments on the
mortgages or loans underlying such securities may be impaired, as has occurred throughout the recent economic
recession and weak recovery.
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traded and are relatively illiquid investments and volatility in CLO and CDO trading markets may cause the
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value of these investments to decline. In addition, if the underlying mortgage portfolio has been overvalued by the
originator, or if the values subsequently decline and, as a result, less collateral value is available to satisfy interest and
principal payments and any other fees in connection with the trust or other conduit arrangement for such securities, we
may incur significant losses.

With respect to the CMBS, CLOs and CDOs in which we may invest, control over the related underlying loans will be
exercised through a special servicer or collateral manager designated by a �directing certificateholder� or a �controlling
class representative,� or otherwise pursuant to the related securitization documents. We may acquire classes of CMBS,
CLOs or CDOs, for which we may not have the right to appoint the directing certificateholder or otherwise direct the
special servicing or collateral management. With respect to the management and servicing of those loans, the related
special servicer or collateral manager may take actions that could adversely affect our interests.

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

Some of our investments may be rated by rating agencies such as Moody�s Investors Service, Fitch Ratings,
Standard & Poor�s, DBRS, Inc., Realpoint LLC or Kroll Bond Rating Agency. Any credit ratings on our 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 investments in the future, the value and liquidity of our investments could significantly decline, which would
adversely affect the value of our investment portfolio and could result in losses upon disposition or the failure of
borrowers to satisfy their debt service obligations to us.

Investments in non-conforming and non-investment grade rated loans or securities involve increased risk of loss.

Many of our investments may not conform to conventional loan standards applied by traditional lenders and either
will not be rated (as is typically the case for private loans) or will be rated as non-investment grade by the rating
agencies. Private loans often are not rated by credit rating agencies. Non-investment grade ratings typically result
from the overall leverage of the loans, the lack of a strong operating history for the properties underlying the loans, the
borrowers� credit history, the underlying properties� cash flow or other factors. As a result, these investments should be
expected to have a higher risk of default and loss than investment-grade rated assets. Any loss we incur may be
significant and may adversely affect our results of operations and financial condition. There are no limits on the
percentage of unrated or non-investment grade rated assets we may hold in our investment portfolio.

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, 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.
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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 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 that are traded over-the-counter and not 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 �asked� prices for derivative instruments that
are traded over-the-counter and not on an exchange. Such over-the-counter derivatives are also subject to types and
levels of investor protections or governmental regulation that may differ from exchange traded instruments.

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.

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.

Some of our portfolio investments may be recorded at fair value and, as a result, there will be uncertainty as to the
value of these investments.

Some of our portfolio investments may be in the form of positions or securities that are not publicly traded. The fair
value of securities and other investments that are not publicly traded may not be readily determinable. We will value
these investments quarterly 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 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 determinations regarding
the fair value of these investments were materially higher than the values that we ultimately realize upon their
disposal.
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Risks Related to Our Financing and Hedging

We may incur a significant amount of debt, which may subject us to increased risk of loss and could adversely
affect our results of operations and financial condition.

We currently have outstanding indebtedness and, subject to market conditions and availability, we may incur a
significant amount of additional debt through repurchase agreements, 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. We may also issue additional
debt or equity securities to fund our growth. The percentage of leverage we employ will vary depending on our
available capital, our ability to obtain and access financing arrangements with lenders, the type of asset we are
funding, whether the financing is recourse or non-recourse, debt restrictions contained in those financing arrangements
and the lenders� and rating agencies� estimate of the stability of our investment portfolio�s cash flow. We may
significantly increase the amount of leverage we utilize at any time without approval of our board of directors. In
addition, we may leverage individual assets at substantially higher levels. Incurring substantial debt could subject us
to many risks that, if realized, would materially and adversely affect us, including the risk that:

� our cash flow from operations may be insufficient to make required payments of principal of and interest on
our debt, which is likely to result in (a) acceleration of such debt (and any other debt containing a
cross-default or cross-acceleration provision), which we then may be unable to repay from internal funds or
to refinance on favorable terms, or at all, (b) our inability to borrow undrawn amounts under our financing
arrangements, even if we are current in payments on borrowings under those arrangements, which would
result in a decrease in our liquidity, and/or (c) the loss of some or all of our collateral assets to foreclosure or
sale;

� our debt may increase our vulnerability to adverse economic and industry conditions with no assurance that
investment yields will increase in an amount sufficient to offset the higher financing costs;

� we may be required to dedicate a substantial portion of our cash flow from operations to payments on our
debt, thereby reducing funds available for operations, future business opportunities, stockholder distributions
or other purposes; and

� we may not be able to refinance any debt that matures prior to the maturity (or realization) of an underlying
investment it was used to finance on favorable terms or at all.

There can be no assurance that a leveraging strategy will be successful and may subject us to increased risk of loss and
could adversely affect our results of operations and financial condition.

Our master repurchase agreements impose, and additional lending facilities may impose, restrictive covenants,
which would restrict our flexibility to determine our operating policies and investment strategy.

We borrow funds under master repurchase agreements with various counterparties. The documents that govern these
master repurchase agreements and the related guarantees contain, and additional lending facilities may contain,
customary affirmative and negative covenants, including financial covenants applicable to us that may restrict our
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flexibility to determine our operating policies and investment strategy. In particular, our master repurchase agreements
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 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 rapidly. In addition, lenders may require that our
Manager or one or more of our Manager�s executives 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 facilities. Further, this could also make it difficult for us to satisfy the requirements necessary to maintain
our qualification as a REIT for U.S. federal income tax purposes.
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Our master repurchase agreements require, and bank credit facilities, repurchase agreements or other financing
that we may use in the future to finance our assets may require, us to provide additional collateral or pay down
debt.

