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Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
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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 common units of the Registrant held by non-affiliates as of June 30, 2011 was approximately
$7,830.2 million, which includes non-voting common units with a value of approximately $1,806.4 million.
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Forward-Looking Statements

This report may contain forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the
Securities Exchange Act of 1934 which reflect our current views with respect to, among other things, our operations and financial performance.
You can identify these forward-looking statements by the use of words such as �outlook,� �believes,� �expects,� �potential,� �continues,� �may,� �will,�
�should,� �seeks,� �approximately,� �predicts,� �intends,� �plans,� �estimates,� �anticipates� or the negative version of these words or other comparable words.
Such forward-looking statements are subject to various risks and uncertainties. Accordingly, there are or will be important factors that could
cause actual outcomes or results to differ materially from those indicated in these statements. We believe these factors include but are not limited
to those described under the section entitled �Risk Factors� in this report, as such factors may be updated from time to time in our periodic filings
with the United States Securities and Exchange Commission (�SEC�), which are accessible on the SEC�s website at www.sec.gov. These factors
should not be construed as exhaustive and should be read in conjunction with the other cautionary statements that are included in this report and
in our other periodic filings. We undertake no obligation to publicly update or review any forward-looking statement, whether as a result of new
information, future developments or otherwise.

In this report, references to �Blackstone,� the �Partnership�, �we,� �us� or �our� refer to The Blackstone Group L.P. and its consolidated subsidiaries.
Unless the context otherwise requires, references in this report to the ownership of Mr. Stephen A. Schwarzman, our founder, and other
Blackstone personnel include the ownership of personal planning vehicles and family members of these individuals.

�Blackstone Funds,� �our funds� and �our investment funds� refer to the private equity funds, real estate funds, funds of hedge funds, credit-oriented
funds, collateralized loan obligation (�CLO�) vehicles, and closed-end mutual funds and management investment companies that are managed by
Blackstone. �Our carry funds� refer to the private equity funds, real estate funds and certain of the credit-oriented funds (with multi-year
drawdown, commitment-based structures that only pay carry on the realization of an investment) that are managed by Blackstone. �Our hedge
funds� refer to our funds of hedge funds, certain of our real estate debt investment funds and certain other credit-oriented funds (including four
publicly registered investment companies), which are managed by Blackstone.

�Assets under management� refers to the assets we manage. Our assets under management equals the sum of:

(a) the fair value of the investments held by our carry funds plus the capital that we are entitled to call from investors in those funds
pursuant to the terms of their capital commitments to those funds plus the fair value of co-investments managed by us that were
made by limited partners of our funds in portfolio companies of such funds,

(b) the net asset value of our funds of hedge funds, hedge funds, closed-end mutual funds and registered investment companies,

(c) the fair value of assets we manage pursuant to separately managed accounts, and

(d) the amount of capital raised for our CLOs.
Our carry funds are commitment-based drawdown structured funds that do not permit investors to redeem their interests at their election. Our
funds of hedge funds and hedge funds generally have structures that afford an investor the right to withdraw or redeem their interests on a
periodic basis (e.g., annually or quarterly), in most cases upon advance written notice, with the majority of our funds requiring from 60 days up
to 95 days� notice, depending on the fund and the liquidity profile of the underlying assets. Investment advisory agreements related to separately
managed accounts may generally be terminated by an investor on 30 to 90 days� notice.
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�Fee-earning assets under management� refers to the assets we manage on which we derive management and / or incentive fees. Our fee-earning
assets under management equal the sum of:

(a) for our Blackstone Capital Partners (�BCP�) funds, which include our energy-focused, communication-focused, clean-technology
focused and RMB-denominated private equity funds and Blackstone Real Estate Partners (�BREP�) funds, which include our European
focused opportunistic real estate funds, where the investment period has not expired, the amount of capital commitments,

(b) for our BCP and BREP funds where the investment period has expired, the remaining amount of invested capital,

(c) for our real estate debt investment funds (�BREDS�), the remaining amount of invested capital,

(d) for our credit-oriented carry funds, the amount of invested capital (which may be calculated to include leverage) or net asset value,

(e) the invested capital of co-investments arranged by us that were made by limited partners of our funds in portfolio companies of such
funds and on which we receive fees,

(f) the net asset value of our funds of hedge funds, hedge funds, certain credit-oriented closed-end registered investment companies, and
our closed-end mutual funds,

(g) the fair value of assets we manage pursuant to separately managed accounts,

(h) the gross amount of underlying assets of our CLOs at cost, and

(i) the gross amount of assets (including leverage) for certain of our credit-oriented closed-end registered investment companies.
Our calculations of assets under management and fee-earning assets under management may differ from the calculations of other asset
managers, and as a result this measure may not be comparable to similar measures presented by other asset managers. In addition, our
calculation of assets under management includes commitments to, and the fair value of, invested capital in our funds from Blackstone and our
personnel, regardless of whether such commitments or invested capital are subject to fees. Our definitions of assets under management or
fee-earning assets under management are not based on any definition of assets under management or fee-earning assets under management that
is set forth in the agreements governing the investment funds that we manage.

For our carry funds, total assets under management includes the fair value of the investments held, whereas fee-earning assets under
management includes the amount of capital commitments or the remaining amount of invested capital at cost depending on whether the
investment period has or has not expired. As such, fee-earning assets under management may be greater than total assets under management
when the aggregate fair value of the remaining investments is less than the cost of those investments.

This report does not constitute an offer of any Blackstone Fund.
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PART I.

ITEM 1. BUSINESS
Overview

Blackstone is a leading global manager of private capital and provider of financial advisory services. We are one of the largest independent
managers of private capital in the world, with assets under management of $166.2 billion as of December 31, 2011. Our alternative asset
management businesses include the management of private equity funds, real estate funds, funds of hedge funds, credit-oriented funds,
collateralized loan obligation (�CLO�) vehicles and separately managed accounts. We also provide a wide range of financial advisory services,
including financial advisory, restructuring and reorganization and fund placement services.

We seek to deliver superior returns to investors in our funds through a disciplined, value-oriented investment approach. Since we were founded
in 1985, we have cultivated strong relationships with clients in our financial advisory business, where we endeavor to provide objective and
insightful solutions and advice that our clients can trust. We believe our scaled, diversified businesses, coupled with our long track record of
investment performance, proven investment approach and strong client relationships, position us to continue to perform well in a variety of
market conditions, expand our assets under management and add complementary businesses. Our businesses have yielded a significant positive
impact on society through, for example, increases in employment, additional capital investment and research and development expense by our
portfolio companies, increased tax revenue to federal and local governments and returns to our limited partners. Two of our primary limited
partner constituencies are corporate and public pension funds. As a result, to the extent our funds perform well, it supports a better retirement for
hundreds of thousands of pensioners.

During 2011, many of the strategies and initiatives we have been pursuing to enhance our asset management and financial advisory businesses
proved successful.

� We continued to successfully source and execute on investment opportunities on behalf of our investors. During 2011, our
investment funds, including co-investments, deployed or committed over $16.5 billion of capital across all of our investment
strategies. Importantly, as part of investing on behalf of our investors, we continued to focus on the many benefits our fund
investments have and continue to provide to the economies and societies that our funds invest in. During 2011, we published
examples of the benefits certain of our funds� investments had on the communities in which they were made, including job growth,
increased capital expenditures and increased investments in research and development. For example, in connection with our
investment in PBF Energy, we reopened a previously idle Delaware City refinery, rehiring 500 union workers, 400 contract workers
and, we believe, potentially creating over 2,000 indirect jobs at local suppliers and service providers.

� Despite a very difficult fund-raising environment for asset managers, we completed the fund-raise for our sixth general private equity
fund, Blackstone Capital Partners VI L.P. (�BCP VI�), where we raised what we believe is the largest amount of funds raised for a
private equity fund since the global financial crisis. In addition, we successfully launched and continue to raise funds for our
energy-focused private equity fund and our RMB fund targeting investments in China.

� In our real estate business, our sixth global opportunistic real estate fund (�BREP VI�) completed its investment period, and we
immediately commenced investing our seventh global opportunistic real estate fund. We continue to anticipate that this fund will
exceed BREP VI in capital raised.

� On January 5, 2012, GSO completed the acquisition of Harbourmaster Capital (Holdings) Limited (�Harbourmaster�), a leading
European leveraged loan manager and adviser with �7.5 billion ($9.8 billion) of assets under management as of December 31, 2011.
This acquisition makes GSO one
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of the largest leveraged loan investors in Europe as well as the United States. Moreover, GSO continued to expand its investor base,
growing to $37.0 billion in total assets under management, contributing to what we believe is one of the dominant credit investment
platforms in the industry today.

� In December 2011, Blackstone purchased the remaining profits interest retained by partners of GSO for consideration consisting of
cash and our common units, plus consideration contingent on performance and retention. The purchase was a year earlier than was
contemplated under the terms of the 2008 acquisition of GSO. The initial payment consisted of 3,177,943 of our common units
valued at $44.5 million and cash in the amount of $189.9 million, subject to the recipients� reinvestment in GSO funds of
approximately $89 million, which will reduce Blackstone�s commitment to those funds. An additional compensation payment,
consisting of compensation-related payments of $142.2 million of our common units and $70.3 million of cash will be payable in
2013, subject to vesting and the recipients� reinvestment in GSO funds, which will reduce Blackstone�s commitment to those funds.
Additional performance and compensatory payments subject to performance and vesting may be made to the partners of GSO.

� Our funds of hedge fund business continued to focus on its key tenets of diversification, risk management, due diligence and
downside protection combined with customized and innovative investment solutions for investors. This contributed to that business
continuing to be a leading global institutional funds of hedge funds investment manager with $40.5 billion in assets under
management.

� Our strategic partnership with Pátria Investimentos Ltda., a leading Brazilian alternative asset manager and advisory firm, in which
we purchased a 40% equity interest in 2010, continued to yield benefits to Blackstone fund investors and advisory clients such as
increased access to information and deal flow.

� Our financial advisory practice continued to focus on growing its global capabilities and international recognition as evidenced by
major advisory assignments in Europe and Asia.

� Our placement business was able to successfully navigate an uncertain political and regulatory climate in the United States with
continued positive revenue growth.

� The Blackstone Charitable Foundation continued its charitable efforts addressing the urgent need for job growth in the United States,
with millions in grants to innovative projects and organizations aimed at accelerating start-ups, job growth and economic activity.

� In accordance with our sustained focus on conducting our business as a responsible corporate citizen, we continued to focus on
environmental sustainability across our investment funds� portfolio. For example, last year a number of additional portfolio
companies signed on to pursue environmental sustainability programs aimed at utilizing operational improvements and technology
upgrades to reduce energy, water and waste-related costs.

As of December 31, 2011, we had 112 senior managing directors and employed approximately 620 other investment and advisory professionals
at our headquarters in New York and our offices in Atlanta, Beijing, Boston, Chicago, Dallas, Dubai, Düsseldorf, Hong Kong, Houston,
Istanbul, London, Los Angeles, Menlo Park, Mumbai, Paris, San Francisco, Santa Monica, Seoul, Shanghai, Singapore, Sydney and Tokyo. We
believe that the depth and breadth of the intellectual capital and experience of our professionals are key reasons that we have generated excellent
returns while managing downside risk over many years for the investors in our funds. This track record in turn has allowed us to successfully
and repeatedly raise additional assets from an increasingly wide variety of sophisticated investors.

Business Segments

Our five business segments are: (a) Private Equity, (b) Real Estate, (c) Hedge Fund Solutions, (d) Credit Businesses, and (e) Financial Advisory.
The Hedge Fund Solutions segment, which is comprised primarily of Blackstone Alternative Asset Management, manages commingled funds of
hedge funds and provides customized investment strategies and platforms through the use of hedge funds. The Credit Businesses segment, which
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principally includes GSO Capital Partners LP (�GSO�), manages credit-oriented funds, CLOs, separately managed accounts and debt-focused
closed-end registered investment companies. The Financial Advisory segment is comprised of our financial and strategic advisory services,
restructuring and reorganization advisory services and Park Hill Group, which provides fund placement services for alternative investment
funds.

Information about our business segments should be read together with �Part II. Item 7. Management�s Discussion and Analysis of Financial
Condition and Results of Operations� and the historical financial statements and related notes included elsewhere in this Form 10-K.

Private Equity Segment

Our Private Equity segment, established in 1987, is a global business with 120 investment professionals and offices in New York, London,
Menlo Park, Mumbai, Hong Kong, Singapore, Beijing and Shanghai. We are a world leader in private equity investing, having managed five
general private equity funds as well as one specialized fund focusing on communications-related investments. Last year we largely completed
our fund-raising efforts for our sixth global private equity fund, BCP VI, and we are currently investing it. In addition, we are in the process of
raising and investing capital for our energy-focused private equity fund which, as of December 31, 2011, had raised $1.0 billion of capital, and
our RMB fund targeting investments in China. From an operation focused in our early years on consummating leveraged buyout acquisitions of
U.S.-based companies, we have grown into a business pursuing transactions throughout the world and executing not only typical leveraged
buyout acquisitions of seasoned companies but also transactions involving growth equity or start-up businesses in established industries,
minority investments, corporate partnerships, distressed debt, structured securities and industry consolidations, in all cases in strictly friendly
transactions. Our Private Equity segment�s multi-dimensional investment approach is guided by several core investment principles: corporate
partnerships, sector expertise, a contrarian bias (e.g., investing in out-of-favor / under-appreciated industries), global scope, distressed securities
investing, significant number of exclusive opportunities, superior financing expertise, operations oversight and a strong focus on value creation.
Our existing private equity funds, which we refer to collectively as the Blackstone Capital Partners (�BCP�) funds, invest primarily in
control-oriented, privately negotiated investments and generally utilize leverage in consummating the investments they make. As of
December 31, 2011, our Private Equity segment had $45.9 billion of assets under management, or 28% of our total assets under management.
For more information concerning the revenues and fees we derive from our Private Equity segment, see ��Incentive Arrangements / Fee Structure�
in this Item 1.

Real Estate Segment

We are a world leader in real estate investing, having managed several types of real estate funds that are diversified geographically and across a
variety of sectors. We launched our first real estate fund in 1994 and have managed six opportunistic real estate funds, three European focused
opportunistic real estate funds and a number of real estate debt-investment funds. We are in the process of fund-raising for our seventh
opportunistic real estate fund, and we are currently investing it. Our real estate opportunity funds, which we refer to as the Blackstone Real
Estate Partners (�BREP�) funds, have made significant investments in lodging, major urban office buildings, shopping centers and a variety of real
estate operating companies. The BREP funds invest primarily in control-oriented, privately negotiated real estate investments and generally
utilize leverage in consummating the investments they make. In addition, our real estate debt-investment funds, which we refer to generally as
the Blackstone Real Estate Debt Strategies (�BREDS�) funds, target non-controlling real estate debt-related investment opportunities in the public
and private markets, primarily in the United States and Europe. In addition, we manage Bank of America Merrill Lynch�s Asian real estate assets
as well as an investment fund targeting Asian real estate assets that Bank of America Merrill Lynch previously managed but we took over
pursuant to an agreement executed in 2010. The Real Estate segment is comprised of 110 investment professionals with offices in New York,
Chicago, Los Angeles, London, Paris, Mumbai, Tokyo, Hong Kong, Singapore and Seoul. Our Real Estate segment�s investing approach is
guided by several core investment principles, many of which are similar to our Private Equity segment, including global scope, a significant
number of exclusive opportunities, superior financing expertise, operations oversight and a strong focus on value
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creation. As of December 31, 2011, our Real Estate segment had $42.9 billion of assets under management, or 26% of our total assets under
management. For more information concerning the revenues and fees we derive from our Real Estate segment, see ��Incentive Arrangements / Fee
Structure� in this Item 1.

Hedge Fund Solutions

Our funds of hedge funds group, which we refer to as Blackstone Alternative Asset Management (�BAAM�), was organized in 1990 and manages
a broad range of commingled funds of hedge funds and customized vehicles. Working with our clients over the past 21 years, BAAM has
developed into a leading manager of institutional funds of hedge funds with 130 investment professionals and offices in New York, London,
Hong Kong and Sydney. BAAM�s overall investment philosophy is to protect and grow investors� assets through both commingled and
custom-tailored investment strategies designed to deliver compelling risk-adjusted returns and mitigate risk. Diversification, risk management,
due diligence and a focus on downside protection are key tenets of our approach. Although certain underlying managers that BAAM invests with
may utilize leverage in connection with the investments those managers make in their respective underlying hedge funds, BAAM does not
utilize long-term leverage for the investments it makes in the underlying hedge funds. As of December 31, 2011, our Hedge Fund Solutions
operation had $40.5 billion of assets under management, or 24% of our total assets under management. For more information concerning the
revenues and fees we derive from our Hedge Fund Solutions segment, see ��Incentive Arrangements / Fee Structure� in this Item 1. Blackstone
exited the business of managing publicly listed closed-end investment companies focused on Asian equity markets as of December 31, 2011.
The Indian-focused and Asian-focused closed-end mutual funds are no longer a component of Hedge Fund Solutions.

Credit Businesses

Our credit-oriented funds, CLOs, credit-focused separately managed accounts and publicly registered debt-focused investment companies are
managed by our subsidiary, GSO. GSO is a major participant in the leveraged finance markets with $37.0 billion of assets under management as
of December 31, 2011, or 22% of our total assets under management. Our credit-oriented businesses have 92 investment professionals and
offices in New York, London and Houston. The credit-oriented funds we manage or advise include senior credit-oriented funds, distressed debt
funds, mezzanine funds and general credit-oriented funds focused on the leveraged finance marketplace. In addition, GSO manages a number of
credit-oriented separately managed accounts and publicly registered investment companies. These vehicles have investment portfolios
comprised of loans and securities spread across the capital structure, including senior debt, subordinated debt, preferred stock and common
equity. GSO may utilize leverage in connection with the investments the credit-oriented funds, separately managed accounts or investment
companies make. In addition, GSO manages 37 separate CLOs as of December 31, 2011 with total assets under management of $16.1 billion
focused primarily on senior secured debt issued by a diverse universe of non-investment grade companies.

On January 5, 2012, we purchased Dublin-based Harbourmaster. Harbourmaster is one of Europe�s leading investment advisers of secured bank
loans that is dedicated to deep, fundamental, long-term analysis of sub-investment grade corporations and investment grade infrastructure
projects. Blackstone paid cash of �120.8 million ($154.5 million) for Harbourmaster�s share capital, net of the excess cash held at Harbourmaster
at final closing and net of investments owned by Harbourmaster (and its principals) in its managed products. As of December 31, 2011,
Harbourmaster advised clients in respect of �7.5 billion ($9.8 billion) of senior secured loans and infrastructure debt. Harbourmaster is part of the
credit businesses segment and is managed by GSO.

Financial Advisory Segment

Our Financial Advisory segment comprises our financial and strategic advisory services, restructuring and reorganization advisory services and
Park Hill Group, which provides fund placement services for alternative
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investment funds. Our financial advisory businesses are global businesses with 255 professionals and offices in New York, Atlanta, Chicago,
Dallas, Boston, Los Angeles, San Francisco, Menlo Park, London, Paris, Hong Kong, Beijing and Tokyo.

Financial and Strategic Advisory Services (�Blackstone Advisory Partners L.P.�). Our financial and strategic advisory business, �Blackstone
Advisory Partners L.P.,� has been an independent provider of creative solutions in complex and critical financial advisory assignments for over
25 years. We focus on a wide range of transaction execution capabilities with respect to acquisitions, mergers, joint ventures, minority
investments, asset swaps, divestitures, takeover defenses, corporate finance advisory, private placements and distressed sales with offices in New
York, London, Hong Kong, Atlanta, Boston, Menlo Park, Paris and Beijing. Recent clients include Aluminum Corporation of China, American
International Group, Inc. (�AIG�), Bank of America Corporation, E.ON AG, GDF Suez S.A., Nestle S.A, Noble Group Limited, The Procter &
Gamble Company, Publicis Groupe S.A., Sealed Air Corporation, and Xerox Corporation. The success of Blackstone Advisory Partners L.P. has
resulted from a highly experienced team focused on our core principles, including protecting client confidentiality, prioritizing our client�s
interests, avoidance of conflicts and senior-level attention. The 20 senior managing directors in Blackstone Advisory Partners L.P. have an
average of over 20 years of experience in providing corporate finance and mergers and acquisitions advice.

Restructuring and Reorganization Advisory Services. Our restructuring and reorganization advisory group is one of the leading advisers in both
out-of-court restructurings and in-court bankruptcies. With offices in New York and London, our restructuring and reorganization team advises
companies, creditors, corporate parents, hedge funds, financial sponsors and acquirers of troubled companies. This group is particularly active in
large, complex and high-profile bankruptcies and restructurings. Recent clients include Abitibi Bowater, Alliance Medical, Angiotech, Centaur
Gaming, Lee Enterprises, Los Angeles Dodgers, Punch Taverns, Viridian and W.R. Grace. Senior-level attention, out-of-court focus, global
emphasis and the ability to facilitate prompt, creative resolutions are critical ingredients in our restructuring and reorganization advisory
approach. We have one of the most seasoned and experienced restructuring teams in the financial services industry, working on a significant
share of the major restructuring assignments in this area. Our five senior managing directors have an average of 20 years of experience in
restructuring assignments and employ the skills we feel are crucial to successful restructuring outcomes.

Fund Placement Services/Park Hill Group. Park Hill Group provides fund placement services for private equity funds, real estate funds, venture
capital funds and hedge funds. Park Hill Group primarily provides placement services to unrelated third-party sponsored funds. It also assists us
in raising capital for our own investment funds from time to time and providing insights into new alternative asset products and trends. Park Hill
Group and our investment funds each benefit from the others� relationships with both limited partners and other fund sponsors.

Financial and Other Information by Segment

Financial and other information by segment for the years ended December 31, 2011, 2010 and 2009 is set forth in Note 20. �Segment Reporting�
in the �Notes to Consolidated Financial Statements� in �Part II. Item 8. Financial Statements and Supplementary Data� of this filing.

Pátria Investments

On October 1, 2010, we purchased a 40% equity interest in Pátria Investments Limited and Pátria Investimentos Ltda. (collectively, �Pátria�).
Pátria is a leading Brazilian alternative asset manager and advisory firm that was founded in 1988. As of December 31, 2011, Pátria�s alternative
asset management businesses managed over $5.8 billion in assets and include the management of private equity funds ($2.3 billion), real estate
funds ($873.4 million), infrastructure funds ($2.2 billion) and hedge funds ($361.3 million). Pátria has approximately 160 employees and is led
by a group of four managing partners. Our investment in Pátria is a minority, non-controlling investment, which we record using the equity
method of accounting. We have
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representatives on Pátria�s board of directors in proportion to our ownership, but we do not control the day-to-day management of the firm or the
investment decisions of their funds, all of which continues to reside with the local Brazilian partners.

In 2011, Pátria concluded the fund-raising process of three illiquid funds, including its fourth private equity fund which closed in August 2011
with $1.3 billion of commitments. Pátria is currently making the final investments for its third private equity fund and investing the fourth.
Pátria�s private equity business primarily targets high-growth industries in Brazil and has successfully built leading companies through its
operational focus and platform building approach. Pátria has raised two real estate funds, the second of which it is currently investing. These real
estate funds have focused primarily on Brazilian real estate development, particularly build-to-suit, sale leaseback and buy-lease transactions.
Pátria is also currently considering more opportunistic real estate investments within Brazil. Pátria has raised two infrastructure funds, the first of
which concentrated on renewable energy generation, including early stage projects in Brazil. The second infrastructure fund is a joint venture
with Promon Engenharia, a leading engineering consultancy firm within Brazil, and had its final closing in August 2011 with more than
$1.1 billion of commitments to invest in a broad mandate for infrastructure throughout Brazil. The firm�s capital management group manages a
variety of liquid funds with strategies focused on currency, sovereign debt, interest rates and equities in Brazil. Pátria�s investors are diversified
and include Brazilian and international institutional and high-net worth investors.

Pátria�s advisory business focuses on mergers and acquisitions, joint ventures, strategic partnerships, corporate finance and restructuring for
Brazilian and multinational companies.

Investment Process and Risk Management

We maintain a rigorous investment process across all of our funds, accounts and other investment vehicles. Each fund, account or other vehicle
has investment policies and procedures that generally contain requirements and limitations for investments, such as limitations relating to the
amount that will be invested in any one investment and the types of industries or geographic regions in which the fund, account or other vehicle
will invest.

Private Equity Funds

Our Private Equity investment professionals are responsible for selecting, evaluating, structuring, diligencing, negotiating, executing, managing
and exiting investments, as well as pursuing operational improvements and value creation. After an initial selection, evaluation and diligence
process, the relevant team of investment professionals (i.e., the deal team) will present a proposed transaction at a weekly review committee
meeting comprised of senior managing directors of our Private Equity segment. Review committee meetings are led by an executive committee
of several senior managing directors of our Private Equity segment. After discussing the contemplated transaction with the deal team, the review
committee decides whether to give its preliminary approval to the deal team to continue pursuing the investment opportunity and investigate
further any particular issues raised by the review committee during the process.

Once a proposed transaction has reached a more advanced stage, it undergoes a detailed interim review by the review committee of our private
equity funds. Following assimilation of the review committee�s input and its decision to proceed with a proposed transaction, the proposed
investment is vetted by the investment committee. The investment committee of our private equity funds is composed of Stephen A.
Schwarzman, Hamilton E. James and selected senior managing directors of our Private Equity segment as appropriate based on the location and
sector of the proposed transaction. The investment committee is responsible for approving all investment decisions made on behalf of our private
equity funds. Both the review committee and the investment committee processes involve a consensus approach to decision making among
committee members.

The investment professionals of our private equity funds are responsible for monitoring an investment once it is made and for making
recommendations with respect to exiting an investment. In addition to members of a deal team and our portfolio operations group, which is
responsible for monitoring and assisting in enhancing

9

Edgar Filing: Blackstone Group L.P. - Form 10-K

Table of Contents 13



Table of Contents

portfolio companies� operations and value, all professionals in the Private Equity segment meet several times each year to review the
performance of the funds� portfolio companies.

Real Estate Funds

Our real estate operation has an investment committee similar to that described under ��Private Equity Funds.� The real estate investment
committee, which includes Mr. Schwarzman, Mr. James and the senior managing directors in the Real Estate segment, scrutinizes potential
transactions, provides guidance and instructions at the appropriate stage of each transaction and approves the making and disposition of each
BREP fund investment. In addition, the committee approves significant illiquid investments by the BREDS funds.

The investment professionals of our real estate funds are responsible for monitoring an investment once it is made and for making
recommendations with respect to exiting an investment. In addition to members of a deal team and our asset management group responsible for
monitoring and assisting in enhancing portfolio companies� operations and value, senior professionals in the Real Estate segment meet several
times each year to review the performance of the funds� portfolio companies and investments.

Funds of Hedge Funds

Before deciding to invest in a new hedge fund, our Hedge Fund Solutions team conducts extensive due diligence, including an on-site �front
office� review of the underlying manager�s performance, investment terms, investment strategy and investment personnel, a �back office� review of
the underlying manager�s operations, processes, risk management and internal controls, industry reference checks and a legal review of the fund
investment structures and legal documents. Once initial due diligence procedures are completed and the investment and other professionals are
satisfied with the results of the review, the team will present the potential investment to the Hedge Fund Solutions� Investment Committee. The
Investment Committee is comprised of the senior managing directors on the investment team and other senior investment personnel. This
committee typically meets three times a month to review, and potentially approve, investment and redemption suggestions. The Hedge Fund
Solutions� Executive Committee, chaired by Blackstone Vice Chairman and BAAM CEO, J. Tomilson Hill, reviews and approves all investment
allocations. Existing hedge fund investments are reviewed and monitored on a regular and continuous basis, and Mr. Hill and other senior
members of our Hedge Fund Solutions team meet bi-weekly with Mr. Schwarzman and Mr. James to review the group�s business and affairs.

Credit Businesses

Each of our credit-oriented funds has an investment committee similar to that described under ��Private Equity Funds.� The investment committees
for the credit-oriented funds, each of which includes Bennett J. Goodman, J. Albert Smith III and Douglas I. Ostrover and senior members of the
respective investment teams associated with each fund, review potential transactions, provide input regarding the scope of due diligence and
approve recommended investments and dispositions. These investment committees have delegated certain abilities to approve investments and
dispositions to credit committees within each operation which consist of the senior members of the respective investment teams associated with
each fund. In addition, senior members of GSO, including Mr. Goodman, Mr. Smith III and Mr. Ostrover, meet regularly with Mr. Schwarzman
and Mr. James to discuss investment and risk management activities and market conditions.

The investment decisions for each of our CLOs and publicly registered investment companies are made by a separate investment committee,
which is composed of the group�s senior managing directors and managing directors. With limited exceptions where the portfolio managers are
looking to capitalize on market opportunities, the investment committee approves all assets prior to the initial investment by any investment
vehicle in such asset. The investment team is staffed by professionals within research, portfolio management, trading, and capital formation to
ensure active management of the portfolios and to afford focus on all aspects of our CLOs and publicly registered investment companies.
Investment decisions follow a consensus-based approach and require unanimous approval of the investment committee. Industry-focused
research analysts
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provide the committee with a formal and comprehensive review of any new investment recommendation, while our portfolio managers and
trading professionals provide opinions on other technical aspects of the recommendation. Investments are subject to predetermined periodic
reviews to assess their continued fit within the funds. Our research team constantly monitors the operating performance of the underlying
issuers, while portfolio managers, in concert with our traders, focus on optimizing asset composition to maximize value for our investors.

Structure and Operation of Our Investment Funds

We conduct the sponsorship and management of our carry funds and other similar vehicles primarily through a partnership structure in which
limited partnerships organized by us accept commitments and/or funds for investment from institutional investors and (to a limited extent) high
net worth individuals. Such commitments are generally drawn down from investors on an as needed basis to fund investments over a specified
term. All of our private equity and real estate funds are commitment structured funds, except for two of our real estate debt funds which are
structured like hedge funds where all of the committed capital is funded on or promptly after the investor�s subscription date and cash proceeds
resulting from the disposition of investments can be reused indefinitely for further investment, subject to certain investor withdrawal rights. Our
credit-oriented funds are generally commitment structured funds or hedge funds where the investor�s capital is fully funded into the fund upon or
soon after the subscription for interests in the fund. Four of our credit-oriented vehicles are publicly registered investment companies. The CLO
vehicles we manage are structured investment vehicles that are generally private companies with limited liability. Most of our funds of hedge
funds are structured as funds where the investor�s capital is fully funded into the fund upon the subscription for interests in the fund. Our
investment funds are generally organized as limited partnerships with respect to U.S. domiciled vehicles and limited liability (and other similar)
companies with respect to non-U.S. domiciled vehicles. In the case of our separately managed accounts, the investor, rather than us, generally
controls the investment vehicle that holds or has custody of the investments we advise the vehicle to make.

Our investment funds, separately managed accounts and other vehicles are generally advised by a Blackstone entity serving as investment
adviser which is registered under the U.S. Investment Advisers Act of 1940, or �Advisers Act.� Substantially all of the responsibility for the
day-to-day operations of each investment vehicle is typically delegated to the Blackstone entity serving as investment adviser pursuant to an
investment advisory (or similar) agreement. Generally, the material terms of our investment advisory agreements relate to the scope of services
to be rendered by the investment adviser to the applicable vehicle, the calculation of management fees to be borne by investors in our investment
vehicles, the calculation of and the manner and extent to which other fees received by the investment adviser from fund portfolio companies
serve to offset or reduce the management fees payable by investors in our investment funds and certain rights of termination with respect to our
investment advisory agreements. For a discussion of the management fees to which our investment advisers are entitled across our various types
of investment funds, please see ��Incentive Arrangements / Fee Structure� below. With the exception of the registered investment companies
described below, the investment vehicles themselves do not generally register as investment companies under the U.S. Investment Company Act
of 1940, or �1940 Act,� in reliance on Section 3(c)(7) or Section 7(d) thereof or, typically in the case of vehicles formed prior to 1997,
Section 3(c)(1) thereof. Section 3(c)(7) of the 1940 Act exempts from its registration requirements investment vehicles privately placed in the
United States whose securities are owned exclusively by persons who, at the time of acquisition of such securities, are �qualified purchasers� as
defined under the 1940 Act. Section 3(c)(1) of the 1940 Act exempts from its registration requirements privately placed investment vehicles
whose securities are beneficially owned by not more than 100 persons. In addition, under current interpretations of the United States Securities
and Exchange Commission (�SEC�), Section 7(d) of the 1940 Act exempts from registration any non-U.S. investment vehicle all of whose
outstanding securities are beneficially owned either by non-U.S. residents or by U.S. residents that are qualified purchasers.

In some cases, one or more of our investment advisers advises funds registered under the 1940 Act. For example, GSO serves as an investment
adviser to two publicly-traded closed-end investment companies and as

11

Edgar Filing: Blackstone Group L.P. - Form 10-K

Table of Contents 15



Table of Contents

sub-adviser to two registered investment advisers, which manage closed-end investment companies called FS Investment Corporation and FS
Energy and Power Fund that are registered as business development companies under the 1940 Act.

