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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

        This report contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, or the Securities Act, and
Section 21E of the Securities Exchange Act of 1934, or the Exchange Act, which reflect our current views with respect to, among other things,
our operations and financial performance. You can identify these forward-looking statements by the use of words such as "outlook," "believe,"
"expect," "potential," "continue," "may," "should," "seek," "approximately," "predict," "intend," "will," "plan," "estimate," "anticipate" or the
negative version of these words or other comparable words. Forward-looking statements are subject to various risks and uncertainties.
Accordingly, there are or will be important factors that could cause actual outcomes or results to differ materially from those indicated in these
statements. We believe these factors include but are not limited to those described under the section entitled "Risk Factors" in this report. These
factors should not be construed as exhaustive and should be read in conjunction with the other cautionary statements that are included in this
report and in our other periodic filings. We do not undertake any obligation to publicly update or review any forward-looking statement, whether
as a result of new information, future developments or otherwise.

        In this report, references to "KKR," "we," "us," "our" and "our partnership" refer to KKR & Co. L.P. and its consolidated subsidiaries. Prior
to KKR & Co. L.P. becoming listed on the New York Stock Exchange ("NYSE") on July 15, 2010, KKR Group Holdings L.P. ("Group
Holdings") consolidated the financial results of the KKR Group Partnerships (as defined below) and their consolidated subsidiaries.

        References to "our Managing Partner" are to KKR Management LLC, our general partner; references to "KKR Guernsey" are to
KKR & Co. (Guernsey) L.P. (f/k/a KKR Private Equity Investors, L.P. or "KPE"); references to the "Combined Business" of KKR refer to the
business of KKR that resulted from the Transactions (as defined below); references to the "KKR Group Partnerships" are to KKR Management
Holdings L.P. and KKR Fund Holdings L.P., which became holding companies for the Combined Business on October 1, 2009; and references
to the "KPE Investment Partnership" are to KKR PEI Investments, L.P., a lower tier partnership through which KPE made all of its investments
prior to October 1, 2009.

        Unless otherwise indicated, references to equity interests in the Combined Business, or to percentage interests in the Combined Business,
reflect the aggregate equity of the KKR Group Partnerships and are net of amounts that have been allocated to our principals in respect of the
carried interest from the Combined Business as part of our "carry pool" and certain minority interests in our business that were not acquired by
the KKR Group Partnerships in connection with the Transactions. References to our "principals" are to our senior employees and non-employee
operating consultants who hold interests in the Combined Business through KKR Holdings L.P., which we refer to as "KKR Holdings" and
references to our "senior principals" are to principals who also hold interests in our Managing Partner entitling them to vote for the election of its
directors.

        On October 1, 2009, we completed the acquisition of all of the assets and liabilities of KKR Guernsey and, in connection with such
acquisition, completed a series of transactions pursuant to which the business of KKR was reorganized into a holding company structure. We
refer to the acquisition of the assets and liabilities of KKR Guernsey as the "Combination Transaction," to our reorganization into a holding
company structure as the "Reorganization Transactions" and to the Combination Transaction and the Reorganization Transactions collectively as
the "Transactions." Our financial information for periods prior to the Transactions is, for accounting purposes, based on a group of certain
combined and consolidated entities under common control of our senior principals and under the common ownership of our principals and
certain other individuals who have been involved in our

ii
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business, and our financial information for periods subsequent to the Transactions is, for accounting purposes, based on a group consisting of
KKR & Co. L.P. and its consolidated subsidiaries.

        In this report, the term "assets under management," or "AUM", represents the assets from which KKR is entitled to receive fees or a carried
interest and general partner capital. We believe this measure is useful to investors as it provides additional insight into KKR's capital raising
activities and the overall activity in its investment funds and vehicles. KKR calculates the amount of AUM as of any date as the sum of: (i) the
fair value of the investments of KKR's investment funds plus uncalled capital commitments from these funds; (ii) the fair value of investments in
KKR's co-investment vehicles; (iii) the net asset value of certain of KKR's fixed income products; (iv) the value of outstanding structured
finance vehicles and (v) the fair value of other assets managed by KKR. KKR's definition of AUM is not based on the definitions of AUM that
may be set forth in agreements governing the investment funds, vehicles or accounts that it manages and is not calculated pursuant to any
regulatory definitions.

        In this report, the term "fee paying assets under management," or "FPAUM", represents only those assets under management from which
KKR receives fees. We believe this measure is useful to investors as it provides additional insight into the capital base upon which KKR earns
management fees. This relates to KKR's capital raising activities and the overall activity in its investment funds and vehicles, for only those
funds and vehicles where KKR receives fees (i.e., excluding vehicles that receive only carried interest or general partner capital). FPAUM is the
sum of all of the individual fee bases that are used to calculate KKR's fees and differs from AUM in the following respects: (i) assets from which
KKR does not receive a fee are excluded (i.e., assets with respect to which it receives only carried interest); and (ii) certain assets, primarily in
its private equity funds, are reflected based on capital commitments and invested capital as opposed to fair value because fees are not impacted
by changes in the fair value of underlying investments.

