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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)
Xl QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

FOR THE QUARTERLY PERIOD ENDED SEPTEMBER 30, 2007
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
FOR THE TRANSITION PERIOD FROM TO
Commission File Number: 001-33551

The Blackstone Group L.P.

(Exact name of Registrant as specified in its chagt)

Delaware 20-8875684
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)

345 Park Avenue
New York, New York 10154

(Address of principal executive offices)

(212) 583-5000

(Registrant’s telephone number, including area code

Indicate by check mark whether the Registrant ék)filed all reports required to be filed by Sewcti® or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 modh$or such shorter period that the Registrart vemjuired to file such reports), and
(2) has been subject to such filing requirementstfe past 90 days. Ye&l No [

Indicate by check mark whether the Registrantlés@e accelerated filer, an accelerated filer, noa-accelerated filer. See definition of
“accelerated filer and large accelerated filerRinle 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ] Accelerated filerd Non-accelerated fileEx]
Indicate by check mark whether the Registrantsbell company (as defined in Rule 12b-2 of the EExge Act). YesO No

The number of the Registrant’s common units reprtasg limited partner interests outstanding as of&mber 9, 2007 was 254,022,406,
which includes 101,334,234 non-voting common units.
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Forward-Looking Statements

This report may contain forward-looking statemenithin the meaning of Section 27A of the Securitdes of 1933 and Section 21E of
the Securities Exchange Act of 1934 which reflagtcurrent views with respect to, among other thjrayur operations and financial
performance. You can identify these forward-lookatgtements by the use of words such as “outldtielieves,” “expects,” “potential,”
“continues,” “may,” “will,” “should,” “seeks,” “appoximately,” “predicts,” “intends,” “plans,” “estiates,” “anticipatesbr the negative versic
of these words or other comparable words. Suchdohooking statements are subject to various riskswuarmbrtainties. Accordingly, there ¢
or will be important factors that could cause actuacomes or results to differ materially from sledndicated in these statements. We believe
these factors include but are not limited to thdsscribed under the section entitled “Risk Factorsiur prospectus dated June 21, 2007, filed
with the Securities and Exchange Commission in @zowe with Rule 424(b) of the Securities Act onel@5, 2007, as such factors may be
updated from time to time in our periodic filingsthvthe SEC which are accessible on the SEC’s welbsiwww.sec.gov. These factors should
not be construed as exhaustive and should be mea@hjunction with the other cautionary statemdéimés are included in this report and in the
prospectus. We undertake no obligation to publigigate or review any forward-looking statement, tvbeas a result of new information,
future developments or otherwise.
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In this report, references to “Blackstone,” “weyis” or “our” refer (1) prior to the consummationafr reorganization into a holding
partnership structure in June 2007 as describedrdiMnagement’s Discussion and Analysis of FinahCiondition and Results of
Operations—Significant Transactions—Reorganizatiom’Blackstone Group, which comprised certain oidated and combined entities
historically under the common ownership of (a) ttuw founders, Mr. Stephen A. Schwarzman and MrelP@t Peterson, and our other senior
managing directors, (b) selected other individesigaged in some of our businesses and (c) a satysafi American International Group, Inc.
and (2) after our reorganization, to The BlackstGmeup L.P. and its consolidated subsidiaries.

“Blackstone funds,” “our funds” and “our investmdahds”refer to the corporate private equity funds, reshe opportunity funds, fun
of hedge funds, mezzanine funds, senior debt v&higroprietary hedge funds and closed-end mutmalsfthat are managed by Blackstone.
“Our carry funds’refer to the corporate private equity funds, rethie opportunity funds and mezzanine funds treatreanaged by Blackstor
“Our hedge funds” refer to the funds of hedge fuadd proprietary hedge funds that are managed &gkBtone.

“Assets under management” refers to the assetsamage. Our assets under management equal the sum of

(1) the fair market value of the investments held byaarry funds plus the capital that we are entittedall from investors in thos
funds pursuant to the terms of their capital comaitts to those funds (plus the fair value of cestinents arranged by us that
were made by limited partners in portfolio invesirtseof our corporate private equity and real edtates as to which we receive
fees or a carried interest allocatio

(2) the net asset value of our funds of hedge fundgrgatary hedge funds and clo-end mutual funds; ar
(3) the amount of capital raised for our senior delhicles.

Our calculation of assets under management magrdifim the calculations of other asset managedsaara result this measure may not
be comparable to similar measures presented by asiset managers. Our definition of assets undeagement is not based on any definition
of assets under management that is set forth ingheements governing the investment funds thahereage.
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

Assets

THE BLACKSTONE GROUP L.P.

Condensed Consolidated and Combined Statements ofencial Condition (Unaudited)

(Dollars in Thousands, Except Unit Data)

Cash and Cash Equivalel

Cash Held by Blackstone Fun
Investments, at Fair Valt

Accounts Receivabl

Due from Brokers

Investment Subscriptions Paid in Adval
Due from Affiliates

Other Asset:

Intangible Assets, N¢

Goodwill

Deferred Tax Assel
Total Assets

Liabilities and Partners’ Capital

Loans Payabl

Amounts Due to Nc-Controlling Interest Holder
Securities Sold, Not Yet Purchas

Due to Affiliates

Accrued Compensation and Bene

Accounts Payable, Accrued Expenses and Other [tiabi
Total Liabilities

Commitments and Contingencie

Non-Controlling Interests in Consolidated Entities
Partners’ Capital

Partners’ Capital (common units, 254,667,568 isareti254,022,406 outstanding as of September 30
2007)

Accumulated Other Comprehensive Inca
Total Partners’ Capital

Total Liabilities and Partners’ Capital

See notes to condensed consolidated and combmautfal statements.
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September 30, December 31,
2007 2006
$ 610,190 $ 129,44
312,86¢ 810,72!
6,703,501  31,263,57
352,76¢ 656,16"
1,231,49 398,19¢

4,29t 280,91°
596,12¢ 257,22!
99,161 94,80(
659,88 —
1,606,51. —
793,21 —
$12,970,01  $33,891,04
$ 144500 $ 975,98
209,33t 647,41¢
1,084,80: 422,78t
1,119,27. 103,42¢
118,97¢ 66,30:
164,89¢ 157,35!
2,841,79- _ 2,373,27
5,808,85. 28,794,89
4,318,97. 2,712,60!
398 10,27
4,319,36! 2,722,87!

$12,970,01  $33,891,04
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THE BLACKSTONE GROUP L.P.
Condensed Consolidated and Combined Statements afdome (Unaudited)
(Dollars in Thousands, Except Unit and Per Unit Daa)

Revenues
Management and Advisory Fees (includes fees edroed

affiliates of $75,034 and $74,884 for the three therended
September 30, 2007 and 2006, respectively, and,$88%kanc
$233,687 for the nine months ended September 3, a86d

2006, respectively
Performance Fees and Allocatic
Investment Income and Oth

Total Revenues
Expenses
Compensation and Benef
Interest
General, Administrative and Oth
Fund Expense
Total Expenses
Other Income

Net Gains from Fund Investment Activiti

Income (Loss) Before No-Controlling Interests in Income of
Consolidated Entities and Provision for Taxes

Non-Controlling Interests in Income (Loss) of Consolidéed
Entities

Income (Loss) Before Provision for Taxe
Provision for Taxes

Net Income (Loss

Net Loss

Net Loss Per Common Unil
Basic

Diluted

Weighted-Average Common Units
Basic

Diluted

See notes to condensed consolidated and combmatfal statements.
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Three Months
Ended September 30,

Nine Months
Ended September 30,

2007

2006

2007

2006

$ 329,44! $ 241,38 $ 1,118,54. $ 725,49
150,58t 177,98¢ 1,266,83: 491,44¢
46,65¢ 42,152 319,80¢ 124,64¢
526,68t 461,53( 2,705,18. 1,341,59:
929,72 61,561 1,354,47. 170,87:

2,25¢ 7,26¢ 28,56( 27,44¢
111,81« 23,36 190,63 74,55¢
7,20z 40,57¢ 126,44¢ 97,34¢
1,050,99! 132,77" 1,700,11. 370,22¢
9,88¢ 815,17: 5,406,700 2,222,54!
(514,42Y 1,143,92 6,411,77: 3,193,90!
(407,076 761,33 4,601,13! 2,084,58.
(107,349 382,58¢ 1,810,63! 1,109,32
5,841 10,04 17,40 25,56(
$ (113,190 $ 372,54¢ $ 1,793,23 $1,083,76!

June 19, 2007

through

September 30, 20C

$ (113,190 $ 165,51/

$ (0.44) $ (0.65)

$ (0.44) $ (0.6

254,390,19 254,422,19

254,390,19 254,422,19
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THE BLACKSTONE GROUP L.P.
Condensed Consolidated and Combined Statements oagh Flows (Unaudited)
(Dollars in Thousands)

For the Nine Months Ended

September 30,
2007 2006
Cash Flows from Operating Activities
Net Income $ 1,793,23 $ 1,083,76!
Adjustments to Reconcile Net Income to Net CashdUseéOperating Activities
Blackstone Funds Relate
Non-Controlling Interests in Income of Consolidated it 2,033,09! 3,150,60!
Net Realized Gains on Investme (3,825,60) (4,013,509
Changes in Unrealized (Gains) Losses on Investnfdidsable to Blackstone Grot (43,835 51,19¢
Non-Cash Performance Fees and Allocati (322,29) 264,97¢
Equity-Based Compensation Exper 983,63¢ —
Intangible Amortizatior 62,404 —
Other Nor-Cash Amounts Included in Net Incor 5,48¢ (34,88))
Cash Flows Due to Changes in Operating Assets afidlities:
Cash Held by Blackstone Fun 494,24( (27,58
Cash Relinquished with Deconsolidation of Partnigr (884,479 —
Due from Broker: (833,30)) —
Accounts Receivabl 249,22: (117,737
Due from Affiliates (405,429 (205,95
Other Asset: (64,77¢) (2,340
Accrued Compensation and Bene 49,61¢ 34,917
Accounts Payable, Accrued Expenses and Other [tiabi 24,57¢ 37,74
Due to Affiliates 433,58: 39,43(
Amounts Due to Nc-Controlling Interest Holder 23,69 232,64!
Blackstone Funds Relate
Investments Purchas: (12,371,95) (8,588,71)
Cash Proceeds from Sale of Investm 11,504,82 6,694,83
Net Cash Used in Operating Activiti (1,094,05) (1,290,59))
Cash Flows from Investing Activities
Purchase of Furniture, Equipment and Leaseholddagments (17,119 (14,059
Elimination of Cash for Nc-Contributed Entitie: (23,29)) —
Net Cash Used in Investing Activiti (40,409 (14,059
Cash Flows from Financing Activities
Issuance of Units in Initial Public Offerir 7,501,241 —
Distributions to No-Controlling Interest Holders in Consolidated Ees! (5,825,84) (5,365,45()
Contributions from No-Controlling Interest Holders in Consolidated Eetl 7,181,62! 7,696,27.
Contributions from Predecessor Own 282,33t 227,38
Distributions to Predecessor Own (2,710,04) (1,436,56I)
Purchase of Interests from Predecessor Ow (4,569,111 —
Repurchase of Unil (17,69 —
Proceeds from Loans Payal 5,251,93 6,007,50:
Repayment of Loans Payat (5,479,870 (5,827,47)
Net Cash Provided By Financing Activiti 1,614,56! 1,301,671
Effect of Exchange Rate Changes on Cash and Caskidtents 63¢ 1,30¢
Net Increase (Decrease) in Cash and Cash Equivalet 480,75( (1,669
Cash and Cash Equivalents, Beginning of Pe 129,44 86,41/
Cash and Cash Equivalents, End of Pe $ 610,19! $ 84,74t

See notes to condensed consolidated and combimautfal statements.
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THE BLACKSTONE GROUP L.P.
Condensed Consolidated and Combined Statements oagh Flows (Unaudited)
(Dollars in Thousands)

For the Nine Months Ended
September 30,
2007 2006

Supplemental Disclosures of Cash Flow Informatiol

Payments for Intere: $ 26,517 $ 51,35¢
Payments for Income Tax $ 5527¢ $ 19,11f
Supplemental Disclosure of No-Cash Operating Activities
Net Activities Related to Investment Transactioh€onsolidated Blackstone Fun $ = $(543,16))
Redemption of Investments from One Investee F $ (21,26%H $ (11,849
Supplemental Nor-Cash Financing Activities
Non-Cash Distributions to Nc-Controlling Interest Holder $ — $ 34,16(
Non-Cash Distributions to Partne $ (3399 $136,82
Net Activities Related to Capital Transactions @ihSolidated Blackstone Fun $ — $(543,16))
Elimination of Capital of No-Contributed Entitie: $ 11894 $ —
Elimination of Nor-Controlling Interests of N¢-Contributed Entitie: $ 823,03 $ —
Contribution on Investments to Another Investeed-within the Same Manag $ 21,268 $ 11,84¢
Transfer of Partne’ Capital to No-Controlling Interest: $2,058,06! $ —
Distribution Payable to Predecessor Owr $ 6599 § =
Reorganization of the Partnersh
Goodwill as a Result of Reorganizati $(1,606,51) $ =
Intangibles as a Result of Reorganiza $ (722,28) $ —
Accounts Payable, Accrued Expenses and Other [tiabi $ 17.66( $ —
Due to Affiliates $ 5533 $ —
Non-Controlling Interest in Consolidated Entiti $2,255,80. $ —
Exchange of Founders and Senior Managing Dire’ Interests in Blackstone Holding
Deferred Tax Asse $ (793,21) $ —
Due to Affiliates $ 67423, $ —
Partner’ Capital $ 118,98. $ —

See notes to condensed consolidated and combmatfal statements.
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THE BLACKSTONE GROUP L.P.
Notes to Condensed Consolidated and Combined Finaat Statements (Unaudited)
(All Dollars Are in Thousands, Except Unit and PerUnit Data, Except Where Otherwise Noted)

1. ORGANIZATION AND BASIS OF PRESENTATION

The Blackstone Group L.P. (the “Partnership”), tbge with its consolidated subsidiaries (collediyéBlackstone”), is a leading global
alternative asset manager and provider of finaradsalsory services based in New York. The alteveatisset management businesses include
the management of corporate private equity furetd, estate opportunity funds, funds of hedge fumzzanine funds, senior debt vehicles,
proprietary hedge funds and closed-end mutual furmectively referred to as the “Blackstone Fuhd@ackstone also provides various
financial advisory services, including corporaté amergers and acquisitions advisory, restructuaimg) reorganization advisory and fund
placement services.

Basis of Presentation- The accompanying unaudited condensed consolidgatgdombined financial statements of the Partigisive been
prepared in accordance with accounting principkysegally accepted in the United States of AmefiGRAP”) for interim financial

information and the instructions to Form 10-Q. Thadensed consolidated and combined financialmttes, including these notes, are
unaudited and exclude some of the disclosuresnmedjin annual financial statements. Managemengbedi it has made all necessary
adjustments (consisting of only normal recurriragris) so that the condensed consolidated and cothbirencial statements are presented
fairly and that estimates made in preparing itsdemsed consolidated and combined financial statenaea reasonable and prudent. The
operating results presented for interim periodshatenecessarily indicative of the results that lhayexpected for any other interim period or
for the entire year. These condensed consolidatédt@ambined financial statements should be readmjunction with the combined financial
statements of the Partnership for the year endegbber 31, 2006 included in the Partnership’s pross dated June 21, 2007 filed with the
Securities and Exchange Commission on June 25,2007

The accompanying condensed consolidated and cothfiimancial statements include (1) subsequentea¢brganization as described below,
the consolidated accounts of Blackstone, and (B) o the reorganization the entities engagedhénabove businesses under the common
ownership of the two founders of Blackstone, StepheSchwarzman and Peter G. Peterson (the “Fosfd&lackstone’s other senior
managing directors and selected other individuadgged in some of Blackstosdiusinesses, personal planning vehicles bendficiained by
the families of these individuals and a subsidnamerican International Group, Inc. (“AlG”), whoare referred to collectively as the
“predecessor owners”.

Certain of the Blackstone Funds are included incthredensed consolidated and combined financiarsts of the Partnership. Conseque

the condensed consolidated and combined finaneigdraents of the Partnership reflect the assatsilities, revenues, expenses and cash flows
of these consolidated Blackstone Funds on a grass.blhe majority economic ownership interesth@se funds are reflected as Non-
Controlling Interests in Consolidated Entitieshe tondensed consolidated and combined finaneitdraents. The consolidation of these
Blackstone Funds has no net effect on the Partipesdiiet Income or Partners’ Capital.

The Partnership’s interest in Blackstone Holdirege(“Reorganization of the Partnership” below) ithiw the scope of the Emerging Issues
Task Force (“EITF”) Issue No. 04-Betermining Whether a General Partner, or the Gah@artners as a Group, Controls a Limited
Partnership or Similar Entity When the Limited Reats Have Certain Righ(“EITF 04-5"). Although the Partnership has a mitypeconomic
interest in Blackstone Holdings, it has a majovibying interest and controls the management of Bieme Holdings. Additionally, although
the Blackstone Holdings’ limited partners hold goni&y economic interest in Blackstone Holdingsyttdo not have the right to dissolve the
partnership or have substantive kick-out rightparticipating rights that would overcome the preptian of control by the Partnership.
Accordingly, the Partnership consolidates Blackstbioldings and records non-controlling interesttfer economic interests in Blackstone
Holdings held directly by the Founders and the@emianaging directors and selected other indivEleajaged in some of Blackstone’s
businesses and AIG.

Certain prior period financial statement balanc@gehbeen reclassified to conform to the currendégmtation.

Reorganization of the Partnership —The Partnership was formed as a Delaware limitetheeship on March 12, 2007. The Partnership is
managed and operated by its general partner, Blaek$roup Management L.L.C., which is in turn vijr@wned and controlled by
Blackstone’s senior managing directors and the Bers
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THE BLACKSTONE GROUP L.P.
Notes to Condensed Consolidated and Combined Finaat Statements (Unaudited)
(All Dollars Are in Thousands, Except Unit and PerUnit Data, Except Where Otherwise Noted)

Blackstone’s business was historically conducteduph a large number of entities as to which tleae no single holding entity but which
were separately owned by its predecessor ownewsdir to facilitate the initial public offeringsalescribed in further detail below, the
predecessor owners completed a reorganization the @lose of business on June 18, 2007 (the “Redizgtion”)whereby, with certain limite
exceptions, each of the operating entities of tleel@cessor organization and the intellectual ptgpaghts associated with the Blackstone
name, were contributed (“Contributed Businessesfive newlyformed holding partnerships (Blackstone HoldingsR., Blackstone Holdin¢

Il L.P., Blackstone Holdings Il L.P., Blackstoneldings IV L.P. and Blackstone Holdings V L.P. (ectively, “Blackstone Holdings”)) or
sold to wholly-owned subsidiaries of the Partngrghihich in turn contributed them to Blackstone ¢Hogs). The Partnership, through wholly-
owned subsidiaries, is the sole general partneaoh of the Blackstone Holdings partnerships.

The Reorganization was accounted for as an exchafngrgtities under common control for the interéstthe Contributed Businesses which
were contributed by the Founders and the othepsemanaging directors (collectively, the “Contrald@p”) and as an acquisition of non-
controlling interests using the purchase methoacebunting for all the predecessor owners other tha Control Group pursuant to Statement
of Financial Accounting Standard (“SFAS”) No. 18lsiness Combinatiorfs§SFAS No. 141").

Blackstone also entered into an exchange agreemigmholders of partnership units in Blackstone diogs (other than the Partnership’s
wholly-owned subsidiaries) so that these holdersjext to the vesting, minimum retained ownerskiguirements and transfer restrictions set
forth in the partnership agreements of the Blaaiestdoldings partnerships, may up to four times gasar exchange their Blackstone Holdings
Partnership Units for the Partnership common wnita one-for-one basis, subject to customary caiverate adjustments for splits, unit
distributions and reclassifications. A Blackstongdings limited partner must exchange one partrgnshit in each of the five Blackstone
Holdings partnerships to effect an exchange forammmon unit in the Partnership. The terms “BlaskstHoldings Partnership Unit” or
“partnership unit in/of Blackstone Holdings” refasllectively to a partnership unit in each of tHadkstone Holdings partnerships.

Undistributed earnings of the Contributed Businesbeough the date of the Reorganization inuratiedoenefit of the predecessor owners.
Such amounts totaled $840.1 million. The undistedibalance of $66.0 million as of September 30,72fas been recorded as a component of
Due to Affiliates.

Initial Public Offering — On June 27, 2007, the Partnership completed thalipublic offering (“IPQO”) of its common units peesenting

limited partner interests in the Partnership. Ugancompletion of the IPO, public investors indihgowned approximately 14.1% of the eq

in Blackstone. Concurrently with the IPO, the Parship completed the sale of non-voting commonsyunépresenting approximately 9.3% of
the equity in Blackstone, to Beijing Wonderful Iistments, an investment vehicle established by dople’s Republic of China with respect to
its foreign exchange reserve. Beijing Wonderfuldsivnents is restricted in the future from purchga@fackstone Common Units so that its
equity interest in Blackstone remains under 10%.

The Partnership contributed the proceeds fromR@ d&nd the sale of non-voting common units to Bgilivonderful Investments to its wholly-
owned subsidiaries, which in turn used these pxé® (1) purchase interests in the Contributedri®sses from the predecessor owners
(which interests were then contributed to Blackstbioldings in exchange for newly-issued Blacksthoéings Partnership Units), and

(2) purchase additional newly-issued Blackstonedithgls Partnership Units from Blackstone Holdings.

Consolidation and Deconsolidation of Blackstone Fuis —In accordance with GAAP, a number of the BlackstBnads were historically
consolidated into Blackstone’s combined financiatements.

Concurrently with the Reorganization, the ContrdsliBusinesses that act as a general partner ofsplidated Blackstone fund (with the
exception of Blackstone’s proprietary hedge funas five of the funds of hedge funds) took the neagssteps to grant rights to the
unaffiliated investors in each respective fundrovide that a simple majority of the fund’s unaéfied investors will have the right, without
cause, to remove the general partner of that furid accelerate the liquidation date of that fum@écordance with certain procedures. The
granting of these rights results in the deconstibdeof such investment funds from the Partnershgwnsolidated financial statements and the
accounting of Blackstone’s interest in these fumader the equity method. With the exception

9
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THE BLACKSTONE GROUP L.P.
Notes to Condensed Consolidated and Combined Finaat Statements (Unaudited)
(All Dollars Are in Thousands, Except Unit and PerUnit Data, Except Where Otherwise Noted)

of certain funds of hedge funds, these rights becefiective on June 27, 2007 for all Blackstonedfuwhere these rights were granted. The
effective date of these rights for the applicabileds of hedge funds was July 1, 2007. In the Cosetk@onsolidated and Combined Statem
of Income and Cash Flows for the applicable thresix month periods ended June 30, 2007, the ehfrom consolidation to the equity
method of accounting was presented retroactivelf/thg rights that became effective on June 2D720ad been granted effective January 1,
2007. During the third quarter of 2007, Blackstohanged the presentation of these funds to refiectonsolidated results of these funds it
Partnership’s condensed consolidated and combinaddial statements until the rights became effectThis change has been reflected
retrospectively to January 1, 2007. The retrospeathange in the method of presentation had nodtrtpahe financial statement information
for prior years included within Blackstone's filiag

If the current presentation method had been apfdiethe applicable three and six month periodseentline 30, 2007 as reported on Form 10-
Q, the impact would have been as follows:

Condensed Consolidated and Combined Statements afdome (Unaudited)

Three Months Six Months
Ended June 30, 2007 Ended June 30, 2007
As As
Originally Effect of Originally Effect of
Reported As Adjusted Change Reported As Adjusted Change
Total Revenue $ 975,32( $ 975,32( $ — $2,201,68! $2,201,68! $ —
Total Expense (430,949 (476,969 (46,025 (560,84) (649,12() (88,279
Net Gains from Fund Investment Activiti 601,68: 2,337,15 1,735,46! 1,197,56: 5,373,63 4,176,07:
Income Before Nor-Controlling Interests in
Income of Consolidated Entities and Provisio
(Benefit) for Taxes 1,146,05! 2,835,50: 1,689,44. 2,838,411 6,926,20: 4,087,79:
Non-Controlling Interests in Income of
Consolidated Entities 374,11° 2,063,56 1,689,44. 920,42: 5,008,21! 4,087,79:
Income Before Provision (Benefit) for Taxe: 771,94. 771,94: — 1,917,98 1,917,98 —
Provision (Benefit) for Taxes (2,409 (2,409 — 11,56( 11,56( —
Net Income $ 774,35, & 774,35, & — $1,906,42  $1,906,42 $ —

As there would have been no impact on BlackstoNetsincome, there would have been no effect onddst Income (Loss) per Common
Unit, or Diluted Net Income (Loss) per Common Unit.