Our master repurchase agreements with various counterparties, any bank credit facilities (including term loans and
revolving facilities), and additional repurchase agreements or other financing we may enter into in the future, would
involve the risk that the market value of the assets pledged or sold by us to the provider of the financing may decline
in value, in which case the lender or counterparty may require us to provide additional collateral or lead to margin
calls that may require us 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 including by selling assets at a time when we might not otherwise choose to do so, which we may not be able
to achieve on favorable terms or at all. Posting additional margin would reduce our cash available to make other,
higher yielding investments (thereby decreasing our return on equity). If we cannot meet these requirements, the
lender or counterparty could accelerate our indebtedness, increase the interest rate on advanced funds and terminate
our ability to borrow funds from it, which could materially and adversely affect our financial condition and ability to
implement our investment strategy. In the case of repurchase transactions, if the value of the underlying security has
declined as of the end of that term, or if we default on our obligations under the repurchase agreement, we will likely
incur a loss on our repurchase transactions. In addition, if a lender or counterparty 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 financing and increase our cost of
capital.

Our use of leverage may create a mismatch with the duration and index of the investments that we are financing.

We intend to structure our leverage such that we minimize the difference between the term of our investments and the
leverage we use to finance such investments. In the event that our leverage is for a shorter term than the financed
investment, we may not be able to extend or find appropriate replacement leverage and that would have an adverse
impact on our liquidity and our returns. In the event that our leverage is for a longer term than the financed
investment, we may not be able to repay such leverage or replace the financed investment with an optimal substitute
or at all, which will negatively impact our desired leveraged returns.

We attempt to structure our leverage such that we minimize the difference between the index of our investments and
the index of our leverage � financing floating rate investments with floating rate leverage and fixed rate investments
with fixed rate leverage. If such a product is not available to us from our lenders on reasonable terms, we may use
hedging instruments to effectively create such a match. For example, in the case of fixed rate investments, we may
finance such an investment with floating rate leverage, but effectively convert all or a portion of the attendant leverage
to fixed rate using hedging strategies.

Our attempts to mitigate such risk are subject to factors outside of our control, such as the availability to us of
favorable financing and hedging options, which is subject to a variety of factors, of which duration and term matching
are only two. A duration mismatch may occur when borrowers prepay their loans faster or slower than expected. The
risks of a duration mismatch are also magnified by the potential for the extension of loans in order to maximize the
likelihood and magnitude of their recovery value in the event the loans experience credit or performance challenges.
Employment of this asset management practice would effectively extend the duration of our investments, while our
liabilities may have set maturity dates.

Interest rate fluctuations could increase our financing costs, which could lead to a significant decrease in our
results of operations, cash flows and the market value of our investments.
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To the extent that our financing costs will be determined by reference to floating rates, such as LIBOR or a Treasury
index, the amount of such costs will depend on the level and movement of interest rates. In a period of rising interest
rates, our interest expense on floating rate debt would increase, while any additional interest
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income we earn on our floating rate investments may be subject to caps and may not compensate for such increase in
interest expense. At the same time, the interest income we earn on our fixed rate investments would not change, the
duration and weighted average life of our fixed rate investments would increase and the market value of our fixed rate
investments would decrease. Similarly, in a period of declining interest rates, our interest income on floating rate
investments would decrease, while any decrease in the interest we are charged on our floating rate debt may be subject
to floors and may not compensate for such decrease in interest income and interest we are charged on our fixed rate
debt would not change. Any such scenario could adversely affect our results of operations and financial condition.

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 investments may include loans with either floating interest rates or fixed interest rates. Floating rate investments
earn interest at rates that adjust from time to time (typically monthly) based upon an index (typically one-month
LIBOR). 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) and, in a
declining and/or low interest rate environment, these loans will earn lower rates of interest and this will impact our
operating performance. Fixed interest rate investments, however, do not have adjusting interest rates 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. 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 is extremely complicated. Any failure by us to account for our derivatives
properly in accordance with GAAP on our consolidated financial statements could adversely affect our earnings. In
particular, cash flow hedges which are not perfectly correlated (and appropriately designated and/or documented as
such) with variable rate financing will impact our reported income as gains and losses on the ineffective portion of
such hedges.

We depend on repurchase agreements and may depend on bank credit 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 other sources of financing to execute our business plan,
and our inability to access funding could have a material adverse effect on our results of operations, financial
condition and business.

Our ability to fund our 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:

Edgar Filing: BLACKSTONE MORTGAGE TRUST, INC. - Form 10-K

Table of Contents 46



� general economic or market conditions;

� the market�s view of the quality of our assets;

� the market�s perception of our growth potential;
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� our current and potential future earnings and cash distributions; and

� the market price of the shares of our class A common stock.
We will need to periodically access the capital markets to raise cash to fund new investments. Unfavorable economic
or capital market conditions, such as the severe dislocation in the capital and credit markets that existed during the
recent economic recession, 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 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, such as the dislocation that existed
during the recent economic recession, 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. No assurance can be given that we will be able to obtain any
additional financing on favorable terms or at all.

Any warehouse facilities that we may obtain in the future may limit our ability to originate or acquire assets, and
we may incur losses if the collateral is liquidated.

