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The prospectuses of Blackstone Real Estate Income Fund II (the “Fund”), dated May 1, 2020 (each, a
“Prospectus”), provides the basic information investors should know before investing. This Statement of
Additional Information (“SAI”), which is not a prospectus, is intended to provide additional information
regarding the activities and operations of the Fund and should be read in conjunction with the Prospectus. You
may request a copy of a Prospectus or this SAI free of charge by contacting the Transfer Agent at One Heritage
Drive, North Quincy, MA 02171, Attention: Blackstone Real Estate Income Fund II or 1-855-890-7725.
Capitalized terms not otherwise defined in this SAI have meanings accorded to them in the Fund’s Prospectuses.
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FUNDAMENTAL INVESTMENT RESTRICTIONS

The following investment restrictions of Blackstone Real Estate Income Master Fund (the “Master Fund”) and
the Fund are designated as fundamental policies and as such cannot be changed without the approval of the
holders of a majority of the Master Fund’s outstanding voting securities or the holders of a majority of the Fund’s
outstanding voting securities, respectively, which as used in this SAI means the lesser of (a) 67% of the common
shares of the Master Fund or the Fund, respectively, present or represented by proxy at a meeting if the holders of
more than 50% of the outstanding shares are present or represented at the meeting and (b) more than 50% of
outstanding shares of the Master Fund or the Fund, respectively. As a matter of fundamental policy, each of the
Master Fund and the Fund:

(1) Concentrates its investments in the real estate finance industry, including, without limitation,
commercial mortgage-backed securities (“CMBS”), real estate investment trusts (“REITs”), other real
estate-related securities, loans and other instruments that are secured by or otherwise have exposure to,
real estate;

(2) May not borrow money, except as permitted by (a) the 1940 Act, or interpretations or modifications by
the SEC, SEC staff or other authority with appropriate jurisdiction, or (b) exemptive or other relief or
permission from the SEC, SEC staff or other authority;

(3) May not issue senior securities except to the fullest extent permitted by the 1940 Act;

(4) May not purchase securities on margin (but the Master Fund may obtain such short-term credits as may
be necessary for the clearance of purchases and sales of securities); provided that the purchase of
investment assets with the proceeds of a permitted borrowing or securities offering will not be deemed
to be the purchase of securities on margin;

(5) May not underwrite securities issued by other persons, except insofar as it may technically be deemed
to be an underwriter under the Securities Act in selling or disposing of a portfolio investment;

(6) May make loans, only as permitted under the 1940 Act, and as interpreted, modified, or otherwise
permitted by regulatory authority having jurisdiction, from time to time;

(7) May not purchase or sell real estate, although it may purchase and sell securities which are secured by
interests in real estate and securities of issuers which invest or deal in real estate; provided that the
Master Fund reserves the freedom of action to hold and to sell real estate acquired as a result of the
ownership of securities; and

(8) May not purchase or sell commodities, except that the Master Fund may purchase and sell futures
contracts and options, may enter into foreign exchange contracts and may enter into swap agreements
and other financial transactions not requiring the delivery of physical commodities.

In addition to borrowings for investment purposes as described in the Prospectus, the Master Fund and the Fund
each may borrow money as a temporary measure for extraordinary or emergency purposes and repurchase offers,
including the payment of distributions and the settlement of securities transactions which otherwise might require
untimely dispositions of Fund securities. The 1940 Act currently requires that the Master Fund and the Fund each
have 300% asset coverage with respect to all borrowings other than temporary borrowings.

Whenever an investment policy or investment restriction set forth in the Prospectus or this SAI states a minimum
or maximum percentage of assets that may be invested in any security or other assets or describes a policy
regarding credit quality standards, such percentage limitation or standard shall be determined immediately after
and as a result of the Master Fund’s acquisition of such security or asset. Accordingly, any later increase or
decrease resulting from a change in values, assets or other circumstances or any subsequent rating change made
by a nationally recognized statistical rating organization, or “NRSRO” (or as determined by Blackstone Real
Estate Income Advisors L.L.C., the Fund’s and the Master Fund’s investment manager (the “Investment
Manager”), if the security is not rated by an NRSRO) will not compel the Master Fund to dispose of such
security or other asset.



INVESTMENT OBJECTIVE AND TECHNIQUES

The following information supplements the discussion of the Fund’s investment objective, policies, and approach
that are described in the Prospectus.

The Fund’s investment objective is to seek long-term total return, with an emphasis on current income, by
primarily investing in a broad range of real estate-related debt investments. There can be no assurance the Fund
will achieve its investment objective. The Fund is a “feeder” fund in a “master-feeder” structure.

The Fund pursues its investment objective by investing substantially all of its assets in the Master Fund, a
Delaware statutory trust registered under the 1940 Act as a closed-end management investment company with the
same investment objective as the Fund. Under normal market conditions, at least 80% of the Master Fund’s
Managed Assets (as defined below) are invested in liquid investments in public and private real estate debt,
including, but not limited to, CMBS, mortgages, loans, mezzanine and other forms of debt (including RMBS and
other residential credit and debt of real estate-related companies) and equity interests in CDOs, CLOs, REITs,
listed vehicles and other entities that invest in real estate debt as one of their core businesses. That policy is
non-fundamental, and may be changed by the Master Fund’s Board of Trustees (the “Board” or the “Trustees™)
without shareholder approval. Shareholders will receive at least 60 days prior notice of any change in that policy.
“Managed Assets” means net assets, plus the amount of leverage for investment purposes. The Master Fund
considers a company to be “real estate-related” if its primary business is the ownership, management or
development of real estate.

CMBS

As part of its investment strategy, the Master Fund invests in CMBS. CMBS may include multi-issuer CMBS,
single-issuer CMBS and “rake bonds,” in each case, relating to real estate-related companies or assets. In a
typical CMBS issuance, a number of single mortgage loans of varying size, asset type, and geography are pooled
and transferred to a trust. For some CMBS, only loans of a single asset type, geography or borrower or a single
loan may be transferred to the trust. The trust then issues a series of bonds that vary in duration, payment priority,
and yield. Then rating agencies assign credit ratings to the various bond classes ranging from investment grade to
below investment grade. The typical structure for the securitization of commercial real estate loans is a real estate
mortgage investment conduit (“REMIC”). Generally speaking, a REMIC is a pass-through entity which is not
subject to tax at the trust level.

Once these CMBS are issued and rated, they are then sold to investors based on specified investment profiles
(e.g., credit risk, yield, rating, etc.). For the vast majority of these bonds, each month the interest received from
the pooled loans is paid to the investors, through a trustee and master servicer who act as an intermediary
between the underlying borrowers and the bond holders. The interest is paid first to the investors holding the
highest rated bonds, until all accrued interest on those bonds is paid, then to the holders of the next highest rated
bonds, and this continues until all the bond holders are paid in a sequential manner. Principal payments are
usually handled the same way.

If there is a shortfall in an interest or principal payment or if the underlying real estate is liquidated and does not
generate enough proceeds to meet the payments due to all bond classes, then the investors in the most
subordinate bond class will incur a loss with further losses impacting more senior classes in reverse order of
priority.

The administration of the pooled loans are handled by CMBS servicers (primary, master and special) all, of
whom are required to act in accordance with certain “servicing standards.” While the servicing standard may
vary, the standard generally requires the servicer to use the same, care, skill and diligence as it uses to service
and administer comparable mortgage loans on behalf of third parties or on behalf of itself, whichever is the
higher standard. The master and special servicer play the most active role in servicing the underlying loans.

The master servicer’s responsibility is to service the loans in the pool through maturity unless the loan becomes
specially serviced (e.g., the borrower has defaulted). The master servicer manages the flow of payments and
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information and is responsible for the ongoing interaction with the borrowers. The master servicer is responsible
for collecting the payments from the borrowers and routine loan administration functions (e.g., escrow
disbursements, analyzing underlying property performance, and consent requests). Subject to certain limitations,
the master servicer is responsible for making certain monetary advances if a borrower fails to do so; for example,
if a borrower has missed an interest payment or failed to pay property taxes, the master servicer is required to
advance such payment so long as it deems such advance recoverable.

For as long as a loan has been designated “specially serviced,” the administration is transferred to a special
servicer who takes over all the master servicer’s administrative responsibilities with respect to such loan (other
than making advances) in order to maximize recovery on the mortgage on behalf of the bondholders. A loan is
usually designated “specially serviced” upon an event of default or if there is a determination that an event of
default is imminent. The special servicer has primary responsibility for working out the loan, and if necessary,
liquidating or foreclosing on the underlying real estate. The special servicer is generally required to follow the
direction of the controlling holder, who is often the holder of the most junior bond.

Commercial Mortgage Loans

The Master Fund invests in whole commercial mortgage loans structured in a variety of ways that provide
different types of risk, reward, and investment experience. The Master Fund lends money directly to the borrower
of such loans, or may acquire loans in secondary market transactions. See “Risk Factors—Commercial Mortgage
Loans” for more information regarding the risks associated with the various types of loans that may be owned by
the Master Fund.

Generally. Commercial mortgage loans are typically secured by multifamily or commercial property and are
subject to risks of delinquency and foreclosure. The ability of a borrower to repay a loan secured by an income-
producing property typically is dependent primarily upon the successful operation of such property rather than
upon the existence of independent income or assets of the borrower.

B-Notes. A B-note is a mortgage loan typically (i) secured by a first mortgage on a commercial property or group
of related properties and (ii) subordinated to an A-note secured by the same first mortgage on the same collateral.
As aresult, if a borrower defaults, there may not be sufficient funds remaining to repay B-note holders after
payment to the A-note holders. Since each transaction is privately negotiated, B-notes can vary in their structural
characteristics and risks. For example, the rights of holders of B-notes to control the process following a
borrower default may be limited in certain investments. The Master Fund cannot predict the terms of each B-note
investment. In addition, a B-note may be in the form of a “rake bond.” A “rake bond” is a CMBS backed solely
by a single promissory note secured by a mortgaged property, which promissory note is subordinate in right of
payment to one or more separate promissory notes secured by the same mortgaged property.

Mezzanine Loans. The Master Fund invests in a variety of “mezzanine” loans, including those that take the form
of a bond or subordinated loans secured by a pledge of the ownership interests of either the entity owning the real
property or an entity that owns (directly or indirectly) the interest in the entity owning the real property. These
types of investments may involve a higher degree of risk than mortgage lending because the investment may
become unsecured as a result of foreclosure by the senior lender. In the event of a bankruptcy of the entity
providing the pledge of its ownership interests as security, the Master Fund may not have full recourse to the
assets of such entity, or the assets of the entity may not be sufficient to satisfy the Master Fund’s mezzanine loan.
If a borrower defaults on the Master Fund’s mezzanine loan or debt senior to the Master Fund’s loan, or in the
event of a borrower bankruptcy, the Master Fund’s mezzanine loan will be satisfied only after the senior debt. As
a result, the Master Fund may not recover some or all of its investment. In addition, mezzanine loans may have
higher loan-to-value ratios than conventional mortgage loans, resulting in less equity in the real property and
increasing the risk of loss of principal.

Residential Credit / RMBS

Generally. The Master Fund invests directly and indirectly in global residential credit investments. Such
investments may include performing loans, nonperforming loans, residential mortgage loans and RMBS, which
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represent interests in pools of residential mortgage loans secured by one to four family residential mortgage
loans. Such loans may be prepaid at any time. Prepayments could reduce the yield received on the related issue of
RMBS. RMBS are particularly susceptible to prepayment risks, as they generally do not contain prepayment
penalties and a reduction in interest rates will increase the prepayments on the RMBS, resulting in a reduction in
yield to maturity for holders of such securities.

Residential Mortgage Loans. Residential mortgage loans are obligations of the borrowers thereunder only and
are not typically insured or guaranteed by any other person or entity, although such loans may be securitized by
government agencies and the securities issued are guaranteed. The rate of defaults and losses on residential
mortgage loans will be affected by a number of factors, including general economic conditions and those in the
geographic area where the mortgaged property is located, the terms of the mortgage loan, the borrower’s equity
in the mortgaged property, and the financial circumstances of the borrower. Certain mortgage loans may be of
sub-prime credit quality (i.e., do not meet the customary credit standards of Federal National Mortgage
Association (“Fannie Mae”) and Federal Home Loan Mortgage Corporation (“Freddie Mac™)). Delinquencies
and liquidation proceedings are more likely with sub-prime mortgage loans than with mortgage loans that satisfy
customary credit standards. If a residential mortgage loan is in default, foreclosure of such residential mortgage
loan may be a lengthy and difficult process, and may involve significant expenses. Furthermore, the market for
defaulted residential mortgage loans or foreclosed properties may be very limited.

RMBS. At any one time, a portfolio of RMBS may be backed by residential mortgage loans with
disproportionately large aggregate principal amounts secured by properties in only a few states or regions in the
United States or in only a few foreign countries. As a result, the residential mortgage loans may be more
susceptible to geographic risks relating to such areas, such as adverse economic conditions, adverse political
changes, adverse events affecting industries located in such areas and natural hazards affecting such areas, than
would be the case for a pool of mortgage loans having more diverse property locations.

Residential mortgage loans in an issue of RMBS may be subject to various U.S. federal and state laws, foreign
laws, public policies and principles of equity that protect consumers which, among other things, may regulate
interest rates and other fees, require certain disclosures, require licensing of originators, prohibit discriminatory
lending practices, regulate the use of consumer credit information, and regulate debt collection practices. In
addition, a number of legislative proposals have been introduced in the United States at both the federal, state,
and municipal level that are designed to discourage predatory lending practices. Violation of such laws, public
policies, and principles may limit the servicer’s ability to collect all or part of the principal or interest on a
residential mortgage loan, entitle the borrower to a refund of amounts previously paid by it, or subject the
servicer to damages and administrative enforcement. Any such violation could also result in cash flow delays and
losses on the related issue of RMBS. See “Investment Objective and Techniques—Residential Credit / RMBS—
Credit Risk Transfer Securities.”

It is not expected that RMBS will be guaranteed or insured by any U.S. governmental agency or instrumentality
or by any other person. Distributions on RMBS will depend solely upon the amount and timing of payments and
other collections on the related underlying mortgage loans.

Government Mortgage Pass-Through Securities. Mortgage pass-through securities representing participation
interests in pools of residential mortgage loans purchased from individual lenders by an agency, instrumentality
or sponsored corporation of the United States government (“Federal Agency”) or originated by private lenders
and guaranteed, to the extent provided in such securities, by a Federal Agency are ownership interests in the
underlying mortgage loans. Such securities differ from conventional debt securities, which provide for periodic
payment of interest in fixed amounts (usually semiannually) and principal payments (not necessarily in fixed
amounts) that are a “pass-through” of the monthly interest and principal payments (including any prepayments)
made by the individual borrowers on the pooled mortgage loans, net of any fees paid to the guarantor of such
securities and the servicer of the underlying mortgage loans.

Government mortgage pass-through securities may include those issued or guaranteed by Government National
Mortgage Association (“Ginnie Mae”’), Fannie Mae and Freddie Mac. Ginnie Mae certificates are direct
obligations of the U.S. Government and, as such, are backed by the “full faith and credit” of the United States.
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Fannie Mae is a federally chartered, privately owned corporation and Freddie Mac is a corporate instrumentality
of the United States. Fannie Mae and Freddie Mac certificates are not backed by the full faith and credit of the
United States but the issuing agency or instrumentality has the right to borrow, to meet its obligations, from an
existing line of credit with the U.S. Treasury. The U.S. Treasury has no legal obligation to provide such line of
credit and may choose not to do so.

Certificates for these types of mortgage-backed securities evidence an interest in a specific pool of mortgages.
These certificates are, in most cases, “modified pass-through” instruments, wherein the issuing agency
guarantees the payment of principal and interest on mortgages underlying the certificates, whether or not such
amounts are collected by the issuer on the underlying mortgages.

Credit Risk Transfer Securities. Credit risk transfer securities (“CRT securities”) are debt obligations issued by
Fannie Mae and Freddie Mac. While the coupon payments are paid by Fannie Mae or Freddie Mac on a periodic
basis, the payment of principal is dependent on the performance of loans in a reference pool of RMBS securitized
by Fannie Mae or Freddie Mac. As principal on loans in the reference pool are paid, principal payments on the
securities are made and the principal balances of the securities are reduced. Consequently, CRT securities mirror
the payment and prepayment behavior of the mortgage loans in the reference pool. Unlike agency RMBS, full
repayment of the original principal balance of the CRT securities is not secured by residential mortgages or
guaranteed by a government sponsored enterprise; rather, “credit risk transfer” is achieved by the government
sponsored enterprise issuing unsecured bonds that are entitled to payments based on a pool of residential
mortgages. If the reference mortgages in the pool default in an amount in excess of a specified threshold, the
principal amount of the CRT securities is written down, reducing the government sponsored enterprise’s payment
obligation. By reducing the amount that the government sponsored enterprise is obligated to repay to holders of
CRT securities, it is able to offset potential credit losses on the related mortgage loans. CRT securities are used
by Freddie Mac and Fannie Mae to transfer the credit risk of residential mortgage pools to the private market
while streamlining the securitization process and maintaining control of the underlying residential mortgage
pools. While not secured by residential mortgages, CRT securities have similar economic benefits of agency
RMBS in that they are issued by a government sponsored enterprise and provide returns based on the
performance of a pool of residential mortgages. As an investor in a CRT security, the Master Fund may incur a
loss if certain defined credit events occur, including, for certain CRT securities, if the loans in the reference pool
experience delinquencies exceeding specified thresholds. The Investment Manager assesses the credit risk
associated with CRT securities by assessing the current and expected future performance of the associated
reference pool.

CMBS Interest-Only Certificates

The Master Fund invests in CMBS interest-only certificates (“IOs”). CMBS IOs receive no payments of principal
from the underlying mortgage assets. IO class payments are derived by the excess interest that exists due to a
higher weighted average coupon on the underlying mortgages than the weighted average coupon on the
corresponding CMBS bonds. The notional amount of the IO bonds will equal the certificate balance of all or a
portion of the other CMBS classes of the same issuance. The yields to maturity on IOs are very sensitive to the
rate of principal payments (including prepayments) and defaults on the related underlying mortgage assets. If the
underlying mortgage assets experience greater than anticipated prepayments of principal or defaults, the Master
Fund may not fully recoup its initial investment in such an IO.

REITs and Real Estate-Related Companies

REITs are typically publicly traded corporations or trusts that invest in residential or commercial real estate.
REITs generally can be divided into the following three types: (i) equity REITSs, which invest the majority of
their assets directly in real property and derive their income primarily from rents and capital gains or real estate
appreciation; (i1) mortgage REITs, which invest the majority of their assets in real estate loans or other debt
investments and derive their income primarily from interest payments; and (iii) hybrid REITs, which combine the
characteristics of equity REITs and mortgage REITs. The Master Fund can invest in common stock, preferred
stock, debt securities and convertible securities issued by REITs. The Master Fund also invests in real estate
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corporate debt securities, which consist of secured and unsecured obligations issued by REITSs or other
companies in the business of owning and/or operating real estate-related businesses.

Mortgage-Related and Other Asset-Backed Securities

Mortgage-backed securities, including collateralized mortgage obligations (“CMOs”), and certain stripped
mortgage-backed securities, represent a participation in, or are secured by, mortgage loans. Asset-backed
securities are structured like mortgage-backed securities, but instead of mortgage loans or interests in mortgage
loans, the underlying assets may include such items as motor vehicle installment sales or installment loan
contracts, leases of various types of real and personal property and receivables from credit card agreements. The
cash flow generated by the underlying assets is applied to make required payments on the securities and to pay
related administrative expenses. The amount of residual cash flow resulting from a particular issue of asset-
backed or mortgage-backed securities depends on, among other things, the characteristics of the underlying
assets, the coupon rates on the securities, prevailing interest rates, the amount of administrative expenses and the
actual prepayment experience on the underlying assets. The Master Fund may invest in any such instruments or
variations as may be developed, to the extent consistent with its investment objective and policies and applicable
regulatory requirements. In general, the collateral supporting asset-backed securities is of a shorter maturity than
mortgage loans and is likely to experience substantial prepayments.

Mortgage-backed securities have yield and maturity characteristics corresponding to the underlying assets.
Unlike traditional debt securities, which may pay a fixed rate of interest until maturity, when the entire principal
amount comes due, payments on certain mortgage-backed securities include both interest and a partial repayment
of principal. Besides the scheduled repayment of principal, repayments of principal may result from the
voluntary prepayment, refinancing or foreclosure of the underlying mortgage loans. If property owners make
unscheduled prepayments of their mortgage loans, these prepayments will result in early payment of the
applicable mortgage-backed securities. In that event the Master Fund may be unable to invest the proceeds from
the early payment of the mortgage-backed securities in an investment that provides as high a yield as the
mortgage-backed securities. Consequently, early payment associated with mortgage-backed securities may cause
these securities to experience significantly greater price and yield volatility than that experienced by traditional
fixed-income securities. The occurrence of mortgage prepayments is affected by factors including the level of
interest rates, general economic conditions, the location and age of the mortgage and other social and
demographic conditions. During periods of falling interest rates, the rate of mortgage prepayments tends to
increase, thereby tending to decrease the life of mortgage-backed securities. During periods of rising interest
rates, the rate of mortgage prepayments usually decreases, thereby tending to increase the life of mortgage-
backed securities. If the life of a mortgage-backed security is inaccurately predicted, the Master Fund may not be
able to realize the rate of return it expected.

Adjustable rate mortgage securities (“ARMs”), like traditional mortgage-backed securities, are interests in pools
of mortgage loans that provide investors with payments consisting of both principal and interest as mortgage
loans in the underlying mortgage pool are paid off by the borrowers. Unlike fixed-rate mortgage-backed
securities, ARMs are collateralized by or represent interests in mortgage loans with variable rates of interest.

These interest rates are reset at periodic intervals, usually by reference to an interest rate index or market interest
rate. Although the rate adjustment feature may act as a buffer to reduce sharp changes in the value of adjustable
rate securities, these securities are still subject to changes in value based on, among other things, changes in
market interest rates or changes in the issuer’s creditworthiness. Because the interest rates are reset only
periodically, changes in the interest rate on ARMs may lag changes in prevailing market interest rates. Also,
some ARMs (or the underlying mortgages) are subject to caps or floors that limit the maximum change in the
interest rate during a specified period or over the life of the security. As a result, changes in the interest rate on an
ARM may not fully reflect changes in prevailing market interest rates during certain periods. “Hybrid” ARMs
have underlying mortgages that combine fixed-rate and adjustable rate features.

Mortgage-backed and asset-backed securities are less effective than other types of securities as a means of
“locking in” attractive long-term interest rates. One reason is the need to reinvest prepayments of principal;
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another is the possibility of significant unscheduled prepayments resulting from declines in interest rates. These
prepayments would have to be reinvested at lower rates. The automatic interest rate adjustment feature of
mortgages underlying ARMs likewise reduces the ability to lock in attractive rates. As a result, mortgage-backed
and asset-backed securities may have less potential for capital appreciation during periods of declining or low
interest rates than other securities of comparable maturities, although they may have a similar risk of decline in
market value during periods of rising interest rates. Prepayments may also significantly shorten the effective
maturities of these securities, especially during periods of declining or low interest rates. Conversely, during
periods of rising interest rates, a reduction in prepayments may increase the effective maturities of these
securities, subjecting them to a greater risk of decline in market value in response to rising interest rates than
traditional debt securities, and, therefore, potentially increasing the volatility of the Master Fund.

At times, some mortgage-backed and asset-backed securities will have higher than market interest rates and
therefore will be purchased at a premium above their par value. Prepayments may cause losses on securities
purchased at a premium.

CMOs may be issued by a U.S. Government agency or instrumentality or by a private issuer. Although payment
of the principal of, and interest on, the underlying collateral securing privately issued CMOs may be guaranteed
by the U.S. Government or its agencies or instrumentalities, these CMOs represent obligations solely of the
private issuer and are not insured or guaranteed by the U.S. Government, its agencies or instrumentalities or any
other person or entity.

Prepayments could cause early retirement of CMOs. CMOs are designed to reduce the risk of prepayment for
certain investors by issuing multiple classes of securities, each having different maturities, interest rates and
payment schedules, and with the principal and interest on the underlying mortgages allocated among the several
classes in various ways. Payment of interest or principal on some classes or series of CMOs may be subject to
contingencies or some classes or series may bear some or all of the risk of default on the underlying mortgages.
CMOs of different classes or series are generally retired in sequence as the underlying mortgage loans in the
mortgage pool are repaid. If enough mortgages are repaid ahead of schedule, the classes or series of a CMO with
the earliest maturities generally will be retired prior to their maturities. Thus, the early retirement of particular
classes or series of a CMO would have the same effect as the prepayment of mortgages underlying other
mortgage-backed securities. Conversely, slower than anticipated prepayments can extend the effective maturities
of CMOs, subjecting them to a greater risk of decline in market value in response to rising interest rates than
traditional debt securities, and, therefore, potentially increasing their volatility.

Prepayments could result in losses on stripped mortgage-backed securities. Stripped mortgage-backed securities
are usually structured with two classes that receive different portions of the interest and principal distributions on
a pool of mortgage loans. The yield to maturity on an interest only or “IO” class of stripped mortgage-backed
securities is extremely sensitive not only to changes in prevailing interest rates but also to the rate of principal
payments (including prepayments) on the underlying assets. A rapid rate of principal prepayments may have a
measurable adverse effect on the Master Fund’s yield to maturity to the extent it invests in IOs. If the assets
underlying the IO experience greater than anticipated prepayments of principal, the Master Fund may fail to
recoup fully its initial investment in these securities. Conversely, principal only or “POs” tend to increase in
value if prepayments are greater than anticipated and decline if prepayments are slower than anticipated. The
secondary market for stripped mortgage-backed securities may be more volatile and less liquid than that for other
mortgage-backed securities, potentially limiting the Master Fund’s ability to buy or sell those securities at any
particular time.

Subprime mortgage loans, which typically are made to less creditworthy borrowers, have a higher risk of default
than conventional mortgage loans. Therefore, mortgage-backed securities backed by subprime mortgage loans
may suffer significantly greater declines in value due to defaults or the increased risk of default.