In addition to having an investment adviser, each investment fund that is a limited partnership, or �partnership� fund, also has a general partner
that makes all operational and investment decisions relating to the conduct of the investment fund�s business. Furthermore, all decisions
concerning the making, monitoring and disposing of investments are made by the general partner. The limited partners of the partnership funds
take no part in the conduct or control of the business of the investment funds, have no right or authority to act for or bind the investment funds
and have no influence over the voting or disposition of the securities or other assets held by the investment funds. These decisions are made by
the investment fund�s general partner in its sole discretion. With the exception of certain of our funds of hedge funds and certain credit-oriented
funds, third-party investors in our funds have the right to remove the general partner of the fund or to accelerate the liquidation date of the
investment fund without cause by a simple majority vote. In addition, the governing agreements of our investment funds provide that in the
event certain �key persons� in our investment funds do not meet specified time commitments with regard to managing the fund (for example, both
of Stephen A. Schwarzman and Hamilton E. James in the case of our private equity funds), then investors in certain funds have the right to vote
to terminate the investment period by a simple majority vote in accordance with specified procedures, accelerate the withdrawal of their capital
on an investor-by-investor basis, or the fund�s investment period will automatically terminate and the vote of a simple majority of investors is
required to restart it.

Incentive Arrangements / Fee Structure

Our management fees are earned as follows:

� The investment adviser of each of our carry funds generally receives an annual management fee that ranges from 0.50% to 1.75% of
the investment fund�s capital commitments and/or invested capital during the investment period and from 0.50% to 1.75% of invested
capital after the investment period, except that the investment advisers to certain of our credit-oriented and real estate debt carry
funds receive an annual management fee that ranges from 1.00% to 1.50% of invested capital or net asset value throughout the term
of the fund.

� The investment adviser of each of our credit-oriented and certain of our real estate debt funds that are structured like a hedge fund
generally receives an annual management fee that ranges from 0.75% to 2.00% of the fund�s net asset value and for general partners
or similar entities a performance-based allocation fee (or similar incentive fee) equal to a range of 10% to 20% of the applicable
fund�s net capital appreciation per annum, subject to certain net loss carry-forward provisions (known as a �high water mark�).

� The investment adviser of each of our funds of hedge funds and separately managed accounts that invest in hedge funds is generally
entitled to a management fee with respect to each fund it manages ranging from 0.65% to 1.50% of assets under management per
annum plus, in some cases, an incentive fee generally ranging from 0% to 15% of the applicable fund�s net appreciation per annum,
subject to a high water mark and in some cases a preferred return.

� The investment adviser of each of our CLOs receives annual management fees typically equal to 0.40% to 1.25% of each fund�s total
assets, subject to certain performance measures related to the underlying assets the vehicle owns, and additional management fees
which are incentive-based (that is, subject to meeting certain return criteria).

� The investment adviser of our credit-oriented separately managed accounts receives annual management fees typically equal to
0.35% to 1.00% of each account�s invested capital or net asset value.

� The investment adviser of our four credit-oriented publicly registered investment companies receives annual management fees
typically equal to 1.00% to 1.20% of each company�s net asset value or total managed assets. In addition, for the business
development companies we sub-advise, we receive incentive fees of 10% of the vehicle�s net appreciation per annum, subject to a
preferred return.
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The management fees we receive from our carry funds are payable on a regular basis (typically quarterly) in the contractually prescribed
amounts noted above over the life of the fund and do not depend on the investment performance of the fund. The management fees we receive
from our hedge funds have similar characteristics, except that such funds often afford investors increased liquidity through annual, semi-annual
or quarterly withdrawal or redemption rights following the expiration of a specified period of time when capital may not be withdrawn (typically
between one and three years) and the amount of management fees to which the investment adviser is entitled with respect thereto will
proportionately increase as the net asset value of each investor�s capital account grows and will proportionately decrease as the net asset value of
each investor�s capital account decreases. The management fees we receive from our separately managed accounts are generally paid on a regular
basis (typically quarterly) and may alternatively be based on invested capital or proportionately increase or decrease based on the net asset value
of the separately managed account. In each case the management fees we are paid for managing a separately managed account will generally be
subject to contractual rights the investor has to terminate our management of an account on as short as 30 days� prior notice. The management
fees we receive from the publicly traded investment companies we manage are generally paid on a regular basis (typically quarterly) and
proportionately increase or decrease based on the net asset value or gross assets of the investment company. The management fees we are paid
for managing the investment company will generally be subject to contractual rights the company�s board of directors (or, in the case of the
business development company we manage, the investment adviser) has to terminate our management of an account on as short as 30 days� prior
notice.

The general partner or an affiliate of each of our carry funds also receives carried interest from the investment fund. Carried interest entitles the
general partner (or an affiliate) to a preferred allocation of income and gains from a fund. The carried interest is typically structured as a net
profits interest in the applicable fund. In the case of our carry funds, carried interest is calculated on a �realized gain� basis, and each general
partner is generally entitled to a carried interest equal to 20% of the net realized income and gains (generally taking into account unrealized
losses) generated by such fund, except that the general partners (or affiliates) of certain of our credit-oriented and real estate debt funds are
entitled to a carried interest that ranges from 10% to 15% depending on the specific fund. Net realized income or loss is not netted between or
among funds. For most carry funds, the carried interest is subject to an annual preferred limited partner return ranging from 7.0% to 10.0%,
subject to a catch-up allocation to the general partner. If, at the end of the life of a carry fund or earlier with respect to our real estate funds, as a
result of diminished performance of later investments in a carry fund�s life, the carry fund has not achieved investment returns that (in most
cases) exceed the preferred return threshold or (in all cases) the general partner receives in excess of 20% (10% or 15% in the case of certain of
our credit-oriented and real estate debt carry funds) of the fund�s net profits over the life of the fund, we will be obligated to repay an amount
equal to the carried interest that was previously distributed to us that exceeds the amounts to which we are ultimately entitled. This obligation is
known as a �clawback� obligation and is an obligation of any person who directly received such carried interest, including us and our employees
who participate in our carried interest plans. Although a portion of any distributions by us to our unitholders may include any carried interest
received by us, we do not intend to seek fulfillment of any clawback obligation by seeking to have our unitholders return any portion of such
distributions attributable to carried interest associated with any clawback obligation. The clawback obligation operates with respect to a given
carry fund�s own net investment performance only and performance fees of other funds are not netted for determining this contingent obligation.
Moreover, although a clawback obligation is several, the governing agreements of most of our funds provide that to the extent another recipient
of carried interest (such as a current or former employee) does not fund his or her respective share, then we and our employees who participate
in such carried interest plans may have to fund additional amounts (generally up to an additional 50%) beyond what we actually received in
carried interest, although we will retain the right to pursue any remedies that we have under such governing agreements against those carried
interest recipients who fail to fund their obligations. We have recorded a contingent repayment obligation equal to the amount that would be due
on December 31, 2011, if the various carry funds were liquidated at their current carrying value. Our ability to generate carried interest is an
important element of our business and carried interest has historically accounted for a very significant portion of our income.
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For additional information concerning the clawback obligations we could face, see ��Item 1A. Risk Factors�We may not have sufficient cash to pay
back �clawback� obligations if and when they are triggered under the governing agreements with our investors.�

Many of our investment advisers, especially private equity and real estate advisors, receive customary fees (e.g., acquisition fees or origination
fees) upon consummation of many of the funds� transactions, receive monitoring fees from many of the funds� portfolio companies for continued
advice from the investment adviser, and may from time to time receive disposition and other fees in connection with their activities. The
acquisition fees which they receive are generally calculated as a percentage (that generally can range up to 1%) of the total enterprise value of
the acquired entity. Most of our carry funds are required to reduce the management fees charged to their limited partner investors by 50% to
100% of such transaction fees and certain other fees that they receive.

Capital Invested In and Alongside Our Investment Funds

To further align our interests with those of investors in our investment funds, we have invested the firm�s capital and that of our personnel in the
investment funds we sponsor and manage. Minimum general partner capital commitments to our investment funds are determined separately
with respect to our investment funds and, generally, are less than 5% of the assets of any particular fund. See �Item 7. Management�s Discussion
and Analysis of Financial Condition and Results of Operations�Our Sources of Cash and Liquidity Needs� for more information regarding our
minimum general partner capital commitments to our funds. We determine whether to make general partner capital commitments to our funds in
excess of the minimum required commitments based on a variety of factors, including estimates regarding liquidity over the estimated time
period during which commitments will be funded, estimates regarding the amounts of capital that may be appropriate for other opportunities or
other funds we may be in the process of raising or are considering raising, prevailing industry standards with respect to sponsor commitments
and our general working capital requirements. In many cases, we require our senior managing directors and other professionals to fund a portion
of the general partner capital commitments to our funds. In other cases, we may from time to time offer to our senior managing directors and
employees a part of the funded or unfunded general partner commitments to our investment funds. Our general partner capital commitments are
funded with cash and not with carried interest or deferral of management fees.

Investors in many of our funds also receive the opportunity to make additional �co-investments� with the investment funds. Our senior managing
directors and employees, as well as Blackstone itself, also have the opportunity to make co-investments, which we refer to as �side-by-side
investments,� with many of our carry funds. Co-investments and side-by-side investments are investments in portfolio companies or other assets
on the same terms and conditions as those acquired by the applicable fund. Co-investments refer to investments arranged by us that are made by
our limited partner investors (and other investors in some instances) in a portfolio company or other assets alongside an investment fund. In
certain cases, limited partner investors may pay additional management fees or carried interest in connection with such co-investments.
Side-by-side investments are similar to co-investments but are made by senior managing directors, employees and certain affiliates of
Blackstone. These investments are generally made pursuant to a binding election, subject to certain limitations, made once a year for the
estimated activity during the ensuing 12 months under which those persons are permitted to make investments alongside a particular carry fund
in all transactions of that fund for that year. Side-by-side investments are funded in cash and are not generally subject to management fees or
carried interest.

Competition

The asset management and financial advisory industries are intensely competitive, and we expect them to remain so. We compete both globally
and on a regional, industry and niche basis. We compete on the basis of a number of factors, including investment performance, transaction
execution skills, access to capital, access to and retention of qualified personnel, reputation, range of products and services, innovation and price.
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Asset Management. We face competition both in the pursuit of outside investors for our investment funds and in acquiring investments in
attractive portfolio companies and making other investments. Depending on the investment, we face competition primarily from sponsors
managing other private equity funds, specialized investment funds, hedge funds and other pools of capital, other financial institutions including
sovereign wealth funds, corporate buyers and other parties. Several of these competitors have significant amounts of capital and many of them
have similar investment objectives to us, which may create additional competition for investment opportunities. Some of these competitors may
also have a lower cost of capital and access to funding sources or other resources that are not available to us, which may create competitive
disadvantages for us with respect to investment opportunities. Competitors may also be subject to different regulatory regimes or rules that may
provide them more flexibility or better access to pursue transactions or raise capital for their investment funds. In addition, some of these
competitors may have higher risk tolerances, different risk assessments or lower return thresholds, which could allow them to consider a wider
variety of investments and to bid more aggressively than us for investments that we want to make. Corporate buyers may be able to achieve
synergistic cost savings with regard to an investment or be perceived by sellers as otherwise being more desirable bidders, which may provide
them with a competitive advantage in bidding for an investment. Lastly, any increase in the allocation of amounts of capital to alternative
investment strategies by institutional and individual investors could lead to a reduction in the size and duration of pricing inefficiencies that
many of our investment funds seek to exploit.

Financial Advisory. Our competitors are other advisory, investment banking and financial firms. Our primary competitors in our financial
advisory business are large financial institutions, many of which have far greater financial and other resources and much broader client
relationships than us and (unlike us) have the ability to offer a wide range of products, from loans, deposit-taking and insurance to brokerage and
a wide range of investment banking services, which may enhance their competitive position. Our competitors also have the ability to support
investment banking, including financial advisory services, with commercial banking, insurance and other financial services and products in an
effort to gain market share, which puts us at a competitive disadvantage and could result in pricing pressures that could materially adversely
affect our revenue and profitability. In the current market environment, we are also seeing increased competition from independent boutique
advisory firms focused primarily on mergers and acquisitions and other strategic advisory and/or restructuring services. In addition, Park Hill
Group operates in a highly competitive environment and the barriers to entry into the fund placement business are low.

In all of our businesses, competition is also intense for the attraction and retention of qualified employees. Our ability to continue to compete
effectively in our businesses will depend upon our ability to attract new employees and retain and motivate our existing employees.

For additional information concerning the competitive risks that we face, see �Item 1A. Risk Factors�Risks Related to Our Asset Management
Business�The asset management business is intensely competitive� and ��Risks Related to Our Financial Advisory Business�We face strong
competition from other financial advisory firms�.

Employees

As of December 31, 2011, we employed approximately 1,585 people, including our 112 senior managing directors and approximately 620 other
investment and advisory professionals. We strive to maintain a work environment that fosters professionalism, excellence, integrity and
cooperation among our employees.

Regulatory and Compliance Matters

Our businesses, as well as the financial services industry generally, are subject to extensive regulation in the United States and elsewhere.

All of the investment advisers of our investment funds operating in the U.S. are registered as investment advisers with the SEC (other investment
advisers are registered in non-U.S. jurisdictions). Registered investment
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advisers are subject to the requirements and regulations of the Advisers Act. Such requirements relate to, among other things, fiduciary duties to
clients, maintaining an effective compliance program, solicitation agreements, conflicts of interest, recordkeeping and reporting requirements,
disclosure requirements, limitations on agency cross and principal transactions between an adviser and advisory clients and general anti-fraud
prohibitions.

Blackstone Advisory Partners L.P., a subsidiary of ours through which we conduct our financial advisory business, is registered as a
broker-dealer with the SEC, is a member of The Financial Industry Regulatory Authority, or �FINRA,� and is registered as a broker-dealer in 50
states, the District of Columbia, the Commonwealth of Puerto Rico and the Virgin Islands. Park Hill Group LLC is registered as a broker-dealer
with the SEC, is a member of FINRA and is registered as a broker-dealer in numerous states. Park Hill Group Real Estate Group LLC is also
registered as a broker-dealer with the SEC, is a member of FINRA and is registered as a broker-dealer in numerous states. Our broker-dealer
entities are subject to regulation and oversight by the SEC. In addition, FINRA, a self-regulatory organization that is subject to oversight by the
SEC, adopts and enforces rules governing the conduct, and examines the activities, of its member firms, including our broker-dealer entities.
State securities regulators also have regulatory or oversight authority over our broker-dealer entities.

Broker-dealers are subject to regulations that cover all aspects of the securities business, including sales methods, trade practices among
broker-dealers, use and safekeeping of customers� funds and securities, capital structure, record keeping, the financing of customers� purchases
and the conduct and qualifications of directors, officers and employees. In particular, as a registered broker-dealer and member of a
self-regulatory organization, we are subject to the SEC�s uniform net capital rule, Rule 15c3-1. Rule 15c3-1 specifies the minimum level of net
capital a broker-dealer must maintain and also requires that a significant part of a broker-dealer�s assets be kept in relatively liquid form. The
SEC and various self-regulatory organizations impose rules that require notification when net capital falls below certain predefined criteria, limit
the ratio of subordinated debt to equity in the regulatory capital composition of a broker-dealer and constrain the ability of a broker-dealer to
expand its business under certain circumstances. Additionally, the SEC�s uniform net capital rule imposes certain requirements that may have the
effect of prohibiting a broker-dealer from distributing or withdrawing capital and requiring prior notice to the SEC for certain withdrawals of
capital.

The Blackstone Group International Partners LLP and GSO Capital Partners International LLP (�GSO International�) are both authorized and
regulated by the Financial Services Authority (�FSA�) in the United Kingdom. The U.K. Financial Services and Markets Act 2000, or �FSMA,� and
rules promulgated thereunder govern all aspects of our investment business in the United Kingdom, including sales, research and trading
practices, provision of investment advice, use and safekeeping of client funds and securities, regulatory capital, record keeping, margin practices
and procedures, approval standards for individuals, anti-money laundering, periodic reporting and settlement procedures. Pursuant to the FSMA,
certain of our subsidiaries are subject to regulations promulgated and administered by the U.K. Financial Services Authority.

In addition, each of the closed-end mutual funds and investment management companies we manage is registered under the 1940 Act as a
closed-end investment company. The closed-end mutual funds and investment management companies and the entities that serve as those
vehicles� investment advisers are subject to the 1940 Act and the rules thereunder, which among other things regulate the relationship between a
registered investment company and its investment adviser and prohibit or severely restrict principal transactions and joint transactions.

Harbourmaster is authorized by the Central Bank of Ireland and is authorized to act as a manager of Irish non-UCITS Collective Investment
Schemes. Certain Blackstone operating entities are licensed and subject to regulation by financial regulatory authorities in Japan, Hong Kong,
Australia and Singapore.

The SEC and various self-regulatory organizations have in recent years increased their regulatory activities in respect of asset management
firms.

Certain of our businesses are subject to compliance with laws and regulations of U.S. federal and state governments, non-U.S. governments
(including, without limitation, India, Japan and Hong Kong), their respective agencies and/or various self-regulatory organizations or exchanges
relating to, among other things,
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marketing of investment products, the privacy of client information, and any failure to comply with these regulations could expose us to liability
and/or damage our reputation. Our businesses have operated for many years within a legal framework that requires our being able to monitor and
comply with a broad range of legal and regulatory developments that affect our activities. However, additional legislation, changes in rules
promulgated by self-regulatory organizations or changes in the interpretation or enforcement of existing laws and rules, either in the United
States or elsewhere, may directly affect our mode of operation and profitability.

Rigorous legal and compliance analysis of our businesses and investments is important to our culture and risk management. In addition,
disclosure controls and procedures and internal controls over financial reporting are documented, tested and assessed for design and operating
effectiveness in compliance with the U.S. Sarbanes-Oxley Act of 2002. We strive to maintain a culture of compliance through the use of policies
and procedures such as oversight compliance, codes of conduct, compliance systems, communication of compliance guidance and employee
education and training. Our enterprise risk management function further analyzes our business, investment, and other key risks, reinforcing their
importance in our environment. We have a compliance group that monitors our compliance with all of the regulatory requirements to which we
are subject and manages our compliance policies and procedures. Our Chief Legal Officer supervises our compliance group, which is
responsible for addressing all regulatory and compliance matters that affect our activities. Our compliance policies and procedures address a
variety of regulatory and compliance risks such as the handling of material non-public information, position reporting, personal securities
trading, valuation of investments on a fund-specific basis, document retention, potential conflicts of interest and the allocation of investment
opportunities.

Our compliance group also monitors the information barriers that we maintain between the public and private side of Blackstone�s different
businesses. We believe that our various businesses� access to the intellectual knowledge and contacts and relationships that reside throughout our
firm benefits all of our businesses. In order to maximize that access without compromising our compliance with the legal and contractual
obligations to which we are subject, our compliance group oversees and monitors the communications between groups that are on the private
side of our information barrier and groups that are on the public side, as well as between different public side groups. Our compliance group also
monitors contractual obligations that may be impacted and potential conflicts that may arise in connection with these inter-group discussions.

The firm also has an Internal Audit department with a global mandate and dedicated resources that provides risk-based audit, Sarbanes-Oxley
Act compliance, and enterprise risk management functions. Internal Audit aims to provide reasonable, independent, and objective assurance to
our management and the board of directors of our general partner that risks are well-managed and that controls are appropriate and effective.

There are a number of pending or recently enacted legislative and regulatory initiatives in the United States and in Europe that could
significantly affect our business. Please see �Regulatory changes in the United States could adversely affect our business� and �Recent regulatory
changes in jurisdictions outside the United States could adversely affect our business� in �Part I. Item 1A. Risk Factors � Risks Related to Our
Business.�

Available Information

The Blackstone Group L.P. is a Delaware limited partnership that was formed on March 12, 2007.

We file annual, quarterly and current reports and other information with the SEC. These filings are available to the public over the internet at the
SEC�s web site at http://www.sec.gov. You may also read and copy any document we file at the SEC�s public reference room located at 100 F
Street, N.E., Washington, DC 20549. Please call the SEC at 1-800-SEC-0330 for further information on the public reference room.

Our principal internet address is www.blackstone.com. We make available free of charge on or through www.blackstone.com our annual reports
on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports, as soon as reasonably practicable
after we electronically file such material with, or furnish it to, the SEC. The contents of our website are not, however, a part of this report.
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ITEM 1A. RISK FACTORS
Risks Related to Our Business

Difficult market conditions can adversely affect our business in many ways, including by reducing the value or performance of the
investments made by our investment funds, reducing the ability of our investment funds to raise or deploy capital and reducing the volume of
the transactions involving our financial advisory business, each of which could materially reduce our revenue and cash flow and adversely
affect our financial condition.

Our business is materially affected by conditions in the global financial markets and economic conditions or events throughout the world that are
outside our control, including but not limited to changes in interest rates, availability of credit, inflation rates, economic uncertainty, changes in
laws (including laws relating to taxation), trade barriers, commodity prices, currency exchange rates and controls and national and international
political circumstances (including wars, terrorist acts or security operations). These factors may affect the level and volatility of securities prices
and the liquidity and the value of investments, and we may not be able to or may choose not to manage our exposure to these market conditions
and/or other events. In the event of a market downturn each of our businesses could be affected in different ways.

For example, the unprecedented turmoil in the global financial markets during 2008 and 2009 provoked significant volatility of securities prices,
contraction in the availability of credit and the failure of a number of companies, including leading financial institutions, which had a significant
material adverse effect on our investment businesses, particularly our private equity and real estate businesses. During that period, many
economies around the world, including the U.S. economy, experienced significant declines in employment, household wealth, and lending. In
addition, the recent speculation regarding the inability of Greece and certain other European countries to pay their national debt, the response by
Eurozone policy makers to mitigate this sovereign debt crisis and the concerns regarding the stability of the Eurozone currency have created
uncertainty in the credit markets. As a result, there has been a strain on banks and other financial services participants, which could adversely
affect our ability to obtain credit on favorable terms or at all. Those events led to a significantly diminished availability of credit and an increase
in the cost of financing. The lack of credit in 2008 and 2009 materially hindered the initiation of new, large-sized transactions for our private
equity and real estate segments and adversely impacted our operating results in those periods. While the adverse effects of that period have
abated to a degree, global financial markets experienced significant volatility following the downgrade by Standard & Poor�s on August 5, 2011
of the long-term credit rating of U.S. Treasury debt from AAA to AA+. There continue to be lingering signs of economic weakness, such as
relatively high levels of unemployment in major markets such as the U.S. and Europe, and financial institutions have not yet provided debt
financing in amounts and on the terms commensurate with what they provided prior to 2008, particularly in Europe.

Our funds may be affected by reduced opportunities to exit and realize value from their investments, by lower than expected returns on
investments made prior to the deterioration of the credit markets and by the fact that we may not be able to find suitable investments for the
funds to effectively deploy capital, which could adversely affect our ability to raise new funds. During periods of difficult market conditions or
slowdowns (which may be across one or more industries, sectors or geographies), our funds� portfolio companies may experience adverse
operating performance, decreased revenues, financial losses, difficulty in obtaining access to financing and increased funding costs. Negative
financial results in our investment funds� portfolio companies may result in lower investment returns for our investment funds, which could
materially and adversely affect our ability to raise new funds as well as our operating results and cash flow. To the extent the operating
performance of those portfolio companies (as well as valuation multiples) do not improve or other portfolio companies experience adverse
operating performance, our investment funds may sell those assets at values that are less than we projected or even a loss, thereby significantly
affecting those investment funds� performance and consequently our operating results and cash flow. During such periods of weakness, our
investment funds� portfolio companies may also have difficulty expanding their businesses and operations or meeting their debt service
obligations or other expenses as they become due, including expenses payable to us. Furthermore, such
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negative market conditions could potentially result in a portfolio company entering bankruptcy proceedings, thereby potentially resulting in a
complete loss of the fund�s investment in such portfolio company and a significant negative impact to the investment fund�s performance and
consequently our operating results and cash flow, as well as to our reputation. In addition, negative market conditions would also increase the
risk of default with respect to investments held by our investment funds that have significant debt investments, such as our credit-oriented funds.
We are unable to predict whether and to what extent economic and market conditions will improve. Even if such conditions do improve broadly
and significantly over the long term, adverse conditions and/or other events in particular sectors may cause our performance to suffer further.

Our operating performance may also be adversely affected by our fixed costs and other expenses and the possibility that we would be unable to
scale back other costs within a time frame sufficient to match any decreases in revenue relating to changes in market and economic conditions.
In order to reduce expenses in the face of a difficult economic environment, we may need to cut back or eliminate the use of certain services or
service providers, or terminate the employment of a significant number of our personnel that, in each case, could be important to our business
and without which our operating results could be adversely affected.

In addition, our financial advisory business can be materially affected by conditions in the global economy and various financial markets. For
example, revenues generated by our financial advisory business are directly related to the volume and value of the transactions in which we are
involved. During periods of unfavorable market or economic conditions, the volume and value of mergers and acquisitions transactions may
decrease, thereby reducing the demand for our financial advisory services and increasing price competition among financial services companies
seeking such engagements.

Changes in the debt financing markets could negatively impact the ability of our funds and their portfolio companies to obtain attractive
financing or re-financing for their investments and could increase the cost of such financing if it is obtained, which could lead to
lower-yielding investments and potentially decrease our net income.

Any recurrence of the significant contraction in the market for debt financing that occurred in 2008 and 2009 or other adverse change to us
relating to the terms of such debt financing with, for example, higher rates, higher equity requirements, and/or more restrictive covenants,
particularly in the area of acquisition financings for private equity and real estate transactions, would have a material adverse impact on our
business. In the event that our funds are unable to obtain committed debt financing for potential acquisitions or can only obtain debt at an
increased interest rate or on unfavorable terms, our funds may have difficulty completing otherwise profitable acquisitions or may generate
profits that are lower than would otherwise be the case, either of which could lead to a decrease in the investment income earned by us.
Similarly, our funds� portfolio companies regularly utilize the corporate debt markets in order to obtain financing for their operations. To the
extent that the credit markets render such financing difficult to obtain or more expensive, this may negatively impact the operating performance
of those portfolio companies and, therefore, the investment returns on our funds. In addition, to the extent that the markets make it difficult or
impossible to refinance debt that is maturing in the near term, some of our portfolio companies may be unable to repay such debt at maturity and
may be forced to sell assets, undergo a recapitalization or seek bankruptcy protection.

A decline in the pace or size of investment by our private equity and real estate funds or an increase in the amount of transaction and
monitoring fees we share with our investors would result in our receiving less revenue from transaction and monitoring fees.

The transaction and monitoring fees that we earn are driven in part by the pace at which our private equity and real estate funds make
investments and the size of those investments. Any decline in that pace or the size of such investments would reduce our transaction and
monitoring fees. Many factors could cause such a decline in the pace of investment, including the inability of our investment professionals to
identify attractive investment opportunities, competition for such opportunities among other potential acquirers, decreased availability of capital
on attractive terms and our failure to consummate identified investment opportunities because of business,
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regulatory or legal complexities and adverse developments in the U.S. or global economy or financial markets. For example, the more limited
financing options for large private equity and real estate investments resulting from the credit market dislocations in 2008 and 2009 have
reduced the pace and size of investments by our private equity and real estate funds. In addition, we have confronted and expect to continue to
confront requests from a variety of investors and groups representing investors to increase the percentage of transaction and monitoring fees we
share with our investors. To the extent we accommodate such requests, and in certain cases we have and we expect to continue to do so, it would
result in a decrease in the amount of fee revenue we earn.

Our revenue, net income and cash flow are all highly variable, which may make it difficult for us to achieve steady earnings growth on a
quarterly basis and may cause the price of our common units to decline.

Our revenue, net income and cash flow are all highly variable. For example, our cash flow may fluctuate significantly due to the fact that we
receive carried interest from our carry funds only when investments are realized and achieve a certain preferred return. In addition, transaction
fees received by our carry funds and fees received by our advisory business can vary significantly from quarter to quarter. We may also
experience fluctuations in our results, including our revenue and net income, from quarter to quarter due to a number of other factors, including
changes in the values of our funds� investments, changes in the amount of distributions, dividends or interest paid in respect of investments,
changes in our operating expenses, the degree to which we encounter competition and general economic and market conditions. Such variability
may lead to volatility in the trading price of our common units and cause our results for a particular period not to be indicative of our
performance in a future period. It may be difficult for us to achieve steady growth in net income and cash flow on a quarterly basis, which could
in turn lead to large adverse movements in the price of our common units or increased volatility in our common unit price generally.

The timing and receipt of carried interest generated by our carry funds is uncertain and will contribute to the volatility of our results. Carried
interest depends on our carry funds� performance and opportunities for realizing gains, which may be limited. It takes a substantial period of time
to identify attractive investment opportunities, to raise all the funds needed to make an investment and then to realize the cash value (or other
proceeds) of an investment through a sale, public offering, recapitalization or other exit. Even if an investment proves to be profitable, it may be
several years before any profits can be realized in cash (or other proceeds). We cannot predict when, or if, any realization of investments will
occur. In addition, upon the realization of a profitable investment by any of our carry funds and prior to us receiving any carried interest in
respect of that investment, 100% of the proceeds of that investment must generally be paid to the investors in that carry fund until they have
recovered certain fees and expenses and achieved a certain return on all realized investments by that carry fund as well as a recovery of any
unrealized losses. If we were to have a realization event in a particular quarter, it may have a significant impact on our results for that particular
quarter which may not be replicated in subsequent quarters. We recognize revenue on investments in our investment funds based on our
allocable share of realized and unrealized gains (or losses) reported by such investment funds, and a decline in realized or unrealized gains, or an
increase in realized or unrealized losses, would adversely affect our revenue and possibly cash flow, which could further increase the volatility
of our quarterly results. Because our carry funds have preferred return thresholds to investors that need to be met prior to Blackstone receiving
any carried interest, substantial declines in the carrying value of the investment portfolios of a carry fund can significantly delay or eliminate any
carried interest distributions paid to us in respect of that fund since the value of the assets in the fund would need to recover to their aggregate
cost basis plus the preferred return over time before we would be entitled to receive any carried interest from that fund.

The timing and receipt of carried interest also varies with the life cycle of our carry funds. During periods in which a relatively large portion of
our assets under management is attributable to carry funds and investments in their �harvesting� period, our carry funds would make larger
distributions than in the fund-raising or investment periods that precede harvesting. During periods in which a significant portion of our assets
under management is attributable to carry funds that are not in their harvesting periods, we may receive substantially lower carried interest
distributions.
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With respect to most of our funds of hedge funds and credit-oriented and real estate debt funds structured like hedge funds, our incentive income
is paid annually or semi-annually, and the varying frequency of these payments will contribute to the volatility of our cash flow. Furthermore,
we earn this incentive income only if the net asset value of a fund has increased or, in the case of certain funds, increased beyond a particular
return threshold. Certain of these funds also have �high water marks� whereby we do not earn incentive income during a particular period even
though the fund had positive returns in such period as a result of losses in prior periods. If one of these funds experiences losses, we will not be
able to earn incentive income from the fund until it surpasses the previous high water mark. The incentive income we earn is therefore dependent
on the net asset value of the fund, which could lead to significant volatility in our results.

We also earn a portion of our revenue from financial advisory engagements, and in many cases we are not paid until the successful
consummation of the underlying transaction, restructuring or closing of the fund. As a result, our financial advisory revenue is highly dependent
on market conditions and the decisions and actions of our clients, interested third parties and governmental authorities. If a transaction,
restructuring or funding is not consummated, we often do not receive any financial advisory fees other than the reimbursement of certain
out-of-pocket expenses, despite the fact that we may have devoted considerable resources to these transactions.

Because our revenue, net income and cash flow can be highly variable from quarter to quarter and year to year, we do not provide any guidance
regarding our expected quarterly and annual operating results. The lack of guidance may affect the expectations of public market analysts and
could cause increased volatility in our common unit price.

Adverse economic and market conditions may adversely affect our liquidity position, which could adversely affect our business operations in
the future.

We use cash to (a) provide capital to facilitate the growth of our existing businesses, which principally includes funding our general partner and
co-investment commitments to our funds, (b) provide capital for business expansion, (c) pay operating expenses and other obligations as they
arise, (d) fund capital expenditures, (e) service interest payments on our debt and repay debt, (f) pay income taxes, and (g) make distributions to
our unitholders and the holders of Blackstone Holdings Partnership Units. In addition to the cash we received in connection with our IPO, our
$600 million debt offering in August 2009 and our $400 million debt offering in September 2010, our principal sources of cash are: (a) Net Fee
Related Earnings from Operations, (b) Realized Performance Fees net of related profit sharing interests that are included in Compensation and
(c) Blackstone Investment Income related to its investments in liquid funds and its net realized investment income on its illiquid investments.
We have also entered into a $1 billion revolving credit facility with a final maturity date of March 23, 2013. Our long-term debt totaled $1
billion in borrowings from the 2009 and 2010 bond issuances and we had no borrowings outstanding against our $1 billion revolving credit
facility. At the end of 2011, we had $754.7 million in cash, $644.5 million invested in our Treasury cash management strategies, $180.4 million
invested in liquid Blackstone funds and $1.9 billion invested in illiquid Blackstone funds.

If the global economy and conditions in the financing markets fail to improve or if they worsen, our fund investment performance could suffer,
resulting in, for example, the payment of less or no carried interest to us. The payment of less or no carried interest could cause our cash flow
from operations to significantly decrease, which could materially and adversely affect our liquidity position and the amount of cash we have on
hand to conduct our operations. Having less cash on hand could in turn require us to rely on other sources of cash (such as the capital markets
which may not be available to us on acceptable terms) to conduct our operations, which include, for example, funding significant general partner
and co-investment commitments to our carry funds. Furthermore, during adverse economic and market conditions, we might not be able to
renew all or part of our existing revolving credit facility or find alternate financing on commercially reasonable terms. As a result, our uses of
cash may exceed our sources of cash, thereby potentially affecting our liquidity position.
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We depend on our founder and other key senior managing directors and the loss of their services would have a material adverse effect on
our business, results and financial condition.