We may utilize, if available, warehouse facilities pursuant to which we would accumulate loans in anticipation of a
securitization or other financing, which assets would be pledged as collateral for such facilities until the securitization
or other transaction is consummated. In order to borrow funds to originate or acquire assets under any future
warehouse facilities, we expect that our lenders thereunder would have the right to review the potential assets for
which we are seeking financing. We may be unable to obtain the consent of a lender to originate or acquire assets that
we believe would be beneficial to us and we may be unable to obtain alternate financing for such assets. In addition,
no assurance can be given that a securitization or other financing would be consummated with respect to the assets
being warehoused. If the securitization or other financing is not consummated, the lender could demand repayment of
the facility, and in the event that we were unable to timely repay, could liquidate the warehoused collateral and we
would then have to pay any amount by which the original purchase price of the collateral assets exceeds its sale price,
subject to negotiated caps, if any, on our exposure. In addition, regardless of whether the securitization or other
financing is consummated, if any of the warehoused collateral is sold before the completion, we would have to bear
any resulting loss on the sale.

We may use securitizations to finance our loans and investments, which may expose us to risks that could result in
losses.

We may, to the extent consistent with the REIT requirements, seek to securitize certain of our portfolio investments to
generate cash for funding new investments. This would involve creating a special-purpose vehicle, contributing a pool
of our assets to the entity, and selling interests in the entity on a non-recourse basis to purchasers (whom we would
expect to be willing to accept a lower interest rate to invest in investment-grade loan pools). We would expect to
retain all or a portion of the equity in the securitized pool of portfolio investments. We may use short-term facilities to
finance the acquisition of securities until a sufficient quantity of securities had been accumulated, at which time we
would refinance these facilities through a securitization, such as a CMBS, or issuance of CLOs, or the private
placement of loan participations or other long-term financing. If we were to employ this strategy, we would be subject
to the risk that we would not be able to acquire, during the period that our short-term facilities are available, a
sufficient amount of eligible securities to maximize the efficiency of a CMBS, CLO or private placement issuance.
We also would be subject to the risk that we would not be able to obtain short-term credit facilities or would not be
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credit facilities to allow more time to seek and acquire the necessary eligible securities for a long-term financing. The
inability to consummate securitizations of our portfolio to finance our investments on a long-term basis could require
us to seek other forms of potentially
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less attractive financing or to liquidate assets at an inopportune time or price, which could adversely affect our
performance and our ability to grow our business. Additionally, the securitization of our portfolio might magnify our
exposure to losses because any equity interest we retain in the issuing entity would be subordinate to the notes issued
to investors and we would, therefore, absorb all of the losses sustained with respect to a securitized pool of assets
before the owners of the notes experience any losses. The inability to securitize our portfolio may hurt our
performance and our ability to grow our business. At the same time, the securitization of our portfolio investments
might expose us to losses, as the residual portfolio investments in which we do not sell interests will tend to be riskier
and more likely to generate losses.

We may be subject to losses arising from current and future guarantees of debt and contingent obligations of our
subsidiaries or joint venture or co-investment partners.

We currently guarantee certain obligations of our subsidiaries under the various master repurchase agreements that
provide for significant aggregate borrowings and we may in the future guarantee the performance of additional
subsidiaries� obligations, including, but not limited to, additional repurchase agreements, derivative agreements and
unsecured indebtedness. In the future we may also agree to guarantee indebtedness incurred by a joint venture or
co-investment partner. Such a guarantee may be on a joint and several basis with such joint venture or co-investment
partner, in which case we may be liable in the event such partner defaults on its guarantee obligation. The
non-performance of such obligations may cause losses to us in excess of the capital we initially may have invested or
committed under such obligations and there is no assurance that we will have sufficient capital to cover any such
losses.

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. Many of them have been severely impacted by the recent credit market turmoil and have been
experiencing financial pressures. In the past, certain of our counterparties have filed for bankruptcy, leading to
financial losses for us.

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

Subject to 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, 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, currency and/or credit hedging can be expensive and may result in us receiving less interest income;

� available interest or currency rate hedges may not correspond directly with the interest rate or currency risk
for which protection is sought;

� 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;
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� the amount of income that a REIT may earn from hedging transactions (other than hedging transactions that
satisfy certain requirements of the Internal Revenue Code or that are done through a taxable REIT
subsidiary, or 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;
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� 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

� 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, credit spreads or currencies 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 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 assure you 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, certain regulatory requirements with respect to derivatives, including record keeping, 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 to derivative contracts (whether a clearing corporation
in the case of exchange-traded instruments or another third party in the case of over-the-counter instruments). If a
counterparty becomes bankrupt or otherwise fails to perform its obligations under a derivative contract due to
financial difficulties, 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 hedging counterparty with whom we enter into a
hedging transaction will most likely result in its default, which may result in the loss of unrealized profits and force us
to cover our commitments, if any, at the then current market price. Counterparty risk with respect to certain
exchange-traded and over-the-counter derivatives may be further complicated by recently enacted U.S. financial
reform legislation.

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

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

We intend to record derivative and hedging transactions in accordance with Topic 815 of the Financial Accounting
Standards Board�s Accounting Standard Codification, or Topic 815. 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 use instruments that do not
meet the Topic 815 definition of a derivative (such as short sales), we fail to satisfy 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.

If we enter into certain hedging transactions or otherwise invest in certain derivative instruments, failure to obtain
and maintain an exemption from being regulated as a commodity pool operator could subject us to additional
regulation and compliance requirements which could materially adversely affect our business and financial
condition.