The risks associated with other asset-backed securities (including in particular the risks of issuer default and of
early prepayment) are generally similar to those described above for CMOs. In addition, because asset-backed

securities generally do not have the benefit of a security interest in the underlying assets that is comparable to a
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mortgage, asset-backed securities present certain additional risks that are not present with mortgage-backed
securities. The ability of an issuer of asset-backed securities to enforce its security interest in the underlying
assets may be limited. For example, revolving credit receivables are generally unsecured and the debtors on such
receivables are entitled to the protection of a number of state and federal consumer credit laws, many of which
give debtors the right to set-off certain amounts owed, thereby reducing the balance due. Automobile receivables
generally are secured, but by automobiles, rather than by real property.

Asset-backed securities may be collateralized by the fees earned by service providers. The values of asset-backed
securities may be substantially dependent on the servicing of the underlying asset and are therefore subject to
risks associated with the negligence or malfeasance by their servicers and to the credit risk of their servicers. In
certain circumstances, the mishandling of related documentation may also affect the rights of the security holders
in and to the underlying collateral. The insolvency of entities that generate receivables or that utilize the assets
may result in added costs and delays in addition to losses associated with a decline in the value of the underlying
assets.

CMOs and Multiclass Pass-Through Securities. CMOs are debt obligations collateralized by mortgage loans or
mortgage pass-through securities. CMOs may be collateralized by Ginnie Mae, Fannie Mae or Freddie Mac
certificates, but also may be collateralized by whole loans or private mortgage pass-through securities (such
collateral is collectively hereinafter referred to as “Mortgage Assets”). Mortgage Assets may be collateralized by
commercial or residential uses. Multiclass pass-through securities are equity interests in a trust composed of
Mortgage Assets. Payments of principal of and interest on the Mortgage Assets, and any reinvestment income
thereon, may require the Master Fund to pay debt service on the CMOs or make scheduled distributions on the
multiclass pass-through securities. CMOs may be issued by Federal Agencies, or by private originators of, or
investors in, mortgage loans, including savings and loan associations, mortgage banks, commercial banks,
investment banks and special purpose subsidiaries of the foregoing. The issuer of a series of mortgage pass-
through securities may elect to be treated as a REMIC. REMICs include governmental and/or private entities that
issue a fixed pool of mortgages secured by an interest in real property. REMICs are similar to CMOs in that they
issue multiple classes of securities, but unlike CMOs, which are required to be structured as debt securities,
REMICs may be structured as indirect ownership interests in the underlying assets of the REMICs themselves.
Although CMOs and REMIC:s differ in certain respects, characteristics of CMOs described below apply in most
cases to REMICs, as well.

In a CMO, a series of bonds or certificates is issued in multiple classes. Each class of CMOs, often referred to as
a “tranche,” is issued at a specific fixed or floating coupon rate and has a stated maturity or final distribution
date. Principal prepayments on the Mortgage Assets may cause the CMOs to be retired substantially earlier than
their stated maturities or final distribution dates. Interest is paid or accrues on all classes of the CMOs on a
monthly, quarterly or semiannual basis. Certain CMOs may have variable or floating interest rates and others
may be stripped mortgage securities. For more information on stripped mortgage securities, see “—Stripped
Mortgage Securities” below.

The principal of and interest on the Mortgage Assets may be allocated among the several classes of a CMO series
in a number of different ways. Generally, the purpose of the allocation of the cash flow of a CMO to the various
classes is to obtain a more predictable cash flow to certain of the individual tranches than exists with the
underlying collateral of the CMO. As a general rule, the more predictable the cash flow is on a CMO tranche, the
lower the anticipated yield will be on that tranche at the time of issuance relative to prevailing market yields on
other mortgage-backed securities. As part of the process of creating more predictable cash flows on most of the
tranches in a series of CMOs, one or more tranches generally must be created that absorb most of the volatility in
the cash flows on the underlying mortgage loans. The yields on these tranches are generally higher than
prevailing market yields on mortgage-backed securities with similar maturities. As a result of the uncertainty of
the cash flows of these tranches, the market prices of and yield on these tranches generally are more volatile.

Mortgage Dollar Rolls. A mortgage dollar roll is a transaction in which the Master Fund sells mortgage-related
securities for immediate settlement and simultaneously purchases the same type of securities for forward

settlement at a discount. While the Master Fund begins accruing interest on the newly purchased securities from
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the purchase or trade date, it is able to invest the proceeds from the sale of its previously owned securities, which
will be used to pay for the new securities. The use of mortgage dollar rolls is a speculative technique involving
leverage, and can have an economic effect similar to borrowing money for investment purposes.

Private Mortgage Pass-Through Securities. Private mortgage pass-through securities are structured similarly to
the Ginnie Mae, Fannie Mae and Freddie Mac mortgage pass-through securities and are issued by United States
and foreign private issuers such as originators of and investors in mortgage loans, including savings and loan
associations, mortgage banks, commercial banks, investment banks and special purpose subsidiaries of the
foregoing. These securities usually are backed by a pool of conventional fixed-rate or adjustable rate mortgage
loans. Since private mortgage pass-through securities typically are not guaranteed by an entity having the credit
status of Ginnie Mae, Fannie Mae and Freddie Mac, such securities generally are structured with one or more
types of credit enhancement.

Mortgage assets often consist of a pool of assets representing the obligations of a number of different parties.
There are usually fewer properties in a pool of assets backing commercial mortgage-backed securities than in a
pool of assets backing residential mortgage-backed securities; hence they may be more sensitive to the
performance of fewer Mortgage Assets. To lessen the effect of failures by obligors on underlying assets to make
payments, those securities may contain elements of credit support, which fall into two categories: (i) liquidity
protection and (ii) protection against losses resulting from ultimate default by an obligor on the underlying assets.

Liquidity protection refers to the provision of advances, generally by the entity administering the pool of assets,
to ensure that the receipt of payments on the underlying pool occurs in a timely fashion. Protection against losses
resulting from default ensures ultimate payment of the obligations on at least a portion of the assets in the pool.
This protection may be provided through guarantees, insurance policies or letters of credit obtained by the issuer
or sponsor from third parties, through various means of structuring the transaction or through a combination of
such approaches. The degree of credit support provided for each issue is generally based on historical
information respecting the level of credit risk associated with the underlying assets. Delinquencies or losses in
excess of those anticipated could adversely affect the return on an investment in a security.

Stripped Mortgage Securities. Stripped mortgage securities may be issued by Federal Agencies, or by private
originators of, or investors in, mortgage loans, including savings and loan associations, mortgage banks,
commercial banks, investment banks and special purpose subsidiaries of the foregoing. Stripped mortgage
securities not issued by Federal Agencies will be treated by the Master Fund as illiquid securities so long as the
staff of the SEC maintains its position that such securities are illiquid. Stripped mortgage securities issued by
Federal Agencies generally will be treated by the Master Fund as liquid securities under procedures adopted by
the Master Fund and approved by the Board.

Stripped mortgage securities usually are structured with two classes that receive different proportions of the
interest and principal distribution of a pool of mortgage assets. A common type of stripped mortgage security
will have one class receiving some of the interest and most of the principal from the mortgage assets, while the
other class will receive most of the interest and the remainder of the principal. In the most extreme case, one
class will receive all of the interest (the IO class), while the other class will receive all of the principal (the
principal-only or “PO” class). PO classes generate income through the accretion of the deep discount at which
such securities are purchased, and, while PO classes do not receive periodic payments of interest, they receive
monthly payments associated with scheduled amortization and principal prepayment from the mortgage assets
underlying the PO class. The yield to maturity on a PO or an IO class security is extremely sensitive to the rate of
principal payments (including prepayments) on the related underlying mortgage assets. A slower than expected
rate of principal payments may have an adverse effect on a PO class security’s yield to maturity. If the
underlying mortgage assets experience slower than anticipated principal repayment, the Master Fund may fail to
fully recoup its initial investment in these securities. Conversely, a rapid rate of principal payments may have a
material adverse effect on an IO class security’s yield to maturity. If the underlying mortgage assets experience
greater than anticipated prepayments or principal, the Master Fund may fail to fully recoup its initial investment
in these securities.



Stripped mortgage securities may be purchased for income, or for hedging purposes to protect the Master Fund’s
portfolio against interest rate fluctuations. For example, since an IO class will tend to increase in value as interest
rates rise, it may be utilized to hedge against a decrease in value of other fixed-income securities in a rising
interest rate environment.

Consistent with the Master Fund’s investment objective and policies, the Investment Manager may also cause the
Master Fund to invest in other types of mortgage- and asset-backed securities offered currently or in the future,
including certain yet-to-be-developed types of mortgage- and asset-backed securities which may be offered in the
future as the market evolves.

Collateralized Debt Obligations

CDOs include, among other things, CBOs, CLOs and other similarly structured securities. CBOs and CLOs are
types of asset-backed securities. A CBO is a trust which is backed by a diversified pool of fixed income
securities, including securities that may be rated below investment grade or equivalent unrated securities. A CLO
is a trust typically collateralized by a pool of loans, which may include, among others, domestic and foreign
senior secured loans, senior unsecured loans and subordinate corporate loans, including loans that may be rated
below investment grade or equivalent unrated loans. CDOs may charge management fees and administrative
expenses. For both CBOs and CLOs, the cash flows from the trust are split into two or more portions, called
tranches, varying in risk and yield. The riskiest portion is the “equity” tranche which bears the bulk of defaults
from the bonds or loans in the trust and serves to protect the other, more senior tranches from default in all but
the most severe circumstances. Since it is partially protected from defaults, a senior tranche from a CBO trust or
CLO trust typically has higher ratings and lower yields than the underlying securities, and can be rated
investment grade. Despite the protection from the equity tranche, CBO or CLO tranches can experience
substantial losses due to actual defaults, increased sensitivity to defaults due to collateral default and
disappearance of protecting tranches, market anticipation of defaults and aversion to CBO or CLO securities as a
class. The risks of an investment in a CDO depend largely on the type of the collateral securities and the class of
the CDO in which the Master Fund invests. Normally, CBOs, CLOs and other CDOs are privately offered and
sold, and thus are not registered under the securities laws. As a result, investments in CDOs may be characterized
by the Master Fund as illiquid securities; however, an active dealer market, or other relevant measures of
liquidity, may exist for CDOs allowing a CDO potentially to be deemed liquid by the Investment Manager under
liquidity policies approved by the Master Fund’s Board. Moreover, if the underlying mortgage portfolio has been
overvalued by the originator, or if the values subsequently decline and, as a result, less collateral value is
available to satisfy interest and principal payments and any other fees in connection with the trust or other
conduit arrangement for such securities, we may incur significant losses. Also, with respect to the CDOs in
which the Master Fund invests, control over the related underlying loans will be exercised through a

special servicer or collateral manager designated by a “directing certificate holder” or a “controlling class
representative,” or otherwise pursuant to the related securitization documents. The Master Fund acquires classes
of CDOs, for which the Master Fund does not have the right to appoint the directing certificate holder or
otherwise direct the special servicing or collateral management. With respect to the management and servicing of
those loans, the related special servicer or collateral manager may take actions that could adversely affect the
Master Fund’s interests. In addition to the risks associated with debt instruments (e.g., interest rate risk and credit
risk), CDOs carry additional risks including, but not limited to: (i) the possibility that distributions from
collateral securities will not be adequate to make interest or other payments; (ii) the quality of the collateral may
decline in value or default; (iii) the possibility that the Master Fund may invest in CDOs that are subordinate to
other classes; and (iv) the complex structure of the security may not be fully understood at the time of investment
and may produce disputes with the issuer or unexpected investment results.

High Yield Securities

Debt securities that are, at the time of purchase, rated below investment grade (below Baa by Moody’s and below
BBB by S&P and Fitch), an equivalent rating assigned by another NRSRO or unrated but judged by the
Investment Manager to be of comparable quality are commonly referred to as “high yield” securities.
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Investments in high yield securities generally provide greater income and increased opportunity for capital
appreciation than investments in higher quality securities, but they also typically entail greater price volatility
and principal and income risk, including the possibility of issuer default and bankruptcy. High yield securities are
regarded as predominantly speculative with respect to the issuer’s continuing ability to meet principal and
interest payments. Debt securities in the lowest investment grade category also may be considered to possess
some speculative characteristics by certain rating agencies. In addition, analysis of the creditworthiness of issuers
of high yield securities may be more complex than for issuers of higher quality securities.

High yield securities may be more susceptible to real or perceived adverse economic and competitive industry
conditions than investment grade securities. A projection of an economic downturn or of a period of rising
interest rates, for example, could cause a decline in high yield security prices because the advent of a recession
could lessen the ability of an issuer to make principal and interest payments on its debt obligations. If an issuer of
high yield securities defaults, in addition to risking non-payment of all or a portion of interest and principal, the
Master Fund may incur additional expenses to seek recovery. The market prices of high yield securities
structured as zero-coupon, step-up or payment-in-kind securities will normally be affected to a greater extent by
interest rate changes, and therefore tend to be more volatile than the prices of securities that pay interest currently
and in cash. The Investment Manager seeks to reduce these risks through diversification, credit analysis and
attention to current developments and trends in both the economy and financial markets.

The secondary market on which high yield securities are traded may be less liquid than the market for investment
grade securities. Less liquidity in the secondary trading market could adversely affect the price at which the
Master Fund could sell a high yield security, and could adversely affect the net asset value (“NAV”) of the
shares. Adverse publicity and investor perceptions, whether or not based on fundamental analysis, may decrease
the values and liquidity of high yield securities, especially in a thinly-traded market. When secondary markets for
high yield securities are less liquid than the market for investment grade securities, it may be more difficult to
value the securities because such valuation may require more research, and elements of judgment may play a
greater role in the valuation because there is less reliable, objective data available. During periods of thin trading
in these markets, the spread between bid and asked prices is likely to increase significantly and the Master Fund
may have greater difficulty selling its portfolio securities. The Master Fund will be more dependent on the
Investment Manager’s research and analysis when investing in high yield securities.

A general description of the ratings of securities by Moody’s, S&P and Fitch is set forth in Appendix A to the
Prospectus. The ratings of Moody’s, S&P and Fitch represent their opinions as to the quality of the securities
they rate. It should be emphasized, however, that ratings are general and are not absolute standards of quality.
Consequently, debt obligations with the same maturity, coupon and rating may have different yields while
obligations with the same maturity and coupon with different ratings may have the same yield. For these reasons,
the use of credit ratings as the sole method of evaluating high yield securities can involve certain risks. For
example, credit ratings evaluate the safety of principal and interest payments, not the market value risk of high
yield securities. Also, credit rating agencies may fail to change credit ratings in a timely fashion to reflect events
since the security was last rated. The Investment Manager does not rely solely on credit ratings when selecting
securities for the Master Fund.

The Master Fund’s credit quality policies apply only at the time a security is purchased, and the Master Fund is
not required to dispose of a security in the event that a rating agency or the Investment Manager downgrades its
assessment of the credit characteristics of a particular issue. In determining whether to retain or sell such a
security, the Investment Manager may consider such factors as the Investment Manager’s assessment of the
credit quality of the issuer of such security, the price at which such security could be sold and the rating, if any,
assigned to such security by other rating agencies. However, analysis of creditworthiness may be more complex
for issuers of high yield securities than for issuers of higher quality debt securities.

The Master Fund purchases unrated securities (which are not rated by a rating agency) when the Investment
Manager determines that the securities are of comparable quality to rated securities that the Master Fund may
purchase. When an investment is rated by more than one NRSRO, the Investment Manager will utilize the
highest rating for that security for purposes of applying any investment policies that incorporate credit ratings
(e.g., a policy to invest a certain percentage of the Master Fund’s assets in securities rated investment grade).
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Derivative Instruments

Generally, derivatives are financial contracts whose value depends upon, or is derived from, the value of any
underlying asset, reference rate or index, and may relate to, among others, individual debt or equity instruments,
interest rates, currencies or currency exchange rates, commodities, related indices and other assets. As described
below, derivative instruments that may be used by the Master Fund include, but are not limited to, total return
swaps, credit default swaps, credit default swap indices (including mortgage-backed securities indices), interest
rate swaps and other swap agreements, foreign currency exchange contracts, options contracts, futures contracts,
options on futures contracts and forward contracts for investment, hedging or leverage purposes. If other types of
financial instruments, including other types of options, futures contracts, or futures options are traded in the
future, the Master Fund also may use those instruments to the extent consistent with the Master Fund’s
investment objective and policies. Derivatives may constitute a form of Effective Leverage of the Master Fund,
provided, however, that only forms of Effective Leverage that are considered senior securities under the

1940 Act will be considered leverage for the Master Fund’s leverage limits.

The value of some derivative instruments in which the Master Fund invests may be particularly sensitive to
changes in prevailing interest rates, and, like the other investments of the Master Fund, the ability of the Master
Fund to successfully utilize these instruments may depend in part upon the ability of the Investment Manager to
forecast market conditions, liquidity, currency movements, market values, interest rates and other applicable
factors correctly. If the Investment Manager incorrectly forecasts such factors and has taken positions in
derivative instruments contrary to prevailing market trends, the Master Fund could be exposed to the risk of loss.

The Master Fund might not employ any of the strategies described below, and no assurance can be given that any
strategy used will succeed. If the Investment Manager incorrectly forecasts market conditions, liquidity, currency
movements, market values, interest rates or other applicable factors in using a derivatives strategy for the Master
Fund, the Master Fund might have been in a better position if it had not entered into the transaction at all. Also,
suitable derivative transactions may not be available in all circumstances and the Investment Manager may
choose not to use derivatives that are available to reduce portfolio risk or otherwise. The use of these strategies
involves certain special risks, including, but not limited to, illiquidity risk, leverage risk, valuation risk, a
possible imperfect correlation, or even no correlation, between price movements of derivative instruments and
price movements of related Master Fund investments, the volatility of interest rates and the prices of reference
instruments and mismatch in duration between a derivative instrument and the related “hedged” liability or asset.
While some strategies involving derivative instruments can reduce the risk of loss, they can also reduce the
opportunity for gain or even result in losses by offsetting favorable price movements in related investments or
otherwise, due to the possible inability of the Master Fund to purchase or sell a portfolio security at a time that
otherwise would be favorable or the possible need to sell a portfolio security at a disadvantageous time because
the Master Fund is required to maintain asset coverage or offsetting positions in connection with transactions in
derivative instruments, and the possible inability of the Master Fund to close out or to liquidate its derivatives
positions. In addition, the Master Fund’s use of such instruments may cause the Master Fund to realize higher
amounts of short-term capital gains (generally taxed at ordinary income tax rates) than if it had not used such
instruments; also, the requirements for qualification as a regulated investment company can limit the extent to
which the Master Fund may enter into commodity-linked derivatives, such as commodity futures contracts
discussed in more detail below. See “Taxes.”

Options on Securities and Indices. An option on a security (or index) is a contract that gives the holder of the
option, in return for a premium, the right to buy from (in the case of a call) or sell to (in the case of a put) the
seller, or “writer,” of the option the security underlying the option (or the cash value of the index) at a specified
exercise price on one or more exercise dates. The writer of a call option on a security has the obligation upon
exercise of the option to deliver the underlying security upon payment of the exercise price, and the buyer, to pay
the exercise price upon delivery of the underlying security. Upon exercise, the writer of an option on an index is
obligated to pay the difference between the cash value of the index and the exercise price multiplied by the
specified multiplier for the index option. (An index is designed to reflect features of a particular financial or
securities market, a specific group of financial instruments or securities, or certain economic indicators.)
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Generally, if an option written by the Master Fund expires unexercised, the Master Fund realizes a short-term
capital gain equal to the premium received at the time the option was written. If an option purchased by the
Master Fund expires unexercised, the Master Fund realizes a short- or long-term capital loss equal to the
premium paid. Prior to the earlier of exercise or expiration, an exchange traded option may be closed out by an
offsetting purchase or sale of an option of the same series (type, exchange, underlying security or index, exercise
price, and expiration). There can be no assurance, however, that a closing purchase or sale transaction can be
effected when the Master Fund desires.

The Master Fund may sell put or call options it has previously purchased, which could result in a net gain or loss
depending on whether the amount realized on the sale is more or less than the premium and other transaction
costs paid on the put or call option which is sold. Prior to exercise or expiration, an option may be closed out by
an offsetting purchase or sale of an option of the same series. The Master Fund will realize a capital gain from a
closing purchase transaction if the cost of the closing option is less than the premium received from writing the
option, or, if it is more, the Master Fund will realize a capital loss. If the premium received from a closing sale
transaction is more than the premium paid to purchase the option, the Master Fund will realize a capital gain or,
if it is less, the Master Fund will realize a capital loss. The principal factors affecting the market value of a put or
a call option include supply and demand, interest rates, the current market price of the underlying security or
index in relation to the exercise price of the option, the volatility of the underlying security or index, and the time
remaining until the expiration date.

The premium paid for a put or call option purchased by the Master Fund is an asset of the Master Fund. The
premium received for an option written by the Master Fund is recorded as a deferred credit. The value of an
option purchased or written is marked to market daily and is valued at the closing price on the exchange on
which it is traded or, if not traded on an exchange or no closing price is available, at the mean between the last
bid and asked prices.

The Master Fund may write covered straddles consisting of a combination of a call and a put written on the same
underlying security.

In addition, the Master Fund segregates liquid assets with a value equal (on a daily mark-to-market basis) to its
obligations under these types of transactions, enters into offsetting transactions or otherwise covers such
transactions. With respect to selling a put or call option, the Master Fund will segregate assets or otherwise cover
its obligations for the notional amount of such option.

Risks Associated with Options on Securities and Indices. There are various risks associated with the Master
Fund’s use of options. As the seller (writer) of a covered call option on an individual security, the Master Fund
forgoes, during the option’s life, the opportunity to profit from increases in the market value of the underlying
security above the sum of the premium and the strike price of the call but has retained the risk of loss (net of
premiums received) should the price of the underlying security decline. Similarly, the purchaser of an index
option written by the Master Fund has the right to any appreciation in the cash value of the index over the strike
price when the option is exercised or on the expiration date. Therefore, as the writer of an index call option, the
Master Fund forgoes the opportunity to profit from increases in the values of securities held by the Master Fund
whose values may be correlated with the securities making up the index. However, the Master Fund has retained
the risk of loss (net of premiums received) should the value of the Master Fund’s portfolio securities decline.
This combination of potentially limited appreciation and full depreciation over time, may lead to erosion in the
value of the Master Fund’s portfolio and the Master Fund’s performance may be lower than it otherwise would
have been if it did not write call options.

The Master Fund’s use of purchased put options as a hedging strategy would involve certain risks similar to those
of written call options, including, in the case of index put options, that the strategy may not work as intended due
to a lack of correlation between changes in value of the index underlying the option and changes in the market
value of the Master Fund’s portfolio securities. Further, a put option acquired by the Master Fund and not sold
prior to expiration will expire worthless if the cash value of the index or market value of the underlying security
at expiration exceeds the exercise price of the option, thereby causing the Master Fund to lose its entire
investment in the option.
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The value of options used by the Master Fund, which will be priced daily, will be affected by, among other
factors, changes in the value of underlying securities (including those comprising an index), changes in interest
payments or dividend rates of underlying securities, changes in market interest rates, changes in the actual or
perceived volatility of the relevant markets and underlying securities and the remaining time to an option’s
expiration. The value of an option also may be adversely affected if the market for the option is reduced or
becomes less liquid.

There are significant differences between the securities and options markets that could result in an imperfect
correlation between these markets, causing a given transaction not to achieve its objectives. A decision as to
whether, when and how to use options involves the exercise of skill and judgment, and even a well-conceived
transaction may be unsuccessful because of market behavior or unexpected events. For instance, the use of
written index options involves risk that the changes in value of the indices underlying the Master Fund’s options
positions will not correlate closely with changes in the market value of securities held by the Master Fund. To the
extent that there is a lack of correlation, movements in the indices underlying the options positions may result in
net losses to the Master Fund (including at times when the market values of securities held by the Master Fund
are declining) that exceed any gains received by the Master Fund from options premiums and any increase in
value of the Master Fund’s portfolio securities. In these and other circumstances, the Master Fund may be
required to sell portfolio securities to satisfy its obligations as the writer of an index option, when it would not
otherwise choose to do so. Such sales would involve transaction costs borne by the Master Fund and may also
result in realization of taxable capital gains, including short-term capital gains taxed at ordinary income tax rates,
and may adversely impact the Master Fund’s after-tax returns.

The exercise price of an option may be adjusted downward before the option’s expiration as a result of the
occurrence of certain corporate events affecting underlying securities. A reduction in the exercise price of an
option might reduce the Master Fund’s gain potential on underlying securities held by the Master Fund.

There can be no assurance that a liquid market will exist when the Master Fund seeks to close out an options
position. Reasons for the absence of a liquid secondary market on an exchange include the following: (i) there
may be insufficient trading interest in certain options; (ii) restrictions may be imposed by an exchange on
opening transactions or closing transactions or both; (iii) trading halts, suspensions, or other restrictions may be
imposed with respect to particular classes or series of options; (iv) unusual or unforeseen circumstances may
interrupt normal operations on an exchange; (v) the facilities of an exchange clearinghouse may not at all times
be adequate to handle current trading volume; or (vi) one or more exchanges could, for economic or other
reasons, decide or be compelled at some future date to discontinue the trading of options (or a particular class or
series of options). If trading were discontinued, the secondary market on that exchange (or in that class or series
of options) would cease to exist.

In addition, the hours of trading for options may not conform to the hours during which securities held by the
Master Fund are traded. To the extent that the options markets close before the markets for underlying securities,
significant price and rate movements can take place in the underlying markets that cannot be reflected in the
options markets. In addition, the Master Fund’s listed options transactions will be subject to limitations
established by each of the exchanges, boards of trade or other trading facilities on which the options are traded.
These limitations govern the maximum number of options in each class which may be written or purchased by a
single investor or group of investors acting in concert, regardless of whether the options are written or purchased
on the same or different exchanges, boards of trade or other trading facilities or are held or written in one or more
accounts or through one or more brokers. Thus, the number of options which the Master Fund writes (sells) or
purchases may be affected by options written or purchased by other investment advisory clients of the Investment
Manager. An exchange, board of trade or other trading facility may order the liquidation of positions found to be
in excess of these limits, and it may impose other sanctions.

