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PART 1

Item 1. Business
References herein to “Capital Trust,” “company,” “we,” “us” or “our” refer to Capital Trust, Inc., a Maryland corporation, and
subsidiaries unless the context specifically requires otherwise.

Our Company

We are a real estate finance company that focuses primarily on originating mortgage loans backed by commercial real
estate assets. Our business plan is to create the premier global commercial real estate lending platform and to
originate, acquire and manage commercial real estate loans and securities and other commercial real estate-related
debt instruments. Our investment objective is to preserve and protect our capital while producing attractive
risk-adjusted returns primarily through dividends generated from current income on our portfolio.

From the inception of our finance business in 1997 through December 19, 2012, we were a fully integrated,
self-managed, real estate finance and investment management company that invested for our own account directly on
our balance sheet and for third parties through a series of investment management vehicles. On December 19, 2012,
we consummated a strategic transaction that included, among other things, disposition of our investment management
and special servicing business, including CT Investment Management Co., LLC, or CTIMCO, to an affiliate of The
Blackstone Group L.P., or Blackstone. In conjunction with the sale, we entered into a management agreement, which
in the form it was amended and restated on March 26, 2013, we refer to as the Management Agreement, with
BREDS/CT Advisors L.L.C., which is an affiliate of Blackstone, whereby we became externally managed. We refer
to BREDS/CT Advisors L.L.C. as our Manager, and we refer to the entire transaction as our Investment Management
Business Sale.

We conduct our operations as a real estate investment trust, or REIT, for U.S. federal income tax purposes. We
generally will not be subject to U.S. federal income taxes on our taxable income to the extent that we annually
distribute all of our net taxable income to stockholders and maintain our qualification as a REIT. We also operate our
business in a manner that permits us to maintain our exemption from registration under the Investment Company Act
of 1940, as amended, or the Investment Company Act. We are organized as a holding company and conduct our
business primarily through our various subsidiaries.

On March 26, 2013, we filed a registration statement with the Securities and Exchange Commission, or SEC, related
to a proposed offering of shares of our class A common stock. We plan to use substantially all the net proceeds from
this offering to acquire our target assets in a manner consistent with our investment strategies and investment
guidelines described below and for working capital and general corporate purposes.

We are traded on the New York Stock Exchange, or NYSE, under the symbol “CT.” Our principal executive offices are
located at 345 Park Avenue, 10th Floor, New York, New York 10154, and our telephone number is (212)
655-0220. We were incorporated in Maryland in 1998, when we reorganized from a California common law business
trust into a Maryland corporation.

Our Manager

Our Manager is a part of Blackstone’s alternative asset management business, which includes the management of real
estate funds, private equity funds, hedge fund solutions, credit-oriented funds and closed-end funds. Blackstone also
provides various financial advisory services, including financial and strategic advisory, restructuring and
reorganization advisory and fund placement services. Through its different businesses, Blackstone had total assets
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under management of approximately $210.2 billion as of December 31, 2012.

In connection with the performance of its duties, our Manager benefits from the resources, relationships and expertise
of Blackstone’s global real estate group, which is the largest private equity real estate manager in the world with $56.7
billion of investor capital under management as of December 31, 2012. Blackstone’s real estate group was co-founded
in 1991 by John G. Schreiber, who currently serves as a member of our board of directors and is the chairman of our
Manager’s investment committee. Jonathan D. Gray, who serves as global head of Blackstone’s real estate group, is a
member of the board of directors of Blackstone and is a member of our Manager’s investment committee. In addition
to the 220 professionals who are part of the global Blackstone real estate platform as of December 31, 2012, our
Manager benefits from Blackstone’s global relationships with property owners, managers, lenders, brokers and
advisors and the real-time knowledge derived from its broadly diversified real estate holdings.