We depend on the efforts, skill, reputations and business contacts of our founder, Stephen A. Schwarzman, our President and Chief Operating
Officer, Hamilton E. James, our Vice Chairman, J. Tomilson Hill, and other key senior managing directors, the information and deal flow they
and other senior managing directors generate during the normal course of their activities and the synergies among the diverse fields of expertise
and knowledge held by our professionals. Accordingly, our success will depend on the continued service of these individuals, who are not
obligated to remain employed with us. Several key senior managing directors have left the firm in the past and others may do so in the future,
and we cannot predict the impact that the departure of any key senior managing director will have on our ability to achieve our investment
objectives. The loss of the services of any of them could have a material adverse effect on our revenues, net income and cash flows and could
harm our ability to maintain or grow assets under management in existing funds or raise additional funds in the future. We have historically
relied in part on the interests of these professionals in the investment funds� carried interest and incentive fees to discourage them from leaving
the firm. However, to the extent our investment funds perform poorly, thereby reducing the potential for carried interest and incentive fees, their
interests in carried interest and incentive fees become less valuable to them and become less effective as incentives for them to continue to be
employed at Blackstone.

Our senior managing directors and other key personnel possess substantial experience and expertise and have strong business relationships with
investors in our funds, clients and other members of the business community. As a result, the loss of these personnel could jeopardize our
relationships with investors in our funds, our clients and members of the business community and result in the reduction of assets under
management or fewer investment opportunities.

Our publicly traded structure may adversely affect our ability to retain and motivate our senior managing directors and other key personnel
and to recruit, retain and motivate new senior managing directors and other key personnel, both of which could adversely affect our
business, results and financial condition.

Our most important asset is our people, and our continued success is highly dependent upon the efforts of our senior managing directors and
other professionals. Our future success and growth depends to a substantial degree on our ability to retain and motivate our senior managing
directors and other key personnel and to strategically recruit, retain and motivate new talented personnel. Most of our current senior managing
directors and other senior personnel have equity interests in our business that are primarily partnership units in Blackstone Holdings (as defined
under �Part III. Item 13. Certain Relationships, Related Transactions and Director Independence � Blackstone Holdings Partnership Agreements�)
and which entitle such personnel to cash distributions. However, the value of such Blackstone Holdings partnership units and the distributions in
respect of these equity interests may not be sufficient to retain and motivate our senior managing directors and other key personnel, nor may they
be sufficiently attractive to strategically recruit, retain and motivate new talented personnel. Moreover, prior to our IPO, many of our senior
managing directors and other senior personnel had interests in each of our underlying businesses which may have entitled to them to a larger
amount of cash distributions than they receive in respect of Blackstone Holdings partnership units.

Additionally, the retention of an increasingly larger portion of the Blackstone Holdings partnership units held by senior managing directors is
not dependent upon their continued employment with us as those equity interests continue to vest as time passes. Moreover, the minimum
retained ownership requirements and transfer restrictions to which these interests are subject in certain instances lapse over time, may not be
enforceable in all cases and can be waived. There is no guarantee that the non-competition and non-solicitation agreements to which our senior
managing directors are subject, together with our other arrangements with them, will prevent them from leaving us, joining our competitors or
otherwise competing with us or that these agreements will be enforceable in all cases. In addition, these agreements will expire after a certain
period of time, at which point each of our senior managing directors would be free to compete against us and solicit investors in our funds,
clients and employees.
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We might not be able to provide future senior managing directors with equity interests in our business to the same extent or with the same tax
consequences from which our existing senior managing directors previously benefited. For example, if legislation were to be enacted by the U.S.
Congress or any state or local governments to treat carried interest as ordinary income rather than as capital gain for tax purposes, such
legislation would materially increase the amount of taxes that we and possibly our unitholders would be required to pay, thereby adversely
affecting our ability to recruit, retain and motivate our current and future professionals. See ��Risks Related to United States Taxation�Our structure
involves complex provisions of U.S. federal income tax law for which no clear precedent or authority may be available. Our structure also is
subject to potential legislative, judicial or administrative change and differing interpretations, possibly on a retroactive basis.�

Alternatively, the value of the units we may issue senior managing directors at any given time may subsequently fall (as reflected in the market
price of our common units), which could counteract the incentives we are seeking to induce in them. Therefore, in order to recruit and retain
existing and future senior managing directors, we may need to increase the level of compensation that we pay to them. Accordingly, as we
promote or hire new senior managing directors over time, we may increase the level of compensation we pay to our senior managing directors,
which would cause our total employee compensation and benefits expense as a percentage of our total revenue to increase and adversely affect
our profitability. In addition, issuance of equity interests in our business in the future to senior managing directors and other personnel would
dilute public common unitholders.

We strive to maintain a work environment that reinforces our culture of collaboration, motivation and alignment of interests with investors. If we
do not continue to develop and implement the right processes and tools to manage our changing enterprise and maintain this culture, our ability
to compete successfully and achieve our business objectives could be impaired, which could negatively impact our business, financial condition
and results of operations.

Our organizational documents do not limit our ability to enter into new lines of businesses, and we may expand into new investment
strategies, geographic markets and businesses, each of which may result in additional risks and uncertainties in our businesses.

Our plan, to the extent that market conditions permit, is to grow our investment and financial advisory businesses and expand into new
investment strategies, geographic markets and businesses. Our organizational documents do not limit us to the investment management and
financial advisory businesses. Accordingly, we may pursue growth through acquisitions of other investment management or advisory
companies, acquisitions of critical business partners or other strategic initiatives. In addition, we expect opportunities will arise to acquire other
alternative or traditional asset managers. To the extent we make strategic investments or acquisitions, undertake other strategic initiatives or
enter into a new line of business, we will face numerous risks and uncertainties, including risks associated with (a) the required investment of
capital and other resources, (b) the possibility that we have insufficient expertise to engage in such activities profitably or without incurring
inappropriate amounts of risk, (c) combining or integrating operational and management systems and controls and (d) the broadening of our
geographic footprint, including the risks associated with conducting operations in non-U.S. jurisdictions. Entry into certain lines of business may
subject us to new laws and regulations with which we are not familiar, or from which we are currently exempt, and may lead to increased
litigation and regulatory risk. If a new business generates insufficient revenues or if we are unable to efficiently manage our expanded
operations, our results of operations will be adversely affected. Our strategic initiatives may include joint ventures, in which case we will be
subject to additional risks and uncertainties in that we may be dependent upon, and subject to liability, losses or reputational damage relating to
systems, controls and personnel that are not under our control.

If we are unable to consummate or successfully integrate additional development opportunities, acquisitions or joint ventures, we may not be
able to implement our growth strategy successfully.

Our growth strategy is based, in part, on the selective development or acquisition of asset management businesses, advisory businesses or other
businesses complementary to our business where we think we can add
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substantial value or generate substantial returns. The success of this strategy will depend on, among other things: (a) the availability of suitable
opportunities, (b) the level of competition from other companies that may have greater financial resources, (c) our ability to value potential
development or acquisition opportunities accurately and negotiate acceptable terms for those opportunities, (d) our ability to obtain requisite
approvals and licenses from the relevant governmental authorities and to comply with applicable laws and regulations without incurring undue
costs and delays and (e) our ability to identify and enter into mutually beneficial relationships with venture partners. Moreover, even if we are
able to identify and successfully complete an acquisition, we may encounter unexpected difficulties or incur unexpected costs associated with
integrating and overseeing the operations of the new businesses. If we are not successful in implementing our growth strategy, our business,
financial results and the market price for our common units may be adversely affected.

The U.S. Congress has considered legislation that, if enacted, would have (a) for taxable years beginning ten years after the date of
enactment, precluded us from qualifying as a partnership or required us to hold carried interest through taxable subsidiary corporations and
(b) taxed individual holders of common units with respect to certain income and gains at increased rates. If any similar legislation were to be
enacted and apply to us, we could incur a material increase in our tax liability and a substantial portion of our income could be taxed at a
higher rate to the individual holders of our common units.

Over the past several years, a number of legislative and administrative proposals to change the taxation of carried interest have been introduced
and, in certain cases, have been passed by the U.S. House of Representatives. On May 28, 2010, the U.S. House of Representatives passed
legislation, or �May 2010 House bill�, that would have, in general, treated income and gains, including gain on sale, attributable to an investment
services partnership interest, or �ISPI�, as income subject to a new blended tax rate that is higher than the capital gains rate applicable to such
income under current law, except to the extent such ISPI would have been considered under the legislation to be a qualified capital interest. Our
common units that you hold and the interests that we hold in entities that are entitled to receive carried interest would likely have been classified
as ISPIs for purposes of this legislation. In June 2010, the U.S. Senate considered but did not pass legislation that was generally similar to the
legislation passed by the U.S. House of Representatives. On February 14, 2012, Representative Levin introduced similar legislation, or �2012
Levin bill�, that would tax carried interest at ordinary income tax rates (which would be higher than the proposed blended rate under the May
2010 House bill). It is unclear whether or when the U.S. Congress will pass such legislation or what provisions will be included in any final
legislation if enacted.

Both the May 2010 House bill and the 2012 Levin bill provide that, for taxable years beginning ten years after the date of enactment, income
derived with respect to an ISPI that is not a qualified capital interest and that is subject to the rules discussed above would not meet the
qualifying income requirements under the publicly traded partnership rules. Therefore, if similar legislation were to be enacted, following such
ten-year period, we would be precluded from qualifying as a partnership for U.S. federal income tax purposes or be required to hold all such
ISPIs through corporations. If we were taxed as a U.S. corporation or held all ISPIs through U.S. corporations, our effective tax rate could
increase significantly. The federal statutory rate for corporations is currently 35%. In addition, we could be subject to increased state and local
taxes. Furthermore, you could be subject to tax on our conversion into a corporation or any restructuring required in order for us to hold our
ISPIs through a corporation.

On September 12, 2011, the Obama administration submitted similar legislation to Congress in the American Jobs Act that would tax income
and gain, including gain on sale, attributable to an ISPI at ordinary rates, with an exception for certain qualified capital interests. The proposed
legislation would also characterize certain income and gain in respect of ISPIs as non-qualifying income under the tax rules applicable to
publicly traded partnerships after a ten-year transition period from the effective date, with an exception for certain qualified capital interests.
This proposed legislation follows several prior statements by the Obama administration in support of changing the taxation of carried interest. In
its published revenue proposal for 2013, the Obama administration proposed that the current law regarding the treatment of carried interest be
changed to subject such income to ordinary income tax. The Obama administration proposed similar changes in its published revenue proposals
for 2010, 2011 and 2012.
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States and other jurisdictions have also considered legislation to increase taxes with respect to carried interest. For example, in 2010, the New
York State Assembly passed a bill, which could have caused a non-resident of New York who holds our common units to be subject to New
York state income tax on carried interest earned by entities in which we hold an indirect interest, thereby requiring the non-resident to file a New
York state income tax return reporting such carried interest income. This legislation would have been retroactive to January 1, 2010. It is unclear
whether or when similar legislation will be enacted. Finally, because of widespread state budget deficits, several states are evaluating ways to
subject partnerships to entity level taxation through the imposition of state income, franchise or other forms of taxation. If any state were to
impose a tax upon us as an entity, our distribution to you would be reduced.

Additional proposed changes in the U.S. taxation of businesses could adversely affect us.

On February 22, 2012, the Obama administration announced its �framework� of key elements to change the U.S. federal income tax rules for
businesses. Few specifics were included, and it is unclear what any actual legislation would provide, when it would be proposed or what its
prospects for enactment would be. Several parts of the framework if enacted could adversely affect us. First, the framework would reduce the
deductibility of interest for corporations in some manner not specified. A reduction in interest deductions could increase our tax rate and thereby
reduce cash available for distribution to investors or for other uses by us. Such a reduction could also increase the effective cost of financing by
companies in which we invest, which could reduce the value of our carried interest in respect of such companies. The framework would also
reduce the top marginal tax rate on corporations from 35% to 28%. Such a change could increase the effective cost of financing such
investments, which could again reduce the value of our carried interest. The framework suggests some entities currently treated as partnerships
for tax purposes should be subject to an entity-level income tax similar to the corporate income tax. If such a proposal caused us to be subject to
additional entity-level taxes, it could reduce cash available for distribution to investors or for other uses by us. Finally, the framework reiterates
the President�s support for treatment of carried interest as ordinary income, as provided in the President�s revenue proposal for 2013 described
above. Because the framework did not include specifics, its effect on us is unclear.

The potential requirement to convert our financial statements from being prepared in conformity with accounting principles generally
accepted in the United States of America to International Financial Reporting Standards may strain our resources and increase our annual
expenses.

As a public entity, the SEC may require in the future that we report our financial results under International Financial Reporting Standards
(�IFRS�) instead of under accounting principles generally accepted in the United States of America (�U.S. GAAP�). IFRS is a set of accounting
principles that has been gaining acceptance on a worldwide basis. These standards are published by the London-based International Accounting
Standards Board (�IASB�) and are more focused on objectives and principles and less reliant on detailed rules than U.S. GAAP. Today, there
remain significant and material differences in several key areas between U.S. GAAP and IFRS which would affect Blackstone. Additionally,
U.S. GAAP provides specific guidance in classes of accounting transactions for which equivalent guidance in IFRS does not exist. The adoption
of IFRS is highly complex and would have an impact on many aspects and operations of Blackstone, including but not limited to financial
accounting and reporting systems, internal controls, taxes, borrowing covenants and cash management. It is expected that a significant amount of
time, internal and external resources and expenses over a multi-year period would be required for this conversion.

Operational risks may disrupt our businesses, result in losses or limit our growth.

We rely heavily on our financial, accounting and other data processing systems, and we operate in businesses that are highly dependent on
information systems and technology. If any of these systems do not operate properly or are disabled, whether as a result of tampering or a breach
of our network security systems or otherwise, we could suffer financial loss, a disruption of our businesses, liability to our investment funds,
regulatory intervention or reputational damage. In addition, our information systems and technology may not

25

Edgar Filing: Blackstone Group L.P. - Form 10-K

Table of Contents 30



Table of Contents

continue to be able to accommodate our growth, and the cost of maintaining such systems may increase from its current level. Such a failure to
accommodate growth, or an increase in costs related to such information systems, could have a material adverse effect on us.

Furthermore, we depend on our headquarters in New York City, where most of our personnel are located, for the continued operation of our
business. A disaster or a disruption in the infrastructure that supports our businesses, including a disruption involving electronic communications
or other services used by us or third parties with whom we conduct business, or directly affecting our headquarters, could have a material
adverse impact on our ability to continue to operate our business without interruption. Our disaster recovery programs may not be sufficient to
mitigate the harm that may result from such a disaster or disruption. In addition, insurance and other safeguards might only partially reimburse
us for our losses, if at all.

Finally, we rely on third-party service providers for certain aspects of our business, including for certain information systems and technology
and administration of our hedge funds. Any interruption or deterioration in the performance of these third parties or failures of their information
systems and technology could impair the quality of the funds� operations and could affect our reputation and hence adversely affect our
businesses.

Extensive regulation of our businesses affects our activities and creates the potential for significant liabilities and penalties. The possibility
of increased regulatory focus could result in additional burdens on our business. Legislative or regulatory changes could adversely affect us.

Our asset management and financial advisory businesses are subject to extensive regulation. We are subject to regulation, including periodic
examinations, by governmental and self regulatory organizations in the jurisdictions in which we operate around the world. Many of these
regulators, including U.S. and foreign government agencies and self-regulatory organizations, as well as state securities commissions in the
United States, are empowered to conduct investigations and administrative proceedings that can result in fines, suspensions of personnel or other
sanctions, including censure, the issuance of cease-and-desist orders or the suspension or expulsion of a broker-dealer or investment adviser
from registration or memberships. Even if an investigation or proceeding did not result in a sanction or the sanction imposed against us or our
personnel by a regulator were small in monetary amount, the adverse publicity relating to the investigation, proceeding or imposition of these
sanctions could harm our reputation and cause us to lose existing clients or fail to gain new asset management or financial advisory clients. In
addition, we regularly rely on exemptions from various requirements of the U.S. Securities Act of 1933, as amended, or �Securities Act,� the
Exchange Act, the U.S. Investment Company Act of 1940, as amended, or �1940 Act,� and the U.S. Employee Retirement Income Security Act of
1974, as amended, in conducting our asset management activities. These exemptions are sometimes highly complex and may in certain
circumstances depend on compliance by third parties whom we do not control. If for any reason these exemptions were to become unavailable to
us, we could become subject to regulatory action or third party claims and our business could be materially and adversely affected. See ��Risks
Related to Our Organizational Structure�If The Blackstone Group L.P. were deemed an �investment company� under the 1940 Act, applicable
restrictions could make it impractical for us to continue our business as contemplated and could have a material adverse effect on our business�.
Lastly, the requirements imposed by our regulators are designed primarily to ensure the integrity of the financial markets and to protect investors
in our investment funds and are not designed to protect our common unitholders. Consequently, these regulations often serve to limit our
activities and impose burdensome compliance requirements.

Regulatory changes in the United States could adversely affect our business.

As a result of the financial crisis and highly publicized financial scandals, investors have exhibited concerns over the integrity of the U.S.
financial markets and the regulatory environment in which we operate in the United States. There has been an active debate over the appropriate
extent of regulation and oversight of private investment funds and their managers. In addition, we may be adversely affected as a result of new
or revised legislation or regulations imposed by the SEC or other U.S. governmental regulatory authorities or self-
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regulatory organizations that supervise the financial markets. We also may be adversely affected by changes in the interpretation or enforcement
of existing laws and rules by these governmental authorities and self-regulatory organizations.

On July 21, 2010, President Obama signed into law the Dodd-Frank Wall Street Reform and Consumer Protection Act (the �Dodd-Frank Act�),
which imposes significant new regulations on almost every aspect of the U.S. financial services industry, including aspects of our business.
Among other things, the Dodd-Frank Act includes the following provisions which could have an adverse impact on our ability to conduct our
business:

� The Dodd-Frank Act establishes the Financial Stability Oversight Council (the �FSOC�), which is comprised of representatives of all
the major U.S. financial regulators, to act as the financial system�s systemic risk regulator with the authority to review the activities of
non-bank financial companies predominantly engaged in financial activities that are designated as �systemically important.� Such
designation is applicable to companies where material distress could pose risk to the financial stability of the United States. On
October 1, 2011, the FSOC issued a proposed rule and interpretive guidance regarding the process by which it will designate
nonbank financial companies as systemically important. The regulation details a three-stage process, with the level of scrutiny
increasing at each stage. During Stage 1, the FSOC will apply a broad set of uniform quantitative metrics to screen out financial
companies that do not warrant additional review. The FSOC will consider whether a company has at least $50 billion in total
consolidated assets and whether it meets other thresholds relating to credit default swaps outstanding, derivative liabilities, loans and
bonds outstanding, a minimum leverage ratio of total consolidated assets to total equity of 15 to 1, and a short-term debt ratio of debt
(with maturities less than 12 months) to total consolidated assets of 10%. A company that meets both the asset test and one of the
other thresholds will be subject to additional review. While we believe it to be unlikely that a private equity firm would be
designated as systemically important, if such designation were to occur to us, we would be subject to significantly increased levels of
regulation, which includes, without limitation, a requirement to adopt heightened standards relating to capital, leverage, liquidity,
risk management, credit exposure reporting and concentration limits, restrictions on acquisitions and being subject to annual stress
tests by the Board of Governors of the Federal Reserve System (the �Federal Reserve�). In connection with the work of the FSOC, on
October 31, 2011, the SEC and the Commodity Futures Trading Commission issued a joint final rule on systemic risk reporting
designed to assist the FSOC in gathering information from many sectors of the financial system for monitoring risks. This final rule
requires large private equity fund advisers, such as Blackstone, to submit reports focusing primarily on the extent of leverage
incurred by their funds� portfolio companies, the use of bridge financing and their funds� investments in financial institutions.

� The Dodd-Frank Act, under what has become known as the �Volcker Rule,� will generally prohibit depository institution holding
companies (including foreign banks with U.S. branches and insurance companies with U.S. depository institution subsidiaries),
insured depository institutions and subsidiaries and affiliates of such entities from investing in or sponsoring private equity funds or
hedge funds. The Volcker Rule will become effective on July 21, 2012 and is subject to transition periods and exceptions for
�permitted activities� that would enable certain institutions subject to the Volcker Rule to continue investing in private equity funds
under certain conditions. While there is substantial uncertainty regarding the availability of extensions and transition period relief, as
well as general practical implications under the Volcker Rule, there are likely to be adverse implications on our ability to raise funds
from banking organizations as a result of this prohibition.

� The Dodd-Frank Act requires private equity and hedge fund advisers to register with the SEC under the Investment Advisers Act, to
maintain extensive records and to file reports if deemed necessary for purposes of systemic assessment by certain governmental
bodies. As described elsewhere in this Form 10-K, all of the investment advisers of our investment funds operated in the U.S. are
registered as investment advisers with the SEC.
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Many of these provisions are subject to further rulemaking and to the discretion of regulatory bodies, such as the FSOC, the Federal Reserve and
the SEC.

In June 2010, the SEC approved Rule 206(4)-5 under the Advisers Act regarding �pay to play� practices by investment advisers involving
campaign contributions and other payments to government clients and elected officials able to exert influence on such clients. The rule prohibits
investment advisers from providing advisory services for compensation to a government client for two years, subject to very limited exceptions,
after the investment adviser, its senior executives or its personnel involved in soliciting investments from government entities make
contributions to certain candidates and officials in position to influence the hiring of an investment adviser by such government client. Advisers
are required to implement compliance policies designed, among other matters, to track contributions by certain of the adviser�s employees and
engagements of third parties that solicit government entities and to keep certain records in order to enable the SEC to determine compliance with
the rule. Any failure on our part to comply with the rule could expose us to significant penalties and reputational damage. In addition, there have
been similar rules on a state level regarding �pay to play� practices by investment advisers.

In September 2010, California enacted legislation requiring placement agents who solicit funds from the California state retirement systems,
such as the California Public Employees� Retirement System and the California State Teachers� Retirement System to register as lobbyists. In
addition to increased reporting requirements, the legislation prohibits placement agents from receiving contingent compensation for soliciting
investments from California state retirement systems. New York City has enacted similar measures that require asset management firms and
their employees that solicit investments from New York City�s five public pension systems to register as lobbyists. Like the California
legislation, the New York City measures impose significant compliance obligations on registered lobbyists and their employers, including
annual registration fees, periodic disclosure reports and internal recordkeeping, and also prohibit the acceptance of contingent fees. Moreover,
other states or municipalities may consider similar legislation as that enacted in California or adopt regulations or procedures with similar effect.
These types of measures could materially and adversely impact our fund placement business.

In November 2010, the Basel Committee on Banking Supervision, an international body comprised of senior representatives of bank supervisory
authorities and central banks from 27 countries, including the United States, finalized a comprehensive set of capital and liquidity standards,
commonly referred to as �Basel III,� for internationally active banking organizations. These new standards, which will be fully phased in by 2019,
will require banks to hold more capital, predominantly in the form of common equity, than under the current capital framework. Compliance
with the Basel III standards may result in significant costs to banks, which in turn may result in higher borrowing costs for the private sector,
including our funds and portfolio companies, and reduced access to certain types of credit. See ��Changes in the debt financing markets may
negatively impact the ability of our private equity funds and their portfolio companies to obtain attractive financing for their investments and
may increase the cost of such financing if it is obtained, which could lead to lower yielding investments and potentially decrease our net income.�

It is impossible to determine the extent of the impact on us of the Dodd-Frank Act or any other new laws, regulations or initiatives that may be
proposed or whether any of the proposals will become law. Any changes in the regulatory framework applicable to our business, including the
changes described above, may impose additional costs on us, require the attention of our senior management or result in limitations on the
manner in which we conduct our business. Moreover, as calls for additional regulation have increased, there may be a related increase in
regulatory investigations of the trading and other investment activities of alternative asset management funds, including our funds. Compliance
with any new laws or regulations could make compliance more difficult and expensive, affect the manner in which we conduct our business and
adversely affect our profitability.
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Changes in U.S. tax law could adversely affect our ability to raise funds from certain foreign investors.

Under the U.S. Foreign Account Tax Compliance Act (�FATCA�), all entities in a broadly defined class of foreign financial institutions (�FFIs�) are
required to comply with a complicated and expansive reporting regime or, beginning in 2014, be subject to a 30% United States withholding tax
on certain U.S. payments (and beginning in 2015, a 30% withholding tax on gross proceeds from the sale of U.S. stocks and securities) and
non-U.S. entities which are not FFIs are required to either certify they have no substantial U.S. beneficial ownership or to report certain
information with respect to their substantial U.S. beneficial ownership or, beginning in 2014, be subject to a 30% U.S. withholding tax on certain
U.S. payments (and beginning in 2015, a 30% withholding tax on gross proceeds from the sale of U.S. stocks and securities). The reporting
obligations imposed under FATCA require FFIs to enter into agreements with the IRS to obtain and disclose information about certain investors
to the IRS. Regulations implementing FATCA have not yet been finalized. Recently issued proposed regulations, if finalized, would delay the
implementation of certain reporting requirements under FATCA but no assurance can be given that the proposed regulations will be finalized or
that any final regulations will include any delay. Accordingly, some foreign investors may hesitate to invest in U.S. funds until there is more
certainty around FATCA implementation. In addition, the administrative and economic costs of compliance with FATCA may discourage some
foreign investors from investing in U.S. funds, which could adversely affect our ability to raise funds from these investors.

Recent regulatory changes in jurisdictions outside the United States could adversely affect our business.

Similar to the environment in the United States, the current environment in jurisdictions outside the United States in which we operate, in
particular Europe, has become subject to further regulation. Governmental regulators and other authorities in Europe have proposed or
implemented a number of initiatives and additional rules and regulations that could adversely affect our business.

In October 2010, the European Union (�EU�) Council of Ministers adopted a directive to amend the revised Capital Requirements Directive, (�CRD
III�), which, among other things, requires EU member states to introduce stricter control on remuneration of key employees and risk takers within
specific credit institutions and investment firms. The FSA has implemented CRD III by amending its remuneration code: the specific
requirements for affected firms differ depending on a firm�s size and nature of its activities. Of our two entities operating in the United Kingdom,
The Blackstone Group International Partners LLP is not subject to the remuneration code. GSO Capital Partners International LLP is subject to
the remuneration code, but due to the nature and size of its activities, the quantitative provisions of the remuneration code do not apply and the
implementation of the remuneration code has not had a material impact on existing remuneration structures.

In November 2010, the European Parliament voted to approve the EU Directive on Alternative Investment Fund Managers, which establishes a
new EU regulatory regime for alternative investment fund managers, including private equity and hedge fund managers. The EU Directive
generally applies to managers with a registered office in the EU (or managing an EU-based fund vehicle), as well as non EU-based managers,
such as our affiliates, that market securities of alternative investment funds in the EU. In general, the EU Directive will have a staged
implementation over a period of years beginning in mid-2013 for EU-based managers (or EU-based funds) and no later than 2018 for non-EU
based managers marketing non-EU-based funds into the EU. Even as early as 2013, we will need to comply with certain provisions of the EU
Directive in order to market our investment funds into Europe, including compliance with disclosure and transparency guidelines and
asset-stripping restrictions (which prohibit distributions to shareholders for 24 months following closing of an acquisition). Blackstone�s
compliance with the EU Directive, which can be no later than 2018, will subject it to a number of additional requirements, including rules
relating to the remuneration of certain personnel (principally adopting the provisions of CRD III referred to above), certain capital requirements
for alternative investment fund managers, leverage oversight for each investment fund, liquidity management, and retention of depositaries for
each investment fund. Compliance with the requirements of the EU Directive will impose additional compliance burdens and expense for us and
could reduce our operating flexibility and fund-raising opportunities.
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In Denmark and Germany, legislative amendments have been adopted which may limit deductibility of interest and other financing expenses in
companies in which our funds have invested or may invest in the future. In brief, the Danish legislative amendments generally entail that annual
net financing expenses in excess of a certain threshold amount (Danish krone 21.3 million on a consolidated basis, equal to approximately
�2.9 million � a fixed amount as of 2012) will be limited on the basis of earnings before interest and taxes and/or asset tax values. Further, in
January 2012, a legislative proposal was introduced according to which loss carry forward for each year would be reduced to 60% of existing
losses in excess of Danish krone 1 million (equal to approximately �135,000) on a consolidated basis. Losses in excess of the 60% threshold
would still be permitted to be carried forward to subsequent years, albeit with similar restrictions. If the proposed legislation is adopted in its
current form, it will be effective starting with the 2013 fiscal year. According to the German interest stripping rules, interest expenses exceeding
the interest income of the same fiscal year may be deducted only up to 30% of the (adjusted) taxable earnings before interest, taxes, depreciation
and amortization of the relevant German business (Betrieb) (subject to specific certain exemptions), while any additional non-deductible interest
may, if at all, only be claimed in subsequent years. These measures will most likely adversely affect portfolio companies in those countries in
which our funds have investments and limit the benefits of additional investments in those countries.

In December 2011, China�s National Development and Reform Commission issued a new circular regulating the activities of private equity funds
established in China. The circular includes new rules relating to the establishment, fund-raising and investment scope of such funds; risk control
mechanisms; basic responsibilities and duties of fund managers; information disclosure systems; and record filing. Since our RMB fund was
established in China, it is subject to these new rules, and compliance with the requirements may impose additional expense, affect the manner in
which we conduct our business and adversely affect our profitability.

Our investment businesses are subject to the risk that similar measures might be introduced in other countries in which our funds currently have
investments or plan to invest in the future, or that other legislative or regulatory measures that negatively affect their respective portfolio
investments might be promulgated in any of the countries in which they invest. Blackstone�s non-U.S. advisory entities are, to the extent
required, registered with the relevant regulatory authority of the jurisdiction in which the advisory entity is domiciled. In addition, we voluntarily
participate in several transparency initiatives, including those organized by the Private Equity Growth Capital Council, the British Private Equity
and Venture Capital Association and others calling for the reporting of information concerning companies in which certain of our funds have
investments. The reporting related to such initiatives may divert the attention of our personnel and the management teams of our portfolio
companies. Moreover, sensitive business information relating to us or our portfolio companies could be publicly released.

Our use of leverage to finance our business will expose us to substantial risks, which are exacerbated by our funds� use of leverage to
finance investments.

We intend to use borrowings to finance our business operations as a public company. For example, in August 2009, we issued $600 million of
ten-year senior notes at a rate of 6.625% per annum, and in September 2010, we issued $400 million of ten-year senior notes at a rate of
5.875% per annum. Borrowing to finance our businesses exposes us to the typical risks associated with the use of leverage, including those
discussed below under ��Dependence on significant leverage in investments by our funds could adversely affect our ability to achieve attractive
rates of return on those investments�. In order for us to utilize leverage to finance our business, we are dependent on financial institutions such as
global banks extending credit to us on terms that are reasonable to us. There is no guarantee that such institutions will continue to extend credit
to us or renew any existing credit agreements we may have with them, or that we will be able to refinance outstanding notes when they mature.
We have a credit facility which provides for revolving credit borrowings that has a final maturity date of April 8, 2016. As borrowings under the
facility or any other indebtedness mature, we may be required to either refinance them by entering into a new facility, which could result in
higher borrowing costs, or issuing equity, which would dilute existing unitholders. We could also repay them by using cash on hand, cash
provided by our continuing operations or cash from the sale of our assets. We could have difficulty entering into new facilities or issuing equity
in the future on attractive terms, or at all. These risks are exacerbated by our funds� use of leverage to finance investments.
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We are subject to substantial litigation risks and may face significant liabilities and damage to our professional reputation as a result of
litigation allegations and negative publicity.

The investment decisions we make in our asset management business and the activities of our investment professionals on behalf of portfolio
companies of our carry funds may subject them and us to the risk of third-party litigation arising from investor dissatisfaction with the
performance of those investment funds, the activities of our portfolio companies and a variety of other litigation claims. For example, from time
to time we and our portfolio companies have been and may be subject to class action suits by shareholders in public companies that we have
agreed to acquire that challenge our acquisition transactions and/or attempt to enjoin them. Please see ��Legal Proceedings� below for a discussion
of certain proceedings to which we are currently a party.

In addition, to the extent investors in our investment funds suffer losses resulting from fraud, gross negligence, willful misconduct or other
similar misconduct, investors may have remedies against us, our investment funds, our senior managing directors or our affiliates under the
federal securities law and/or state law. While the general partners and investment advisers to our investment funds, including their directors,
officers, other employees and affiliates, are generally indemnified to the fullest extent permitted by law with respect to their conduct in
connection with the management of the business and affairs of our investment funds, such indemnity does not extend to actions determined to
have involved fraud, gross negligence, willful misconduct or other similar misconduct.

Our financial advisory activities may also subject us to the risk of liabilities to our clients and third parties, including our clients� stockholders,
under securities or other laws in connection with corporate transactions on which we render advice.

If any lawsuits were brought against us and resulted in a finding of substantial legal liability, it could materially adversely affect our business,
financial condition or results of operations or cause significant reputational harm to us, which could seriously harm our business. We depend to a
large extent on our business relationships and our reputation for integrity and high-caliber professional services to attract and retain investors and
advisory clients and to pursue investment opportunities for our carry funds. As a result, allegations of improper conduct by private litigants or
regulators, whether the ultimate outcome is favorable or unfavorable to us, as well as negative publicity and press speculation about us, our
investment activities or the private equity industry in general, whether or not valid, may harm our reputation, which may be more damaging to
our business than to other types of businesses.

Employee misconduct could harm us by impairing our ability to attract and retain clients and subjecting us to significant legal liability and
reputational harm. Fraud and other deceptive practices or other misconduct at our portfolio companies could harm performance.