The writer of an “American” option has no control over the time when it may be required to fulfill its obligation
as a writer of the option. An American option is an option that can be exercised at any time on or before its
maturity. Once an option writer has received an exercise notice, it cannot effect a closing purchase transaction in
order to terminate its obligation under the option and must deliver the underlying security or the contract value of
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the relevant index at the exercise price. If a put or call option purchased by the Master Fund is not sold when it
has remaining value, and if the market price of the underlying security or the value of the index remains equal to
or greater than the exercise price (in the case of a put), or remains less than or equal to the exercise price (in the
case of a call), the Master Fund will lose its entire investment in the option. Also, where a put or call option on a
particular security or index is purchased to hedge against price movements in a related security or securities, the
price of the put or call option may move more or less than the price of the related security or securities.

To the extent that the Master Fund utilizes unlisted (or “over-the-counter’) options, the Master Fund’s ability to
terminate these options may be more limited than with exchange-traded options and may involve enhanced risk
that counterparties participating in such transactions will not fulfill their obligations.

Foreign Currency Options. A put option on a foreign currency gives the purchaser of the option the right to sell a
foreign currency at the exercise price on one or more exercise dates. A call option on a foreign currency gives the
purchaser of the option the right to purchase the currency at the exercise price on one or more exercise dates.
Currency options traded on U.S. or other exchanges may be subject to position limits which may limit the ability
of the Master Fund to reduce foreign currency risk using such options if it would otherwise choose to do so.
Over-the-counter options differ from traded options in that they are two-party contracts with price and other
terms negotiated between buyer and seller and generally do not have as much market liquidity as exchange-
traded options.

Futures Contracts and Options on Futures Contracts. A futures contract is an agreement between two parties to
buy and sell a security or commodity for a set price on a future date. These contracts are traded on exchanges, so
that, in most cases, either party can close out its position on the exchange for cash, without delivering the security
or commodity. An option on a futures contract gives the holder of the option the right to buy or sell a position in
a futures contract to the writer of the option, at a specified price and on or before a specified expiration date.

An interest rate, commodity, foreign currency or index futures contract provides for the future sale by one party
and purchase by another party of a specified quantity of a financial instrument, commodity, foreign currency or
the cash value of an index at a specified price and time. A futures contract on an index is an agreement pursuant
to which two parties agree to take or make delivery of an amount of cash equal to the difference between the
value of the index at the close of the last trading day of the contract and the price at which the index contract was
originally written. Although the value of an index might be a function of the value of certain specified securities,
no physical delivery of these securities is made. A public market exists in futures contracts covering a number of
indices as well as financial instruments and foreign currencies, including: the S&P 500, the S&P Midcap 400, the
Nikkei 225, the NYSE composite, U.S. Treasury bonds, U.S. Treasury notes, Ginnie Mae Certificates, three-
month U.S. Treasury bills, 90-day commercial paper, bank certificates of deposit, Eurodollar certificates of
deposit, the Australian dollar, the Canadian dollar, the British pound, the Japanese yen, the Swiss franc, the
Mexican peso, and certain multinational currencies, such as the euro. It is expected that other futures contracts
will be developed and traded in the future. A commodity futures contract is an agreement between two parties, in
which one party agrees to buy a commodity, such as an energy, agricultural or metal commodity from the other
party at a later date at a price and quantity agreed upon when the contract is made.

Futures options possess many of the same characteristics as options on securities and indices (discussed above).
A futures option gives the holder the right, in return for the premium paid, to assume a long position (call) or
short position (put) in a futures contract at a specified exercise price on one or more exercise dates of the option.
Upon exercise of a call option, the holder acquires a long position in the futures contract and the writer is
assigned the opposite short position. In the case of a put option, the opposite is true. A call option is “in the
money” if the value of the futures contract that is the subject of the option exceeds the exercise price. A put
option is “in the money” if the exercise price exceeds the value of the futures contract that is the subject of the
option.

The Fund and the Master Fund are operated by persons who have claimed an exclusion, granted to operators of
registered investment companies like the Fund and the Master Fund, from registration as a ‘“commodity pool

operator” with respect to the Fund and the Master Fund under the Commodity Exchange Act (the “CEA”), and,
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therefore, are not subject to registration or regulation with respect to the Fund and the Master Fund under the
CEA. In order to permit the Investment Manager to claim this exclusion with respect to the Master Fund, the
Master Fund limits its transactions in certain futures, options on futures and swaps deemed “commodity
interests” under the U.S. Commodity Futures Trading Commission (“CFTC”) rules (excluding transactions
entered into for “bona fide hedging purposes,” as defined under CFTC regulations) such that either: (i) the
aggregate initial margin and premiums required to establish futures, options on futures and swaps do not exceed
5% of the liquidation value of the Master Fund’s portfolio, after taking into account unrealized profits and losses
on such positions; or (ii) the aggregate net notional value of futures, options on futures and swaps does not
exceed 100% of the liquidation value of the Master Fund’s portfolio, after taking into account unrealized profits
and losses on such positions. In addition to meeting one of the foregoing trading limitations, the Fund and the
Master Fund may not market itself as a commodity pool or otherwise as a vehicle for trading in the futures,
options or swaps markets. Accordingly, the Master Fund is not subject to regulation under the CEA or otherwise
regulated by the CFTC. If the Investment Manager was unable to claim the exclusion with respect to the Master
Fund, the Investment Manager would become subject to registration and regulation as a commodity pool
operator, which would subject the Investment Manager and the Master Fund to additional registration and
regulatory requirements and increased operating expenses.

Limitations on Use of Futures and Futures Options. The Master Fund will only enter into futures contracts and
futures options which are standardized and traded on a U.S. or foreign exchange, board of trade, or similar entity,
or quoted on an automated quotation system.

When a purchase or sale of a futures contract is made by the Master Fund, the Master Fund is required to deposit
with its custodian (or broker, if legally permitted) a specified amount of liquid assets (“initial margin”) that
initially is from 1% to 10% of the face amount of the contract (but may be higher in some circumstances). The
margin required for a futures contract is set by the exchange on which the contract is traded and may be modified
during the term of the contract. Margin requirements on foreign exchanges may be different than U.S. exchanges.
The initial margin is in the nature of a performance bond or good faith deposit on the futures contract which is
returned to the Master Fund upon termination of the contract, assuming all contractual obligations have been
satisfied. The Master Fund expects to earn interest income on its initial margin deposits. Each day the Master
Fund pays or receives cash, called “variation margin,” equal to the daily change in value of the futures contract.
This process is known as “marking to market.” Variation margin does not represent a borrowing or loan by the
Master Fund but is instead a settlement between the Master Fund and the broker of the amount one would owe
the other if the futures contract expired. In computing daily NAV, the Master Fund will mark to market its open
futures positions.

The Master Fund is also required to deposit and maintain margin with respect to put and call options on futures
contracts written by it. Such margin deposits will vary depending on the nature of the underlying futures contract
(and the related initial margin requirements), the current market value of the option, and other futures positions
held by the Master Fund.

Although some futures contracts call for making or taking delivery of the underlying securities or commodities,
generally these obligations are closed out prior to delivery by offsetting purchases or sales of matching futures
contracts (same exchange, underlying security or index, and delivery month). Closing out a futures contract sale
is effected by purchasing a futures contract for the same aggregate amount of the specific type of financial
instrument or commodity with the same delivery date. If an offsetting purchase price is less than the original sale
price, the Master Fund realizes a capital gain, or if it is more, the Master Fund realizes a capital loss. Conversely,
if an offsetting sale price is more than the original purchase price, the Master Fund realizes a capital gain, or if it
is less, the Master Fund realizes a capital loss. The transaction costs must also be included in these calculations.

The Master Fund may write (sell) straddles consisting of a call and a put written on the same underlying futures
contract.

The requirements for qualification as a regulated investment company also may limit the extent to which the
Master Fund may enter into futures, futures options and forward contracts. See “Taxes.”
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Risks Associated with Futures and Futures Options. There are several risks associated with the use of futures
contracts and futures options. A purchase or sale of a futures contract may result in losses in excess of the
amount invested in the futures contract. In addition, there is a risk of loss by the Master Fund of margin deposits
in the event of the bankruptcy of the custodian or broker with whom the Master Fund has an open position in an
option or futures or forward contract. There can be no guarantee that there will be a correlation between price
movements in the hedging vehicle and in the Master Fund securities being hedged. In addition, there are
significant differences between the securities and futures markets that could result in an imperfect correlation
between the markets, causing a given hedge not to achieve its objectives. The degree of imperfection of
correlation depends on circumstances such as variations in speculative market demand for futures and futures
options on securities, including technical influences in futures trading and futures options, and differences
between the financial instruments being hedged and the instruments underlying the standard contracts available
for trading in such respects as interest rate levels, maturities, and creditworthiness of issuers. A decision as to
whether, when and how to hedge involves the exercise of skill and judgment, and even a well-conceived hedge
may be unsuccessful to some degree because of market behavior or unexpected interest rate trends.

Futures contracts on U.S. Government securities historically have reacted to an increase or decrease in interest
rates in a manner similar to that in which the underlying U.S. Government securities reacted. To the extent,
however, that the Master Fund enters into such futures contracts, the value of such futures may not vary in direct
proportion to the value of the Master Fund’s holdings of U.S. Government securities. Thus, the anticipated
spread between the price of the futures contract and the hedged security may be distorted due to differences in
the nature of the markets. The spread also may be distorted by differences in initial and variation margin
requirements, the liquidity of such markets and the participation of speculators in such markets.

Futures exchanges may limit the amount of fluctuation permitted in certain futures contract prices during a single
trading day. The daily limit establishes the maximum amount that the price of a futures contract may vary either
up or down from the previous day’s settlement price at the end of the current trading session. Once the daily limit
has been reached in a futures contract subject to the limit, no more trades may be made on that day at a price
beyond that limit. The daily limit governs only price movements during a particular trading day and therefore
does not limit potential losses because the limit may work to prevent the liquidation of unfavorable positions. For
example, futures prices have occasionally moved to the daily limit for several consecutive trading days with little
or no trading, thereby preventing prompt liquidation of positions and subjecting some holders of futures contracts
to substantial losses.

There can be no assurance that a liquid market will exist at a time when the Master Fund seeks to close out a
futures or a futures option position, and the Master Fund would remain obligated to meet margin requirements
until the position is closed. In addition, many of the contracts discussed above are relatively new instruments
without a significant trading history. As a result, there can be no assurance that an active secondary market will
develop or continue to exist.

Risks Associated with Commodity Futures Contracts. There are several additional risks associated with
transactions in commodity futures contracts.

Storage. Unlike the financial futures markets, in the commodity futures markets there are costs of physical
storage associated with purchasing the underlying commodity. The price of the commodity futures contract will
reflect the storage costs of purchasing the physical commodity, including the time value of money invested in the
physical commodity. To the extent that the storage costs for an underlying commodity change while the Master
Fund is invested in futures contracts on that commodity, the value of the futures contract may change
proportionately.

Reinvestment. In the commodity futures markets, producers of the underlying commodity may decide to hedge
the price risk of selling the commodity by selling futures contracts today to lock in the price of the commodity at
delivery tomorrow. In order to induce speculators to purchase the other side of the same futures contract, the
commodity producer generally must sell the futures contract at a lower price than the expected future spot price.
Conversely, if most hedgers in the futures market are purchasing futures contracts to hedge against a rise in
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prices, then speculators will only sell the other side of the futures contract at a higher futures price than the
expected future spot price of the commodity. The changing nature of the hedgers and speculators in the
commodity markets will influence whether futures prices are above or below the expected future spot price,
which can have significant implications for the Master Fund. If the nature of hedgers and speculators in futures
markets has shifted when it is time for the Master Fund to reinvest the proceeds of a maturing contract in a new
futures contract, the Master Fund might reinvest at higher or lower futures prices, or choose to pursue other
investments.

Other Economic Factors. The commodities which underlie commodity futures contracts may be subject to
additional economic and non-economic variables, such as drought, floods, weather, livestock disease, embargoes,
tariffs, and international economic, political and regulatory developments. These factors may have a larger
impact on commodity prices and commodity-linked instruments, including futures contracts, than on traditional
securities. Certain commodities are also subject to limited pricing flexibility because of supply and demand
factors. Others are subject to broad price fluctuations as a result of the volatility of the prices for certain raw
materials and the instability of supplies of other materials. These additional variables may create additional
investment risks which subject the Master Fund’s investments to greater volatility than investments in traditional
securities.

Additional Risks of Options on Securities, Futures Contracts, Options on Futures Contracts, and Forward
Currency Exchange Contracts and Options Thereon Traded on Foreign Exchanges. Options on securities,
futures contracts, options on futures contracts, forward currency exchange contracts and options on forward
currency exchange contracts may be traded on foreign exchanges. Such transactions may not be regulated as
effectively as similar transactions in the United States, may not involve a clearing mechanism and related
guarantees, and are subject to the risk of governmental actions affecting trading in, or the prices of, foreign
securities. The value of such positions also could be adversely affected by (i) other complex foreign political,
legal and economic factors, (ii) lesser availability than in the United States of data on which to make trading
decisions, (iii) delays in the Master Fund’s ability to act upon economic events occurring in foreign markets
during non-business hours in the United States, (iv) the imposition of different exercise and settlement terms and
procedures and margin requirements than in the United States, and (v) lesser trading volume.

Swap Agreements and Options on Swap Agreements. Swap transactions may include swap agreements on interest
rates, security or commodity indices, specific securities and commodities, and credit-linked swaps. Swap
transactions also include currency exchange rate swap agreements and options on swap agreements (“swap
options”).

Swap agreements are two-party contracts entered into for periods ranging from a few weeks to more than one
year. In a standard “swap” transaction, two parties agree to exchange the returns (or differentials in rates of
return) earned or realized on particular predetermined investments or instruments, which may be adjusted for an
interest factor. The gross returns to be exchanged or “swapped” between the parties are generally calculated with
respect to a “notional amount,” i.e., the return on or increase in value of a particular dollar amount invested at a
particular interest rate, in a particular foreign currency, or in a “basket” of securities or commodities representing
a particular index. A “quanto” or “differential” swap combines both an interest rate and a currency transaction.
Other forms of swap agreements include interest rate caps, under which, in return for a premium, one party
agrees to make payments to the other to the extent that interest rates exceed a specified rate, or “cap;” interest
rate floors, under which, in return for a premium, one party agrees to make payments to the other to the extent
that interest rates fall below a specified rate, or “floor;” and interest rate collars, under which a party sells a cap
and purchases a floor or vice versa in an attempt to protect itself against interest rate movements exceeding given
minimum or maximum levels. The Master Fund may also invest in commodity swap agreements. For example,
an investment in a commodity swap agreement may involve the exchange of floating-rate interest payments for
the total return on a commodity index. In a total return commodity swap, the Master Fund will receive the price
appreciation of a commodity index, a portion of the index, or a single commodity in exchange for paying an
agreed-upon fee. If the commodity swap is for one period, a party may pay a fixed fee, established at the outset
of the swap. However, if the term of the commodity swap is more than one period, with interim swap payments,
a party may pay an adjustable or floating fee. With a “floating” rate, the fee may be pegged to a base rate, such as
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the London Interbank Offered Rate (“LIBOR”), and is adjusted each period. Therefore, if interest rates increase
over the term of the swap contract, a party may be required to pay a higher fee at each swap reset date.

The Master Fund also may enter into swap options. A swap option is a contract that gives a counterparty the right
(but not the obligation) in return for payment of a premium, to enter into a new swap agreement or to shorten,
extend, cancel or otherwise modify an existing swap agreement, at some designated future time on specified
terms.

Depending on the terms of the particular option agreement, the Master Fund will generally incur a greater degree
of risk when it writes a swap option than it will incur when it purchases a swap option. When the Master Fund
purchases a swap option, it risks losing only the amount of the premium it has paid should it decide to let the
option expire unexercised. However, when the Master Fund writes a swap option, upon exercise of the option the
Master Fund will become obligated according to the terms of the underlying swap agreement.

Some types of swap agreements entered into by the Master Fund calculate the obligations of the parties to the
agreements on a “net basis.” Consequently, the Master Fund’s current obligations (or rights) under such swap
agreements will generally be equal only to the net amount to be paid or received under the agreements based on
the relative values of the positions held by each party to the agreement (the “net amount”). The Master Fund’s
current obligations under a swap agreement will be accrued daily (offset against any amounts owed to the Master
Fund).

A swap agreement may be considered a form of leverage, and could magnify the Master Fund’s gains or losses.

Whether the Master Fund’s use of swap agreements or swap options will be successful will depend on the
Investment Manager’s ability to predict correctly whether certain types of investments are likely to produce
greater returns than other investments. Because they are two-party contracts and because they may have terms of
greater than seven days, swap agreements may be considered to be illiquid. Moreover, the Master Fund bears the
risk of loss of the amount expected to be received under a swap agreement in the event of the default or
bankruptcy of a swap agreement counterparty. Certain restrictions imposed on the Master Fund by the Internal
Revenue Code of 1986, as amended (the “Code”) may limit the Master Fund’s ability to use swap agreements. It
is possible that developments in the swaps market, including potential government regulation, could adversely
affect the Master Fund’s ability to terminate existing swap agreements or to realize amounts to be received under
such agreements.

Swaps are highly specialized instruments that require investment techniques, risk analyses, and tax planning
different from those associated with traditional investments. The use of a swap requires an understanding not
only of the referenced asset, reference rate, or index but also of the swap itself, without the benefit of observing
the performance of the swap under all possible market conditions. Swap agreements may be subject to liquidity
risk, which exists when a particular swap is difficult to purchase or sell. If a swap transaction is particularly large
or if the relevant market is illiquid (as is the case with many over-the-counter swaps), it may not be possible to
initiate a transaction or liquidate a position at an advantageous time or price, which may result in significant
losses.

Like most other investments, swap agreements are subject to the risk that the market value of the instrument will
change in a way detrimental to the Master Fund’s interest. The Master Fund bears the risk that the Investment
Manager will not accurately forecast future market trends or the values of assets, reference rates, indices, or other
economic factors in establishing swap positions for the Master Fund. If the Investment Manager attempts to use a
swap as a hedge against, or as a substitute for, a portfolio investment, the Master Fund will be exposed to the risk
that the swap will have or will develop imperfect or no correlation with the portfolio investment. This could
cause substantial losses for the Master Fund. While hedging strategies involving swap instruments can reduce the
risk of loss, they can also reduce the opportunity for gain or even result in losses by offsetting favorable price
movements in other Master Fund investments. Many swaps are complex and often valued subjectively.

The U.S. Government recently enacted legislation that provides for new regulation of swap agreements. For
instance, the Dodd-Frank Act is designed to impose stringent regulation on the over-the-counter derivatives
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market in an attempt to increase transparency and accountability and provides for, among other things, new
clearing, execution, margin, reporting, recordkeeping, business conduct, disclosure, position limit, minimum net
capital and registration requirements. Although the CFTC has released final rules relating to clearing, execution,
reporting, risk management, compliance, position limit, anti-fraud, consumer protection, portfolio reconciliation,
documentation, recordkeeping, business conduct, margin requirements and registration requirements under the
Dodd-Frank Act, many of the provisions are subject to further final rulemaking, and thus the Dodd-Frank Act’s
ultimate impact remains unclear. New regulations could, among other things, restrict the Master Fund’s ability to
engage in swap transactions (for example, by making certain types of swap transactions no longer available to the
Master Fund) and/or increase the costs of such swap transactions (for example, by increasing margin or capital
requirements) and/or make them less effective, and the Master Fund may be unable to execute its investment
strategy as a result. It is also unclear how the regulatory changes will affect counterparty risk.

Credit Default Swaps

Credit default swap agreements that the Master Fund uses may have as reference obligations one or more
securities that are not currently held by the Master Fund. The protection “buyer” in a credit default contract is
generally obligated to pay the protection “seller” an upfront or a periodic stream of payments over the term of the
contract provided that no credit event, such as a default, on a reference obligation has occurred. If a credit event
occurs, the seller generally must pay the buyer the “par value” (full notional value) of the swap in exchange for
an equal face amount of deliverable obligations of the reference entity described in the swap, or the seller may be
required to deliver the related net cash amount, if the swap is cash settled. The Master Fund may be either the
buyer or seller in the transaction. If the Master Fund is a buyer and no credit event occurs, the Master Fund may
recover nothing if the swap is held through its termination date. However, if a credit event occurs, the buyer
generally may elect to receive the full notional value of the swap in exchange for an equal face amount of
deliverable obligations of the reference entity whose value may have significantly decreased. As a seller, the
Master Fund generally receives an upfront payment or a fixed rate of income throughout the term of the swap
provided that there is no credit event. As the seller, the Master Fund would effectively add leverage to its
portfolio because, in addition to its total net assets, the Master Fund would be subject to investment exposure on
the notional amount of the swap.

Credit default swap agreements involve greater risks than if the Master Fund had invested in the reference
obligation directly since, in addition to general market risks and credit risk, credit default swaps are subject to
illiquidity risk and counterparty risk. A buyer generally also will lose its investment and recover nothing should
no credit event occur and the swap is held to its termination date. If a credit event were to occur, the value of any
deliverable obligation received by the seller, coupled with the upfront or periodic payments previously received,
may be less than the full notional value it pays to the buyer, resulting in a loss of value to the seller.

The Master Fund may invest in synthetic mortgage-backed securities (“MBS”) in the form of credit default
swaps on MBS. This includes swaps for which the reference obligation is an MBS or related index, such as the
CMBX Index (a tradeable index referencing a basket of CMBS), the TRX Index (a tradeable index referencing
total return swaps based on CMBS) or the ABX Index (a tradeable index referencing a basket of sub-prime
MBS). The Master Fund engages in other derivative transactions related to MBS, including purchasing and
selling exchange-listed and over-the-counter put and call options, futures and forwards on mortgages and MBS.
In addition, the Master Fund may invest in credit default swap indices (e.g., CDX). A credit default swap index is
a credit derivative used to hedge credit risk or to take a position on a basket of high yield corporate credit entities.
The Master Fund may invest in newly developed mortgage related derivatives that may hereafter become
available.

Index Securities

Indexed securities include structured notes as well as securities other than debt securities, the interest rate or
principal of which is determined by an unrelated indicator. Indexed securities may include a multiplier that
multiplies the indexed element by a specified factor and, therefore, the value of such securities may be very
volatile. The terms of structured and indexed securities may provide that in certain circumstances no principal is
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due at maturity and therefore, may result in a loss of invested capital. Structured and indexed securities may be
positively or negatively indexed, so that appreciation of the reference may produce an increase or a decrease in
the interest rate or the value of the structured or indexed security at maturity may be calculated as a specified
multiple of the change in the value of the reference; therefore, the value of such security may be very volatile.
Structured and indexed securities may entail a greater degree of market risk than other types of debt securities
because the investor bears the risk of the reference. Structured or indexed securities also may be more volatile,
less liquid, and more difficult to accurately price than less complex securities or more traditional debt securities.

Reverse Repurchase Agreements and Dollar Rolls

Under a reverse repurchase agreement, the Master Fund sells a security in exchange for cash to a financial
institution, the counterparty, with a simultaneous agreement to repurchase the same or substantially the same
security at an agreed upon price (which includes embedded interests) and date. The Master Fund enters into such
agreements when the Investment Manager believes it is able to invest the cash acquired at a rate higher than the
cost of the agreement, which increases earned income.

A “dollar roll” is similar to a reverse repurchase agreement in certain respects. In a “dollar roll” transaction, the
Master Fund sells a mortgage-related security, such as a security issued by Ginnie Mae, to a dealer and
simultaneously agrees to repurchase a similar security (but not the same security) in the future at a predetermined
price. A “dollar roll” can be viewed, like a reverse repurchase agreement, as a collateralized borrowing in which
the Master Fund pledges a mortgage-related security to a dealer to obtain cash. However, unlike reverse
repurchase agreements, the dealer with which the Master Fund enters into a dollar roll transaction is not obligated
to return the same securities as those originally sold by the Master Fund, but only securities which are
“substantially identical.” To be considered ““substantially identical,” the securities returned to the Master Fund
generally must: (1) be collateralized by the same types of underlying mortgages; (2) be issued by the same
agency and be part of the same program; (3) have a similar original stated maturity; (4) have identical net coupon
rates; (5) have similar market yields (and therefore price); and (6) satisfy “good delivery” requirements, meaning
that the aggregate principal amounts of the securities delivered and received back must be within 2.5% of the
initial amount delivered.

The Master Fund also may effect simultaneous purchase and sale transactions that are known as “sale-buybacks.”
A sale-buyback is similar to a reverse repurchase agreement, except that in a sale-buyback, the counterparty who
purchases the security is entitled to receive any principal or interest payments made on the underlying security
pending settlement of the Master Fund’s repurchase of the underlying security.

In addition to the risks associated with leverage (see “Risk Factors—Leverage Risk” in the Prospectus), the
Master Fund’s use of reverse repurchase agreements, dollar rolls and similar transactions are subject to the risk
that the market value of the securities that the Master Fund is obligated to repurchase under the agreement may
decline below the repurchase price. In the event the buyer of securities under a reverse repurchase agreement or
dollar roll files for bankruptcy or becomes insolvent, the Master Fund’s use of the proceeds of the agreement
may be restricted pending a determination by the other party, or its trustee or receiver, whether to enforce the
Master Fund’s obligation to repurchase the securities. Furthermore, these instruments may be “illiquid.”
Furthermore, the Master Fund’s counterparty may require the Master Fund to pledge additional collateral in the
form of cash, securities or other forms of collateral under the terms of the derivative contract.