Within Blackstone’s real estate group, our Manager forms part of Blackstone Real Estate Debt Strategies, or BREDS,
which was launched by Blackstone in 2008 to pursue opportunities relating to debt and preferred equity investments
globally, with a focus on the United States and Europe. Michael B. Nash, the chief investment officer and co-founder
of BREDS, serves as the executive chairman of our board of directors and is a member of our Manager’s investment
committee. As of December 31, 2012, 43 dedicated BREDS professionals managed approximately $6.8 billion of
assets (including Capital Trust and assets previously under Capital Trust’s management).
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Our chief executive officer and chief financial officer are senior BREDS professionals. None of our Manager, its
executives and other personnel, including our executive officers supplied to us by our Manager, is obligated to
dedicate any specific portion of its or their time to our business. Our Manager will at all times be subject to the
supervision and oversight of our board of directors and has only such functions and authority as we delegate to it.

Sale of Investment Management Platform

On December 19, 2012, pursuant to a previously announced purchase and sale agreement, dated September 27, 2012,
or Purchase Agreement, by and between us and Huskies Acquisition LLC, or Huskies Acquisition, an affiliate of
Blackstone, and an assignment agreement, dated as of December 19, 2012, by and among us, Huskies Acquisition and
Blackstone Holdings III L.P., or Holdings III, an affiliate of Blackstone, we completed the disposition of our
investment management and special servicing business, including CTIMCO and related private investment fund
co-investments for a purchase price of $21.4 million. Pursuant to the terms of the Purchase Agreement, on December
19, 2012, we entered into the Management Agreement with our Manager, pursuant to which we are now managed by
our Manager pursuant to the terms and conditions of the Management Agreement. In addition, Blackstone received
the right to designate two members of our board of directors, and exercised that right by designating an employee and
one of its senior advisors to replace two former members of our board of directors who resigned effective December
19, 2012.

In connection with our Investment Management Business Sale, we also disposed of 100% of the outstanding class A
preferred stock of CT Legacy REIT Mezz Borrower, Inc., or CT Legacy REIT, and all of our active investment
management mandates that we managed through CTIMCO and its subsidiaries, including with respect to:

¢ CT Opportunity Partners I, LP, or CTOPI, on which we earned base management fees of 1.3% per annum of
invested capital. However, we retained our entire carried interest in the fund pursuant to which we earn incentive
compensation of 17.7% of profits after a 9% preferred return and a 100% return of capital.

¢ CT High Grade Partners II, LLC, on which we earned base management fees of 0.40% per annum on invested
capital.

¢CT High Grade MezzanineSM, or CT High Grade I, on which we earned management fees of 0.25% per annum on
invested capital for all CT High Grade I investments.

¢CT Large Loan 2006, Inc., on which we earned management fees of $805,000 per annum reflecting the cap on fees
we had voluntarily imposed.

During the year ended December 31, 2012, we earned $6.3 million of management fees in connection with the
foregoing mandates.

On December 19, 2012, we also closed our sale to Holdings III of 5.0 million shares of our class A common stock for
a purchase price of $10.0 million.

In connection with the consummation of the Investment Management Business Sale and the closing of our sale of 5.0
million shares of class A common stock to Holdings III, we paid a previously announced $2.00 per share special cash
dividend on December 20, 2012 to holders of record of our class A common stock at the close of business on
November 12, 2012.

The assets we retained following our Investment Management Business Sale consist primarily of: (i) our cash and
cash equivalents of $15.4 million as of December 31, 2012, (ii) our interests in CT Legacy REIT Mezz Borrower, Inc.,
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or CT Legacy REIT, a vehicle we formed to own and finance certain legacy assets that we retained in connection with
a comprehensive debt restructuring in 2011, (iii) our carried interest in CTOPI, a private investment fund that was
previously under our management and is now managed by an affiliate of our Manager, and (iv) our subordinated
interests in certain collateral debt obligations, or CT CDOs.