There is a risk that our employees could engage in misconduct that adversely affects our business. We are subject to a number of obligations and
standards arising from our asset management business and our authority over the assets managed by our asset management business. The
violation of these obligations and standards by any of our employees would adversely affect our clients and us. Our business often requires that
we deal with confidential matters of great significance to companies in which we may invest or our financial advisory clients. If our employees
were improperly to use or disclose confidential information, we could suffer serious harm to our reputation, financial position and current and
future business relationships. It is not always possible to detect or deter employee misconduct, and the extensive precautions we take to detect
and prevent this activity may not be effective in all cases. If one of our employees were to engage in misconduct or were to be accused of such
misconduct, our business and our reputation could be adversely affected.

We will also be adversely affected if there is misconduct by senior management of portfolio companies in which our funds invest. Such
misconduct might undermine our due diligence efforts with respect to such companies and it might negatively affect the valuation of a fund�s
investments.
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In recent years, the U.S. Department of Justice and the U.S. Securities and Exchange Commission have devoted greater resources to
enforcement of the Foreign Corrupt Practices Act (�FCPA�). In addition, the United Kingdom has recently significantly expanded the reach of its
anti-bribery laws. While we have developed and implemented policies and procedures designed to ensure strict compliance by us and our
personnel with the FCPA, such policies and procedures may not be effective in all instances to prevent violations. Any determination that we
have violated the FCPA or other applicable anti-corruption laws could subject us to, among other things, civil and criminal penalties, material
fines, profit disgorgement, injunctions on future conduct, securities litigation and a general loss of investor confidence, any one of which could
adversely affect our business prospects, financial position or the market value of our common units.

Risks Related to Our Asset Management Business

Poor performance of our investment funds would cause a decline in our revenue, income and cash flow, may obligate us to repay carried
interest previously paid to us, and could adversely affect our ability to raise capital for future investment funds.

In the event that any of our investment funds were to perform poorly, our revenue, income and cash flow would decline because the value of our
assets under management would decrease, which would result in a reduction in management fees, and our investment returns would decrease,
resulting in a reduction in the carried interest and incentive fees we earn. Moreover, we could experience losses on our investments of our own
principal as a result of poor investment performance by our investment funds. Furthermore, if, as a result of poor performance of later
investments in a carry fund�s life, the fund does not achieve certain investment returns for the fund over its life, we will be obligated to repay the
amount by which carried interest that was previously distributed to us exceeds amounts to which we are ultimately entitled.

Poor performance of our investment funds could make it more difficult for us to raise new capital. Investors in carry funds might decline to
invest in future investment funds we raise and investors in hedge funds or other investment funds might withdraw their investments as a result of
poor performance of the investment funds in which they are invested. Investors and potential investors in our funds continually assess our
investment funds� performance, and our ability to raise capital for existing and future investment funds and avoid excessive redemption levels
will depend on our investment funds� continued satisfactory performance. Accordingly, poor fund performance may deter future investment in
our funds and thereby decrease the capital invested in our funds and ultimately, our management fee income. Alternatively, in the face of poor
fund performance, investors could demand lower fees or fee concessions for existing or future funds which would likewise decrease our revenue.
A significant number of fund sponsors have recently decreased the amount of fees they charged investors for managing existing or successor
funds as a direct result of poor fund performance.

Our asset management business depends in large part on our ability to raise capital from third party investors. If we are unable to raise
capital from third party investors, we would be unable to collect management fees or deploy their capital into investments and potentially
collect transaction fees or carried interest, which would materially reduce our revenue and cash flow and adversely affect our financial
condition.

Our ability to raise capital from third party investors depends on a number of factors, including certain factors that are outside our control.
Certain factors, such as the performance of the stock market or the asset allocation rules or regulations or investment policies to which such third
party investors are subject, could inhibit or restrict the ability of third party investors to make investments in our investment funds or the asset
classes in which our investment funds invest. For example, during 2008 and 2009, many third party investors that invest in alternative assets and
have historically invested in our investment funds experienced significant volatility in valuations of their investment portfolios, including a
significant decline in the value of their overall private equity, real estate, venture capital and hedge fund portfolios, which affected our ability to
raise capital from them. Coupled with a lack of realizations during that period from their existing private equity and real estate portfolios, many
of these investors were left with disproportionately outsized remaining commitments to a number of investment funds, which significantly
limited their ability to make new commitments to third party managed investment funds such as those
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managed by us. Our ability to raise new funds could similarly be hampered if the general appeal of private equity and alternative investments
were to decline. An investment in a limited partner interest in a private equity fund is more illiquid and the returns on such investment may be
more volatile than an investment in securities for which there is a more active and transparent market. Private equity and alternative investments
could fall into disfavor as a result of concerns about liquidity and short-term performance. Such concerns could be exhibited, in particular, by
public pension funds, which have historically been among the largest investors in alternative assets. Many public pension funds are significantly
underfunded and their funding problems have been exacerbated by the recent economic downturn. Concerns with liquidity could cause such
public pensions funds to reevaluate the appropriateness of alternative investments. Although economic conditions have improved and many
investors have increased the amount of commitments they are making to alternative investment funds, there is no assurance that this will
continue. Moreover, as some existing investors cease or significantly curtail making commitments to alternative investment funds, we may need
to identify and attract new investors in order to maintain or increase the size of our investment funds. There are no assurances that we can find or
secure commitments from those new investors. For instance, we are in the process of raising capital for our seventh global real estate opportunity
fund, and if economic conditions were to deteriorate or if we are unable to find new investors, we might raise less than our desired amount for
that fund. Further, as we seek to expand into other asset classes, we may be unable to raise a sufficient amount of capital to adequately support
such businesses. If we are unable to successfully raise capital, it could materially reduce our revenue and cash flow and adversely affect our
financial condition.

In addition, in connection with raising new funds or making further investments in existing funds, we negotiate terms for such funds and
investments with existing and potential investors. The outcome of such negotiations could result in our agreement to terms that are materially
less favorable to us than for prior funds we have managed or funds managed by our competitors. Such terms could restrict our ability to raise
investment funds with investment objectives or strategies that compete with existing funds, add additional expenses and obligations for us in
managing the fund or increase our potential liabilities, all of which could ultimately reduce our revenues. In addition, certain institutional
investors have publicly criticized certain fund fee and expense structures, including management fees and transaction and advisory fees.
Although we have no obligation to modify any of our fees with respect to our existing funds, we may experience pressure to do so in our funds.
For example, we have confronted and expect to continue to confront requests from a variety of investors and groups representing investors to
decrease fees, which could result in a reduction in the fees and carried interest and incentive fees we earn.

Valuation methodologies for certain assets in our funds can be subject to significant subjectivity and the fair value of assets established
pursuant to such methodologies may never be realized, which could result in significant losses for our funds.

There are often no readily ascertainable market prices for illiquid investments in our private equity, real estate and certain of our credit-oriented
funds. We determine the value of the investments of each of our private equity, real estate and credit-oriented funds at least quarterly based on
the fair value of such investments. The fair value of investments of a private equity, real estate or credit-oriented fund is generally determined
using several methodologies described in the investment funds� valuation policies.

Investments for which market prices are not observable include private investments in the equity of operating companies or real estate
properties. Fair values of such investments are determined by reference to projected net earnings, earnings before interest, taxes, depreciation
and amortization (�EBITDA�), the discounted cash flow method, public market or private transactions, valuations for comparable companies and
other measures which, in many cases, are unaudited at the time received. In determining fair values of real estate investments, we also consider
projected operating cash flows, sales of comparable assets, replacement costs and capitalization rates (�cap rates�) analyses. Valuations may be
derived by reference to observable valuation measures for comparable companies or assets (e.g., multiplying a key performance metric of the
investee company or asset, such as EBITDA, by a relevant valuation multiple observed in the range of comparable companies or transactions),
adjusted by management for differences between the investment and the referenced
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comparables, and in some instances by reference to option pricing models or other similar methods. Additionally, where applicable, projected
distributable cash flow through debt maturity will also be considered in support of the investment�s carrying value. Private investments may also
be valued at cost for a period of time after an acquisition as the best indicator of fair value. These valuation methodologies involve a significant
degree of management judgment.

In certain cases debt and equity securities are valued on the basis of prices from an orderly transaction between market participants provided by
reputable dealers or pricing services. In determining the value of a particular investment, pricing services may use certain information with
respect to transactions in such investments, quotations from dealers, pricing matrixes, market transactions in comparable investments and
various relationships between investments.

The determination of fair value using these methodologies takes into consideration a range of factors including but not limited to the price at
which the investment was acquired, the nature of the investment, local market conditions, trading values on public exchanges for comparable
securities, current and projected operating performance and financing transactions subsequent to the acquisition of the investment. These
valuation methodologies involve a significant degree of management judgment. For example, as to investments that we share with another
sponsor, we may apply a different valuation methodology than the other sponsor does or derive a different value than the other sponsor has
derived on the same investment. These differences might cause some investors to question our valuations.

Because there is significant uncertainty in the valuation of, or in the stability of the value of illiquid investments, the fair values of such
investments as reflected in an investment fund�s net asset value do not necessarily reflect the prices that would actually be obtained by us on
behalf of the investment fund when such investments are realized. Realizations at values significantly lower than the values at which
investments have been reflected in prior fund net asset values would result in losses for the applicable fund, a decline in asset management fees
and the loss of potential carried interest and incentive fees. Changes in values attributed to investments from quarter to quarter may result in
volatility in the net asset values and results of operations and cash flow that we report from period to period. Also, a situation where asset values
turn out to be materially different than values reflected in prior fund net asset values could cause investors to lose confidence in us, which would
in turn result in difficulty in raising additional funds or redemptions from our hedge funds.

The historical returns attributable to our funds should not be considered as indicative of the future results of our funds or of our future
results or of any returns expected on an investment in our common units.

The historical and potential future returns of the investment funds that we manage are not directly linked to returns on our common units.
Therefore, any continued positive performance of the investment funds that we manage will not necessarily result in positive returns on an
investment in our common units. However, poor performance of the investment funds that we manage would cause a decline in our revenue
from such investment funds, and would therefore have a negative effect on our performance and in all likelihood the returns on an investment in
our common units.

Moreover, with respect to the historical returns of our investment funds:

� market conditions during previous periods were significantly more favorable for generating positive performance, particularly in our
private equity and real estate businesses, than the market conditions we experienced in the past three years and may continue to
experience for the foreseeable future,

� the rates of returns of our carry funds reflect unrealized gains as of the applicable measurement date that may never be realized,
which may adversely affect the ultimate value realized from those funds� investments,

� the rates of returns of our BCP and BREP funds in some years were positively influenced by a number of investments that
experienced rapid and substantial increases in value following the dates on which those investments were made, which may not
occur with respect to future investments,
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� in recent years, there has been increased competition for private equity investment opportunities resulting from the increased amount
of capital invested in alternative investment funds and high liquidity in debt markets,

� our investment funds� returns in some years benefited from investment opportunities and general market conditions that may not
repeat themselves (including, for example, particularly favorable borrowing conditions in the debt markets during 2005, 2006 and
early 2007), and our current or future investment funds might not be able to avail themselves of comparable investment opportunities
or market conditions, and

� the rates of return reflect our historical cost structure, which may vary in the future due to various factors enumerated elsewhere in
this report and other factors beyond our control, including changes in laws.

In addition, future returns will be affected by the applicable risks described elsewhere in this Form 10-K, including risks of the industries and
businesses in which a particular fund invests.

Dependence on significant leverage in investments by our funds could adversely affect our ability to achieve attractive rates of return on
those investments.

Many of our carry funds� investments rely heavily on the use of leverage, and our ability to achieve attractive rates of return on investments will
depend on our ability to access sufficient sources of indebtedness at attractive rates. For example, in many private equity investments,
indebtedness may constitute approximately 70% or more of a portfolio company�s or real estate asset�s total debt and equity capitalization,
including debt that may be incurred in connection with the investment. The absence of available sources of sufficient senior debt financing for
extended periods of time could therefore materially and adversely affect our private equity and real estate businesses. In addition, an increase in
either the general levels of interest rates or in the risk spread demanded by sources of indebtedness would make it more expensive to finance
those businesses� investments. Increases in interest rates could also make it more difficult to locate and consummate private equity investments
because other potential buyers, including operating companies acting as strategic buyers, may be able to bid for an asset at a higher price due to
a lower overall cost of capital or their ability to benefit from a higher amount of cost savings following the acquisition of the asset. In addition, a
portion of the indebtedness used to finance private equity investments often includes high-yield debt securities issued in the capital markets.
Availability of capital from the high-yield debt markets is subject to significant volatility, and there may be times when we might not be able to
access those markets at attractive rates, or at all, when completing an investment.

Investments in highly leveraged entities are inherently more sensitive to declines in revenues, increases in expenses and interest rates and
adverse economic, market and industry developments. The incurrence of a significant amount of indebtedness by an entity could, among other
things:

� give rise to an obligation to make mandatory prepayments of debt using excess cash flow, which might limit the entity�s ability to
respond to changing industry conditions to the extent additional cash is needed for the response, to make unplanned but necessary
capital expenditures or to take advantage of growth opportunities,

� limit the entity�s ability to adjust to changing market conditions, thereby placing it at a competitive disadvantage compared to its
competitors who have relatively less debt,

� allow even moderate reductions in operating cash flow to render it unable to service its indebtedness, leading to a bankruptcy or
other reorganization of the entity and a loss of part or all of the equity investment in it,

� limit the entity�s ability to engage in strategic acquisitions that might be necessary to generate attractive returns or further growth, and

�
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As a result, the risk of loss associated with a leveraged entity is generally greater than for companies with comparatively less debt. For example,
many investments consummated by private equity sponsors during 2005, 2006 and 2007 that utilized significant amounts of leverage
subsequently experienced severe economic stress and, in certain cases, defaulted on their debt obligations due to a decrease in revenues and cash
flow precipitated by the subsequent economic downturn during 2008 and 2009.

When our BCP and BREP funds� existing portfolio investments reach the point when debt incurred to finance those investments mature in
significant amounts and must be either repaid or refinanced, those investments may materially suffer if they have generated insufficient cash
flow to repay maturing debt and there is insufficient capacity and availability in the financing markets to permit them to refinance maturing debt
on satisfactory terms, or at all. If a limited availability of financing for such purposes were to persist for an extended period of time, when
significant amounts of the debt incurred to finance our private equity and real estate funds� existing portfolio investments came due, these funds
could be materially and adversely affected.

Many of the hedge funds in which our funds of hedge funds invest and our credit-oriented funds and CLOs may choose to use leverage as part of
their respective investment programs and regularly borrow a substantial amount of their capital. The use of leverage poses a significant degree of
risk and enhances the possibility of a significant loss in the value of the investment portfolio. A fund may borrow money from time to time to
purchase or carry securities or may enter into derivative transactions (such as total return swaps) with counterparties that have embedded
leverage. The interest expense and other costs incurred in connection with such borrowing may not be recovered by appreciation in the securities
purchased or carried and will be lost�and the timing and magnitude of such losses may be accelerated or exacerbated�in the event of a decline in
the market value of such securities. Gains realized with borrowed funds may cause the fund�s net asset value to increase at a faster rate than
would be the case without borrowings. However, if investment results fail to cover the cost of borrowings, the fund�s net asset value could also
decrease faster than if there had been no borrowings.

Increases in interest rates could also decrease the value of fixed-rate debt investments that our investment funds make.

Any of the foregoing circumstances could have a material adverse effect on our financial condition, results of operations and cash flow.

The asset management business is intensely competitive.

The asset management business is intensely competitive, with competition based on a variety of factors, including investment performance, the
quality of service provided to clients, investor liquidity and willingness to invest, fund terms (including fees), brand recognition and business
reputation. Our asset management business competes with a number of private equity funds, specialized investment funds, hedge funds, funds of
hedge funds and other sponsors managing pools of capital, as well as corporate buyers, traditional asset managers, commercial banks,
investment banks and other financial institutions (including sovereign wealth funds). A number of factors serve to increase our competitive risks:

� a number of our competitors in some of our businesses have greater financial, technical, marketing and other resources and more
personnel than we do,

� some of our funds may not perform as well as competitors� funds or other available investment products,

� several of our competitors have significant amounts of capital, and many of them have similar investment objectives to ours, which
may create additional competition for investment opportunities and may reduce the size and duration of pricing inefficiencies that
many alternative investment strategies seek to exploit,

� some of these competitors may also have a lower cost of capital and access to funding sources that are not available to us, which may
create competitive disadvantages for us with respect to investment opportunities,
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� some of our competitors may be subject to less regulation and accordingly may have more flexibility to undertake and execute
certain businesses or investments than we can and/or bear less compliance expense than we do,

� some of our competitors may have more flexibility than us in raising certain types of investment funds under the investment
management contracts they have negotiated with their investors,

� some of our competitors may have higher risk tolerances, different risk assessments or lower return thresholds, which could allow
them to consider a wider variety of investments and to bid more aggressively than us for investments that we want to make,

� there are relatively few barriers to entry impeding new alternative asset fund management firms, and the successful efforts of new
entrants into our various businesses, including former �star� portfolio managers at large diversified financial institutions as well as such
institutions themselves, is expected to continue to result in increased competition,

� some of our competitors may have better expertise or be regarded by investors as having better expertise in a specific asset class or
geographic region than we do,

� our competitors that are corporate buyers may be able to achieve synergistic cost savings in respect of an investment, which may
provide them with a competitive advantage in bidding for an investment,

� some investors may prefer to invest with an investment manager that is not publicly traded or is smaller with only one or two
investment products that it manages, and

� other industry participants will from time to time seek to recruit our investment professionals and other employees away from us.
We may lose investment opportunities in the future if we do not match investment prices, structures and terms offered by competitors.
Alternatively, we may experience decreased rates of return and increased risks of loss if we match investment prices, structures and terms
offered by competitors. Moreover, if we are forced to compete with other alternative asset managers on the basis of price, we may not be able to
maintain our current fund fee and carried interest terms. We have historically competed primarily on the performance of our funds, and not on
the level of our fees or carried interest relative to those of our competitors. However, there is a risk that fees and carried interest in the alternative
investment management industry will decline, without regard to the historical performance of a manager. Fee or carried interest income
reductions on existing or future funds, without corresponding decreases in our cost structure, would adversely affect our revenues and
profitability.

In addition, the attractiveness of our investment funds relative to investments in other investment products could decrease depending on
economic conditions. This competitive pressure could adversely affect our ability to make successful investments and limit our ability to raise
future investment funds, either of which would adversely impact our business, revenue, results of operations and cash flow.

The due diligence process that we undertake in connection with investments by our investment funds may not reveal all facts that may be
relevant in connection with an investment.

Before making investments in private equity and other investments, we conduct due diligence that we deem reasonable and appropriate based on
the facts and circumstances applicable to each investment. When conducting due diligence, we 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 investment. Nevertheless, when conducting due
diligence and making an assessment regarding an investment, we rely on the resources available to us, including information provided by the
target of the investment and, in some circumstances, third-party investigations. The due diligence investigation that we will carry out with
respect to any investment opportunity may not reveal or highlight all relevant facts (including fraud) that may be necessary or helpful in
evaluating such investment opportunity. Moreover, such an investigation will not necessarily result in the investment being successful.
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In connection with the due diligence that our funds of hedge funds conduct in making and monitoring investments in third party hedge funds, we
rely on information supplied by third party hedge funds or by service providers to such third party hedge funds. The information we receive from
them may not be accurate or complete and therefore we may not have all the relevant facts necessary to properly assess and monitor our funds�
investment in a particular hedge fund.

Our asset management activities involve investments in relatively high-risk, illiquid assets, and we may fail to realize any profits from these
activities for a considerable period of time or lose some or all of our principal investments.

Many of our investment funds invest in securities that are not publicly traded. In many cases, our investment funds may be prohibited by
contract or by applicable securities laws from selling such securities for a period of time. Our investment funds will generally not be able to sell
these securities publicly unless their sale is registered under applicable securities laws, or unless an exemption from such registration is
available. The ability of many of our investment funds, particularly our BCP funds, to dispose of investments is heavily dependent on the public
equity markets. For example, the ability to realize any value from an investment may depend upon the ability to complete an initial public
offering of the portfolio company in which such investment is held. Even if the securities are publicly traded, large holdings of securities can
often be disposed of only over a substantial length of time, exposing the investment returns to risks of downward movement in market prices
during the intended disposition period. Accordingly, under certain conditions, our investment funds may be forced to either sell securities at
lower prices than they had expected to realize or defer�potentially for a considerable period of time�sales that they had planned to make. We have
made and expect to continue to make significant principal investments in our current and future investment funds. Contributing capital to these
investment funds is risky, and we may lose some or the entire principal amount of our investments.

We have engaged in large-sized investments, which involve certain complexities and risks that are not encountered in small and
medium-sized investments.

Our BCP and BREP funds have invested and plan to continue to invest in large transactions. The size of these investments involves certain
complexities and risks that are not encountered in small- and medium-sized investments. For example, larger transactions may be more difficult
to finance, and exiting larger deals may present challenges in many cases. In addition, larger transactions may entail greater scrutiny by
regulators, labor unions and other third parties.

Larger transactions may be structured as �consortium transactions� due to the size of the investment and the amount of capital required to be
invested. A consortium transaction involves an equity investment in which two or more private equity firms serve together or collectively as
equity sponsors. We participated in a significant number of consortium transactions in prior years due to the increased size of many of the
transactions in which we were involved. Consortium transactions generally entail a reduced level of control by Blackstone over the investment
because governance rights must be shared with the other private equity investors. Accordingly, we may not be able to control decisions relating
to the investment, including decisions relating to the management and operation of the company and the timing and nature of any exit, which
could result in the risks described in ��Our investment funds make investments in companies that we do not control.�

Any of these factors could increase the risk that our larger investments could be less successful. The consequences to our investment funds of an
unsuccessful larger investment could be more severe given the size of the investment.

We often pursue investment opportunities that involve business, regulatory, legal or other complexities.

As an element of our investment style, we may pursue unusually complex investment opportunities. This can often take the form of substantial
business, regulatory or legal complexity that would deter other investment managers. Our tolerance for complexity presents risks, as such
transactions can be more difficult, expensive and
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time-consuming to finance and execute; it can be more difficult to manage or realize value from the assets acquired in such transactions; and
such transactions sometimes entail a higher level of regulatory scrutiny or a greater risk of contingent liabilities. Any of these risks could harm
the performance of our funds.

Our investment funds make investments in companies that we do not control.

Investments by most of our investment funds will include debt instruments and equity securities of companies that we do not control. Such
instruments and securities may be acquired by our investment funds through trading activities or through purchases of securities from the issuer.
In addition, our private equity and real estate funds may acquire minority equity interests (particularly in consortium transactions, as described in
��We have engaged in large-sized investments, which involve certain complexities and risks that are not encountered in small and medium-sized
investments�) and may also dispose of a portion of their majority equity investments in portfolio companies over time in a manner that results in
the investment funds retaining a minority investment. Those investments will be subject to the risk that the company in which the investment is
made may make business, financial or management decisions with which we do not agree or that the majority stakeholders or the management
of the company may take risks or otherwise act in a manner that does not serve our interests. If any of the foregoing were to occur, the values of
investments by our investment funds could decrease and our financial condition, results of operations and cash flow could suffer as a result.

We expect to make investments in companies that are based outside of the United States, which may expose us to additional risks not
typically associated with investing in companies that are based in the United States.

Many of our investment funds generally invest a significant portion of their assets in the equity, debt, loans or other securities of issuers located
outside the United States, and we expect that international investments will increase as a proportion of certain of our funds� portfolios in the
future. Investments in non-U.S. securities involve certain factors not typically associated with investing in U.S. securities, including risks
relating to:

� 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 absence of uniform accounting, auditing and financial reporting standards, practices and disclosure requirements and less
government supervision and regulation,

� 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 or private equity investors,

� less publicly available information in respect of companies in non-U.S. markets,

� reliance on a more limited number of commodity inputs, service providers and/or distribution mechanisms,
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� higher transaction costs,

� difficulty in enforcing contractual obligations,

� fewer investor protections,

� 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
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� the possible imposition of non-U.S. taxes or withholding on income and gains recognized with respect to such securities.
There can be no assurance that adverse developments with respect to such risks will not adversely affect our assets that are held in certain
countries or the returns from these assets.

We may not have sufficient cash to pay back �clawback� obligations if and when they are triggered under the governing agreements with
our investors.

If, at the end of the life of a carry fund (or earlier with respect to certain of our real estate funds), as a result of diminished performance of later
investments in any carry fund�s life, the carry fund has not achieved investment returns that (in most cases) exceed the preferred return threshold
or (in all cases) the general partner receives in excess of 20% (10% or 15% in the case of certain of our credit-oriented and real estate debt carry
funds) of the fund�s net profits over the life of the fund, we will be obligated to repay an amount equal to the extent to which carried interest that
was previously distributed to us exceeds the amounts to which we are ultimately entitled. This obligation is known as a clawback obligation and
is an obligation of any person who directly received such carried interest, including us and our employees who participate in our carried interest
plans. Although a portion of any distributions by us to our unitholders may include any carried interest received by us, we do not intend to seek
fulfillment of any clawback obligation by seeking to have our unitholders return any portion of such distributions attributable to carried interest
associated with any clawback obligation. The clawback obligation operates with respect to a given carry fund�s own net investment performance
only and performance fees of other funds are not netted for determining this contingent obligation. To the extent one or more clawback
obligations were to occur for any one or more carry funds, we might not have available cash at the time such clawback obligation is triggered to
repay the carried interest and satisfy such obligation. If we were unable to repay such carried interest, we would be in breach of the governing
agreements with our investors and could be subject to liability. Moreover, although a clawback obligation is several, the governing agreements
of most of our funds provide that to the extent another recipient of carried interest (such as a current or former employee) does not fund his or
her respective share, then we and our employees who participate in such carried interest plans may have to fund additional amounts (generally
up to an additional 50%) beyond what we actually received in carried interest, although we will retain the right to pursue any remedies that we
have under such governing agreements against those carried interest recipients who fail to fund their obligations.

Investments by our investment funds will in most cases rank junior to investments made by others.

In most cases, the companies in which our investment funds invest will have indebtedness or equity securities, or may be permitted to incur
indebtedness or to issue equity securities, that rank senior to our investment. By their terms, such instruments may provide that their holders are
entitled to receive payments of dividends, interest or principal on or before the dates on which payments are to be made in respect of our
investment. Also, in the event of insolvency, liquidation, dissolution, reorganization or bankruptcy of a company in which an investment is
made, holders of securities ranking senior to our investment would typically be entitled to receive payment in full before distributions could be
made in respect of our investment. After repaying senior security holders, the company may not have any remaining assets to use for repaying
amounts owed in respect of our investment. To the extent that any assets remain, holders of claims that rank equally with our investment would
be entitled to share on an equal and ratable basis in distributions that are made out of those assets. Also, during periods of financial distress or
following an insolvency, the ability of our investment funds to influence a company�s affairs and to take actions to protect their investments may
be substantially less than that of the senior creditors.
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Investors in our hedge funds may redeem their investments in these funds. In addition, the investment management agreements related to
our separately managed accounts may permit the investor to terminate our management of such account on short notice. Lastly, investors in
our other investment funds have the right to cause these investment funds to be dissolved. Any of these events would lead to a decrease in our
revenues, which could be substantial.

Investors in our hedge funds may generally redeem their investments on an annual, semi-annual or quarterly basis following the expiration of a
specified period of time when capital may not be withdrawn (typically between one and three years), subject to the applicable fund�s specific
redemption provisions. In a declining market, the pace of redemptions and consequent reduction in our assets under management could
accelerate. The decrease in revenues that would result from significant redemptions in our hedge funds could have a material adverse effect on
our business, revenues, net income and cash flows.

We currently manage a significant portion of investor assets through separately managed accounts whereby we earn management and incentive
fees, and we intend to continue to seek additional separately managed account mandates. The investment management agreements we enter into
in connection with managing separately managed accounts on behalf of certain clients may be terminated by such clients on as little as 30 days�
prior written notice. In addition, the boards of directors of the investment management companies we manage, or the advisor in respect of the
registered business development company we sub-advise, could terminate our advisory engagement of those companies, on as little as 30 days�
prior written notice. In the case of any such terminations, the management and incentive fees we earn in connection with managing such account
or company would immediately cease, which could result in a significant adverse impact on our revenues.

The governing agreements of all of our investment funds (with the exception of certain of our funds of hedge funds) provide that, subject to
certain conditions, third-party investors in those funds will have the right to remove the general partner of the fund or to accelerate the
liquidation date of the investment fund without cause by a simple majority vote, resulting in a reduction in management fees we would earn from
such investment funds and a significant reduction in the amounts of total carried interest and incentive fees from those funds. Carried interest
and incentive fees could be significantly reduced as a result of our inability to maximize the value of investments by an investment fund during
the liquidation process or in the event of the triggering of a �clawback� obligation. Finally, the applicable funds would cease to exist. In addition,
the governing agreements of our investment funds provide that in the event certain �key persons� in our investment funds do not meet specified
time commitments with regard to managing the fund (for example, both of Stephen A. Schwarzman and Hamilton E. James in the case of our
private equity funds), then investors in certain funds have the right to vote to terminate the investment period by a simple majority vote in
accordance with specified procedures, accelerate the withdrawal of their capital on an investor-by-investor basis, or the fund�s investment period
will automatically terminate and the vote of a simple majority of investors is required to restart it. In addition to having a significant negative
impact on our revenue, net income and cash flow, the occurrence of such an event with respect to any of our investment funds would likely
result in significant reputational damage to us.

In addition, because all of our investment funds have advisers that are registered under the Advisers Act, the management agreements of all of
our investment funds would be terminated upon an �assignment,� without investor consent, of these agreements, which may be deemed to occur in
the event these advisers were to experience a change of control. We cannot be certain that consents required for assignments of our investment
management agreements will be obtained if a change of control occurs. In addition, with respect to our publicly traded closed-end mutual funds,
each investment fund�s investment management agreement must be approved annually by the independent members of such investment fund�s
board of directors and, in certain cases, by its stockholders, as required by law. Termination of these agreements would cause us to lose the fees
we earn from such investment funds.
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Third party investors in our investment funds with commitment-based structures may not satisfy their contractual obligation to fund capital
calls when requested by us, which could adversely affect a fund�s operations and performance.

Investors in all of our carry funds (and certain of our hedge funds) make capital commitments to those funds that we are entitled to call from
those investors at any time during prescribed periods. We depend on investors fulfilling their commitments when we call capital from them in
order for those funds to consummate investments and otherwise pay their obligations (for example, management fees) when due. We have not
had investors fail to honor capital calls to any meaningful extent. Any investor that did not fund a capital call would generally be subject to
several possible penalties, including having a significant amount of its existing investment forfeited in that fund. However, the impact of the
penalty is directly correlated to the amount of capital previously invested by the investor in the fund and if an investor has invested little or no
capital, for instance early in the life of the fund, then the forfeiture penalty may not be as meaningful. Investors may also negotiate for lesser or
reduced penalties at the outset of the fund, thereby inhibiting our ability to enforce the funding of a capital call. If investors were to fail to satisfy
a significant amount of capital calls for any particular fund or funds, the operation and performance of those funds could be materially and
adversely affected.

Certain policies and procedures implemented to mitigate potential conflicts of interest and address certain regulatory requirements may
reduce the synergies across our various businesses.

Because of our various lines of asset management and advisory businesses, we will be subject to a number of actual and potential conflicts of
interest and subject to greater regulatory oversight than that to which we would otherwise be subject if we had just one line of business. In
addressing these conflicts and regulatory requirements across our various businesses, we have implemented certain policies and procedures (for
example, information walls) that may reduce the positive synergies that we cultivate across these businesses. For example, we may come into
possession of material non-public information with respect to issuers in which we may be considering making an investment or issuers that are
our advisory clients. As a consequence, we may be precluded from providing such information or other ideas to our other businesses that might
be of benefit to them.

Our failure to deal appropriately with conflicts of interest in our investment business could damage our reputation and adversely affect our
businesses.

As we have expanded and as we continue to expand the number and scope of our businesses, we increasingly confront potential conflicts of
interest relating to our funds� investment activities. Certain of our funds may have overlapping investment objectives, including funds that have
different fee structures, and potential conflicts may arise with respect to our decisions regarding how to allocate investment opportunities among
those funds. For example, a decision to acquire material non-public information about a company while pursuing an investment opportunity for a
particular fund gives rise to a potential conflict of interest when it results in our having to restrict the ability of other funds to take any action.
Also, our decision to pursue a fund investment opportunity could preclude our ability to obtain a related advisory assignment, and vice versa.
We may also cause different private equity funds to invest in a single portfolio company, for example where the fund that made an initial
investment no longer has capital available to invest. We may also cause different funds that we manage to purchase different classes of securities
in the same portfolio company. For example, one of our CLO funds could acquire a debt security issued by the same company in which one of
our private equity funds owns common equity securities. A direct conflict of interest could arise between the debt holders and the equity holders
if such a company were to develop insolvency concerns, and that conflict would have to be carefully managed by us. In addition, conflicts of
interest may exist in the valuation of our investments and regarding decisions about the allocation of specific investment opportunities among us
and our funds and the allocation of fees and costs among us, our funds and their portfolio companies. Lastly, in certain, infrequent instances we
may purchase an investment alongside one of our investment funds or sell an investment to one of our investment funds and conflicts may arise
in respect of the allocation, pricing and timing of such investments and the ultimate disposition of such investments. To the extent we failed to
appropriately deal with any such conflicts, it could negatively impact our reputation and ability to raise additional funds or result in potential
litigation against us.
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Risk management activities may adversely affect the return on our funds� investments.