Repurchase Agreements

Repurchase agreements typically involve the acquisition by the Master Fund of debt securities from a selling
financial institution such as a bank, savings and loan association or broker-dealer. The agreement provides that
the Master Fund will sell the securities back to the institution at a fixed time in the future. The value of the
collateral underlying the repurchase agreement will be at least equal to the repurchase price, including any
accrued interest earned on the repurchase agreement. The Master Fund does not bear the risk of a decline in the
value of the underlying security unless the seller defaults under its repurchase obligation. In the event of the
bankruptcy or other default of a seller of a repurchase agreement, the Master Fund could experience both delays
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in liquidating the underlying securities and losses, including: (i) possible decline in the value of the underlying
security during the period in which the Master Fund seeks to enforce its rights thereto; (ii) possible lack of access
to income on the underlying security during this period; and (iii) expenses of enforcing its rights. In addition, in
the event of a default or bankruptcy by a selling financial institution, the Master Fund generally will seek to
liquidate such collateral. However, the exercise of the Master Fund’s right to liquidate such collateral could
involve certain costs or delays and, to the extent that proceeds from any sale upon a default of the obligation to
repurchase were less than the repurchase price, the Master Fund could suffer a loss.

Credit-Linked Trust Certificates

Credit-linked trust certificates are investments in a limited purpose trust or other vehicle formed under state law
which, in turn, invests in a basket of derivative instruments, such as credit default swaps, interest rate swaps and
other securities, in order to provide exposure to the high yield or another debt securities market.

Like an investment in a bond, investments in credit-linked trust certificates represent the right to receive periodic
income payments (in the form of distributions) and payment of principal at the end of the term of the certificate.
However, these payments are conditioned on the trust’s receipt of payments from, and the trust’s potential
obligations to, the counterparties to the derivative instruments and other securities in which the trust invests. For
instance, the trust may sell one or more credit default swaps, under which the trust would receive a stream of
payments over the term of the swap agreements provided that no event of default has occurred with respect to the
referenced debt obligation upon which the swap is based. If a default occurs, the stream of payments may stop
and the trust would be obligated to pay to the counterparty the par (or other agreed-upon value) of the referenced
debt obligation. This, in turn, would reduce the amount of income and principal that the Master Fund would
receive as an investor in the trust. See “—Credit Default Swaps™ herein for additional information about credit
default swaps. The Master Fund’s investments in these instruments are indirectly subject to the risks associated
with derivative instruments, including, among others, credit risk, default or similar event risk, counterparty risk,
interest rate risk, leverage risk and management risk. It is expected that the trusts that issue credit-linked trust
certificates will constitute “private” investment companies, exempt from registration under the 1940 Act.
Therefore, the certificates will be subject to the risks described under “Other Investment Companies” in the
Prospectus, and will not be subject to applicable investment limitations and other regulations imposed by the
1940 Act (although the Master Fund will remain subject to such limitations and regulation, including with
respect to its investments in the certificates). Although the trusts are typically private investment companies, they
generally are not actively managed such as a “hedge fund” might be. It also is expected that the certificates will
be exempt from registration under the Securities Act. Accordingly, there may be no established trading market
for the certificates and they may constitute illiquid investments. See “Risk Factors—Liquidity Risks” in the
Prospectus. If market quotations are not readily available for the certificates, they will be valued by the Master
Fund at fair value as determined by the Trustees or persons acting at their direction. See “Determination of Net
Asset Value and Managed Assets” in the Prospectus.

When-Issued, Delayed Delivery and Forward Commitment Transactions

When purchasing a security on a when-issued, delayed delivery, or forward commitment basis, the Master Fund
assumes the rights and risks of ownership of the security, including the risk of price and yield fluctuations, and
takes such fluctuations into account when determining its NAV. Because the Master Fund is not required to pay
for the security until the delivery date, these risks are in addition to the risks associated with the Master Fund’s
other investments. If the Master Fund remains substantially fully invested at a time when when-issued, delayed
delivery, or forward commitment purchases are outstanding, the purchases may result in a form of leverage.
When the Master Fund has sold a security on a when-issued, delayed delivery, or forward commitment basis, the
Master Fund does not participate in future gains or losses with respect to the security.

If the other party to a transaction fails to deliver or pay for the securities, the Master Fund could miss a favorable
price or yield opportunity or could suffer a loss. The Master Fund may dispose of or renegotiate a transaction

after it is entered into, and may sell when-issued, delayed delivery or forward commitment securities before they
are delivered, which may result in a capital gain or loss. There is no percentage limitation on the extent to which

22-



the Master Fund may purchase or sell securities on a when-issued, delayed delivery, or forward commitment
basis.

Short Sales

A short sale is a transaction in which the Master Fund sells a security it does not own in anticipation that the
market price of that security will decline. When the Master Fund makes a short sale on a security, it must borrow
the security sold short and deliver it to the broker-dealer through which it made the short sale as collateral for its
obligation to deliver the security upon conclusion of the sale. The Master Fund will often have to pay a fee to
borrow particular securities and is often obligated to pay over any accrued interest and dividends on such
borrowed securities. If the price of the security sold short increases between the time of the short sale and the
time the Master Fund replaces the borrowed security, the Master Fund will incur a loss; conversely, if the price
declines, the Master Fund will realize a capital gain. Any gain will be decreased, and any loss increased, by the
transaction costs described above. The successful use of short selling may be adversely affected by imperfect
correlation between movements in the price of the security sold short and the securities being hedged. To the
extent that the Master Fund engages in short sales, it will segregate collateral for the benefit of the broker-dealer.

A short sale is “against the box™ to the extent that the Master Fund contemporaneously owns, or has the right to
obtain at no added cost, securities identical to those sold short. So-called “naked” short sales are short sales that
are not “against the box,” in which case a short seller’s losses could theoretically be unlimited, in cases where the
short seller is unable for whatever reason to close out its short position.

Foreign (Non-U.S.) Securities and CMBS

General. Shareholders should recognize that investing in the securities of non-U.S. issuers and non-U.S. CMBS
generally, and particularly in emerging market issuers, involves special considerations which are not typically
associated with investing in securities of U.S. issuers and U.S. CMBS. Investments in securities of non-U.S.
issuers and non-U.S. CMBS may involve risks arising from differences between U.S. and non-U.S. securities
markets, including less volume, much greater price volatility in and relative illiquidity of non-U.S. securities
markets, different trading and settlement practices and less governmental supervision and regulation, from
changes in currency exchange rates, from high and volatile rates of inflation, from economic, social and political
conditions and, as with domestic multinational corporations, from fluctuating interest rates. If there are defaults
in underlying loans of a CMBS secured by non-U.S. properties, the CMBS may not be able to realize value from
such loans, including because of an inability to foreclose on the property, or may need to spend additional
expense to achieve a foreclosure, owing to the laws and ability to enforce legal judgments in the applicable
non-U.S. jurisdiction and/or political or economic instability. This potential inability to foreclose on property
collateral for defaulted loans could damage the value of the non-U.S. CMBS loans we invest in. Moreover,
substantial investments in non-U.S. securities and non-U.S. CMBS may have adverse tax implications.

Since most non-U.S. securities and non-U.S. CMBS are denominated in non-U.S. currencies or traded primarily
in securities markets in which settlements are made in non-U.S. currencies, the value of these investments and
the net investment income available for distribution to shareholders of the Master Fund may be affected
favorably or unfavorably by changes in currency exchange rates or exchange control regulations. Because the
Master Fund purchases securities denominated in non-U.S. currencies, a change in the value of any such currency
against the U.S. dollar will result in a change in the U.S. dollar value of the Master Fund’s assets and the Master
Fund’s income available for distribution. The Master Fund’s foreign currency transactions may give rise to
ordinary income or loss, for federal income tax purposes, to the extent such income or loss results from
fluctuations in the value of the foreign currency.

In addition, although the Master Fund’s income may be received or realized in foreign currencies, the Master
Fund will be required to compute and distribute its income in U.S. dollars. Therefore, if the value of a currency
relative to the U.S. dollar declines after the Master Fund’s income has been earned in that currency, translated
into U.S. dollars and declared as a dividend, but before payment of such dividend, the Master Fund could be
required to liquidate portfolio securities to pay such dividend. Similarly, if the value of a currency relative to the
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U.S. dollar declines between the time the Master Fund incurs expenses or other obligations in U.S. dollars and
the time such expenses or obligations are paid, the amount of such currency required to be converted into U.S.
dollars in order to pay such expenses in U.S. dollars will be greater than the equivalent amount in such currency
of such expenses at the time they were incurred.

Certain markets are in only the earliest stages of development. There is also a high concentration of market
capitalization and trading volume in a small number of issuers representing a limited number of industries, as
well as a high concentration of investors and financial intermediaries. Many of such markets also may be affected
by developments with respect to more established markets in the region. Brokers in non-U.S. and emerging
market countries typically are fewer in number and less capitalized than brokers in the United States. These
factors, combined with the U.S. regulatory requirements for closed-end investment companies and the
restrictions on foreign investment, result in potentially fewer investment opportunities for the Master Fund and
may have an adverse impact on the investment performance of the Master Fund.

There generally is less governmental supervision and regulation of exchanges, brokers and issuers in non-U.S.
countries than there is in the United States. For example, there may be no comparable provisions under certain
non-U.S. laws to insider trading and similar investor protection securities laws that apply with respect to
securities transactions consummated in the United States. Further, brokerage commissions and other transaction
costs on non-U.S. securities exchanges generally are higher than in the United States. With respect to
investments in certain emerging market countries, archaic legal systems may have an adverse impact on the
Master Fund. For example, while the potential liability of a shareholder in a U.S. corporation with respect to acts
of the corporation is generally limited to the amount of the shareholder’s investment, the notion of limited
liability is less clear in certain emerging market countries. Similarly, the rights of investors in emerging market
companies may be more limited than those of shareholders of U.S. corporations.

Other investment risks include the possible imposition of foreign withholding taxes on certain amounts of the
Master Fund’s income which may reduce the net return on non-U.S. investments as compared to income received
from a U.S. issuer, the possible seizure or nationalization of foreign assets and the possible establishment of
exchange controls, expropriation, confiscatory taxation, other foreign governmental laws or restrictions which
might affect adversely payments due on securities held by the Master Fund, the lack of extensive operating
experience of eligible foreign subcustodians and legal limitations on the ability of the Master Fund to recover
assets held in custody by a foreign subcustodian in the event of the subcustodian’s bankruptcy.

In addition, there may be less publicly-available information about a non-U.S. issuer than about a U.S. issuer, and
non-U.S. issuers may not be subject to the same accounting, auditing and financial recordkeeping standards and
requirements as U.S. issuers. In particular, the assets and profits appearing on the financial statements of an
emerging market country issuer may not reflect its financial position or results of operations in the way they
would be reflected had the financial statements been prepared in accordance with U.S. generally accepted
accounting principles. In addition, for an issuer that keeps accounting records in local currency, inflation
accounting rules may require, for both tax and accounting purposes, that certain assets and liabilities be restated
on the issuer’s balance sheet in order to express items in terms of currency of constant purchasing power.
Inflation accounting may indirectly generate losses or profits. Consequently, financial data may be materially
affected by restatements for inflation and may not accurately reflect the real condition of those issuers and
securities markets. Finally, in the event of a default of any such foreign obligations, it may be more difficult for
the Master Fund to obtain or enforce a judgment against the issuers of such obligations. The manner in which
foreign investors may invest in companies in certain emerging market countries, as well as limitations on such
investments, also may have an adverse impact on the operations of the Master Fund. For example, the Master
Fund may be required in certain of such countries to invest initially through a local broker or other entity and
then have the shares purchased re-registered in the name of the Master Fund. Re-registration may in some
instances not be able to occur on a timely basis, resulting in a delay during which the Master Fund may be denied
certain of its rights as an investor.

Non-U.S. markets have different clearance and settlement procedures, and in certain markets there have been
times when settlements have failed to keep pace with the volume of securities transactions, making it difficult to
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conduct such transactions. Further, satisfactory custodial services for investment securities may not be available
in some countries having smaller, emerging capital markets, which may result in the Master Fund incurring
additional costs and delays in transporting and custodying such securities outside such countries. Delays in
settlement or other problems could result in periods when assets of the Master Fund are uninvested and no return
is earned thereon. The inability of the Master Fund to make intended security purchases due to settlement
problems or the risk of intermediary counterparty failures could cause the Master Fund to miss attractive
investment opportunities. The inability to dispose of a portfolio security due to settlement problems could result
either in losses to the Master Fund due to subsequent declines in the value of such portfolio security or, if the
Master Fund has entered into a contract to sell the security, could result in possible liability to the purchaser.

In addition, the Master Fund invests from time to time in investments located in member states of the European
Union (“EU”), including investments made in Spain (EU). In light of the continued and ongoing uncertainty in
European debt markets as a result of past sovereign debt crises affecting some of the members of the EU and the
unique political risks associated therewith, such investments may be subject to heightened risks or risks not
associated with the foregoing. A number of countries in the EU have experienced, and may continue to
experience, severe economic and financial difficulties. Additional EU member countries may also fall subject to
such difficulties. These events could negatively affect the value and liquidity of the Master Fund’s investments in
euro-denominated securities and derivatives contracts and securities of issuers located in the EU or with
significant exposure to EU issuers or countries.

Continuing uncertainty as to the status of the Euro and the European Monetary Union (the “EMU”) has created
significant volatility in currency and financial markets generally. Any partial or complete dissolution of the EMU
could have significant adverse effects on currency and financial markets, and on the values of the Master Fund’s
portfolio investments.

Securities Related Activities. In some countries, banks or other financial institutions may constitute a substantial
number of the leading companies or companies with the most actively traded securities. The 1940 Act includes
certain limitations on the Master Fund’s ability to invest in any security of an issuer which, in its most recent
fiscal year, derived more than 15% of its revenues from “securities related activities,” as defined by the rules
thereunder.

Non-U.S. Sub-custodians. Rules adopted under the 1940 Act permit the Master Fund to maintain its non-U.S.
securities and cash in the custody of certain eligible non-U.S. banks and securities depositories.

Certain banks in non-U.S. countries may not be eligible sub-custodians for the Master Fund, in which event the
Master Fund may be precluded from purchasing securities in certain non-U.S. countries in which it otherwise
would invest or which may result in the Master Fund’s incurring additional costs and delays in providing
transportation and custody services for such securities outside of such countries. The Master Fund may encounter
difficulties in effecting on a timely basis portfolio transactions with respect to any securities of issuers held
outside their countries. Other banks that are eligible non-U.S. sub-custodians may be recently organized or
otherwise lack extensive operating experience. In addition, in certain countries there may be legal restrictions or
limitations on the ability of the Master Fund to recover assets held in custody by non-U.S. sub-custodians in the
event of the bankruptcy of the sub-custodian.

Credit Ratings. The securities in which the Master Fund will invest, including non-U.S. securities, will not be
required to meet a minimum rating standard and may not be rated for creditworthiness by any internationally
recognized credit rating organization. Such securities involve significantly greater risks, including price volatility
and risk of default of payment of interest and principal, than higher rated securities. An investment in the Master
Fund should not be considered as a complete investment program.

The Investment Manager will take various factors into consideration in evaluating the creditworthiness of an
issuer. For corporate debt securities, such factors may include the issuer’s financial resources, its sensitivity to
economic conditions and trends, the operating history of the issuer and the experience and track record of the
issuer’s management. For sovereign debt instruments, these may include the economic and political conditions
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within the issuer’s country, the issuer’s overall and external debt levels and debt service ratios, the issuer’s access
to capital markets and other sources of funding and the issuer’s debt service payment history. The Investment
Manager may also review the ratings, if any, assigned to the security by any recognized rating organizations,
although the Investment Manager’s judgment as to the quality of a debt security may differ from that suggested
by the rating published by a rating service. In addition to the foregoing credit analysis, the Investment Manager
will typically evaluate the relative value of an investment compared with its perceived credit risk. The Master
Fund’s ability to achieve its investment objective may be more dependent on the Investment Manager’s credit
analysis than would be the case if it invested in higher quality debt securities. A description of the ratings used by
Moody’s, S&P and Fitch is set forth in Appendix A to the Prospectus.

Emerging Market Countries. Certain of the risks associated with international investments and investing in
smaller capital markets are heightened for investments in emerging market countries. For example, some of the
currencies of emerging market countries have experienced devaluations relative to the U.S. dollar, and major
adjustments have been made periodically in certain of such currencies. Certain of such countries face serious
exchange constraints. In addition, governments of many emerging market countries have exercised and continue
to exercise substantial influence over many aspects of the private sector. In certain cases, the government owns
or controls many companies, including the largest in the country. Accordingly, government actions in the future
could have a significant effect on economic conditions in developing countries which could affect private sector
companies and the Master Fund, as well as the value of securities in the Master Fund.

Investment in certain emerging market securities is restricted or controlled to varying degrees which may at times
limit or preclude investment in certain emerging market securities and increase the costs and expenses of the
Master Fund. Certain emerging market countries require governmental approval prior to investments by foreign
persons, limit the amount of investment by foreign persons in a particular issuer, limit the investment by foreign
persons only to a specific class of securities of an issuer that may have less advantageous rights than other
classes, restrict investment opportunities in issuers in industries deemed important to national interests and/or
impose additional taxes on foreign investors. Certain emerging market countries may require governmental
approval for the repatriation of investment income, capital or the proceeds of sales of securities by foreign
investors which could adversely affect the Master Fund. In addition, if a deterioration occurs in an emerging
market country’s balance of payments, it could impose temporary restrictions on foreign capital remittances.
Investing in local markets in emerging market countries may require the Master Fund to adopt special
procedures, seek local government approvals or take other actions, each of which may involve additional costs to
the Master Fund.

Sovereign Debt. Sovereign debt may be issued by foreign developed and emerging market governments and their
respective sub-divisions, agencies or instrumentalities, government sponsored enterprises and supranational
government entities. Supranational entities include international organizations that are organized or supported by
one or more government entities to promote economic reconstruction or development and by international
banking institutions and related governmental agencies. Investment in sovereign debt can involve a high degree
of risk. The governmental entity that controls the repayment of sovereign debt may not be able or willing to
repay the principal and/or interest when due in accordance with the terms of the debt. A governmental entity’s
willingness or ability to repay principal and interest due in a timely manner may be affected by, among other
factors, its cash flow situation, the extent of its foreign reserves, the availability of sufficient foreign exchange on
the date a payment is due, the relative size of the debt service burden to the economy as a whole, the
governmental entity’s policy toward the International Monetary Fund, and the political constraints to which a
governmental entity may be subject. Governmental entities also may depend on expected disbursements from
foreign governments, multilateral agencies and others to reduce principal and interest arrearages on their debt.
The commitment on the part of these governments, agencies and others to make such disbursements may be
conditioned on a governmental entity’s implementation of economic reforms and/or economic performance and
the timely service of such debtor’s obligations. Failure to implement such reforms, achieve such levels of
economic performance or repay principal or interest when due may result in the cancellation of such third
parties’ commitments to lend funds to the governmental entity, which may further impair such debtor’s ability or
willingness to service its debts in a timely manner. Consequently, governmental entities may default on their
sovereign debt. Holders of sovereign debt (including the Master Fund) may be requested to participate in the
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rescheduling of such debt and to extend further loans to governmental entities. There is no bankruptcy
proceeding by which sovereign debt on which governmental entities have defaulted may be collected in whole or
in part.

Preferred Stock; Preferred Equity

These are investments subordinate to any junior mezzanine loan, but senior to the owners’ common equity.
Preferred equity investments typically pay a dividend, rather than interest payments and often have the right for
such dividends to accrue if there is insufficient cash flow to pay currently. These interests are not secured by the
underlying real estate, but upon the occurrence of a default, the preferred equity provider typically has the right
to effectuate a change of control with respect to the ownership of the property.

Foreign Currency Transactions

Foreign currency transactions may include foreign currency options and foreign currency futures contracts and
related options (see ‘“Derivative Instruments”), or foreign currency transactions either on a spot (cash) basis at the
rate prevailing in the currency exchange market at the time or through currency forward contracts (“forwards”).

A forward involves an obligation to purchase or sell a specific currency at a future date, which may be any fixed
number of days from the date of the contract agreed upon by the parties, at a price set at the time of the contract.
These contracts may be bought or sold to seek to protect the Master Fund against a possible loss resulting from
an adverse change in the relationship between foreign currencies and the U.S. dollar or to increase exposure to a
particular foreign currency. Although forwards are intended to minimize the risk of loss due to a decline in the
value of the hedged currencies, at the same time, they tend to limit any potential gain which might result should
the value of such currencies increase. The Master Fund might be expected to enter into such contracts under
among others, the following circumstances:

Lock In. When the Investment Manager desires to seek to lock in the U.S. dollar price on the purchase or sale of a
security denominated in a foreign currency.

Cross Hedge. If a particular currency is expected to decrease against another currency, the Master Fund may sell
the currency expected to decrease and purchase a currency which is expected to increase against the currency
sold in an amount approximately equal to some or all of the Master Fund’s portfolio holdings denominated in the
currency sold.

Direct Hedge. If the Investment Manager wants to try to eliminate substantially all of the risk of owning a
particular currency, and/or if the Investment Manager thinks that the Master Fund can benefit from price
appreciation in a given country’s bonds but does not want to hold the currency, it may employ a direct hedge
back into the U.S. dollar. In either case, the Master Fund might enter into a forward contract to sell the currency
in which a portfolio security is denominated and purchase U.S. dollars at an exchange rate established at the time
it initiated the contract. The cost of the direct hedge transaction (as described below) may offset most, if not all,
of the yield advantage offered by the foreign security, but the Master Fund would hope to benefit from an
increase (if any) in value of the bond.

Proxy Hedge. The Investment Manager might choose to use a proxy hedge, which may be less costly than a
direct hedge. In this case, the Master Fund, having purchased a security, will sell a currency whose value is
believed to be closely linked to the currency in which the security is denominated. This type of hedging entails
greater risk than a direct hedge because it is dependent on a stable relationship between the two currencies paired
as proxies and the relationships can be very unstable at times.

Costs of Hedging. When the Master Fund purchases a foreign bond with a higher interest rate than is available on
U.S. bonds of a similar maturity, the additional yield on the foreign bond could be substantially reduced or lost if
the Master Fund were to enter into a direct hedge by selling the foreign currency and purchasing the U.S. dollar.
This is what is known as the “cost” of hedging. Proxy hedging attempts to reduce this cost through an indirect
hedge back to the U.S. dollar.
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It is important to note that hedging costs are treated as capital transactions and are not, therefore, deducted from
the Master Fund’s dividend distribution and are not reflected in its yield. Instead such costs will, over time, be
reflected in the Master Fund’s NAYV per share.

The Master Fund enters into foreign currency transactions as a substitute for cash investments and for other
investment purposes not involving hedging, including, without limitation, to exchange payments received in a
foreign currency into U.S. dollars or in anticipation of settling a transaction that requires the Master Fund to
deliver a foreign currency.

The forecasting of currency market movement is extremely difficult, and whether any hedging strategy will be
successful is highly uncertain. Moreover, it is impossible to forecast with precision the market value of portfolio
securities at the expiration of a foreign currency forward contract. Accordingly, the Master Fund may be required
to buy or sell additional currency on the spot market (and bear the expense of such transaction) if the Investment
Manager’s predictions regarding the movement of foreign currency or securities markets prove inaccurate. In
addition, the use of cross-hedging transactions may involve special risks, and may leave the Master Fund in a less
advantageous position than if such a hedge had not been established. Because foreign currency forward contracts
are privately negotiated transactions, there can be no assurance that the Master Fund will have flexibility to roll-
over a foreign currency forward contract upon its expiration if it desires to do so. Additionally, there can be no
assurance that the other party to the contract will perform its services thereunder.

Investments in bank deposits denominated in foreign currencies can facilitate investment in foreign securities as
well as protect against currency fluctuations and the need to convert such assets into U.S. dollars (thereby also
reducing transaction costs). To the extent these monies are converted back into U.S. dollars, the value of the
assets so maintained will be affected favorably or unfavorably by changes in foreign currency exchange rates and
exchange control regulations.

Tax Consequences of Hedging. Under applicable tax law, the Fund may be required to limit its gains from
hedging in foreign currency forwards, futures, and options. Hedging also may result in the application of the
mark-to-market and straddle provisions of the Code. Those provisions could result in an increase (or decrease) in
the amount of taxable dividends paid by the Fund and could affect whether dividends paid by the Fund are
classified as capital gains or ordinary income. For further discussion of the tax consequences of the Fund’s
hedging, see “Taxes” below.

In addition, the Master Fund’s investments in foreign currency denominated debt obligations and hedging
activities will likely produce a difference between the Fund’s book income and its taxable income. This
difference may cause a portion of the Fund’s income distributions to constitute returns of capital for tax purposes
or require the Fund to make distributions exceeding book income to qualify as a regulated investment company
for federal tax purposes. For a discussion of the requirements that the Fund must meet to qualify as a regulated
investment company and the consequences for the Fund’s investments and distributions, see “Taxes” below.

Foreign Currency Exchange-Related Securities

Foreign Currency Warrants. Foreign currency warrants are warrants which entitle the holder to receive from
their issuer an amount of cash (generally, for warrants issued in the United States, in U.S. dollars) which is
calculated pursuant to a predetermined formula and based on the exchange rate between a specified foreign
currency and the U.S. dollar as of the exercise date of the warrant. Foreign currency warrants generally are
exercisable upon their issuance and expire as of a specified date and time. Foreign currency warrants have been
issued in connection with U.S. dollar-denominated debt offerings by major corporate issuers in an attempt to
reduce the foreign currency exchange risk which, from the point of view of prospective purchasers of the
securities, is inherent in the international fixed-income marketplace. Foreign currency warrants may reduce the
foreign exchange risk assumed by purchasers of a security by, for example, providing for a supplemental
payment in the event that the U.S. dollar depreciates against the value of a major foreign currency such as the
Japanese yen or the euro. The formula used to determine the amount payable upon exercise of a foreign currency
warrant may make the warrant worthless unless the applicable foreign currency exchange rate moves in a
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particular direction (e.g., unless the U.S. dollar appreciates or depreciates against the particular foreign currency
to which the warrant is linked or indexed). Foreign currency warrants are severable from the debt obligations
with which they may be offered, and may be listed on exchanges. Foreign currency warrants may be exercisable
only in certain minimum amounts, and an investor wishing to exercise warrants who possesses less than the
minimum number required for exercise may be required either to sell the warrants or to purchase additional
warrants, thereby incurring additional transaction costs. In the case of any exercise of warrants, there may be a
time delay between the time a holder of warrants gives instructions to exercise and the time the exchange rate
relating to exercise is determined, during which time the exchange rate could change significantly, thereby
affecting both the market and cash settlement values of the warrants being exercised. The expiration date of the
warrants may be accelerated if the warrants should be delisted from an exchange or if their trading should be
suspended permanently, which would result in the loss of any remaining “time value” of the warrants (i.e., the
difference between the current market value and the exercise value of the warrants), and, in the case the warrants
were “out-of-the-money,” in a total loss of the purchase price of the warrants. Warrants are generally unsecured
obligations of their issuers and are not standardized foreign currency options issued by the Options Clearing
Corporation (“OCC”). Unlike foreign currency options issued by OCC, the terms of foreign exchange warrants
generally will not be amended in the event of governmental or regulatory actions affecting exchange rates or in
the event of the imposition of other regulatory controls affecting the international currency markets. The initial
public offering price of foreign currency warrants is generally considerably in excess of the price that a
commercial user of foreign currencies might pay in the interbank market for a comparable option involving
significantly larger amounts of foreign currencies. Foreign currency warrants are subject to significant foreign
exchange risk, including risks arising from complex political or economic factors.