10
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THE BLACKSTONE GROUP L.P.
Notes to Condensed Consolidated and Combined Finaat Statements (Unaudited)
(All Dollars Are in Thousands, Except Unit and PerUnit Data, Except Where Otherwise Noted)

Condensed Consolidated and Combined Statements oaéh Flows (Unaudited)

For the Six Months Ended June 30, 200

OrigA;r?ally Effect of
Reported As Adjusted Change
Cash Flows from Operating Activities
Blackstone Funds Relate
Non-Controlling Interests in Income of Consolidated ifie $ 38830 $ 2,369,961 $2,331,13
Net Realized Gains on Investme (1,178,04) (3,474,97) (2,296,93)
Investments Purchas: (4,738,01) (10,469,57) (5,731,56)
Cash Proceeds from Sale of Investme 4,325,63: 9,142,90. 4,817,27.
Cash Relinquished with Deconsolidation of Partnipss — (702,24¢) (702,24¢)
Due from Affiliates (18,329 (687,48 (669,159
Due to Affiliates 68,01( 713,14! 645,13!
Other Operating Activitie 2,173,13. 2,281,15! 108,02
Net Cash Provided by (Used in) Operating Activi 671,22( (827,109 (1,498,32)
Cash Flows from Investing Activities (37,810 (37,810 —
Cash Flows from Financing Activities
Distributions to No-Controlling Interest Holders in Consolidated Ee8! (1,350,62) (5,557,04) (4,206,41))
Contributions from No-Controlling Interest Holders in Consolidated Eet 1,125,07 6,687,35 5,562,27.
Proceeds from Loans Payal 1,617,48: 5,221,30: 3,603,82!
Repayment of Loans Payat (2,015,349 (5,477,20) (3,461,85)
Other Financing Activitie: 1,293,92. 1,293,79. (137)
Net Cash Provided By Financing Activiti 670,51( 2,168,20! 1,497,69!
Effect of Exchange Rate Changes on Cash and Casheients — 63¢ 63¢
Net Increase in Cash and Cash Equivalent 1,303,92 1,303,92 —
Cash and Cash Equivalents, Beginning of Pe 129,44 129,44 —
Cash and Cash Equivalents, End of Pe $ 1,433,36. $ 1,433,36. $ —

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Investments, At Fair Value —The Blackstone Funds are, for GAAP purposes, imvest companies under the AICPA Audit and Accounting
Guidelnvestment Companie§ hus, such funds reflect their investments, idiclg Securities Sold, Not Yet Purchased, on thedéosed
Consolidated and Combined Statements of Finan@abl@ion at fair value, with unrealized gains angdes resulting from changes in fair
value reflected as a component of Net Gains fromdHavestment Activities in the Condensed Constéidaand Combined Statements of
Income. Fair value is the amount that would beiueckto sell an asset or paid to transfer a lighiln an orderly transaction between market
participants at the measurement date (i.e., thepegie). Additionally, these funds do not consatil their majority-owned and controlled
investments (the “Portfolio Companies”). The Parshé has retained the specialized accountingnfeBiackstone Funds pursuant to EITF
Issue No. 85-12Retention of Specialized Accounting for Investmien@onsolidation
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The fair value of the Partnership’s Investments &adurities Sold, Not Yet Purchased are based seraable market prices when available.
Such prices are based on the last sales pricecomélasurement date, or, if no sales occurred dndate, at the “bid” price at the close of
business on such date and if sold short, at tHe fagce at the close of business on such dateurEatand options contracts are valued based ol
closing market prices. Forward and swap contragtvalued based on market rates or prices obtdinedrecognized financial data service
providers.

A significant number of the investments have besned by the Partnership, in the absence of obBkrvaarket prices, using the valuation
methodologies described below. Additional inforroatregarding these investments is provided in Mdtethe condensed consolidated and
combined financial statements. For some investmétits market activity may exist; managementietermination of fair value is then base:
the best information available in the circumstareed may incorporate management’s own assumpfldresPartnership estimates the fair
value of investments when market prices are notmable as follows.

Corporate private equity, real estate and mezzaiimestments For investments for which observable market gride not exist, such
investments are reported at fair value as detemintiyethe Partnership. Fair value is determinedgugaiuation methodologies after giving
consideration to a range of factors, including mttlimited to the price at which the investmensva&quired, the nature of the investment, |
market conditions, trading values on public excleasnfpr comparable securities, current and projegpedating performance and financing
transactions subsequent to the acquisition ofrthestment. These valuation methodologies involsigaificant degree of management
judgment.

Funds of hedge fun— Blackstone Funds’ direct investments in hedgel$ufiinvestee Funds’gre stated at fair value, based on the inform.
provided by the Investee Funds which reflects therfership’s share of the fair value of the neetsssf the investment fund.

Certain Blackstone Funds sell securities that theepot own, and will therefore be obligated to phage such securities at a future date. The
value of an open short position is recorded aahiliiy, and the fund records unrealized apprearatir depreciation to the extent of the
difference between the proceeds received and tlne whthe open short position. The applicable Bsane Fund records a realized gain or
when a short position is closed. By entering iritorssales, the applicable Blackstone Fund bearsidrket risk of increases in value of the
security sold short. The unrealized appreciatiodepreciation as well as the realized gain or &ss®ciated with short positions are included in
the Consolidated and Combined Statements of Inasni¢et Gains from Fund Investment Activities.

Securities transactions are recorded on a tradehdeats.

Equity Method Investments— Blackstone’s general partner interests in thdiegigle Blackstone Funds are within the scope affED4-5.
Historically, Blackstone has consolidated its gahpartners’ interests in the corporate privatetggeeal estate and mezzanine funds and
certain funds of hedge funds that it manages. hjucaction with its IPO and as described in Not8lthckstone granted rights to unaffiliated
limited partner fund investors to provide thatmpie majority of the fund’s investors will have ttight, without cause, to remove the general
partner of that fund or to accelerate the liquinlatiate of that fund in accordance with certaircedures. Consequently, these general partners
no longer control, but retain significant influenmeer, the activities of certain of the funds antl account for these general partners’ interests
using the equity method of accounting pursuantdoodnting Principles Board (“APB”) Opinion No. IBhe Equity Method of Accounting for
Investments in Common St((“APB 18"). Blackstone’s equity in earnings (loss&®m equity method investees is included in Irent

Income and Other in the Condensed ConsolidatedCantbined Statements of Income as such investmeptsesent an integral part of
Blackstone’s business.

Blackstone also invests in entities other thamigmaged funds. In such instances where Blackstamtsesignificant influence, but not control,
typically when its percentage voting interest iglsinvestments is between 20% and 50%, the Pahipesiscounts for these investments using
the equity method of accounting.
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The Partnership evaluates for impairment its equiéghod investments, including any intangibles goodwill related to the acquisition of
such investments, whenever events or changesdanegtances indicate that the carrying amountsdf swestments may not be recoverable
in accordance with APB 18. The difference betwéendarrying value of the equity method investmertt it&s estimated fair value is recogni
as an impairment when the loss in value is deerttegt than temporary.

Management and Advisory Fees Fhe Partnership has reclassified into a singlemege&omponent the amounts historically reportefusmsl
Management Fees and Advisory Fees. Historicallgeimain management fee arrangements, Blackstaee/esl a fee attributable to fund
performance. Such amounts have been reclassifetthaluded in Performance Fees and Allocations.

Performance Fees and Allocations Performance Fees and Allocations consist pringip#lthe preferential allocations of profits (“cied
interest”) which are a component of the generaingas’ interests in the corporate private equital estate and mezzanine funds. Blackstone is
entitled to carried interest from an investmentfuhen the fund achieves cumulative investmentmstin excess of a specified rate. The
Partnership records as revenue the amount thativibeutlue pursuant to the fund agreements at eaitld@and as if the fund agreements were
terminated at that date.

Investment Income and Other 4nvestment Income and Other principally reflects itlvestment performance, realized and unrealizied,
Blackstone’s investments in the Blackstone Fundsedkas Blackstone’s equity in earnings (lossjrfrequity method investees.

Business Combinations The Partnership accounts for acquisitions usingtirehase method of accounting in accordance VAhRSS

No. 141. The purchase price of the acquisitiorlleated to the assets acquired and liabilitiesi@esl using the fair values determinec
management as of the acquisition date. The unalidiiedensed consolidated and combined financiedratents of the Partnership for the
periods presented does not reflect any businesbioations. However, the acquisition of noortrolling interests described in Notes 1 ands
accounted for using the purchase method of acaoyptirsuant to SFAS No. 141.

Goodwill and Intangible Assets -SFAS No. 142Goodwill and Other Intangible Assgt$SFAS No. 142”),does not permit the amortization
goodwill and indefinite-lived assets. Under SFAS W42, these assets must be reviewed annuallynfeairment or more frequently if
circumstances indicate impairment may have occutdethtifiable finite lived intangible assets araatized over their estimated useful lives,
which are periodically reevaluated for impairmenten circumstances indicate impairment may haesiwed in accordance with SFAS No.
142.

Compensation and Benefits -€ompensation includes salaries, bonuses (disceegiaawards and guaranteed amounts) and the amimntiz
equity-based compensation as described below. Bsrare accrued over the service period to which riblate. Benefits includes both senior
managing directors’ and employees’ benefit expelRser to the IPO, payments made to senior managjiregtors were accounted for as
partnership distributions rather than as compensati

Equity-based Compensation -Equity-based compensation is accounted for undeptbvisions of SFAS No. 123(RJhare-Based Payment
(“SFAS No. 123(R)"), which revises SFAS No. 12&,counting for Stock-Based Compensatiand supersedes APB Opinion No. 25,
Accounting for Stock Issued to Employ. Under SFAS No. 123(R), the cost of employee ser/received in exchange for an award of equity
instruments is generally measured based on the-dede fair value of the award. Equity-based awdnds do not require future service (i.e.,
vested awards) are expensed immediately. Equitgebemployee awards that require future serviceemagnized over the relevant service
period. Further, as required under SFAS No. 123ti) Partnership estimates forfeitures for equagda awards that are not expected to vest.

Profit Sharing Plan — A portion of the carried interest earned subseqteetite Reorganization with respect to certain &iisddue to senior
managing directors and employees. These amoungceaoeinted for by the Partnership as compensatofit pharing arrangements in
conjunction with the related carried interest ineoamd recorded as compensation expense. Currappiypximately 40% of the carried interest
earned under these arrangements is paid to théisedunals who work in the related operations. Dégépartners are also entitled to their
vested share of carried interest distributionsiveckfrom our carry funds.

13



Table of Contents

THE BLACKSTONE GROUP L.P.
Notes to Condensed Consolidated and Combined Finaat Statements (Unaudited)
(All Dollars Are in Thousands, Except Unit and PerUnit Data, Except Where Otherwise Noted)

Net Income (Loss) Per Common Unit The Partnership computes Net Income (Loss) per Gamldnit in accordance with SFAS No. 128,
Earnings Per Shar. Basic Net Income (Loss) per Common Unit is coraduiy dividing income (loss) available to commoithwiders by the
weighted-average number of common units outstanidinthe period. Diluted Net Income (Loss) per Coomtnit reflects the assumed
conversion of all dilutive securities. Prior to tReorganization, Blackstone’s business was condubteugh a large number of entities as to
which there was no single holding entity but whiedre separately owned by its then existing owngnsre was no single capital structure
upon which to calculate historical earnings pet urformation. Accordingly, earnings per unit infioation has not been presented for historical
periods prior to the Reorganization.

Income Taxes -Blackstone has historically operated as a partigefeh U.S. federal income tax purposes and maésly corporate entity in
non-U.S. jurisdictions. As a result, income hasbexn subject to U.S. federal and state incomest®eaxes related to income earned by these
entities represent obligations of the individualtpers and members and have not been reflectéatihistorical combined financial statements.
Income taxes shown on the historical combined istates of income are attributable to the New Yorty @nincorporated business tax and
income taxes on certain entities located in non-jlu$sdictions.

Following the Reorganization, the Blackstone Hoddipartnerships and their subsidiaries continugpérate in the U.S. as partnerships for
U.S. federal income tax purposes and generallypgsocate entities in non-U.S. jurisdictions; acdoglly, these entities in some cases continue
to be subject to New York City unincorporated besitax, or in the case of non-U.S. entities, to-UdS. corporate income taxes. In addition,
certain of the wholly-owned subsidiaries of thetRarship are subject to federal, state and loagdarate income taxes at the entity level and
these are reflected in the consolidated finant¢ékments.

Recent Accounting Pronouncements 1 June 2006, the FASB issued Interpretation (“BIN®. 48,Accounting for Uncertainty in Income
Taxes, an interpretation of FASB Statement No.(10® 48”). FIN 48 requires companies to recognilze tax benefits of uncertain tax
positions only where the position is “more likehah not”to be sustained assuming examination by tax adig®rir he tax benefit recognizec
the largest amount of benefit that is greater S@&percent likelihood of being realized upon ultimsettlement. The Partnership adopted FIN
48 as of January 1, 2007. The adoption of FIN 48ndit have a material impact on the Partnershiprelensed consolidated and combined
financial statements.

In September 2006, the FASB issued SFAS No. E&if,Value MeasurementsSFAS No. 157"). SFAS No. 157 defines fair valestablishes
a framework for measuring fair value, and exparidsiasures about fair value measurements. The €attip adopted SFAS No. 157 as of
January 1, 2007. The adoption of SFAS No. 157 dichave a material impact on the Partnership’s ensdd consolidated and combined
financial statements.

In February 2007, the FASB issued SFAS No. T8 Fair Value Option for Financial Assets and Finl Liabilities (“SFAS No. 159").
SFAS No. 159 permits entities to choose to measangy financial instruments and certain other itetnfir value, with changes in fair value
recognized in earnings. SFAS No. 159 is effectvefahe beginning of the first fiscal year thagives after November 15, 2007. The
Partnership is currently evaluating the potentifdat on the financial statements of adopting SH¥& 159.

In May 2007, the FASB issued FASB Staff Position NON 46(R)-7,Application of FASB Interpretation No. 46(R) to éstment Companies
(“FSP FIN 46(R)-7") which provides clarification dhe applicability of FIN 46, as revised to the @aating for investments by entities that
apply the accounting guidance in the AICPA Auditl #&tcounting Guidelnvestment Companie$SP FIN 46(R)-7 amends FIN 46, as revised
to make permanent the temporary deferral of théicadjon of FIN 46, as revised to entities withiretscope of the guide under Statement of
Position (“SOP”) No. 07-1Clarification of the Scope of the Audit and AccaugiGuidelnvestment Companiesnd Accounting by Parent
Companies and Equity Method Investors for Investsiennvestment Compani€¢$SOP 07-1"). FSP FIN 46(RJ-is effective upon adoption
SOP 07-1. The adoption of FSP FIN 46(R)-7 is ngieeted to have a material impact on the Partnership

SOP 07-1, issued in June 2007, addresses whethactlounting principles of the AICPA Audit and Aaoting Guide Investment Companies
may be applied to an entity by clarifying the défon of an investment company and whether thosewaating principles may be retained by a
parent company in consolidation or by an investahie application of the equity method of accoumt®OP 07-1 was to be effective for fiscal
years beginning on or aft
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December 15, 2007 with earlier adoption encouralye@ctober 2007, the FASB voted, subject to ayhday comment period, to indefinitely
defer and remove the early adoption alternativeSfoP 07-1. The Partnership intends to monitor &itlevelopments associated with this
statement in order to assess the impact, if ayg,nttay result.

In June 2007, the EITF reached consensus on Issu@aNl11Accounting for Income Tax Benefits of DividendsSbare-Based Payment
Awards(“EITF 06-11"). EITF 06-11 requires that the taxnkeét related to dividend equivalents paid on iiestd stock units, which are
expected to vest, be recorded as an increase tioadd paid-in capital. EITF 06-11 is to be appliprospectively for tax benefits on dividends
declared in fiscal years beginning after Decemis2007, and the Partnership expects to adoptrthasons of EITF 06-11 beginning in the
first quarter of 2008. The Partnership is currepthgluating the potential effect on the financtatements of adopting EITF 06-11.

3. ACQUISITION OF NON-CONTROLLING INTERESTS

Pursuant to the Reorganization transaction destiibélote 1, the Partnership acquired interestha@npredecessor businesses from the
predecessor owners. These interests were acquirpdst, through an exchange of Blackstone HoldRggnership Units and, in part, through
the payment of cash.

This transaction has been accounted for partiallg ansfer of interests under common control padijally, as an acquisition of non-
controlling interests in accordance with SFAS Ngl.1The vested Blackstone Holdings Partnershipd.heiteived by the Control Group in the
Reorganization are reflected in the consolidatedrfcial statements as non-controlling interestiahistorical cost of the interests they
contributed, as they are considered to be the GloGtoup of the predecessor organization. The deBtackstone Holdings Partnership Units
received by holders not included in the Control @rdn the Reorganization are accounted for usiegtirchase method of accounting under
SFAS No. 141 and reflected as non-controlling &dés in the condensed consolidated financial sextésrat the fair value of the interests
contributed as these holders are not considerkédwue been in the group controlling Blackstone pidothe Reorganization. Additionally,
ownership interests were purchased with proceeus the IPO. The cash paid in excess of the cost b&the interests acquired from memt
of the Control Group has been charged to equitgh@ayments related to the acquisition of interieeta holders outside of the Control Group
has been accounted for using the purchase methactofinting.

The total consideration paid to holders outsidéhefControl Group was $2.76 billion and reflects§&,279,449 Blackstone Holdings
Partnership Units issued in the exchange, thevédire of which was $2.12 billion based on the @igiublic offering price of $31.00 per
common unit, and (2) cash of $643.3 million. Acdongly, the Partnership has reflected the acquiaedible assets at the fair value of the
consideration paid. The excess of the purchase prier the fair value of the tangible assets aequapproximates $2.26 billion and has been
included in the captions Goodwill and Intangibleséts in the Condensed Consolidated Statement ah€ii@ Condition as of September 30,
2007. The finite-lived intangible assets relatethi contractual right to future fee income fromnagement, advisory and incentive fee
contracts and the contractual right to earn futamgied interest from the corporate private equitpl estate and mezzanine funds was $722.3
million. The residual amount representing the pasehprice in excess of tangible and intangibletagseluding other liabilities of $73.0
million) is $1.61 billion and has been recordedGa®dwill.

The Partnership is finalizing the purchase pri¢decation and has engaged an independent third paggsist in this process. During the three
months ended September 30, 2007 the preliminany &t of goodwill and other liabilities increased$65.3 million. To the extent that the
estimates used in the preliminary purchase prioeation need to be adjusted further, the Parti@rshl do so upon making that determinat
but not later than one year from the date of adiiiis

The Partnership has preliminarily determined theclpase price allocation as of September 30, 200Gllasvs:
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Purchase Pric $2,759,98
Goodwill $1,606,51
Finite-Lived Intangible Assets/Contractual Rig| 722,28t
Other Liabilities (72,999
Increase to Nc-Controlling Interests in Consolidated Entit 2,255,80:
Net Assets Acquired, at Fair Val 504,17"
Preliminary Purchase Price Allocati $2,759,98

The estimated useful lives of the finite-lived imggbles are expected to range between 3 and 18.yHae Partnership is amortizing these finite
lived intangibles over their estimated useful livsing the straight line method.

4. INVESTMENTS
Investments, At Fair Value

A condensed summary of Investments, at Fair Valtéch consists primarily of financial instrumentsidh by consolidated Blackstone Funds,
follows:

Fair Value
September 3C
December 31
2007 2006
Investments of Consolidated Blackstone Fu $3,833,241 $31,066,97
Equity Method Investmen 2,809,27. 133,33!
Other Investment 60,98: 63,26¢

$6,703,500  $31,263,57

The fair value decrease of Investments of ConsiatiBlackstone Funds and the increase of Equitjhbtktnvestments is the result of the
deconsolidation of Blackstone Funds as describéébie 1.
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Investments of Consolidated Blackstone Funds

The following table presents a condensed summatlyeoinvestments held by the consolidated Blaclsteumds. These investments are
presented as a percentage of Investments of Cdagsidi Blackstone Funds:

Fair Value

Percentage of
Investments of

September 3C

Geographic Region / Instrument Type / Industry December 31
Description or Investment Strategy 2007 2006
United States and Canad:
Investment Funds, principally related to marketatlernative
asset management fun
Credit Driven $ 901,49¢ $ 870,35(
Diversified Investment 849,80: 2,145,72!
Equity 143,33t 2,408,01:
Other 2,37¢ 473,90¢
Investment Funds Total
(Cost: 2007 $1,673,321; 2006 $4,864,0 1,897,00: 5,897,99
Partnership and LLC Interests, principally relatedorporate
private equity and real estate fur
Real Estate, including Consumer Busin 353,52 7,323,91
Life Sciences 48,60¢ 1,818,87
Technology, Media and Telecommunicatic 24,67 2,119,25!
Manufacturing 24,14" 1,236,69:
Energy 15,29¢ 138,17:
Other 182,68: 25,19¢
Partnership and LLC Interests Ta
(Cost: 2007 $474,227; 2006 $8,169,5 648,93t 12,662,11
Equity Securities, principally related to marketahlternative
asset management and corporate private equity -
Common Stocl
Manufacturing 292,55 1,858,48:
Technology, Media and Telecommunicatic 79,68: 2,104,69
Financial Service 76,83¢ 1,055,66.
Energy 37,24 240,17(
Other 45,41« 637,89
Common Stock Tote
(Cost: 2007 $458,693; 2006 $3,692,7 531,73! 5,896,90!
Other, principally preferred stock and warra
(Cost: 2007 $11,361; 2006 $34,7. 8,79: 63,85¢
Equity Securities Tote
(Cost: 2007 $470,054; 2006 $3,727,4 540,52¢ 5,960,76.
Debt Instruments, principally related to marketaddternative
asset management funds
(Cost: 2007 $6,911; 2006 $394,8( 7,102 383,94:
United States and Canada Tota
(Cost: 2007 $2,624,513; 2006 $17,155,852) 3,093,57. 24,904,81

17

Consolidated
Blackstone Funds
September 3C December 31
2007 2006
23.5% 2.&%
22.2% 6.5%
3.7% 7.€%
0.1% 1.5%
49.5% 19.(%
9.2% 23.%
1.2% 5.5%
0.€% 6.8%
0.€% 4.%
0.4% 0.4%
4.8% 0.1%
16.% 40.8%
7.€% 5.%
2.1% 6.8%
2.L% 3.4%
1.C% 0.8%
1.2% 2.1%
13.€% 19.(%
0.2% 0.2%
14.1% 19.2%
0.2% 1.2%
80.7% 80.2%
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Percentage of
Investments of
Consolidated

Fair Value Blackstone Funds
September 3C September 3C December 31
Geographic Region / Instrument Type / Industry December 31,
Description or Investment Strategy 2007 2006 2007 2006
Europe
Partnership and LLC Interests, principally relatedorporate privat
equity and real estate fun
Real Estate, including Consumer Busin $ 42,207 $ 1,239,77 1.1% 4.C%
Technology, Media and Telecommunicatic 13,54¢ 1,099,90: 0.4% 3.5%
Other 95,69 — 2.5% —
Partnership and LLC Interests Total
(Cost: 2007 $110,907; 2006 $1,966,9 151,44¢ 2,339,68. 4.C% 7.5%
Equity Securities, principally related to corporptévate equity fund
Common Stocl
Manufacturing 131,25: — 3.4% —
Technology, Media and Telecommunicatic 41,55 1,879,92: 1.1% 6.1%
Other 46,42: 1,437,56' 1.2% 4.€%
Common Stock Total
(Cost: 2007 $185,832; 2006 $2,595,3 219,22 3,317,48: 5.7% 10.7%
Other, principally preferred stock and warra
(Cost: 2007 $126,602; 2006 $188,6 175,61t 188,45t¢ 4.6% 0.€%
Equity Securities Tote
(Cost: 2007 $312,434; 2006 $2,783,9 394,84: 3,505,94. 10.2% 11.2%
Debt Instruments, principally related to marketaddternative asse
management funds
(Cost: 2007 $486; 2006 $44,7 53¢ 46,08¢ — 0.1%
Europe Total
(Cost: 2007 $423,827; 2006 $4,795,733) 546,82 5,891,71. 14.2% 18.€%
Asia, Africa, and Other (principally related to corporate private equity
and marketable alternative asset management funds)
(Cost: 2007 $159,211; 2006 $210,927) 192,84: 270,44¢ 5.C% 0.%%
Total Investments of Consolidated Blackstone Fund
(Cost: 2007 $3,207,551; 2006 $22,162,512) $3,833,241 $31,066,97 100.(% 100.(%

At September 30, 2007 and December 31, 2006 reésplcthere were no individual investments, whiabludes consideration of derivative
contracts, with fair values exceeding 5.0% of B&oke’s net assets. At September 30, 2007 and Dewedit, 2006, consideration was given
as to whether any individual consolidated fund edidre funds, feeder fund or any other affiliate exiesl 5.0% of Blackstone’s net assets. At
September 30, 2007, the Blackport Capital Fund, lad¢onsolidated feeder fund, had a fair valued®fi$496 and was the sole feeder fund
investment to exceed the 5.0% threshold. At Decer@bg2006 there were no such investments.

Securities Sold, Not Yet Purchasé&tle following table presents the Partnership’s 8tes Sold, Not Yet Purchased held by the consbdd
Blackstone Funds, which are principally held bytaiarof Blackstone’s proprietary hedge funds. Thiesestments are presented as a
percentage of Securities Sold, Not Yet Purchased.
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Percentage of Securities Sold

Fair Value Not Yet Purchased
September 3C December 31 September 3C December 31
Geographic Region / Instrument Type / Industry Clas 2007 2006 2007 2006
United States— Equity Instrument:
Manufacturing $ 294,29 $ 133,99: 27.1% 31.7%
Utilities 237,65! 119,36: 21.“% 28.2%
Index Funds 234,75( 51,31 21.7% 12.2%
Financial Service 82,27¢ — 7.€% —
Technology, Media and Telecommunicatic 31,28¢ — 2.5% —
Other 35,55¢ 27,91 3.2% 6.€%
United States Total
(Proceeds: 2007 $895,627; 2006 $330,¢ 915,82( 332,57¢ 84.5% 78.1%
Europe — Equity Instrument:
Manufacturing 72,954 19,08: 6.7% 4.5%
Utilities — 34,33 — 8.1%
Other 17,741 — 1.6% —
Europe Total
(Proceeds: 2007 $81,570; 2006 $50,: 90,69¢ 53,418 8.2% 12.€%
All other regions — Equity Instrument— Manufacturing
(Proceeds: 2007 $73,334; 2006 $34,% 78,28¢ 36,79 7.2% 8.7%
Total
(Proceeds: 2007 $1,050,541; 2006 $415,299) $1,084,80: $ 422,78t 100.(% 100.(%

Realized and Net Change in Unrealized Gains (LQdses Blackstone FundNet Gains from Fund Investment Activities on then@ensed
Consolidated and Combined Statements of Incomadiechet realized gains (losses) from realizationssales of investments and the net
change in unrealized gains (losses) resulting fthanges in fair value of the consolidated BlackstBands’ investments. The following table
presents the realized and net change in unreaiaied (losses) on investments held through thedtiolated Blackstone Funds:

Three Months Ended September 30, Nine Months Ended September 30,
2007 2006 2007 2006
Realized Gain $ 160,92¢ $ 633,64¢ $ 3,497,53 $ 4,025,42
Net Change in Unrealized Gains (Loss (190,680 303,27 2,911,02! (1,439,96)
$ (29,759 $ 936,92¢ $ 6,408,56 $ 2,585,45!