Rules under the Dodd-Frank Act Wall Street Reform and Consumer Protection Act of 2010, or Dodd-Frank Act,
establish a comprehensive new regulatory framework for derivative contracts commonly referred to as �swaps.� Under
this regulatory framework, mortgage real estate investment trusts, or mREITs, that trade in commodity interest
positions (including swaps) are considered �commodity pools� and the operators of such mREITs would be considered
�commodity pool operators,� or CPOs. Absent relief, a CPO must register with the U.S. Commodity Futures Trading
Commission, or CFTC, and become a member of the National Futures Association, or NFA, which requires
compliance with NFA�s rules and renders such CPO subject to regulation by the CFTC, including with respect to
disclosure, reporting, recordkeeping and business conduct. We may from time to time, directly or indirectly, invest in
instruments that meet the definition of �swap� under the new rules which may subject us to oversight by the CFTC. Our
board of directors has appointed our Manager to act as our CPO in the event we are deemed a commodity pool.

In the event that we invest in commodity interests, absent relief, our Manager would be required to register as a CPO.
Our Manager may therefore seek and rely on no-action relief from registration with the CFTC or claim an exemption
from registration as a CPO with the CFTC, including pursuant to CFTC Rule 4.13(a)(3). CFTC Rule 4.13(a)(3)
requires that, among other things, the pool�s trading in commodity interest positions (including both hedging and
speculative positions, and positions in security futures) is limited so that either (i) no more than 5% of the liquidation
value of the pool�s portfolio is used as initial margin, premiums and required minimum security deposits to establish
such positions, or (ii) the aggregate net notional value of the pool�s trading in such positions does not exceed 100% of
the pool�s liquidation value. Therefore, unlike a registered CPO, we will not be required to provide prospective
investors with a CFTC compliant disclosure document, nor will we be required to provide investors with periodic
account statements or certified annual reports that satisfy the requirements of CFTC rules applicable to registered
CPOs, in connection with any offerings of shares.

As an alternative to the exemption from registration, our Manager may register as a CPO with the CFTC and avail
itself of certain disclosure, reporting and record-keeping relief under CFTC Rule 4.7.

The CFTC has substantial enforcement power with respect to violations of the laws over which it has jurisdiction,
including their anti-fraud and anti-manipulation provisions. Among other things, the CFTC may suspend or revoke the
registration of a person who fails to comply, prohibit such a person from trading or doing business with registered
entities, impose civil money penalties, require restitution and seek fines or imprisonment for criminal violations.
Additionally, a private right of action exists against those who violate the laws over which the CFTC has jurisdiction
or who willfully aid, abet, counsel, induce or procure a violation of those laws. In the event we fail to receive
interpretive relief from the CFTC on this matter, are unable to claim an exemption from registration and fail to comply
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we may be subject to significant fines, penalties and other civil or governmental actions or proceedings, any of which
could adversely affect our results of operations and financial condition.
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Risks Related to Our Relationship with Our Manager and its Affiliates

We depend on our Manager and its personnel for our success. We may not find a suitable replacement for our
Manager if the Management Agreement is terminated, or if key personnel leave the employment of our Manager or
Blackstone or otherwise become unavailable to us.

We are externally managed and advised by our Manager, an affiliate of Blackstone. We have no employees and all of
our officers are employees of Blackstone or its affiliates. We are completely reliant on our Manager, which has
significant discretion as to the implementation of our investment and operating policies and strategies.

Our success will depend to a significant extent upon the efforts, experience, diligence, skill, and network of business
contacts of the executive officers and key personnel of our Manager and its affiliates. Our Manager is managed by
senior professionals of Blackstone. These individuals will evaluate, negotiate, execute and monitor our investments
and advise us regarding maintenance of our REIT status and exclusion from regulation under the Investment
Company Act; therefore, our success will depend on their continued service with our Manager and its affiliates. The
departure of one or more of the executive officers or key personnel from our Manager and its affiliates could have a
material adverse effect on our performance.

In addition, we can offer no assurance that our Manager will remain our investment manager or that we will continue
to have access to our Manager�s officers and key personnel. The initial term of the Management Agreement only
extends until December 19, 2015. Thereafter, the Management Agreement will be renewable for one-year terms;
provided, however, that our Manager may terminate the Management Agreement annually upon 180 days� prior notice.
If the Management Agreement is terminated and no suitable replacement is found to manage us, we may not be able to
execute our business plan. Furthermore, we may incur certain costs in connection with a termination of the
Management Agreement.

The personnel of our Manager, as our external manager, are not required to dedicate a specific portion of their
time to the management of our business.

Neither our Manager nor any other Blackstone affiliate is obligated to dedicate any specific personnel exclusively to
us, nor are they or their personnel obligated to dedicate any specific portion of their time to the management of our
business. As a result, we cannot provide any assurances regarding the amount of time our Manager or its affiliates will
dedicate to the management of our business and our Manager may have conflicts in allocating its time, resources and
services among our business and any other investment vehicles and accounts our Manager (or its personnel) may
manage. Each of our officers is also an employee of our Manager or another Blackstone affiliate, who has now or may
be expected to have significant responsibilities for other investment vehicles currently managed by Blackstone and its
affiliates. Consequently, we may not receive the level of support and assistance that we otherwise might receive if we
were internally managed. Our Manager and its affiliates are not restricted from entering into other investment advisory
relationships or from engaging in other business activities.