When managing our exposure to market risks, we may (on our own behalf or on behalf of our funds) from time to time use forward contracts,
options, swaps, caps, collars and floors or pursue other strategies or use other forms of derivative instruments to limit our exposure to changes in
the relative values of investments that may result from market developments, including changes in prevailing interest rates, currency exchange
rates and commodity prices. The success of any hedging or other derivative transactions generally will depend on our ability to correctly predict
market changes, the degree of correlation between price movements of a derivative instrument, the position being hedged, the creditworthiness
of the counterparty and other factors. As a result, while we may enter into a transaction in order to reduce our exposure to market risks, the
transaction may result in poorer overall investment performance than if it had not been executed. Such transactions may also limit the
opportunity for gain if the value of a hedged position increases.

Our real estate funds are subject to the risks inherent in the ownership and operation of real estate and the construction and development of
real estate.

Investments in our real estate funds will be subject to the risks inherent in the ownership and operation of real estate and real estate related
businesses and assets. These risks include those associated with the burdens of ownership of real property, general and local economic
conditions, changes in supply of and demand for competing properties in an area (as a result, for instance, of overbuilding), fluctuations in the
average occupancy and room rates for hotel properties, the financial resources of tenants, changes in building, environmental and other laws,
energy and supply shortages, various uninsured or uninsurable risks, natural disasters, changes in government regulations (such as rent control),
changes in real property tax rates, changes in interest rates, the reduced availability of mortgage funds which may render the sale or refinancing
of properties difficult or impracticable, negative developments in the economy that depress travel activity, environmental liabilities, contingent
liabilities on disposition of assets, terrorist attacks, war and other factors that are beyond our control. In addition, if our real estate funds acquire
direct or indirect interests in undeveloped land or underdeveloped real property, which may often be non-income producing, they will be subject
to the risks normally associated with such assets and development activities, including risks relating to the availability and timely receipt of
zoning and other regulatory or environmental approvals, the cost and timely completion of construction (including risks beyond the control of
our fund, such as weather or labor conditions or material shortages) and the availability of both construction and permanent financing on
favorable terms.

Certain of our investment funds may invest in securities of companies that are experiencing significant financial or business difficulties,
including companies involved in bankruptcy or other reorganization and liquidation proceedings. Such investments are subject to a greater
risk of poor performance or loss.

Certain of our investment funds, especially our credit-oriented funds, may invest in business enterprises involved in work-outs, liquidations,
spin-offs, reorganizations, bankruptcies and similar transactions and may purchase high risk receivables. An investment in such business
enterprises entails the risk that the transaction in which such business enterprise is involved either will be unsuccessful, will take considerable
time or will result in a distribution of cash or a new security the value of which will be less than the purchase price to the fund of the security or
other financial instrument in respect of which such distribution is received. In addition, if an anticipated transaction does not in fact occur, the
fund may be required to sell its investment at a loss. Investments in troubled companies may also be adversely affected by U.S. federal and state
laws relating to, among other things, fraudulent conveyances, voidable preferences, lender liability and a bankruptcy court�s discretionary power
to disallow, subordinate or disenfranchise particular claims. Investments in securities and private claims of troubled companies made in
connection with an attempt to influence a restructuring proposal or plan of reorganization in a bankruptcy case may also involve substantial
litigation. Because there is substantial uncertainty concerning the outcome of transactions involving financially troubled companies, there is a
potential risk of loss by a fund of its entire investment in such company. Moreover, a major economic recession could have a materially adverse
impact on the value of such securities. In addition, adverse publicity and investor perceptions, whether or not based on fundamental analysis,
may also decrease the value and liquidity of securities rated below investment grade or otherwise adversely affect our reputation.
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Certain of our fund investments may be concentrated in certain asset types or in a geographic region, which could exacerbate any negative
performance of those funds to the extent those concentrated investments perform poorly.

The governing agreements of our investment funds contain only limited investment restrictions and only limited requirements as to
diversification of fund investments, either by geographic region or asset type. For example, over 85% of the investments of our real estate funds
(based on current fair values) are in office building, hotel and shopping center assets. During periods of difficult market conditions or
slowdowns in these sectors, the decreased revenues, difficulty in obtaining access to financing and increased funding costs experienced by our
real estate funds may be exacerbated by this concentration of investments, which would result in lower investment returns for our real estate
funds.

The financial projections of our portfolio companies could prove inaccurate.

Our funds generally establish the capital structure of portfolio companies on the basis of financial projections prepared by the management of
such portfolio companies. These projected operating results will normally be based primarily on judgments of the management of the portfolio
companies. In all cases, projections are only estimates of future results that are based upon assumptions made at the time that the projections are
developed. General economic conditions, which are not predictable, along with other factors may cause actual performance to fall short of the
financial projections that were used to establish a given portfolio company�s capital structure. Because of the leverage we typically employ in our
investments, this could cause a substantial decrease in the value of our equity holdings in the portfolio company. The inaccuracy of financial
projections could thus cause our funds� performance to fall short of our expectations.

Contingent liabilities could harm fund performance.

We may cause our funds to acquire an investment that is subject to contingent liabilities. Such contingent liabilities could be unknown to us at
the time of acquisition or, if they are known to us, we may not accurately assess or protect against the risks that they present. Acquired
contingent liabilities could thus result in unforeseen losses for our funds. In addition, in connection with the disposition of an investment in a
portfolio company, a fund may be required to make representations about the business and financial affairs of such portfolio company typical of
those made in connection with the sale of a business. A fund may also be required to indemnify the purchasers of such investment to the extent
that any such representations are inaccurate. These arrangements may result in the incurrence of contingent liabilities by a fund, even after the
disposition of an investment. Accordingly, the inaccuracy of representations and warranties made by a fund could harm such fund�s performance.

Our funds may be forced to dispose of investments at a disadvantageous time.

Our funds may make investments that they do not advantageously dispose of prior to the date the applicable fund is dissolved, either by
expiration of such fund�s term or otherwise. Although we generally expect that investments will be disposed of prior to dissolution or be suitable
for in-kind distribution at dissolution, and the general partners of the funds have only a limited ability to extend the term of the fund with the
consent of fund investors or the advisory board of the fund, as applicable, our funds may have to sell, distribute or otherwise dispose of
investments at a disadvantageous time as a result of dissolution. This would result in a lower than expected return on the investments and,
perhaps, on the fund itself.

Hedge fund investments are subject to numerous additional risks.

Investments by our funds of hedge funds in other hedge funds, as well as investments by our credit-oriented and real estate debt hedge funds, are
subject to numerous additional risks, including the following:

� Certain of the funds are newly established funds without any operating history or are managed by management companies or general
partners who may not have as significant track records as an independent manager.
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� Generally, there are few limitations on the execution of the hedge funds� investment strategies, which are subject to the sole discretion
of the management company or the general partner of such funds.

� Hedge funds may engage in short selling, which is subject to the theoretically unlimited risk of loss because there is no limit on how
much the price of a security may appreciate before the short position is closed out. A fund may be subject to losses if a security
lender demands return of the lent securities and an alternative lending source cannot be found or if the fund is otherwise unable to
borrow securities that are necessary to hedge its positions.

� Hedge funds are exposed to the risk that a counterparty will not settle a transaction in accordance with its terms and conditions
because of a dispute over the terms of the contract (whether or not bona fide) or because of a credit or liquidity problem, thus causing
the fund to suffer a loss. Counterparty risk is accentuated for contracts with longer maturities where events may intervene to prevent
settlement, or where the fund has concentrated its transactions with a single or small group of counterparties. Generally, hedge funds
are not restricted from dealing with any particular counterparty or from concentrating any or all of their transactions with one
counterparty. Moreover, the funds� internal consideration of the creditworthiness of their counterparties may prove insufficient. The
absence of a regulated market to facilitate settlement may increase the potential for losses.

� Credit risk may arise through a default by one of several large institutions that are dependent on one another to meet their liquidity or
operational needs, so that a default by one institution causes a series of defaults by the other institutions. This �systemic risk� may
adversely affect the financial intermediaries (such as clearing agencies, clearing houses, banks, securities firms and exchanges) with
which the hedge funds interact on a daily basis.

� The efficacy of investment and trading strategies depend largely on the ability to establish and maintain an overall market position in
a combination of financial instruments. A hedge fund�s trading orders may not be executed in a timely and efficient manner due to
various circumstances, including systems failures or human error. In such event, the funds might only be able to acquire some but not
all of the components of the position, or if the overall position were to need adjustment, the funds might not be able to make such
adjustment. As a result, the funds would not be able to achieve the market position selected by the management company or general
partner of such funds, and might incur a loss in liquidating their position.

� Hedge funds are subject to risks due to potential illiquidity of assets. Hedge funds may make investments or hold trading positions in
markets that are volatile and which may become illiquid. Timely divestiture or sale of trading positions can be impaired by decreased
trading volume, increased price volatility, concentrated trading positions, limitations on the ability to transfer positions in highly
specialized or structured transactions to which they may be a party, and changes in industry and government regulations. It may be
impossible or costly for hedge funds to liquidate positions rapidly in order to meet margin calls, withdrawal requests or otherwise,
particularly if there are other market participants seeking to dispose of similar assets at the same time or the relevant market is
otherwise moving against a position or in the event of trading halts or daily price movement limits on the market or otherwise.
Moreover, these risks may be exacerbated for our funds of hedge funds. For example, if one of our funds of hedge funds were to
invest a significant portion of its assets in two or more hedge funds that each had illiquid positions in the same issuer, the illiquidity
risk for our funds of hedge funds would be compounded. For example, in 2008 many hedge funds, including some of our hedge
funds, experienced significant declines in value. In many cases, these declines in value were both provoked and exacerbated by
margin calls and forced selling of assets. Moreover, certain of our funds of hedge funds were invested in third party hedge funds that
halted redemptions in the face of illiquidity and other issues, which precluded those funds of hedge funds from receiving their capital
back on request.

� Hedge fund investments are subject to risks relating to investments in commodities, futures, options and other derivatives, the prices
of which are highly volatile and may be subject to the theoretically unlimited risk of loss in certain circumstances, including if the
fund writes a call option. Price

45

Edgar Filing: Blackstone Group L.P. - Form 10-K

Table of Contents 53



Table of Contents

movements of commodities, futures and options contracts and payments pursuant to swap agreements are influenced by, among
other things, interest rates, changing supply and demand relationships, trade, fiscal, monetary and exchange control programs and
policies of governments and national and international political and economic events and policies. The value of futures, options and
swap agreements also depends upon the price of the commodities underlying them. In addition, hedge funds� assets are subject to the
risk of the failure of any of the exchanges on which their positions trade or of their clearinghouses or counterparties. Most U.S.
commodities exchanges limit fluctuations in certain commodity interest prices during a single day by imposing �daily price
fluctuation limits� or �daily limits,� the existence of which may reduce liquidity or effectively curtail trading in particular markets.

Risks Related to Our Financial Advisory Business

Financial advisory fees are not long-term contracted sources of revenue and are not predictable.

The fees earned by our financial advisory business are typically payable upon the successful completion of a particular transaction or
restructuring. A decline in our financial advisory engagements or the market for advisory services would adversely affect our business.

Our financial advisory business operates in a highly competitive environment where typically there are no long-term contracted sources of
revenue. Each revenue generating engagement typically is separately solicited, awarded and negotiated. In addition, many businesses do not
routinely engage in transactions requiring our services. As a consequence, our fee-paying engagements with many clients are not predictable and
high levels of financial advisory revenue in one quarter are not necessarily predictive of continued high levels of financial advisory revenue in
future periods. In addition to the fact that most of our financial advisory engagements are single, non-recurring engagements, we lose clients
each year as a result of a client�s decision to retain other financial advisors, the sale, merger or restructuring of a client, a change in a client�s
senior management and various other causes. Moreover, in any given year our financial advisory engagements may be limited to a relatively
smaller number of clients and an even smaller number of those clients may account for a disproportionate percentage of our financial advisory
revenues in any such year. As a result, the adverse impact on our results of operations of one lost engagement or the failure of one transaction or
restructuring on which we are advising to be completed could be significant. Revenue volumes in our financial advisory business tend to be
affected by economic and capital market conditions, with greater merger activity�and therefore higher revenues in our Financial and Strategic
Advisory Services business�generally resulting when the economy is growing, and more bankruptcies and restructurings�and therefore higher
revenues in our Restructuring and Reorganization Advisory Services business�generally resulting in weak economic periods. Accordingly, our
financial advisory revenue can fluctuate up or down considerably depending on economic conditions.

The fees earned by Park Hill Group, our fund placement business, are generally recognized by us for accounting purposes upon the successful
subscription by an investor in a client�s fund and/or the closing of that fund. However, those fees are typically actually paid by a Park Hill Group
client over a period of time (e.g., two to three years) following such successful subscription by an investor in a client�s fund and/or the closing of
that fund with interest. There is a risk that during that period of time, Park Hill Group may not be able to collect on all or a portion of the fees
Park Hill is due for the placement services it has already provided to such client. For instance, a Park Hill client�s fund may be liquidated prior to
the time that all or a portion of the fees due to Park Hill for its placement services are due to be paid. Moreover, to the extent fewer assets are
raised for funds or interest by investors in alternative asset funds declines, the fees earned by Park Hill Group would be adversely affected.
During 2009, a difficult year for fund-raising for funds in the alternative asset class, Park Hill experienced a material decline in revenue due to
fewer placement mandates and fewer assets being raised.

We face strong competition from other financial advisory firms.

The financial advisory industry is intensely competitive, and we expect it to remain so. We compete on the basis of a number of factors,
including the quality of our employees, transaction execution, our products and
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services, innovation and reputation and price. We have always experienced intense competition over obtaining advisory mandates, and we may
experience pricing pressures in our financial advisory business in the future as some of our competitors seek to obtain increased market share by
reducing fees. Our primary competitors in our financial advisory business are large financial institutions, many of which have far greater
financial and other resources and much broader client relationships than us and (unlike us) have the ability to offer a wide range of products,
from loans, deposit taking and insurance to brokerage and a wide range of investment banking services, which may enhance their competitive
position. They also have the ability to support investment banking, including financial advisory services, with commercial banking, insurance
and other financial services and products in an effort to gain market share, which puts us at a competitive disadvantage and could result in
pricing pressures that could materially adversely affect our revenue and profitability. In the current market environment, we are also seeing
increased competition from independent boutique advisory firms focused primarily on mergers and acquisitions advisory and/or restructuring
services. In addition, Park Hill Group operates in a highly competitive environment and the barriers to entry into the fund placement business are
low.

Risks Related to Our Organizational Structure

Our common unitholders do not elect our general partner or vote on our general partner�s directors and have limited ability to influence
decisions regarding our business.

Our general partner, Blackstone Group Management L.L.C., which is owned by our senior managing directors, manages all of our operations
and activities. Blackstone Group Management L.L.C. has a board of directors that is responsible for the oversight of our business and operations.
Our general partner�s board of directors is elected in accordance with its limited liability company agreement, where our senior managing
directors have agreed that our founder, Stephen A. Schwarzman, will have the power to appoint and remove the directors of our general partner.
The limited liability company agreement of our general partner provides that at such time as Mr. Schwarzman should cease to be a founder,
Hamilton E. James will thereupon succeed Mr. Schwarzman as the sole founding member of our general partner, and thereafter such power will
revert to the members of our general partner (our senior managing directors) holding a majority in interest in our general partner.

Our common unitholders do not elect our general partner or its board of directors and, unlike the holders of common stock in a corporation, have
only limited voting rights on matters affecting our business and therefore limited ability to influence decisions regarding our business.
Furthermore, if our common unitholders are dissatisfied with the performance of our general partner, they have little ability to remove our
general partner. Our general partner may not be removed unless that removal is approved by the vote of the holders of not less than two-thirds of
the voting power of our outstanding common units and special voting units (including common units and special voting units held by the general
partner and its affiliates) and we receive an opinion of counsel regarding limited liability matters. As of December 31, 2011, Blackstone Partners
L.L.C., an entity wholly owned by our senior managing directors, had 61.5% of the voting power of The Blackstone Group L.P. limited partners.
Therefore, our senior managing directors have the ability to remove or block any removal of our general partner and thus control The Blackstone
Group L.P.

Blackstone personnel collectively own a controlling interest in us and will be able to determine the outcome of those few matters that may be
submitted for a vote of the limited partners.

Our senior managing directors generally have sufficient voting power to determine the outcome of those few matters that may be submitted for a
vote of the limited partners of The Blackstone Group L.P., including any attempt to remove our general partner.

Our common unitholders� voting rights are further restricted by the provision in our partnership agreement stating that any common units held by
a person that beneficially owns 20% or more of any class of The Blackstone Group L.P. common units then outstanding (other than our general
partner and its affiliates, or a direct or subsequently approved transferee of our general partner or its affiliates) cannot be voted on any matter.
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In addition, our partnership agreement contains provisions limiting the ability of our common unitholders to call meetings or to acquire
information about our operations, as well as other provisions limiting the ability of our common unitholders to influence the manner or direction
of our management. Our partnership agreement also does not restrict our general partner�s ability to take actions that may result in our being
treated as an entity taxable as a corporation for U.S. federal (and applicable state) income tax purposes. Furthermore, the common unitholders
are not entitled to dissenters� rights of appraisal under our partnership agreement or applicable Delaware law in the event of a merger or
consolidation, a sale of substantially all of our assets or any other transaction or event. In addition, we have the right to acquire all of our
then-outstanding common units if not more than 10% of our common units are held by persons other than our general partner and its affiliates.

As a result of these matters and the provisions referred to under � �Our common unitholders do not elect our general partner or vote on our general
partner�s directors and have limited ability to influence decisions regarding our business�, our common unitholders may be deprived of an
opportunity to receive a premium for their common units in the future through a sale of The Blackstone Group L.P., and the trading prices of our
common units may be adversely affected by the absence or reduction of a takeover premium in the trading price.

We are a limited partnership and as a result fall within exceptions from certain corporate governance and other requirements under the
rules of the New York Stock Exchange.

We are a limited partnership and fall within exceptions from certain corporate governance and other requirements of the rules of the New York
Stock Exchange. Pursuant to these exceptions, limited partnerships may elect not to comply with certain corporate governance requirements of
the New York Stock Exchange, including the requirements (a) that a majority of the board of directors of our general partner consist of
independent directors, (b) that we have a nominating/corporate governance committee that is composed entirely of independent directors and
(c) that we have a compensation committee that is composed entirely of independent directors. In addition, we are not required to hold annual
meetings of our common unitholders. We will continue to avail ourselves of these exceptions. Accordingly, common unitholders generally do
not have the same protections afforded to equityholders of entities that are subject to all of the corporate governance requirements of the New
York Stock Exchange.

Potential conflicts of interest may arise among our general partner, its affiliates and us. Our general partner and its affiliates have limited
fiduciary duties to us and our common unitholders, which may permit them to favor their own interests to the detriment of us and our
common unitholders.

Conflicts of interest may arise among our general partner and its affiliates, on the one hand, and us and our common unitholders, on the other
hand. As a result of these conflicts, our general partner may favor its own interests and the interests of its affiliates over the interests of our
common unitholders. These conflicts include, among others, the following:

� our general partner determines the amount and timing of our investments and dispositions, indebtedness, issuances of additional
partnership interests and amounts of reserves, each of which can affect the amount of cash that is available for distribution to our
common unitholders,

� our general partner is allowed to take into account the interests of parties other than us in resolving conflicts of interest, which has
the effect of limiting its duties (including fiduciary duties) to our common unitholders. For example, our subsidiaries that serve as the
general partners of our investment funds have fiduciary and contractual obligations to the investors in those funds and certain of our
subsidiaries engaged in our advisory business have contractual duties to their clients, as a result of which we expect to regularly take
actions that might adversely affect our near-term results of operations or cash flow,

� because our senior managing directors hold their Blackstone Holdings Partnership Units directly or through entities that are not
subject to corporate income taxation and The Blackstone Group L.P. holds Blackstone Holdings Partnership Units through wholly
owned subsidiaries, some of which are subject
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to corporate income taxation, conflicts may arise between our senior managing directors and The Blackstone Group L.P. relating to
the selection and structuring of investments,

� other than as set forth in the non-competition and non-solicitation agreements to which our senior managing directors are subject,
which may not be enforceable, affiliates of our general partner and existing and former personnel employed by our general partner
are not prohibited from engaging in other businesses or activities, including those that might be in direct competition with us,

� our general partner has limited its liability and reduced or eliminated its duties (including fiduciary duties) under the
partnership agreement, while also restricting the remedies available to our common unitholders for actions that, without
these limitations, might constitute breaches of duty (including fiduciary duty). In addition, we have agreed to indemnify
our general partner and its affiliates to the fullest extent permitted by law, except with respect to conduct involving bad
faith, fraud or willful misconduct. By purchasing our common units, common unitholders will have agreed and consented
to the provisions set forth in our partnership agreement, including the provisions regarding conflicts of interest situations
that, in the absence of such provisions, might constitute a breach of fiduciary or other duties under applicable state law,

� our partnership agreement does not restrict our general partner from causing us to pay it or its affiliates for any services rendered, or
from entering into additional contractual arrangements with any of these entities on our behalf, so long as the terms of any such
additional contractual arrangements are fair and reasonable to us as determined under the partnership agreement,

� our general partner determines how much debt we incur and that decision may adversely affect our credit ratings,

� our general partner determines which costs incurred by it and its affiliates are reimbursable by us,

� our general partner controls the enforcement of obligations owed to us by it and its affiliates, and

� our general partner decides whether to retain separate counsel, accountants or others to perform services for us.
See �Part III. Item 13. Certain Relationships, Related Transactions and Director Independence� and �Part III. Item 10. Directors, Executive Officers
and Corporate Governance�Partnership Management and Governance�Conflicts Committee.�

Our partnership agreement contains provisions that reduce or eliminate duties (including fiduciary duties) of our general partner and limit
remedies available to common unitholders for actions that might otherwise constitute a breach of duty. It will be difficult for a common
unitholder to successfully challenge a resolution of a conflict of interest by our general partner or by its conflicts committee.

Our partnership agreement contains provisions that waive or consent to conduct by our general partner and its affiliates that might otherwise
raise issues about compliance with fiduciary duties or applicable law. For example, our partnership agreement provides that when our general
partner is acting in its individual capacity, as opposed to in its capacity as our general partner, it may act without any fiduciary obligations to us
or our common unitholders whatsoever. When our general partner, in its capacity as our general partner, is permitted to or required to make a
decision in its �sole discretion� or �discretion� or that it deems �necessary or appropriate� or �necessary or advisable,� then our general partner is entitled
to consider only such interests and factors as it desires, including its own interests, and has no duty or obligation (fiduciary or otherwise) to give
any consideration to any interest of or factors affecting us or any limited partners and will not be subject to any different standards imposed by
the partnership agreement, the Delaware Limited Partnership Act or under any other law, rule or regulation or in equity. These modifications of
fiduciary duties are expressly permitted by Delaware law. Hence, we and our common unitholders only have recourse and are able to seek
remedies against our general partner if our general partner breaches its obligations pursuant to our partnership agreement. Unless our general
partner breaches its obligations pursuant to our partnership agreement, we and our common
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unitholders do not have any recourse against our general partner even if our general partner were to act in a manner that was inconsistent with
traditional fiduciary duties. Furthermore, even if there has been a breach of the obligations set forth in our partnership agreement, our partnership
agreement provides that our general partner and its officers and directors are not liable to us or our common unitholders for errors of judgment or
for any acts or omissions unless there has been a final and non-appealable judgment by a court of competent jurisdiction determining that the
general partner or its officers and directors acted in bad faith or engaged in fraud or willful misconduct. These modifications are detrimental to
the common unitholders because they restrict the remedies available to common unitholders for actions that without those limitations might
constitute breaches of duty (including fiduciary duty).

Whenever a potential conflict of interest exists between us and our general partner, our general partner may resolve such conflict of interest. If
our general partner determines that its resolution of the conflict of interest is on terms no less favorable to us than those generally being provided
to or available from unrelated third parties or is fair and reasonable to us, taking into account the totality of the relationships between us and our
general partner, then it will be presumed that in making this determination, our general partner acted in good faith. A common unitholder
seeking to challenge this resolution of the conflict of interest would bear the burden of overcoming such presumption. This is different from the
situation with Delaware corporations, where a conflict resolution by an interested party would be presumed to be unfair and the interested party
would have the burden of demonstrating that the resolution was fair.

Also, if our general partner obtains the approval of the conflicts committee of our general partner, the resolution will be conclusively deemed to
be fair and reasonable to us and not a breach by our general partner of any duties it may owe to us or our common unitholders. This is different
from the situation with Delaware corporations, where a conflict resolution by a committee consisting solely of independent directors may, in
certain circumstances, merely shift the burden of demonstrating unfairness to the plaintiff. Common unitholders, in purchasing our common
units, are deemed as having consented to the provisions set forth in the partnership agreement, including provisions regarding conflicts of
interest situations that, in the absence of such provisions, might be considered a breach of fiduciary or other duties under applicable state law. As
a result, common unitholders will, as a practical matter, not be able to successfully challenge an informed decision by the conflicts committee.
See �Part III. Item 10. Directors, Executive Officers and Corporate Governance�Partnership Management and Governance�Conflicts Committee.�

The control of our general partner may be transferred to a third party without common unitholder consent.

Our general partner may transfer its general partner interest to a third party in a merger or consolidation without the consent of our common
unitholders. Furthermore, at any time, the members of our general partner may sell or transfer all or part of their limited liability company
interests in our general partner without the approval of the common unitholders, subject to certain restrictions as described elsewhere in this
annual report. A new general partner may not be willing or able to form new investment funds and could form funds that have investment
objectives and governing terms that differ materially from those of our current investment funds. A new owner could also have a different
investment philosophy, employ investment professionals who are less experienced, be unsuccessful in identifying investment opportunities or
have a track record that is not as successful as Blackstone�s track record. If any of the foregoing were to occur, we could experience difficulty in
making new investments, and the value of our existing investments, our business, our results of operations and our financial condition could
materially suffer.

We intend to pay regular distributions to our common unitholders, but our ability to do so may be limited by our holding partnership
structure, applicable provisions of Delaware law and contractual restrictions.

Our current intention is to distribute to our common unitholders substantially all of The Blackstone Group L.P.�s net after-tax share of our annual
Distributable Earnings in excess of amounts determined by our general partner to be necessary or appropriate to provide for the conduct of our
business, to make appropriate
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investments in our business and our funds, to comply with applicable law, any of our debt instruments or other agreements, or to provide for
future distributions to our unitholders for any ensuing quarter. The declaration and payment of any distributions will be at the sole discretion of
our general partner, which may change our distribution policy at any time. The Blackstone Group L.P. is a holding partnership and has no
material assets other than the ownership of the partnership units in Blackstone Holdings held through wholly owned subsidiaries. The
Blackstone Group L.P. has no independent means of generating revenue. Accordingly, we intend to cause Blackstone Holdings to make
distributions to its partners, including The Blackstone Group L.P.�s wholly-owned subsidiaries, to fund any distributions The Blackstone Group
L.P. may declare on the common units. Distributable Earnings is a non-GAAP measure intended to show the amount of our net realized
earnings.

Our ability to make cash distributions to our unitholders will depend on a number of factors, including among others general economic and
business conditions, our strategic plans and prospects, our business and investment opportunities, our financial condition and operating results,
working capital requirements and anticipated cash needs, contractual restrictions and obligations including fulfilling our current and future
capital commitments, legal, tax and regulatory restrictions, restrictions and other implications on the payment of distributions by us to our
common unitholders or by our subsidiaries to us and such other factors as our general partner may deem relevant.

All of the foregoing is subject to the qualification that the declaration and payment of any distributions are at the sole discretion of our general
partner and our general partner may change our distribution policy at any time.

Under the Delaware Limited Partnership Act, we may not make a distribution to a partner if after the distribution all our liabilities, other than
liabilities to partners on account of their partnership interests and liabilities for which the recourse of creditors is limited to specific property of
the partnership, would exceed the fair value of our assets. If we were to make such an impermissible distribution, any limited partner who
received a distribution and knew at the time of the distribution that the distribution was in violation of the Delaware Limited Partnership Act
would be liable to us for the amount of the distribution for three years. In addition, the terms of our revolving credit facility or other financing
arrangements may from time to time include covenants or other restrictions that could constrain our ability to make distributions.

We expect to record significant net losses for a number of years as a result of the amortization of finite-lived intangible assets and non-cash
equity-based compensation.

As part of the reorganization related to our initial public offering we acquired interests in our business from our predecessor owners. This
transaction has been accounted for partially as a transfer of interests under common control and partially as an acquisition of non-controlling
interests. We accounted for the acquisition of the non-controlling interests using the purchase method of accounting, and reflected the excess of
the purchase price over the fair value of the tangible assets acquired and liabilities assumed as goodwill and other intangible assets on our
statement of financial condition. As of December 31, 2011, we have recorded $595.5 million of finite-lived intangible assets (in addition to
$1.7 billion of goodwill). We are amortizing these finite-lived intangibles over their estimated useful lives, which range between five and fifteen
years, using the straight-line method. In addition, as part of the reorganization at the time of our IPO, Blackstone personnel received an
aggregate of 827,516,625 Blackstone Holdings Partnership Units, of which 439,711,537 were unvested. The grant date fair value of the unvested
Blackstone Holdings Partnership Units (which was $31) is being charged to expense as the Blackstone Holdings Partnership Units vest over the
assumed service periods, which range up to eight years, on a straight-line basis. The amortization of these finite-lived intangible assets and of
this non-cash equity-based compensation will increase our expenses substantially during the relevant periods.
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We are required to pay our senior managing directors for most of the benefits relating to any additional tax depreciation or amortization
deductions we may claim as a result of the tax basis step-up we received as part of the reorganization we implemented in connection with our
IPO or receive in connection with future exchanges of our common units and related transactions.

As part of the reorganization we implemented in connection with our IPO, we purchased interests in our business from our pre-IPO owners. In
addition, holders of partnership units in Blackstone Holdings (other than The Blackstone Group L.P.�s wholly owned subsidiaries), subject to the
vesting and minimum retained ownership requirements and transfer restrictions set forth in the partnership agreements of the Blackstone
Holdings partnerships, may up to four times each year (subject to the terms of the exchange agreement) exchange their Blackstone Holdings
Partnership Units for The Blackstone Group L.P. common units on a one-for-one basis. A Blackstone Holdings limited partner must exchange
one partnership unit in each of the four Blackstone Holdings partnerships to effect an exchange for a common unit. The purchase and subsequent
exchanges are expected to result in increases in the tax basis of the tangible and intangible assets of Blackstone Holdings that otherwise would
not have been available. These increases in tax basis may increase (for tax purposes) depreciation and amortization and therefore reduce the
amount of tax that certain of The Blackstone Group L.P.�s wholly owned subsidiaries that are taxable as corporations for U.S. federal income tax
purposes, which we refer to as the �corporate taxpayers,� would otherwise be required to pay in the future, although the IRS may challenge all or
part of that tax basis increase, and a court could sustain such a challenge.

One of the corporate taxpayers has entered into a tax receivable agreement with our senior managing directors and other pre-IPO owners that
provides for the payment by the corporate taxpayer to the counterparties of 85% of the amount of cash savings, if any, in U.S. federal, state and
local income tax or franchise tax that the corporate taxpayers actually realize as a result of these increases in tax basis and of certain other tax
benefits related to entering into the tax receivable agreement, including tax benefits attributable to payments under the tax receivable agreement.
In addition, additional tax receivable agreements have been executed, and others may continue to be executed, with newly admitted Blackstone
senior managing directors and certain others who receive Blackstone Holdings Partnership Units. This payment obligation is an obligation of the
corporate taxpayer and not of Blackstone Holdings. As such, the cash distributions to public common unitholders may vary from holders of
Blackstone Holdings units (held by Blackstone personnel and others) to the extent payments are made under the tax receivable agreements to
selling holders of Blackstone Holdings units. As the payments reflect actual tax savings received by Blackstone entities, there may be a timing
difference between the tax savings received by Blackstone entities and the cash payments to selling holders of Blackstone Holdings units. While
the actual increase in tax basis, as well as the amount and timing of any payments under this agreement, will vary depending upon a number of
factors, including the timing of exchanges, the price of our common units at the time of the exchange, the extent to which such exchanges are
taxable and the amount and timing of our income, we expect that as a result of the size of the increases in the tax basis of the tangible and
intangible assets of Blackstone Holdings, the payments that we may make under the tax receivable agreements will be substantial. The payments
under a tax receivable agreement are not conditioned upon a tax receivable agreement counterparty�s continued ownership of us. We may need to
incur debt to finance payments under the tax receivable agreement to the extent our cash resources are insufficient to meet our obligations under
the tax receivable agreements as a result of timing discrepancies or otherwise.

Although we are not aware of any issue that would cause the IRS to challenge a tax basis increase, the tax receivable agreement counterparties
will not reimburse us for any payments previously made under the tax receivable agreement. As a result, in certain circumstances payments to
the counterparties under the tax receivable agreement could be in excess of the corporate taxpayers� actual cash tax savings. The corporate
taxpayers� ability to achieve benefits from any tax basis increase, and the payments to be made under the tax receivable agreements, will depend
upon a number of factors, as discussed above, including the timing and amount of our future income.
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If The Blackstone Group L.P. were deemed an �investment company� under the 1940 Act, applicable restrictions could make it impractical
for us to continue our business as contemplated and could have a material adverse effect on our business.