Investments in Variable Interest EntitiBlackstone consolidates certain variable interatities (“VIES”) in addition to those entities
consolidated under EITF 04-5, when it is determitied Blackstone is the primary beneficiary, eittieectly or indirectly, through a
consolidated entity or affiliate. The assets of¢besolidated VIEs are classified within Investnseat Fair Value. The liabilities of the
consolidated VIEs are non-recourse to Blackstogereral credit.

At September 30, 2007, Blackstone was the primaneficiary of VIEs whose gross assets were apprabdiyn $1.21 billion, which is the
carrying amount of such financial assets in thesobdated financial statements. The nature of th@Es include investments in private equity,
real estate and funds of hedge funds assets.

Blackstone is also a significant variable interesditler in other VIEs which are not consolidatedBckstone is not the primary beneficiary.
These VIEs represent certain Blackstone Fundsatieafunds of hedge funds. At September 30, 20@&sgassets of these entities were
approximately $935.5 million. Blackstone’s aggregataximum exposure to loss is approximately $344lilon as of September 30, 2007.
Blackstone’s involvement with these entities begarthe dates that they were formed, which ranga ftaly 2002 to January 2006.
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Equity Method Investments

Blackstone invests in corporate private equity &jmdal estate funds, mezzanine funds, funds ajénthds and hedge funds which are not
required to be consolidated. The Partnership adsdonthese investments under the equity methatobunting and Blackstone’s share of
operating income generated by these investmenishviicludes the unrealized gains or losses oiir a$due basis, is recorded as a component
of Investment Income and Other.

A summary of Blackstone’s equity method investmédolisws:

September 30 December 31
2007 2006
Equity Method Investmen $ 2,809,27. $ 133,33
Three Months Ended September 30, Nine Months Ended September 30,
2007 2006 2007 2006
Equity in Net Incomg $ 170,37( $ 4,10( $ 230,82 $ 18,14:

Other Investments

Other Investments consist primarily of investmegdwsities held by Blackstone for its own accouttte Tollowing table presents Blackstone’s
realized and net change in unrealized gains (Ip$sedgher investments which is recorded as a carapbof Investment Income and Other:

Three Months Ended September 30, Nine Months Ended September 30,
2007 2006 2007 2006
Realized Gain: $ 534 $ 1,54¢ $ 14,09: $ 1,64¢
Net Change in Unrealized Gains (Loss 4,61% (260) 26,144 2,35¢
$ 5,147 $ 1,28¢ $ 40,237 $ 4,00

Fair Value Measurements

The Partnership adopted SFAS No. 157 as of Jady&§07, which among other things, requires enhlédeszlosures about investments that
are measured and reported at fair value. SFAS Blbestablishes a hierarchal disclosure framewoiikiwprioritizes and ranks the level of
market price observability used in measuring investts at fair value. Market price observabilitynigpacted by a number of factors, including
the type of investment and the characteristicsipéo the investment. Investments with readilyadable active quoted prices or for which fair
value can be measured from actively quoted prieeeglly will have a higher degree of market pabservability and a lesser degree of
judgment used in measuring fair val

Investments measured and reported at fair valuelassified and disclosed in one of the followirsgegories.

Level | — Quoted prices are available in active kats for identical investments as of the reportia¢e. The type of investments included
in Level I include listed equities and listed datives. As required by SFAS No. 157, the Partnprdbies not adjust the quoted price for
these investments, even in situations where Blaoksholds a large position and a sale could reé$pimapact the quoted price.

Level Il —Pricing inputs are other than quoted prices invaatharkets, which are either directly or indirealyservable as of the report
date, and fair value is determined through theafiseodels or other valuation methodologies. Investta which are generally included
this category include corporate bonds and loass,llquid and restricted equity securities andaierdver-the-counter derivatives.

Level lll — Pricing inputs are unobservable for theestment and includes situations where theligtlis, if any, market activity for the
investment. The inputs into the determination af¥alue require significant management judgmergsiimation. Investments that are
included in this category generally include genaral limited partnership interests in corporateaig equity and real estate funds,
mezzanine funds, funds of hedge funds, distressbtlahd non-investment grade residual interesiednritizations and collateralized
debt obligations.

20



Table of Contents

THE BLACKSTONE GROUP L.P.
Notes to Condensed Consolidated and Combined Finaat Statements (Unaudited)
(All Dollars Are in Thousands, Except Unit and PerUnit Data, Except Where Otherwise Noted)

In certain cases, the inputs used to measuredhievmay fall into different levels of the fair ual hierarchy. In such cases, an investment’s
level within the fair value hierarchy is based ba towest level of input that is significant to tiaér value measurement. The Partnership’s
assessment of the significance of a particulartitpthe fair value measurement in its entiretyuregp judgment, and considers factors specific
to the investment.

The following table summarizes the valuation ofdstone’s investments by the above SFAS No. 15#&ue hierarchy levels as of
September 30, 2007:

Total Level | Level Il Level Il
Investments of Consolidated Blackstone Fu $3,833,241 $1,003,83: $3,00¢ $2,826,40
Equity Method Investmen 2,809,27: 2,72z — 2,806,54!
Other Investment 60,98:¢ 22,917 2,671 35,39¢
Securities Sold, Not Yet Purchas 1,084,80: 1,084,80: — —

The following table summarizes the Level lll invasints by valuation methodology as of Septembe2@07:

Total

Marketable Investment
Alternative
Corporate Asset Company
Fair Value Based on Private Equity Real Estate Managemen Holdings
Third-Party Fund Manage! — — 54.(% 54.(%
Public / Private Company Comparab 20.% 23.% 1.2% 46.(%
Total 20.€% 23.% 55.2% 100.(%

The changes in investments measured at fair valuetich the Partnership has used Level Il ingatdetermine fair value are as follows.

Nine Months
Ended
September 30,
2007
Balance, December 31, 20 $ 27,564,20
Transfers Out Due to Deconsolidati (29,956,70)
Transfers In of Equity Method Investees Due to Dwodidation 1,760,95:
Transfers Out Due to Reorganizati (1,898,56)
Transfers In Due to Reorganizati 430,44¢
Transfers Ou (721,04°)
Purchases (Sales), N 2,735,85
Realized and Unrealized Gains (Losses), 5,753,20!
Balance, September 30, 2C $ 5,668,35
Changes in Unrealized Gains (Losses) Included miggs Related to Investments
Still Held at Reporting Dat $ 89,30!

Total realized and unrealized gains and lossegdeddor Level lll investments are reported in Istveent Income and Other and Net Gains
from Fund Investment Activities in the Condensecdh&idated and Combined Statements of Income.
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5. LOANS PAYABLE

With respect to Blackstone’s revolving credit fagilfollowing the Reorganization, new guarantotites were designated. As of
September 30, 2007, there was no outstanding atamthis facility.

As a result of the deconsolidation of Blackstonaeds) the credit facilities related to such fundsraw longer a component of the consolidated
loans payable balance. In all other respects, Blade’s credit agreements have not significantBngied since December 31, 2006.

6. INCOME TAXES

Prior to the Reorganization, Blackstone providedNew York City unincorporated business tax fortaer entities based on a statutory rate of
4%. Following the Reorganization, the Blackstonéditms Partnerships will continue to operate inth8. as partnerships for U.S. federal
income tax purposes and generally as corporatgesnith non-U.S. jurisdictions; accordingly, thesities in some cases continue to be subject
to the New York City unincorporated business taxmthe case of non-U.S. entities to non-U.S. omje income taxes. In addition, certain
newly formed wholly-owned entities of the Partnépsdre subject to federal, state and local corgoratome taxes.

Blackstone’s effective income tax rate was appratéty 5.4% and 2.6% for the three months endedeSdmr 30, 2007 and 2006,
respectively, and 1.0% and 2.3% for the nine moatited September 30, 2007 and 2006, respectivielgk&ones provision for income taxe
totaled $5.8 million and $10.0 million for the threnonths ended September 30, 2007 and 2006, reshgcand $17.4 million and

$25.6 million for the nine months ended Septemi®e2B07 and 2006, respectively.

The difference between the effective tax rate ierthree months and nine months ended Septemb2030, and the comparable 2006 periods
is due to the following: (1) as discussed aboviero the Reorganization, Blackstone providedNemw York City unincorporated business t
(2) following the Reorganization, certain newlyrfadd wholly-owned subsidiaries were subject to faklatate and local corporate income
taxes, and (3) Blackstone incurred significant gkearfollowing the Reorganization which producedxalienefit at corporate income tax rates.
The impact of the tax benefit recorded following fReorganization offset a substantial potion oftéixerecorded for the periods prior to the
Reorganization calculated using the applicable Newk City unincorporated business tax rate.

As discussed in Note 2, Blackstone adopted theigioms of FIN 48 on January 1, 2007. The adoptibRIN 48 did not have a material effect
on the consolidated and combined financial positioresults of operations.

Blackstone files its tax returns as prescribedngytax laws of the jurisdictions in which it opestin the normal course of business, Blacks
is subject to examination by federal and certaatestiocal and foreign tax regulators. As of Japdar2007, the predecessor entities’ U.S.
federal income tax returns for the years 2003 thinc2006 are open under the normal three-year stafdimitations and therefore subject to
examination. State and local tax returns are gépexabject to audit from 2002 through 2006. Cuthgrthe City of New York is examining
certain subsidiaries’ tax returns for the years2®ough 2005. Blackstone does not believe thabtiticome of this examination will have a
material impact on the condensed consolidated antbned financial statements.

7. NET INCOME (LOSS) PER COMMON UNIT
The Weighted-Average Common Units Outstanding, @asd Diluted, are calculated as follows:

Three Months Ended June 19, 2007

September 30, 2007 Through September 30, 2007

Basic Diluted Basic Diluted
The Blackstone Group L.P. Weigh-Average Common Units Outstandi 254,390,19 254,390,19 254,422,19 254,422,19
Total Weighte-Average Common Units Outstandi 254,390,19 254,390,19 254,422,19 254,422,19
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For purposes of calculating diluted earnings (Ig&s)unit, the Partnership applies the treasurgkstoethod to account for its outstanding
deferred restricted common unit awards.

Holders of Blackstone Holdings Partnership Unithi¢o than the Partnership’s wholly-owned subsidi&tisubject to the vesting requirements
and transfer restrictions set forth in the partnigreagreements of the Blackstone Holdings partriessimay up to four times each year (subject
to the terms of the exchange agreement) exchaefreBlackstone Holdings Partnership Units for comnuaits of the PartnershipBtackston
Common Units”) on a one-for-one basis. A Blackstblnddings limited partner must exchange one pastmiprunit in each of the five
Blackstone Holdings partnerships to effect an ergbedor one Blackstone Common Unit. Consequertly Rartnership applies the “if
converted method” to determine the dilutive efféfcany, that the exchange of all Blackstone HadgifPartnership Units would have on basic
earnings per common unit. The assumed exchangtaok®&one Holdings Partnership Units includes auied tax effect resulting from the
increased income (loss) allocated to the Partnei@hithe exchange of the Blackstone Holdings Pestiiie Units.

Basic and diluted net income (loss) per common angitcalculated as follows:

Three Months Ended June 19, 2007
September 30, 2007 Through September 30, 2007
Basic Diluted Basic Diluted
Net Loss Available to Common Unit Holde $ (113,190 $ (113,190 $ (165,519 $ (165,519
Weighte-Average Common Units Outstandi 254,390,19 254,390,19 254,422,19 254,422,19
Net Loss per Common Ur $ (0.49 $ (0.49 $ (0.65) $ (0.65)

Basic and diluted (loss) per unit are identicaltfar quarter ended September 30, 2007 and foretiecbJune 19, 2007 through September 30,
2007, as application of the treasury method foBlaekstone’s Common Unit equivalents and the ¢ifieerted” method for vested and
unvested Blackstone Holdings Partnership Unitsaatedilutive. For the quarter ended September280y, a total of 39,261,719 deferred
restricted common units and 827,365,412 Blackskboleings Partnership Units were anti-dilutive arsdsach have been excluded from the
calculation of diluted earnings per unit. For tleipd June 19, 2007 through September 30, 20@tahdf 39,239,256 deferred restricted
common units and 827,382,860 Blackstone HoldingtBeship Units were antilutive and as such have been excluded from thoeilegion o
diluted earnings per unit.

During the three months ended September 30, 20ack&one repurchased 645,162 Common Units in plea onarket for an aggregate
purchase price of $16.0 million. These units aiadéeld as treasury units and therefore not iredlich the total Common Units outstanding
of September 30, 2007. The units will be used @ftifillment of awards vesting in the future.

8. EQUITY -BASED COMPENSATION

In conjunction with the IPO, the Partnership grdrequity-based compensation awards to Blacksta®gisor managing directors, non-partner
professionals, non-professionals and selectedreltadvisors under the Partnership’s 2007 Equitgmtive Plan (the “Equity Plan”), which is
described below. The Equity Plan is designed tonpte the long-term financial interests and growftthe Partnership. Under the terms of the
Equity Plan, the Partnership has the ability togrg to 163,000,000 Blackstone Common Units ocBdtone Holdings Partnership Units.
Additionally, the total number of units subjecttb® Equity Plan may be increased annually. The ti¢dRlan allows for the granting of options,
unit appreciation rights or other unit based awd#unadéts, restricted units, restricted common urdeferred restricted common units, phantom
restricted common units or other unit-based awbed®d in whole or in part on the fair value of Bl@ckstone Common Units or Blackstone
Holdings Partnership Units).

For the three month period ended September 30, 200 7or the period from June 19, 2007 through &aper 30, 2007, the Partnership
recorded compensation expense of $747.4 million®2838.6 million, respectively, in relation to itguéty-based awards and a corresponding
tax benefit of $7.7 million and $24.3 million, respively. As of September 30, 2007, there was ®lLBillion of estimated unrecognized
compensation expense related to non-vested
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equity-based compensation arrangements. Thatsespiected to be recognized over a weighted-averaged of 5.8 years. The total fair
value of the deferred restricted common units wkdtging the period June 19, 2007 through Septe®®e2007 was $179.4 million and
represents the portion of the initial awards tortba-senior managing directors and selected extatwdsors at the IPO date.

Total outstanding units, including total Common tdntotal Blackstone Holdings Partnership Units andested deferred restricted common
units, were 1,121,219,915 as of September 30, ZDftal outstanding unvested phantom units were@Bas of September 30, 2007.

A summary of the status of the Partnership’s nostee equity-based awards as of September 30, 28@7hanges during the period June 19,
2007 through September 30, 2007, is presented below

Blackstone Holdings The Blackstone Group L.P.
Equity Settled Awards Cash Settled Awards
Weighted- Weighted- Weighted-
Average Deferred Average Average
Grant Date Restricted Grant Date Grant Date
Partnership Common Phantom
Unvested Units Units Fair Value Units Fair Value Units Fair Value
Balance, June 19, 20! 439,711,563 $ 31.0C - $ — - $ —
Granted — — 39,885,76 26.9¢ 1,001,699 27.1¢
Vested = —  (5,804,29) 30.91  (16,66) 28.17
Reallocatec (743,409 31.0C 735,34! 22.51 8,06/ 23.3¢
Forfeited — — (133,499 27.6( (17,48 23.7¢
Balance, September 30, 2C 438,968,12 31.0C 34,683,31 26.6¢ 975,61¢ 23.5¢

A limited number of the unvested Blackstone Holdifgartnership Units are subject to reallocationsragrcertain personnel.

Units Expected to Vest
The following unvested units, as of September 80,72 are expected to vest:

Weighted-Average
Service Period

Units in Years
Blackstone Holdings Partnership Ur 403,881,03 5.8
Deferred Restricted Common Un 26,722,18 6.E
Total Equity Settled Award 430,603,22 5.8
Phantom Unit: 759,20° 2.3

The Partnership is in the process of evaluating tevill fund future unit issuances.

IPO Date Equity Awards

On June 27, 2007, the date of the consummatiolmeofRO, the Partnership granted 39,067,034 defeestdcted common units to the non-
senior managing director professionals, analystissamior finance and administrative personnel atetted external advisors (of which
5,804,294 vested upon completion of the IPO), art|0 phantom units (deferred restricted caskedetfjuity-based awards) (of which
16,661 vested upon completion of the IPO) to theiohon-senior managing director employees. Holdedeferred restricted common units
and phantom units are not entitled to any votiggts. Only phantom units are to be settled in cBafr.values have been derived based on the
IPO price of $31 per unit, multiplied by the numlbéunvested awards, expensed over the assumddesperiod, which ranges from 1 to 8
years. Additionally, the calculation of the compaien expense assumes forfeiture rates based ugimnital turnover rates, ranging frc

1.0% to 18.4% annually by employee class, and aipiediscount, ranging from $0.58 to $9.83 as gonitt of these unvested awards do not
contain distribution participation rights.
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Equity Settled Awarc. Subject to a non-senior managing director pradesd’'s continued employment with Blackstone, tineested deferred
restricted common units granted to the non-senamayging director professional as part of the IP@Eauity Award will vest, and the
underlying Blackstone Common Units will be deliviirex one or more installments over a period ofaipight years following the IPO,
predominantly five years; provided that a specifiedcentage of the Blackstone Common Units whichldiotherwise be delivered on each
such vesting date will be retained, and delivershier deferred, until specified dates, subjech®rion-senior managing director professional’s
compliance with the restrictive covenants thategrglicable to such non-senior managing directofgssional. The first such scheduled
delivery date will occur on or after the first amgisary of the IPO.

The Partnership will not make any distributionshwiéspect to unvested deferred restricted commis granted to its non-senior managing
director professionals in connection with the IP@@®Award.

Unless otherwise determined by the Partnershipn tipe termination of a non-senior managing direptofessional’s employment, for any
reason, all unvested deferred restricted commats gréinted to the non-senior managing directorgssibnal as part of the IPO Date Equity
Award and then held by the non-senior managing:-thrgorofessional will be immediately forfeited titut any payment or consideration,
provided that (1) if such termination is due tottlea permanent disability, 100% of the unvesteféided units will become vested, or (2) if
such termination occurs in connection with a giedifretirement, 50% of the unvested deferred wnitdoecome vested, and the underlying
common units will be delivered in connection witkck termination. In the event that a non-senioragarg director professional breaches his
or her restrictive covenants or is terminated furse, all deferred restricted common units (whetksted or unvested), and any Blackstone
Common Units then held by the non-senior managiregtbr professional in respect of previously detad deferred restricted common units,
will be forfeited. Additionally, in connection witbertain change of control events, any deferretlicésd common units that are unvested will
automatically be deemed vested as of immediatéty py such change in control and their deliveryyrba accelerated.

Cash-Settled AwardsSubject to a non-senior managing director emmtsyeontinued employment with Blackstone, the phandeferred cas
settled equity-based awards granted to the nomseranaging director employee as part of the IP@ Bavard will vest in equal installments
on each of the first, second and third anniversasfahe IPO or, in the case of certain term arng)ys a single installment on the date that the
employee completes his or her current contracbgesiith Blackstone. On each such vesting date,lBlane will deliver cash to the n@niol
managing employees in an amount equal to the nuofljrantom cash settled equity-based awards hyeshbh such non-senior managing
employee that will vest on such date multipliecthy then fair market value of the Blackstone Comtdaits on such date. Blackstone is
accounting for these cash settled awards as éditjatalculated in accordance with the provisiofi$-btN No. 28, Accounting for Stock
Appreciation Rights and Other Variable Stock OptiwrAward Plans an interpretation of APB Opinions No. 15 and 25.

Blackstone paid $0.5 million to non-senior managiirgctor employees in settlement of phantom cesitesl equity-based awards related to
the period June 19 through September 30, 2007.

Exchange Units

At the time of the Reorganization, Blackstone’sgq@eessor owners and selected advisors receive8182825 Blackstone Holdings
Partnership Units, of which 387,805,088 were veatatl 439,711,537 will vest over a period of up te8rs from the IPO date. The Partner

is accounting for the unvested Blackstone HoldiRganership Units as compensation expense in aagoedwith SFAS No. 123(R). The
unvested Blackstone Holdings Partnership Unithegged to compensation expense as the Blackstolgéngls Partnership Units vest over
the service period on a straight-line basis. Corapéon expense has been calculated based on thealB®of $31.00 per unvested Blackstone
Holdings Partnership Unit (based on the initial lpubffering price per Blackstone Common Unit), atimed to compensation expense over
service period, which ranges from 2 to 8 years.i#ialthlly, the calculation of the compensation exp®assumes a forfeiture rate of up to 8%,
based on historical experience.

Generally, upon the termination of a senior mangglinectors employment, for any reason, all unvested Blackstdéoldings Partnership Un
received by the senior managing director as pati@Reorganization and then held by the senioragiag director will be immediately
forfeited without any payment or consideration;
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provided that (1) if such termination is due totte@ permanent disability, 100% of the unvestealcBstone Holdings Partnership Units will
become vested, or (2) if such termination occuisoimnection with a qualified retirement, 50% of thvested Blackstone Holdings Partner:
Units will become vested. In the event that a semianaging director breaches his or her restriacttweenants or is terminated for cause, all
Blackstone Holdings Partnership Units (whetheregstr unvested), and any Blackstone Common Unéts kield by the senior managing
director in respect of previously delivered unvddBéackstone Holdings Partnership Units, will beféited. Additionally, in connection with
certain change of control events, any unvestedkBtace Holdings Partnership Units will automatigdde deemed vested as of immediately
prior to such change in control and their delivergy be accelerated.

Performance Awards

The Partnership has also granted performance lzagadls. These awards are based on the performénedan businesses over the five-year
period beginning January 2008, relative to a peddhed threshold. At this time, the Partnership tietermined that there is too much
uncertainty in the probability that the thresholidl ve exceeded, and as such the Partnership Hascarded any expense related to these
awards in the current period. The Partnership euailitinue to review the performance of these busiessand, if necessary, will record an
expense over the corresponding service period basélte most probable level of anticipated perfarcea This award will be accounted for as
a liability under the guidance provided in SFAS MIB0,Accounting for Certain Financial Instruments with&acteristics of both Liabilities
and Equity, as the number of units to be granted in 2012eddent upon variations in something other thariah value of the issuer’s
equity shares, i.e., the businesses’ five-yearitaiuifity.

9. RELATED PARTY TRANSACTIONS
Affiliate Receivables and Payables

Blackstone Group considers its Founders, senioragiag directors, employees, the Blackstone Funubttee Portfolio Companies to be
affiliates. As of September 30, 2007, Due from Wdfes and Due to Affiliates were comprised of tbkowing:

September 3C December 31
2007 2006
Due from Affiliates
Payments Made on Behalf of Predecessor Owners att€3one Employees fi
Investments in Blackstone Fun $ 376,25: $ 189,37:
Payments Made on Behalf of N-Consolidated Entitie 216,99¢ 63,851
Advances Made to Predecessor Owi 2,87 3,99t
$ 596,12t $ 257,22!
Due to Affiliates
Due to Predecessor Owners in Connection with theRleceivable Agreeme $ 729,57( $ —
Distributions Received on Behalf of Predecessor @wiand Blackstone Employe 316,22¢ 47,73:
Due to Predecessor Owners in Connection with Rezgdon 65,99¢ —
Distributions Received on Behalf of N-Consolidated Entitie 5,77¢ 54,91
Payments Made by N-Consolidated Entitie 1,701 78t
$1,119,27. $ 103,42¢

Interests of the Founders, Senior Managing Directa and Employees

In addition, the Founders, senior managing dirscémd employees invest on a discretionary badkeiBlackstone Funds both directly and
through consolidated entities. Their investmenty i@subject to preferential management fee arrarges. As of September 30, 2007, the
Founders, senior managing directors and employeesstments
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aggregated $1.26 billion, and the Founders, sen@raging directors and employees’ share of the Glomrolling Interests in Income of
Consolidated Entities aggregated $(40.5) milliod &65.4 million for the three months ended SepterBBe2007 and 2006, respectively, and
$272.2 million and $152.4 million for the nine mbatended September 30, 2007 and 2006, respectively.

Revenues from Affiliates

Management and Advisory Fees earned from affilisatded $75.0 million and $74.9 million for the¢le months ended September 30, 2007
and 2006, respectively, and $401.4 million and $238illion for the nine months ended September2B0,7 and 2006, respectively.

Loans to Affiliates

Loans to affiliates consist of interdstaring advances to certain Blackstone individt@afinance their investments in certain Blackstéoneds
These loans earn interest at Blackstone’s cosbbtving and such interest totaled $1.3 million &d? million, respectively, for the three
months ended September 30, 2007 and 2006, andrBfidn and $5.1 million, respectively, for the mimonths ended September 30, 2007
2006.

Contingent Repayment Guarantee

Blackstone personnel who have received carrieddstalistributions have guaranteed payment on erakbasis (subject to a cap), to the
corporate private equity, real estate and mezzdnimds of any contingent repayment (clawback) alan with respect to the excess carried
interest allocated to the general partners of $uietls and indirectly received thereby to the exteat Blackstone fails to fulfill its clawback
obligation, if any.

Aircraft and Other Services

In the normal course of business, Blackstone paeddmve made use of aircraft owned as personetsaséthe Founders (“Personal Aircraft”
In addition, on occasion, the Founders and theiilfas have made use of an aircraft in which Blaoke owns a fractional interest, as well as
other assets of Blackstone. The Founders paidhér tespective purchases of the aircraft themsedwel bear all operating, personnel and
maintenance costs associated with their operdtioaddition, the Founders are charged for theirthed families’ personal use of Blackstone
assets based on market rates and usage. Payniiet Byunders for their and their families’ persamse of the Blackstone resources are
principally, but not always, made at market rafé® transactions described herein are not matertae consolidated and combined financial
statements.