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

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

Our Manager�s fee structure may not create proper incentives or may induce our Manager and its affiliates to
make certain investments, including speculative investments, which increase the risk of our investment portfolio.

We pay our Manager base management fees regardless of the performance of our portfolio. Our Manager�s entitlement
to base management fees, which is not based upon performance metrics or goals, might reduce its incentive to devote
its time and effort to seeking investments that provide attractive risk-adjusted returns for our portfolio. Because the
base management fees are also based in part on our outstanding equity, our Manager may also be incentivized to
advance strategies that increase our equity, and there may be circumstances where increasing our equity will not
optimize the returns for our stockholders. Consequently, we may be required to pay our Manager base management
fees in a particular period despite experiencing a net loss or a decline in the value of our portfolio during that period.

In addition, our Manager has the ability to earn incentive fees each quarter based on our earnings, which may create an
incentive for our Manager to invest in assets with higher yield potential, which are generally riskier or more
speculative, or sell an asset prematurely for a gain, in an effort to increase our short-term net income and thereby
increase the incentive fees to which it is entitled. If our interests and those of our Manager are not aligned, the
execution of our business plan and our results of operations could be adversely affected, which could adversely affect
our results of operations and financial condition.

We may compete with existing and future private and public investment vehicles established and/or managed by
Blackstone or its affiliates, which may present various conflicts of interest that restrict our ability to pursue certain
investment opportunities or take other actions that are beneficial to our business and result in decisions that are
not in the best interests of our stockholders.

We are subject to conflicts of interest arising out of our relationship with Blackstone, including our Manager and its
affiliates. Blackstone has appointed two nominees to serve on our board of directors (one of whom serves as executive
chairman of our board of directors), and Stephen D. Plavin, our chief executive officer and a member of our board,
Paul D. Quinlan, our chief financial officer, and our other executive officers are also executives of Blackstone and/or
one or more of its affiliates, and we are managed by our Manager, a Blackstone affiliate. There is no guarantee that the
policies and procedures adopted by us, the terms and conditions of the Management Agreement or the policies and
procedures adopted by our Manager, Blackstone and their affiliates, will enable us to identify, adequately address or
mitigate these conflicts of interest.

Some examples of conflicts of interest that may arise by virtue of our relationship with our Manager and Blackstone
include:

� Broad and Wide-Ranging Activities. Our Manager, Blackstone and their affiliates engage in a broad
spectrum of activities, including a broad range of activities relating to investments in the real estate industry,
and have invested or committed billions of dollars in capital through various investment funds, managed
accounts and other vehicles affiliated with Blackstone. In the ordinary course of their business activities, our
Manager, Blackstone and their affiliates may engage in activities where the interests of certain divisions of
Blackstone and its affiliates, including our Manager, or the interests of their clients may conflict with the
interests of our stockholders. Certain of these divisions and entities affiliated with our Manager have or may
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particular, Blackstone Real Estate Debt Strategies, or BREDS, part of Blackstone�s real estate investment
business, seeks to invest in a broad range of real estate-related debt investments via several different
investment funds, managed accounts and other vehicles.
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� Blackstone�s Policies and Procedures. Specified policies and procedures implemented by Blackstone and its
affiliates, including our Manager, to mitigate potential conflicts of interest and address certain regulatory
requirements and contractual restrictions may reduce the advantages across Blackstone�s and its affiliates�
various businesses that Blackstone expects to draw on for purposes of pursuing attractive investment
opportunities. Because Blackstone has many different asset management, advisory and other businesses, it is
subject to a number of actual and potential conflicts of interest, greater regulatory oversight and more legal
and contractual restrictions than that to which it would otherwise be subject if it had just one line of business.
In addressing these conflicts and regulatory, legal and contractual requirements across its various businesses,
Blackstone has implemented certain policies and procedures (e.g., information walls) that may reduce the
benefits that Blackstone expects to utilize for purposes of identifying and managing its investments. For
example, Blackstone may come into possession of material non-public information with respect to
companies in which our Manager may be considering making an investment in companies that are
Blackstone�s and its affiliates� advisory clients. As a consequence, that information, which could be of benefit
to our Manager, might become restricted to those other businesses and otherwise be unavailable to our
Manager, and could also restrict our Manager�s activities. Additionally, the terms of confidentiality or other
agreements with or related to companies in which any investment vehicle of Blackstone has or has
considered making an investment or which is otherwise an advisory client of Blackstone and its affiliates
may restrict or otherwise limit the ability of Blackstone or its affiliates, including our Manager, to engage in
businesses or activities competitive with such companies.

� Allocation of Investment Opportunities. Certain inherent conflicts of interest arise from the fact that
Blackstone and its affiliates, including our Manager, will provide investment management and other services
both to us and to any other person or entity, whether or not the investment objectives or policies of any such
other person or entity are similar to ours, including, without limitation, the sponsoring, closing and/or
managing of any investment funds, vehicles, accounts, products and/or other similar arrangements
sponsored, advised, and/or managed by Blackstone or its affiliates, whether currently in existence or
subsequently established (in each case, including any related successor funds, alternative vehicles,
supplemental capital vehicles, co-investment vehicles and other entities formed in connection with
Blackstone or its affiliates side-by-side or additional general partner investments with respect thereto), which
we refer to as the Blackstone Funds. The respective investment guidelines and programs of our business and
the Blackstone Funds may or may not overlap, in whole or in part, and if there is any such overlap
investment opportunities will be allocated between us and the Blackstone Funds in a manner that may result
in fewer investment opportunities being allocated to us than would have otherwise been the case in the
absence of such Blackstone Funds. In particular, while the primary investment strategies of Blackstone
Mortgage Trust and Blackstone�s latest flagship successor real estate debt fund, Blackstone Real Estate Debt
Strategies II, L.P., or BREDS II, are materially different in that Blackstone Mortgage Trust will generally
seek to invest primarily in senior mortgage loans and other similar interests and BREDS II will generally
seek to invest primarily in junior mortgage debt (e.g., B Notes) and mezzanine debt, a significant portion of
the capital of BREDS II may nonetheless be invested in investments that would also be appropriate for
Blackstone Mortgage Trust. Our Manager, Blackstone or their affiliates may also give advice to the
Blackstone Funds that may differ from advice given to us even though their investment objectives may be
the same or similar to ours.