An entity will generally be deemed to be an �investment company� for purposes of the 1940 Act if: (a) it is or holds itself out as being engaged
primarily, or proposes to engage primarily, in the business of investing, reinvesting or trading in securities, or (b) absent an applicable
exemption, it owns or proposes to acquire investment securities having a value exceeding 40% of the value of its total assets (exclusive of U.S.
government securities and cash items) on an unconsolidated basis. We believe that we are engaged primarily in the business of providing asset
management and financial advisory services and not in the business of investing, reinvesting or trading in securities. We also believe that the
primary source of income from each of our businesses is properly characterized as income earned in exchange for the provision of services. We
hold ourselves out as an asset management and financial advisory firm and do not propose to engage primarily in the business of investing,
reinvesting or trading in securities. Accordingly, we do not believe that The Blackstone Group L.P. is an �orthodox� investment company as
defined in section 3(a)(1)(A) of the 1940 Act and described in clause (a) in the first sentence of this paragraph. Furthermore, The Blackstone
Group L.P. does not have any material assets other than its equity interests in certain wholly owned subsidiaries, which in turn will have no
material assets (other than intercompany debt) other than general partner interests in the Blackstone Holdings partnerships. These wholly owned
subsidiaries are the sole general partners of the Blackstone Holdings partnerships and are vested with all management and control over the
Blackstone Holdings partnerships. We do not believe the equity interests of The Blackstone Group L.P. in its wholly owned subsidiaries or the
general partner interests of these wholly owned subsidiaries in the Blackstone Holdings partnerships are investment securities. Moreover,
because we believe that the capital interests of the general partners of our funds in their respective funds are neither securities nor investment
securities, we believe that less than 40% of The Blackstone Group L.P.�s total assets (exclusive of U.S. government securities and cash items) on
an unconsolidated basis are comprised of assets that could be considered investment securities. Accordingly, we do not believe The Blackstone
Group L.P. is an inadvertent investment company by virtue of the 40% test in section 3(a)(1)(C) of the 1940 Act as described in clause (b) in the
first sentence of this paragraph. In addition, we believe The Blackstone Group L.P. is not an investment company under section 3(b)(1) of the
1940 Act because it is primarily engaged in a non-investment company business.

The 1940 Act and the rules thereunder contain detailed parameters for the organization and operation of investment companies. Among other
things, the 1940 Act and the rules thereunder limit or prohibit transactions with affiliates, impose limitations on the issuance of debt and equity
securities, generally prohibit the issuance of options and impose certain governance requirements. We intend to conduct our operations so that
The Blackstone Group L.P. will not be deemed to be an investment company under the 1940 Act. If anything were to happen which would cause
The Blackstone Group L.P. to be deemed to be an investment company under the 1940 Act, requirements imposed by the 1940 Act, including
limitations on our capital structure, ability to transact business with affiliates (including us) and ability to compensate key employees, could
make it impractical for us to continue our business as currently conducted, impair the agreements and arrangements between and among The
Blackstone Group L.P., Blackstone Holdings and our senior managing directors, or any combination thereof, and materially adversely affect our
business, financial condition and results of operations. In addition, we may be required to limit the amount of investments that we make as a
principal or otherwise conduct our business in a manner that does not subject us to the registration and other requirements of the 1940 Act.

Risks Related to Our Common Units

Our common unit price may decline due to the large number of common units eligible for future sale and for exchange.

The market price of our common units could decline as a result of sales of a large number of common units in the market in the future or the
perception that such sales could occur. These sales, or the possibility that these sales may occur, also might make it more difficult for us to sell
common units in the future at a time and at a
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price that we deem appropriate. We had a total of 397,884,355 voting common units outstanding as of February 17, 2012. Subject to the lock-up
restrictions described below, we may issue and sell in the future additional common units. Limited partners of Blackstone Holdings own an
aggregate of 598,890,175 Blackstone Holdings Partnership Units outstanding as of February 17, 2012. In connection with our initial public
offering, we entered into an exchange agreement with holders of Blackstone Holdings Partnership Units (other than The Blackstone Group L.P.�s
wholly owned subsidiaries) so that these holders, subject to the vesting and minimum retained ownership requirements and transfer restrictions
set forth in the partnership agreements of the Blackstone Holdings partnerships, may up to four times each year (subject to the terms of the
exchange agreement) exchange their Blackstone Holdings Partnership Units for The Blackstone Group L.P. common units on a one-for-one
basis, subject to customary conversion rate adjustments for splits, unit distributions and reclassifications. A Blackstone Holdings limited partner
must exchange one partnership unit in each of the four Blackstone Holdings partnerships to effect an exchange for a common unit. The common
units we issue upon such exchanges would be �restricted securities,� as defined in Rule 144 under the Securities Act, unless we register such
issuances. However, we have entered into a registration rights agreement with the limited partners of Blackstone Holdings that would require us
to register these common units under the Securities Act. See �Part III. Item 13. Certain Relationships, Related Transactions and Director
Independence�Transactions with Related Persons�Registration Rights Agreement�. While the partnership agreements of the Blackstone Holdings
partnerships and related agreements contractually restrict the ability of Blackstone personnel to transfer the Blackstone Holdings Partnership
Units or The Blackstone Group L.P. common units they hold and require that they maintain a minimum amount of equity ownership during their
employ by us, these contractual provisions may lapse over time or be waived, modified or amended at any time.

In addition, in June 2007, we entered into an agreement with Beijing Wonderful Investments, an investment vehicle established and controlled
by The People�s Republic of China, pursuant to which we sold to it 101,334,234 non-voting common units for $3.00 billion at a purchase price
per common unit of $29.605. Beijing Wonderful Investments will be able to sell these common units subject to certain transfer restrictions. We
have agreed to provide Beijing Wonderful Investments with registration rights to effect certain sales.

As of February 17, 2012, we had granted 26,391,357 outstanding deferred restricted common units and 16,145,528 outstanding deferred
restricted Blackstone Holdings Partnership Units, which are subject to specified vesting requirements, to our non-senior managing director
professionals and senior managing directors under our 2007 Equity Incentive Plan. The aggregate number of common units and Blackstone
Holdings Partnership Units covered by our 2007 Equity Incentive Plan is increased on the first day of each fiscal year during its term by a
number of units equal to the positive difference, if any, of (a) 15% of the aggregate number of common units and Blackstone Holdings
Partnership Units outstanding on the last day of the immediately preceding fiscal year (excluding Blackstone Holdings Partnership Units held by
The Blackstone Group L.P. or its wholly-owned subsidiaries) minus (b) the aggregate number of common units and Blackstone Holdings
Partnership Units covered by our 2007 Equity Incentive Plan as of such date (unless the administrator of the 2007 Equity Incentive Plan should
decide to increase the number of common units and Blackstone Holdings Partnership Units covered by the plan by a lesser amount). An
aggregate of 159,958,234 additional common units and Blackstone Holdings Partnership Units were available for grant under our 2007 Equity
Incentive Plan as of February 17, 2012. We have filed a registration statement and intend to file additional registration statements on Form S-8
under the Securities Act to register common units covered by our 2007 Equity Incentive Plan (including pursuant to automatic annual increases).
Any such Form S-8 registration statement will automatically become effective upon filing. Accordingly, common units registered under such
registration statement will be available for sale in the open market.

In addition, our partnership agreement authorizes us to issue an unlimited number of additional partnership securities and options, rights,
warrants and appreciation rights relating to partnership securities for the consideration and on the terms and conditions established by our
general partner in its sole discretion without the approval of any limited partners. In accordance with the Delaware Limited Partnership Act and
the provisions of our partnership agreement, we may also issue additional partnership interests that have certain designations,
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preferences, rights, powers and duties that are different from, and may be senior to, those applicable to common units. Similarly, the Blackstone
Holdings partnership agreements authorize the wholly owned subsidiaries of The Blackstone Group L.P. which are the general partners of those
partnerships to issue an unlimited number of additional partnership securities of the Blackstone Holdings partnerships with such designations,
preferences, rights, powers and duties that are different from, and may be senior to, those applicable to the Blackstone Holdings partnerships
units, and which may be exchangeable for our common units.

The market price of our common units may be volatile, which could cause the value of your investment to decline.

Securities markets worldwide experience significant price and volume fluctuations. This market volatility, as well as general economic, market
or political conditions, could reduce the market price of common units in spite of our operating performance. In addition, our operating results
could be below the expectations of public market analysts and investors, and in response the market price of our common units could decrease
significantly. You may be unable to resell your common units at or above the price you paid for them.

Risks Related to United States Taxation

Our structure involves complex provisions of U.S. federal income tax law for which no clear precedent or authority may be available. Our
structure also is subject to potential legislative, judicial or administrative change and differing interpretations, possibly on a retroactive basis.

The U.S. federal income tax treatment of common unitholders depends in some instances on determinations of fact and interpretations of
complex provisions of U.S. federal income tax law for which no clear precedent or authority may be available. The U.S. federal income tax rules
are constantly under review by persons involved in the legislative process, the U.S. Internal Revenue Service, or �IRS,� and the U.S. Treasury
Department, frequently resulting in revised interpretations of established concepts, statutory changes, revisions to regulations and other
modifications and interpretations. The IRS pays close attention to the proper application of tax laws to partnerships. The present U.S. federal
income tax treatment of an investment in our common units may be modified by administrative, legislative or judicial interpretation at any time,
and any such action may affect investments and commitments previously made. Changes to the U.S. federal income tax laws and interpretations
thereof could make it more difficult or impossible to meet the exception for us to be treated as a partnership for U.S. federal income tax purposes
that is not taxable as a corporation (referred to as the �Qualifying Income Exception�), affect or cause us to change our investments and
commitments, affect the tax considerations of an investment in us, change the character or treatment of portions of our income (including, for
instance, the treatment of carried interest as ordinary income rather than capital gain) and adversely affect an investment in our common units.
For example, as discussed above under ��The U.S. Congress has considered legislation that, if enacted, would have (a) for taxable years beginning
ten years after the date of enactment, precluded us from qualifying as a partnership or required us to hold carried interest through taxable
subsidiary corporations and (b) taxed individual holders of common units with respect to certain income and gains at increased rates. If any
similar legislation were to be enacted and apply to us, we could incur a material increase in our tax liability and a substantial portion of our
income could be taxed at a higher rate to the individual holders of our common units�, the U.S. Congress recently considered various legislative
proposals to treat all or part of the capital gain and dividend income that is recognized by an investment partnership and allocable to a partner
affiliated with the sponsor of the partnership (i.e., a portion of the carried interest) as ordinary income to such partner for U.S. federal income tax
purposes.

Our organizational documents and governing agreements permit our general partner to modify our amended and restated limited partnership
agreement from time to time, without the consent of the common unitholders, to address certain changes in U.S. federal income tax regulations,
legislation or interpretation. In some circumstances, such revisions could have a material adverse impact on some or all common unitholders.
Moreover, we will apply certain assumptions and conventions in an attempt to comply with applicable rules and to report income, gain,
deduction, loss and credit to common unitholders in a manner that reflects such common
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unitholders� beneficial ownership of partnership items, taking into account variation in unitholder ownership interests during each taxable year
because of trading activity. More specifically, our allocations of items of taxable income and loss between transferors and transferees of our
units will be determined annually, will be prorated on a monthly basis and will be subsequently apportioned among the unitholders in proportion
to the number of units owned by each of them determined as of the opening of trading of our units on the New York Stock Exchange on the first
business day of every month. As a result, a unitholder transferring units may be allocated income, gain, loss and deductions realized after the
date of transfer. However, those assumptions and conventions may not be in compliance with all aspects of applicable tax requirements. It is
possible that the IRS will assert successfully that the conventions and assumptions used by us do not satisfy the technical requirements of the
Internal Revenue Code and/or Treasury regulations and could require that items of income, gain, deductions, loss or credit, including interest
deductions, be adjusted, reallocated or disallowed in a manner that adversely affects common unitholders.

If we were treated as a corporation for U.S. federal income tax or state tax purposes, then our distributions to our common unitholders
would be substantially reduced and the value of our common units would be adversely affected.

The value of our common units depends in part on our being treated as a partnership for U.S. federal income tax purposes, which requires that
90% or more of our gross income for every taxable year consist of qualifying income, as defined in Section 7704 of the Internal Revenue Code
and that The Blackstone Group L.P. not be registered under the 1940 Act. Qualifying income generally includes dividends, interest, capital gains
from the sale or other disposition of stocks and securities and certain other forms of investment income. We may not meet these requirements or
current law may change so as to cause, in either event, us to be treated as a corporation for U.S. federal income tax purposes or otherwise subject
to U.S. federal income tax. Moreover, the anticipated after-tax benefit of an investment in our common units depends largely on our being
treated as a partnership for U.S. federal income tax purposes. We have not requested, and do not plan to request, a ruling from the IRS on this or
any other matter affecting us.

If we were treated as a corporation for U.S. federal income tax purposes, we would pay U.S. federal income tax on our taxable income at the
corporate tax rate. Distributions to our common unitholders would generally be taxed again as corporate distributions, and no income, gains,
losses, deductions or credits would flow through to you. Because a tax would be imposed upon us as a corporation, our distributions to our
common unitholders would be substantially reduced, likely causing a substantial reduction in the value of our common units.

Current law may change, causing us to be treated as a corporation for U.S. federal or state income tax purposes or otherwise subjecting us to
entity level taxation. See ��The U.S. Congress has considered legislation that, if enacted, would have (a) for taxable years beginning ten years after
the date of enactment, precluded us from qualifying as a partnership or required us to hold carried interest through taxable subsidiary
corporations and (b) taxed individual holders of common units with respect to certain income and gains at increased rates. If any similar
legislation were to be enacted and apply to us, we could incur a material increase in our tax liability and a substantial portion of our income
could be taxed at a higher rate to the individual holders of our common units.� For example, because of widespread state budget deficits, several
states are evaluating ways to subject partnerships to entity level taxation through the imposition of state income, franchise or other forms of
taxation. If any state were to impose a tax upon us as an entity, our distributions to our common unitholders would be reduced.

Our common unitholders may be subject to U.S. federal income tax on their share of our taxable income, regardless of whether they receive
any cash distributions from us.

As long as 90% of our gross income for each taxable year constitutes qualifying income as defined in Section 7704 of the Internal Revenue Code
and we are not required to register as an investment company under the 1940 Act on a continuing basis, we will be treated, for U.S. federal
income tax purposes, as a partnership and not as an association or a publicly traded partnership taxable as a corporation. Accordingly, each
unitholder will

56

Edgar Filing: Blackstone Group L.P. - Form 10-K

Table of Contents 64



Table of Contents

be required to take into account its allocable share of items of income, gain, loss and deduction of the Partnership. Distributions to a unitholder
will generally be taxable to the unitholder for U.S. federal income tax purposes only to the extent the amount distributed exceeds the unitholder�s
tax basis in the unit. That treatment contrasts with the treatment of a shareholder in a corporation. For example, a shareholder in a corporation
who receives a distribution of earnings from the corporation will generally report the distribution as dividend income for U.S. federal income tax
purposes. In contrast, a holder of our units who receives a distribution of earnings from us will not report the distribution as dividend income
(and will treat the distribution as taxable only to the extent the amount distributed exceeds the unitholder�s tax basis in the units), but will instead
report the holder�s allocable share of items of our income for U.S. federal income tax purposes. As a result, our common unitholders may be
subject to U.S. federal, state, local and possibly, in some cases, foreign income taxation on their allocable share of our items of income, gain,
loss, deduction and credit (including our allocable share of those items of any entity in which we invest that is treated as a partnership or is
otherwise subject to tax on a flow through basis) for each of our taxable years ending with or within your taxable year, regardless of whether or
not a common unitholder receives cash distributions from us.

Our common unitholders may not receive cash distributions equal to their allocable share of our net taxable income or even the tax liability that
results from that income. In addition, certain of our holdings, including holdings, if any, in a Controlled Foreign Corporation, or �CFC,� and a
Passive Foreign Investment Company, or �PFIC,� may produce taxable income prior to the receipt of cash relating to such income, and common
unitholders that are U.S. taxpayers will be required to take such income into account in determining their taxable income. In the event of an
inadvertent termination of our partnership status for which the IRS has granted us limited relief, each holder of our common units may be
obligated to make such adjustments as the IRS may require to maintain our status as a partnership. Such adjustments may require persons
holding our common units to recognize additional amounts in income during the years in which they hold such units.

The Blackstone Group L.P.�s interest in certain of our businesses are held through Blackstone Holdings I/II GP Inc. or Blackstone
Holdings IV GP L.P., which are treated as corporations for U.S. federal income tax purposes; such corporations may be liable for significant
taxes and may create other adverse tax consequences, which could potentially adversely affect the value of your investment.

In light of the publicly traded partnership rules under U.S. federal income tax law and other requirements, The Blackstone Group L.P. holds its
interest in certain of our businesses through Blackstone Holdings I/II GP Inc. or Blackstone Holdings IV GP L.P., which are treated as
corporations for U.S. federal income tax purposes. Each such corporation could be liable for significant U.S. federal income taxes and applicable
state, local and other taxes that would not otherwise be incurred, which could adversely affect the value of our common units.

Complying with certain tax-related requirements may cause us to invest through foreign or domestic corporations subject to corporate
income tax or enter into acquisitions, borrowings, financings or arrangements we may not have otherwise entered into.

In order for us to be treated as a partnership for U.S. federal income tax purposes and not as an association or publicly traded partnership taxable
as a corporation, we must meet the Qualifying Income Exception discussed above on a continuing basis and we must not be required to register
as an investment company under the 1940 Act. In order to effect such treatment, we (or our subsidiaries) may be required to invest through
foreign or domestic corporations subject to corporate income tax, or enter into acquisitions, borrowings, financings or other transactions we may
not have otherwise entered into. This may adversely affect our ability to operate solely to maximize our cash flow.

Tax gain or loss on disposition of our common units could be more or less than expected.

If a holder of our common units sells the common units it holds, it will recognize a gain or loss equal to the difference between the amount
realized and the adjusted tax basis in those common units. Prior distributions to
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such common unitholder in excess of the total net taxable income allocated to such common unitholder, which decreased the tax basis in its
common units, will in effect become taxable income to such common unitholder if the common units are sold at a price greater than such
common unitholder�s tax basis in those common units, even if the price is less than the original cost. A portion of the amount realized, whether or
not representing gain, may be ordinary income to such common unitholder.

If we were not to make, or cause to be made, an otherwise available election under Section 754 of the Internal Revenue Code to adjust our
asset basis or the asset basis of certain of the Blackstone Holdings partnerships, a holder of common units could be allocated more taxable
income in respect of those common units prior to disposition than if such an election were made.

We currently do not intend to make, or cause to be made, an election to adjust asset basis under Section 754 of the Internal Revenue Code with
respect to us, Blackstone Holdings III L.P. or Blackstone Holdings IV L.P. If no such election is made, there will generally be no adjustment to
the basis of the assets of Blackstone Holdings III L.P. or Blackstone Holdings IV L.P. upon our acquisition of interests in Blackstone Holdings
III L.P. or Blackstone Holdings IV L.P. in connection with our initial public offering, or to our assets or to the assets of Blackstone Holdings III
L.P. or Blackstone Holdings IV L.P. upon a subsequent transferee�s acquisition of common units from a prior holder of such common units, even
if the purchase price for those interests or units, as applicable, is greater than the share of the aggregate tax basis of our assets or the assets of
Blackstone Holdings III L.P. or Blackstone Holdings IV L.P. attributable to those interests or units immediately prior to the acquisition.
Consequently, upon a sale of an asset by us, Blackstone Holdings III L.P. or Blackstone Holdings IV L.P., gain allocable to a holder of common
units could include built-in gain in the asset existing at the time we acquired those interests, or such holder acquired such units, which built-in
gain would otherwise generally be eliminated if a Section 754 election had been made.

Non-U.S. persons face unique U.S. tax issues from owning common units that may result in adverse tax consequences to them.

In light of our investment activities, we will be treated as engaged in a U.S. trade or business for U.S. federal income tax purposes, which may
cause some portion of our income to be treated as effectively connected income with respect to non-U.S. holders, or �ECI.� Moreover, dividends
paid by an investment that we make in a real estate investment trust, or �REIT,� that are attributable to gains from the sale of U.S. real property
interests and sales of certain investments in interests in U.S. real property, including stock of certain U.S. corporations owning significant U.S.
real property, may be treated as ECI with respect to non-U.S. holders. In addition, certain income of non-U.S. holders from U.S. sources not
connected to any such U.S. trade or business conducted by us could be treated as ECI. To the extent our income is treated as ECI, non-U.S.
holders generally would be subject to withholding tax on their allocable shares of such income, would be required to file a U.S. federal income
tax return for such year reporting their allocable shares of income effectively connected with such trade or business and any other income treated
as ECI, and would be subject to U.S. federal income tax at regular U.S. tax rates on any such income (state and local income taxes and filings
may also apply in that event). Non-U.S. holders that are corporations may also be subject to a 30% branch profits tax on their allocable share of
such income. In addition, certain income from U.S. sources that is not ECI allocable to non-U.S. holders may be reduced by withholding taxes
imposed at the highest effective applicable tax rate.

Tax-exempt entities face unique tax issues from owning common units that may result in adverse tax consequences to them.

In light of our investment activities, we will be treated as deriving income that constitutes �unrelated business taxable income,� or �UBTI.�
Consequently, a holder of common units that is a tax-exempt organization may be subject to �unrelated business income tax� to the extent that its
allocable share of our income consists of UBTI. A tax-exempt partner of a partnership could be treated as earning UBTI if the partnership
regularly engages in a trade or business that is unrelated to the exempt function of the tax-exempt partner, if the partnership derives income from
debt-financed property or if the partnership interest itself is debt-financed.
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We cannot match transferors and transferees of common units, and we have therefore adopted certain income tax accounting positions that
may not conform with all aspects of applicable tax requirements. The IRS may challenge this treatment, which could adversely affect the
value of our common units.

Because we cannot match transferors and transferees of common units, we have adopted depreciation, amortization and other tax accounting
positions that may not conform with all aspects of existing Treasury regulations. A successful IRS challenge to those positions could adversely
affect the amount of tax benefits available to our common unitholders. It also could affect the timing of these tax benefits or the amount of gain
on the sale of common units and could have a negative impact on the value of our common units or result in audits of and adjustments to our
common unitholders� tax returns.

The sale or exchange of 50% or more of our capital and profit interests will result in the termination of our partnership for U.S. federal income
tax purposes. We will be considered to have been terminated for U.S. federal income tax purposes if there is a sale or exchange of 50% or more
of the total interests in our capital and profits within a 12-month period. Our termination would, among other things, result in the closing of our
taxable year for all common unitholders and could result in a deferral of depreciation deductions allowable in computing our taxable income.

Common unitholders will be subject to state and local taxes and return filing requirements as a result of investing in our common units.

In addition to U.S. federal income taxes, our common unitholders are subject to other taxes, including state and local taxes, unincorporated
business taxes and estate, inheritance or intangible taxes that are imposed by the various jurisdictions in which we do business or own property
now or in the future, even if our common unitholders do not reside in any of those jurisdictions. Our common unitholders are likely to be
required to file state and local income tax returns and pay state and local income taxes in some or all of these jurisdictions. Further, common
unitholders may be subject to penalties for failure to comply with those requirements. It is the responsibility of each common unitholder to file
all U.S. federal, state and local tax returns that may be required of such common unitholder. Our counsel has not rendered an opinion on the state
or local tax consequences of an investment in our common units.

We do not expect to be able to furnish to each unitholder specific tax information within 90 days after the close of each calendar year, which
means that holders of common units who are U.S. taxpayers should anticipate the need to file annually a request for an extension of the due
date of their income tax return. In addition, it is possible that common unitholders may be required to file amended income tax returns.

It will most likely require longer than 90 days after the end of our fiscal year to obtain the requisite information from all lower-tier entities so
that K-1s may be prepared for the Partnership. For this reason, holders of common units who are U.S. taxpayers should anticipate the need to file
annually with the IRS (and certain states) a request for an extension past April 15 or the otherwise applicable due date of their income tax return
for the taxable year. In addition, it is possible that a common unitholder will be required to file amended income tax returns as a result of
adjustments to items on the corresponding income tax returns of the partnership. Any obligation for a unitholder to file amended income tax
returns for that or any other reason, including any costs incurred in the preparation or filing of such returns, are the responsibility of each
common unitholder.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
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ITEM 2. PROPERTIES
Our principal executive offices are located in leased office space at 345 Park Avenue, New York, New York. As of December 31, 2011, we
lease our offices in Atlanta, Beijing, Boston, Chicago, Dallas, Dubai, Düsseldorf, Hong Kong, Houston, Istanbul, London, Los Angeles, Menlo
Park, Mumbai, Paris, San Francisco, Santa Monica, Seoul, Shanghai, Singapore, Sydney and Tokyo. We do not own any real property. We
consider these facilities to be suitable and adequate for the management and operations of our business.

ITEM 3. LEGAL PROCEEDINGS
We may from time to time be involved in litigation and claims incidental to the conduct of our business. Our businesses are also subject to
extensive regulation, which may result in regulatory proceedings against us. See �Item 1A. Risk Factors� above. We are not currently subject to
any pending judicial, administrative or arbitration proceedings that we expect to have a material impact on our consolidated financial statements.

In December 2007, a purported class of shareholders in public companies acquired by one or more private equity firms filed a lawsuit against
sixteen private equity firms and investment banks, including The Blackstone Group L.P., in the United States District Court in Massachusetts
(Kirk Dahl, et al. v. Bain Capital Partners, LLC, et al.). The suit alleges that from mid-2003 defendants have violated antitrust laws by allegedly
conspiring to rig bids, restrict the supply of private equity financing, fix the prices for target companies at artificially low levels, and divide up
an alleged market for private equity services for leveraged buyouts. The complaint seeks injunctive relief on behalf of all persons who sold
securities to any of the defendants in leveraged buyout transactions. The amended complaint also includes seven purported sub-classes of
plaintiffs seeking damages and/or restitution and comprised of shareholders of seven companies. Following the completion of fact discovery,
plaintiffs may be permitted to amend their complaint further to add a number of additional leveraged buyout transactions.

In the spring of 2008, six substantially identical complaints were brought against Blackstone and some of its executive officers purporting to be
class actions on behalf of purchasers of common units in Blackstone�s June 2007 initial public offering. These suits were subsequently
consolidated into one complaint (Landmen Partners Inc. v. The Blackstone Group L.P., et al.) filed in the United States District Court for the
Southern District of New York in October 2008 against Blackstone, Stephen A. Schwarzman (Blackstone�s Chairman and Chief Executive
Officer), Peter G. Peterson (Blackstone�s former Senior Chairman), Hamilton E. James (Blackstone�s President and Chief Operating Officer) and
Michael A. Puglisi (Blackstone�s Chief Financial Officer at the time of the IPO). The amended complaint alleged that (1) the IPO prospectus was
false and misleading for failing to disclose that (a) one private equity investment would be adversely affected by trends in mortgage default
rates, particularly for sub-prime mortgage loans, (b) another private equity investment was adversely affected by the loss of an exclusive
manufacturing agreement, and (c) prior to the IPO the U.S. real estate market had started to deteriorate, adversely affecting the value of
Blackstone�s real estate investments; and (2) the financial statements in the IPO prospectus were materially inaccurate principally because they
overstated the value of the investments referred to in clause (1).

In September 2009 the District Court judge dismissed the complaint with prejudice, ruling that even if the allegations in the complaint were
assumed to be true, the alleged omissions were immaterial. Analyzing both quantitative and qualitative factors, the District Court reasoned that
the alleged omissions were immaterial as a matter of law given the size of the investments at issue relative to Blackstone as a whole, and taking
into account Blackstone�s structure as an asset manager and financial advisory firm.

In February 2011, a three-judge panel of the Second Circuit reversed the District Court�s decision, ruling that the District Court incorrectly found
that plaintiffs� allegations were, if true, immaterial as a matter of law. The Second Circuit disagreed with the District Court, concluding that the
complaint �plausibly� alleged that the initial public offering documents omitted material information concerning two of Blackstone funds�
individual investments and inadequately disclosed information relating to market risks to their real estate investments. Because this was a motion
to dismiss, in reaching this decision the Second Circuit accepted all of the complaint�s factual allegations as true and drew every reasonable
inference in plaintiffs� favor. The Second Circuit did not
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consider facts other than those in the plaintiffs� complaint. On June 28, 2011, defendants filed a petition for writ of certiorari with the United
States Supreme Court, which was subsequently denied. On August 8, 2011, defendants filed their answer to the complaint and discovery
commenced and is continuing in this action.

In June 2011, three related suits (Walker, Truesdell, Roth & Assocs. v. The Blackstone Group L.P., et al.) were filed against Blackstone, various
Blackstone entities including some of its private equity and real estate funds, and specified Blackstone personnel relating to the sale of Extended
Stay Hotels in June 2007 by certain entities in which such Blackstone funds owned a significant equity interests (the �2007 Sale�). Other
defendants in such suits include the buyer of Extended Stay, financial advisors to both the sellers and the buyer and specified lenders for the
purchase of Extended Stay. Extended Stay subsequently filed for bankruptcy in 2009, at which time it was still owned by the buyer pursuant to
the 2007 Sale. The suits, which are in the U.S. Bankruptcy Court for the Southern District of New York, were brought by a litigation trust for the
benefit of creditors of Extended Stay and allege that Extended Stay was rendered insolvent by the 2007 Sale. One suit includes asserted claims
of fraudulent conveyance and seeks to recover $2.1 billion allegedly transferred to the sellers in the 2007 Sale. The other two suits contain the
same allegations as the first suit, assert claims for breach of fiduciary duty, unjust enrichment, illegal distributions and other claims, and seek
$2.1 billion in compensatory damages and $6.3 billion in punitive damages.

Blackstone believes that all of the foregoing suits are totally without merit and intends to defend them vigorously.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
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PART II.

ITEM 5. MARKET FOR REGISTRANT�S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Our common units representing limited partner interests are traded on the New York Stock Exchange (�NYSE�) under the symbol �BX.� Our
common units began trading on the NYSE on June 22, 2007.

The number of holders of record of our common units as of February 17, 2012 was 71. This does not include the number of unitholders that hold
shares in �street name� through banks or broker-dealers.

Cash Distribution Policy

With respect to fiscal year 2011, we have paid three quarterly distributions of $0.10 per common unit (aggregating $0.30 per common unit) to
record holders of common units and we have declared an additional distribution of $0.22 per common unit to common unitholders in respect of
the fourth quarter of 2011 payable on March 30, 2012 to holders of record of common units at the close of business on March 15, 2012. We have
also paid three quarterly distributions of $0.10 per Blackstone Holdings partnership unit (aggregating $0.30 per Blackstone Holdings unit) and
we have declared a distribution of $0.28 per unit in respect of 2011 to be paid to the Blackstone personnel and others who are limited partners of
the Blackstone Holdings partnerships, payable on March 30, 2012 to holders of record of Blackstone Holdings partnership units at the close of
business on March 15, 2012. These distributions related to fiscal year 2011 represented our net after-tax share of our annual Distributable
Earnings in excess of amounts determined by our general partner to be necessary or appropriate to provide for the conduct of our business, to
make appropriate investments in our business and our funds, to comply with applicable law, any of our debt instruments or other agreements, or
to provide for future distributions to our common unitholders for any ensuing quarter.

With respect to our common unit holders in fiscal year 2010, we paid quarterly distributions of $0.10 per unit for the first three quarters and
$0.32 per unit in respect of the fourth quarter of fiscal 2010 (aggregating $0.62 per common unit for fiscal 2010). With respect to our Blackstone
Holdings partnership unit holders in fiscal year 2010, we paid quarterly distributions of $0.10 per unit for the first three quarters and $0.35 per
unit in respect of the fourth quarter of fiscal 2010 (aggregating $0.65 per Blackstone Holdings partnership unit for fiscal 2010).

The following table sets forth the high and low intra-day sales prices per unit of our common units, for the periods indicated, as reported by the
NYSE:

Sales Price
2011 2010

High Low High Low
First Quarter $ 18.95 $ 14.23 $ 15.10 $ 12.03
Second Quarter $ 19.63 $ 15.95 $ 15.49 $ 9.34
Third Quarter $ 17.78 $ 11.50 $ 12.72 $ 8.93
Fourth Quarter $ 15.74 $ 10.51 $ 14.65 $ 12.30

Blackstone uses Distributable Earnings for purposes of determining the distributions to our unitholders. Distributable Earnings is a non-GAAP
measure intended to show the amount of our net realized earnings. Distributable Earnings, which is a component of Economic Net Income, is the
sum across all segments of (a) Total Management and Advisory Fees, (b) Interest and Dividend Revenue, (c) Other Revenue, (d) Realized
Performance Fees, and (e) Realized Investment Income (Loss) less; (a) Compensation, (b) Realized Performance Fee Compensation, (c) Other
Operating Expenses, and (d) Cash Taxes and Payables Under the Tax Receivable Agreement.

Distributable Earnings will only be a starting point for our determination of the amount to be distributed to unitholders because as noted above,
in determining the amount to be distributed we will subtract from
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Distributable Earnings any amounts determined by our general partner to be necessary or appropriate to provide for the conduct of our business,
to make appropriate investments in our business and our funds, to comply with applicable law, any of our debt instruments or other agreements,
or to provide for future distributions to our unitholders for any ensuing quarter. In most years the aggregate amounts of our distributions to
unitholders will typically be less than our Distributable Earnings for that year.

As was the case in 2011, our current intention is to distribute to our common unitholders substantially all of The Blackstone Group L.P.�s net
after-tax share of our annual Distributable Earnings less the amount of our realized investment gains and returns of capital from investments and
acquisitions. This determination has been based on the continued pace of organic and inorganic growth and the potential for further strategic
initiatives and the retained amount will be used for those purposes. The retained cash will be deducted from the fourth quarter distribution which
is made in the first quarter of the ensuing calendar year. All distributions are subject to Blackstone�s discretion to retain additional amounts from
the amount of annual Distributable Earnings to be distributed as described above.