Tax Receivable Agreement

Blackstone used a portion of the proceeds fromRI@eand the sale of non-voting common units toiBgiWonderful Investments to purchase
interests in the predecessor businesses from duepessor owners. In addition, holders of partfgrshits in Blackstone Holdings (other than
wholly-owned subsidiaries of Blackstone), subjectésting requirements and transfer restrictioresy op to four times each year (subject to
the terms of the exchange agreement) exchangeBlaeikstone Holdings partnership units for Black&@ommon Units on a one-for-one
basis. The purchase and subsequent exchangegaetazkto result in increases in the tax basibetangible and intangible assets of
Blackstone Holdings that otherwise would not hagerbavailable. These increases in tax basis magdse (for tax purposes) depreciation
amortization and therefore reduce the amount offtakBlackstone’s whollpwned subsidiaries that are taxable as corporaf@ns.S. federe
income purposes would otherwise be required toipdye future.

Certain subsidiaries of the Partnership which arparate taxpayers have entered into a tax recleiayeement with the predecessor owners
that provides for the payment by the corporateds®ps to such owners of 85% of the amount of casimgs, if any, in U.S. federal, state and
local income tax that the corporate taxpayers #gtuzalize (or are deemed to realize in the cdssncearly termination payment by the
corporate taxpayers or a change in control, asidés below) as a result of the aforementione@#ses in tax basis and of certain other tax
benefits related to entering into the tax receigagreement, including tax benefits attributablpapments under the tax receivable agreement.
This payment obligation is an obligation of thepmmate taxpayers and not of Blackstone Holding®e ddrporate taxpayers expect to benefit
from the remaining 15.0% of cash savings, if any,
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in income tax that they realize. For purposes eft#x receivable agreement, cash savings in incarmeill be computed by comparing the
actual income tax liability of the corporate taxpeg/to the amount of such taxes that the corptaapayers would have been required to pay
had there been no increase to the tax basis aatiggble and intangible assets of Blackstone Hgjsliais a result of the exchanges and had the
corporate taxpayers not entered into the tax rabddvagreement.

In connection with the restructuring and IPO, tletRership engaged an independent third party tiatuéirm to assist in the valuation of the
interests purchased and to assist with the allocati these business interests to each of thenfildings entities. At June 30, 2007, the
Partnership recorded a deferred tax asset bastgk anitial results of the work performed by the@pendent third party valuation firm. This
estimate has subsequently been refined. Accordidgigng the third quarter of 2007 the Partnershiguced the deferred tax asset by
approximately $796.1 million and reduced the predsor owners’ share of any future tax benefitsgpraximately $676.7 million which is
included in amounts payable to affiliates. A cop@sding reduction of approximately $119.4 millioasvmade to Partners’ Capital. This
adjustment represents a reduction in the projemealunt of future benefits to be realized by thereaship over 15 years.

Assuming no material changes in the relevant taxdad that the corporate taxpayers earn sufficeerable income to realize the full tax
benefit of the increased amortization of the asskeésexpected future payments under the tax rabEvagreement (which are taxable to the
recipients) in respect of the purchase will aggre@x29.6 million over the next 15 years. The pnesalue of these estimated payments totals
$204.4 million assuming a 12.5% discount rate asidguan estimate of timing of the benefit to beeieed. Future payments under the tax
receivable agreement in respect of subsequent egeksavould be in addition to these amounts. Thengays under the tax receivable
agreement are not conditioned upon the predecesswrs’ continued ownership of Blackstone.

Tax Distributions

In accordance with the Blackstone Holdings Partripragreements, tax distributions of $88.6 millieare made to their partners during the
guarter ended September 30, 2007.

Other
Blackstone does business with and on behalf of safrite Portfolio Companies; all such arrangememéson a negotiated basis.

10. COMMITMENTS AND CONTINGENCIES

Guarantees -Blackstone had approximately $12.0 million of ledtef credit outstanding to provide collateral soippelated to a credit facility
at September 30, 2007.

Debt Covenants -Blackstone’s debt obligations contain various cotry loan covenants. In management’s opinion, thesgenants do not
materially restrict Blackstone’s investment or ficang strategy. Blackstone is in compliance witloéits loan covenants as of September 30,
2007.

Investment Commitments —The general partners of the Blackstone Funds hadhdad commitments to each of their respective $uothling
$1.21 billion as of September 30, 2007. In addjtBiackstone had $62.5 million of unfunded committseto an infrastructure fund as of
September 30, 2007.

Certain of Blackstone’s funds of hedge funds naisotidated in these financial statements, havend®d investment commitments to
unaffiliated hedge funds of $918.5 million as openber 30, 2007. The funds of hedge funds coreelitin these financial statements may,
but are not required to, allocate assets to thasest Additionally, one of Blackstone’s consolidafend of hedge funds had an unfunded
commitment of $11.1 million as of September 30, 2@Dan unaffiliated hedge fund.
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Contingent Obligations (Clawback) —Included within Net Gains from Fund Investment Aitiés in the Consolidated and Combined
Statements of Income are gains from Blackstone kurgstments. The portion of net gains attributablaon-controlling interest holders is
included within Non-Controlling Interests in IncommEConsolidated Entities. Net gains attributalbl@bn<€ontrolling interest holders are net
carried interest earned by Blackstone. Carriedéstds subject to clawback to the extent thattreied interest recorded to date exceeds the
amount due to Blackstone based on cumulative wedijlat September 30, 2007, all of the investméield by the carry funds, which are at
value, were deemed worthless, a possibility thatagament views as remote, the amount of carriedest subject to potential clawback wc
be $1.93 billion, on an after tax basis, at an mexltax rate of 35.0%. As of September 30, 2003¢H&itone did not have a clawback oblige
based upon the performance of the Blackstone Funds.

Contingent Performance Fees and Allocations Performance fees and allocations related to mabrletdternative asset management funds
for the nine month period ended September 30, 2ddes $47.7 million attributable to arrangememitere the measurement period has not
ended.

Litigation — From time to time, Blackstone is named as a defetniddegal actions relating to transactions corélddn the ordinary course of
business. After consultation with legal counselnagement believes the ultimate liability arisingnfr such actions that existed as of
September 30, 2007, if any, will not materiallyeatf Blackstone’s results of operations, financ@gifppon or cash flows.
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Operating Leases -Blackstone leases office space under oaneelable lease and sublease agreements. Inirthetlarter of 2007, Blacksto
entered into a new long-term lease for additioffifid® space at its New York City office. The aggaegfuture minimum lease obligation over
the long-term life of this lease is $179.9 millidrhe other related lease commitments have not ethrmaterially since December 31, 2006.

11. SEGMENT REPORTING
Blackstone transacts its primary business in thigedrStates and substantially all of its revenuesggnerated domestically.

Blackstone conducts its alternative asset manageamenfinancial advisory businesses through foporable segments:

» Corporate Private Equi+ Blackston’s Corporate Private Equity segment comprises itsagement of corporate private eqt
funds.

* Real Estat— Blackston’s Real Estate segment comprises its managemeahefa real estate funds and internationally fod!
real estate fund:

» Marketable Alternative Asset Management — Blacks®Marketable Alternative Asset Management segmaioise consistent
focus is current earnings is comprised of its managnt of funds of hedge funds, mezzanine fundsoisdabt vehicles, proprietary
hedge funds and clos-end mutual funds

» Financial Advisory- Blackston’s Financial Advisory segment comprises its corgoaaid mergers and acquisitions advis
services, restructuring and reorganization adviseryices and fund placement services for altaraativestment fund:

These business segments are differentiated bywagous sources of income, with the Corporate@®e\Equity, Real Estate and Marketable
Alternative Asset Management segments primarilyiegrtheir income from management fees and investmeurns on assets under
management, while the financial advisory segmeimily earns its income from fees related to inent banking services and advice and
fund placement services.

Economic Net Income (“ENI”) is a key performanceasere used by management. ENI represents Net Ineraheding the impact of income
taxes, non-cash charges associated with the vesftingnsaction related equity-based compensatidniae amortization of intangibles.
However, the historical condensed combined findrst&ements do not include non-cash charges neudbo financial statements reflect
compensation expenses including profit sharingngeaents associated with our senior managing digaleparted partners and other
selected employees which were accounted for asgrattip distributions prior to the IPO but are noeluded as a component of compensa
and benefits expense. Therefore, ENI is equivateimcome (Loss) Before Provision for Taxes in iigorical combined financial statements.
ENI is used by the management of Blackstone’s satgrie making resource deployment and compensdgaisions.

Management makes operating decisions and assessgsrformance of each of Blackstone’s businessisets based on financial and
operating metrics and data that is presented witth@uconsolidation of any of the Blackstone Futidg are consolidated into the condensed
consolidated and combined financial statementss€quently, all segment data excludes the assatdities and operating results related to
the Blackstone Funds.
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The following tables present the financial dataBtackstone’s four reportable segments for theehmenth period ended September 30, 2007
and as of and for the nine month period ended &d®e30, 2007:

Three Months Ended September 30, 20C

Marketable Total
Alternative Reportable
Corporate Real Asset Financial

Private Equity Estate Managemen Advisory Segments

Segment Revenut
Management and Advisory Fe $ 94,20t $ 76,22: $ 89,69¢ $81,91. $342,03!
Performance Fees and Allocatic 109,05: 28,47¢ 2,52; — 140,05:
Investment Income and Oth 24,03: 4,39¢ 32,65¢ 2,35¢ 63,44
Total Revenue 227,29 109,10( 124,87 84,26¢ 545,52¢

Expense:
Compensation and Benef 56,31¢ 39,32t 34,00¢ 50,02( 179,67(
Other Operating Expens 22,79¢ 12,63¢ 17,77¢ 13,48¢ 66,70’
Total Expense 79,117 51,96¢ 51,78¢ 63,50¢ 246,37
Economic Net Incom $ 148,17 $57,13¢ $ 73,086 $20,76( $299,15¢
September 30, 2007 and the Nine Months then Ended
Marketable
Alternative Total

Corporate Real Asset Financial Reportable
Private Equity Estate Management _Advisory Segments

Segment Revenut
Management and Advisory Fe $ 260,23: $ 402,05t $ 228,26 $271,95: $1,162,50
Performance Fees and Allocatic 503,93¢ 662,26: 132,49( — 1,298,69:
Investment Income and Oth 116,54 151,72. 89,05t 5,07: 362,39:
Total Revenue 880,71: 1,216,04. 449,80¢( 277,027 2,823,59

Expense:

Compensation and Benef 98,20( 79,72¢ 104,637  88,27: 370,83
Other Operating Expens 54,86¢ 27,25 52,527 27,32 161,97!
Total Expense 153,06¢ 106,98: 157,16 115,60( 532,81
Economic Net Incom $ 727,64' $1,109,06/ $ 292,64« $161,42° $2,290,77!
Segment Assel $3,145,79! $3,260,68! $2,565,70. $502,09! $9,474,27!

The following tables reconcile the Total ReportaBegments to Blackstone’s Income (Loss) Before iBimv for Taxes and Total Assets for
the three month period ended September 30, 200@sntiand for the nine month period ended SepteBhe2007:

Three Months Ended September 30, 2007
Total

Reportable Consolidation Blackstone

Consolidated
Segments Adjustments and Combinec
Revenue! $545,52¢ $ (18,843)(a) $ 526,68t
Expense: $246,37. $ 804,624(b) $1,050,99
Other Income $ — $ 9884(@c) $ 9,88¢
Economic Net Income (Los $299,15¢  $(406,507)(d) $ (107,349
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September 30, 2007 and the Nine Months then Ended

Blackstone
Total Consolidated
Reportable Consolidation and

Segments Adjustments Combined
Revenue! $2,823,59 $ (118,408)(a) $ 2,705,18;
Expense: $ 532,81«  $1,167,299(b) $ 1,700,11:
Other Income $ — $5,406,709(c) $ 5,406,70!
Economic Net Incom $2,290,77! $ (480,137)(d) $ 1,810,63!
Total Asset: $9,474,27! $3,495,738(e) $12,970,01

The Revenues adjustment principally represents geanant and performance fees and allocations efmedBlackstone Funds to arri
at Blackstone consolidated and combined revenuashwiere eliminated in consolidatic

The Expenses adjustment represents the additierpainses of the consolidated Blackstone FundstBldckstone unconsolidat
expenses, amortization of intangibles and experedated to equity-based compensation to arrivelatk3tone consolidated and
combined expense

The Other Income adjustment results from the foihgw

Three Months Nine Months
Ended Ended

September 30, 20C September 30, 20C

Fund Management Fees and Performance Fees ancidiog Eliminated i
Consolidatior $ 18,84 $ 118,40¢
Intersegment Eliminatio (5,18%) (5,18%)
Fund Expenses Added in Consolidat 7,20z 126,44¢
Non-Controlling Interests in Income (Loss) of ConsolethEntities (10,979 5,167,041
Total Consolidation Adjustmen $ 9,88¢ $ 5,406,70!

The reconciliation of Economic Net Income tadme (Loss) Before Provision for Taxes as reparigtie Consolidated and Combined
Statements of Income consists of the followi

Three Months Nine Months
Ended Ended
September 30, 20C September 30, 20C
Economic Net Incom $ 299,15¢ $  2,290,77
Consolidation Adjustment
Amortization of Intangible: (55,209 (62,409
Expenses Related to Eql-Based Compensatic (747,400 (983,639
Decrease in Loss Associated with I-Controlling Interests in Incomr
(Loss) of Consolidated Entities Primarily Relatioghe Blackstone
Holdings Partnership Units Held by Blackstone Hodgi Limited
Partners 396,10¢ 565,90:
Total Adjustment: (406,50 (480,13)
Income (Loss) Before Provision for Tax $ (107,349 $ 1,810,63
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(e) The Total Assets adjustment represents the addifiassets of the consolidated Blackstone Funtiset@lackstone unconsolidated as:

to arrive at Blackstone consolidated and combirsse:tz

The following tables present financial data fordstone’s four reportable segments for the threkrame month periods ended September 30,

2006, respectively:

Segment Revenut
Management and Advisory Fe
Performance Fees and Allocatic
Investment Income and Oth
Total Revenue
Expense:
Compensation and Benef
Other Operating Expens
Total Expense
Economic Net Incom

Segment Revenut
Management and Advisory Fe
Performance Fees and Allocatic
Investment Income and Oth
Total Revenue
Expense:
Compensation and Benef
Other Operating Expens
Total Expense
Economic Net Incom

Three Months Ended September 30, 20C

Marketable Total
Alternative Reportable
Corporate Real Asset Financial
Private Equity Estate Managemen  Advisory Segments

$ 83,777 $ 72931 $ 43,21F $51,55( $251,47"
61,91¢ 108,10: 7,73(C — 177,75:
13,93 15,06¢ 15,55 1,00¢ 45,56(
159,62¢ 196,10: 66,49¢ 5255¢ 474,78t
15,531 15,61 19,66¢ 10,54 61,35«
10,102 5,344 11,002 4,39¢ 30,84
25,63: 20,957 30,671 14,93¢ 92,197
$ 133,99 $175,14! $ 35,827 $37,62: $382,58!
Nine Months Ended September 30, 20C
Marketable
Alternative Total
Corporate Real Asset Financial Reportable
Private Equity Estate Managemen Advisory Segments

$ 270,36« $184,22: $ 126,99: $172,96°7 $ 754,54t

230,53t 243,59 24,24( — 498,37:
46,10% 43,95¢ 36,84¢ 2,37¢ 129,28
547,000 471,77 188,07¢ 175,34t 1,382,20
42,73¢ 46,87 52,12: 29,14¢ 170,87:
34,42¢ 19,56: 34,46 13,557 102,000
77,16 66,43¢ 86,58: 42,708 272,88

$ 469,84t $405,34: $ 101,49: $132,640 $1,109,32

The following tables reconcile the Total ReportaBegments to Blackstone’s Income (Loss) Before iBimv for Taxes for the three and nine
month periods ended September 30, 2006, respectivel

Three Months Ended September 30, 20C

Total

Reportable Consolidation Blackstone

Consolidated

Segments Adjustments and Combinec

Revenue: $474,78t $ (13,256)(a) $ 461,53
Expense: $ 92,197 $ 40,578 (b) $ 132,77
Other Income $ — $815,172(c) $ 815,17.
Economic Net Incom $382,58¢ $ — $ 382,58¢
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Nine Months Ended September 30, 2006
Blackstone

Total

Reportable Consolidation Consolidated
Segments Adjustments and Combinec
Revenue: $1,382,200 $ (40,613)(a)  $1,341,59:
Expense:! $ 272,88( $ 97,349 (b) $ 370,22
Other Income $ — $2,222,545(c) $2,222,54!
Economic Net Incom $1,109,32 $ — $1,109,32

(@) The Revenues adjustment principally represents ganant and performance fees and allocations e&rm@oBlackstone Funds to arri
at Blackstone combined revenues which were elimohat consolidatior

(b) The Expenses adjustment represents the additierpenses of the consolidated Blackstone Fumtiset Blackstone unconsolidated
expenses to arrive at Blackstone consolidated ambmed expense

(c) The Other Income adjustment results from the foltamw

Fund Management Fees and Performance Fees anc#dios

Three Months
Ended
September 30, 20C

Nine Months
Ended
September 30, 20C

Eliminated in Consolidatio $ 13,25¢ $ 40,61
Fund Expenses Added in Consolidat 40,57¢ 97,34¢
Non-Controlling Interests in Income of Consolidatedifed 761,33t 2,084,58.

Total Consolidation Adjustmen $ 815,17: $ 2,222,54
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis should belieaconjunction with The Blackstone Group L.Pdsdensed consolidated and
combined financial statements and the related niotdsded within this Quarterly Report on Form 10-Q

During 2007 we consummated a number of signifit@msactions, including the reorganization, the coment completion of our initial
public offering and sale of n-voting common units to Beijing Wonderful Investta@m June 27, 2007, and the deconsolidation afrabyer of
Blackstone Funds (effective June 27, 2007 andJudp07). These transactions have had significéfietts on many of the items within «
condensed consolidated and combined financial states and affect the comparison of the current’ggeariods with those of the prior years.

Our Business

Blackstone is one of the largest independent atamm asset managers in the world. We also praaidéde range of financial advisory
services, including corporate and mergers and aitiguis advisory, restructuring and reorganizatidmisory and fund placement services.

Our business is organized into four business setgnen

» Corporate Private Equity. We are a world leader in private equity investingving managed five general private equity funds, a
well as one specialized fund focusing on media@rdmunications-related investments, since we dshadal this business in 1987.
Through our corporate private equity funds, we persansactions throughout the world, includingelaged buyout acquisitions of
seasoned companies, transactions involving stabusmesses in established industries, turnaroumid®rity investments,
corporate partnerships and industry consolidati

* Real Estate.Our real estate operation is diversified regionaltgl across a variety of sectors. We have managegseral rea
estate opportunity funds and two internationallgu®ed real estate opportunity funds. Our real @staportunity funds have made
significant investments in lodging, major urbanadfbuildings, residential properties, distributemd warehousing centers and a
variety of real estate operating compan

* Marketable Alternative Asset Management Established in 1990, our marketable alternativetassinagement segmen
comprised of our management of funds of hedge fumeggzanine funds and senior debt vehicles, prigpyidiedge funds and
publicly-traded closed-end mutual funds. These petslare intended to provide investors with grelatesls of current income and
for certain products, a greater level of liquid

» Financial Advisory . Our financial advisory segment serves a diversegioiohl group of clients with corporate and mergerd
acquisitions advisory services, restructuring aatganization advisory services and fund placersentices for alternative
investment funds

We generate our income from fees earned pursuamirtivactual arrangements with funds, fund inveséord fund portfolio companies
(including management, transaction and monitorees}, and from corporate and mergers and acquisiéidvisory services, restructuring and
reorganization advisory services and fund placersentices for alternative investment funds. Inaiertnanagement arrangements, we receive
performance fees and allocations when the returaissets exceeds certain benchmark returns or mthfrmance targets. We make signific
investments in the funds we manage and, in mosiscage receive a preferred allocation of incores, (@ “carried interest”) or an incentive fee
from an investment fund in the event that specifiechulative investment returns are achieved. Netstment gains and resultant Investment
Income generated by the Blackstone funds, prinlgipaivate equity and real estate funds, are drivgwalue created by our strategic initiati
as well as overall market conditions. Our fundsially record fund investments at cost and revigese values when there have been changes i
the fundamentals of the portfolio company, thefptid company’s industry or the overall economy. &g strategic initiatives at the portfolio
company produce results and overall market condtmhange, our funds recognize changes in the @l underlying investment.
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Historically, our most significant expense has beampensation and benefits. This expense incrdastr due to (1) payments to our
senior managing directors of profit sharing basadpensation following our initial public offerin¢2) grants of unvested Blackstone Holdings
partnership units to our senior managing direcamid selected other individuals engaged in someiobosinesses as part of the
Reorganization; (3) awards of unvested deferredlicesd common units and phantom cash settled atardur other employees; and (4) our
senior managing directors and selected other iddals receiving a portion of the carried interasbme earned in respect of certain of the
funds.

Business Environment

Blackstone’s businesses are materially affecteddmgitions in the financial markets and economicditions in the United States,
Western Europe, Asia and to some extent elsewheteiworld.

The third quarter of 2007 experienced considerabileulence in the housing and sub-prime mortgag&etsiin the U.S., which had a
significant negative impact on other fixed incomarkets. As a result of reduced liquidity and greatdatility, several commercial and
investment banks and hedge funds significantly ceduhe carrying value of some of their fixed ineoholdings. The U.S. and other
governments injected meaningful liquidity into fireancial system during the third quarter in amipt to avoid a liquidity crisis.

Deteriorating conditions in fixed income marketsy®@nted lenders from syndicating senior loans agld yield debt. Debt underwriting
declined meaningfully from the second quarter di2@nd the backlog resulting from pending privateity-led transactions reached record
levels. This backlog resulted in lenders becom@ss Wwilling to fund new, large-sized acquisitiond @as a consequence, the volume of new
private equity acquisitions declined significantiythe quarter. Recently announced private eqeityacquisitions have mostly been smaller in
size, with less leverage and less favorable teanghke debt provided, including more onerous loavenants. The duration of current
conditions in the credit markets is unknown.

To date, the issues in the fixed income marketsideitof sub-prime mortgages appear to relate nooaddrge inventory and concerns
about spillover from sub-prime markets, rather thaise in credit problems and defaults by corpobatrrowers. However, the decline in
housing, coupled with a sharp rise in oil pricess led many economists to conclude that a slowdowime U.S. economy is more likely.

Although private-equity led transactions have dedi, conditions in the advisory businesses havérumd to be relatively favorable.
Relatively stable equity markets and global ecomagndéwth have contributed to generally sustainegvig particularly outside of the U.S.

Uncertainty remains regarding Blackstone’s futapseation levels. A bill has been introduced in th& L5enate that would preclude
Blackstone from qualifying for treatment as a parship for U.S. federal income tax purposes uneipublicly traded partnership rules. In
addition, more recently and in addition to othdishielating to the taxation of investment partidps that have previously been introduced in
the U.S. House of Representatives, on Novembedd7 the Ways & Means Committee of the U.S. HoudReyresentatives approved a bill
that would generally (1) treat carried interesbtiger than qualifying income under the tax rulegliapble to publicly traded partnerships,
which would require Blackstone to hold interestgimities earning such income through taxable sligngi corporations starting in 2010, and
(2) tax carried interest as ordinary income for.Ue8leral income taxes, rather than in accordarittethe character of income derived by the
underlying fund, which is in many cases capitahg#iany such proposed legislation were to be tthand apply to us, it would materially
increase the amount of taxes payable by Blackstoddts unitholders.

Significant Transactions
Reorganization

The Blackstone Group L.P. was formed as a Delajiraited partnership on March 12, 2007. The Blackst&roup L.P. is managed and
operated by its general partner, Blackstone Groapadement L.L.C., which is in turn wholly-owned Bkackstone’s senior managing
directors and controlled by the Founders.
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Blackstone’s business was historically conductedugh a large number of entities as to which thee no single holding entity but
which were separately owned by its predecessor mwvheorder to facilitate the initial public offag, as described in further detail below, the
predecessor owners completed a reorganizatiorfberganization”as of the close of business on June 18, 2007 whenéth certain limites
exceptions, each of the operating entities of tieel@cessor organization and the intellectual ptgpgghts associated with the Blackstone
name, were contributed to five newly-formed holdpagtnerships (Blackstone Holdings | L.P., Blackst¢loldings Il L.P., Blackstone
Holdings Il L.P., Blackstone Holdings IV L.P. aBdackstone Holdings V L.P. (collectively, “Blackst® Holdings”)) or sold to wholly-owned
subsidiaries of Blackstone (which in turn contrdmithem to Blackstone Holdings). Blackstone, thiowdpolly-owned subsidiaries, is the sole
general partner of each of the Blackstone Holdpeysnerships.

The Reorganization was accounted for as an exchafrgtities under common control for the interéstthe Contributed Businesses
which were contributed by the Founders and therat@rior managing directors (collectively, the “@ohGroup”) and as an acquisition of
non-controlling interests using the purchase metifatcounting for all the predecessor owners dtfen the Control Group pursuant to
Statement of Financial Accounting Standard (“SFAS8) 141,Business Combinatiorf$§SFAS No. 141").

Blackstone also entered into an exchange agreemitnholders of partnership units in Blackstone dHogs (other than The Blackstone
Group L.P.’s whollyewned subsidiaries) so that these holders, sutgebe vesting and minimum retained ownership negoénts and transt
restrictions set forth in the partnership agreemenfthe Blackstone Holdings partnerships, mayoujptir times each year, exchange their
Blackstone Holdings partnership units for the Renthip common units on a one-for-one basis, subjemtistomary conversion rate
adjustments for splits, unit distributions and assifications. A Blackstone Holdings limited partneust exchange one partnership unit in each
of the five Blackstone Holdings partnerships teeeffan exchange for a common unit in Blackstone.

Initial Public Offering

On June 27, 2007, The Blackstone Group L.P. comgltte initial public offering (“IPQO”) of its commmounits representing limited
partner interests. Upon the completion of the IP@lic investors owned approximately 14.1% of Bitoke’s equity. Concurrently with the
IPO, The Blackstone Group L.P. completed the saf@®n-voting common units, representing approxitya®3% of Blackstone’s equity to
Beijing Wonderful Investments, an investment vehigstablished by the People’s Republic of China véspect to its foreign exchange
reserve. Beijing Wonderful Investments is restddtethe future from purchasing common units sa ilssequity interest in Blackstone rema
under 10%.