March 2011 Restructuring

On March 31, 2011, we restructured, amended, or extinguished all of our outstanding recourse debt obligations, which
we refer to as our March 2011 Restructuring. Our March 2011 Restructuring involved: (i) the contribution of certain
of our legacy assets to a newly formed subsidiary, CT Legacy REIT, (ii) the assumption of our legacy repurchase
obligations by CT Legacy REIT, and (iii) the extinguishment of the remainder of our recourse obligations, our senior
credit facility and junior subordinated notes. The restructuring was financed with a new $83.0 million mezzanine loan
obtained by CT Legacy REIT from an affiliate of Five Mile Capital Partners, LLC, or Five Mile Capital, and the
issuance of equity interests in the common stock of CT Legacy REIT to the former lenders under our senior credit
facility and our former junior subordinated noteholders, as well as to an affiliate of Five Mile Capital. Upon
completion of our March 2011 Restructuring, we no longer had any recourse debt outstanding.
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Following our March 2011 Restructuring, we retained a 52% equity interest in the common stock of CT Legacy REIT.
Our economic interest in CT Legacy REIT is, however, subject to (i) the secured notes, which are non-recourse
obligations that are collateralized by certain of our retained equity interests in the common stock of CT Legacy REIT,
(i1) incentive awards that provide for the participation in amounts earned from our retained equity interests in the
common stock of CT Legacy REIT, and (iii) the subordinate class B common stock of CT Legacy REIT owned by our
former junior subordinate noteholders, a subordinate class of common stock which entitles its holders to receive
approximately 25% of the dividends that would otherwise be payable to us on our equity interest in the common stock
of CT Legacy REIT, after aggregate cash distributions of $50.0 million have been paid to all other classes of common
stock.

On February 10, 2012, we refinanced CT Legacy REIT’s mezzanine loan and repurchase facility with a single, new
$124.0 million repurchase facility with JPMorgan. The borrower under the new JPMorgan facility, CT Legacy Asset,

is a wholly owned subsidiary of CT Legacy REIT and owns all of its assets, other than cash. As a result of the

refinancing, we discontinued consolidation of CT Legacy Asset and its assets and liabilities were no longer included

in our financial statements as of February 10, 2012.

Our Investment Strategy

Our investment strategy is to originate loans and invest in debt and related instruments supported by institutional
quality commercial real estate in attractive locations. We expect to directly originate, co-originate and acquire debt
instruments in conjunction with acquisitions, refinancings and recapitalizations of commercial real estate around the
world. While the majority of our capital likely will be invested in the United States, we expect to benefit from
Blackstone’s global real estate debt platform, which includes a team of 5 investment professionals, based in London
that focuses on commercial real estate debt investment opportunities throughout Europe.

As market conditions evolve over time, we expect to adjust our investment strategy to adapt to such changes as
appropriate.

Our Target Assets

The assets in which we intend to invest will include the following types of commercial real estate loans and other
debt-oriented investments, focusing primarily on the lodging, office, retail, industrial, residential and healthcare real
estate sectors in the United States and Europe, including, but not limited to:

®Mortgage Loans. We intend to focus on originating mortgage loans that are backed by commercial real estate assets.
These loans are secured by real estate and evidenced by a first priority mortgage. These loans may vary in duration,
may bear interest at a fixed or floating rate, and may amortize and typically require a balloon payment of principal
at maturity. These investments may encompass a whole loan or may also include pari passu participations within
such a mortgage loan.

® Other Loans and Investments. Although we expect that originating mortgage loans will be our primary area of
focus, we also expect to originate and invest in other commercial real estate loans and other debt-oriented
investments including:

o Subordinate Mortgage Interests. These are interests, often referred to as “B Notes,” in a junior portion of the mortgage
loan. Subordinate mortgage interests have the same borrower and benefit from the same underlying secured
obligation and collateral as the holder of a mortgage loan. These subordinate interests may include pari passu
participations within such interest and may also be evidenced by their own promissory notes or may be evidenced
by a junior participation in a mortgage loan. In either case, the interests are subordinated to the A Note or senior

8
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participation interest by virtue of a contractual arrangement, which typically governs payment priority and each

party’s rights and remedies with respect to the mortgage loan. As a general matter, following a default under the
mortgage loan, all amounts are paid sequentially first to the A-Note or senior participation interest and then to the B