Principal Exchange Rate Linked Securities. Principal exchange rate linked securities are debt obligations the
principal on which is payable at maturity in an amount that may vary based on the exchange rate between the
U.S. dollar and a particular foreign currency at or about that time. The return on “standard” principal exchange
rate linked securities is enhanced if the foreign currency to which the security is linked appreciates against the
U.S. dollar, and is adversely affected by increases in the foreign exchange value of the U.S. dollar; “reverse”
principal exchange rate linked securities are like the “standard” securities, except that their return is enhanced by
increases in the value of the U.S. dollar and adversely impacted by increases in the value of foreign currency.
Interest payments on the securities are generally made in U.S. dollars at rates that reflect the degree of foreign
currency risk assumed or given up by the purchaser of the notes (i.e., at relatively higher interest rates if the
purchaser has assumed some of the foreign exchange risk, or relatively lower interest rates if the issuer has
assumed some of the foreign exchange risk, based on the expectations of the current market). Principal exchange
rate linked securities may in limited cases be subject to acceleration of maturity (generally, not without the
consent of the holders of the securities), which may have an adverse impact on the value of the principal payment
to be made at maturity.

Performance Indexed Paper. Performance indexed paper is U.S. dollar-denominated commercial paper the yield
of which is linked to certain foreign exchange rate movements. The yield to the investor on performance indexed
paper is established at maturity as a function of spot exchange rates between the U.S. dollar and a designated
currency as of or about that time (generally, the index maturity two days prior to maturity). The yield to the
investor will be within a range stipulated at the time of purchase of the obligation, generally with a guaranteed
minimum rate of return that is below, and a potential maximum rate of return that is above, market yields on U.S.
dollar-denominated commercial paper, with both the minimum and maximum rates of return on the investment
corresponding to the minimum and maximum values of the spot exchange rate two Business Days prior to
maturity.

U.S. Government Securities

U.S. Government securities are obligations of and, in certain cases, guaranteed by, the U.S. Government, its
agencies or instrumentalities. Some U.S. Government securities, such as Treasury bills, notes, and bonds and
mortgage-backed securities guaranteed by Ginnie Mae, are supported by the full faith and credit of the United
States; others are supported by the right of the issuer to borrow from the U.S. Treasury; others are supported by
the discretionary authority of the U.S. Government to purchase the agency’s obligations; still others are
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supported only by the credit of the issuing agency, instrumentality, or enterprise. Although U.S. GSEs, such as
the Federal Home Loan Banks, Freddie Mac, Fannie Mae and the Student Loan Marketing Association may be
chartered or sponsored by Congress, they are not funded by Congressional appropriations, and their securities are
not issued by the U.S. Treasury or supported by the full faith and credit of the U.S. Government and involve
increased credit risks. Although legislation has been enacted to support certain GSEs, including the Federal
Home Loan Banks, Freddie Mac and Fannie Mae, there is no assurance that GSE obligations will be satisfied in
full, or that such obligations will not decrease in value or default. It is difficult, if not impossible, to predict the
future political, regulatory or economic changes that could impact the GSEs and the values of their related
securities or obligations. In addition, certain governmental entities have been subject to regulatory scrutiny
regarding their accounting policies and practices and other concerns that may result in legislation, changes in
regulatory oversight and/or other consequences that could adversely affect the credit quality, availability or
investment character of securities issued or guaranteed by these entities.

U.S. Government securities include securities that have no coupons, or have been stripped of their unmatured
interest coupons, individual interest coupons from such securities that trade separately, and evidences of receipt
of such securities. Such securities may pay no cash income, and are purchased at a deep discount from their value
at maturity. See “—Zero-Coupon Bonds, Step-Ups and Payment-In-Kind Securities” below. Custodial receipts
issued in connection with so-called trademark zero-coupon securities, such as Certificates of Accrual on Treasury
Securities, are not issued by the U.S. Treasury, and are therefore not U.S. Government securities, although the
underlying bond represented by such receipt is a debt obligation of the U.S. Treasury.

While some U.S. Government securities are guaranteed as to principal and interest, their market value is not
guaranteed. U.S. Government securities are subject to the same interest rate and credit risks as are other debt
securities. The U.S. Government does not guarantee the NAV or market value of the Master Fund’s common
shares. The U.S. Government’s ability to borrow money or otherwise finance its obligations, including as a result
of legislatively-imposed limits on the amount of money it may borrow, could cause the values of U.S.
Government securities, including those of the U.S. Government’s agencies and instrumentalities and other
government-sponsored enterprises, to decline.

Corporate Debt Securities

Loans, bonds and other debt obligations of varying maturities issued by U.S. and foreign corporations and other
business entities may include loans, corporate bonds, debentures, notes and other similar corporate debt
instruments, including convertible securities. Bonds are fixed or variable rate debt obligations, including bills,
notes, debentures, money market instruments and similar instruments and securities. Corporate debt is generally
used by corporations and other issuers to borrow money from investors. The issuer pays the investor a rate of
interest and normally must repay the amount borrowed on or before maturity. The rate of interest on a corporate
debt security may be fixed, floating or variable, and may vary inversely with respect to a reference rate. The rate
of return or return of principal on some debt obligations may be linked or indexed to the level of exchange rates
between the U.S. dollar and a foreign currency or currencies. Debt securities may be acquired with warrants
attached. Certain bonds are “perpetual” in that they have no maturity date.

The Master Fund’s investments in real estate-related corporate debt securities are subject to a number of risks
described in the Prospectus and elaborated upon elsewhere in this section of the SAI, including interest rate risk,
credit risk, high yield risk, issuer risk, foreign (non-U.S.) investment risk, inflation/deflation risk, liquidity risk,
smaller company risk and management risk.

Commercial Paper

Commercial paper represents short-term unsecured promissory notes issued in bearer form by corporations such
as banks or bank holding companies and finance companies. See Appendix A to the Prospectus for a description
of the ratings assigned by Moody’s, S&P and Fitch to commercial paper. The rate of return on commercial paper
may be linked or indexed to the level of exchange rates between the U.S. dollar and a foreign currency or
currencies.
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Convertible Securities

Convertible securities are bonds, debentures, notes, preferred stocks or other securities that may be converted or
exchanged (by the holder or by the issuer) into shares of the underlying common stock (or cash or securities of
equivalent value) at a stated exchange ratio or predetermined price (the “conversion price”). A convertible
security is designed to provide current income and also the potential for capital appreciation through the
conversion feature, which enables the holder to benefit from increases in the market price of the underlying
common stock. A convertible security may be called for redemption or conversion by the issuer after a particular
date and under certain circumstances (including a specified price) established upon issue. If a convertible security
held by the Master Fund is called for redemption or conversion, the Master Fund could be required to tender it
for redemption, convert it into the underlying common stock, or sell it to a third party, which may have an
adverse effect on the Master Fund’s ability to achieve its investment objective. Convertible securities have
general characteristics similar to both debt and equity securities.

A convertible security generally entitles the holder to receive interest paid or accrued until the convertible
security matures or is redeemed, converted or exchanged. Convertible securities rank senior to common stock in
a corporation’s capital structure and, therefore, generally entail less risk than the corporation’s common stock,
although the extent to which such risk is reduced depends in large measure upon the degree to which the
convertible security sells above its value as a debt obligation. Before conversion, convertible securities have
characteristics similar to non-convertible debt obligations and are designed to provide for a stable stream of
income with generally higher yields than common stocks. However, there can be no assurance of current income
because the issuers of the convertible securities may default on their obligations. Convertible securities are
subordinate in rank to any senior debt obligations of the issuer, and, therefore, an issuer’s convertible securities
entail more risk than its debt obligations. Moreover, convertible securities are often rated below investment grade
or not rated because they fall below debt obligations and just above common equity in order of preference or
priority on an issuer’s balance sheet. See “—High Yield Securities” above.

Convertible securities generally offer lower interest or dividend yields than non-convertible debt securities of
similar credit quality because of the potential for capital appreciation. The common stock underlying convertible
securities may be issued by a different entity than the issuer of the convertible securities.

The value of convertible securities is influenced by both the yield of non-convertible securities of comparable
issuers and by the value of the underlying common stock. The value of a convertible security viewed without
regard to its conversion feature (i.e., strictly on the basis of its yield) is sometimes referred to as its “investment
value.” The investment value of the convertible security typically will fluctuate based on the credit quality of the
issuer and will fluctuate inversely with changes in prevailing interest rates. However, at the same time, the
convertible security will be influenced by its “conversion value,” which is the market value of the underlying
common stock that would be obtained if the convertible security were converted. Conversion value fluctuates
directly with the price of the underlying common stock, and will therefore be subject to risks relating to the
activities of the issuer and/or general market and economic conditions. Depending upon the relationship of the
conversion price to the market value of the underlying security, a convertible security may trade more like an
equity security than a debt instrument.

If, because of a low price of the common stock, the conversion value is substantially below the investment value
of the convertible security, the price of the convertible security is governed principally by its investment value. If
the conversion value of a convertible security increases to a point that approximates or exceeds its investment
value, the value of the security will be principally influenced by its conversion value. A convertible security will
sell at a premium over its conversion value to the extent investors place value on the right to acquire the
underlying common stock while holding an income-producing security.

Term Loans, Bank Loans, Assignments and Participations
Loans (including “Senior Loans” (as described below), delayed funding loans and revolving credit facilities) may

be fixed- or floating-rate obligations. Loan interests may take the form of direct interests acquired during a
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primary distribution and may also take the form of assignments of, novations of or participations in a bank loan
acquired in secondary markets.

The Master Fund invests in term loans or other bank loans to companies in the real estate business. Loans are
secured and may carry variable or fixed interest rates, and monthly or quarterly repayment schedules and include
a set maturity date. Lenders may either hold a senior or subordinated position in payment or lien priority. Loans
may not be secured by real estate. Loans are subject to risk of default, interest rate risk, prepayment risk, below
investment grade risk and lender liability risk.

Senior floating-rate loans may be made to or issued by U.S. or non-U.S. banks or other corporations or special
purpose entities (“Senior Loans”). Senior Loans include senior floating-rate loans and institutionally traded
senior floating-rate debt obligations issued by asset-backed pools and other issues, and interests therein. Loan
interests may be acquired from U.S. or foreign commercial banks, insurance companies, finance companies or
other financial institutions who have made loans or are members of a lending syndicate or from other holders of
loan interests.

Senior Loans typically pay interest at rates which are re-determined periodically on the basis of a floating base
lending rate (such as LIBOR) plus a premium. Senior Loans are typically of below investment grade quality.
Senior Loans generally (but not always) hold the most senior position in the capital structure of a borrower and
are often secured with collateral. A Senior Loan is typically originated, negotiated and structured by a U.S. or
foreign commercial bank, insurance company, finance company or other financial institution (the “Agent”) for a
lending syndicate of financial institutions (“Lenders”). The Agent typically administers and enforces the Senior
Loan on behalf of the other Lenders in the syndicate. In addition, an institution, typically but not always the
Agent, holds any collateral on behalf of the Lenders.

Senior Loans and other types of direct indebtedness may not be readily marketable and may be subject to
restrictions on resale. In some cases, negotiations involved in disposing of indebtedness may require weeks to
complete. Consequently, some indebtedness may be difficult or impossible to dispose of readily at what the
Investment Manager believes to be a fair price. In addition, valuation of illiquid indebtedness involves a greater
degree of judgment in determining the Master Fund’s NAV than if that value were based on available market
quotations, and could result in significant variations in the Master Fund’s daily share price. At the same time,
some loan interests are traded among certain financial institutions and accordingly may be deemed liquid. The
Investment Manager will determine the liquidity of the Master Fund’s investments by reference to market
conditions and contractual provisions.

Assignments and participations in commercial loans, as well as debtor-in-possession loans, may be secured or
unsecured. Loan participations typically represent direct participations in a loan to a borrower, and generally are
offered by banks or other financial institutions or lending syndicates. An investor that participates in such
syndications, or buys part of a loan, becomes a part lender. When purchasing loan participations, the Master Fund
assumes the credit risk associated with the corporate or other borrower and may assume the credit risk associated
with an interposed bank or other financial intermediary. The participation interests in which the Master Fund
invests may not be rated by any NRSRO.

A loan is often administered by an agent bank acting as agent for all holders. The agent bank administers the
terms of the loan, as specified in the loan agreement. In addition, the agent bank is normally responsible for the
collection of principal and interest payments from the borrower and the apportionment of these payments to the
credit of all institutions which are parties to the loan agreement. Unless, under the terms of the loan or other
indebtedness, the Master Fund has direct recourse against the borrower, the Master Fund may have to rely on the
agent bank or other financial intermediary to apply appropriate credit remedies against a borrower.

A financial institution’s employment as agent bank might be terminated in the event that it fails to observe a
requisite standard of care or becomes insolvent. A successor agent bank would generally be appointed to replace
the terminated agent bank, and assets held by the agent bank under the loan agreement should remain available to
holders of such indebtedness. However, if assets held by the agent bank for the benefit of the Master Fund were
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determined to be subject to the claims of the agent bank’s general creditors, the Master Fund might incur certain
costs and delays in realizing payment on a loan or loan participation and could suffer a loss of principal and/or
interest. In situations involving other interposed financial institutions (e.g., an insurance company or
governmental agency) similar risks may arise.

Indebtedness of companies whose creditworthiness is poor involves substantially greater risks, and may be
highly speculative. Some companies may never pay off their indebtedness, or may pay only a small fraction of
the amount owed. Consequently, when investing in indebtedness of companies with poor credit, the Master Fund
bears a substantial risk of losing the entire amount invested.

In the case of loan participations where a bank or other lending institution serves as a financial intermediary
between the Master Fund and the corporate borrower, if the participation does not shift to the Master Fund the
direct debtor-creditor relationship with the borrower, SEC interpretations require the Master Fund to treat both
the lending bank or other lending institution and the borrower as “issuers.” Treating a financial intermediary as
an issuer of indebtedness may in certain circumstances restrict the Master Fund’s ability to invest in indebtedness
related to a single financial intermediary, or a group of intermediaries engaged in the same industry, even if the
underlying borrowers represent many different companies and industries.

The purchaser of an assignment typically succeeds to all the rights and obligations under the loan agreement with
the same rights and obligations as the assigning lender. Assignments may, however, be arranged through private
negotiations between potential assignees and potential assignors, and the rights and obligations acquired by the
purchaser of an assignment may differ from, and be more limited than, those held by the assigning lender.

Investments in loans through a direct assignment of the financial institution’s interests with respect to the loan
may involve additional risks to the Master Fund. For example, if a loan is foreclosed, the Master Fund could
become part owner of any collateral, and would bear the costs and liabilities associated with owning and
disposing of the collateral. In addition, it is conceivable that under emerging legal theories of lender liability, the
Master Fund could be held liable as co-lender. It is unclear whether loans and other forms of direct indebtedness
offer securities law protections against fraud and misrepresentation. In the absence of definitive regulatory
guidance, the Master Fund relies on the Investment Manager’s research in an attempt to avoid situations where
fraud or misrepresentation could adversely affect the Master Fund.

Unless, under the terms of the loan or other indebtedness (such as may be the case in an assignment), the Master
Fund has direct recourse against the borrower, the Master Fund may have to rely on the Agent or other financial
intermediary to apply appropriate credit remedies against a borrower.

From time to time, the Investment Manager and its affiliates may borrow money from various banks in
connection with their business activities. Such banks may also sell Senior Loans to or acquire them from the
Master Fund or may be intermediate participants with respect to Senior Loans in which the Master Fund owns
interests. Such banks may also act as Agents for Senior Loans held by the Master Fund.

Purchasers of loans and other forms of direct indebtedness depend primarily upon the creditworthiness of the
corporate borrower for payment of principal and interest. If the Master Fund does not receive scheduled interest
or principal payments on such indebtedness, the Master Fund’s share price and yield could be adversely affected.
Loans that are fully secured offer the Master Fund more protection than an unsecured loan in the event of
non-payment of scheduled interest or principal. However, there is no assurance that the liquidation of collateral
from a secured loan would satisfy the corporate borrower’s obligation, or that the collateral can be liquidated.

Lending Fees. In the process of buying, selling and holding Senior Loans, the Master Fund may receive and/or
pay certain fees. These fees are in addition to interest payments received and may include facility fees,
commitment fees, commissions and prepayment penalty fees. When the Master Fund buys a Senior Loan it may
receive a facility fee and when it sells a Senior Loan it may pay a facility fee. On an ongoing basis, the Master
Fund may receive a commitment fee based on the undrawn portion of the underlying line of credit portion of the
Senior Loan. In certain circumstances, the Master Fund may receive a prepayment penalty fee upon the
prepayment of a Senior Loan by a borrower. Other fees received by the Master Fund may include covenant
waiver fees and covenant modification fees.
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Borrower Covenants. A borrower under a Senior Loan typically must comply with various restrictive covenants
contained in a loan agreement or note purchase agreement between the borrower and the Lender or lending
syndicate (the “Loan Agreement”). Such covenants, in addition to requiring the scheduled payment of interest
and principal, may include restrictions on dividend payments and other distributions to stockholders, provisions
requiring the borrower to maintain specific minimum financial ratios and limits on total debt. In addition, the
Loan Agreement may contain a covenant requiring the borrower to prepay the Senior Loan with any free cash
flow. Free cash flow is generally defined as net cash flow after scheduled debt service payments and permitted
capital expenditures, and includes the proceeds from asset dispositions or sales of securities. A breach of a
covenant which is not waived by the Agent, or by the lenders directly, as the case may be, is normally an event of
acceleration; i.e., the Agent, or the lenders directly, as the case may be, has the right to call the outstanding
Senior Loan. The typical practice of an Agent or a Lender in relying exclusively or primarily on reports from the
borrower may involve a risk of fraud by the borrower. In the case of a Senior Loan in the form of a participation,
the agreement between the buyer and seller may limit the rights of the holder of a Senior Loan to vote on certain
changes which may be made to the Loan Agreement, such as waiving a breach of a covenant. However, the
holder of the participation will, in almost all cases, have the right to vote on certain fundamental issues such as
changes in principal amount, payment dates and interest rate.

Administration of Loans. In a typical Senior Loan, the Agent administers the terms of the Loan Agreement. In
such cases, the Agent is normally responsible for the collection of principal and interest payments from the
borrower and the apportionment of these payments to the credit of all institutions which are parties to the Loan
Agreement. The Master Fund will generally rely upon the Agent or an intermediate participant to receive and
forward to the Master Fund its portion of the principal and interest payments on the Senior Loan. Furthermore,
unless under the terms of a participation agreement the Master Fund has direct recourse against the borrower, the
Master Fund will rely on the Agent and the other members of the lending syndicate to use appropriate credit
remedies against the borrower. The Agent is typically responsible for monitoring compliance with covenants
contained in the Loan Agreement based upon reports prepared by the borrower. The seller of the Senior Loan
usually does, but is often not obligated to, notify holders of Senior Loans of any failures of compliance. The
Agent may monitor the value of the collateral, if any, and if the value of such collateral declines, may accelerate
the Senior Loan, may give the borrower an opportunity to provide additional collateral or may seek other
protection for the benefit of the participants in the Senior Loan. The Agent is compensated by the borrower for
providing these services under a Loan Agreement, and such compensation may include special fees paid upon
structuring and funding the Senior Loan and other fees paid on a continuing basis. With respect to Senior Loans
for which the Agent does not perform such administrative and enforcement functions, The Investment Manager
will perform such tasks on behalf of the Master Fund, although a collateral bank will typically hold any collateral
on behalf of the Master Fund and the other lenders pursuant to the applicable Loan Agreement.

A financial institution’s appointment as Agent may usually be terminated in the event that it fails to observe the
requisite standard of care or becomes insolvent, enters Federal Deposit Insurance Corporation (“FDIC”)
receivership, or, if not FDIC insured, enters into bankruptcy proceedings. A successor Agent would generally be
appointed to replace the terminated Agent, and assets held by the Agent under the Loan Agreement should
remain available to holders of Senior Loans. However, if assets held by the Agent for the benefit of the Master
Fund were determined to be subject to the claims of the Agent’s general creditors, the Master Fund might incur
certain costs and delays in realizing payment on a Senior Loan, or suffer a loss of principal and/or interest. In
situations involving other intermediate participants, similar risks may arise.

Prepayments. Senior Loans usually require, in addition to scheduled payments of interest and principal, the
prepayment of the Senior Loan from free cash flow, as defined above. The degree to which borrowers prepay
Senior Loans, whether as a contractual requirement or at their election, may be affected by general business
conditions, the financial condition of the borrower and competitive conditions among lenders, among others. As
such, prepayments cannot be predicted with accuracy. Upon a prepayment, either in part or in full, the actual
outstanding debt on which the Master Fund derives interest income will be reduced. However, the Master Fund
may receive both a prepayment penalty fee from the prepaying borrower and a facility fee upon the purchase of a
new Senior Loan with the proceeds from the prepayment of the former.
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Bridge Financings. Senior Loans may be designed to provide temporary or “bridge” financing to a borrower
pending the sale of identified assets or the arrangement of longer-term loans or the issuance and sale of debt
obligations. Senior Loans may also be obligations of borrowers who have obtained bridge loans from other
parties. A borrower’s use of bridge loans involves a risk that the borrower may be unable to locate permanent
financing to replace the bridge loan, which may impair the borrower’s perceived creditworthiness.

Secured Senior Loans. To the extent that the collateral, if any, securing a Senior Loan consists of the stock of the
borrower’s subsidiaries or other affiliates, the Master Fund will be subject to the risk that this stock will decline
in value. Such a decline, whether as a result of bankruptcy proceedings or otherwise, could cause the Senior Loan
to be under collateralized or unsecured. In most credit agreements there is no formal requirement to pledge
additional collateral. In addition, a Senior Loan may be guaranteed by, or fully secured by assets of, shareholders
or owners, even if the Senior Loans are not otherwise collateralized by assets of the borrower. There may be
temporary periods when the principal asset held by a borrower is the stock of a related company, which may not
legally be pledged to secure a secured Senior Loan. On occasions when such stock cannot be pledged, the
secured Senior Loan will be temporarily unsecured until the stock can be pledged or is exchanged for or replaced
by other assets, which will be pledged as security for such Senior Loan. However, the borrower’s ability to
dispose of such securities, other than in connection with such pledge or replacement, will be strictly limited for
the protection of the holders of secured Senior Loans.

If a borrower becomes involved in bankruptcy proceedings, a court may invalidate the Master Fund’s security
interest in any loan collateral or subordinate the Master Fund’s rights under a secured Senior Loan to the interests
of the borrower’s unsecured creditors. Such action by a court could be based, for example, on a “fraudulent
conveyance” claim to the effect that the borrower did not receive fair consideration for granting the security
interest in the loan collateral to the Master Fund. For secured Senior Loans made in connection with a highly
leveraged transaction, consideration for granting a security interest may be deemed inadequate if the proceeds of
such loan were not received or retained by the borrower, but were instead paid to other persons, such as
shareholders of the borrower, in an amount which left the borrower insolvent or without sufficient working
capital. There are also other events, such as the failure to perfect a security interest due to faulty documentation
or faulty official filings, which could lead to the invalidation of the Master Fund’s security interest in any loan
collateral. If the Master Fund’s security interest in loan collateral is invalidated or a secured Senior Loan is
subordinated to other debt of a borrower in bankruptcy or other proceedings, it is unlikely that the Master Fund
would be able to recover the full amount of the principal and interest due on the secured Senior Loan.

Bank Obligations

Bank obligations may include certificates of deposit, bankers” acceptances, and fixed time deposits. Certificates
of deposit are negotiable certificates issued against funds deposited in a commercial bank for a definite period of
time and earning a specified return. Bankers’ acceptances are negotiable drafts or bills of exchange, normally
drawn by an importer or exporter to pay for specific merchandise, which are “accepted” by a bank, meaning, in
effect, that the bank unconditionally agrees to pay the face value of the instrument on maturity. Fixed time
deposits are bank obligations payable at a stated maturity date and bearing interest at a fixed rate. Fixed time
deposits may be withdrawn on demand by the investor, but may be subject to early withdrawal penalties which
vary depending upon market conditions and the remaining maturity of the obligation. There are no contractual
restrictions on the right to transfer a beneficial interest in a fixed time deposit to a third party, although there is
no market for such deposits.

Obligations of foreign banks involve somewhat different investment risks than those affecting obligations of
United States banks, including the possibilities that their liquidity could be impaired because of future political
and economic developments, that their obligations may be less marketable than comparable obligations of United
States banks, that a foreign jurisdiction might impose withholding taxes on interest income payable on those
obligations, that foreign deposits may be seized or nationalized, that foreign governmental restrictions such as
exchange controls may be adopted which might adversely affect the payment of principal and interest on

those obligations and that the selection of those obligations may be more difficult because there may be less
publicly available information concerning foreign banks or the accounting, auditing and financial reporting
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standards, practices and requirements applicable to foreign banks may differ from those applicable to United
States banks. Foreign banks are not generally subject to examination by any United States Government agency or
instrumentality.