Blackstone contributed the proceeds from the IP@tha sale of non-voting common units to BeijingMlerful Investments to its
wholly-owned subsidiaries, Blackstone Holdings, ethin turn used these proceeds to (1) purchaseesitein the Contributed Businesses from
the predecessor owners (and contribute these gt$eiee Blackstone Holdings in exchange for a nunob@ewly-issued Blackstone Holdings
partnership units) and (2) purchase a number atiaddl newly-issued Blackstone Holdings partnepsimits from Blackstone Holdings.

The net proceeds to the Partnership from the |R&ing approximately $2.93 billion were used toap$1.21 billion of indebtedness
outstanding under Blackstone’s revolving creditagnent, with the balance being invested and/or dtetras general partner investments in
Blackstone sponsored funds, including its corpopaiteate equity funds, real estate funds, mezzafuinds, funds of hedge funds and hedge
funds, and invested in temporary interest bearivgstments.

Consolidation and Deconsolidation of Blackstone Funds

In accordance with accounting principles generatlgepted in the United States of America (“GAAR umber of the Blackstone Fui
were historically consolidated into Blackstone’sntoned financial statements.

Concurrently with the Reorganization, the ContrédsliBusinesses that act as a general partner ofsalodated Blackstone fund (with the
exception of Blackstone’s proprietary hedge funas five of the funds of hedge funds) took the neagssteps to grant rights to the
unaffiliated investors in each respective fundrovide that a simple majority of the fund’s unaéfied investors will have the right, without
cause, to remove the general partner of that furtd accelerate the liquidation date of that fuméécordance with certain procedures. The
granting of these rights results in the deconstibdeof such investment funds from the Partnershgwnsolidated financial statements and the
accounting of Blackstone’s interest in these fumader the equity method. With the
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exception of certain funds of hedge funds, thegetsibecame effective on June 27, 2007 for all Bme funds where these rights were
granted. The effective date of these rights foraplicable funds of hedge funds was July 1, 200the Condensed Consolidated and
Combined Statements of Income and Cash Flows falicgble three and the six month periods ended 3002007, the change from
consolidation to the equity method of accounting weesented retroactively as if the rights thatbee effective on June 27, 2007 had been
granted effective January 1, 2007. During the thindrter of 2007, Blackstone changed the presentafithese funds to reflect the
consolidated results of these funds in the Pai@sscondensed consolidated and combined finastééments until the rights became
effective. This change has been reflected retrasmdge to January 1, 2007. The retrospective chandbe method of presentation had no
impact on our financial statement information foopyears included within our filings.

If the current presentation method had been apjdiethe applicable three and six month periodseeniline 30, 2007 as reported on Form 10-
Q, the impact would have been as follows:

Condensed Consolidated and Combined Statements afdome (Unaudited)
(Dollars in Thousands)

Three Months Six Months
Ended June 30, 2007 Ended June 30, 2007
As As
Originally Effect of Originally Effect of
Reported As Adjusted Change Reported As Adjusted Change
Total Revenue $ 975,32( $ 975,32( $ — $2,201,68! $2,201,68 $ —
Total Expense (430,949 (476,969 (46,025 (560,84)) (649,12() (88,279
Net Gains from Fund Investment Activiti 601,68: 2,337,15 1,735,46! 1,197,56: 5,373,63 4,176,07.
Income Before Nor-Controlling Interests in
Income of Consolidated Entities and Provisio
(Benefit) for Taxes 1,146,05! 2,835,50: 1,689,44. 2,838,41! 6,926,20. 4,087,79.
Non-Controlling Interests in Income of
Consolidated Entities 374,11° 2,063,56 1,689,44. 920,42: 5,008,21! 4,087,79:
Income Before Provision (Benefit) for Taxe: 771,94. 771,94: — 1,917,98 1,917,98 —
Provision (Benefit) for Taxes (2,409 (2,409 — 11,56( 11,56( —
Net Income $ 77435, $ 77435 $ — $1,906,42  $1,906,42° % —

As there would have been no impact on BlackstoNetsincome, there would have been no effect onddst Income (Loss) per Common
Unit, or Diluted Net Income (Loss) per Common Unit.
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Condensed Consolidated and Combined Statements oagh Flows (Unaudited)

(Dollars in Thousands)

Cash Flows from Operating Activities
Blackstone Funds Relate
Non-Controlling Interests in Income of Consolidated it
Net Realized Gains on Investme
Investments Purchas:
Cash Proceeds from Sale of Investmt
Cash Relinquished with Deconsolidation of Partnipss
Due from Affiliates
Due to Affiliates
Other Operating Activitie
Net Cash Provided by (Used in) Operating Activi

Cash Flows from Investing Activities

Cash Flows from Financing Activities
Distributions to No-Controlling Interest Holders in Consolidated Ee8!
Contributions from No-Controlling Interest Holders in Consolidated Eres
Proceeds from Loans Payal
Repayment of Loans Payat
Other Financing Activitie:
Net Cash Provided By Financing Activiti

Effect of Exchange Rate Changes on Cash and Caskidtents

Net Increase in Cash and Cash Equivalent

Cash and Cash Equivalents, Beginning of Pe

Cash and Cash Equivalents, End of Pe

Key Financial Measures and Indicators
Revenues

For the Six Months Ended June 30, 200

As
Originally Effect of
Reported As Adjusted Change
$ 38,83( $ 2,369,96! $2,331,13!
(1,178,04) (3,474,97)  (2,296,93)
(4,738,01)  (10,469,57)  (5,731,56)
4,325,63: 9,142,90:. 4,817,27.
- (702,246 (702,246
(18,329 (687,48) (669,159
68,01( 713,14¢ 645,13!
2,173,13. 2,281,15i 108,02°
671,22( (827,109  (1,498,32)
(37,810 (37,810 —
(1,350,62) (5,557,04)  (4,206,41)
1,125,07 6,687,35. 5,562,27.
1,617,48: 5,221,30: 3,603,82!
(2,015,34) (5,477,20)  (3,461,85)
1,293,92; 1,293,79. (131)
670,51( 2,168,20! 1,497,69!
— 63¢ 63¢
1,303,92! 1,303,92! —
129,44 129,44 —
$1,433,36. $ 1,433,36. $ =

Revenues consist of primarily management and adufses, performance fees and allocations and tmesst income and other.

Management and Advisory Feddanagement and advisory fees consist of (1) fundagament fees and (2) advisory fees.

(1) Fund Management Fe. Fund management fees are comprised of fees ahdngeetly to funds, fund investors and fund pditfo
companies (including management, transaction antoring fees). Such fees are based upon the ainaterms of investment
advisory and related agreements and are recoga&edrned over the specified contract period. @ugstment advisory agreeme
generally require that the investment advisor shapertion of certain fees and expenses with thadd partners of the fund. These

shared items“management fee reduction amoi”) reduce the management fees received from the tiisetners
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(2) Advisory FeesAdvisory fees consist of advisory retainer and $eantion based fee arrangements related to meegasisitions
restructurings, divestitures and fund placementises for alternative investment funds. Advisortaimeer fees are recognized when
services are rendered. Transaction fees are rexaynihen (i) there is evidence of an arrangemethit avclient, (ii) agreed upon
services have been provided, (iii) fees are fixedederminable and (iv) collection is reasonablyuasd. Fund placement services
revenue is recognized as earned upon the accepgtgrecéund of capital or capital commitmer

Performance Fees and Allocatio®erformance fees and allocations represent thenergfal allocations of profits (“carried interest”
which are a component of our general partnershgrésts in the corporate private equity, real esttd mezzanine funds. We are entitled to
carried interest from an investment fund in thenéwievestors in the fund achieve cumulative investtireturns in excess of a specified rate.
We record as revenue the amount that would bealus pursuant to the fund agreements at each pendas if the fund agreements were
terminated at that date. Prior to the applicatibthe deconsolidation of the carried interest furadaounts related to carried interest were
recorded as a component of Net Gains from Investetivities. In certain performance fee arrangetaeslated to hedge funds in our
marketable alternative asset management segmeitenentitled to receive performance fees and afimes when the return on assets under
management exceeds certain benchmark returns er péinformance targets. In such arrangements, ppeafice fees and allocations are
accrued monthly or quarterly based on measuringuattd fund performance to date versus the perfoomdenchmark stated in the investn
management agreement.

Investment Incomé&lackstone and its consolidated funds generaté&zeshnd unrealized gains from underlying investiméncorporate
private equity, real estate and marketable alteraaisset management funds. Net gains (losses)dtormvestment activities and resultant
Investment Income reflect a combination of intermadl external factors. The external factors affigcthe net gains associated with our
investing activities vary by asset class but amably driven by the market considerations discusdrxie. The key external measures that we
monitor for purposes of deriving our investmeniime include: price/earnings ratios and earningeredhterest, taxes, depreciation and
amortization (“EBITDA”) multiples for benchmark plicompanies and comparable transactions andataaition rates (“cap rates”) for real
estate property investments. In addition, thirdyphedge fund managers provide information regardie valuation of hedge fund
investments. These measures generally represergl#tizve value at which comparable entities hétleee been sold or at which they trade in
the public marketplace. Other than the informafrom our hedge fund managers, we refer to thesesunea generally as exit multiples.
Internal factors that are managed and monitorelddeca variety of cash flow and operating perforogameasures, most commonly EBITDA
and net operating income.

The funds’ investments are diversified across &waof industries and geographic locations, andueh we are broadly exposed to the
market conditions and business environments reféa@bove. As a result, although our funds areseg to market risks, we continuously
seek to limit concentration of exposure in anyipafar sector.

Expenses

Compensation and Benefits Experfdgor to the IPO, our compensation and benefitergp reflected compensation (primarily salary
bonus) paid solely to our non-senior managing tlireemployees. As a result of the IPO, compensatiahbenefits expense will reflect
(1) employee compensation and benefits - emplogegensation and benefits expense paid to our eraptoincluding our senior managing
directors and our non-senior managing director eyg#s, (2) equity-based compensation - the redogrof expense associated with grants of
unvested deferred restricted common and Blacksttméings partnership units awarded to senior mamadirectors and employees over the
corresponding service period, and (3) profit sikpbased compensation payments for existing ownmetpeofit sharing interests in carried
interest.

(1) Employee Compensation and Bene. Our compensation arrangements with our emplogeetin a significant profit sharir
based bonus component. Therefore, as our net regéncrease, our compensation costs also riselditi@n, our compensation
costs reflect the increased investment in peopieeasxpand geographically and create new produnctdasinesses. Historically,
payments fo
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services rendered by our senior managing direetodsselected other individuals engaged in our legsies have been accounted
as partnership distributions rather than as emgl@penpensation and benefits expense. As a resulemployee compensation and
benefits expense had not reflected payments foicgsrrendered by these individuals. Followingth®, we are including all
payments for services rendered by our senior magatjrectors in employee compensation and berefigense

(2) Equity-based Compensatic. As a result of the IPO, compensation and benedftects the recognition of significant r-cash
equity-based compensation as unvested Blackstotérige partnership units received in the Reorgditreby our senior
managing directors and other individuals engagesbime of our businesses, and unvested deferrettredtcommon units granted
to our non-senior managing director professionathatime of the IPO are charged to expense dwecorresponding service
period.

(3) Profit Sharing Arrangemen. We have implemented profit sharing arrangemeartsdir existing owners working in our businesses
across our different operations designed to achaenedationship between compensation levels andtsethat are appropriate for
each operation given prevailing market conditidnsaddition, the existing owners working in our Ingsses, other professionals
and selected other individuals who work on ourycérnds have a profit sharing interest in the eafrinterest earned in relation to
these funds in order to better align their intexegith our own and with those of the investorshiese funds. Departed partners are
also entitled to their vested share of carriedr@gedistributions received from our carry fun

General, Administrative and OthéFhe balance of our expenses include interest exp@gsupancy and equipment expenses and ge
administrative and other expenses, which consiptafessional fees, travel and related expensesiumications and information services,
depreciation and amortization and other operatkpgeses. As part of the Reorganization we acquiedests in our businesses from our
existing owners. We accounted for the acquisitibtihe interests from our existing owners other thanFounders and other senior managing
directors using the purchase method of accoungind reflect the excess of the purchase price tnefatir value of the tangible assets acquired
and liabilities assumed as goodwill and intangdssets in our condensed consolidated statemeimamicial condition. We preliminarily
estimate that we will record in excess of $722.Bioni of finite lived intangible assets (in additidco approximately $1.61 billion of goodwill).
We anticipate amortizing these finite lived intarigs over their estimated useful lives, which aqgeeted to range between three and ten y
using the straight line method. In addition, ag p&the Reorganization, our existing owners reedi827,516,625 Blackstone Holdings
partnership units, of which 439,711,537 are unweskbe grant date fair value of the unvested Blawles Holdings partnership units (which is
based on the initial public offering price per coomunit in the IPO) is charged to expense as thektone Holdings partnership units vest
over the assumed service periods, which range ejgtd years, on a straight line basis. The ametitin of these finite lived intangible assets
and of this non-cash equibased compensation will increase our expensesasulaly during the relevant periods and, as altese expect ti
record significant net losses for a number of years

Fund Expense§he expenses of our consolidated Blackstone fuadsist primarily of interest expense, professidaas and other third-
party expenses. These expenses are now signifidamtér in our financial statements as a resuthefcompletion of the deconsolidation of
Blackstone funds.

Non-Controlling Interestsin Income of Consolidated Entities

On a historical basis, non-controlling interestiicome of consolidated entities has primarily éstesi of interests of unaffiliated third-
party investors and AIG’s investments in Blackstfureds pursuant to AIG’s mandated limited partreggital commitments, on which we
receive carried interest allocations and which gferrto collectively as “Limited Partners” or “LPa¥% well as discretionary investments by the
other existing owners and employees. Non-contmliitierests related to the corporate private equigl estate opportunity and mezzanine
funds are subject to on-going realizations anditligions of proceeds therefrom during the lifeadind with a final distribution at the end of
each respective fund’s term, which could occur um@gtain circumstances in advance of or subsegoehtt fund’s scheduled termination
date. Non-controlling interests related to our fnflhedge funds and hedge funds are generallgsuig annual, semi-annual or quarterly
withdrawal or redemption by investors in our heflgeds following the expiration of a specified petiof time when capital may not be
withdrawn (typically between one and three yeatf)en redeemed amounts become legally payable éstiors in our hedge funds on a
current basis, they are reclassified as a liabiity the date of the Reorganization, such non-obimty interests were initially recorded at their
historical carry-over basis as those interests im@daoutstanding and were not being exchangedddnership units of Blackstone Holdings.
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Following the IPO, we are no longer consolidatingstrof our investment funds, as we granted to ttedfiliated investors the right,
without cause, to remove the general partner df epplicable fund or to accelerate the liquidatbeach applicable fund in accordance with
certain procedures, see “Consolidation and Decafeg@n of Blackstone Funds”, and accordingly n@micolling interests in income of
consolidated entities related to the Limited Paringerests in the deconsolidated funds are nodongflected in our financial results. However,
we record significant non-controlling interestsrioome of consolidated entities relating to the ewghip interest of our existing owners in
Blackstone Holdings and the limited partner intey@s our investment funds that remain consolidafeddescribed in “Reorganization of The
Blackstone Group L.P.”, The Blackstone Group LsPthrough wholly-owned subsidiaries, the sole gangartner of each of the Blackstone
Holdings partnerships. The Blackstone Group L.Rsotidates the financial results of Blackstone litajd and its consolidated subsidiaries,
and the ownership interest of the limited partreérBlackstone Holdings is reflected as a non-cdlitiginterest in The Blackstone Group
L.P.’s condensed consolidated and combined findataéements.

Income Taxes

We have historically operated as a partnershipJf&. federal income tax purposes and mainly ag@ocate entity in non-U.S.
jurisdictions. As a result, our income has not badnject to U.S. federal and state income taxese§ eelated to income earned by these en
represent obligations of the individual partnerd arembers. Income taxes shown on Blackstone Grduigtsrical combined income
statements are attributable to the New York Cityncorporated business tax and income taxes onicemgdities located in non-U.S.
jurisdictions.

Following the IPO, the Blackstone Holdings parth@s and their subsidiaries continue to operatbénU.S. as partnerships for U.S.
federal income tax purposes and generally as catpentities in non-U.S. jurisdictions; accordinghese entities in some cases will continue
to be subject to New York City unincorporated besmtaxes or non-U.S. income taxes. In additionaiceof the wholly-owned subsidiaries of
The Blackstone Group L.P. will be subject to cogterfederal, state and local income taxes thatb&illeflected in our condensed consolidated
and combined financial statements.

As noted in “Business Environment”, uncertainty eéms regarding Blackstone’s future taxation levAl&ill has been introduced in the
U.S. Senate that would preclude Blackstone fronlifyirag for treatment as a partnership for U.S.deal income tax purposes under the
publicly traded partnership rules. In addition, meoecently and in addition to other bills relatioghe taxation of investment partnerships that
have previously been introduced in the U.S. HoddRepresentatives, on November 1, 2007 the Waysefad Committee of the U.S. House
of Representatives approved a bill that would galhe(l) treat carried interest as other than dyialy income under the tax rules applicable to
publicly traded partnerships, which would requitad&stone to hold interests in entities earnindisncome through taxable subsidiary
corporations starting in 2010, and (2) tax cariigdrest as ordinary income for U.S. federal incdenes, rather than in accordance with the
character of income derived by the underlying fumldich is in many cases capital gain. If any suappsed legislation were to be enacted and
apply to us, it would materially increase the amamfrtaxes payable by Blackstone and its unithadder

Operating Metrics

The alternative asset management business is deolmpsiness that is unusual due to its abilitgupport rapid growth without requiri
substantial capital investment. However, there atsobe volatility associated with its earnings aash flow. Since our inception, we have
developed and used various key operating metriesgess and monitor the operating performancerofarious alternative asset management
businesses in order to monitor the effectivenessiofalue creating strategies.
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Assets Under ManagemeAssets under management refers to the assets waggmadur assets under management equal the sum of:
(2) the fair value of the investments held by canmrg funds plus the capital that we are entitledath from investors in those funds pursuant to
the terms of their capital commitments to thosalfuplus the fair value of co-investments arranigeds that were made by limited partners in
portfolio investments of our corporate private ¢gjaind real estate funds as to which we receive de@ carried interest allocation); (2) the net
asset value of our funds of hedge funds, propsidiadge funds and closestd mutual funds; and (3) the amount of capitae@ifor our senic
debt funds. The assets under management measoiiaclisies assets under management relating townirand our employees’ investments
in funds for which we charge either no or nominalnagement fees. As a result of raising new fundls svkzeable capital commitments, and
increases in the net asset values of our fundshesidretained profits, our fee earning assets undsagement have increased significantly
over the periods discussed.

Limited Partner Capital Investetlimited Partner capital invested represents thewuarnof Limited Partner capital commitments which
were invested by our carry funds during each pepredented, plus the capital invested through gestments arranged by us that were made
by limited partners in portfolio investments of @marporate private equity and real estate funds asich we receive fees or a carried interest
allocation. Over our history we have earned agdeegaultiples of invested capital for realized amdtially realized investments of 2.6x and
2.4x in our corporate private equity and real estgaportunity funds, respectively.

We manage our business using traditional finamedsures and our key operating metrics since vieviedihat these metrics measure
productivity of our investment activities.

Condensed Consolidated and Combined Results of Opions

Following is a discussion of our condensed conatdid and combined results of operations for theetland nine months ended
September 30, 2007 and 2006. For a more detaisediskion of the factors that affected the restilaiofour business segments (which are
presented on a basis that deconsolidates the measfunds we manage) in these periods, see “—Seghmalysis” below.
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The following table sets forth information regamgliour condensed consolidated and combined redutigevations and certain key
operating metrics for the three and nine monthedr&eptember 30, 2007 and 2006.

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
(Dollars in Thousands)
Revenue:!
Management and Advisory Fe $ 329,44 $ 241,38¢ $1,11854. $ 725,49
Performance Fees and Allocati 150,58t 177,98¢ 1,266,83: 491,44¢
Investment Income and Oth 46,65¢ 42,15 319,80¢ 124,64t
Total Revenue 526,68t 461,53( 2,705,18. 1,341,59
Expense:
Compensation and Benef 929,72: 61,56 1,354,47: 170,87:
Interest 2,25¢ 7,26¢ 28,56( 27,44¢
General, Administrative and Oth 111,81« 23,367 190,63! 74,55¢
Fund Expense 7,202 40,57¢ 126,44¢ 97,34¢
Total Expense 1,050,99! 132,77¢ 1,700,111 370,22¢
Other Income
Net Gains from Fund Investment Activiti 9,88¢ 815,17. 5,406,70! 2,222 ,54!
Income (Loss) Before Non-Controlling Interestsricdme of Consolidated
Entities and Provision for Taxi (514,429 1,143,92 6,411,77! 3,193,90!
Non-Controlling Interests in Income (Loss) of ConsolethEntities (407,07¢) 761,33t 4,601,13! 2,084,58
Income (Loss) Before Provision for Tax (107,349 382,58¢ 1,810,63! 1,109,321
Provision for Taxe: 5,841 10,04: 17,40 25,56(
Net Income (Loss $ (123,190 $ 372,54t $ 1,793,23 $ 1,083,761
Assets Under Management (at Period E $98,200,51  $62,707,11 $98,200,51 $62,707,11
Capital Deployed
Limited Partner Capital Investe $ 2,686,870 $ 1,930,600 $ 8,295,151 $ 6,506,66!

Three Months Ended September 30, 2007 Comparelrée Months Ended September 30, 2006
Revenues

Revenues were $526.7 million for the three montited September 30, 2007, an increase of $65.2mili 14.1% versus the three
months ended September 30, 2006. The increasewegsrinarily to an increase of $57.7 million in rmgement fees and an increase of $30.4
million in advisory fees, offset by a decrease 7.8 million in performance fees and allocationise Thcrease in management fees was
primarily due to increased fund-related fees irhlbmir Marketable Alternative Asset Management aatpGrate Private Equity segments of
$46.5 million and $10.4 million, respectively. Matkble Alternative Asset Management'’s increasedsiaen by a $16.61 billion increase in
assets under management from September 30, 2B#ptember 30, 2007, due primarily to significafiois from institutional investors in
new and existing funds as well as the launch ofequity hedge fund business in October 2006. CatpdPrivate Equity’s increase was driven
primarily by an increase in transaction fees duatoeased Limited Partner Capital Invested. Adwidees increased as a result of an increase
in fees generated from our Financial Advisory segingele primarily to growth in fund placement busises and an increase in restructuring
and reorganization advisory services revenues déeezases in performance fees and allocations seenerised of decreases in the Real E:
and Marketable Alternative Asset Management segsnefi$79.6 million and $5.2 million, respectiveas a result of a decline in net
appreciation in the underlying investments of dertaal estate funds as compared with the prior ged volatility in the distressed securities
and equity markets which adversely affected théopmance of some investment vehicles in our MatietAlternative Asset Management
segment. These decreases were partially offseh liycaease in our Corporate Private Equity segro&fit7.2 million due to an increase in net
appreciation in the underlying investments of dartands as compared with the prior year. Growtiirestment income was principally dri\
by a $1.25 billion investment of a portion of o®Q proceeds in our funds of hedge funds and prapyibedge funds.
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Other Income

Other Income was $9.9 million for the three morghded September 30, 2007, a decrease of $805i8mull 98.8% versus the three
months ended September 30, 2006. The decreasef06is due to the deconsolidation of certain affands in our Corporate Private Equ
Real Estate and Marketable Alternative Asset Mamege segments as described in further detail irséfngion of this report titled
“Consolidation and Deconsolidation of Blackstone@s” These gains (losses) arose at the Blackstone Fewelsof which ($11.0) million ar
$761.3 million were allocated to non-controllingarest holders for the three months ended Septe&ihe007 and September 30, 2006,
respectively.

Expenses

Expenses were $1.05 billion for the three monttaedrSeptember 30, 2007, an increase of $918.2mibli 691.6% versus the three
months ended September 30, 2006. The increasernwaarily due to an increase in employee compensatitd benefits of $868.2 million,
principally resulting from an increase in equitysbd compensation of $747.4 million arising frooms&ction related equity-based
compensation plans that did not exist prior tol&®, and $92.2 million of increased compensatigreases including profit sharing
arrangements associated with our senior managiegtdrs, departed partners, and other selectedogegs which was accounted for as
partnership distributions prior to our IPO. The adtlition of personnel to support the growth ofteatour business segments, including office
openings and expansion in London, Hong Kong anéh|radso contributed to the increase in compensatial benefit expenses. Additionally,
general, administrative and other expenses inctdeb®@.4 million due primarily to $55.2 million aftangible amortization expenses and an
increase in professional fees of $21.9 million @ity related to the costs of becoming a public pany. We expect our compensation, gen
administrative and other expenses to continuedease in absolute dollars as compared to 200fl&r do meet the requirements of being a
public company, including increased personnel clastgvestor relations and financial reporting étinns, financial statement audits, Sarbanes:
Oxley Act compliance and professional fees relatmi{-1 tax reporting. These increases were offged decrease in fund expenses of
$33.4 million due to the deconsolidation of certBlackstone funds in our Corporate Private EquiRtgal Estate and Marketable Alternative
Asset Management segments.

Capital Deployed

Limited Partner Capital Invested was $2.69 billfonthe three months ended September 30, 200 hcaease of $756.3 million, or
39.2%, versus the three months ended Septemb&086, The increase is due to increased capitabgleglin our Corporate Private Equity
segment of $1.42 billion, offset by a decreaseunReal Estate segment of $712.9 million. At Seften80, 2007, our Corporate Private
Equity and Real Estate segments had a total oB48ilon of Limited Partner Capital committed f@amsactions scheduled to close in
subsequent periods. Since the quarter’s end, hetRéal Estate and Corporate Private Equity fuogsther with certain limited partner co-
investors closed on the purchase of Hilton Hotel©atober 24, 2007. The total equity investment 88§65 billion including $5.17 billion
invested by our private equity and real estatetéichpartners.