Note or subordinate participation interest. The holder of the senior participation interest typically has the exclusive

authority to administer the loan, granting the holder of the subordinate mortgage interest discretion over specified

major decisions. In some cases, there may be multiple senior and/or junior interests in a single mortgage loan;

oMezzanine Loans. These are loans (including pari passu participations in such loans) made to the owners of a
mortgage borrower and secured by a pledge of equity interests in the mortgage borrower. These loans are
subordinate to a first mortgage loan but senior to the owners’ equity. These loans may be tranched into senior and
junior mezzanine loans, with the junior mezzanine lenders secured by a pledge of the equity interests in the more
senior mezzanine borrower. Following a default on a mezzanine loan, and subject to negotiated terms with the
mortgage lender or other mezzanine lenders, the mezzanine lender generally has the right to foreclose on its equity
interest and become the owner of the property, directly or indirectly, subject to the lien of the first mortgage and any
debt senior to it including any outstanding senior mezzanine debt. In addition, the mezzanine lender typically has
additional rights vis-a-vis the more senior lenders, including the right to cure defaults under the mortgage loan and
any senior mezzanine loan and purchase the mortgage loan and any senior mezzanine loan, in each case under
certain circumstances following a default on the mortgage loan;
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oPreferred Equity. These are investments subordinate to any junior mezzanine loan, but senior to the owners’
common equity. Preferred equity investments typically pay a dividend, rather than interest payments and often have
the right for such dividends to accrue if there is insufficient cash flow to pay currently. These interests are not
secured by the underlying real estate, but upon the occurrence of a default, the preferred equity provider typically
has the right to effectuate a change of control with respect to the ownership of the property;

0 Real Estate Securities. These are interests in real estate which may take the form of commercial
mortgage-backed securities, or CMBS, or collateralized loan obligations, or CLOs. In each case, these
interests are collateralized by pools of real estate debt instruments, often first mortgage loans. The
underlying loans are aggregated into a pool and sold as securities to different investors. Under the
pooling and servicing agreements that govern these pools, the loans are administered by a trustee and
servicers, which act on behalf of all investors and distribute the underlying cash flows to the different
classes of securities in accordance with their seniority and ratings; and

o Note Financing. These are loans secured by other mortgage loans, subordinate mortgage interests, and mezzanine
loans. Following a default under a note financing, the lender providing the note financing would succeed to the
rights of lender on the underlying loan interests.

Subject to maintaining our qualification as a REIT for U.S. federal income tax purposes and our exemption from
registration under the Investment Company Act, we may also invest in other commercial real estate-related debt
investments.

The allocation of our capital among our target assets will depend on prevailing market conditions at the time we invest
and may change over time in response to different prevailing market conditions, including with respect to interest
rates and general economic and credit market conditions.

Competition

We are engaged in a competitive business. In our lending and investment activities, we compete for opportunities with
a variety of institutional lenders and investors, including other REITs, specialty finance companies, public and private
funds (including other funds managed by affiliates of Blackstone), commercial and investment banks, commercial
finance and insurance companies and other financial institutions. Several other REITSs have raised, or are expected to
raise, significant amounts of capital, and may have investment objectives that overlap with ours, which may create
additional competition for lending and investment opportunities. Some competitors may have a lower cost of funds
and access to funding sources that are not available to us, such as the U.S. Government. Many of our competitors are
not subject to the operating constraints associated with REIT rule compliance or maintenance of an exclusion from
regulation under the Investment Company Act. In addition, some of our competitors may have higher risk tolerances
or different risk assessments, which could allow them to consider a wider variety of loans and investments, offer more
attractive pricing or other terms and establish more relationships than us. Furthermore, competition for originations of
and investments in our target assets may lead to decreasing yields, which may further limit our ability to generate
desired returns.

We may not be able to achieve our business goals or expectations due to the competitive risks that we face. For
additional information concerning these competitive risks, see Item 1A— “Risk Factors—Risks Related to Our Lending and
Investment Activities— We operate in a competitive market for lending and investment opportunities and competition
may limit our ability to originate or acquire desirable loans and investments in our target assets and could also affect

the yields of these assets.”