While our Manager will seek to manage potential conflicts of interest in a fair and reasonable manner in accordance
with the investment allocation policy and procedures of our Manager and/or its affiliates with respect to the allocation
of investment opportunities among us and one or more Blackstone Funds (as the same may be amended, updated or
revised from time to time without prior notice from our Manager or our consent), which we refer to as the Allocation
Policy, and as required pursuant to the Management Agreement, the portfolio strategies employed by our Manager,
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the securities and instruments in which we invest. Conversely, participation in specific
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investment opportunities may be appropriate, at times, for both us and the Blackstone Funds. Our Manager has an
investment allocation policy in place which provides that investment opportunities falling within the shared
investment objectives of our business and the Blackstone Funds will generally be allocated on a basis that our
Manager and applicable Blackstone affiliates determine to be fair and reasonable in accordance with the Allocation
Policy, subject to legal, tax, regulatory, accounting and other considerations and taking into account a variety of
factors. Our Manager is entitled to amend the Allocation Policy at any time without prior notice or our consent.

� Investments in Different Levels or Classes of an Issuer�s Securities. From time to time, we and the
Blackstone Funds may make investments at different levels of an issuer�s or borrower�s capital structure (e.g.,
an investment by a Blackstone Fund in an equity or mezzanine interest with respect to the same portfolio
entity in which we own a debt interest or vice versa) or otherwise in different classes of the same issuer�s
securities. We may make investments that are senior or junior to, or have rights and interests different from
or adverse to, the investments made by the Blackstone Funds. Such investments may conflict with the
interests of such Blackstone Funds in related investments, and the potential for any such conflicts of interests
may be heightened in the event of a default or restructuring of any such investments. Our Management
Agreement requires our Manager to keep our board of directors reasonably informed on a periodic basis in
connection with the foregoing, including with respect to transactions that involve investments at different
levels of an issuer�s or borrower�s capital structure, as to which our Manager has agreed to provide our board
of directors with quarterly updates. We currently hold mortgage and mezzanine loans and other investments
in which Blackstone affiliates have interests in the collateral securing or backing such investments. While
Blackstone will seek to resolve any such conflicts in a fair and equitable manner in accordance with the
Allocation Policy and its prevailing policies and procedures with respect to conflicts resolution among the
Blackstone Funds generally, such transactions are not required to be presented to our board of directors for
approval, and there can be no assurance that any conflicts will be resolved in our favor.

� Pursuit of Differing Strategies. At times, the investment professionals employed by our Manager or its
affiliates and other investment vehicles affiliated with our Manager and/or Blackstone may determine that an
investment opportunity may be appropriate for only some of the accounts, clients, entities, funds and/or
investment companies for which he or she exercises investment responsibility, or may decide that certain of
the accounts, clients, entities, funds and/or investment companies should take differing positions with respect
to a particular security. In these cases, the investment professionals may place separate transactions for one
or more accounts, clients, entities, funds and/or investment companies which may affect the market price of
the security or the execution of the transaction, or both, to the detriment or benefit of one or more other
accounts, clients, entities, funds and/or investment companies. For example, an investment professional may
determine that it would be in the interest of another account to sell a security that we hold long, potentially
resulting in a decrease in the market value of the security held by us.

� Variation in Financial and Other Benefits. A conflict of interest arises where the financial or
other benefits available to our Manager or its affiliates differ among the accounts, clients,
entities, funds and/or investment companies that it manages. If the amount or structure of the
base management fee, incentive fee and/or our Manager�s compensation differs among
accounts, clients, entities, funds and/or investment companies (such as where certain funds or
accounts pay higher base management fees, incentive fees, performance-based management
fees or other fees), our Manager might be motivated to help certain accounts, clients, entities,
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management or to enhance our Manager�s performance record or to derive other rewards,
financial or otherwise, could influence our Manager in affording preferential treatment to
those accounts, clients, entities, funds and/or investment companies that could most
significantly benefit our Manager. Our Manager may, for example, have an incentive to
allocate favorable or limited opportunity investments or structure the timing of investments to
favor such accounts, clients, entities, funds and/or investment companies. Additionally, our
Manager might be
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motivated to favor accounts, clients, entities, funds and/or investment companies in which it has an
ownership interest or in which Blackstone and/or its affiliates have ownership interests. Conversely, if an
investment professional at our Manager or its affiliates does not personally hold an investment in the fund
but holds investments in other Blackstone affiliated vehicles, such investment professional�s conflicts of
interest with respect to us may be more acute.