Delayed Funding Loans and Revolving Credit Facilities

Delayed funding loans and revolving credit facilities are borrowing arrangements in which the lender agrees to
make loans up to a maximum amount upon demand by the borrower during a specified term. A revolving credit
facility differs from a delayed funding loan in that as the borrower repays the loan, an amount equal to the
repayment may be borrowed again during the term of the revolving credit facility. Delayed funding loans and
revolving credit facilities usually provide for floating or variable rates of interest. These commitments may have
the effect of requiring the Master Fund to increase its investment in a company at a time when it might not
otherwise be desirable to do so (including a time when the company’s financial condition makes it unlikely that
such amounts will be repaid).

Delayed funding loans and revolving credit facilities may be subject to restrictions on transfer, and only limited
opportunities may exist to resell such instruments. As a result, the Master Fund may be unable to sell such
investments at an opportune time or may have to resell them at less than fair market value. For a further
discussion of the risks involved in investing in loan participations and other forms of direct indebtedness see
“—Term Loans, Bank Loans, Assignments, and Participations.” Participation interests in revolving credit
facilities will be subject to the limitations discussed in “—Term Loans, Bank Loans, Assignments, and
Participations.” Delayed funding loans and revolving credit facilities are considered to be debt obligations for the
purposes of the Master Fund’s investment restriction relating to the lending of funds or assets by the Master
Fund. Delayed funding loans and revolving credit facilities are subject to credit, interest rate and liquidity risk.

Zero-Coupon Bonds, Step-Ups and Payment-In-Kind Securities

Zero-coupon securities are debt obligations that do not entitle the holder to any periodic payments of interest
either for the entire life of the obligation or for an initial period after the issuance of the obligations. Like
zero-coupon bonds, “step-up” bonds pay no interest initially but eventually begin to pay a coupon rate prior to
maturity, which rate may increase at stated intervals during the life of the security. Payment-in-kind securities
(“PIKs”) pay dividends or interest in the form of additional securities of the issuer, rather than in cash. Each of
these instruments is typically issued and traded at a deep discount from its face amount. The amount of the
discount varies depending on such factors as the time remaining until maturity of the securities, prevailing
interest rates, the liquidity of the security and the perceived credit quality of the issuer. The market prices of
zero-coupon bonds, step-ups and PIKs generally are more volatile than the market prices of debt instruments that
pay interest currently and in cash, and are likely to respond to changes in interest rates to a greater degree than do
other types of securities having similar maturities and credit quality.

The Fund must include in income each year a portion of any original issue discount (“OID”) that accrues over the
life of an obligation, regardless of whether cash representing such income is received by the Fund in the same
taxable year. In order to satisfy a requirement for qualification as a regulated investment company under the
Code, an investment company, such as the Fund, must distribute each year at least 90% of its net investment
income, including the OID accrued on zero-coupon bonds, step-ups and PIKs. Because the Master Fund will not,
on a current basis, receive cash payments from the issuer of these securities in respect of any accrued OID, in
some years the Master Fund may have to distribute to the Fund (so that the Fund can make distributions to its
shareholders) cash obtained from additional debt or equity capital or the sale of other portfolio holdings of the
Master Fund. In some circumstances, such sales might be necessary in order to satisfy cash distribution
requirements even though investment considerations might otherwise make it undesirable for the Master Fund to
sell securities at such time. Under many market conditions, investments in zero-coupon bonds, step-ups and PIKs
may be illiquid, making it difficult for the Master Fund to dispose of them or determine their current value.

The higher interest rates of OID instruments reflect the payment deferral and increased credit risk associated with
these instruments. OID instruments generally represent a significantly higher credit risk than coupon loans. Even
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if the accounting conditions for income accrual are met, the borrower could still default when the Fund’s actual
collection is supposed to occur at the maturity of the obligation. OID instruments may have unreliable valuations
because their continuing accruals require continuing judgments about the collectability of the deferred payments
and the value of any associated collateral. PIK interest has the effect of generating investment income and
increasing the incentive fees payable at a compounding rate. In addition, the deferral of PIK interest also reduces
the loan-to-value ratio at a compounding rate. OID creates the risk that incentive fees will be paid to the adviser
based on non-cash accruals that ultimately may not be realized, but the adviser will be under no obligation to
reimburse the Fund for these fees.

Variable and Floating-Rate Securities

Variable and floating-rate securities provide for a periodic adjustment in the interest rate paid on the obligations.
The terms of such obligations provide that interest rates are adjusted periodically based upon an interest rate
adjustment index as provided in the respective obligations. The adjustment intervals may be regular, and range
from daily up to annually, or may be event-based, such as based on a change in the prime rate.

The interest rate on a floating-rate debt instrument (a “floater”) is a variable rate that is tied to another interest
rate, such as a corporate bond index or Treasury bill rate. The interest rate on a floater resets periodically,
typically every six months. While, because of the interest rate reset feature, floaters provide the Master Fund with
a certain degree of protection against rising interest rates, the Master Fund will participate in any declines in
interest rates as well. A credit spread trade is an investment position relating to a difference in the prices or
interest rates of two bonds or other securities, where the value of the investment position is determined by
movements in the difference between the prices or interest rates, as the case may be, of the respective securities
or currencies.

The interest rate on an inverse floating-rate debt instrument (an “inverse floater”) resets in the opposite direction
from the market rate of interest to which the inverse floater is indexed. An inverse floater may exhibit greater
price volatility than a fixed-rate obligation of similar credit quality.

Iliquid Securities

Illiquid securities (i.e., securities that cannot be disposed of within seven days in the ordinary course of business
at approximately the amount at which the Master Fund has valued the securities) may include, among other
things, certain written over-the-counter options, certain securities or other liquid assets being used as cover for
such options, certain loan participation interests, fixed time deposits which are not subject to prepayment or
provide for withdrawal penalties upon prepayment (other than overnight deposits), and certain other securities
whose disposition is restricted under the federal securities laws (other than securities issued pursuant to

Rule 144A under the Securities Act and certain commercial paper that the Investment Manager has determined to
be liquid in accordance with procedures adopted by the Board).

Illiquid securities may include privately placed securities, which are sold directly to a small number of investors,
usually institutions. Unlike public offerings, such securities are not registered under the federal securities laws.
Although certain of these securities may be readily sold, others may be illiquid, and their sale may involve
substantial delays and additional costs.

In addition, certain investments of the Master Fund may become illiquid over time. For instance, certain
investments of the Master Fund may be become subject to a ratings downgrade by a NRSRO or cease to be rated,
which may reduce the Master Fund’s ability resell the security. To the extent NRSROs are restricted from rating
certain CMBS, this could adversely impact liquidity in the CMBS market.

Rule 144A Securities

The Master Fund invests in securities that have not been registered for public sale, but that are eligible for
purchase and sale pursuant to Rule 144A under the Securities Act. Rule 144 A permits certain qualified
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institutional buyers, such as the Master Fund, to trade in privately placed securities that have not been registered
for sale under the Securities Act. Rule 144 A securities may be deemed illiquid, or liquid if so determined by the
Investment Manager in accordance with procedures adopted by the Board.

Portfolio Trading and Turnover Rate

Portfolio trading may be undertaken to accomplish the investment objective of the Master Fund in relation to
actual and anticipated movements in interest rates. In addition, a security may be sold and another of comparable
quality purchased at approximately the same time to take advantage of what the Investment Manager believes to
be a temporary price disparity between the two securities. Temporary price disparities between two comparable
securities may result from supply and demand imbalances where, for example, a temporary oversupply of certain
bonds may cause a temporarily low price for such bonds, as compared with other bonds of like quality and
characteristics. Securities may be sold in anticipation of a market decline (a rise in interest rates) or purchased in
anticipation of a market rise (a decline in interest rates) and later sold, or to recognize a gain.

A change in the securities held by the Master Fund is known as “portfolio turnover.” The use of certain
derivative instruments with relatively short maturities may tend to exaggerate the portfolio turnover rate for the
Master Fund. Trading in debt obligations does not generally involve the payment of brokerage commissions, but
does involve indirect transaction costs. The use of futures contracts may involve the payment of commissions to
futures commission merchants. High portfolio turnover (e.g., greater than 100%) involves correspondingly
greater expenses to the Master Fund, including brokerage commissions or dealer mark-ups and other transaction
costs on the sale of securities and reinvestments in other securities. The higher the rate of portfolio turnover of
the Master Fund, the higher these transaction costs borne by the Master Fund generally will be. Transactions in
the Master Fund’s portfolio securities may result in realization of taxable capital gains (including short-term
capital gains which are generally taxed at ordinary income tax rates). The trading costs and tax effects associated
with portfolio turnover may adversely affect the Master Fund’s performance.

The portfolio turnover rate of the Master Fund is calculated by dividing (a) the lesser of purchases or sales of
portfolio securities for the particular fiscal year by (b) the monthly average of the value of the portfolio securities
owned by the Master Fund during the particular fiscal year. In calculating the rate of portfolio turnover, there is
excluded from both (a) and (b) all securities, including options, whose maturities or expiration dates at the time
of acquisition were one year or less.

Warrants to Purchase Securities

Warrants are instruments that give the holder the right, but not the obligation, to buy a security at a specific price
for a specific period of time. Changes in the value of a warrant do not necessarily correspond to changes in the
value of its underlying security. The price of a warrant may be more volatile than the price of its underlying
security, and a warrant may offer greater potential for capital appreciation as well as capital loss. Warrants do not
entitle a holder to dividends or voting rights with respect to the underlying security and do not represent any
rights in the assets of the issuing company. A warrant ceases to have value if it is not exercised prior to or on its
expiration date. These factors can make warrants more speculative than other types of investments. Bonds with
warrants attached to purchase equity securities have many characteristics of convertible bonds and their prices
may, to some degree, reflect the performance of the underlying stock. Bonds also may be issued with warrants
attached to purchase additional fixed income securities at the same coupon rate. A decline in interest rates would
permit the Master Fund to buy additional bonds at the favorable rate or to sell the warrants at a profit. If interest
rates rise, the warrants would generally expire with no value.

Securities Loans

The risks in lending portfolio securities, as with other extensions of credit, consist of possible delay in recovery
of the securities or possible loss of rights in the collateral should the borrower fail financially. However, such
loans will be made only to broker-dealers that are believed by the Investment Manager to be of satisfactory credit
standing. Securities loans are made to broker-dealers pursuant to agreements requiring that loans be continuously
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secured by collateral consisting of U.S. Government securities, cash or cash equivalents (negotiable certificates
of deposit, bankers’ acceptances or letters of credit) maintained on a daily mark-to-market basis in an amount at
least equal at all times to the market value of the securities lent. The borrower pays to the Master Fund an amount
equal to any dividends or interest received on the securities lent.

The Master Fund may invest the cash collateral received (generally in money market investments or money market
funds) or receive a fee from the borrower. In the case of cash collateral, the Master Fund typically pays a rebate to
the borrower. Subject to conditions established by the SEC staff, an investment company may transfer cash
collateral into a joint account along with cash collateral of other affiliated investment companies. Cash collateral in
any such joint accounts may be invested in repurchase agreements and/or short-term money market instruments.
Although control over, and voting rights or rights to consent with respect to, the loaned securities pass to the
borrower, the Master Fund, as the lender, retains the right to call the loans and obtain the return of the securities
loaned at any time on reasonable notice. The Master Fund may call such loans in order to sell the securities involved
or, if the holders of the securities are asked to vote upon or consent to matters which the Investment Manager
believes materially affect the investment, in order to vote the securities. If the borrower defaults on its obligation to
return the securities loaned because of insolvency or other reasons, the Master Fund could experience delays and
costs in recovering the securities loaned or in gaining access to the collateral. These delays and costs could be
greater for foreign securities. When engaged in securities lending, the Master Fund’s performance will continue to
reflect changes in the value of the securities loaned and will also reflect the receipt of either interest, through
investment of cash collateral by the Master Fund in permissible investments, or a fee, if the collateral is U.S.
Government securities. It is possible that the Master Fund will realize losses on the investment of any cash
collateralizing a securities loan; any such losses would be for the account of the Master Fund, not the borrower.

Participation on Creditors Committees

Participation on committees formed by creditors to negotiate with the management of financially troubled issuers of
securities held by the Master Fund may subject the Master Fund to expenses such as legal fees and may make the
Master Fund an “insider” of the issuer for purposes of the federal securities laws, and therefore may restrict the
Master Fund’s ability to trade in or acquire additional positions in a particular security when it might otherwise
desire to do so. Participation by the Master Fund on such committees also may expose the Master Fund to potential
liabilities under the federal bankruptcy laws or other laws governing the rights of creditors and debtors.

Short-Term Investments / Temporary Defensive Strategies

For temporary defensive purposes, the Master Fund may deviate from its principal investment strategies by
investing some or all of its total assets in investments such as high grade debt securities, including high quality,
short-term debt securities, and cash and cash equivalents. In those cases, the Master Fund may not achieve its
investment objective when it does so. The Master Fund also may deviate from its principal investment strategies
in order to keep its assets fully invested, including during the period in which the net proceeds of this offering are
being invested.

Cayman Islands or Other Foreign Subsidiary

The Master Fund has formed a wholly-owned subsidiary organized in the Cayman Islands and may in the future
form additional subsidiaries organized in a foreign jurisdiction through which the Master Fund may invest in
certain types of assets, including Regulation S securities. The Investment Manager serves as the investment
adviser to such subsidiary and will serve as the investment adviser to any subsidiaries that may be formed. The
Fund will look through such subsidiaries for purposes of determining compliance with the Master Fund’s
investment restrictions (including its restriction related to the use of leverage), compliance policies and
procedures and applicable custody rules. The financial statements of any such subsidiaries will be consolidated
with the Master Fund’s financial statements in the Fund’s annual and semi-annual reports. The subsidiaries will
be wholly-owned by the Master Fund and controlled by the Master Fund’s Board of Trustees. In order to enable
the Fund to comply with the requirements of Subchapter M of the Code and, thus, to be taxed as a RIC, the
Master Fund will not invest more than 25% of the value of its total assets through the Cayman Islands or any
other foreign subsidiary. See “Taxes.”
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Board of Trustees

MANAGEMENT

The overall management of the business and affairs of the Fund, including oversight of the Investment Manager,
is vested in the Board. Each member of the Board shall hold office until the next meeting of shareholders called
for the purpose of considering the election of Trustees. The Fund’s Board also serves as the Board of Trustees of

the Master Fund.

The Trustees of the Fund, their ages, their positions with the Fund, their term of office and length of time served,
their principal occupations during the past five years (their titles may have varied during that period), the number
of investment companies or portfolios in the Fund Complex (defined below) that each Trustee oversees, and the

other board memberships held by each Trustee is set forth below.

Term of Number of
Office® Investment
and Principal Companies in Other
Length Occupation(s) Fund Complex® Directorships
Position(s) of Time During Past Overseen by Held by Trustee
Name, Address and Age with Fund Served 5 Years Trustee During Past Five Years
INTERESTED TRUSTEE*
Michael B.Nash .......... Trustee and Since Mr. Nash is a senior 3 Executive Chairman,
c/o Blackstone Real Estate Chairman  Inception managing director of The Blackstone Mortgage
Income Advisors L.L.C. Blackstone Group Inc. Trust, Inc.; Hudson
Attn: Chief Compliance (together with its affiliates, Pacific Properties,
Officer “Blackstone”) and the Inc. (2015-2019);
345 Park Avenue Co-Founder and Chairman of Landmark Apartment
New York, NY 10154 Blackstone Real Estate Debt Trust of America,
Birth Year: 1961 Strategies (“BREDS”). He is Inc. (2014-2016); La
also a member of the Real Quinta Holdings Inc.
Estate Investment Committee (2014-2015)
for both BREDS and
Blackstone Real Estate
Advisors. He is also
Executive Chairman of
Blackstone Mortgage Trust, a
NYSE listed REIT, and is the
Chairman of the Board of the
Funds. He was formerly the
Chief Executive Officer and
President of the Fund and the
Master Fund from the Funds’
inception to 2017. Before
joining Blackstone in 2007,
Mr. Nash was with Merrill
Lynch from 1997 to 2007
where he led the firm’s Real
Estate Principal Investment
Group—Anmericas.
NON-INTERESTED TRUSTEES
Benedict Aitkenhead . ...... Trustee and Since Mr. Aitkenhead is currently a 3 —
c/o Blackstone Real Estate member of December Managing Director at KBS
Income Advisors L.L.C. Auditand 2013 Capital Advisors (“KBS”),
Attn: Chief Compliance Nominating the external advisor to the
Officer and KBS Real Estate Investment
345 Park Avenue Governance Trusts. Before joining KBS,
New York, NY 10154 Committees he was COO of Yapp Media

Birth Year: 1965

LLC; early stage venture
capital investing.

Mr. Aitkenhead was a
Managing Director in the
Fixed Income division of
Credit Suisse from 1989 to
2012.
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Term of Number of

Office® Investment
and Principal Companies in Other
Length Occupation(s) Fund Complex® Directorships

Position(s) of Time During Past Overseen by Held by Trustee
Name, Address and Age with Fund Served 5 Years Trustee During Past Five Years
Edward H. D’Alelio . ....... Trustee and Since Mr. D’ Alelio was formerly a 7 Owl Rock Capital
c/o Blackstone Real Estate member of December Managing Director and CIO Corp. business
Income Advisors L.L.C. Auditand 2013 for Fixed Income at Putnam development
Attn: Chief Compliance Nominating Investments, Boston where companies
Officer and he retired in 2002. He (3 portfolios overseen
345 Park Avenue Governance currently is an Executive in in Fund Complex)
New York, NY 10154 Committees Residence with the School
Birth Year: 1952 of Management, University

of Massachusetts Boston.

Michael F. Holland ........ Trustee and Since Mr. Holland is the Chairman 7 State Street Master
c/o Blackstone Real Estate member of December of Holland & Company, a Funds; Reaves Utility
Income Advisors L.L.C. Auditand 2013 private investment firm he Income Fund; The
Attn: Chief Compliance Nominating founded in 1995. He is also China Fund, Inc.
Officer and President and Founder of the (until 2019); The
345 Park Avenue Governance Holland Balanced Fund. Taiwan Fund, Inc.
New York, NY 10154 Committee (through 2017).
Birth Year: 1944
Thomas W. Jasper ......... Trustee and Since Mr. Jasper was Chief 7 Ciner Resources LP
c/o Blackstone Real Estate member of December Executive Officer of Primus (master limited
Income Advisors L.L.C. Auditand 2013 Guaranty, Ltd. from 2001 to partnership)
Attn: Chief Compliance Nominating 2010. He is currently the
Officer and Managing Partner of
345 Park Avenue Governance Manursing Partners LLC, a
New York, NY 10154 Committees consulting firm.

Birth Year: 1948

*  Mr. Nash is an “interested person” as defined in the 1940 Act because he is an officer of the Investment Manager and
certain of its affiliates.
(M Each Trustee shall serve until the next shareholder meeting called for the purpose of considering the election of Trustees.
@ The term “Fund Complex” means two or more registered investment companies that:
(a) hold themselves out to investors as related companies for purposes of investment and investor services; or
(b) have a common investment adviser or that have an investment adviser that is an affiliated person of the investment
adviser of any of the other registered investment companies.

The Fund Complex consists of the Fund, Blackstone Real Estate Income Fund (“BREIF” and together with the
Fund and the Master Fund, the “BREIF Funds”), the Master Fund, Blackstone / GSO Senior Floating Rate Term
Fund, Blackstone / GSO Long-Short Credit Income Fund, Blackstone / GSO Strategic Credit Fund, Blackstone /
GSO Floating Rate Enhanced Income Fund, Blackstone / GSO Secured Lending Fund (“BGSL”), Blackstone
Alternative Alpha Fund, Blackstone Alternative Alpha Fund II, Blackstone Alternative Alpha Master Fund and
Blackstone Alternative Multi-Strategy Fund.

The Trustees were selected to join the Board of Trustees based upon the following as to each Trustee: his
character and integrity; such person’s service as a member of other boards of directors; such person’s willingness
to serve and willingness and ability to commit the time necessary to perform the duties of a Trustee; as to each
Trustee other than Mr. Nash, his status as not being an “interested person” as defined in the 1940 Act; and, as to
Mr. Nash, his role with the Investment Manager and Blackstone. No factor, by itself, was controlling. In addition
to the information provided in the table included above, each Trustee possesses the following attributes:

Mr. Aitkenhead, experience as an executive; Mr. D’ Alelio, experience as an investment professional and service
as a board member of other registered management investment companies; Mr. Holland, experience as an
investment professional and service as a board member of other registered management investment companies;
Mr. Jasper, experience as an investment professional in the structured products market and experience
concerning risk management; and Mr. Nash, as an executive and portfolio manager and leadership roles within
the Investment Manager and Blackstone and extensive experience with, and strong record of success in investing
in, real estate-related assets. References to the qualifications, attributes and skills of the Trustees are pursuant to
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requirements of the SEC, do not constitute holding out of the Board of Trustees or any Trustee as having any
special expertise or experience, and shall not impose any greater responsibility or liability on any such person or
on the Board of Trustees by reason thereof.

Responsibilities of the Board of Trustees

The Board of Trustees is responsible for directing the management of the business and affairs of the Fund. The
Trustees oversee the Fund’s operations by, among other things, meeting at its regularly scheduled meetings and
as otherwise needed with the Fund’s management and evaluating the performance of the Fund’s service
providers, including the Investment Manager, the custodian, the administrator and the transfer agent. As part of
this process, the Trustees consult with the Fund’s independent auditors and with their own separate independent
counsel.

The Trustees review the Fund’s financial statements and performance, as well as the quality of the services being
provided to the Fund. As part of this process, the Trustees review the Fund’s fees and expenses in light of the
nature, quality and scope of the services being received while also seeking to ensure that the Fund continues to
have access to high quality services in the future.

The Board of Trustees met four times during the most recent fiscal year. In addition, the Board has a standing
Audit Committee and Nominating and Governance Committee that meet periodically and whose responsibilities
are described below.

Each of the Audit Committee and the Nominating and Governance Committee is composed of all Trustees who
have been determined not to be “interested persons” of the Fund, the Investment Manager or their affiliates
within the meaning of the 1940 Act (“Independent Trustees”), and is chaired by an Independent Trustee. The
Board in its discretion from time to time may establish ad hoc committees.

The Board of Trustees is currently comprised of five Trustees. Mr. Aitkenhead, Mr. D’ Alelio, Mr. Holland and
Mr. Jasper are Independent Trustees. Mr. Nash serves as Chairman of the Board. Mr. Nash is an “interested
person” of the Fund. The appointment of Mr. Nash as Chairman reflects the Board’s belief that his experience,
familiarity with the Fund’s day-to-day operations and access to individuals with responsibility for the Fund’s
management and operations provides the Board with insight into the Fund’s business and activities and, with his
access to appropriate administrative support, facilitates the efficient development of meeting agendas that address
the Fund’s business, legal and other needs and the orderly conduct of board meetings. Mr. D’ Alelio serves as
Lead Independent Trustee. The Chairman develops agendas for Board meetings in consultation with the Lead
Independent Trustee and presides at all meetings of the Board. The Lead Independent Trustee, among other
things, chairs executive sessions of the Independent Trustees, serves as a spokesperson for the Independent
Trustees and serves as a liaison between the Independent Trustees and the Fund’s management between Board
meetings. The Independent Trustees regularly meet outside the presence of management and are advised by
independent legal counsel. The Board also has determined that its leadership structure, as described above, is
appropriate in light of the size and complexity of the Fund, the number of Independent Trustees (who constitute a
super-majority of the Board’s membership) and the Board’s general oversight responsibility. The Board also
believes that its leadership structure not only facilitates the orderly and efficient flow of information to the
Independent Trustees from management, including the Investment Manager, but also enhances the independent
and orderly exercise of its responsibilities.

Audit Committee

The Fund’s Audit Committee is composed entirely of Independent Trustees. The members of the Audit
Committee are Mr. Aitkenhead, Mr. D’ Alelio, Mr. Holland and Mr. Jasper. Mr. Jasper serves as the Chair of the
Audit Committee and has been determined by the Board to be an “audit committee financial expert.” The Audit
Committee has, as its primary purpose, oversight responsibility with respect to: (a) the adequacy of the Fund’s
accounting and financial reporting processes, policies and practices; (b) the integrity of the Fund’s financial
statements and the independent audit thereof; (c) the adequacy of the Fund’s overall system of internal controls
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and, as appropriate, the internal controls of certain service providers; (d) the Fund’s compliance with certain legal
and regulatory requirements; (e) determining the qualification and independence of the Fund’s independent
auditors; and (f) the Fund’s internal audit function, if any. The Audit Committee met five times during the most
recent fiscal year. The Fund’s Board of Trustees adopted an Audit Committee Charter at its organizational
meeting.

Nominating and Governance Committee

The Fund’s Nominating and Governance Committee, the principal function of which is to select and nominate
candidates for election as Trustees of the Fund, is composed entirely of Independent Trustees. Only Trustees who
are not “interested persons” of the Fund as defined in the 1940 Act and who are “independent” as defined in the
NYSE listing standards are members of the Fund’s Nominating and Governance Committee. The members of the
Nominating and Governance Committee are Mr. Aitkenhead, Mr. D’ Alelio, Mr. Holland and Mr. Jasper.

Mr. Holland serves as the Chair of the Nominating and Governance Committee. The Nominating and
Governance Committee may consider nominees recommended by the shareholders as it deems appropriate.
Shareholders who wish to recommend a nominee should send recommendations to the Fund’s Secretary that
include all information relating to such person that is required to be disclosed in solicitations of proxies for the
election of Trustees. A recommendation must be accompanied by a written consent of the individual to stand for
election if nominated by the Board of Trustees and to serve if elected by the shareholders. The Nominating and
Governance Committee has not met during the most recent fiscal year. The Fund’s Board of Trustees adopted a
Nominating and Governance Committee Charter at its organizational meeting.