Because we will not know what our Distributable Earnings will be for any fiscal year until the end of such year, we expect that our first three
quarterly distributions in respect of any given year will remain unchanged at $0.10 per unit. For the fourth quarter of each year, we expect to pay
the remaining amount of the year�s Distributable Earnings less realized investment gains and returns of capital from investments and acquisitions.
As such, the distributions for the first three quarters are expected to be smaller than the final quarterly distribution in respect of such year.

All of the foregoing is subject to the qualification that the declaration and payment of any distributions are at the sole discretion of our general
partner and our general partner may change our distribution policy at any time.

Because The Blackstone Group L.P. is a holding partnership and has no material assets other than its ownership of partnership units in
Blackstone Holdings held through wholly-owned subsidiaries, we fund distributions by The Blackstone Group L.P., if any, in three steps:

� First, we cause Blackstone Holdings to make distributions to its partners, including The Blackstone Group L.P.�s wholly-owned
subsidiaries. If Blackstone Holdings makes such distributions, the limited partners of Blackstone Holdings will be entitled to receive
equivalent distributions pro rata based on their partnership interests in Blackstone Holdings (except as set forth in the following
paragraph),

� Second, we cause The Blackstone Group L.P.�s wholly-owned subsidiaries to distribute to The Blackstone Group L.P. their share of
such distributions, net of the taxes and amounts payable under the tax receivable agreement by such wholly-owned subsidiaries, and

� Third, The Blackstone Group L.P. distributes its net share of such distributions to our common unitholders on a pro rata basis.
Because the wholly-owned subsidiaries of The Blackstone Group L.P. must pay taxes and make payments under the tax receivable agreements
described in Note 16. �Related Party Transactions� in the �Notes to Consolidated Financial Statements� in Part II. Item 8. Financial Statements and
Supplementary Data, the amounts ultimately distributed by The Blackstone Group L.P. to its common unitholders are expected to be less, on a
per unit basis, than the amounts distributed by the Blackstone Holdings partnerships to the Blackstone personnel and others who are limited
partners of the Blackstone Holdings partnerships in respect of their Blackstone Holdings partnership units.

In addition, the partnership agreements of the Blackstone Holdings partnerships provide for cash distributions, which we refer to as �tax
distributions,� to the partners of such partnerships if the wholly-owned subsidiaries of The Blackstone Group L.P. which are the general partners
of the Blackstone Holdings partnerships determine that the taxable income of the relevant partnership will give rise to taxable income for its
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partners. Generally, these tax distributions will be computed based on our estimate of the net taxable income of the relevant partnership allocable
to a partner multiplied by an assumed tax rate equal to the highest effective marginal combined U.S. federal, state and local income tax rate
prescribed for an individual or corporate resident in New York, New York (taking into account the nondeductibility of certain expenses and the
character of our income). The Blackstone Holdings partnerships will make tax distributions only to the extent distributions from such
partnerships for the relevant year were otherwise insufficient to cover such estimated assumed tax liabilities.

Under the Delaware Limited Partnership Act, we may not make a distribution to a partner if after the distribution all our liabilities, other than
liabilities to partners on account of their partnership interests and liabilities for which the recourse of creditors is limited to specific property of
the partnership, would exceed the fair value of our assets. If we were to make such an impermissible distribution, any limited partner who
received a distribution and knew at the time of the distribution that the distribution was in violation of the Delaware Limited Partnership Act
would be liable to us for the amount of the distribution for three years. In addition, the terms of our revolving credit facility or other financing
arrangements may from time to time include covenants or other restrictions that could constrain our ability to make distributions.

Unit Repurchases in the Fourth Quarter of 2011

In January 2008, the Board of Directors authorized the repurchase of up to $500 million of Blackstone common units and Blackstone Holdings
Partnership Units. Under this unit repurchase program, units may be repurchased in open market transactions, in privately negotiated
transactions or otherwise. The unit repurchase program may be suspended or discontinued at any time and does not have a final specified date.
No purchases of our common units were made by us or on our behalf during the quarter ended December 31, 2011. See ��Item 8. Financial
Statements and Supplementary Data�Notes to Consolidated Financial Statements�Note 14. Net Loss Per Common Unit� and �Part II. Item 7.
Management�s Discussion and Analysis of Financial Condition and Results of Operations�Liquidity and Capital Resources�Our Sources of Cash
and Liquidity Needs� for further information regarding this unit repurchase program.

As permitted by our policies and procedures governing transactions in our securities by our directors, executive officers and other employees,
from time to time some of these persons may establish plans or arrangements complying with Rule 10b5-1 under the Exchange Act, and similar
plans and arrangements relating to our common units and Holdings units.
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ITEM 6. SELECTED FINANCIAL DATA
The consolidated and combined statements of financial condition and income data as of and for the five years ended December 31, 2011 have
been derived from our consolidated and combined financial statements. The audited Consolidated Statements of Financial Condition as of
December 31, 2011 and 2010 and Consolidated Statements of Operations for the years ended December 31, 2011, 2010 and 2009 are included
elsewhere in this Form 10-K. The audited Consolidated Statements of Financial Condition as of December 31, 2008 and 2007 and Consolidated
and Combined Statements of Operations for the years ended December 31, 2008 and 2007 are not included in this Form 10-K. Historical results
are not necessarily indicative of results for any future period.

The selected consolidated financial data should be read in conjunction with ��Item 7. Management�s Discussion and Analysis of Financial
Condition and Results of Operations� and our consolidated financial statements and related notes included elsewhere in this Form 10-K:

Year Ended December 31,
2011 2010 2009 2008 2007

(Dollars in Thousands)
Revenues
Management and Advisory Fees $ 1,811,750 $ 1,584,748 $ 1,482,226 $ 1,476,357 $ 1,566,047
Performance Fees 1,182,660 937,834 221,090 (1,247,320) 1,126,640
Investment Income (Loss) 213,323 561,161 40,604 (622,877) 333,762
Interest and Dividend Revenue and Other 44,843 35,599 29,779 44,479 23,699

Total Revenues 3,252,576 3,119,342 1,773,699 (349,361) 3,050,148

Expenses
Compensation and Benefits (a) 2,738,425 3,610,189 3,777,606 3,859,787 2,256,647
General, Administrative and Other 566,313 466,358 443,573 440,776 324,200
Interest Expense 57,824 41,229 13,384 23,008 32,080
Fund Expenses 25,507 26,214 7,296 63,031 151,917

Total Expenses 3,388,069 4,143,990 4,241,859 4,386,602 2,764,844

Other Income (Loss)
Reversal of Tax Receivable Agreement Liability 197,816 �  �  �  �  
Net Gains (Losses) from Fund Investment Activities 14,935 501,994 176,694 (872,336) 5,423,132

Total Other Income 212,751 501,994 176,694 (872,336) 5,423,132

Income (Loss) Before Provision (Benefit) for Taxes 77,258 (522,654) (2,291,466) (5,608,299) 5,708,436
Provision (Benefit) for Taxes 345,711 84,669 99,230 (14,145) 47,693

Net Income (Loss) (268,453) (607,323) (2,390,696) (5,594,154) 5,660,743
Net Income (Loss) Attributable to Redeemable
Non-Controlling Interests in Consolidated Entities (32,526) 84,837 131,097 (632,495) 628,354
Net Income (Loss) Attributable to Non-Controlling
Interests in Consolidated Entities 15,610 346,312 (14,328) (159,828) 4,510,881
Net Income (Loss) Attributable to Non-Controlling
Interests in Blackstone Holdings (83,234) (668,444) (1,792,174) (3,638,799) 857,022

Net Loss Attributable to The Blackstone Group
L.P.  $ (168,303) $ (370,028) $ (715,291) $ (1,163,032) $ (335,514) 
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Year Ended December 31,
2011 2010 2009 2008 2007

June 19,  2007
through

December 31, 2007
Net Loss Per Common Unit, Basic and Diluted (b)
Common Units $ (0.35) $ (1.02) 

Common Units Entitled to Priority Distributions $ (2.46) $ (4.32) $ (1.28) 

Common Units Not Entitled to Priority Distributions $ (3.71) $ (3.06) $ N/A

Distributions Declared (c) $ 0.62 $ 0.60 $ 0.90 $ 1.20 $ 0.30

(a) Prior to the IPO in June 2007, our compensation and benefits expense reflected compensation (primarily salary and bonus) paid or
accrued solely to our non-senior managing director employees. Subsequent to our IPO, our compensation and benefits expense
reflects (a) employee compensation and benefits expense paid and payable to our employees, including our senior managing
directors, (b) equity-based compensation associated with grants of equity-based awards to senior managing directors, other
employees and selected other individuals engaged in our businesses, including the amortization of all equity granted to existing
employees at the time of the IPO, and (c) performance payment arrangements for Blackstone personnel and profit sharing interests in
carried interest.

(b) Prior to our IPO in June 2007, we did not have any Blackstone common units. Accordingly, we had no earnings per common unit for
the prior periods.

(c) Distributions declared reflects the calendar date of declaration for each distribution. The fourth quarter distribution, if any, for any
fiscal year will be declared and paid in the subsequent fiscal year. For fiscal year 2011 we have declared a final fourth quarter
distribution per common unit of $0.22 which will be paid in 2012.

As of December 31,
2011 2010 2009 2008 2007

(Dollars in Thousands)
Statement of Financial Condition Data
Total Assets (a) $ 21,909,129 $ 18,844,605 $ 9,409,024 $ 9,489,057 $ 13,175,245
Senior Notes $ 1,051,705 $ 1,010,911 $ 588,624 $ �  $ �  
Total Liabilities (a) $ 12,656,843 $ 10,591,248 $ 2,865,491 $ 3,370,612 $ 2,890,960
Redeemable Non-Controlling Interests in
Consolidated Entities $ 585,606 $ 600,836 $ 526,311 $ 362,462 $ 2,438,266
Partners� Capital $ 8,666,680 $ 7,652,521 $ 6,017,222 $ 5,755,983 $ 7,846,019

(a) The decrease in total assets from December 31, 2007 to December 31, 2009 and 2008 is due to the deconsolidation of the Blackstone
Funds following the granting of certain liquidation or removal of the general partner rights to unaffiliated investors in each respective
fund following Blackstone�s IPO. The increase in total assets and total liabilities from December 31, 2009 to December 31, 2010 and
2011 is principally due to the acquisition, in our Credit Businesses segment, of certain management agreements of certain CLO
vehicles which, under GAAP accounting guidance, are required to be consolidated.
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ITEM 7. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The following discussion and analysis should be read in conjunction with The Blackstone Group L.P.�s consolidated financial statements and
the related notes included within this Annual Report on Form 10-K.

Our Business

Blackstone is one of the largest independent managers of private capital in the world. We also provide a wide range of financial advisory
services, including financial advisory, restructuring and reorganization advisory and fund placement services.

In January 2011, Blackstone separated its Credit and Marketable Alternatives segment into two new segments: Hedge Fund Solutions and Credit
Businesses. Please see Note 2. �Summary of Significant Accounting Policies�Basis of Presentation� in the �Notes to Consolidated Financial
Statements� in Part II. Item 8. Financial Statements and Supplementary Data.

Our business is organized into five business segments:

� Private Equity. We are a world leader in private equity investing, having managed five general private equity funds, as well as two
sector focused funds and a regionally focused fund, since we established this business in 1987. In January 2011, we commenced the
investment period on our sixth general private equity fund. Through our private equity funds we pursue transactions throughout the
world, including leveraged buyout acquisitions of seasoned companies, transactions involving growth equity or start-up businesses in
established industries, minority investments, corporate partnerships, distressed debt, structured securities and industry consolidations,
in all cases in strictly friendly transactions.

� Real Estate. We are a world leader in real estate investing with an assortment of real estate funds that are diversified geographically
and across a variety of sectors. We launched our first real estate fund in 1994 and have managed six opportunistic real estate funds,
three European focused real estate funds, and a number of real estate debt investment funds. In addition, in November 2010, we
commenced our management of the Bank of America Merrill Lynch Asia real estate platform and during the second half of 2011, we
held our initial closing of our next opportunistic real estate fund. Our real estate funds have made significant investments in lodging,
major urban office buildings, shopping centers and a variety of real estate operating companies. In addition, our debt investment
funds target high yield real estate debt related investment opportunities in the public and private markets, primarily in the United
States and Europe.

� Hedge Fund Solutions. Blackstone�s Hedge Fund Solutions segment is comprised principally of Blackstone Alternative Asset
Management (�BAAM�). BAAM was organized in 1990 and has developed into a leading institutional solutions provider utilizing
hedge funds across a wide variety of strategies. BAAM is the world�s largest discretionary allocator to hedge funds. Blackstone exited
the business of managing publicly listed closed-end investment companies focused on Asian equity markets as of December 31,
2011. The Indian-focused and Asian-focused closed-end mutual funds are no longer a component of Hedge Fund Solutions.

� Credit Businesses. Our Credit Businesses segment is comprised principally of GSO Capital Partners LP (�GSO�). GSO manages a
variety of credit-oriented funds including senior credit-oriented funds, distressed debt funds, mezzanine funds and general
credit-oriented funds. GSO is a world leader in credit-oriented products.

� Financial Advisory. Our Financial Advisory segment serves a diverse and global group of clients with financial advisory services,
restructuring and reorganization advisory services and fund placement services for alternative investment funds.
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We generate our revenue from fees earned pursuant to contractual arrangements with funds, fund investors and fund portfolio companies
(including management, transaction and monitoring fees), and from financial advisory services, restructuring and reorganization advisory
services and fund placement services for alternative investment funds. We invest in the funds we manage and, in most cases, receive a preferred
allocation of income (i.e., a �Carried Interest�) or an incentive fee from an investment fund in the event that specified cumulative investment
returns are achieved. The composition of our revenues will vary based on market conditions and the cyclicality of the different businesses in
which we operate. Net investment gains and investment income generated by the Blackstone Funds, principally private equity and real estate
funds, are driven by value created by our operating and strategic initiatives as well as overall market conditions. Our funds initially record fund
investments at cost and then such investments are subsequently recorded at fair value. Fair values are affected by changes in the fundamentals of
the portfolio company, the portfolio company�s industry, the overall economy and other market conditions.

Business Environment

World equity and debt markets were mixed in 2011, characterized by high levels of volatility resulting from macroeconomic, political and
regulatory uncertainty. In equities, the MSCI World Index declined 8%, with developed markets such as the U.S. and Europe generally
outperforming developing markets in Asia and elsewhere. Credit indices rose in 2011, benefiting from strong corporate earnings and higher
demand. Benchmark rates remained at historic lows although high yield spreads widened 150 basis points, with a sharp increase in investor
caution in the second half of the year. Average leveraged loan prices declined modestly from 94% of par at the end of 2010 to 92% at year-end
2011.

Monetary policy throughout the world was mixed, but in the U.S., the Federal Reserve has remained committed to accommodative policy and
inflation has tracked at low levels. Corporate earnings were generally better than expected for most of 2011, and cash flows and balance sheets
remained very healthy, although companies have remained cautious in hiring. The U.S. unemployment rate remains elevated, but declined to its
lowest level in three years exiting 2011.

In commercial real estate, despite the volatility in the global economy and public equity markets, operating fundamentals remain healthy across
all of our real estate investment types. The office sector is benefiting from historically low levels of new supply, combined with slow but steady
growth in GDP and employment, which has resulted in increasing occupancy and rents. There are similar trends of positive absorption and
declining vacancy in our industrial, retail and senior living sectors. In the hospitality sector, trends remain positive, with U.S. industry RevPAR
(�Revenue per Available Room�) up 8% for 2011.

Blackstone�s businesses are materially affected by conditions in the financial markets and economic conditions in the U.S., Western Europe, Asia
and, to a lesser extent, elsewhere in the world.

Significant Transactions

On May 16, 2011, the Partnership, through GSO, completed the acquisition of management agreements relating to four collateralized loan
obligation vehicles previously managed by Allied Irish Banks.

On November 4, 2011, the agreement of limited partnership of Blackstone was amended to provide that the common units purchased by China
Investment Corporation and its affiliates subsequent to Blackstone�s IPO will no longer be non-voting.

On January 5, 2012, GSO completed the acquisition of Harbourmaster, a leading European leveraged loan manager and adviser.
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Key Financial Measures and Indicators

Our key financial measures and indicators are discussed below.

Revenues

Revenues primarily consist of management and advisory fees, performance fees, investment income, interest and dividend revenue and other.
Please refer to �Part I. Item 1. Business, Incentive Arrangements / Fee Structure� and ��Critical Accounting Policies, Revenue Recognition� for
additional information regarding the manner in which Base Management Fees and Performance Fees are generated.

Management and Advisory Fees�Management and Advisory Fees are comprised of management fees, including base management fees,
transaction and other fees, management fee reductions and offsets, and advisory fees.

The Partnership earns base management fees from limited partners of funds in each of its managed funds, at a fixed percentage of assets under
management, net asset value, total assets, committed capital or invested capital, or in some cases, a fixed fee. Base management fees are based
on contractual terms specified in the underlying investment advisory agreements.

Transaction and other fees (including monitoring fees) are fees charged directly to funds and portfolio companies. The investment advisory
agreements generally require that the investment adviser reduce the amount of management fees payable by the limited partners to the
Partnership (�management fee reductions�) by an amount equal to a portion of the transaction and other fees directly paid to the Partnership by the
portfolio companies. The amount of the reduction varies by fund, the type of fee paid by the portfolio company and the previously incurred
expenses of the fund.

Management fee offsets are reductions to management fees payable by our limited partners, which are granted based on the amount they
reimburse Blackstone for placement fees.

Advisory fees consist of advisory retainer and transaction-based fee arrangements related to merger, acquisition, restructuring and divestiture
activities and fund placement services for alternative investment funds. Advisory retainer fees are recognized when services for the transactions
are complete, in accordance with terms set forth in individual agreements. Transaction-based fees are recognized when (a) there is evidence of
an arrangement with a client, (b) agreed upon services have been provided, (c) fees are fixed or determinable and (d) collection is reasonably
assured. Fund placement fees are recognized as earned upon the acceptance by a fund of capital or capital commitments.

Accrued but unpaid Management and Advisory Fees, net of management fee reductions and management fee offsets, as of the reporting date, are
included in Accounts Receivable or Due From Affiliates in the Consolidated Statements of Financial Condition.

Performance Fees�Performance Fees earned on the performance of Blackstone�s hedge fund structures are recognized based on fund
performance during the period, subject to the achievement of minimum return levels, or high water marks, in accordance with the respective
terms set out in each hedge fund�s governing agreements. Accrued but unpaid performance fees charged directly to investors in Blackstone�s
offshore hedge funds as of the reporting date are recorded within Due from Affiliates in the Consolidated Statements of Financial Condition.
Performance fees arising on Blackstone�s onshore hedge funds are allocated to the general partner. Accrued but unpaid performance fees on
onshore funds as of the reporting date are reflected in Investments in the Consolidated Statements of Financial Condition.

In certain fund structures, specifically in private equity, real estate and certain credit-oriented funds (�Carry Funds�), performance fees (�Carried
Interest�) are allocated to the general partner based on cumulative fund
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performance to date, subject to a preferred return to limited partners. At the end of each reporting period, the Partnership calculates the Carried
Interest that would be due to the Partnership for each fund, pursuant to the fund agreements, as if the fair value of the underlying investments
were realized as of such date, irrespective of whether such amounts have been realized. As the fair value of underlying investments varies
between reporting periods, it is necessary to make adjustments to amounts recorded as Carried Interest to reflect either (a) positive performance
resulting in an increase in the Carried Interest allocated to the general partner or (b) negative performance that would cause the amount due to
the Partnership to be less than the amount previously recognized as revenue, resulting in a negative adjustment to Carried Interest allocated to
the general partner. In each scenario, it is necessary to calculate the Carried Interest on cumulative results compared to the Carried Interest
recorded to date and make the required positive or negative adjustments. The Partnership ceases to record negative Carried Interest allocations
once previously recognized Carried Interest allocations for such fund have been fully reversed. The Partnership is not obligated to pay
guaranteed returns or hurdles, and therefore, cannot have negative Carried Interest over the life of a fund. Accrued but unpaid Carried Interest as
of the reporting date is reflected in Investments in the Consolidated Statements of Financial Condition.

Carried Interest is realized when an underlying investment is profitably disposed of and the fund�s cumulative returns are in excess of the
preferred return. Performance fees earned on hedge fund structures are realized at the end of each fund�s measurement period.

Carried Interest is subject to clawback to the extent that the Carried Interest actually distributed to date exceeds the amount due to Blackstone
based on cumulative results. As such, the accrual for potential repayment of previously received performance fees, which is a component of Due
to Affiliates, represents all amounts previously distributed to Blackstone Holdings and non-controlling interest holders that would need to be
repaid to the Blackstone Funds if the Blackstone Carry Funds were to be liquidated based on the current fair value of the underlying funds�
investments as of the reporting date. Generally, the actual clawback liability does not become realized until the end of a fund�s life or one year
after a realized loss is incurred, depending on the fund.

Investment Income (Loss)�Investment Income (Loss) represents the unrealized and realized gains and losses on the Partnership�s principal
investments, including its investments in Blackstone Funds that are not consolidated, its equity method investments, and other principal
investments. Investment Income (Loss) is realized when the Partnership redeems all or a portion of its investment or when the Partnership
receives cash income, such as dividends or distributions, from its non-consolidated funds. Unrealized Investment Income (Loss) results from
changes in the fair value of the underlying investment as well as the reversal of unrealized gain (loss) at the time an investment is realized.

Interest and Dividend Revenue�Interest and Dividend Revenue comprises primarily interest and dividend income earned on principal investments
held by Blackstone.

Other Revenue�Other Revenue consists of foreign exchange gains and losses arising on transactions denominated in currencies other than U.S.
dollars and other revenues.

Expenses

Compensation and Benefits�Compensation�Compensation and Benefits consists of (a) employee compensation, comprising salary and bonus,
and benefits paid and payable to employees, including senior managing directors and (b) equity-based compensation associated with the grants
of equity-based awards to employees, including senior managing directors.

Equity-Based Compensation�Compensation cost relating to the issuance of share-based awards to senior managing directors and employees is
measured at fair value at the grant date, taking into consideration expected forfeitures, and expensed over the vesting period on a straight line
basis. Equity-based awards that do not require future service are expensed immediately. Cash settled equity-based awards are classified as
liabilities and are re-measured at the end of each reporting period.
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Compensation and Benefits�Performance Fee�Performance Fee Compensation and Benefits consists of Carried Interest and performance fee
allocations to employees, including senior managing directors, participating in certain profit sharing initiatives. Such compensation expense is
subject to both positive and negative adjustments. Unlike Carried Interest and performance fees, compensation expense is based on the
performance of individual investments held by a fund rather than on a fund by fund basis.

Other Operating Expenses�Other operating expenses represent general and administrative expenses including interest expense, occupancy and
equipment expenses and other expenses, which consist principally of professional fees, public company costs, travel and related expenses,
communications and information services and depreciation and amortization.

Fund Expenses�The expenses of our consolidated Blackstone Funds consist primarily of interest expense, professional fees and other third-party
expenses.

Non-Controlling Interests in Consolidated Entities

Non-Controlling Interests in Consolidated Entities represent the component of Partners� Capital in consolidated entities held by third party
investors. Such interests are adjusted for general partner allocations and by subscriptions and redemptions in funds of hedge funds and certain
credit-oriented funds which occur during the reporting period. Non-controlling interests related to funds of hedge funds and certain other
credit-oriented funds are subject to annual, semi-annual or quarterly redemption by investors in these funds following the expiration of a
specified period of time (typically between one and three years), or may be withdrawn subject to a redemption fee in the funds of hedge funds
and certain credit-oriented funds during the period when capital may not be withdrawn. As limited partners in these types of funds have been
granted redemption rights, amounts relating to third party interests in such consolidated funds are presented as Redeemable Non-Controlling
Interests in Consolidated Entities within the Consolidated Statements of Financial Condition. When redeemable amounts become legally payable
to investors, they are classified as a liability and included in Accounts Payable, Accrued Expenses and Other Liabilities in the Consolidated
Statements of Financial Condition. For all consolidated funds in which redemption rights have not been granted, non-controlling interests are
presented within Partners� Capital in the Consolidated Statements of Financial Condition as Non-Controlling Interests in Consolidated Entities.

Income Taxes

The Blackstone Holdings partnerships and certain of their subsidiaries operate in the U.S. as partnerships for U.S. federal income tax purposes
and generally as corporate entities in non-U.S. jurisdictions. Accordingly, these entities in some cases are subject to New York City
unincorporated business taxes or non-U.S. income taxes. In addition, certain of the wholly-owned subsidiaries of the Partnership and the
Blackstone Holdings partnerships will be subject to federal, state and local corporate income taxes at the entity level and the related tax
provision attributable to the Partnership�s share of this income tax is reflected in the consolidated financial statements.

Income taxes are accounted for using the asset and liability method of accounting. Under this method, deferred tax assets and liabilities are
recognized for the expected future tax consequences of differences between the carrying amounts of assets and liabilities and their respective tax
basis, using tax rates in effect for the year in which the differences are expected to reverse. The effect on deferred assets and liabilities of a
change in tax rates is recognized in income in the period when the change is enacted. Deferred tax assets are reduced by a valuation allowance
when it is more likely than not that some portion or all of the deferred tax assets will not be realized. Current and deferred tax liabilities are
recorded within Accounts Payable, Accrued Expenses and Other Liabilities in the Consolidated Statements of Financial Position.

Blackstone analyzes its tax filing positions in all of the U.S. federal, state, local and foreign tax jurisdictions where it is required to file income
tax returns, as well as for all open tax years in these jurisdictions. If, based on
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this analysis, the Partnership determines that uncertainties in tax positions exist, a reserve is established. Blackstone recognizes accrued interest
and penalties related to uncertain tax positions in General, Administrative, and Other expenses within the Consolidated Statements of
Operations.

Blackstone records uncertain tax positions in accordance with ASC 740 on the basis of a two-step process: (a) determination is made whether it
is more likely than not that the tax positions will be sustained based on the technical merits of the position and (b) those tax positions that meet
the more-likely-than-not threshold are recognized as the largest amount of tax benefit that is greater than 50 percent likely to be realized upon
ultimate settlement with the related tax authority.

There remains some uncertainty regarding Blackstone�s future taxation levels. Over the past several years, a number of legislative and
administrative proposals to change the taxation of Carried Interest have been introduced and, in certain cases, have been passed by the U.S.
House of Representatives. On May 28, 2010, the U.S. House of Representatives passed legislation, or �May 2010 House bill�, that would have, in
general, treated income and gains, including gain on sale, attributable to an investment services partnership interest, or �ISPI�, as income subject to
a new blended tax rate that is higher than the capital gains rate applicable to such income under current law, except to the extent such ISPI would
have been considered under the legislation to be a qualified capital interest. Our common units and the interests that we hold in entities that are
entitled to receive Carried Interest would likely have been classified as ISPIs for purposes of this legislation. In June 2010, the U.S. Senate
considered but did not pass legislation that was generally similar to the legislation passed by the U.S. House of Representatives. On February 14,
2012, Representative Levin introduced similar legislation, or �2012 Levin bill�, that would tax Carried Interest at ordinary income tax rates (which
would be higher than the proposed blended rate under the May 2010 House bill). It is unclear whether or when the U.S. Congress will pass such
legislation or what provisions will be included in any final legislation if enacted.

Both the May 2010 House bill and the 2012 Levin bill also provided that, for taxable years beginning ten years after the date of enactment,
income derived with respect to an ISPI that is not a qualified capital interest and that is subject to the foregoing rules would not meet the
qualifying income requirements under the publicly traded partnership rules. Therefore, if similar legislation were to be enacted, following such
ten-year period, we would be precluded from qualifying as a partnership for U.S. federal income tax purposes or be required to hold all such
ISPIs through corporations.

On September 12, 2011, the Obama administration submitted similar legislation to Congress in the American Jobs Act that would tax income
and gain, including gain on sale, attributable to an ISPI at ordinary rates, with an exception for certain qualified capital interests. The proposed
legislation would also characterize certain income and gain in respect of ISPIs as non-qualifying income under the tax rules applicable to
publicly traded partnerships after a ten-year transition period from the effective date, with an exception for certain qualified capital interests.
This proposed legislation follows several prior statements by the Obama administration in support of changing the taxation of Carried Interest.
In its published revenue proposal for 2013, the Obama administration proposed that the current law regarding the treatment of Carried Interest be
changed to subject such income to ordinary income tax. The Obama administration proposed similar changes in its published revenue proposals
for 2010, 2011 and 2012.

States and other jurisdictions have also considered legislation to increase taxes with respect to Carried Interest. For example, in 2010, the New
York State Assembly passed a bill, which could have caused a non-resident of New York who holds our common units to be subject to New
York state income tax on carried interest earned by entities in which we hold an indirect interest, thereby requiring the non-resident to file a New
York state income tax return reporting such carried interest income. This legislation would have been retroactive to January 1, 2010. It is unclear
whether or when similar legislation will be enacted. Finally, several state and local jurisdictions are evaluating ways to subject partnerships to
entity level taxation through the imposition of state or local income, franchise or other forms of taxation or to increase the amount of such
taxation.
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If we were taxed as a corporation or were forced to hold interests in entities earning income from Carried Interest through taxable subsidiary
corporations, our effective tax rate could increase significantly. The federal statutory rate for corporations is currently 35%, and the state and
local tax rates, net of the federal benefit, aggregate approximately 10%. If a variation of the above described legislation or any other change in
the tax laws, rules, regulations or interpretations preclude us from qualifying for treatment as a partnership for U.S. federal income tax purposes
under the publicly traded partnership rules or force us to hold interests in entities earning income from Carried Interest through taxable
subsidiary corporations, this could materially increase our tax liability, and could well result in a reduction in the market price of our common
units.

It is not possible at this time to meaningfully quantify the potential impact on Blackstone of this potential future legislation or any similar
legislation. Multiple versions of legislation in this area have been proposed over the last few years that have included significantly different
provisions regarding effective dates and the treatment of invested capital, tiered entities and cross-border operations, among other matters.
Depending upon what version of the legislation, if any, were enacted, the potential impact on a public company such as Blackstone in a given
year could differ dramatically and could be material. In addition, these legislative proposals would not themselves impose a tax on a publicly
traded partnership such as Blackstone. Rather, they could force Blackstone and other publicly traded partnerships to restructure their operations
so as to prevent disqualifying income from reaching the publicly traded partnership in amounts that would disqualify the partnership from
treatment as a partnership for U.S. federal income tax purposes. Such a restructuring could result in more income being earned in corporate
subsidiaries, thereby increasing corporate income tax liability indirectly borne by the publicly traded partnership. In addition, we, and our
common unitholders, could be taxed on any such restructuring. The nature of any such restructuring would depend on the precise provisions of
the legislation that was ultimately enacted, as well as the particular facts and circumstances of Blackstone�s operations at the time any such
legislation were to take effect, making the task of predicting the amount of additional tax highly speculative.

On February 22, 2012, the Obama administration announced its �framework� of key elements to change the U.S. federal income tax rules for
businesses. Few specifics were included, and it is unclear what any actual legislation would provide, when it would be proposed or what its
prospects for enactment would be. Several parts of the framework if enacted could adversely affect us. First, the framework would reduce the
deductibility of interest for corporations in some manner not specified. A reduction in interest deductions could increase our tax rate and thereby
reduce cash available for distribution to investors or for other uses by us. Such a reduction could also increase the effective cost of financing by
companies in which we invest, which could reduce the value of our Carried Interest in respect of such companies. The framework would also
reduce the top marginal tax rate on corporations from 35% to 28%. Such a change could increase the effective cost of financing such
investments, which could again reduce the value of our Carried Interest. The framework suggests some entities currently treated as partnerships
for tax purposes should be subject to an entity-level income tax similar to the corporate income tax. If such a proposal caused us to be subject to
additional entity-level taxes, it could reduce cash available for distribution to investors or for other uses by us. Finally, the framework reiterates
the President�s support for treatment of Carried Interest as ordinary income, as provided in the President�s revenue proposal for 2013 described
above. Because the framework did not include specifics, its effect on us is unclear.

Economic Net Income

Blackstone uses Economic Net Income (�ENI�) as a key measure of value creation, a benchmark of its performance and in making resource
deployment and compensation decisions across its five segments. ENI represents segment net income before taxes excluding transaction-related
charges. Transaction-related charges arise from Blackstone�s initial public offering (�IPO�) and long-term retention programs outside of annual
deferred compensation and other corporate actions, including acquisitions. Transaction-related charges include equity-based compensation
charges, the amortization of intangible assets and contingent consideration associated with acquisitions. ENI presents revenues and expenses on
a basis that deconsolidates the investment funds we manage. (See Note 20. �Segment Reporting� in the �Notes to Consolidated Financial
Statements� in Part II. Item 8. Financial Statements and Supplementary Data.)
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Distributable Earnings

Distributable Earnings, which is derived from our segment reported results, is a supplemental measure to assess performance and amounts
available for distributions to Blackstone unitholders, including Blackstone personnel and others who are limited partners of the Blackstone
Holdings partnerships. Distributable Earnings, which is a non-GAAP measure, is intended to show the amount of net realized earnings without
the effects of the consolidation of the Blackstone Funds. Distributable Earnings is derived from and reconciled to, but not equivalent to, its most
directly comparable GAAP measure of Income (Loss) Before Provision for Taxes. See ��Liquidity and Capital Resources�Liquidity and Capital
Resources� below for our discussion of Distributable Earnings.