� Investment Banking, Underwriting Advisory and Other Relationships. As part of its regular business,
Blackstone provides a broad range of investment banking, underwriting, advisory, and other services. In the
regular course of its investment banking and advisory businesses, Blackstone represents potential purchasers,
sellers and other involved parties, including corporations, financial buyers, management, stockholders and
institutions, with respect to transactions that could give rise to investments that are suitable for us.
Blackstone will be under no obligation to decline any such engagements in order to make an investment
opportunity available to us. In connection with its investment banking, advisory and other businesses,
Blackstone may come into possession of information that limits its ability to engage in potential transactions.
Our activities may be constrained as a result of the inability of Blackstone personnel to use such information.
For example, employees of Blackstone not serving as employees of our Manager or its affiliates may be
prohibited by law or contract from sharing information with members of our Manager�s investment team.
Additionally, there may be circumstances in which one or more of certain individuals associated with
Blackstone will be precluded from providing services to our Manager because of certain confidential
information available to those individuals or to other parts of Blackstone. In certain sell-side assignments,
the seller may permit Blackstone to act as a participant in such transaction, which would raise conflicts of
interest inherent in such a situation. In addition, in connection with selling investments by way of a public
offering, a Blackstone broker-dealer may act as the managing underwriter or a member of the underwriting
syndicate on a firm commitment basis and purchase securities on that basis. Blackstone may retain any
commissions, remuneration, or other profits and receive compensation from such underwriting activities,
which have the potential to create conflicts of interest. Blackstone may also participate in underwriting
syndicates from time to time with respect to us or portfolio companies of Blackstone Funds, or may
otherwise be involved in the private placement of debt or equity securities issued by us or such portfolio
companies, or otherwise in arranging financings with respect thereto. Subject to applicable law, Blackstone
may receive underwriting fees, placement commissions, or other compensation with respect to such
activities, which are not required to be shared with us or our stockholders. Where Blackstone serves as
underwriter with respect to a portfolio company�s securities, we or the applicable Blackstone fund holding
such securities may be subject to a �lock-up� period following the offering under applicable regulations during
which time our ability to sell any securities that we continue to hold is restricted. This may prejudice our
ability to dispose of such securities at an opportune time.

Blackstone has long-term relationships with a significant number of corporations and their senior management. In
determining whether to invest in a particular transaction on our behalf, our Manager may consider those relationships
(subject to its obligations under the Management Agreement), which may result in certain transactions that our
Manager will not undertake on our behalf in view of such relationships.

Blackstone and its affiliates may represent creditors or debtors in proceedings under Chapter 11 of the Bankruptcy
Code or prior to such filings. From time to time Blackstone and its affiliates may serve as advisor to creditor or equity
committees. This involvement, for which Blackstone and its affiliates may be compensated, may limit or preclude the
flexibility that we may otherwise have to participate in restructurings.
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� Service Providers. Certain of our service providers (including lenders, brokers, attorneys, and investment
banking firms) may be sources of investment opportunities, counterparties therein or advisors with respect
thereto. This may influence our Manager in deciding whether to select such a service provider. In addition,
in instances where multiple Blackstone businesses may be exploring a potential individual investment,
certain of these service providers may choose to be engaged by other Blackstone affiliates rather than us.
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� Material, Non-Public Information. We, directly or through Blackstone, our Manager or certain of their
respective affiliates may come into possession of material non-public information with respect to an issuer in
which we have invested or may invest. Should this occur, our Manager may be restricted from buying or
selling securities, derivatives or loans of the issuer on our behalf until such time as the information becomes
public or is no longer deemed material. Disclosure of such information to the personnel responsible for
management of our business may be on a need-to-know basis only, and we may not be free to act upon any
such information. Therefore, we and/or our Manager may not have access to material non-public information
in the possession of Blackstone which might be relevant to an investment decision to be made by our
Manager on our behalf, and our Manager may initiate a transaction or purchase or sell an investment which,
if such information had been known to it, may not have been undertaken. Due to these restrictions, our
Manager may not be able to initiate a transaction on our behalf that it otherwise might have initiated and
may not be able to purchase or sell an investment that it otherwise might have purchased or sold, which
could negatively affect our operations.

� Possible Future Activities. Our Manager and its affiliates may expand the range of services that they provide
over time. Except as and to the extent expressly provided in the Management Agreement, our Manager and
its affiliates will not be restricted in the scope of its business or in the performance of any such services
(whether now offered or undertaken in the future) even if such activities could give rise to conflicts of
interest, and whether or not such conflicts are described herein. Our Manager, Blackstone and their affiliates
continue to develop relationships with a significant number of companies, financial sponsors and their senior
managers, including relationships with clients who may hold or may have held investments similar to those
intended to be made by us. These clients may themselves represent appropriate investment opportunities for
us or may compete with us for investment opportunities.

� Transactions with Blackstone Funds. From time to time, we may enter into purchase and sale transactions
with Blackstone Funds. Such transactions will be conducted in accordance with, and subject to, the terms
and conditions of the Management Agreement (including the requirement that sales to or acquisitions of
investments from Blackstone, any Blackstone Fund or any of their affiliates be approved in advance by a
majority of our independent directors) and our code of business conduct and ethics and applicable laws and
regulations.

� Loan Refinancings. We may from time to time seek to participate in investments relating to the refinancing
of loans held by the Blackstone Funds (including the BREDS funds). While it is expected that our
participation in connection with such refinancing transactions will be at arms� length and on market/contract
terms, such transactions may give rise to potential or actual conflicts of interest.