Employees

10
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We are externally managed by our Manager pursuant to the Management Agreement between our Manager and us.
Our executive officers serve as officers of our Manager. We do not have any employees.

Government Regulation

Our operations in the United States are subject, in certain instances, to supervision and regulation by state and federal
governmental authorities and may be subject to various laws and judicial and administrative decisions imposing
various requirements and restrictions, which, among other things: (1) regulate credit granting activities; (2) establish
maximum interest rates, finance charges and other charges; (3) require disclosures to customers; (4) govern secured
transactions; and (5) set collection, foreclosure, repossession and claims-handling procedures and other trade
practices. We are also required to comply with certain provisions of the Equal Credit Opportunity Act that are
applicable to commercial loans. We intend to conduct our business so that neither we nor any of our subsidiaries are
required to register as an investment company under the Investment Company Act. Furthermore, our international
activities are also subject to local regulations.

11



Edgar Filing: CAPITAL TRUST INC - Form 10-K

Table of Contents

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

Taxation of the Company

We made an election to be taxed as a REIT, effective January 1, 2003, under the Internal Revenue Code of 1986, as
amended, or the Internal Revenue Code, for U.S. federal income tax purposes. We generally must distribute annually
at least 90% of our net taxable income, subject to certain adjustments and excluding any net capital gain, in order for
U.S. federal income tax not to apply to our earnings that we distribute. To the extent that we satisfy this distribution
requirement, but distribute less than 100% of our net taxable income, we will be subject to U.S. federal income tax on
our undistributed taxable income. In addition, we will be subject to a 4% nondeductible excise tax if the actual amount
that we pay out to our stockholders in a calendar year is less than a minimum amount specified under U.S. federal tax
laws. Our qualification as a REIT also depends on our ability to meet various other requirements imposed by the
Internal Revenue Code, which relate to organizational structure, diversity of stock ownership and certain restrictions
with regard to the nature of our assets and the sources of our income. Even if we qualify as a REIT, we may be subject
to certain U.S. federal excise taxes and state and local taxes on our income and assets. If we fail to qualify as a REIT
in any taxable year, we will be subject to U.S. federal income taxes at regular corporate rates (including any applicable
alternative minimum tax) and will not be able to qualify as a REIT for the subsequent four full taxable years.

Furthermore, we have formed several taxable REIT subsidiaries, or TRS. Any TRS we own will pay federal, state and
local income tax on its net taxable income.

See Item 1A—"Risk Factors—Risks Related to our REIT Status and Certain Other Tax Items" for additional tax status
information.

Website Access to Reports

We maintain a website at http://www.capitaltrust.com. We are providing the address to our website solely for the
information of investors. We do not intend to incorporate the contents of the website into this report. Through our
website, we make available, free of charge, our annual proxy statement, annual reports on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K and amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, or the Exchange Act, as soon as
reasonably practicable after we electronically file such material with, or furnish them to, the SEC. The SEC maintains
a website that contains these reports at http://www.sec.gov.
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Item 1A. Risk Factors
FORWARD-LOOKING INFORMATION

This Annual Report on Form 10-K contains forward-looking statements within the meaning of the Section 27A of the
Securities Act of 1933, as amended, or the “Securities Act,” and Section 21E of the Exchange Act which involve certain

risks and uncertainties. Forward-looking statements may predict or describe our future operations, business plans,
business and investment strategies and portfolio management and the performance of our investments. These
forward-looking statements are identified by their use of such terms and phrases as “intend,” “goal,” “estimate,” “expect,
“project,” “projections,” “plans,” “seeks,” “anticipates,” “should,” “could,” “may,” “designed to,” “foreseeable future,”
“scheduled” and similar expressions. Our actual results or outcomes may differ materially from those anticipated. You

are cautioned not to place undue reliance on these forward-looking statements, which speak only as of the date the
statement was made. We assume no obligation to publicly update or revise any forward-looking statements, whether

as a result of new information, future events or otherwise, except as required by law.