Nine Months Ended September 30, 2007 Comparech Months Ended September 30, 2006
Revenues

Revenues were $2.71 hillion for the nine monthsdr8eptember 30, 2007, an increase of $1.36 bibiidi01.6% compared with the
nine months ended September 30, 2006. The increes@rimarily due to increases of $775.4 millioperformance fees and allocations,
$294.0 million in management fees, $195.2 milliornvestment income and other and $99.0 millioadrisory fees. The increases in
performance fees and allocations and investmentiecand other was comprised of increases in theE¢ate, Corporate Private Equity and
Marketable Alternative Asset Management segmen$586.5 million, $343.8 million and $160.5 millisespectively. The increases in
performance fees and allocations and investmentiecand other was primarily due to significantaygbreciation of our funds’ investments in
our Corporate Private Equity and Real Estate setgnspecifically the technology, media and telecamitations, foodservice, office, limited
service hotel and hospitality sectors. Additiongfigsitive performance and a larger asset badeiMarketable Alternative Asset Managerr
segment contributed to the increase in performéaegand allocations. The increase in managemestfas primarily due to increased fund-
related fees in both our Real Estate and Marketalidgnative Asset Management segments. Real Estairease was driven by increased
Limited Partner Capital Invested, primarily relatito the acquisition of Equity Office Propertiea3rin February 2007 as well as $80.4 mil
of management fees generated from capital raigeouionew real estate opportunity fund, BlackstBeal Estate Partners VI. Marketable
Alternative Asset Management'’s increase was prigndtie to an increase of $16.6 billion in assedarnrmanagement as a result of significant
inflows from institutional investors in new and sting funds as well as the launch of our equitygeefind business in October 2006.
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Other Income

Other Income was $5.41 billion for the nine morghsed September 30, 2007, an increase of $3.18nbil 143.3% versus the nine
months ended September 30, 2006. The increase2P®® was primarily due to significant net appreoiabf our funds’ investments in our
Corporate Private Equity and Real Estate segmenigel as positive performance and a larger assst n the Marketable Alternative Asset
Management segment. These gains arose at the BlaekSunds level of which $5.17 billion and $2.08dn were allocated to norentrolling
interest holders for the nine months ended SepteBhe2007 and September 30, 2006, respectively.

Expenses

Expenses were $1.70 billion for the nine monthsednsleptember 30, 2007, an increase of $1.33 bilid59.2% versus the nine months
ended September 30, 2006. The increase was prynaaidl to an increase in employee compensation anefits of $1.18 billion, principally
resulting from increase in equity-based compensaifd983.6 million arising from transaction relhiequity-based compensation plans that
did not exist prior to our IPO, and $99.0 milliohimcreased compensation expenses including pbéting arrangements associated with our
senior managing directors, departed partners, Hret gelected employees which was accounted fpadsership distributions prior to our
IPO. General, administrative and other expensesased by $116.1 million principally due to $62.4lion of intangible amortization
expenses and an increase in professional feed006 $3llion primarily related to the costs of beiagublic company. We expect our
compensation, general, administrative and otheees@s to continue to increase in absolute dollacompared to 2006 in order to meet the
requirements of becoming a public company, inclgdirtcreased personnel costs for investor relatmusfinancial reporting functions,
financial statement audits, Sarbanes-Oxley Act dianpe and professional fees relating to K-1 tgporéing. Additionally, fund expenses
increased $29.1 million due to the growth of ousdkistone Capital Partners V fund and the launauoBlackstone Real Estate Partners VI
fund and equity hedge fund business in February 20@ October 2006, respectively.

Assets Under Management

Assets under management were $98.20 billion ateBaptr 30, 2007, an increase of $35.49 billion 06%6versus September 30, 2006.
The increase was due to a growth in assets undeaigeanent of $16.61 billion in our Marketable Altatine Asset Management segment,
$14.05 billion in our Real Estate segment and $#iBi®n in our Corporate Private Equity segment.

Capital Deployed

Limited Partner Capital Invested was $8.30 billfonthe nine months ended September 30, 2007,ceadre of $1.79 billion, or 27.5%,
versus the nine months ended September 30, 20@6ntrease was primarily due to increased investaetivity in our Real Estate segmen
$1.89 billion, partially offset by a decrease it Qorporate Private Equity segment of $191.5 millidt September 30, 2007, our Corporate
Private Equity and Real Estate segments had adb$#.29 billion of Limited Partner Capital comtex to transactions scheduled to close in
subsequent periods. Since the quarter’s end, hetRéal Estate and Corporate Private Equity fungether with certain limited partner co-
investors closed on the purchase of Hilton Hotel®atober 24, 2007. The total equity investment 8865 billion including $5.17 billion
invested by our private equity and real estatetéichpartners.

Segment Analysis

Discussed below are our results of operationsdchef our reportable segments. This informatiorikected in the manner utilized by
our senior management to make operating decisamsgss performance and allocate resources. A kiyrmpance measure historically used
management is Economic Net Income (“ENI").
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ENI represents net income excluding the impachobine taxes, non-cash charges associated witretimg of transaction related
equity-based compensation and the amortizationtahgibles. However, our historical condensed coebifinancial statements do not include
these non-cash charges nor do such financial séatsmeflect compensation expenses including psbfiring arrangements associated with
our senior managing directors, departed partnedto#rer selected employees which were accounteasfpartnership distributions prior to our
IPO but are now included as a component of compiemsand benefits expense for the three and ninetimgeriods ended September 30, 2
Therefore, ENI is equivalent to income before takesur historical condensed combined financialesteents. ENI is used by management for
our segments in making resource deployment and ensgtion decisions.

Revenues and expenses are presented on a baslet¢basolidates the investment funds we manage.rAsult, segment revenues are
greater than those presented on a combined GAAR basause fund management fees recognized inrceg@ments are received from the
Blackstone funds and eliminated in consolidatiorewpresented on a combined GAAP basis. Furtherraegenent expenses are lower than
related amounts presented on a combined GAAP Hasiso the exclusion of fund expenses that arepaldmited Partners and the
elimination of non-controlling interests.

Corporate Private Equity
The following table presents our results of operaifor our corporate private equity segment:

Three Months Ended September 3C Nine Months Ended September 3C
2007 2006 2007 2006
(Dollars in Thousands)

Segment Revenut

Management Fee $ 94,20¢ $ 83,77 $ 260,23: $ 270,36
Performance Fees and Allocatic 109,05: 61,91¢ 503,93¢ 230,53t
Investment Income and Oth 24,03 13,93 116,54: 46,10°
Total Revenue 227,29: 159,62¢ 880,71 547,000

Expense:
Compensation and Benef 56,31¢ 15,53! 98,20( 42,73
Other Operating Expens 22,79¢ 10,10: 54,86¢ 34,42¢
Total Expense 79,11, 25,63 153,06¢ 77,16:
Economic Net Incom $ 148,17: $ 133,99 $§ 727,64 $ 469,84t

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

Three Months Ended September 3C Nine Months Ended September 3C

2007 2006 2007 2006
(Dollars in Thousands)
Assets Under Management (at Period E $ 32,658,87 $ 27,829,01 $ 32,658,87 $ 27,829,01
Capital Deployed
Limited Partner Capital Investt $ 2337460 $ 915,28 $ 3,997,671 $ 4,189,14

Our corporate private equity segment generatedr&le financial performance in the three and nimatins ended September 30, 2007,
with revenues and ENI rising significantly above ame periods in 2006. However, considerable mabtet turbulence beginning in late J
and continuing through the third quarter, which waggered by adverse conditions in the housingsan®dprime mortgage lending sectors, has
caused a reduction in overall market liquidity ansignificant slowdown in new commitments for leageed loan facilities. This reduction in
credit availability has had a substantial dampeiffigct on new investment activity, particularly kange transactions. The duration of the
current environment in the leveraged lending maiskenknown, but a prolonged continuation of cuti@nditions could have a significant
adverse effect on our private equity business.
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Three Months Ended September 30, 2007 Comparelrée Months Ended September 30, 2006
Revenues

Revenues were $227.3 million for the three montited September 30, 2007, an increase of $67.7omibii 42.4% compared with the
three months ended September 30, 2006. The incvesprimarily due to an increase of $47.2 millioperformance fees and allocations and
to a lesser extent, increases in management fekk0o4 million and investment income and other18.§ million. The increases in both
performance fees and allocations and investmentiecand other reflects an increase in net appregcjas compared with the three months
ended September 30, 2006, in certain underlyingduportfolio investments, principally related tovestments in the technology, media and
telecommunications portfolio which benefited fropecating improvements at portfolio companies. THwedase in management fees was
driven primarily by an increase in transaction fee$11.9 million due to increased Limited Part@apital Invested, and increased fund
management fees of $8.2 million primarily due to4$5billion of capital raised for Blackstone CapRartners V (“BCP V") since
September 30, 2006, partially offset by an increaseanagement fee reductions of $16.9 million. iiddally, monitoring fees related to our
portfolio companies increased $5.5 million conttibg to the overall increase in management fees.

Expenses

Expenses were $79.1 million for the three montidedrSeptember 30, 2007, an increase of $53.5 mibli®208.7% compared with the
three months ended September 30, 2006. The incvaserimarily due to an increase in compensatimhlznefits of $40.8 million,
principally resulting from compensation expenseduding profit sharing arrangements associated withsenior managing directors, departed
partners and other selected employees which wasiated for as partnership distributions prior to BRO. Additionally, operating expenses
increased $12.7 million due to an $10.7 millionre@ase in professional fees primarily related tocsts of becoming a public company.

Capital Deployed

Limited Partner Capital Invested in private equignsactions was $2.34 billion for the three momthded September 30, 2007, an
increase of $1.42 billion or 155.4%, versus theg¢hmonths ended September 30, 2006. This increfisets increased investment activity
during the three months ended September 30, 208t éhe three months ended September 30, 20 egtember 30, 2007, $5.29 billion of
Limited Partner Capital had been committed to tmatiens that are scheduled to close in subseqeeitids. Since the quarter’s end, the
Corporate Private Equity funds together with caertamited partner co-investors closed on the pusehaf Hilton Hotels on October 24, 2007.
The total equity investment was $1.67 billion irdihg $1.45 billion invested by our private equityited partners.

Nine Months Ended September 30, 2007 Comparech Months Ended September 30, 2006
Revenues

Revenues were $880.7 million for the nine monthdedrSeptember 30, 2007, an increase of $333.7omibii 61.0% over the nine
months ended September 30, 2006. The increasermaarily due to an increase of $273.4 million irrfoemance fees and allocations and
$70.4 million in investment income and other. Theréase in performance fees and allocations aresiment income and other was due to an
increase in net appreciation in underlying fundstfolio investments as compared with the priorry@&e increase in net appreciation was due
to strong performance from both our underlying fsingliblicly traded and privately held investments. Plablicly traded investments benefi
from initial public offerings of two of these inwesents and gains from several other publicly helgstments. The privately held investments’
increase in performance was principally driven hy enderlying funds’ investments in the technologiedia and telecommunications and
foodservice sectors, which benefited from operaitimgrovements at portfolio companies. Comparativiglfhe nine months ended
September 30, 2006, the net appreciation of thenyidg funds’ investments was primarily in the lileeare sector and publishing sectors.
Management fees decreased of $10.1 million rel@t@ddecrease in transaction fees of $18.9 mitliom to decreased Limited Partner Capital
Invested as well as decreases in the number aadftzansactions on which we received transadges as compared to the comparable prior
period. Additionally, an increase in managementréskictions of $28.1 million was partially offset &n increase in fund management fees of
$19.3 million and by an increase in monitoring fe€$17.4 million related to our portfolio compasie
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Expenses

Expenses were $153.1 million for the nine monthdednSeptember 30, 2007, an increase of $75.9 mitli®8.4% versus the nine
months ended September 30, 2006. The increaserwaarily due to an increase in compensation anaefisnof $55.5 million, principally
resulting from compensation expenses includingipsbfring arrangements associated with our sen&@raging directors, departed partners
and other selected employees which was accountexsfpartnership distributions prior to our IPO dikbnally, operating expenses increased
$20.4 million driven primarily by increased profesgl fees of $16.1 million due primarily to thest® of becoming a public company.

Assets Under Management

Assets under management were $32.66 billion ateBaptr 30, 2007, an increase of $4.83 billion od%vversus September 30, 2006.
The increase was due to $5.49 billion of additiaradital raised for Blackstone Capital Partnerad amet appreciation of our funds’ portfolio
investments, partially offset by realizations i other corporate private equity funds.

Capital Deployed

Limited Partner Capital Invested in private equignsactions was $4.00 billion for the nine morghded September 30, 2007, a decr
of $191.5 million or 4.6% versus the nine monthdexhSeptember 30, 2006. This reflects decreadés isize and volume of investments
closed during the period. At September 30, 2002%5illion of Limited Partner Capital had been coitted to transactions that are scheduled
to close in subsequent periods. Since the quaedsthe Corporate Private Equity funds togeth#r eertain limited partner co-investors
closed on the purchase of Hilton Hotels on Oct@4er2007. The total equity investment was $1.6lfobilincluding $1.45 billion invested by
our private equity limited partners.

Real Estate

The following table presents our results of operaifor our real estate segment:
Three Months Ended September 3C Nine Months Ended September 3C

2007 2006 2007 2006
(Dollars in Thousands)

Segment Revenut

Management Fee $ 76,22. % 72,93. $ 402,05¢ $ 184,22
Performance Fees and Allocatic 28,47¢ 108,10: 662,26: 243,59
Investment Income and Oth 4,39¢ 15,06¢ 151,72. 43,95¢
Total Revenue 109,10( 196,10: 1,216,04. 471,77

Expense:
Compensation and Benef 39,32t 15,61 79,72¢ 46,87
Other Operating Expens 12,63¢ 5,34 27,25 19,56:
Total Expense 51,96¢ 20,957 106,98: 66,43¢
Economic Net Incom $ 57,13¢ $ 175,148 $ 1,109,060 $ 405,34

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

Three Months Ended September 30, Nine Months Ended September 30,

2007 2006 2007 2006
(Dollars in Thousands)
Assets Under Management (at Period E $ 25,025,74 $ 10,973,74 $ 25,025,74 $ 10,973,74
Capital Deployed
Limited Partner Capital Investt $ 269,84t $  982,75( $ 4,1290,07 $ 2,234,89
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During the periods presented, weakness in the sufepesidential lending area spread to generaheeruial lending, including real
estate. Investment banks and other real estate eocrahlenders found it difficult to resell theiogifolios, limiting their willingness to initiate
new, larger-sized portfolio loans. Single propentyl smaller portfolio loans are available, althoagtrent terms include higher interest rates
and tighter lender underwriting standards than vpeegiously available. At quarter end, the reahtstending environment began to show
some signs of improvement.

Underlying fundamentals, with limited geographicepgtions, for both the hotel and office sector (fwimary investment areas for
Blackstone), continue to be favorable. Limited repply, consistent demand and moderate economigtigittave continued to drive office
rents and hotel rates higher. Throughout the pdhiete was little evidence that the credit problelescribed above had significantly affected
the underlying operating fundamentals of our pdidgf@lthough valuation multiples have declined resitly.

Three Months Ended September 30, 2007 Comparelrée Months Ended September 30, 2006
Revenues

Revenues were $109.1 million for the three montited September 30, 2007, a decrease of $87.0 milid4.4% compared with the
three months ended September 30, 2006. The deaseasgrimarily due to lower performance fees amhatations and investment income and
other, which decreased $79.6 million and $10.7iom|Irespectively. The decreases in performanceded allocations and investment income
and other reflects lower net appreciation in theartying investments of certain funds as comparith the prior year. For the three months
ended September 30, 2007, net appreciation wasphjndue to improved performance in our Europeperating portfolio and certain assets
in our office portfolio which was modestly offset b write-down on our sole residential investmé&@umparatively, the higher net appreciation
in 2006 was due to higher exit multiples in thea#fsector. Management fees increased $3.3 mélfocompared to the three months ended
September 30, 2006, primarily due to a $32.9 nmiliiecrease in fund management fees, net of anaseran management fee reductions of
$6.7 million, attributable to $9.95 billion of cagi raised for our new fund, Blackstone Real Es®eeners VI (“BREP VI")which commence
in February 2007. The net increase in fund managéefees was substantially offset by a decreasmirstction fees of $30.1 million, reflect
a decrease in Limited Partner Capital Investedelbag decreases in number and size of transaatiomehich we received transaction fees as
compared to the comparable prior period.

Expenses

Expenses were $52.0 million for the three montldedrSeptember 30, 2007, an increase of $31.0 mibidl48.0% versus the three
months ended September 30, 2006. The increasermaarity driven by an increase in compensation bedefits of $23.7 million, principally
related to compensation expenses including proéitiag arrangements associated with our senior giagalirectors, departed partners and
other selected employees which was accounted fparsership distributions prior to our IPO. Headltbadditions necessary to meet our
increased investment activity, including the laun€BREP VI, also contributed to the increase impensation and benefits. To a lesser ex
operating expenses increased $7.3 million, primaeilated to an increase in professional fees df $Sllion due to the costs of becoming a
public company.

Capital Deployed

Limited Partner Capital Invested in real estatagaetions was $269.8 million for the three montideel September 30, 2007, a decrease
of $712.9 million, or 72.5%, versus the three merghded September 30, 2006. This decrease redl@gsrease in volume and size of
transactions during the three months ended Septe3®h@007 compared with the three months endete8dyer 30, 2006. At September 30,
2007, $4.00 billion had been committed to transactischeduled to close in subsequent periods. 8iraguarter’'s end, the Real Estate funds
together with certain limited partner co-investoligsed on the purchase of Hilton Hotels on Oct@#er2007. The total equity investment was
$3.98 billion including $3.72 billion invested byioreal estate limited partners.
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Nine Months Ended September 30, 2007 Comparedi® Months Ended September 30, 2006
Revenues

Revenues were $1.22 billion for the nine monthsdn8eptember 30, 2007, an increase of $744.3 mitlidl57.8% compared with the
nine months ended September 30, 2006. The increaselue to increases of $418.7 million in perforogafees and allocations, $217.8 million
in management fees and $107.8 million in investnmgdme and other. The increases in performancedrd allocations and investment
income were primarily due to an increase in netreqiption in the underlying investments as compavitid the prior year. The valuation of ¢
funds’ investments primarily benefited from acoretsales within existing office and limited serviugtel portfolios. The increase in
management fees was driven primarily by a $145|Bomiincrease in transactions fees resulting fiooreased Limited Partner Capital
Invested, which is primarily related to the acqigsi of Equity Office Properties Trust in Febru@&@07. Additionally, fund management fees
increased $71.0 million, net of an increase in rganzent fee reductions of $0.5 million, primarilyréutable to $80.4 million of management
fees generated from $9.95 billion of capital raifmdour new fund, BREP VI, partially offset by rezbd management fees from our existing
funds after the termination of their investmentiqpds.

Expenses

Expenses were $107.0 million for the nine monthdednSeptember 30, 2007, an increase of $40.5 mitlic61.0% versus the nine
months ended September 30, 2006. The increaserwaarily due to an increase in compensation anafisnof $32.9 million, principally
related to compensation expenses including prbéiting arrangements associated with our senior giagalirectors, departed partners and
other selected employees which was accounted fparsership distributions prior to our IPO. Headltbadditions necessary to meet our
increased investment activity, including the laun€EBREP VI, also contributed to the increase impensation and benefits. Additionally,
operating expenses increased $7.7 million due®.@ million increase in professional fees primarélated to the costs of becoming a public
company.

Assets Under Management

Assets under management were $25.03 billion ateBdmr 30, 2007, an increase of $14.05 billion &.1% versus September 30, 2006.
The increase was primarily due to $9.95 billiorcapital raised for BREP VI and net appreciatiothef Real Estate funds’ investments,
primarily in office and hospitality portfolios.

Capital Deployed

Limited Partners Capital Invested in real estaagactions was $4.13 billion for the nine monthdeenSeptember 30, 2007, an increase
of $1.89 billion or 84.8% versus the nine monthdezhSeptember 30, 2006. This increase reflectmtneased size and volume of investment
activity in 2007, which primarily included the adsjtion of Equity Office Properties Trust of $3.Billion as well as additional investments in
existing real estate fund properties. At Septen38e2007, $4.00 billion had been committed to taatisns scheduled to close in subsequent
periods. Since the quarter’'s end, the Real Estagsftogether with certain limited partner co-irntees closed on the purchase of Hilton Hotels
on October 24, 2007. The total equity investmerg $2.98 billion including $3.72 billion invested byr real estate limited partners.
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Marketable Alternative Asset Management

The following table presents our results of operaifor our marketable alternative asset managesegment:
Three Months Ended September 30, Nine Months Ended September 30,

2007 2006 2007 2006
(Dollars in Thousands)

Segment Revenut

Management Fee $ 89,69: $ 43,21f $ 228,26 $  126,99:
Performance Fees and Allocatic 2,52 7,73(C 132,49( 24,24(
Investment Income and Oth 32,65¢ 15,55¢ 89,05¢ 36,84¢
Total Revenue 124,87: 66,49¢ 449,80¢ 188,07¢

Expense:
Compensation and Benef 34,00¢ 19,66¢ 104,63 52,12:
Other Operating Expens 17,77¢ 11,00: 52,52] 34,46:
Total Expense 51,78¢ 30,67! 157,16 86,58:
Economic Net Incom $ 73,08t $ 35827 $ 292,64 $ 101,49

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

Three Months Ended September 3C Nine Months Ended September 3C

2007 2006 2007 2006
(Dollars in Thousands)
Assets Under Management (at Period E $ 40,515,89 $ 23,904,35 $ 40,515,89 $ 23,904,35

The marketable alternative asset management bsgimew significantly during the three months aneennonths ended September 30,
2007 as we have expanded the range of productdfere expanded our investor base and deliveredréble investment performance.

During the periods presented, the performance oh@arketable alternative asset management busiveesgprimarily affected by the
dislocation in the credit markets. Some of our staeent funds in this segment realized positiveqrarnce in respect of the credit market
dislocation (especially in respect of the relattbfit in the sub-prime space), while the perforogaaf some investment funds was adversely
affected by the increased volatility and the mdrallenging financing environment caused by theitradrket dislocation. Although the
current conditions in the credit markets may sormewwdmper investor demand for new traditional sedébt vehicles that we might seek to
create, it may also afford us opportunities to exptoe breadth of our investment market produaraffys. Our business is subject to
unforeseen changes in market conditions. As ndtedeaand elsewhere (see “Business Environmenthjditions in the credit markets have
recently been unsettled. We cannot predict how tbegcurrent conditions will continue.
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Three Months Ended September 30, 2007 Comparelrée Months Ended September 30, 2006
Revenues

Revenues were $124.9 million for the three montited September 30, 2007, an increase of $58.4mibif 87.8% versus the three
months ended September 30, 2006. The increasewea® @n increase of $46.5 million in managemess fand an increase of $17.1 million in
investment income, partially offset by a decreasgarformance fees and allocations of $5.2 millibime increase in management fees was
primarily due to an increase of $16.61 billion 8sats under management resulting from signifiggftaws from institutional investors in new
and existing funds. Additionally, the launch of @quity hedge fund business in October 2006 canttibto the increase. The increase in
investment income represents the firm’s gains @estments held in various business units withinségment. The decrease in performance
fees and allocations was attributable to volatilityhe distressed securities and equities markkish adversely affected the performance of
some of our investment vehicles. Growth in investhiecome was principally driven by a $1.25 billimvestment of a portion of our IPO
proceeds in our funds of hedge funds and propyidtadge funds.

Expenses

Expenses were $51.8 million for the three montidedrSeptember 30, 2007, an increase of $21.1 miblid58.8% versus the three
months ended September 30, 2006. The increasermaarily due to an increase in compensation ancfisnexpense of $14.3 million or
72.9%, which was principally related to compensaggpenses including profit sharing arrangemergs@ated with our senior managing
directors, departed partners and other selectedbgers which was accounted for as partnershipiloligions prior to our IPO. Personnel
additions to support expansion into new busineisigiives and higher compensation for existing esypks to support asset growth and the
creation of new investment products also contrithtitethe increase in compensation expenses. Additig operating expenses increased
$6.8 million primarily due to a growth in professal fees associated with raising capital.

Nine Months Ended September 30, 2007 Comparedi® Months Ended September 30, 2006
Revenues

Revenues were $449.8 million for the nine monthdednSeptember 30, 2007, an increase of $261.mili 139.2% versus the nine
months ended September 30, 2006. The increasenmaarity due to increases of $108.3 million in perhance fees and allocations and
$101.3 million in management fees. The increageeiformance fees and allocations was attributabtrong performance primarily in our
funds of hedge funds and proprietary hedge fundepg and larger asset bases in several busindssaithiin the segment. The management
fees increase was primarily due to an increasd 6f6bbillion in assets under management as a ressignificant inflows from institutional
investors in new and existing funds as well addbach of our equity hedge fund business in Oct@@6. Additionally, an increase in
investment income of $52.2 million contributed he bverall increase in total revenues. Investmadrme represents our gains on investments
held in various business units within the segm@&nbwth in investment income was principally driviena $1.25 billion investment of a porti
of our IPO proceeds in our funds of hedge funds@pgrietary hedge funds.
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Expenses

Expenses were $157.2 million for the nine monthdednSeptember 30, 2007, an increase of $70.6 mikin81.5%, compared with the
nine months ended September 30, 2006. The incveas@rimarily due to an increase in compensatiahkamefits expense of $52.5 million or
100.8%, which was principally related to compemsagxpenses including profit sharing arrangemesgecated with our senior managing
directors, departed partners and other selectedbgers which was accounted for as partnershipiloligions prior to our IPO. Personnel
additions to support expansion into new businedshégher compensation for existing employees t@etipasset growth and the creation of
new investment products also contributed to thesi@®e in compensation expenses. Additionally, tgiarating expenses increased
$18.1 million due to increases in professional feeisnarily due to the costs of becoming a pubdmpany and communications and
information services and occupancy of $17.5 millire to increased headcount.