The Nominating and Governance Committee identifies potential nominees through its network of contacts, and in
its discretion may also engage a professional search firm. The Nominating and Governance Committee meets to
discuss and consider such candidates’ qualifications and then chooses a candidate by majority vote. The
Nominating and Governance Committee does not have specific, minimum qualifications for nominees and has
not established specific qualities or skills that it regards as necessary for one or more of the Fund’s Trustees to
possess (other than any qualities or skills that may be required by applicable law, regulation or listing standard).
However, as set forth in the Nominating and Governance Committee Charter, in evaluating a person as a
potential nominee to serve as a Trustee of the Fund, the Nominating and Governance Committee may consider
the following factors, among any others it may deem relevant:

e whether or not the person is an “interested person” as defined in the 1940 Act and whether the person is
otherwise qualified under applicable laws and regulations to serve as a Trustee of the Fund;

e whether or not the person has any relationships that might impair his or her independence, such as any
business, financial or family relationships with the Fund or its management, the investment manager of
the Fund, Fund service providers or their affiliates;

* whether or not the person serves on boards of, or is otherwise affiliated with, competing financial
service organizations or their related fund complexes;

e whether or not the person is willing to serve, and willing and able to commit the time necessary for the
performance of the duties of a Trustee of the Fund;

* the contribution which the person can make to the Board and the Fund (or, if the person has previously
served as a Trustee of the Fund, the contribution which the person made to the Board during his or her
previous term of service), with consideration being given to the person’s business and professional
experience, education and such other factors as the Committee may consider relevant;

* the character and integrity of the person; and
* whether or not the selection and nomination of the person would be consistent with the requirements of

the Fund’s retirement policies, if any.

The Nominating and Governance Committee does not have a formal diversity policy with regard to the
consideration of diversity in identifying potential trustee nominees but may consider diversity of professional
experience, education and skills when evaluating potential nominees for Board membership.
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Risk Oversight

The Board’s role in risk oversight of the Fund reflects its responsibility under applicable state law to oversee
generally, rather than to manage, the business and affairs of the Fund. In line with this oversight responsibility,
the Board receives reports and makes inquiries at its regular meetings and as needed regarding the nature and
extent of significant Fund risks (including investment, compliance and valuation risks) that potentially could
have a materially adverse impact on the business operations, investment performance or reputation of the Fund,
but relies upon the Fund’s management (including the Investment Manager) and Chief Compliance Officer, who
reports directly to the Board, to assist it in identifying and understanding the nature and extent of such risks and
determining whether, and to what extent, such risks may be eliminated or mitigated. In addition to reports and
other information received from Fund management and the Investment Manager regarding the Fund’s investment
program and activities, the Board, as part of its risk oversight efforts, meets at its regular meetings and as needed
with the Fund’s Chief Compliance Officer to discuss, among other things, risk issues and issues regarding the
policies, procedures and controls of the Fund. The Board may be assisted in performing aspects of its role in risk
oversight by the Audit Committee and such other standing or special committees as may be established from
time to time by the Board. For example, the Audit Committee of the Board regularly meets with the Fund’s
independent public accounting firm to review, among other things, reports on the Fund’s internal control over
financial reporting.

The Board believes that not all risks that may affect the Fund can be identified, that it may not be practical or
cost-effective to eliminate or mitigate certain risks, that it may be necessary to bear certain risks (such as
investment-related risks) to achieve the Fund’s goals, and that the processes, procedures and controls employed
to address certain risks may be limited in their effectiveness. Moreover, reports received by the Trustees as to
risk management matters are typically summaries of relevant information and may be inaccurate or incomplete.
As aresult of the foregoing and other factors, the Board’s risk management oversight is subject to substantial
limitations.

Security Ownership of Management

The following table shows the dollar range of equity securities owned by the Trustees in the Fund and in other
investment companies overseen by the Trustees within the same family of investment companies as of
December 31, 2019. Investment companies are considered to be in the same family if they share the same
investment adviser or principal underwriter and hold themselves out to investors as related companies for
purposes of investment and investor services.

Advisor Class I Shares

Aggregate Dollar Range of
Equity Securities in All
Registered Investment
Companies Overseen by the
Dollar Range of Equity Trustee in the Family of
Name of Trustee Securities in the Fund Investment Companies)

Interested Trustee:

Mr.Nash . ... ... None None
Non-interested Trustees:

Mr. Aitkenhead . ....... ... . ... .. ... None None

Mr. D’Alelio . ... .. None None
Mr.Holland . ..... ... ... ... . . . . . None None

MIL JASPET .« ettt e e $50,001-$100,000 $50,001-$100,000
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Institutional Class II Shares

Aggregate Dollar Range of
Equity Securities in All
Registered Investment
Companies Overseen by the
Dollar Range of Equity Trustee in the Family of
Name of Trustee Securities in the Fund Investment Companies)

Interested Trustee:

Mr.Nash ... ... None None
Non-interested Trustees:

Mr. Aitkenhead .. ...... ... ... ... ... None None

Mr. D’Alelio . ... None None

Mr. Holland . ........ .. ... . . . . . . . . None None

M Jasper . ... $50,001-$100,000 $50,001-$100,000

(@ The term “family of investment companies” means any two or more registered investment companies that
share the same investment adviser or principal underwriter or hold themselves out to investors as related
companies for purposes of investment and investor services. The family of investment companies includes
the Fund, BREIF and the Master Fund.

To the knowledge of the Fund, none of the Independent Trustees nor their immediate family members owned
beneficially or of record securities issued by the Investment Manager or any person directly or indirectly
controlling, controlled by, or under common control with the Investment Manager as of December 31, 2019,
other than investments in affiliated investment vehicles that, pursuant to guidance from the SEC Staff, do not
affect such Trustee’s independence.

Trustee Compensation

The members of the Board who are not “interested persons,” as defined in the 1940 Act, receive an annual fee,
and are reimbursed for all out-of-pocket expenses relating to attendance at Board and committee meetings. Any
Trustee who is an “interested person,” as defined in the 1940 Act, and the Fund’s officers do not receive
compensation from the Fund or any other fund in the Fund Complex, but are reimbursed for any out-of-pocket
expenses relating to attendance at such meetings.

Effective as of January 1, 2018, the Independent Trustees receive a retainer of $82,500 per annum. In addition to
the annual retainer, the Chairman of the Board of Trustees, if a non-interested Trustee, receives $5,000 per
annum, the chairperson of the Audit Committee receives $5,000 per annum, the chairperson of the Nominating
and Governance Committee receives $5,000 per annum and the Lead Independent Trustee receives $5,000 per
annum. The Trustees do not receive any pension or retirement benefits from the Fund.

The following table sets forth information covering the total compensation paid by the Fund Complex during the
fiscal year ended December 31, 2019 to the persons who serve, and who are expected to continue serving, as
Trustees of the Fund Complex during such period:

Aggregate
Compensation
from the Fund, Total Compensation
BREIF and from the Fund
Director the Master Fund Complex®
Interested Trustee:
Mr. Nash ... None None
Non-interested Trustees:
Mr. Aitkenhead . ..... ... ... . ... $82,500 $ 82,500
Mr. D’ALCHIO ... $87,500 $231,500
Mr. Holland . ... ... .. . $87,500 $217,500
MIL JASPET oot $87,500 $227,500

(M BGSL, the Blackstone Alternative Alpha Funds and Blackstone Alternative Multi-Strategy Fund do not pay
compensation to Trustees.
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Officers of the Fund

The Fund’s executive officers are chosen each year at a regular meeting of the Board to hold office until their
respective successors are duly elected and qualified. The executive officers of the Fund and the Master Fund,
their ages, their positions with the Fund, their term of office and length of time served and their principal
occupations during the past five years (their titles may have varied during that period), currently are:

Name, Address and Age

Jonathan Pollack (43)

c/o Blackstone Real Estate
Income Advisors L.L.C.

345 Park Avenue

New York, New York 10154

Anthony F. Marone, Jr. (37)
c/o Blackstone Real Estate
Income Advisors L.L.C.

345 Park Avenue

New York, New York 10154

Leon Volchyok (36)

c/o Blackstone Real Estate
Income Advisors L.L.C.

345 Park Avenue

New York, New York 10154

Term of Office
Position(s) with and Length of Principal Occupation(s) During
Fund Time Served Past 5 Years

Chief Executive Officer ~ Since March 2017 Senior Managing Director

and President and Global Head of
BREDS (2015-Present)
Managing Director and
Global Head of
Commercial Real Estate,
as well as Head of Risk for
Structured Finance, at
Deutsche Bank
(1999-2015)

Chief Financial Officer ~ Since April 2017 Vice President (2013),

and Treasurer Senior Vice President
(2014-2015) and
Managing Director and
Chief Financial Officer
(2016-2019) of BREDS

Chief Legal Officer, Chief Legal Officer Vice President (2013-

Chief Compliance since August 2017 2014), Principal (2015-

Officer and Secretary Chief Compliance 2019) and Managing
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Other Accounts Managed by Master Fund Portfolio Managers (as of December 31, 2019)

The table below identifies, for each Portfolio Manager, the number of accounts (other than the BREIF Funds) for
which the Portfolio Manager is actively involved in the day-to-day management and trading responsibilities and
the total assets in such accounts.! For each category, the number of accounts and total assets in the accounts
where fees are based on performance are also indicated.

Data for private pooled investment funds and other separate accounts is reported based on the Investment
Manager’s practice of naming a particular individual or individuals to maintain oversight or trading responsibility
for each account. Where the named individuals have been assigned primary day-to-day responsibility for the
trading activities of a private pooled investment fund or separate account, that account has been allocated to those
individuals for disclosure purposes.

Number of
Accounts Assets
Managed for Managed for Beneficial
which Advisory which Advisory = Ownership of
Number of Fee is Fee is Equity
Type of Accounts  Total Assets  Performance-  Performance- Securities

w Account Managed Managed ($) Based Based ($) in the Registrant
Jonathan Pollack . ... .. Registered

Investment

Companies 3 0.39 billion 3 0.39 billion None

Other Pooled

Investment

Vehicles 57 20.13 billion 39 14.17 billion None

Other Accounts 18 2.58 billion 15 1.89 billion None
Michael Nash ........ Registered

Investment

Companies 3 0.39 billion 3 0.39 billion None

Other Pooled

Investment

Vehicles 57 20.13 billion 39 14.17 billion None

Other Accounts 18 2.58 billion 15 1.89 billion None
Michael Wiebolt ... ... Registered

Investment

Companies 3 0.39 billion 3 0.39 billion None

Other Pooled

Investment

Vehicles 18 5.79 billion 15 5.74 billion None

Other Accounts 8 1.59 billion 5 1.25 billion None

(M Includes the real estate-related securities sleeve for Blackstone Real Estate Income Trust, Inc. (“BREIT”), a
public non-listed REIT advised by an affiliate of Blackstone that invests primarily in stabilized commercial
real estate properties diversified by sector with a focus on providing current income, and to a lesser extent
(approximately 15%) in real estate-related securities. The BREIT liquid sleeve is invested and managed
alongside the BREDS Liquid Funds.

Compensation of Portfolio Managers

The Portfolio Managers’ compensation primarily comprises of a fixed salary and a discretionary bonus paid by
the Investment Manager or its affiliates and not by the Fund or the Master Fund. A portion of the discretionary
bonus may be paid in shares of stock or stock options of Blackstone, the parent company of the Investment
Manager, which stock options may be subject to certain vesting periods. The amount of the Portfolio Managers’
discretionary bonus, and the portion to be paid in shares or stock options of Blackstone, is determined by senior
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officers of the Investment Manager and/or Blackstone. In general, the amount of the bonus will be based on a
combination of factors, none of which is necessarily weighted more than any other factor. These factors may
include: the overall performance of the Investment Manager; the overall performance of Blackstone and its
affiliates and subsidiaries; the profitability to the Investment Manager derived from the management of the Fund,
the Master Fund and the other accounts managed by the Investment Manager; the absolute performance of the
Fund, the Master Fund and such other accounts for the preceding year; contributions by the Portfolio Managers
in assisting with managing the assets of the Investment Manager; and execution of managerial responsibilities,
client interactions and support of colleagues. The bonus is not based on a precise formula, benchmark or other
metric.

Securities Ownership of Portfolio Managers

The following table shows the dollar range of equity securities beneficially owned by the portfolio managers in
the Fund as of December 31, 2019:

Dollar Range of
Equity Securities in
Name of Portfolio Manager the Fund
Jonathan Pollack ............................ None
Michael Nash . ............ ... ... ... ....... None
Michael Wiebolt ............................ None
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CODES OF ETHICS

The Fund, the Master Fund, the Investment Manager and the Distributor have each adopted a code of ethics
(collectively, the “Codes of Ethics”) pursuant to the requirements of the 1940 Act. These Codes of Ethics permit
personnel subject to the Codes of Ethics to invest in securities, including securities that may be purchased or held
by the Master Fund, subject to a number of restrictions and controls.

Each of these Codes of Ethics is included as an exhibit to the Fund’s and the Master Fund’s registration
statements filed with the SEC. These Codes of Ethics are also available on the EDGAR database on the SEC’s
Internet site at http://www.sec.gov, and copies may be obtained, after paying a duplicating fee, by electronic
request at the following email address: publicinfo@sec.gov.

CONTROL PERSONS AND PRINCIPAL HOLDERS OF SECURITIES

A control person is any person who owns beneficially more than 25% of the Shares or who is otherwise deemed
to “control” the Fund. Such person may be able to determine or significantly influence the outcome of matters
submitted to a vote of the Fund’s shareholders. As of April 1, 2020, the Fund did not know of any person or
entity who owned beneficially more than 25% of the Institutional Class II Shares.

The Investment Manager, organized under the laws of Delaware and located at 345 Park Avenue, New York, New
York 10154, owns beneficially approximately 100% of the outstanding Advisor Class I Shares and approximately
9.17% of the outstanding Institutional Class II Shares as of April 1, 2020. Blackstone Real Estate Special Situations
Advisors L.L.C. is the sole member of the Investment Manager. Blackstone Holdings I L.P. is the sole member of
Blackstone Real Estate Special Situations Advisors L.L.C., and in that capacity, directs their operations. Blackstone
Holdings I/II GP Inc. is the general partner of Blackstone Holdings I L.P., and in that capacity directs its operations.
The Blackstone Group Inc. is the controlling shareholder of Blackstone Holdings I/II GP Inc., and in that capacity
directs its operations. Blackstone Group Management L.L.C. is the general partner of The Blackstone Group Inc.,
and in that capacity directs its operations. Blackstone Group Management L.L..C. is wholly-owned by Blackstone’s
senior managing directors and controlled by its founder, Stephen A. Schwarzman.

A principal shareholder is any person who owns of record or is known by the Fund to own of record or
beneficially 5% or more of any class of Shares. As of April 1, 2020, the following persons or entities, other than
the Investment Manager, owned beneficially or of record more than 5% of the Shares:

Percentage Ownership
Class Name and Address of Class Type of Ownership

Institutional Class II UAW Retirees of Daimler Trucks North America
Welfare Benefits Trust
700 Tower Drive Suite 300
Troy, MI 48098 10.09% Beneficial

As of April 1, 2020, the Trustees and officers of the Fund as a group owned less than 1% of the Shares.

INVESTMENT MANAGEMENT AND OTHER SERVICES

The Investment Manager

As detailed in the Prospectus, the Investment Manager is the investment adviser of the Fund and the Master Fund
and as such, has responsibility for the management of the Fund’s and the Master Fund’s affairs, under the
supervision of the Board. The Investment Manager is an affiliate of Blackstone, which is one of the world’s
leading investment firms with total assets under management of $571 billion. Blackstone’s asset management
businesses include investment vehicles focused on real estate, private equity, public debt and equity, growth
equity, opportunistic, non-investment grade credit, real assets and secondary funds, all on a global basis. The
Investment Manager is part of the Blackstone Real Estate group, which as of December 31, 2019 had
approximately $163 billion of investor capital under management in real estate funds or vehicles (including
approximately $22 billion in real estate-related debt funds or vehicles).
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The Investment Manager does not charge the Fund a Management Fee, but charges the Master Fund a
Management Fee and an Incentive Fee pursuant to the Master Fund Investment Management Agreement, of
which the Fund indirectly bears a pro rata share. The Management Fee will accrue monthly at an annual rate of
1.50% of the Master Fund’s Managed Assets at the end of such month before giving effect to the Management
Fee payment being calculated or any purchases or repurchases of Master Fund shares or distributions by the
Master Fund. The method of calculating the Management Fees payable by the Master Fund is described in more
detail in the Prospectus under “Management of the Fund—Investment Manager.” For the fiscal years ended
December 31, 2019, December 31, 2018 and December 31, 2017, the Master Fund paid the Investment Manager
Management Fees of $9,422,504, $9,887,314 and $9,922.,462, respectively, and Incentive Fees of $15,404,406,
$6,522,860 and $14,368,615, respectively, under the Master Fund Investment Management Agreement.

The Investment Manager has temporarily reduced its management fee to an annualized rate of 0.75% of the
Fund’s or the Master Fund’s Managed Assets, as the case may be, effective from October 1, 2014 until
December 31, 2020 (which may be extended, terminated or modified by the Investment Manager in its sole
discretion).

Administrator

State Street Bank and Trust Company (the “Administrator”), located at 1 Iron Street, Boston, MA 02110,
Attention: Blackstone Real Estate Income Fund II, serves as the administrator to the Fund and the Master Fund
pursuant to an Administration Agreement between the Fund and the Administrator and a separate Administration
Agreement between the Master Fund and the Administrator (each, an “Administration Agreement”). The
Administrator provides certain administrative, accounting and investor services to the Fund and the Master Fund,
as set forth in the Prospectus. The Administrator furnishes at its own expense, personnel necessary to perform its
obligations under the Administration Agreements. The Administrator is not required to pay the compensation of
any employees of the Fund or the Master Fund retained by the Boards of the Fund or Master Fund to perform
services on behalf of the Fund or the Master Fund. See the section entitled “Management of the Fund—Other
Service Providers to the Fund and Master Fund—The Administrator” in the Prospectus.

For the fiscal years ended December 31, 2019, December 31, 2018 and December 31, 2017, the Master Fund
paid the Administrator fees of $248,755, $227,164 and $220,940, respectively, under the Master Fund’s
Administration Agreement.

Custodian

State Street Bank and Trust Company serves as the custodian of the Fund’s assets and the Master Fund’s assets
pursuant to a Custodian Services Agreement between the Fund and the Custodian and a separate Custodian
Services Agreement between the Master Fund and the Custodian. See the section entitled “Management of the
Fund—Other Service Providers to the Fund and Master Fund—Custodian and Escrow Agent” in the Prospectus.

Independent Registered Public Accounting Firm

The Fund’s and the Master Fund’s independent registered public accounting firm is Deloitte & Touche LLP,
30 Rockefeller Plaza, New York, New York 10112. Deloitte conducts an annual audit of the Fund’s and Master
Fund’s financial statements.

Legal Counsel

Certain legal matters in connection with the Shares have been passed upon for the Fund by Simpson Thacher &
Bartlett LLP, New York, New York. Simpson Thacher & Bartlett LLP relied as to certain matters of Delaware
law on the opinion of Richards, Layton & Finger, P.A.
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PROXY VOTING POLICIES AND PROCEDURES

The Fund and the Master Fund have delegated proxy voting responsibilities to the Investment Manager, subject
to the Board’s general oversight. The proxy voting policies and procedures of the Investment Manager are
attached as Appendix A. Information regarding how the Fund and the Master Fund voted proxies relating to
portfolio securities during the 12-month period ending June 30, 2019 is available (1) without charge, upon
request, by calling toll free, 800-248-1621 and (2) on the SEC’s website at http://www.sec.gov.

BROKERAGE ALLOCATION AND OTHER PRACTICES

The Fund invests substantially all of its assets in the Master Fund in private transactions that will not involve
brokerage commissions. The Investment Manager is responsible for decisions to buy and sell securities for the
Master Fund, the selection of brokers and dealers to effect the transactions and the negotiation of prices and any
brokerage commissions. With respect to fixed income instruments and other types of securities, the Master Fund
may (i) purchase certain money market instruments directly from an issuer, in which case no commissions or
discounts are paid, (ii) purchase and sell securities in the over-the-counter market from or to an underwriter or
dealer serving as market maker for the securities, in which case the price includes a fixed amount of
compensation to the underwriter or dealer, and (iii) purchase and sell listed securities on an exchange, which are
effected through brokers who charge a commission for their services. Affiliates of the Investment Manager may
participate in the primary and secondary market for fixed income instruments. Because of certain limitations
imposed by the 1940 Act, this may restrict the Master Fund’s ability to acquire some fixed income instruments.
The Investment Manager does not believe that this will have a material effect on the Master Fund’s ability to
acquire fixed income instruments consistent with its investment policies. Sales to dealers are effected at bid
prices.

Payments of commissions to brokers who are affiliated persons of the Master Fund (or affiliated persons of such
persons) will be made in accordance with Rule 17e-1 under the 1940 Act.

Commissions paid on such transactions would be commensurate with the rate of commissions paid on similar
transactions to brokers that are not so affiliated.

The Investment Manager is responsible for making investments and will do so in a manner deemed fair and
reasonable in its sole discretion to the Master Fund and not according to any formula. The primary consideration
in all portfolio transactions is prompt execution of orders in an effective manner at the most favorable price. In
selecting broker-dealers and in negotiating prices and any brokerage commissions on such transactions, the
Investment Manager considers the firm’s reliability, integrity and financial condition and the firm’s execution
capability, the size and breadth of the market for the security, the size of and difficulty in executing the order,
and the best net price. There may be instances when, in the judgment of the Investment Manager, more than one
firm can offer comparable execution services.

A commission paid to such brokers may be higher than that which another qualified broker would have charged
for effecting the same transaction, provided that the Investment Manager determines in good faith that such
commission is reasonable in terms either of the transaction or the overall responsibility of the Investment
Manager to the Master Fund and its other clients and that the total commissions paid by the Master Fund will be
reasonable in relation to the benefits to the Master Fund over the long term. The Management Fee that the Master
Fund pays to the Investment Manager will not be reduced as a consequence of the Investment Manager’s receipt
of brokerage and research services. While such services are not expected to reduce the expenses of the
Investment Manager, the Investment Manager would, through use of the services, avoid the additional expenses
that would be incurred if they should attempt to develop comparable information through their own staffs.
Commission rates for brokerage transactions on foreign stock exchanges are generally fixed.

One or more of the other accounts that the Investment Manager manages, including the other feeder funds and
other BREDS Vehicles, may own from time to time some of the same investments as the Master Fund.
Investment decisions for the Master Fund are made independently from those of such other funds or accounts;
however, from time to time, the same investment decision may be made for more than one fund or account.
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Through Other Blackstone Vehicles, Blackstone currently invests and plans to continue to invest third party
capital in a wide variety of mortgage loans and real estate-related debt investment opportunities on a global basis.
As aresult, certain Other Blackstone Vehicles have investment objectives or guidelines that overlap with those of
the Fund and the Master Fund, in whole or in part. Investment opportunities that fall within such common
objectives or guidelines will generally be allocated among one or more of the Master Fund and such Other
Blackstone Vehicles on a basis that the Investment Manager determines to be “fair and reasonable” in its sole
discretion, subject to (i) any applicable investment objectives, focus, parameters, guidelines, investor preferences,
limitations and other contractual provisions and terms of the Master Fund and such Other Blackstone Vehicles,
(i1) the Master Fund and such Other Blackstone Vehicles having available capital with respect thereto, and

(iii) legal, tax, accounting, regulatory and other considerations deemed relevant by the Investment Manager
(including without limitation, Section 17 of the 1940 Act). As a result, in certain circumstances, a significant
portion of the investment opportunities that would otherwise be available to the Master Fund may be allocated, in
whole or in part, to Other Blackstone Vehicles.

While the annual portfolio turnover rate is not expected to exceed 200% in normal circumstances and has not yet
exceeded 100%, portfolio turnover rate is not considered a limiting factor in the execution of investment
decisions for the Master Fund. Because it is difficult to predict accurately portfolio turnover rates, actual turnover
may be higher or lower than expected. Higher portfolio turnover results in increased Master Fund costs,
including brokerage commissions, dealer mark-ups and other transaction costs on the sale of securities and on the
reinvestment in other securities.

As the Master Fund invests primarily in real estate debt investments, any brokerage commissions paid by the
Fund or the Master Fund for the fiscal years ended December 31, 2019, December 31, 2018 and December 31,
2017 were de minimis.

TAXES

Set forth below is a discussion of the material U.S. federal income tax aspects concerning the Fund and the
purchase, ownership and disposition of Shares. This discussion does not purport to be complete or to deal with all
aspects of U.S. federal income taxation that may be relevant to shareholders in light of their particular
circumstances. Unless otherwise noted, this discussion applies only to U.S. shareholders that hold Shares as
capital assets. A U.S. shareholder is an individual who is a citizen or resident of the United States, a U.S.
corporation, a trust if it (a) is subject to the primary supervision of a court in the United States and one or more
U.S. persons have the authority to control all substantial decisions of the trust or (b) has made a valid election to
be treated as a U.S. person, or any estate the income of which is subject to U.S. federal income tax regardless of
its source. This discussion is based upon present provisions of the Code, the regulations promulgated thereunder,
and judicial and administrative ruling authorities, all of which are subject to change, or differing interpretations
(possibly with retroactive effect). This discussion does not represent a detailed description of the U.S. federal
income tax consequences relevant to special classes of taxpayers including, without limitation, financial
institutions, insurance companies, investors in pass-through entities, U.S. shareholders whose “functional
currency” is not the U.S. dollar, tax-exempt organizations, dealers in securities or currencies, traders in securities
or commodities that elect mark to market treatment, or persons that will hold Shares as a position in a “straddle,”
“hedge” or as part of a “constructive sale” for U.S. federal income tax purposes. In addition, this discussion does
not address the application of the Medicare tax on net investment income or the U.S. federal alternative
minimum tax. Prospective investors should consult their tax advisors with regard to the U.S. federal tax
consequences of the purchase, ownership, or disposition of Shares, as well as the tax consequences arising
under the laws of any state, foreign country or other taxing jurisdiction.