99 ¢ LR INT 99 ¢

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

ethe effects of the recent dislocation in the financial markets and general economic recession upon our ability to
invest and manage our investments;

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

ethe level and volatility of prevailing interest rates and credit spreads, magnified by the current turmoil in the credit
markets;

. adverse changes in the real estate and real estate capital markets;
e difficulty in obtaining financing or raising capital, especially in the current constrained financial markets;
ethe deterioration of performance and thereby credit quality of property securing our investments, borrowers and, in
general, the risks associated with the ownership and operation of real estate that may cause cash flow deterioration

to us and potentially principal losses on our investments;

ea compression of the yield on our investments and the cost of our liabilities, as well as the level of leverage
available to us;

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

ecvents, contemplated or otherwise, such as acts of God including hurricanes, earthquakes, and other natural
disasters, acts of war and/or terrorism and others that may cause unanticipated and uninsured performance declines

and/or losses to us or the owners and operators of the real estate securing our investment;

ethe cost of operating our platform, including, but not limited to, the cost of operating a real estate investment
platform and the cost of operating as a publicly traded company;

13
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authoritative generally accepted accounting principles, or GAAP, or policy changes from such standard-setting
bodies as the Financial Accounting Standards Board, the SEC, the Internal Revenue Service, or IRS, the NYSE, and
other authorities that we are subject to, as well as their counterparts in any foreign jurisdictions where we might do

business; and

° those items discussed in risk factors set forth below.
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Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity, performance or achievements. We caution you not to place undue reliance
on these forward-looking statements. All written and oral forward-looking statements attributable to us or persons
acting on our behalf are qualified in their entirety by these cautionary statements. Moreover, unless we are required by
law to update these statements, we will not necessarily update or revise any forward-looking statements included or
incorporated by reference in this Annual Report after the date hereof, either to conform them to actual results or to
changes in our expectations.

Risks Related to Our Lending and Investment Activities
Our loans and investments expose us to risks associated with debt-oriented real estate investments generally.

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

While real estate fundamentals appear to be improving, we cannot predict the degree to which economic conditions
generally, and the conditions for real estate debt investing in particular, will continue to improve or whether they will
deteriorate further. Continuing declines in the performance of the U.S. and global economies or in the real estate debt
markets could have a material adverse effect on our business, financial condition and results from operations. In
addition, while improved real estate fundamentals may result in increased investment opportunities for us, market
conditions relating to real estate debt investments have evolved since the global financial crisis, which has resulted in
a modification to certain loan structures and/or market terms. Any such changes in loan structures and/or market terms
may make it relatively more difficult for us to monitor and evaluate our loans and investments.

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

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

° tenant mix and tenant bankruptcies;
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o success of tenant businesses;

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

o property location and condition;
. competition from other properties offering the same or similar services;

. changes in laws that increase operating expenses or limit rents that may be charged;
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o any need to address environmental contamination at the property;
o changes in national, regional or local economic conditions and/or specific industry segments;
o declines in regional or local real estate values;
. declines in regional or local rental or occupancy rates;

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

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

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

. adverse changes in zoning laws.

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

Interest rate fluctuations could reduce our ability to generate income on our investments, which could lead to a
significant decrease in our results of operations, cash flows and the market value of our investments.

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

Our operating results will depend, in part, on differences between the income earned on our investments, net of credit
losses, and our financing costs. For any period during which our investments are not match-funded, the income earned
on such investments may respond more slowly to interest rate fluctuations than the cost of our borrowings.
Consequently, changes in interest rates, particularly short-term interest rates, may immediately and significantly
decrease our results of operations and cash flows and the market value of our investments.
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Prepayment rates may adversely affect the value of our portfolio of assets.