Assets Under Management

Assets under management were $40.52 billion ateBaptr 30, 2007, a net increase of $16.61 billioG05% versus September 30,
2006. The increase was due to significant infloresnf a globally diverse base of clients, as webas$1.25 billion investment of some of our
IPO proceeds in our funds of hedge funds and petgosi hedge funds. The funds of hedge funds busicastributed $10.60 billion, or 63.8%,
to the overall increase, primarily from pensiondsrand financial institutions worldwide as wellaa$1.00 billion investment of some of our
IPO proceeds in our funds of hedge funds. The lawfiour equity hedge fund contributed $2.55 billmr 15.3% of the overall increase.

Financial Advisory
The following table presents our results of operatifor our financial advisory segment:

Three Months Ended September 30, Nine Months Ended September 30,
2007 2006 2007 2006
(Dollars in Thousands)

Segment Revenut

Advisory Fees $ 81,91 $ 51,55( $ 271,95 $ 172,96
Investment Income and Oth 2,35¢ 1,00¢ 5,078 2,37¢
Total Revenue 84,26¢ 52,55¢ 277,02 175,34t

Expense:
Compensation and Benef 50,02( 10,54 88,27: 29,14¢
Other Operating Expens 13,48¢ 4,39¢ 27,32] 13,55)
Total Expense 63,50¢ 14,93¢ 115,60( 42,70!
Economic Net Incom $ 20,76( $ 37,62: $ 161,42 $ 132,64

Financial advisory business related to acquisitiedined in the quarter as funding availability farge-sized transactions was greatly
reduced and companies became more cautious, plifrivathe U.S. Concurrently, corporate strategieeistors emerged to a greater degree.
While the activity in mergers and acquisitions blmsved in the U.S., European activity exceeded tINArherican volume in the first six mon
of 2007. Activity in the private equity sector helso slowed due to the tightening credit conditidhawever, corporate buyers have become
more active. Although the tightening of the creddrkets has caused some slowdown in the fund-ga&irironment, it has also created new
opportunities for some private equity funds whiavé benefited our fund-raising business. The mddteestructuring and reorganization
advisory services activity has shown signs of improent, due in part to the recent turmoil in theddrmarkets.

Three Months Ended September 30, 2007 Comparelrée Months Ended September 30, 2006
Revenues

Revenues were $84.3 million for the three montldedrSeptember 30, 2007, an increase of $31.7 mibic50.3% versus the three
months ended September 30, 2006. The increaserwas grimarily by increases in fees of $34.5 mifligenerated from our fund placement
business and $7.3 million from our restructuring aeorganization advisory services business, pigroéfset by a $11.5 million decrease in
fees earned by our mergers and acquisitions agvesswices business. The revenues generated byoé#wuh businesses in our financial
advisory segment are transactional in nature amettbre results can fluctuate significantly fronmipe to period.
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Expenses

Expenses were $63.5 million for the three montidedrSeptember 30, 2007, an increase of $48.6 miblid325.2% compared with the
three months ended September 30, 2006. The incvasprimarily due to an increase in compensatimhl@®Enefits expense of $39.5 million,
principally related to compensation expenses aasstivith our senior managing directors and otekrcted employees which was accounted
for as partnership distributions prior to our IFR&rsonnel additions in our fund placement and mergied acquisitions businesses also
contributed to the overall increase in compensatixqrense. Additionally, operating expenses inci&8el million, primarily due to increased
professional fees of $3.7 million due primarilyth@ costs of becoming a public company and occypeosts of $1.4 million due primarily to
the expansion of our London-based fund placemethnaerger and acquisitions businesses.

Nine Months Ended September 30, 2007 Comparedi® Months Ended September 30, 2006
Revenues

Revenues were $277.0 million for the nine montrdednSeptember 30, 2007, an increase of $101.omili 58.0% compared with the
nine months ended September 30, 2006. The incveaseriven primarily by an increase in fees eawfe®B80.4 million from our fund
placement business and $19.7 million from our margad acquisitions advisory services businessigfigroffset by a decrease of $1.1 milli
in fees generated by our restructuring and reorgdion advisory services business. As noted intttee month discussion above, the revenues
generated by each of the businesses in our finleaiésory segment are transactional in naturetaecefore results can fluctuate significantly
from period to period.

Expenses

Expenses were $115.6 million for the nine monthdednSeptember 30, 2007, an increase of $72.9 mitlidl 70.7% from the nine
months ended September 30, 2006. The increasenmaarily due to an increase in compensation anafisrexpense of $59.1 million,
principally related to compensation expenses aasstivith our senior managing directors and otekrcted employees which was accounted
for as partnership distributions prior to our IR®,well as personnel additions in our fund placdgraad mergers and acquisitions businesss
addition, operating expenses increased $13.8 mjlpoimarily due to an increase in professionasfee$5.0 million due to the costs of being a
public company, occupancy costs of $3.1 million grienarily to the expansion of our London-baseddfplacement and merger and
acquisitions businesses, business development sepeifi $2.3 million and interest expense of $118ani

Liquidity and Capital Resources
Historical Liquidity and Capital Resources

On a historical basis we have drawn on the capgtadurces of our existing owners together withcihramitted capital from our Limited
Partners in order to fund the investment requirégmefthe Blackstone funds. In addition, we reqa@pital resources to support the working
capital needs of our businesses as well as toduodith and investments in new business initiativés. have multiple sources of liquidity to
meet these capital needs, including accumulatedregr in the businesses as well as access to thmitted credit facilities described in Not
to the condensed consolidated and combined finbsteiements.

Our historical condensed consolidated and combstetgments of cash flows reflect the cash flowthefBlackstone operating busines
as well as those of our consolidated Blackstonddumhe assets of the consolidated Blackstone fuomda gross basis, are much larger thal
assets of our operating businesses and therefeesahsubstantial effect on the reported cash fl@flected in our statement of cash flows. As
stated above in “Combined Results of Operationgt”assets under management, which are primarikeseptative of the net assets within the
Blackstone funds, have grown significantly durihg periods reflected in our condensed consolidateidcombined financial statements. This
growth is a result of these funds raising and itimgscapital, and generating gains from investmethtising these periods. Their cash flows,
which were historically reflected in
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our combined statement of cash flows, increasedtanbally as a result of this growth. More spexifiy, the primary cash flow activities of t
consolidated Blackstone funds have historicallynbieg(1) raising capital from their investors, wiibave historically been reflected as non-
controlling interests of consolidated entities ur condensed consolidated and combined finanagistents, (2) using this capital to make
investments, (3) financing certain investments wligivt, (4) generating cash flow from operationsuigh the realization of investments, and
(5) distributing cash flow to investors. The Blaithse funds are treated as investment companiesctmunting purposes and therefore these
amounts are included in cash flows from operatidssdescribed above in “Consolidation and Decodsdibn of Blackstone Funds,”
concurrently with the Reorganization, the ContrdzliBusinesses that act as a general partner ofsmlgated Blackstone fund (with the
exception of Blackstone’s proprietary hedge funus fave of the funds of hedge funds) took the neagssteps to grant rights to the
unaffiliated investors in each respective fundrovile that a simple majority of the fund’s una#fied investors will have the right, without
cause, to remove the general partner of that furid accelerate the liquidation date of that fum@écordance with certain procedures. The
granting of these rights results in the deconstibdeof such investment funds from the Partnershgownsolidated financial statements and the
accounting of Blackstone’s interest in these fumalder the equity method. With the exception ofaiarfunds of hedge funds, these rights
became effective on June 27, 2007 for all Blackstiomds where these rights were granted. The aféedate of these rights for the applicable
funds of hedge funds was July 1, 2007. In the Coselé Consolidated and Combined Statements of Qasls For the six month period ended
June 30, 2007, the change from consolidation tethety method of accounting was presented retigggtas if the rights that became
effective on June 27, 2007 had been granted efeedtinuary 1, 2007. During the third quarter of 2Z@lackstone changed the presentation of
these funds to reflect the consolidated resultsese funds in the Partnership’s condensed cordetidand combined financial statements until
the rights became effective. This change has beftected retrospectively to January 1, 2007. Thespective change in the method of
presentation had no impact on our financial statgrimformation for prior years included within dfilings. Refer to “-Significant Transactions-
Consolidation and Deconsolidation of Blackstonedslitior disclosure of the impact on the Condensed Cateted and Combined Stateme

of Cash Flows for the six month period ended JUheB07 as reported on Form 10-Q if the currensgméation method had been applied.

We have managed our historical liquidity and cdpgguirements by focusing on our deconsolidatesth deows. Our primary cash flow
activities on the basis of deconsolidating the Bsagne funds are (1) generating cash flow from afgens, (2) funding general partner capital
commitments to Blackstone funds, (3) generatingrme from investment activities, (4) funding cap&apenditures, (5) funding new business
initiatives, (6) borrowings and repayments undediragreements and (7) distributing cash flowmmmers. Cash distributed to unitholders may
be provided through distributions received fromdg&ktone funds or through borrowings from existingdit facilities described in Note 5 to t
condensed consolidated and combined financialrtaits.

We have managed the historical liquidity and capé&quirements of Blackstone Group by focusing anaash flows before the
consolidation of the Blackstone funds and the ¢féé@ormal changes in assets and liabilities whighanticipate will be settled for cash wit
one year. Normal movements in our short-term ass®tdiabilities do not affect our distribution @&ons given our current and historically
available borrowing capability. We use adjustechdémwy from operations as a supplemental non-GAAdasure to assess liquidity and
amounts available for distribution to our existimgners. See “Cash Distribution Policy”. As notedad in accordance with GAAP, certain of
the Blackstone funds are consolidated into the enged consolidated and combined financial statesredriglackstone Group, notwithstanding
the fact that Blackstone Group has only a minaitgnomic interest in these funds. ConsequenthckBlane Group’s condensed consolidated
and combined financial statements reflect the flashof the consolidated Blackstone funds on a giuasis rather than the cash flow
attributable to Blackstone. Adjusted cash flow froperations is therefore intended to reflect trehddow attributable to Blackstone and is
equal to cash flow from operations presented imatance with GAAP, adjusted for cash flow relatioghanges in our operating assets and
liabilities, Blackstone funds-related investmertivdty, net realized gains on investments, differesin the timing of realized gains between
Blackstone and Blackstone funds, minority interekited to departed partners and non-controllitgr@sts in income of consolidated entities
and other norcash adjustments. We believe that adjusted cashffton operations provides investors with useffibimation on the cash flo\
of Blackstone Group relating to our required cdpitaestments and our ability to make annual cdstridutions. However, adjusted cash flow
from operations should not be considered in isofatir as alternative to cash flow from operatiorespnted in accordance with GAAP.
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Following is a reconciliation of Net Cash Used Ipdbating Activities presented on a GAAP basis tguatéd Cash Flow from
Operations:

Nine Months Ended September 3C

2007 2006
(Dollars in Thousands)

Net Cash Used in Operating Activiti $ (1,094,05) $ (1,290,59))
Changes in operating assets and liabili 913,05 (101,139
Blackstone funds related investment activi 867,12¢ 1,893,871
Net realized gains on investme| 3,825,60- 4,013,50!
Non-controlling interests in income of consolidateditg (2,033,09) (3,150,60)
Other nor-cash adjustmen 77,03 (44,715

Adjusted Cash Flow from Operatio $ 2,555,66! $ 1,320,34

Operating Activities

Our net cash flow used in operating activities 499 billion and $1.29 billion during the nine ntlos ended September 30, 2007 and
September 30, 2006, respectively. These amountsply include net purchases of investments by colidated Blackstone funds, after
proceeds from sales of investments, of $867.1oniléind $1.89 billion during those periods, respetyi net realized gains on investments of
the Blackstone funds of, $3.83 billion, and $4.@lidn during those periods, respectively, pargyalffset by noneontrolling interests in incorr
of consolidated entities of $2.03 billion and $3kikion during those periods, respectively. Thasgounts also represent the significant
variances between net income and cash flow fromatipas and are reflected as operating activitigsymant to investment company
accounting. The increasing capital needs reflecgtiowth of our business while the fund-relatedviis requirements vary based upon the
specific investment activities being conducted poimt in time. These movements do not adversdgctbur liquidity or earnings trends
because we currently have, and anticipate havotugss to available borrowing capability.

Investing Activities

Our net cash flow used in investing activities B46.4 million and $14.1 million for the nine montisded September 30, 2007 and
September 30, 2006, respectively. Our investiniyidies included the purchases of furniture, equipinand leasehold improvements. The
increase from 2006 is due to the deconsolidatioredfin of our funds in our Corporate Private BrguReal Estate and Marketable Alternative
Asset Management segments as described in furéheit th the section of this report titled “Conslation and Deconsolidation of Blackstone
Funds”.

Financing Activities

Our net cash provided by financing activities wa$$ billion and $1.30 billion during the nine mbatnded September 30, 2007 and
September 30, 2006, respectively. Our financingyitiels generated cash inflows primarily from ragéeg $7.50 billion in cash proceeds from
the issuance of units in our IPO and the sale afvamting common units to Beijing Wonderful Invesimge during the nine months ended
September 30, 2007 (see “—Significant Transactlait&l Public Offering”), contributions made byenof distributions made to, the investors
in our consolidated Blackstone funds, historicadiffected as non-controlling interests in consdbédeentities, of $1.36 billion and $2.33 billion
during those periods, respectively, partially dffsg the purchase of interests from our predecessoers of $4.57 billion for the nine months
ended September 30, 2007 (see “—Significant TrdiwsezReorganization”; “—Significant Transactiomstial Public Offering”), making
distributions to, net of contributions by, our peedssor owners of $2.43 billion and $1.21 billiamidg those periods, respectively.

Our Future Sources of Cash and Liquidity Needs

We expect that our primary liquidity needs will tegsh to (1) provide capital to facilitate the griowf our existing asset management and
financial advisory businesses, including throughding a portion of our general parther commitmeatand optional side-by-side investments
alongside our carry funds, (2) provide capitaldoilitate our expansion into new businesses tleatamplementary to our existing asset
management and financial advisory businesses atdan benefit from being affiliated with us, (Zypoperating expenses, including cash
compensation to our employees, (4) fund capitaéegfiures, (5) repay borrowings and related interests,
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(6) pay income taxes and (7) make distributionsuounitholders and the holders of Blackstone Hadipartnership units in accordance with
our distribution policy. In addition, our own cagicommitments to our funds and funds we invesisinf September 30, 2007, consisted of the
following:

Original Remaining
Fund Commitment Commitment
(Dollars in Thousands)

Corporate Private Equity and Related Funds

BCPV $ 629,35¢ $ 410,84¢
BCP IV 150,00( 39,05(
BCOM 50,00( 6,57¢
India Infrastructure 62,50( 62,50(
Real Estate Funds
BREP VI 750,00( 641,97:
BREP V 52,54¢ 10,88¢
BREP International | 28,54¢ 16,857
BREP IV 50,00( 5,147
BREP Internationg 20,00( 3,901
Marketable Alternative Asset Management
BMEZZ || 17,69: 10,79¢
BMEZZ 41,00( 2,60¢
Strategic Alliance 50,00( 47,29
Credit Liquidity Partners (1 14,22t 14,22t
Total $1,915,86: $1,272,66:

(1) The initial closing of this fund was October 12020

Taking into account generally expected market dioml, we believe that the sources of liquiditya@sed below will be sufficient to
fund our working capital requirements.

We also receive cash from time to time from (1)cgsnerated from operations, (2) carried interedtiacentive income realizations and
(3) realizations on the investments that we make.@pect to use this cash to assist us in makisig distributions to our common unitholders
on a quarterly basis in accordance with our distiim policy. Our ability to make cash distributioto our common unitholders will depend on
a number of factors, including among others gersgahomic and business conditions, our strategicgphnd prospects, our business and
investment opportunities, our financial conditiordaperating results, working capital requirememtd anticipated cash needs, contractual
restrictions and obligations, legal, tax and reguiarestrictions, restrictions and other implicats on the payment of distributions by us to our
common unitholders or by our subsidiaries to ussuah other factors as our general partner may dekvant. Cash distributed to unithold
may be provided through distributions from the tedithat comprise our business or through borrgg/fnom our existing or future credit
facilities.

In the future, we may also issue additional commoits and other securities to investors and ourleyees with the objective of
increasing our available capital which would bedufse purposes similar to those noted above.

From time to time in the future, we may also repase our common units in open market transactpmnstely negotiated transactions
otherwise, at times and in quantities that we déllermine in our sole discretion.

We intend to use leverage opportunistically and ¢ivee to create the most efficient capital struetior Blackstone and our public
common unitholders. We do not anticipate approaghignificant leverage levels over the next yeamar since the net proceeds from the IPO
and the sale of non-voting common units to theiBgijVonderful Investments are expected to be omcywal source of financing for our
business during that period. However, our debteoitg ratio may increase substantially in the faturhis strategy will expose us to the typical
risks associated with the use of substantial l@esrancluding affecting the credit ratings that ni&yassigned to our debt by rating agencies.
For a description of our credit facilities, see &l6tin the condensed consolidated and combineddiabstatements.
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Our corporate private equity funds, real estateodppity funds and funds of hedge funds have nstohically utilized substantial
leverage at the fund level other than for shomatborrowings between the date of an investmentlaadeceipt of capital from the investing
fund’s investors. Our corporate private equity feirahd real estate opportunity funds make diretdirect investments in companies that
utilize leverage in their capital structure, indhglleverage incurred by the portfolio company tésg from the structuring of the fund’s
investment in the portfolio company. The degreteeérage employed varies among portfolio compaésed on market conditions and the
portfolio company’s financial situation. Our corpte private equity funds and real estate oppostidnitds do not monitor leverage employed
by their portfolio companies in the aggregate. Hosvefor companies under our funds’ control or owéich our funds have significant
influence, it is our policy to endeavor to cause plortfolio company to maintain appropriate corstrber its liquidity and interest rate
exposures.

Our MAAM entities use leverage within their fundasdrder to obtain additional market exposure, enbaaturns on invested capital
and/or to bridge short-term cash needs. The fofitesverage primarily employed by our funds are:ghasing securities on margin, utilizing
collateralized financing; and, using derivativetinments. The fair value of derivatives generallif be between 0% to 15% of the funds’ net
asset values. Generally, gross leverage will hhdérrange of 0% to 250% of our funds’ net assaiesland net leverage exposure on certain of
our funds is generally in the range of 0% to 75%wffunds’ net asset values. Additionally, ourdamgenerally hold between 0% to 15% of
their net asset values in cash and cash equivalents

Critical Accounting Policies

We prepare our condensed consolidated and combirettial statements in accordance with accountiigciples generally accepted in
the United States. In applying many of these actiogmrinciples, we need to make assumptions, egésand/or judgments that affect the
reported amounts of assets, liabilities, revennesexpenses in our consolidated financial statesn&é base our estimates and judgments on
historical experience and other assumptions thébelieve are reasonable under the circumstanceseTdissumptions, estimates and/or
judgments, however, are often subjective. Our apsioms and our actual results may be affected neggtased on changing circumstan
or changes in our analyses. If actual amountslérmeately different from our estimates, the reviscare included in our results of operations
for the period in which the actual amounts becomaakn. We believe the following critical accountipglicies could potentially produce
materially different results if we were to changmlarlying assumptions, estimates and/or judgm&as.the notes to our condensed
consolidated and combined financial statementa frmmary of our significant accounting policies.

Principles of Consolidation

Our policy is to combine, or consolidate, as appedg, those entities in which we through our ésggbwners have control over
significant operating, financial or investing déeiss of the entity.

For entities that are determined to be VIE’s, westdidate those entities where we absorb a majofitiie expected losses or a majority
of the expected residual returns, or both, of ®mdity pursuant to the requirements of Financiatdmting Standards Board (“FASB”)
Interpretation No. 46Consolidation of Variable Interest Entities (rewd3an interpretation of ARB No. 5X“FIN 46(R)"). The evaluation of
whether a fund is subject to the requirements Nf #(R) as a VIE and the determination of whetherslould consolidate such a VIE requ
management’s judgment. In addition, we consolittadse entities we control through a majority votinggrest or otherwise, including those
Blackstone funds in which the general partnergpa@gsumed to have control over them pursuant to gimgissues Task Force (“EITF”) Issue
No. 045, Determining Whether a General Partner, or the Gah®@artners as a Group, Controls a Limited Partrigpsor Similar Entity When
the Limited Partners Have Certain RiglftEITF 04-5"). The provisions under both FIN 46(&)d EITF 045 have been applied retrospectiv
to prior periods. All significant intercompany tsattions and balances have been eliminated.

For operating entities over which we may exercigaiBcant influence but which do not meet the riegments for consolidation, we use
the equity method of accounting whereby we recandstare of the underlying income or losses ofelestgities.
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In those cases where our investment is less th#n (300 in the case of partnership interests) anuifségnt influence does not exist, such
investments are carried at fair value.

Revenue Recognition

Revenues consist of primarily management and aduises, performance fees and allocations and tmesst income and other revenues. Our
revenue recognition policies are as follows:

(1) Fund Management Fei.. Fund management fees are comprised of fees ahdngeetly to funds, fund investors and fund pditfc
companies (including management, transaction andtoring fees). Such fees are based upon the ainaiterms of investment
advisory and related agreements and are recoga&edrned over the specified contract period. @ugstment advisory agreeme
generally require that the investment advisor shavertion of certain fees and expenses with thédd partners of the fund. These
shared items“management fee reduction amor”) reduce the management fees received from the tmidetners

(2) Advisory FeesFinancial advisory fees consist of advisory retaargd transaction based fee arrangements relateerngers
acquisitions, restructurings, divestitures and fplattement services for alternative investment uAdivisory retainer fees are
recognized when services are rendered. Transde@snare recognized when (i) there is evidence @freangement with a client,
(i) agreed upon services have been provided,fééy are fixed or determinable and (iv) colleci®mneasonably assured. Fund
placement services revenue is recognized as eapwdthe acceptance by a fund of capital or cap@taimitments

Performance Fees and Allocatio®erformance fees and allocations represent thenergfal allocations of profits (“carried interest”
which are a component of our general partnershgreésts in the corporate private equity, real esaad mezzanine funds. We are entitled to
carried interest from an investment fund in theng¢\nievestors in the fund achieve cumulative invesitreturns in excess of a specified rate.
We record as revenue the amount that would bealue pursuant to the fund agreements at each pendas if the fund agreements were
terminated at that date. In certain performanceafeengements related to hedge funds in our marketdternative asset management segment
we are entitled to receive performance fees amdatiions when the return on assets under managexeseds certain benchmark returns or
other performance targets. In such arrangementfrpgnce fees and allocations are accrued monthijuarterly based on measuring
account / fund performance to date versus the paeeioce benchmark stated in the investment manageagesement.

Investment Incom@&lackstone and its consolidated funds generat&zezhhnd unrealized gains from underlying investim@ncorporate
private equity, real estate and marketable alteraaisset management funds. Net gains (losses)dwormvestment activities and resultant
Investment Income reflect a combination of interadl external factors. The external factors afffigcthe net gains associated with our
investing activities vary by asset class but amably driven by the market considerations discusdexve. The key external measures that we
monitor for purposes of deriving our investmeniime include: price/earnings ratios and earningeredhterest, taxes, depreciation and
amortization (“EBITDA”) multiples for benchmark plicompanies and comparable transactions andataaition rates (“cap rates”) for real
estate property investments. In addition, thirdypaedge fund managers provide information regaydire valuation of hedge fund
investments. These measures generally represergl#tive value at which comparable entities hétleee been sold or at which they trade in
the public marketplace. Other than the informafiom our hedge fund managers, we refer to thesesunes generally as exit multiples.
Internal factors that are managed and monitorelddieca variety of cash flow and operating perforoeameasures, most commonly EBITDA
and net operating income.

I nvestments, at Fair Value

The Blackstone funds are, for GAAP purposes, imaest companies under the AICPA Audit and Accountingdelnvestment
Companies Such funds reflect their investments, includiegigities sold, not yet purchased, on the combstagments of financial condition
at their estimated fair value, with unrealized gadnd losses resulting from changes in fair vadfiected as a component of other income ir
combined statements of income. Fair value is thewsthat would be received to sell the investmanen orderly transaction between mai
participants at the measurement date (i.e., thepeiie). Additionally, these funds do not consatiltheir majority-owned and controlled
investments. We have retained the specialized atitwuof the Blackstone funds pursuant to EITF éshlo. 85-12Retention of Specialized
Accounting for Investments in Consolidat.
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Effective January 1, 2007 we adopted Statemeninafri€ial Accounting Standards No. 154jr Value Measuremen(8SFAS 157”),
which among other things, requires enhanced digmssabout financial instruments carried at falugaSee Note 4 to the condensed
consolidated and combined financial statementth®additional information about the level of mar&bservability associated with
investments carried at fair value.

The fair value of our investments, including settesi sold, not yet purchased, are based on obdermadyket prices when available. Such
prices are based on the last sales price on tleeofldietermination, or, if no sales occurred orhalay, at the “bid” price at the close of
business on such day and if sold short at the tHgkece at the close of business on such day. Fuanmdoptions contracts are valued base
closing market prices. Forward and swap contragtvalued based on market rates or prices obtdinadrecognized financial data service
providers.

Direct investments in hedge funds (“Investee Fupds? stated at fair value, based on the informati@vided by the Investee Funds’
management, which reflects our share of the fdureraf the net assets of the investment fund.

We have valued our investments, in the absences#reable market prices, using the valuation meilugies described below applied
on a consistent basis. For some investments itdeket activity may exist; management’s determaratf fair value is then based on the best
information available in the circumstances, and imagrporate management’s own assumptions andvasd significant degree of
management’s judgment.

Investments for which market prices are not obddevare generally either private investments ingeity of operating companies or
real estate properties or investments in funds gehay others. Fair values of private investmerggdatermined by reference to public mai
or private transactions or valuations for comparaampanies or assets in the relevant asset clems such amounts are available. Generally
these valuations are derived by multiplying a keyfgrmance metric of the investee company or dssgt, EBITDA) by the relevant valuation
multiple observed for comparable companies or &etisns, adjusted by management for differencesdet the investment and the referer
comparable. Private investments may also be vatiedst for a period of time after an acquisitisrttee best indicator of fair value. If the fair
value of private investments held cannot be valweteference to observable valuation measuresoimperable companies, then the primary
analytical method used to estimate the fair vafusuch private investments is the discounted clst ihethod. A sensitivity analysis is appl
to the estimated future cash flows using varioetoi® depending on the investment, including assugnewth rates (in cash flows),
capitalization rates (for determining terminal \e@@yand appropriate discount rates to determia@gerof reasonable values. The valuation
based on the inputs determined to be the most pleligused as the fair value of the investment.