� Other Affiliate Transactions. Our Manager may on our behalf acquire debt issued by a borrower in which a
separate equity or another debt investment has been made by Blackstone or its other affiliates, including the
BREDS funds. In connection with investments in which we participate alongside other Blackstone Funds
(including the BREDS funds), we may from time to time share certain rights with such other Blackstone
Funds relating to such investments for legal, tax, regulatory or other similar reasons, including, in certain
instances, certain control-related rights with respect to jointly-held investments. When making any such
investments, there may be conflicting interests. There can be no assurance that the return on our investment
will be equivalent to or better than the returns obtained by Blackstone or its other affiliates.
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Further conflicts could arise once we and Blackstone or its affiliates have made their respective investments. For
example, if a company goes into bankruptcy or reorganization, becomes insolvent or otherwise experiences financial
distress or is unable to meet its payment obligations or comply with covenants relating to securities held by us or by
the Blackstone or its affiliates, Blackstone or its affiliates may have an interest that conflicts with our interests or
Blackstone or its affiliates may have information regarding the company that we do not have access to. If additional
financing is necessary as a result of financial or other difficulties, it may not be in our best
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interests to provide such additional financing. If Blackstone or its affiliates were to lose their respective investments as
a result of such difficulties, the ability of our Manager to recommend actions in our best interests might be impaired.

Termination of the Management Agreement would be costly.

Termination of the Management Agreement without cause will be difficult and costly. Our independent directors will
review our Manager�s performance annually and, following the initial three-year term, the Management Agreement
may be terminated each year upon the affirmative vote of at least two-thirds of our independent directors, based upon
a determination that (i) our Manager�s performance is unsatisfactory and materially detrimental to us or (ii) the base
management fee and incentive fee payable to our Manager are not fair (provided that in this instance, our Manager
will be afforded the opportunity to renegotiate the management fee and incentive fees prior to termination). We are
required to provide our Manager with 180 days prior notice of any such termination. Additionally, upon such a
termination, or if we materially breach the Management Agreement and our Manager terminates the Management
Agreement, the Management Agreement provides that we will pay our Manager a termination fee equal to three times
the sum of the average annual base management fee and the average annual incentive fee earned during the 24-month
period immediately preceding the date of termination, calculated as of the end of the most recently completed fiscal
quarter prior to the date of termination. These provisions increase the cost to us of terminating the Management
Agreement and adversely affect our ability to terminate our Manager without cause.

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.

Pursuant to the Management Agreement, our Manager does not assume any responsibility other than to render the
services called for thereunder and is not responsible for any action of our board of directors in following or declining
to follow its advice or recommendations. 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 directors,
officers, employees and stockholders are not liable to us, our directors, our stockholders or any subsidiary of ours, or
their directors, officers, employees or stockholders for any acts or omissions performed in accordance with and
pursuant to the Management Agreement, except by reason of acts or omissions constituting bad faith, willful
misconduct, gross negligence, or reckless disregard of their duties under the Management Agreement. We have agreed
to indemnify our Manager and its affiliates and their respective directors, officers, employees and stockholders with
respect to all expenses, losses, damages, liabilities, demands, charges and claims arising from acts or omissions of our
Manager not constituting bad faith, willful misconduct, gross negligence, or reckless disregard of duties, performed or
not performed in good faith in accordance with and pursuant to the Management Agreement. As a result, we could
experience poor performance or losses for which our Manager would not be liable.

We do not own the Blackstone name, but we may use it as part of our corporate name pursuant to a trademark
license agreement with an affiliate of Blackstone. Use of the name by other parties or the termination of our
trademark license agreement may harm our business.

We have entered into a trademark license agreement, or Trademark License Agreement, with an affiliate of
Blackstone pursuant to which it has granted us a fully paid-up, royalty-free, non-exclusive, non-transferable license to
use the name �Blackstone Mortgage Trust, Inc.� and the ticker symbol �BXMT�. Under this agreement, we have a right to
use this name for so long as our Manager (or another affiliate of Blackstone TM L.L.C., or Licensor) serves as our
Manager (or another managing entity) and the Manager remains an affiliate of the Licensor under the Trademark
License Agreement. The Trademark License Agreement may also be earlier terminated by either party as a result of
certain breaches or for convenience upon 90 days� prior written notice; provided that upon notification of such
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Trademark License Agreement immediately at any time after 30 days from the date of such notification. The Licensor
and its affiliates, such as Blackstone, will retain the right to continue using the �Blackstone� name. We will further be
unable to preclude the Licensor from licensing or transferring the ownership of the �Blackstone� name to third parties,
some of whom may compete with us. Consequently, we will be unable to prevent any damage to goodwill that may
occur as a result of the activities of the Licensor, Blackstone or others. Furthermore, in the event that the Trademark
License Agreement is terminated, we will be required to, among other things, change our name and NYSE ticker
symbol. Any of these events could disrupt our recognition in the market place, damage any goodwill we may have
generated and otherwise harm our business.

Risks Related to Our Company

Our investment strategy or guidelines, asset allocation and financing strategy may be changed without stockholder
consent.

Our Manager is authorized to follow broad investment guidelines that have been approved by our board of directors.
Those investment guidelines, as well as our financing strategy or hedging policies with respect to investments,
originations, acquisitions, growth, operations, indebtedness, capitalization and distributions, may be changed at any
time without the consent of our stockholders. This could result in an investment portfolio with a different risk profile.
A change in our investment strategy may increase our exposure to interest rate risk, default risk and real estate market
fluctuations. Furthermore, a change in our asset allocation could result in our making investments in asset categories
different from those described in this report. These changes could adversely affect our results of operations and
financial condition.
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