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

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

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

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

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

In certain limited cases (e.g., in connection with a workout, restructuring and/or foreclosing proceedings involving one
or more of our investments), the success of our investment strategy with respect thereto will depend, in part, on our
ability to effectuate loan modifications and/or restructure and improve the operations of our borrower entities. The
activity of identifying and implementing successful restructuring programs and operating improvements entails a high
degree of uncertainty. There can be no assurance that we will be able to identify and implement successful
restructuring programs and improvements with respect to any distressed loans or investments we may have from time
to time.
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These financial difficulties may never be overcome and may cause borrower entities to become subject to bankruptcy
or other similar administrative proceedings. There is a possibility that we may incur substantial or total losses on our
investments and in certain circumstances, become subject to certain additional potential liabilities that may exceed the
value of our original investment therein. For example, under certain circumstances, a lender that has inappropriately
exercised control over the management and policies of a debtor may have its claims subordinated or disallowed or
may be found liable for damages suffered by parties as a result of such actions. In any reorganization or liquidation
proceeding relating to our investments, we may lose our entire investment, may be required to accept cash or
securities with a value less than our original investment and/or may be required to accept different terms, including
payment over an extended period of time. In addition, under certain circumstances, payments to us may be reclaimed
if any such payment or distribution is later determined to have been a fraudulent conveyance, preferential payment, or
similar transaction under applicable bankruptcy and insolvency laws. Furthermore, bankruptcy laws and similar laws
applicable to administrative proceedings may delay our ability to realize on collateral for loan positions held by us,
may adversely affect the economic terms and priority of such loans through doctrines such as equitable subordination
or may result in a restructuring of the debt through principles such as the “cramdown” provisions of the bankruptcy
laws.

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

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

® acquire investments subject to rights of senior classes and servicers under inter-creditor or servicing agreements;
o acquire only a minority and/or a non-controlling participation in an underlying investment;

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

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

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

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

We may from time to time originate or acquire B Notes, mezzanine loans and other investments that are subordinated

or otherwise junior in an issuer’s capital structure (such as preferred equity) and that involve privately negotiated
structures. To the extent we invest in subordinated debt or mezzanine tranches of an entity’s capital structure, such
investments and our remedies with respect thereto, including the ability to foreclose on any collateral securing such

investments, will be subject to the rights of holders of more senior tranches in the issuer’s capital structure and, to the
extent applicable, contractual inter-creditor and/or participation agreement provisions. Significant losses related to

such loans or investments could adversely affect our results of operations and financial condition.
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As the terms of such loans and investments are subject to contractual relationships among lenders, co-lending agents
and others, they can vary significantly in their structural characteristics and other risks. For example, the rights of
holders of B Notes to control the process following a borrower default may vary from transaction to transaction.
Further, B Notes typically are secured by a single property and accordingly reflect the risks associated with significant
concentration.

Like B Notes, mezzanine loans are by their nature structurally subordinated to more senior property-level financings.
If a borrower defaults on our mezzanine loan or on debt senior to our loan, or if the borrower is in bankruptcy, our
mezzanine loan will be satisfied only after the property-level debt and other senior debt is paid in full. As a result, a
partial loss in the value of the underlying collateral can result in a total loss of the value of the mezzanine loan. In
addition, even if we are able to foreclose on the underlying collateral following a default on a mezzanine loan, we
would be substituted for the defaulting borrower and, to the extent income generated on the underlying property is
insufficient to meet outstanding debt obligations on the property, may need to commit substantial additional capital
and/or deliver a replacement guarantee by a credit worthy entity, which could include us, to stabilize the property and
prevent additional defaults to lenders with existing liens on the property.

10
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Loans on properties in transition will involve a greater risk of loss than conventional mortgage loans.

We may invest in transitional loans to borrowers who are typically seeking short-term capital to be used in an
acquisition or rehabilitation of a property. The typical borrower under a transitional loan has usually identified an
undervalued asset that has been under-managed and/or is located in a recovering market. If the market in which the
asset is located fails to improve according to the borrower’s projections, or if the borrower fails to improve the quality
of the asset’s management and/or the value of the asset, the borrower may not receive a sufficient return on the asset to
satisfy the transitional loan, and we bear the risk that we may not recover some or all of our investment.