Distributable Earnings, which is a component of Economic Net Income, is the sum across all segments of: (a) Total Management and Advisory
Fees, (b) Interest and Dividend Revenue, (c) Other Revenue, (d) Realized Performance Fees, and (e) Realized Investment Income (Loss); less
(a) Compensation, (b) Realized Performance Fee Compensation, (c) Other Operating Expenses and (d) Cash Taxes and Payables Under the Tax
Receivable Agreement. It is Blackstone�s current intention that on an annual basis it will distribute to unitholders all of its Distributable Earnings,
less realized investment gains and returns of capital from investments and acquisitions, in excess of amounts determined by its general partner to
be necessary or appropriate to provide for the conduct of its business, to make appropriate investments in its business and funds, to comply with
applicable law, any of its debt instruments or other agreements, or to provide for future distributions to its unitholders for any ensuing quarter.

Net Fee Related Earnings from Operations

Blackstone uses Net Fee Related Earnings from Operations as a measure to highlight earnings from operations excluding: (a) the income related
to performance fees and related performance fee compensation costs, (b) income earned from Blackstone�s investments in the Blackstone Funds,
and (c) realized and unrealized gains (losses) from other investments except for such gains (losses) from Blackstone�s Treasury cash management
strategies. Management uses Net Fee Related Earnings from Operations as a measure to assess whether recurring revenue from our businesses is
sufficient to adequately cover all of our operating expenses and generate profits. Net Fee Related Earnings from Operations equals contractual
fee revenues, investment income from Blackstone�s Treasury cash management strategies and interest income, less (a) compensation expenses
(which includes amortization of non-IPO and non-acquisition-related equity-based awards, but excludes amortization of IPO and
acquisition-related equity-based awards, Carried Interest and incentive fee compensation), (b) other operating expenses and (c) cash taxes due on
earnings from operations as calculated using a similar methodology as applied in calculating the current tax provision (benefit) for The
Blackstone Group L.P. See ��Liquidity and Capital Resources�Liquidity and Capital Resources� below for our discussion of Net Fee Related
Earnings from Operations.

Operating Metrics

The alternative asset management business is a complex business that is primarily based on managing third party capital and does not require
substantial capital investment to support rapid growth. However, there also can be volatility associated with its earnings and cash flows. Since
our inception, we have developed and used various key operating metrics to assess and monitor the operating performance of our various
alternative asset management businesses in order to monitor the effectiveness of our value creating strategies.

Assets Under Management. Assets Under Management refers to the assets we manage. Our Assets Under Management equal the sum of:

(a) the fair value of the investments held by our carry funds plus the capital that we are entitled to call from investors in those funds
pursuant to the terms of their capital commitments to those funds plus the fair value of co-investments managed by us that were
made by limited partners of our funds in portfolio companies of such funds,
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(b) the net asset value of our funds of hedge funds, hedge funds, closed-end mutual funds and registered investment companies,

(c) the fair value of assets we manage pursuant to separately managed accounts, and

(d) the amount of capital raised for our CLOs.
Our carry funds are commitment-based drawdown structured funds that do not permit investors to redeem their interests at their election.
Interests related to our funds of hedge funds and certain of our credit-oriented funds are generally subject to annual, semi-annual or quarterly
withdrawal or redemption by investors upon advance written notice, with the majority of our funds requiring from 60 days up to 95 days� notice,
depending on the fund and the liquidity profile of the underlying assets. Investment advisory agreements related to separately managed accounts
may generally be terminated by an investor on 30 to 90 days� notice.

Fee-Earning Assets Under Management. Fee-Earning Assets Under Management refers to the assets we manage on which we derive
management and / or incentive fees. Our Fee-Earning Assets Under Management generally equal the sum of:

(a) for our Blackstone Capital Partners (�BCP�) funds, which includes our energy-focused, communication focused and
RMB-denominated private equity funds and Blackstone Real Estate Partners (�BREP�) funds, which includes our European focused
opportunistic real estate funds, where the investment period has not expired, the amount of capital commitments,

(b) for our BCP and BREP funds where the investment period has expired, the remaining amount of invested capital,

(c) for our real estate debt investment funds (�BREDS�), the remaining amount of invested capital,

(d) for our credit-oriented carry funds, the amount of invested capital (which may be calculated to include leverage) or net asset value,

(e) the invested capital of co-investments arranged by us that were made by limited partners of our funds in portfolio companies of such
funds and on which we receive fees,

(f) the net asset value of our funds of hedge funds, hedge funds, certain credit-oriented closed-end registered investment companies, and
our closed-end mutual funds,

(g) the fair value of assets we manage pursuant to separately managed accounts,

(h) the gross amount of underlying assets of our CLOs at cost, and

(i) the gross amount of assets (including leverage) for certain of our credit-oriented closed-end registered investment companies.
Our calculations of assets under management and fee-earning assets under management may differ from the calculations of other asset
managers, and as a result this measure may not be comparable to similar measures presented by other asset managers. In addition, our
calculation of assets under management includes commitments to, and the fair value of, invested capital in our funds from Blackstone and our
personnel, regardless of whether such commitments or invested capital are subject to fees. Our definitions of assets under management or
fee-earning assets under management are not based on any definition of assets under management or fee-earning assets under management that
is set forth in the agreements governing the investment funds that we manage.
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For our carry funds, total assets under management includes the fair value of the investments held, whereas fee-earning assets under
management includes the amount of capital commitments or the remaining amount of invested capital at cost depending on whether the
investment period has or has not expired. As such, fee-earning assets under management may be greater than total assets under management
when the aggregate fair value of the remaining investments is less than the cost of those investments.
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Limited Partner Capital Invested. Limited Partner Capital Invested represents the amount of Limited Partner capital commitments which were
invested by our carry funds during each period presented, plus the capital invested through co-investments arranged by us that were made by
limited partners in investments of our carry funds on which we receive fees or a Carried Interest allocation.

We manage our business using traditional financial measures and our key operating metrics since we believe that these metrics measure the
productivity of our investment activities.
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Consolidated Results of Operations

Following is a discussion of our consolidated results of operations for each of the years in the three year period ended December 31, 2011. For a
more detailed discussion of the factors that affected the results of our five business segments (which are presented on a basis that deconsolidates
the investment funds we manage) in these periods, see ��Segment Analysis� below.

The following table sets forth information regarding our consolidated results of operations and certain key operating metrics for the years ended
December 31, 2011, 2010, and 2009:

Year Ended December 31, 2011 vs. 2010 2010 vs. 2009
2011 2010 2009 $ % $ %

(Dollars in Thousands)
Revenues
Management and Advisory Fees $ 1,811,750 $ 1,584,748 $ 1,482,226 $ 227,002 14% $ 102,522 7% 

Performance Fees
Realized 229,006 366,721 70,492 (137,715) -38% 296,229 N/M
Unrealized 953,654 571,113 150,598 382,541 67% 420,515 N/M

Total Performance Fees 1,182,660 937,834 221,090 244,826 26% 716,744 N/M

Investment Income (Loss)
Realized 87,542 29,157 44,320 58,385 N/M (15,163) -34% 
Unrealized 125,781 532,004 (3,716) (406,223) -76% 535,720 N/M

Total Investment Income (Loss) 213,323 561,161 40,604 (347,838) -62% 520,557 N/M

Interest and Dividend Revenue 37,427 36,218 22,680 1,209 3% 13,538 60% 
Other 7,416 (619) 7,099 8,035 N/M (7,718) N/M

Total Revenues 3,252,576 3,119,342 1,773,699 133,234 4% 1,345,643 76% 

Expenses
Compensation and Benefits
Compensation 2,421,712 3,253,226 3,778,686 (831,514) -26% (525,460) -14% 
Performance Fee Compensation
Realized 99,527 128,316 25,102 (28,789) -22% 103,214 N/M
Unrealized 217,186 228,647 (26,182) (11,461) -5% 254,829 N/M

Total Compensation and Benefits 2,738,425 3,610,189 3,777,606 (871,764) -24% (167,417) -4% 
General, Administrative and Other (a) 566,313 466,358 443,573 99,955 21% 22,785 5% 
Interest Expense 57,824 41,229 13,384 16,595 40% 27,845 N/M
Fund Expenses 25,507 26,214 7,296 (707) -3% 18,918 N/M

Total Expenses (a) 3,388,069 4,143,990 4,241,859 (755,921) -18% (97,869) -2% 

Other Income
Reversal of Tax Receivable Agreement Liability 197,816 �  �  197,816 N/M �  N/M
Net Gains (Losses) from Fund Investment Activities 14,935 501,994 176,694 (487,059) -97% 325,300 184% 

Total Other Income 212,751 501,994 176,694 (289,243) -58% 325,300 184% 

Income (Loss) Before Provision (Benefit) for
Taxes (a) 77,258 (522,654) (2,291,466) 599,912 N/M 1,768,812 77% 
Provision (Benefit) for Taxes (a) 345,711 84,669 99,230 261,042 N/M (14,561) -15% 
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Net Income (Loss) (a) (268,453) (607,323) (2,390,696) 338,870 56% 1,783,373 75% 
Net Income (Loss) Attributable to Redeemable
Non-Controlling Interests in Consolidated Entities (32,526) 84,837 131,097 (117,363) N/M (46,260) -35% 
Net Income (Loss) Attributable to Non-Controlling Interests
in Consolidated Entities 15,610 346,312 (14,328) (330,702) -95% 360,640 N/M
Net Income (Loss) Attributable to Non-Controlling Interests
in Blackstone Holdings (a) (83,234) (668,444) (1,792,174) 585,210 88% 1,123,730 63% 

Net Income (Loss) Attributable to The Blackstone Group L.P.
(a) $ (168,303) $ (370,028) $ (715,291) $ 201,725 55% $ 345,263 48% 

N/M Not meaningful.
(a) The amounts reported for the year ended December 31, 2011 reflect an adjustment from those reported in our earnings release dated

February 2, 2012.
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Revenues

Total Revenues were $3.3 billion for the year ended December 31, 2011, an increase of $133.2 million compared to $3.1 billion for the year
ended December 31, 2010. The increase in revenues was primarily driven by an increase of $227.0 million in Management and Advisory Fees
and an increase in Performance Fees of $244.8 million, partially offset by a decrease of $347.8 million in Investment Income (Loss). The
increase in Management and Advisory Fees was primarily attributable to (a) increases in management fees in our Private Equity segment, driven
by fees generated from BCP VI and BEP funds, which commenced their investment periods during the first and third quarters of 2011,
respectively, (b) increases in transaction fees in our Real Estate segment, driven by the continued increase in investment activity in our BREP
funds, primarily as a result of BREP VI�s acquisition of the U.S. assets of Centro in the second quarter of 2011, and management fees earned
from the management of the Bank of America Merrill Lynch Asia real estate platform, and (c) increases in management fees in our Credit
Businesses and Hedge Fund Solutions segments due to higher Fee-Earning Assets Under Management. The increase in Performance Fees was
due to improved operating performance and projected cash flows resulting in the appreciation in the fair value of the investments across our Real
Estate carry funds and the impact of the �catch-up� provisions of the Real Estate funds� profit allocations. The �catch-up� provisions of the Real
Estate funds� profit allocations specify that once a fund�s preferred return hurdle has been reached, Blackstone is entitled to a disproportionately
greater share (80% of the profits) until it effectively reaches its full share of performance fees (20% of the total profits).

Total Revenues were $3.1 billion for the year ended December 31, 2010, an increase of $1.3 billion compared to $1.8 billion for the year ended
December 31, 2009. The increase in revenues was primarily attributable to an increase of $716.7 million in Performance Fees, an increase of
$520.6 million in Investment Income (Loss) and an increase of $102.5 million in Management and Advisory Fees. The increase in Performance
Fees was primarily driven by improved performance of our real estate carry funds in our Real Estate segment and our credit-oriented funds and
funds of hedge funds in our Credit Businesses and Hedge Fund Solutions segments, respectively. Investment Income (Loss) improved primarily
due to valuation increases in the underlying portfolio investments in our Real Estate and Private Equity segments. The increase in Management
and Advisory Fees was primarily due to (a) increases in Advisory Fees from our fund placement business which is included in our Financial
Advisory segment, (b) increases in Base Management Fees in our Hedge Fund Solutions segment driven by higher Fee-Earning Assets Under
Management from positive inflows in our funds of hedge funds business, and (c) an increase in Transaction Fees reflecting the increase in
investment activity and net earnings generated from the November 23, 2010 commencement of our management of the Bank of America Merrill
Lynch Asia assets in our Real Estate segment.

Expenses

Expenses were $3.4 billion for the year ended December 31, 2011, a decrease of $755.9 million, or 18%, compared to $4.1 billion for the year
ended December 31, 2010. The decrease was primarily attributable to a decrease of $871.8 million in Compensation and Benefits. Compensation
decreased $831.5 million from the prior year period to $2.4 billion as a result of the absence of expense related to certain of our equity-based
compensation awards that vested at the end of the second quarter of 2010. General, Administrative and Other expenses were $566.3 million for
the current year period, an increase of $100.0 million driven by the levels of business activity, revenue growth and headcount. Interest Expense
was $57.8 million for the current year, an increase of $16.6 million from the same period of 2010 due to Blackstone�s issuance of senior notes in
2010.

Expenses were $4.1 billion for the year ended December 31, 2010, a decrease of $97.9 million, or 2%, compared to $4.2 billion for the year
ended December 31, 2009. The decrease was primarily attributable to a decrease of $167.4 million in Compensation and Benefits driven by a
decrease in Compensation, partially offset by an increase in Performance Fee Compensation due to improved performance in our Real Estate
segment and our credit-oriented funds and funds of hedge funds in our Credit Businesses and Hedge Fund Solutions segments, respectively.
Compensation decreased $525.5 million from the year ended December 31, 2009 to $3.3 billion.
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This decrease was principally due to the absence of equity-based compensation expense discussed above. General, Administrative and Other
expenses were $466.4 million for the year ended December 31, 2010, an increase of $22.8 million, driven by the same factors discussed above.

Other Income

Other Income was $212.8 million for the year ended December 31, 2011, a decrease of $289.2 million compared to $502.0 million for the year
ended December 31, 2010. The decrease of $487.1 million of Net Gains (Losses) from Fund Investment Activities was due to declines in the
income of our Private Equity and Real Estate consolidated side-by-side entities and our consolidated CLO vehicles. This decrease was partially
offset by $197.8 million of Other Income which is attributable to the reversal of the tax receivable agreement liability. This reduction in the
amounts due to certain non-controlling interest holders in connection with the tax receivable agreement resulted from certain corporate
subsidiaries adopting a New York City law for sourcing of revenue for apportionment purposes that reduces the effective tax rate of certain
corporate subsidiaries and therefore reduces the expected future tax savings that would result in payments under the tax receivable agreements.

Other Income was $502.0 million for the year ended December 31, 2010, an increase of $325.3 million compared to $176.7 million for the year
ended December 31, 2009. Other Income is attributable to the non-controlling interest holders of the consolidated Blackstone Funds. The change
was principally driven by an increase in income generated by our Private Equity and Real Estate consolidated side-by-side entities and our
consolidated CLO vehicles.

Operating Metrics

The following tables present certain operating metrics for the years ended December 31, 2011, 2010, and 2009. For a description of how Assets
Under Management and Fee-Earning Assets Under Management are determined, please see ��Key Financial Measures and Indicators�Operating
Metrics�Assets Under Management and Fee-Earning Assets Under Management�:

Fee-Earning Assets Under Management Assets Under Management
December 31, December 31,

2011 2010 2009 2011 2010 2009
(Dollars in Thousands)

Private Equity $ 37,237,791 $ 24,188,555 $ 24,521,394 $ 45,863,673 $ 29,319,136 $ 24,758,992
Real Estate 31,236,540 26,814,714 23,708,057 42,852,669 33,165,124 20,391,334
Hedge Fund Solutions 37,819,636 33,159,795 27,451,309 40,534,768 34,587,292 28,799,326
Credit Businesses 30,462,786 25,337,158 20,416,237 36,977,394 31,052,368 24,233,476

Balance, End of Period (a) $ 136,756,753 $ 109,500,222 $ 96,096,997 $ 166,228,504 $ 128,123,920 $ 98,183,128

Year Ended December 31,
2011 2010 2009

(Dollars in Thousands)
Fee-Earning Assets Under
Management
Balance, Beginning of Period $ 109,500,222 $ 96,096,997 $ 91,041,057
Inflows, including
Commitments (b) 43,749,359 18,250,862 7,407,805
Outflows, including Distributions
(c) (14,716,175) (7,986,373) (7,165,725) 
Market Appreciation
(Depreciation) (d) (1,776,653) 3,138,736 4,813,860

Balance, End of Period (a) $ 136,756,753 $ 109,500,222 $ 96,096,997

Increase $ 27,256,531 $ 13,403,225 $ 5,055,940
Increase 25% 14% 6% 

Edgar Filing: Blackstone Group L.P. - Form 10-K

Table of Contents 89



79

Edgar Filing: Blackstone Group L.P. - Form 10-K

Table of Contents 90



Table of Contents

Year Ended December 31,
2011 2010 2009

(Dollars in Thousands)
Assets Under Management
Balance, Beginning of Period $ 128,123,920 $ 98,183,128 $ 94,559,217
Inflows, including Commitments (b) 49,514,693 20,877,450 8,274,221
Outflows, including Distributions (c) (16,547,414) (9,976,002) (9,934,815) 
Market Appreciation
(Depreciation) (d) 5,137,305 19,039,344 5,284,505

Balance, End of Period (a) $ 166,228,504 $ 128,123,920 $ 98,183,128

Increase $ 38,104,584 $ 29,940,792 $ 3,623,911
Increase 30% 30% 4% 

Year Ended December 31, 2011 vs. 2010 2010 vs. 2009
2011 2010 2009 $ % $ %

(Dollars in Thousands)
Capital Deployed

Limited Partner Capital Invested $ 13,509,240 $ 7,357,995 $ 3,147,526 $ 6,151,245 84% $ 4,210,469 134% 

(a) Fee-Earning Assets Under Management and Assets Under Management as of December 31, 2011 included $291.6 million from a joint
venture in which we are the minority interest holder.

(b) Inflows represent contributions in our hedge funds and closed-end mutual funds, increases in available capital for our carry funds (capital
raises, recallable capital and increased side-by-side commitments) and CLOs and increases in the capital we manage pursuant to separately
managed account programs.

(c) Outflows represent redemptions in our hedge funds and closed-end mutual funds, client withdrawals from our separately managed account
programs, decreases in available capital for our carry funds (expired capital, expense drawdowns and decreased side-by-side
commitments) and realizations from the disposition of assets by our carry funds. Also included is the distribution of funds associated with
the discontinuation of our proprietary single manager hedge funds.

(d) Market appreciation (depreciation) includes realized and unrealized gains (losses) on portfolio investments and the impact of foreign
exchange rate fluctuations.

Fee-Earning Assets Under Management

Fee-Earning Assets Under Management were $136.8 billion at December 31, 2011, an increase of $27.3 billion, or 25%, compared to
$109.5 billion at December 31, 2010. Inflows of $43.7 billion were primarily related to (a) inflows of $16.3 billion in our Private Equity segment
primarily due to the commencement of the investment periods for the BCP VI, China and BEP funds, (b) inflows of $9.7 billion in our Hedge
Fund Solutions segment primarily due to growth in its commingled and customized investment products and long only solutions business,
(c) inflows of $9.9 billion in our Credit Businesses segment primarily due to capital raised across its long only platform, including the
acquisition of $2.2 billion of CLO vehicles in the second quarter of 2011, and capital deployed from its drawdown funds, and (d) inflows of
$7.8 billion in our Real Estate segment primarily due to the deployment of fee-earning co-investment capital related to the acquisition of the
U.S. assets of Centro and the commencement of BREP VII. Outflows of $14.7 billion were primarily attributable to (a) outflows of $4.8 billion
in our Credit Businesses segment substantially due to deleveraging of certain CLO vehicles post their reinvestment periods and realizations in
the drawdown funds, (b) outflows of $3.4 billion in our Real Estate segment primarily due to realizations from the Bank of America Merrill
Lynch Asia real estate platform and the end of BREP VI�s investment period for which, as of August 26, 2011, management fees are earned on
invested capital, and (c) reductions of $3.2 billion in our Private Equity segment�s Fee-Earning Assets Under Management due for the most part
to the end of BCP V�s investment period during the first quarter of 2011 and dispositions in funds which earn fees based on remaining invested
capital. Net market depreciation of $1.8 billion was principally due to declines in global markets.
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Fee-Earning Assets Under Management were $109.5 billion at December 31, 2010, an increase of $13.4 billion, or 14%, compared with
$96.1 billion at December 31, 2009. The $13.4 billion increase was attributed to a $4.9 billion increase in our Credit Businesses segment driven
primarily by net inflows of $4.7 billion which included the acquisition on April 1, 2010 of $3.5 billion of management agreements relating to
CLO vehicles, and a $5.7 billion increase in our Hedge Fund Solutions segment driven primarily by net inflows of $2.9 billion and $2.8 billion
of market appreciation. In addition, the Real Estate segment increased $3.1 billion, driven primarily by inflows related to the commencement of
our management of the Bank of America Merrill Lynch Asia assets and capital raised by our real estate debt investment funds and additional
co-investment capital.

Assets Under Management

Assets Under Management were $166.2 billion at December 31, 2011, an increase of $38.1 billion, or 30%, compared to $128.1 billion at
December 31, 2010. Inflows of $49.5 billion were primarily related to (a) inflows of $18.6 billion in our Private Equity segment driven by the
commencement of BCP VI�s investment period, (b) inflows of $11.3 billion in our Hedge Fund Solutions segment due to growth in the hedge
fund manager seeding platform, long only commodities and equity replacement business and its commingled and customized investment
products, (c) inflows of $11.3 billion in our Credit Businesses segment principally due to the acquisition of $2.3 billion of CLO vehicles and
capital raised across its long only platform, and (d) inflows of $8.3 billion in our Real Estate segment primarily due to the deployment of
co-investment capital and the commencement of BREP VII. Outflows of $16.5 billion, principally from our Credit Businesses, Private Equity
and Hedge Fund Solutions segments, were for the same reasons noted in Fee-Earning Assets Under Management above. Net market appreciation
of $5.1 billion was due to appreciation in the Real Estate and Private Equity segments of $4.4 billion and $2.2 billion, respectively, and there
was depreciation in the Hedge Fund Solutions segment of $1.7 billion. Real Estate and Private Equity benefited from improvements in the
carrying values of their investments while Hedge Fund Solutions was affected by equity market declines.

Assets Under Management were $128.1 billion at December 31, 2010, an increase of $29.9 billion, or 30%, compared with $98.2 billion at
December 31, 2009. The $29.9 billion increase was attributed in part to a $6.8 billion increase in our Credit Businesses segment due to net
inflows of $5.6 billion in our credit-oriented funds and the acquisition on April 1, 2010 of $3.5 billion of management agreements relating to
CLO vehicles, and a $5.8 billion increase in our Hedge Fund Solutions segment due to net inflows of $2.8 billion in our funds of hedge funds. A
$4.6 billion increase in our Private Equity segment was driven by net appreciation of $5.9 billion, while a $12.8 billion increase in our Real
Estate segment was driven by market appreciation of $8.9 billion, continued fund-raising in our real estate debt funds, additional co-investment
capital and the commencement of our management of the Bank of America Merrill Lynch Asia assets.

Limited Partner Capital Invested

Limited Partner Capital Invested was $13.5 billion for the year ended December 31, 2011, an increase of $6.2 billion, or 84%, compared to
$7.4 billion for the year ended December 31, 2010. The change primarily reflected an increase of $2.2 billion and $2.1 billion in our Private
Equity and Real Estate segments, respectively, which was primarily related to increased investment activity by our investment funds and the
acquisition of the U.S. assets of Centro.

Limited Partner Capital Invested was $7.4 billion for the year ended December 31, 2010, an increase of $4.2 billion, or 134%, compared to
$3.1 billion for the year ended December 31, 2009. The change reflected an increase in the size and volume of consummated transactions
compared to the prior year, driven primarily by the favorable investment environment for the Real Estate segment resulting in increased
investment activity by our BREP VI and debt investment funds.
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Segment Analysis

Discussed below is our ENI for each of our segments. This information is reflected in the manner utilized by our senior management to make
operating decisions, assess performance and allocate resources. References to �our� sectors or investments may also refer to portfolio companies
and investments of the underlying funds that we manage.

For segment reporting purposes, revenues and expenses are presented on a basis that deconsolidates the investment funds we manage. As a
result, segment revenues are greater than those presented on a consolidated GAAP basis because fund management fees recognized in certain
segments are received from the Blackstone Funds and eliminated in consolidation when presented on a consolidated GAAP basis. Furthermore,
segment expenses are lower than related amounts presented on a consolidated GAAP basis due to the exclusion of fund expenses that are paid by
Limited Partners and the elimination of non-controlling interests.
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Private Equity

The following table presents our results of operations for our Private Equity segment:

Year Ended December 31, 2011 vs. 2010 2010 vs. 2009
2011 2010 2009 $ % $ %

(Dollars in Thousands)
Segment Revenues
Management Fees
Base Management Fees $ 331,997 $ 263,307 $ 270,509 $ 68,690 26% $ (7,202) -3% 
Transaction and Other Fees, Net 133,004 72,243 86,336 60,761 84% (14,093) -16% 
Management Fee Offsets (27,073) (188) �  (26,885) N/M (188) N/M

Total Management Fees 437,928 335,362 356,845 102,566 31% (21,483) -6% 

Performance Fees
Realized 37,393 156,869 34,021 (119,476) -76% 122,848 N/M
Unrealized 33,490 151,494 303,491 (118,004) -78% (151,997) -50% 

Total Performance Fees 70,883 308,363 337,512 (237,480) -77% (29,149) -9% 

Investment Income
Realized 44,988 15,332 36,968 29,656 193% (21,636) -59% 
Unrealized 9,476 153,288 33,269 (143,812) -94% 120,019 N/M

Total Investment Income 54,464 168,620 70,237 (114,156) -68% 98,383 140% 
Interest and Dividend Revenue 13,749 14,044 7,756 (295) -2% 6,288 81% 
Other 1,810 2,021 2,845 (211) -10% (824) -29% 

Total Revenues 578,834 828,410 775,195 (249,576) -30% 53,215 7% 

Expenses
Compensation and Benefits
Compensation 217,556 179,345 181,266 38,211 21% (1,921) -1% 
Performance Fee Compensation
Realized 1,465 32,627 741 (31,162) -96% 31,886 N/M
Unrealized (2,229) 21,320 20,307 (23,549) N/M 1,013 5% 

Total Compensation and Benefits 216,792 233,292 202,314 (16,500) -7% 30,978 15% 
Other Operating Expenses 120,918 109,589 82,471 11,329 10% 27,118 33% 

Total Expenses 337,710 342,881 284,785 (5,171) -2% 58,096 20% 

Economic Net Income $ 241,124 $ 485,529 $ 490,410 $ (244,405) -50% $ (4,881) -1% 

N/M Not meaningful.
Revenues

Revenues were $578.8 million for the year ended December 31, 2011, a decrease of $249.6 million compared to $828.4 million for the year
ended December 31, 2010. The decrease in revenues was attributed to a decrease in Performance Fees and Investment Income of $237.5 million
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and $114.2 million, respectively, partially offset by an increase in Total Management Fees of $102.6 million.

Performance Fees, which are determined on a fund by fund basis, were $70.9 million for the year ended December 31, 2011, a decrease of
$237.5 million, compared to $308.4 million for the year ended December 31, 2010, principally due to lower Performance Fees in BCP IV which
had net returns of 8% in 2011 versus 30% during the 2010 year. The returns in 2011 were driven by investments in the energy sector and our
publicly traded portfolio, particularly the investments which had initial public offerings in 2011, including Nielsen
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Holdings N.V., Kosmos Energy Ltd., BankUnited, Inc., and Vanguard Health Systems, Inc. Investment Income was $54.5 million, a decrease of
$114.2 million, compared to $168.6 million for the year ended December 31, 2010, principally driven by BCP IV and BCP V which, despite
having positive current period performance, had lower fund returns than for the prior year; the 2010 results were driven by investments across all
sectors from the improved economic environment during that period.

Total Management Fees were $437.9 million for the year ended December 31, 2011, an increase of $102.6 million compared to $335.4 million
for the year ended December 31, 2010, driven by increased Base Management Fees and Transaction and Other Fees, partially offset by an
increase in Management Fee Offsets. Base Management Fees were $332.0 million for the year ended December 31, 2011, an increase of
$68.7 million compared to $263.3 million for the year ended December 31, 2010, principally as a result of an increase in Fee-Earning Assets
Under Management due to the commencement of the BCP VI and BEP funds. Transaction and Other Fees were $133.0 million for the year
ended December 31, 2011, an increase of $60.8 million compared to $72.2 million for the year ended December 31, 2010, principally as a result
of one time fees earned from the termination of management advisory service agreements related to portfolio companies that completed initial
public offerings as well as fees generated from the increase in new investment activity. Management Fee Offsets relate to a reduction of
management fees payable by our limited partners in BCP VI based on the amount they reimbursed Blackstone for placement fees.

Revenues were $828.4 million for the year ended December 31, 2010, an increase of $53.2 million compared to $775.2 million for the year
ended December 31, 2009. The increase was driven by a $98.4 million increase in Investment Income partially offset by a decrease of
$29.1 million in Performance Fees and a decrease of $21.5 million in Total Management Fees.

Performance Fees, which are determined on a fund-by-fund basis, were $308.4 million for the year ended December 31, 2010, a decrease of
$29.1 million, compared to $337.5 million for the year ended December 31, 2009. The decrease was principally attributable to a lower rate of
appreciation of BCP IV, which generated net returns of 30% for the year ended December 31, 2010 compared to 35% for the year ended
December 31, 2009. Investment Income was $168.6 million, an increase of $98.4 million, compared to $70.2 million for the year ended
December 31, 2009, principally driven by BCP V, which generated a net return of 27% for the year ended December 31, 2010 compared to 1%
for the year ended December 31, 2009. The positive performance of our private equity funds was driven by appreciation in the value of our
privately held portfolio investments and increases in share prices of our publicly held portfolio investments, slightly offset by foreign exchange
losses. The fair value appreciation in our private portfolio in 2010 was primarily due to continued improvement in operating performance driven
by companies across various sectors, especially hospitality/leisure, retail/consumer and healthcare. At December 31, 2010, the unrealized value
and cumulative realized proceeds, before Carried Interest, fees and expenses, of our contributed private equity funds represented 1.5 times
investors� original investments; excluding funds which were still in their Investment Period, the current returns were 2.3 times investors� original
investments.

The Realized Performance Fees for the year ended December 31, 2010 of $156.9 million was primarily attributable to our public portfolio, with
multiple secondary offerings of TRW Automotive Holdings Corp., a final exit of Cineworld and the public offering of TDC. Realized
performance fees were also earned from private holdings in our hospitality/leisure and healthcare industries. Realized Investment Income was
$15.3 million for the year ended December 31, 2010, a decrease of $21.6 million compared to $37.0 million for the year ended December 31,
2009.

Total Management Fees were $335.4 million for the year ended December 31, 2010, a decrease of $21.5 million compared to $356.8 million for
the year ended December 31, 2009. Transaction Fees decreased $14.1 million to $72.2 million. Base Management Fees were $263.3 million for
the year ended December 31, 2010, a decrease of $7.2 million compared to $270.5 million for the year ended December 31, 2009, principally as
a result of dispositions in our invested funds which earn fees based on remaining capital.
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Expenses

Expenses were $337.7 million for the year ended December 31, 2011, a decrease of $5.2 million, compared to $342.9 million for the year ended
December 31, 2010. The $5.2 million decrease was primarily attributed to a $54.7 million decrease in Performance Fee Compensation, mostly
offset by a $38.2 million increase in Compensation and a $11.3 million increase in Other Operating Expenses. Performance Fee Compensation
decreased as a result of the decreases in Performance Fees revenue. Compensation rose due to increased headcount and an improvement in
performance measures to which a portion of compensation is linked. Other Operating Expenses increased $11.3 million to $120.9 million,
principally due to interest expense allocated to the segment and occupancy costs.

Expenses were $342.9 million for the year ended December 31, 2010, an increase of $58.1 million, compared to $284.8 million for the year
ended December 31, 2009. Compensation remained relatively flat compared to the prior year period. Performance Fee Compensation, which is
based on the performance of individual investments held by a fund, increased $32.9 million to $53.9 million compared to the prior year period.
Other Operating Expenses increased $27.1 million to $109.6 million, principally due to an increase in interest expense, professional fees,
fund-raising expenses and other non-compensation expenses.

Operating Metrics

The following operating metrics are used in the management of this business segment:

Year Ended December 31,
2011 2010 2009

(Dollars in Thousands)
Fee-Earning Assets Under Management
Balance, Beginning of Period $ 24,188,555 $ 24,521,394 $ 25,509,163
Inflows, including Commitments 16,297,887 1,033,240 84,202
Outflows, including Distributions (3,241,013) (1,380,505) (411,459) 
Market Appreciation (Depreciation) (7,638) 14,426 (660,512) 

Balance, End of Period (a) $ 37,237,791 $ 24,188,555 $ 24,521,394

Increase (Decrease) $ 13,049,236 $ (332,839) $ (987,769) 
Increase (Decrease) 54% -1% -4% 

Year Ended December 31,
2011 2010 2009

(Dollars in Thousands)
Assets Under Management
Balance, Beginning of Period $ 29,319,136 $ 24,758,992
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