The determination of fair value using these methmgies takes into consideration a range of facioduding but not limited to the price
at which the investment was acquired, the natuteefnvestment, local market conditions, tradiagpres on public exchanges for comparable
securities, current and projected operating peréoree and financing transactions subsequent toctipgsation of the investment. These
valuation methodologies involve a significant degoé management judgment.

After our adoption of SFAS 157, investments measarel reported at fair value are classified andlagd in one of the following
categories:

* Level I—Quoted prices are available in active mtgKer identical investments as of the reportinted@he type of investments
included in Level I include listed equities anddid derivatives. As required by SFAS 157, we doadptist the quoted price for
these investments, even in situations where we &tddge position and a sale could reasonably ttffecquoted price

» Level lI—Pricing inputs are other than quoted psige active markets, which are either directlyratiiectly observable as of the
reporting date, and fair value is determined thiothige use of models or other valuation methodokdievestments which are
generally included in this category include corpetaonds and loans, less liquid and restrictedtggeicurities and certain over-the-
counter derivatives
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» Level lll—Pricing inputs are unobservable for the investnagt includes situations where there is little niy amarket activity fol
the investment. The inputs into the determinatibfaio value require significant management judgtr@mestimation. Investments
that are included in this category generally inelgéneral and limited partnership interests in ac@ye private equity and real est
funds, funds of hedge funds, distressed debt andm@stment grade residual interests in secutitina and collateralized debt
obligations.

In certain cases, the inputs used to measure dhievmay fall into different levels of the fair ual hierarchy. In such cases, an
investment's level within the fair value hierardsybased on the lowest level of input that is digant to the fair value measurement. Our
assessment of the significance of a particulartitpthe fair value measurement in its entiretyuregp judgment, and it considers factors
specific to the investment.

Recent Accounting Pronouncements

In June 2006, the FASB issued Interpretation (“HIN®. 48,Accounting for Uncertainty in Income Taxes, anriptetation of FASB
Statement No. 100FIN 48"). FIN 48 requires companies to recognilze tax benefits of uncertain tax positions onlyeventhe position is
“more likely than notto be sustained assuming examination by tax adigsriThe tax benefit recognized is the largestumhof benefit that i
greater than 50 percent likelihood of being realimpon ultimate settlement. The Partnership adopt48 as of January 1, 2007. The
adoption of FIN 48 did not have a material impattloe Partnership’s condensed consolidated and ioechfinancial statements.

In September 2006, the FASB issued SFAS No. E&if,Value MeasurementsSFAS No. 157"). SFAS No. 157 defines fair value,
establishes a framework for measuring fair valug expands disclosures about fair value measuremBEmsPartnership adopted SFAS
No. 157 as of January 1, 2007. The adoption of SRAS157 did not have a material impact on therfeashif's condensed consolidated and
combined financial statements.

In February 2007, the FASB issued SFAS No. T3 Fair Value Option for Financial Assets and Fingl Liabilities (“SFAS
No. 15¢"). SFAS No. 159 permits entities to choose to measnany financial instruments and certain otremng at fair value, with changes in
fair value recognized in earnings. SFAS No. 158ffiective as of the beginning of the first fiscaky that begins after November 15, 2007. The
Partnership is currently evaluating the potentifdat on the financial statements of adopting SF¥& 159.

In May 2007, the FASB issued FASB Staff Position NIN 46(R)-7 ,Application of FASB Interpretation No. 46(R) to éstment
Companieg“FSP FIN 46(R)-7") which provides clarification dhe applicability of FIN 46(R) to the accountirgy fnvestments by entities that
apply the accounting guidance in the AICPA Auditl #tcounting Guidénvestment Companie$sSP FIN 46(R)-7 amends FIN 46(R), to
make permanent the temporary deferral of the agidic of FIN 46(R), to entities within the scopetioé guide under AIPCA Statement of
Position (“SOP”) No. 07-1Clarification of the Scope of the Audit and AccaugiGuidelnvestment Companieand Accounting by Parent
Companies and Equity Method Investors for Investsiennvestment Compani€¢$SOP 07-1"). FSP FIN 46(RJ-is effective upon adoption
SOP 07-1. The adoption of FSP FIN 46(R)-7 is ngeeted to have a material impact on the Partnership

SOP 07-1, issued in June 2007, addresses whethactlounting principles of the AICPA Audit and Aaoting Guidelnvestment
Companiesnay be applied to an entity by clarifying the défom of an investment company and whether thogewaating principles may be
retained by a parent company in consolidation ocafynvestor in the application of the equity mettod accounting. SOP 07-1 was to be
effective for fiscal years beginning on or afterc@mber 15, 2007 with earlier adoption encourage@dtober 2007, the FASB voted, subject
to a thirty day comment period, to indefinitely e&nd remove the early adoption alternative foPR@-1. The Partnership intends to monitor
future developments associated with this statefmemtder to assess the impact, if any, that mayltes

In June 2007, the EITF reached consensus on Issu@8Nl1 Accounting for Income Tax Benefits of DividendSbare-Based Payment
Awards(“EITF 06-11"). EITF 06-11 requires that the taxnkeét related to dividend equivalents paid on iiestd stock units, which are
expected to vest, be recorded as an increase tioadd paid-in capital. EITF 06-11 is to be appliprospectively for tax benefits on dividends
declared in fiscal years beginning after Decemise2007, and the Partnership expects to adoptrthegions of EITF 06-11 beginning in the
first quarter of 2008. The Partnership is currepthgluating the potential effect on the financtatements of adopting EITF 06-11.

62



Table of Contents

Off-Balance Sheet Arrangements

In the normal course of business, we engage ibatnce sheet arrangements, including establist@rngin special purpose entities
(“SPEs"), owning securities or interests in SPEs providing investment and collateral managementices to SPEs. There are two main
types of SPEs—qualifying special purposes ent{til@SPEs”"), which are entities whose permitted atigig are limited to passively holding
financial interests in distributing cash flows geated by the assets, and VIEs. Certain combindtle=nof the Blackstone funds transact
regularly with VIEs which do not meet the QSPEeid due to their permitted activities not beingfisiently limited or because the assets are
not deemed qualifying financial instruments. UnBEM 46(R), we consolidate those VIEs where we dbgither a majority of the expected
losses or residual returns (as defined) and arefdre considered the primary beneficiary. Our iyninvolvement with VIEs consists of
investments in private equity, real estate and $urfchedge funds. For additional information abmut involvement with VIES, see Note 4,
“Investments—Investment in Variable Interest Eastiin the Notes to the condensed consolidateccambined financial statements.

In addition to VIES, in the ordinary course of mess certain combined entities of the Blackstonedtissue various guarantees to
counterparties in connection with investments, dielaising and other transactions. See Note 10, f@itnments and Contingencies” in Notes to
the condensed consolidated and combined finantagdraents for a discussion of guarantees.

Contractual Obligations, Commitments and Contingentes

The following table sets forth information relatit@your contractual obligations as of Septembe280,7 on a consolidated basis and
basis deconsolidating the Blackstone funds:

October 1,
2007 to
December 31
Contractual Obligations 2007 20062009  201(-2011  Thereafter Total
(Dollars in Thousands)

Operating Lease Obligations ( $ 555 $4951¢ $ 79,69% $412,810 $ 547,57¢
Purchase Obligatior 85¢ 3,97¢ 27¢ — 5,10¢
Blackstone Operating Entities Loan and Credit Fiesl Payable (2 49,30: 55,63t 30,957 — 135,89!
Interest on Blackstone Operating Entities Loan @nelit Facilities Payable

3) 4,091 6,12( 99C — 11,20!
Blackstone Funds Debt Obligations Payable 8,61 — — — 8,61:
Interest on Blackstone Funds Debt Obligations Playg) 44 — — — 44
Blackstone Fund Capital Commitments to InvesteedBf) 11,14¢ — — — 11,14¢
Blackstone Operating Entities Capital CommitmeatBlackstone Funds (° 1,272,66. — — — 1,272,66:
Consolidated Contractual Obligatio 1,352,27! 115,24¢ 111,91° 412,810 1,992,25:
Blackstone Funds Debt Obligations Payable (8,619 — — — (8,619
Interest on Blackstone Funds Debt Obligations Playgt) (49 — — — (44
Blackstone Fund Capital Commitments to InvesteedBf) (11,149 — — — (11,149
Blackstone Operating Entities Contractual Obligagi $1,332,46! $115,24¢ $111,91° $412,810 $1,972,44

(1) We lease our primary office space and certffineoequipment under agreements that expire thrd@@P4. In connection with certain
lease agreements, we are responsible for escafaipnents. The contractual obligation table abaetudes only guaranteed minimum
lease payments for such leases and does not ppajeitial escalation or other lease-related paysédinese leases are classified as
operating leases for financial statement purposdsaa such are not recorded as liabilities on ¢timelensed consolidated and combined
statement of financial condition as of September2807.
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(2) Represents borrowings for employee term and bridgiéties program and for a corporate debt invesitrprogram

(3) Represents interest to be paid over the mgtafithe related debt obligation which has beeowated assuming no prepayments are
made and debt is held until its final maturity ddtke future interest payments are calculated usamible rates in effect as of
September 30, 2007, at spreads to market ratesgnirto the financing agreements, and range fr@®%.to 9.25%

(4) These obligations are those of the Blackstone fu

(5) Represents interest to be paid over the maturithiefelated Blackstone fur’ debt obligations which has been calculated assum
prepayments will be made and debt will be heldlutstifinal maturity date. The future interest pagmis are calculated using variable r
in effect as of September 30, 2007, at spreadsatiehrates pursuant to the financing agreementsrange from 4.99% to 8.75¢

(6) These obligations represent commitments of thealwlated Blackstone funds of hedge funds to malp@alacontributions to investe
funds. These amounts are generally due on demahdrartherefore presented in the less than onecggegory

(7) These obligations represent commitments by ysdvide general partner capital funding to thadRktone funds and limited partner
capital funding to other funds. These amounts areplly due on demand and are therefore presénthd less than one year category;
however, the capital commitments are expected wabed substantially over the next three years.eé&fgect to continue to make these
general partner capital commitments as we raisgiada amounts for our investment funds over til

Guarantees

We had approximately $12.0 million of letters oédit outstanding to provide collateral supporttedfato a credit facility at
September 30, 2007.

I ndemnifications

In many of its service contracts, Blackstone agte@sdemnify the third party service provider undertain circumstances. The terms of
the indemnities vary from contract to contract #melamount of indemnification liability, if any, mwaot be determined and has not been
included in the table above or recorded in our emseéd consolidated and combined financial statesteenof September 30, 2007.

Clawback Obligations

At September 30, 2007, due to the funds’ perforraaeesults, none of the general partners of ouraratp private equity, real estate and
mezzanine funds had a clawback obligation to amjtdéid partners of the funds. Since the inceptiotheffunds, the general partners have not
been required to make a clawback payment.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

Our predominant exposure to market risk is relédeglr role as general partner or investment advisthe Blackstone funds and the
sensitivities to movements in the fair value ofitlievestments, including the effect on managenfieas, performance fees and allocations and
investment income. There are no material markkteigposures to our net gains from fund investmetitities after consideration of the
allocation to non-controlling interest holders.

Although the Blackstone funds share many commomése each of our alternative asset managementtogperauns its own investment
and risk management processes, subject to ourlbriekatolerance and philosophy:

* The investment process of our corporate privatétygqeal estate and mezzanine funds involves ailéetanalysis of potential
acquisitions and asset management teams are adsigaeersee the operations, strategic developrfinaticing and capital
deployment decisions of each portfolio investm&hese key investment decisions are subject to apphy the applicable
investment committee, which is comprised of membéBlackstone senior manageme

* In our capacity as advisor to certain of our maakég alternative asset management funds, we cantstyi monitor a variety of
markets for attractive trading opportunities, ajppdya number of traditional and customized risk agggment metrics to analyze t
related to specific assets or portfolios. In additiwve perform extensive credit and cash-flow asedyof borrowers, credit-based
assets and underlying hedge fund managers, andetitemsive asset management teams that monitonaoteompliance by, and
relevant financial data of, borrowers and othergubk, asset pool performance statistics, trackincash payments relating to
investments, and ongoing analysis of the creditistaf investment:

Effect on Fund Management Fees

Our management fees are based on (1) capital conemi$ to a Blackstone fund, (2) capital invested Blackstone fund or (3) the net
asset value, or NAV, of a Blackstone fund, as deedrin our condensed consolidated and combinedhfiial statements. Management fees
will only be directly affected by changes in markisk factors to the extent they are based on NFhese management fees will be increased
(or reduced) in direct proportion to the effectbfinges in the market value of our investmentheérre¢lated funds. The proportion of our
management fees that are based on NAV is dependeht number and types of Blackstone funds intex¢e and the current stage of each
fund’s life cycle. For the nine months ended SeptemBe2@07 and after considering the effect of theodsolidation of certain funds of hed
funds on July 1, 2007, approximately 31.5% of aurd management fees were based on the NAV of thigcaple funds.

Market Risk

The Blackstone funds hold investments and secsistidd not yet purchased, both of which are redaatdair value. Based on the fair
value as of September 30, 2007, we estimate th@¥adecline in fair value of the investments arntuséies would have the following effects:
(1) management fees would decrease by $26.5 miiioan annual basis, (2) performance fees andaditos would decrease by
$609.8 million and (3) investment income would éase by $229.4 million.

Exchange Rate Risk

The Blackstone funds hold investments that are mhémeted in non-U.S. dollar currencies that may fiected by movements in the rate
of exchange between the U.S. dollar and non-U.Bardourrencies. Additionally, a portion of our nagement fees are denominated in non-US
dollar currencies. We estimate that as of Septerd®e2007, a 10% decline in the rate of exchangénagthe U.S. dollar would have the
following effects on an annual basis:(1) managenfesg would decrease by $5.7 million on an annedllzasis, (2) performance fees and
allocations would decrease by $135.1 million andr{@estment income would decrease by $20.9 million

65



Table of Contents

Interest Rate Risk

Blackstone has debt obligations payable that adoteeest at variable rates. Interest rate changmstherefore affect the amount of
interest payments, future earnings and cash flBased on our debt obligations payable as of Sepef® 2007, we estimate that interest
expense relating to variable rate debt obligatjzangable would increase by $1.4 million on an anbaais, in the event interest rates were to
increase by one percentage point.

Credit Risk
Certain Blackstone funds and the Investee Fundsudject to certain inherent risks through thenestments.

Our entities generally invest substantially altledir excess cash in an open-end money marketdndd money market demand account,
which are included in cash and cash equivalents.mbney market fund invests primarily in governmsaturities and other short-term, highly
liquid instruments with a low risk of loss. We cionially monitor the fund’s performance in ordem@anage any risk associated with these
investments.

Certain of our entities hold derivative instrumettitst contain an element of risk in the event thatcounterparties may be unable to n
the terms of such agreements. We minimize ouraiglosure by limiting the counterparties with whied enter into contracts to banks and
investment banks who meet established credit apidatguidelines. We do not expect any counterptrtgefault on its obligations and
therefore do not expect to incur any loss due tmtarparty default.
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ITEM 4. CONTROLS AND PROCEDURES

Our management, including our Chief Executive @ffiand Chief Financial Officer, evaluated the affemess of our disclosure controls
and procedures pursuant to Rule 13a-15 under thedige Act as of the end of the period coveredhisyreport. Based on that evaluation, our
Chief Executive Officer and Chief Financial Offidesive concluded that, as of the end of the peregmed by this quarterly report, our
disclosure controls and procedures (as definediia R3a-15(e) under the Exchange Act) are effectivall material respects, to ensure that
information we are required to disclose in reptrts we file or submit under the Exchange Act orded, processed, summarized and
reported within the time periods specified in Séag and Exchange Commission rules and forms tlaadsuch information is accumulated
and communicated to our management, including tiefExecutive Officer and Chief Financial Officais appropriate, to allow timely
decisions regarding required disclosure.

No change in our internal control over financigloging (as defined in Rule 13a-15(f) under thetiarge Act) occurred during our most
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, dnternal control over financial reporting.

PART Il—OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS
Not applicable.

ITEM 1A. RISK FACTORS

For a discussion of our potential risks and unaatitss, see the information under the heading “Fiaktors” in our prospectus dated
June 21, 2007, filed with the SEC in accordancé witile 424(b) of the Securities Act on June 25,720hich is accessible on the Securities
and Exchange Commission’s website at www.sec.gov.

See “Management’s Discussion and Analysis of Firg@ondition and Results of Operations—Businesgifenment” in this report for
a discussion of the conditions in the financial ke#s and economic conditions affecting our busiegsshis discussion updates, and should be
read together with, the risk factor entitle@ifficult market conditions can adversely affect dusiness in many ways, including by reducin¢
value or performance of the investments made byra@stment funds, reducing the ability of our istreent funds to raise or deploy capital
and reducing the volume of the transactions invg\ur financial advisory business, each of whichld materially reduce our revenue and
cash flow and adversely affect our financial codit in our prospectus.

The risks described in our prospectus (as upddteded are not the only risks facing us. Additiorisks and uncertainties not currently
known to us or that we currently deem to be imniatetso may materially adversely affect our busmédinancial condition and/or operating
results.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
The following table shows repurchases of our comontits during the quarter ended September 30, 2007:

Maximum
Number (or
Total Number Approximate
of Units Dollar Value) of
Purchased as Units that May
Total Part of Publicly Yet Be
Number of Purchased Unde
Average Price Announced
Units Plans or the Plans or
Period Purchasec Paid per Unit Programs Programs
July 1— July 31, 200’ — — — —
Aug. 1— Aug. 31, 2007 645,162(1) $ 2487 — —
Sep. 1— Sep. 30, 200 — — — —
Total 645,16: —

(1) During the third quarter of 2007 Blackstoneumhased 645,162 common units representing lingtether interests of The Blackstone
Group L.P. in open market repurchases. The repseshaere not pursuant to a publicly announced gigmogram

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
Not applicable.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.

ITEM 5. OTHER INFORMATION

On November 9, 2007, William G. Parrett was apparbd the board of directors of Blackstone Groumdtgement L.L.C., the general
partner of the Partnership. In addition, on Noventhe007, Mr. Parrett was appointed to the Auditmtnittee of the board of directors of
Blackstone Group Management L.L.C. to serve asr@tai. Following such appointments, J. Tomilson Hiligned from the Audit
Committee. Each of the foregoing appointments vasreontemplated and previously disclosed in thenBeship’s prospectus dated June 21,
2007 filed with the Securities and Exchange Comimisen June 25, 2007. Until May 31, 2007, Mr. Pames a senior partner of Deloitte &
Touche USA LLP and served as the Chief Executiviec€@fof Deloitte Touche Tohmatsu (“DTT”). Certadfithe member firms of DTT or
their subsidiaries and affiliates provide professicservices to the Partnership or its affiliatds. Parrett will receive an annual cash retainer of
$100,000. In addition, upon his appointment Mr.rétareceived a grant of 10,000 deferred restricadmon units under the Partnership’s
2007 Equity Incentive Plan. These deferred restictommon units will vest, and the underlying comraaits will be delivered, in equal
installments on each of the first, second and thindiversaries of the date of grant, subject toRdirrett’s continued service on the board of
directors of Blackstone Group Management L.L.C.
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ITEM 6. EXHIBITS

Exhibit Index:

31.1 Certification of the Chief Executive Officer pursudo Rule 13-14(a).
31.2 Certification of the Chief Financial Officer pursudo Rule 13-14(a).

32.1 Certification of the Chief Executive Officer pursudo 18 U.S.C. Section 1350, as adopted pursoabéttion 906 of the Sarba-
Oxley Act of 2002 (furnished herewitt

32.2 Certification of the Chief Financial Officeuqgsuant to 18 U.S.C. Section 1350, as adopted potsa Section 906 of the Sarbar@sley
Act of 2002 (furnished herewith
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SIGNATURE

Pursuant to the requirements of the Securities &xga Act of 1934, the Registrant has duly causisdéjport to be signed on its behalf
by the undersigned, thereunto duly authorized.

Date: November 13, 20(

The Blackstone Group L.P.
By:  Blackstone Group Management L.L.!
its general partne

/sl Michael A. Puglis
Name Michael A. Puglisi
Title: Chief Financial Officel
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Exhibit 31.1
CHIEF EXECUTIVE OFFICER CERTIFICATION

I, Stephen A. Schwarzman, certify that:

1.
2.

I have reviewed this Quarterly Report on Forr-Q for the period ended September 30, 2007 of Theldkone Group L.P

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessar
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

Based on my knowledge, the financial statement$,oéimer financial information included in this repdairly present in all materi:
respects the financial condition, results of operatand cash flows of the Registrant as of, andffie period presented in this rep:

The Registrar' s other certifying officer and | are responsibledstablishing and maintaining disclosure contesld procedures (i
defined in Exchange Act Rules -15(e) and 15-15(e)) for the Registrant and ha

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedotes designed under our
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhseibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pnegah

b) Evaluated the effectiveness of the Regis’s disclosure controls and procedures and pres@ntbds report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

c) Disclosed in this report any change in the Regig's internal control over financial reportirftat occurred during the Registrant’s
most recent fiscal quarter that has materiallycéfe, or is reasonably likely to materially affette Registrant’s internal control
over financial reporting; an

The Registrant’s other certifying officer ankave disclosed, based on our most recent evaluatimwernal control over financial
reporting, to the Registrant’s auditors and thetazammittee of the Registrant’s board of direct@mspersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the Regid’s ability to record, process, summarize and refpmahcial information; an

b)  Any fraud, whether or not material, that involveamagement or other employees who have a significéein the Registra’s
internal controls over financial reportir

Date: November 13, 20(

/sl Stephen A. Schwarzman

Stephen A. Schwarzme

Chief Executive Officer

of Blackstone Group Management L.L.




Exhibit 31.2
CHIEF FINANCIAL OFFICER CERTIFICATION

[, Michael A. Puglisi, certify that:

1.
2.

I have reviewed this Quarterly Report on Forr-Q for the period ended September 30, 2007 of Theldkone Group L.P

Based on my knowledge, this quarterly report dagscantain any untrue statement of a material dacimit to state a material fa
necessary to make the statements made, in ligheafircumstances under which such statements mwade, not misleading with respect
to the period covered by this repc

Based on my knowledge, the financial statement$,oéimer financial information included in this qteaty report, fairly present in a
material respects the financial condition, resoftsperations and cash flows of the Registrantfaara for, the period presented in this

report;

The Registrant’s other certifying officer andré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the Registrant and ha

a) Designed such disclosure controls and procedaresused such disclosure controls and procedontes designed under our
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhgeibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pnegah

b) Evaluated the effectiveness of the Registratisslosure controls and procedures and presentisineport our conclusions about
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

c) Disclosed in this report any change in the Regi¢’'s internal control over financial reporting thatomed during the Registré's
most recent fiscal quarter that has materiallycéfe, or is reasonably likely to materially affette Registrant’s internal control
over financial reporting

The Registrant’s other certifying officer andave disclosed, based on our most recent evaluatioiernal control over financial

reporting, to the Registrant’s auditors and thetazammittee of Registrant’s board of directors gersons performing the equivalent

functions):

a) All significant deficiencies and material weakses in the design or operation of internal comvelr financial reporting which are
reasonably likely to adversely affect the Regid’s ability to record, process, summarize and refpmahcial information; an

b)  Any fraud, whether or not material, that invawaanagement or other employees who have a signifiole in the Registrant’s
internal controls over financial reportir

Date: November 13, 20(

/s/ Michael A. Puglis

Michael A. Puglisi

Chief Financial Office

of Blackstone Group Management L.L.




Exhibit 32.1
Certification of the Chief Executive Officer

Pursuant to 18 U.S.C. Section 1350,
As Adopted Pursuant to Section 906 of the Sarban&3xley Act of 2002

In connection with the Quarterly Report of The Bistone Group L.P. (the “Partnership”) on Form 1@e@the period ended
September 30, 2007 as filed with the SecuritiesErehange Commission on the date hereof (the “R8parStephen A. Schwarzman, Chief
Executive Officer of Blackstone Group ManagemetC., the general partner of the Partnership, fgeqursuant to 18 U.S.C. § 1350, as
adopted pursuant to Section 906 of the Sarbanesy@Gdt of 2002, that, to my knowledge:

(1) The Report fully complies with the requirementsSefiction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

(2) The information contained in the Report fairly gnets, in all material respects, the financial ctodiand results of operations of 1
Partnership

Date: November 13, 2007

/sl Stephen A. Schwarzman

Stephen A. Schwarzme

Chief Executive Office

of Blackstone Group Management L.L.

* The foregoing certification is being furnishededg pursuant to 18 U.S.C. Section 1350 and ishedrtg filed as part of the Report or as a
separate disclosure docume



Exhibit 32.2

Certification of the Chief Financial Officer
Pursuant to 18 U.S.C. Section 1350,
As Adopted Pursuant to Section 906 of the Sarban&3xley Act of 2002

In connection with the Quarterly Report of The Bistone Group L.P. (the “Partnership”) on Form 1@e@the period ended
September 30, 2007 as filed with the SecuritiesEchange Commission on the date hereof (the “R8parMichael A. Puglisi, Chief
Financial Officer of Blackstone Group Managememt.C., the general partner of the Partnership, fgeursuant to 18 U.S.C. § 1350, as
adopted pursuant to Section 906 of the Sarbanesy@Gdt of 2002, that to my knowledge:

(1) The Report fully complies with the requirementsSefiction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

(2) The information contained in the Report fairly gnets, in all material respects, the financial ctodiand results of operations of 1
Partnership

Date: November 13, 20(
/sl Michael A. Puglisi
Michael A. Puglisi
Chief Financial Office
of Blackstone Group Management L.L.

* The foregoing certification is being furnished $pleursuant to 18 U.S.C. Section 1350 and is notgBled as part of the Report or a
separate disclosure docume