In addition, borrowers usually use the proceeds of a conventional mortgage to repay a transitional loan. Transitional
loans therefore are subject to risks of a borrower’s inability to obtain permanent financing to repay the transitional
loan. In the event of any default under transitional loans that may be held by us, we bear the risk of loss of principal
and non-payment of interest and fees to the extent of any deficiency between the value of the mortgage collateral and
the principal amount and unpaid interest of the transitional loan. To the extent we suffer such losses with respect to
these transitional loans, it could adversely affect our results of operations and financial condition.

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

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

There are increased risks involved with construction lending activities.

We may invest in loans which fund the construction of commercial properties. Construction lending generally is
considered to involve a higher degree of risk than other types of lending due to a variety of factors, including the
difficulties in estimating construction costs and anticipating construction delays and, generally, the dependency on
timely, successful completion and the lease-up and commencement of operations post completion.

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

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

We intend to invest a material portion of our capital in assets outside the United States if our Manager deems such

investments appropriate in its discretion. To the extent that we invest in non-domestic real estate-related assets, we
may be subject to certain risks associated with international investments generally, including, among others:
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currency exchange matters, including fluctuations in currency exchange rates and costs associated with conversion
of investment principal and income from one currency into another;
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eless developed or efficient financial markets than in the United States, which may lead to potential price volatility
and relative illiquidity;

ethe burdens of complying with international regulatory requirements and prohibitions that differ between
jurisdictions;

echanges in laws or clarifications to existing laws that could impact our tax treaty positions, which could adversely
impact the returns on our investments;

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

. political hostility to investments by foreign investors;
o higher rates of inflation;
o higher transaction costs;
. difficulty enforcing contractual obligations;
o fewer investor protections;

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

. potentially adverse tax consequences.

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

The ongoing Eurozone financial crisis may have an adverse effect on investments in Europe and the break up of the
Eurozone, or the exit of any member state, would create uncertainty and could affect our investments directly.

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

In addition, if we hold any assets that are denominated in Euros or British pounds sterling (including loans secured on
such assets), such as assets in continental Europe, further deterioration in the Eurozone economy could have a material
adverse effect on the value of our investment in such assets and amplify the currency risks faced by us.

If any country were to leave the Eurozone, or if the Eurozone were to break up entirely, the treatment of debt
obligations previously denominated in Euros is uncertain. A number of issues would be raised, such as whether

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

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

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

12
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Real estate valuation is inherently subjective and uncertain.

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

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

A number of entities compete with us to make the types of loans and investments that we seek to make. Our
profitability depends, in large part, on our ability to originate or acquire our target assets on attractive terms. In
originating or acquiring our target assets, we compete with a variety of institutional lenders and investors, including
other REITs, specialty finance companies, public and private funds (including other funds managed by affiliates of
Blackstone), commercial and investment banks, commercial finance and insurance companies and other financial
institutions. Several other REITs have raised, or are expected to raise, significant amounts of capital, and may have
investment objectives that overlap with ours, which may create additional competition for lending and investment
opportunities. Some competitors may have a lower cost of funds and access to funding sources that are not available
to us, such as the U.S. Government. Many of our competitors are not subject to the operating constraints associated
with REIT rule compliance or maintenance of an exclusion from regulation under the Investment Company Act. In
addition, some of our competitors may have higher risk tolerances or different risk assessments, which could allow
them to consider a wider variety of investments, offer more attractive pricing or other terms and establish more
relationships than us. Furthermore, competition for originations of and investments in our target assets may lead to the
yields of such assets decreasing, which may further limit our ability to generate satisfactory returns. We cannot assure
you that the competitive pressures we face will not have a material adverse effect on our business, financial condition
and results of operations. Also, as a result of this competition, desirable loans and investments in our target assets may
be limited in the future and we may not be able to take advantage of attractive lending and investment opportunities
from time to time, as we can provide no assurance that we will be able to identify and originate loans or make
investments that are consistent with our investment objectives.

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

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

To the extent that our portfolio is concentrated in any one region or type of asset, downturns relating generally to such
region or type of asset may result in defaults on a number of our investments within a short time period, it could
adversely affect our results of operations and financial condition.
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