Taxation of the Master Fund

The Master Fund intends to be treated as a partnership for U.S. federal income tax purposes for as long as it has
at least two shareholders. As a result, the Master Fund will itself generally not be subject to U.S. federal income
tax. Rather, each of the Master Fund’s shareholders, including the Fund, will be required to take into account, for
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U.S. federal income tax purposes, its allocable share of the Master Fund’s items of income, gain, loss, deduction
and credit. For purposes of the discussion below, references to investments and activities of the Fund are deemed
to include the Fund’s allocable share of investments and activities of the Master Fund.

Taxation of the Fund

The Fund has elected to be treated, and intends to qualify annually, as a regulated investment company (a “RIC”)
under Subchapter M of the Code.

To qualify for the favorable U.S. federal income tax treatment generally accorded to RICs, the Fund must, among
other things: (i) derive in each taxable year at least 90% of its gross income from (a) dividends, interest,
payments with respect to securities loans and gains from the sale or other disposition of stock, securities or
foreign currencies or other income (including but not limited to gains from options, futures or forward contracts)
derived with respect to its business of investing in such stock, securities or currencies; and (b) net income derived
from interests in certain publicly traded partnerships that are treated as partnerships for U.S. federal income tax
purposes and that derive less than 90% of their gross income from the items described in (a) above (each a
“Qualified Publicly Traded Partnership”); and (ii) diversify its holdings so that, at the end of each quarter of the
taxable year, (a) at least 50% of the value of the Fund’s assets is represented by cash and cash items (including
receivables), U.S. government securities, the securities of other RICs and other securities, with such other
securities limited, with respect to any one issuer, to an amount not greater than 5% of the value of the Fund’s
total assets and not greater than 10% of the outstanding voting securities of such issuer, and (b) not more than
25% of the value of its total assets is represented by the securities (other than U.S. government securities or the
securities of other RICs) of (I) any one issuer, (II) any two or more issuers that the Fund controls and that are
engaged in the same, similar or related trades or businesses, or (III) any one or more Qualified Publicly Traded
Partnerships. For purposes of determining whether the Fund satisfies the 90% gross income test described in
clause (2) above, the character of the Fund’s distributive share of items of income, gain and loss derived through
the Master Fund generally will be determined as if the Fund realized such tax items directly. Similarly, for
purposes of determining whether the Fund satisfies the asset diversification test described in clause (3) above, the
Fund intends to “look through” the Master Fund to the underlying assets.

As a RIC, the Fund generally will not be subject to U.S. federal income tax on its investment company taxable
income (as that term is defined in the Code, but determined without regard to the deduction for dividends paid)
and net capital gain (the excess of net long-term capital gain over net short-term capital loss), if any, that it
distributes in each taxable year to its shareholders, provided that it distributes at least 90% of the sum of its
investment company taxable income and its net tax-exempt income for such taxable year. The Fund intends to
distribute to its shareholders, at least annually, substantially all of its investment company taxable income and net
capital gain.

Amounts not distributed on a timely basis in accordance with a calendar year distribution requirement are subject
to a nondeductible 4% U.S. federal excise tax. To prevent imposition of the excise tax, the Fund must distribute
during each calendar year an amount at least equal to the sum of (i) 98% of its ordinary income (not taking into
account any capital gains or losses) for the calendar year, (ii) 98.2% of its capital gains in excess of its capital
losses (adjusted for certain ordinary losses) for the one-year period ending October 31 of the calendar year, and
(iii) any ordinary income and capital gains for previous years that were not distributed during those years. For
these purposes, the Fund will be deemed to have distributed any income or gains on which it paid U.S. federal
income tax.

A distribution will be treated as paid on December 31 of any calendar year if it is declared by the Fund in
October, November or December with a record date in such a month and paid by the Fund during January of the
following calendar year. Such distributions will be taxable to shareholders in the calendar year in which the
distributions are declared, rather than the calendar year in which the distributions are received.

If the Fund failed to qualify as a RIC or failed to satisfy the 90% distribution requirement in any taxable year, the
Fund would be subject to U.S. federal income tax at regular corporate rates on its taxable income (including
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distributions of net capital gain), even if such income were distributed to its shareholders, and all distributions
out of earnings and profits would be taxed to shareholders as ordinary dividend income. Such distributions
generally would be eligible (i) to be treated as “qualified dividend income” in the case of individual and other
noncorporate shareholders and (ii) for the dividends received deduction in the case of corporate shareholders. In
addition, the Fund could be required to recognize unrealized gains, pay taxes and make distributions (which
could be subject to interest charges) before requalifying for taxation as a RIC.

Distributions

Distributions to shareholders by the Fund of ordinary income (including “market discount” realized by the Fund
on the sale of debt securities), and of net short-term capital gains, if any, realized by the Fund will generally be
taxable to shareholders as ordinary income to the extent that such distributions are paid out of the Fund’s current
or accumulated earnings and profits. Distributions, if any, of net capital gains properly reported as “capital gain
dividends” will be taxable as long-term capital gains, regardless of the length of time the shareholder has owned
Shares. A distribution of an amount in excess of the Fund’s current and accumulated earnings and profits (as
determined for U.S. federal income tax purposes) will be treated by a shareholder as a return of capital which
will be applied against and reduce the shareholder’s basis in his or her Shares. To the extent that the amount of
any such distribution exceeds the shareholder’s basis in his or her Shares, the excess will be treated by the
shareholder as gain from a sale or exchange of the Shares. Distributions paid by the Fund generally will not be
eligible for the dividends received deduction allowed to corporations or for the reduced rates applicable to certain
qualified dividend income received by non-corporate shareholders.

Distributions will be treated in the manner described above regardless of whether such distributions are paid in
cash or invested in additional Shares pursuant to the Plan. Shareholders receiving distributions in the form of
additional Shares will generally be treated as receiving a distribution in the amount of the fair market value of the
distributed Shares. The additional Shares received by a shareholder pursuant to the Plan will have a new holding
period commencing on the day following the day on which the Shares were credited to the shareholder’s account.

The Fund may elect to retain its net capital gain or a portion thereof for investment and be taxed at corporate
rates on the amount retained. In such case, it may designate the retained amount as undistributed capital gains in
a notice to its shareholders, who will be treated as if each received a distribution of his pro rata share of such
gain, with the result that each shareholder will (i) be required to report its pro rata share of such gain on its tax
return as long-term capital gain, (ii) receive a refundable tax credit for its pro rata share of tax paid by the Fund
on the gain and (iii) increase the tax basis for its Shares by an amount equal to the deemed distribution less the
tax credit.

The Internal Revenue Service currently requires that a RIC that has two or more classes of stock allocate to each
such class proportionate amounts of each type of its income (such as ordinary income and capital gains) based
upon the percentage of total dividends paid to each class for the tax year. Accordingly, if the Fund issues
Preferred Shares, the Fund intends to allocate capital gain dividends, if any, between its Shares and Preferred
Shares in proportion to the total dividends paid to each class with respect to such tax year.

Shareholders will be notified annually as to the U.S. federal tax status of distributions, and shareholders receiving
distributions in the form of additional Shares will receive a report as to the NAV of those Shares.

Sale or Exchange of Shares

Upon the sale or other disposition of Shares (except pursuant to a repurchase by the Fund, as described below), a
shareholder will generally realize a capital gain or loss in an amount equal to the difference between the amount
realized and the shareholder’s adjusted tax basis in the Shares sold. Such gain or loss will be long-term or short-
term, depending upon the shareholder’s holding period for the Shares. Generally, a shareholder’s gain or loss will
be a long-term gain or loss if the Shares have been held for more than one year. For non-corporate taxpayers,
long-term capital gains are currently eligible for reduced rates of taxation.
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No loss will be allowed on the sale or other disposition of Shares if the owner acquires (including pursuant to the
Plan) or enters into a contract or option to acquire securities that are substantially identical to such Shares within
30 days before or after the disposition. In such a case, the basis of the securities acquired will be adjusted to
reflect the disallowed loss. Losses realized by a shareholder on the sale or exchange of Shares held for six
months or less are treated as long-term capital losses to the extent of any distribution of long-term capital gain
received (or amounts designated as undistributed capital gains) with respect to such Shares.

From time to time, the Fund offers to repurchase its outstanding Shares. Shareholders who tender all Shares held,
or considered to be held, by them will be treated as having sold their Shares and generally will realize a capital
gain or loss. If a shareholder tenders fewer than all of its Shares or fewer than all Shares tendered are
repurchased, such shareholder may be treated as having received a taxable dividend upon the tender of its Shares.
In such a case, there is a risk that non-tendering shareholders, and shareholders who tender some but not all of
their Shares or fewer than all of whose Shares are repurchased, in each case whose percentage interests in the
Fund increase as a result of such tender, will be treated as having received a taxable distribution from the Fund.
The extent of such risk will vary depending upon the particular circumstances of the tender offer, and in
particular whether such offer is a single and isolated event or is part of a plan for periodically redeeming Shares
of the Fund.

Under U.S. Treasury regulations, if a shareholder recognizes a loss with respect to Shares of $2 million or more
for an individual shareholder or $10 million or more for a corporate shareholder, the shareholder must file with
the Internal Revenue Service a disclosure statement on Internal Revenue Service Form 8886. Direct shareholders
of portfolio securities are in many cases excepted from this reporting requirement, but under current guidance,
shareholders of a RIC are not excepted. Future guidance may extend the current exception from this reporting
requirement to shareholders of most or all RICs. The fact that a loss is reportable under these regulations does not
affect the legal determination of whether the taxpayer’s treatment of the loss is proper. Shareholders should
consult their tax advisors to determine the applicability of these regulations in light of their individual
circumstances.

Nature of Fund’s Investments

Certain of the Fund’s hedging and derivatives transactions are subject to special and complex U.S. federal
income tax provisions that may, among other things, (i) disallow, suspend or otherwise limit the allowance of
certain losses or deductions, (ii) convert lower-taxed long-term capital gain into higher-taxed short-term capital
gain or ordinary income, (iii) convert an ordinary loss or a deduction into a capital loss (the deductibility of
which is more limited), (iv) cause the Fund to recognize income or gain without a corresponding receipt of cash,
(v) adversely affect the time as to when a purchase or sale of stock or securities is deemed to occur,

(vi) adversely alter the intended characterization of certain complex financial transactions and (vii) produce
income that will not be treated as qualifying income for purposes of the 90% gross income test described above.
These rules could therefore affect the character, amount and timing of distributions to shareholders and the
Fund’s status as a RIC. The Fund will monitor its transactions and may make certain tax elections in order to
mitigate the effect of these provisions.

Below Investment Grade Instruments

The Fund invests a portion of its Managed Assets in below investment grade (high yield) instruments, commonly
known as “high yield” instruments. Investments in these types of instruments may present special tax issues for
the Fund. U.S. federal income tax rules are not entirely clear about issues such as when the Fund may cease to
accrue interest, original issue discount or market discount, when and to what extent deductions may be taken for
bad debts or worthless instruments, how payments received on obligations in default should be allocated between
principal and income and whether exchanges of debt obligations in a bankruptcy or workout context are taxable.
These and other issues will be addressed by the Fund, to the extent necessary, to preserve its status as a RIC and
to distribute sufficient income to not become subject to U.S. federal income tax.
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Original Issue Discount

Investments by the Fund debt obligations that are treated under applicable tax rules as having original issue
discount (such as zero coupon securities, debt instruments with PIK interest, step-up bonds or other discount
securities) will result in income to the Fund equal to the accrued original issue discount each year during which
the Fund holds the securities, even if the Fund receives no cash interest payments. If the Fund purchases debt
instruments as part of a package of investments where the Fund also invests in common stock, other equity
securities or warrants, the Fund might be required to accrue original issue discount in an amount equal to the
value of such common stock, other equity securities or warrants (even if the face amount of such debt
instruments does not exceed the Fund’s purchase price for such package of investments). Original issue discount
is included in determining the amount of income which the Fund must distribute to maintain its qualification for
the favorable U.S. federal income tax treatment generally accorded to RICs and to avoid the payment of U.S.
federal income tax and the nondeductible 4% U.S. federal excise tax. Because such income may not be matched
by a corresponding cash distribution to the Fund, the Fund may be required to borrow money or dispose of other
securities to be able to make distributions to its shareholders.

Market Discount Securities

In general, the Fund will be treated as having acquired a security with market discount if its stated redemption
price at maturity (or, in the case of a security issued with original issue discount, its revised issue price) exceeds
the Fund’s initial tax basis in the security by more than a statutory de minimis amount. The Fund will be required
to treat any principal payments on, or any gain derived from the disposition of, any securities acquired with
market discount as ordinary income to the extent of the accrued market discount, unless the Fund makes an
election to accrue market discount on a current basis. If this election is not made, all or a portion of any
deduction for interest expense incurred to purchase or carry a market discount security may be deferred until the
Fund sells or otherwise disposes of such security.

Currency Fluctuations

Under Section 988 of the Code, gains or losses attributable to fluctuations in exchange rates between the time the
Fund accrues income or receivables or expenses or other liabilities denominated in a foreign currency and the
time the Fund actually collects such income or receivables or pays such liabilities are generally treated as
ordinary income or loss. Similarly, gains or losses on foreign currency, foreign currency forward contracts,
certain foreign currency options or futures contracts and the disposition of debt securities denominated in foreign
currency, to the extent attributable to fluctuations in exchange rates between the acquisition and disposition
dates, are also treated as ordinary income or loss.

Foreign Taxes

The Fund’s investment in non-U.S. securities may be subject to non-U.S. withholding taxes. In that case, the
Fund’s yield on those securities would be decreased. Shareholders will generally not be entitled to claim a credit
or deduction with respect to foreign taxes paid by the Fund.

Preferred Shares or Borrowings

If the Fund utilizes leverage through the issuance of Preferred Shares or borrowings, it may be restricted by
certain covenants with respect to the declaration of, and payment of, dividends on Shares in certain
circumstances. Limits on the Fund’s payments of dividends on Shares may prevent the Fund from meeting the
distribution requirements described above, and may, therefore, jeopardize the Fund’s qualification for taxation as
a RIC and possibly subject the Fund to the 4% excise tax. The Fund will endeavor to avoid restrictions on its
ability to make dividend payments.

Backup Withholding

The Fund may be required to withhold from all distributions and redemption proceeds payable to U.S.
shareholders who fail to provide the Fund with their correct taxpayer identification numbers or to make required
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certifications, or who have been notified by the Internal Revenue Service that they are subject to backup
withholding. Certain shareholders specified in the Code generally are exempt from such backup withholding.
This backup withholding is not an additional tax. Any amounts withheld may be refunded or credited against the
shareholder’s U.S. federal income tax liability, provided the required information is timely furnished to the
Internal Revenue Service.

Foreign Shareholders

U.S. taxation of a shareholder who is a nonresident alien individual, a foreign trust or estate or a foreign
corporation, as defined for U.S. federal income tax purposes (a “foreign shareholder”), depends on whether the
income from the Fund is “effectively connected” with a U.S. trade or business carried on by the shareholder.

If the income from the Fund is not “effectively connected” with a U.S. trade or business carried on by the foreign
shareholder, distributions of investment company taxable income will be subject to a U.S. tax of 30% (or lower
treaty rate), which tax is generally withheld from such distributions. However, dividends paid by the Fund that
are “interest-related dividends” or “short-term capital gain dividends” will generally be exempt from such
withholding, in each case to the extent the Fund properly reports such dividends to shareholders. For these
purposes, interest-related dividends and short-term capital gain dividends generally represent distributions of
interest or short-term capital gains that would not have been subject to U.S. federal withholding tax at the source
if received directly by a foreign shareholder, and that satisfy certain other requirements. A foreign shareholder
whose income from the Fund is not “effectively connected” with a U.S. trade or business would generally be
exempt from U.S. federal income tax on capital gain dividends, any amounts retained by the Fund that are
designated as undistributed capital gains and any gains realized upon the sale or exchange of Shares. However, a
foreign shareholder who is a nonresident alien individual and is physically present in the United States for more
than 182 days during the taxable year and meets certain other requirements will nevertheless be subject to a U.S.
tax of 30% on such capital gain dividends, undistributed capital gains and sale or exchange gains.

If the income from the Fund is “effectively connected” with a U.S. trade or business carried on by a foreign
shareholder, then distributions of investment company taxable income, any capital gain dividends, any amounts
retained by the Fund that are designated as undistributed capital gains and any gains realized upon the sale or
exchange of Shares will be subject to U.S. federal income tax at the graduated rates applicable to U.S. citizens,
residents or domestic corporations. Foreign corporate shareholders may also be subject to the branch profits tax
imposed by the Code.

Very generally, special tax rules would apply if the Fund holds “United States real property interests”
(“USRPIs”) (or if the Fund holds assets that would be treated as USRPIs but for certain exceptions applicable to
RICs) the fair market value of which equals or exceeds 50% of the sum of the fair market values of the Fund’s
USRPIs, interests in real property located outside the United States, and other assets used or held for use in a
trade or business. Such rules could result in U.S. tax withholding from certain distributions to foreign
shareholders. Furthermore, such shareholders may be required to file a U.S. tax return and pay tax on such
distributions—and, in certain cases, gain realized on sale of Shares—at regular U.S. federal income tax rates. The
Fund does not expect to invest in a significant percentage of USRPISs, so these special tax rules are not likely to

apply.

The Fund may be required to withhold from distributions that are otherwise exempt from U.S. federal
withholding tax (or taxable at a reduced treaty rate) unless the foreign shareholder certifies his or her foreign
status under penalties of perjury or otherwise establishes an exemption.

The tax consequences to a foreign shareholder entitled to claim the benefits of an applicable tax treaty may differ
from those described herein. Foreign shareholders are advised to consult their own tax advisers with respect to
the particular tax consequences to them of an investment in the Fund.

Additional Withholding Requirements

Under Sections 1471 through 1474 of the Code (such Sections commonly referred to as “FATCA”), a 30%
United States federal withholding tax may apply to any dividends that the Fund pays to (i) a “foreign financial
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institution” (as specifically defined in the Code), whether such foreign financial institution is the beneficial
owner or an intermediary, unless such foreign financial institution agrees to verify, report and disclose its United
States “account” holders (as specifically defined in the Code) and meets certain other specified requirements or
(i1) a non-financial foreign entity, whether such non-financial foreign entity is the beneficial owner or an
intermediary, unless such entity provides a certification that the beneficial owner of the payment does not have
any substantial United States owners or provides the name, address and taxpayer identification number of each
such substantial United States owner and certain other specified requirements are met. In certain cases, the
relevant foreign financial institution or non-financial foreign entity may qualify for an exemption from, or be
deemed to be in compliance with, these rules. In addition, foreign financial institutions located in jurisdictions
that have an intergovernmental agreement with the United States governing FATCA may be subject to different
rules. You should consult your own tax advisor regarding FATCA and whether it may be relevant to your
ownership of Shares.

Other Taxation

Fund shareholders may be subject to state, local and foreign taxes on their Fund distributions. Shareholders are
advised to consult their own tax advisers with respect to the particular tax consequences to them of an investment
in the Fund.
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FINANCIAL STATEMENTS

The audited financial statements and related report of Deloitte & Touche LLP, independent registered public
accounting firm, for the Fund and the Master Fund contained in the Fund’s Annual Report are hereby
incorporated by reference. A copy of the Annual Report may be obtained upon request and without charge by
writing State Street Bank and Trust Company, 1 Iron Street, Boston, MA 02110, or by calling 1-855-890-7725.
No other portions of the Fund’s Annual Report are incorporated herein by reference.

-59-



Appendix A

Blackstone Real Estate Income Fund, Blackstone Real Estate Income Fund 11
and Blackstone Real Estate Income Master Fund (collectively, the ‘“Funds”)
Proxy Voting Policies and Procedures

The Funds have delegated the voting of proxies for Fund securities to Blackstone Real Estate Income Advisors
L.L.C. (the “Investment Manager”) pursuant to the Investment Manager’s proxy voting guidelines, which the
Funds have adopted. Under these guidelines, the Investment Manager will vote proxies related to the Funds’
securities in the best interests of the Funds and their shareholders. Set forth below is a copy of the Investment
Manager’s proxy voting policies and procedures.

L. Policy

Proxy voting is an important right of shareholders and reasonable care and diligence must be undertaken to
ensure that such rights are properly and timely exercised. When a Fund is requested to vote on matters pertaining
to the Fund, the Investment Manager, on behalf of the Fund, will vote these proxies in the best interest of the
Fund’s investors and in accordance with these policies and procedures. These policies and procedures are a
supplement to, and form a part of, the Manual.

II. Proxy Voting Procedures
All proxies received by the Fund will be sent to the Investment Manager’s CCO, who will ensure that:
(1) A record is kept of each proxy received, which record keeping may be delegated as the CCO determines;

(2) The proxy is forwarded, by e-mail or otherwise, to the investment professional who monitors the investment
or the Investment Manager’s CIO, who will make the voting decision with respect to such proxy (the
“Voting Person”); and

(3) The Voting Person is provided the name of the entity that holds the security and the date by which the Fund
must vote the proxy in order to allow enough time for the completed proxy to be returned to the issuer prior
to the vote taking place.

Absent material conflicts (see Section IV), the Voting Person will determine how the Investment Manager
should vote the proxy. The Voting Person will communicate his or her decision to the individual responsible for
completing the proxy and delivering it in a timely and appropriate manner.

The Investment Manager may retain a third party to assist it in coordinating and voting proxies with respect
to the Funds’ securities. If so, the Investment Manager’s CCO, CFO and/or COO shall monitor the third party to
assure that all proxies are being properly voted and appropriate records are being retained.

In the ordinary course of business, the Fund’s securities may be borrowed, hypothecated, rehypothecated or
pledged by the Fund’s custodians on the record date for determining eligibility to vote a proxy. In such case, the
Fund typically will not be eligible to vote the securities. The Investment Manager does not believe it is necessary
or practical to insist that the custodians “lock up” the Fund’s securities at all times (i.e., not allow the Fund’s
securities to be borrowed, hypothecated, rehypothecated or pledged). However, the Investment Manager will
request that the custodian “lock up” the Fund’s securities on a record date if the vote in question is material to the
Fund’s investment.

I11. Voting Guidelines

In the absence of specific voting guidelines from the investors of a Fund, the Investment Manager, on behalf
of a Fund, will vote proxies in the best interests of the Fund’s investors. The Investment Manager believes that
voting proxies for equity securities in accordance with the following guidelines is in the best interests of the
investors of the Fund.
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e Generally, the Investment Manager will vote in favor of routine corporate housekeeping proposals,
including election of directors (where no corporate governance issues are implicated), selection of
independent auditors (even, for the avoidance of doubt, where the proposed auditor is currently the
auditor of a Fund affiliate), and increases in or reclassification of common stock.

e Generally, the Investment Manager will vote against proposals that make it more difficult to replace
members of the issuer’s board of directors, including proposals to stagger the board, cause management
to be overrepresented on the board, introduce cumulative voting, introduce unequal voting rights, and
create supermajority voting.

For other proposals relating to equity securities, the Investment Manager, on behalf of the Fund, will
determine whether a proposal is in the investors’ best interests and may take into account the following factors,
among others:

(1) whether the proposal was recommended by management and the Investment Manager’s opinion of
management;

(2) whether the proposal acts to entrench existing management; and

(3) whether the proposal fairly compensates management for past and future performance.

For proxies relating to non-equity securities, the Investment Manager, on behalf of the Fund, will determine
on a case-by-case basis whether a proposal is in the investors’ best interests taking into account the class of
investment held by the Fund’s investors and such other factors the Investment Manager deems appropriate.

The Investment Manager, on behalf of the Fund, may elect not to vote certain routine proxies where doing
so would be unduly burdensome.

IV. Conflicts of Interest

(1) The Investment Manager’s CCO will identify any conflicts that exist between the interests of a Fund and its
investors. This examination will include a review of the relationship of the Fund and its affiliates with the
issuer of each security and any of the issuer’s affiliates to determine if the issuer is an investor of the Fund
or an affiliate of the Fund, or the issuer has some other relationship with the Fund or an affiliate of the Fund.

(2) If a material conflict exists, the Investment Manager will determine whether voting in accordance with the
voting guidelines and factors described above is in the best interests of the investors of the Fund.

V. Disclosure

Each Fund will disclose in each prospectus that investors in the Fund, by written request, may obtain
information on how the Investment Manager, on behalf of the Fund, voted proxies received by the Fund, and may
obtain a copy of these policies and procedures. If an investor so requests this information, the Investment
Manager’s CCO, will prepare a written response to the investor that, with respect to the time period in question,
lists, with respect to each voted proxy, (1) the name of the issuer; (2) the proposal voted upon; and (3) how the
Investment Manager, on behalf of the Fund, voted the proxy.

VI. Recordkeeping

The Investment Manager’s CCO will designate an individual to maintain records relating to the Fund’s
proxy voting procedures. Records will be maintained and preserved for seven years from the end of the fiscal
year during which the last entry was made on a record, with records for at least the first two years kept on site.
The following will be included in such records:

(a) A record of each vote that the Investment Manager casts on behalf of the Fund;

(b) A copy of any document that the Investment Manager created that was material to making a decision on
how to vote proxies, or that memorializes the decision; and
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(c) A copy of each written client/investor request for information on how the Fund voted proxies, and a copy of
any written response to such request.

VII. Class Actions

When a recovery is achieved in a class action, investors who owned shares in the company subject to the
action have the option to either: (1) opt out of the class action and pursue their own remedy; or (2) participate in
the recovery achieved via the class action. If class action documents are received by a Fund, the Voting Person,
with input from the Investment Manager’s CCO, will determine if it is in the best interests of the Fund to
participate in, or opt out of, the class action. The Investment Manager’s CCO will maintain appropriate
documentation of such decision.

A-3



	Table of Contents 
	Fundamental Investment Restrictions 
	Investment Objective and Techniques 
	Management 
	Codes of Ethics 
	Control Persons and Principal Holders of Securities 
	Investment Management and Other Services 
	The Investment Manager 
	Administrator 
	Custodian 
	Independent Registered Public Accounting Firm 
	Legal Counsel 
	Proxy Voting Policies and Procedures 
	Brokerage Allocation and Other Practices 
	Taxes 
	Financial Statements 
	Appendix A - Proxy Voting Policies and Procedures 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 2.00000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 2.00000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 800
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /Unknown

  /CreateJDFFile false
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (RRD High Resolution \(Letter Page Size\))
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