        In this report, the term "fee related earnings," or "FRE", is comprised of segment operating revenues less segment operating expenses and is
used by management as an alternative measurement of the operating earnings of KKR and its business segments before investment income. We
believe this measure is useful to investors as it provides additional insight into the operating profitability of our fee generating management
companies and capital markets businesses. The components of FRE on a segment basis differ from the equivalent GAAP amounts on a
consolidated basis as a result of: (i) the inclusion of management fees earned from consolidated funds that were eliminated in consolidation;
(ii) the exclusion of fees and expenses of certain consolidated entities; (iii) the exclusion of charges relating to the amortization of intangible
assets; (iv) the exclusion of charges relating to carry pool allocations; (v) the exclusion of non-cash equity charges and other non-cash
compensation charges borne by KKR Holdings or incurred under the KKR & Co. L.P. 2010 Equity Incentive Plan; (vi) the exclusion of certain
reimbursable expenses; and (vii) the exclusion of certain non-recurring items.

        In this report, the term "economic net income (loss)," or "ENI", is a measure of profitability for KKR's reportable segments and is used by
management as an alternative measurement of the operating and investment earnings of KKR and its business segments. We believe this
measure is useful to investors as it provides additional insight into the overall profitability of KKR's businesses inclusive of investment income
and carried interest. ENI is comprised of: (i) FRE; plus (ii) segment investment income (loss), which is reduced for carry pool allocations and
management fee refunds; less (iii) certain economic interests in KKR's segments held by third parties. ENI differs from net income (loss) on a
GAAP basis as a result of: (i) the exclusion of the items referred to in FRE above; (ii) the exclusion of investment income (loss) relating to
noncontrolling interests; and (iii) the exclusion of income taxes.

        You should note that our calculations of AUM, FPAUM, FRE, ENI and other financial measures may differ from the calculations of other
investment managers and, as a result, our measurements of AUM, FPAUM, FRE, ENI and other financial measures may not be comparable to
similar measures

iii
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presented by other investment managers. For important information regarding these and other financial measures, please see "Management's
Discussion and Analysis of Financial Condition & Results of Operations�Segment Operating and Performance Measures."

        References to "our funds" or "our vehicles" refer to the investment funds, vehicles and/or accounts advised, sponsored or managed by one
or more subsidiaries of KKR, unless the context requires otherwise.

        In this report, the term "GAAP" refers to generally accepted accounting principles in the United States.

        Unless otherwise indicated, references in this report to our fully diluted common units outstanding, or to our common units outstanding on
a fully diluted basis, reflect (i) actual common units outstanding, (ii) common units into which KKR Group Partnership Units not held by us are
exchangeable pursuant to the terms of the exchange agreement described in this report and (iii) common units issuable pursuant to any equity
awards actually issued under the KKR & Co. L.P. 2010 Equity Incentive Plan, which we refer to as our "Equity Incentive Plan," but do not
reflect common units available for issuance pursuant to our Equity Incentive Plan for which grants have not yet been made.

iv
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 PART I

 ITEM 1.    BUSINESS

 Overview

        Led by Henry Kravis and George Roberts, we are a leading global investment firm with $59.0 billion in AUM as of December 31, 2011 and
a 35-year history of leadership, innovation and investment excellence. When our founders started our firm in 1976, they established the
principles that guide our business approach today, including a patient and disciplined investment process; the alignment of our interests with
those of our investors, portfolio companies and other stakeholders; and a focus on attracting world class talent.

        Our business offers a broad range of investment management services to our investors and provides capital markets services to our firm, our
portfolio companies and our third-party clients. Throughout our history, we have consistently been a leader in the private equity industry, having
completed more than 200 private equity investments with a total transaction value in excess of $465 billion. In recent years, we have grown our
firm by expanding our geographical presence and building businesses in new areas, such as fixed income, equity strategies, capital markets,
infrastructure, natural resources and real estate. Our new efforts build on our core principles and industry expertise, allowing us to leverage the
intellectual capital and synergies in our businesses, and to capitalize on a broader range of the opportunities we source. Additionally, we have
increased our focus on servicing our existing investors and have invested meaningfully in developing relationships with new investors.

        We conduct our business with offices throughout the world, providing us with a pre-eminent global platform for sourcing transactions,
raising capital and carrying out capital markets activities. Our growth has been driven by value that we have created through our operationally
focused investment approach, the expansion of our existing businesses, our entry into new lines of business, innovation in the products that we
offer investors, an increased focus on providing tailored solutions to our clients and the integration of capital markets distribution activities.

        As a global investment firm, we earn management, monitoring, transaction and incentive fees for providing investment management,
monitoring and other services to our funds, vehicles, managed accounts, specialty finance company and portfolio companies, and we generate
transaction-specific income from capital markets transactions. We earn additional investment income from investing our own capital alongside
that of our investors and from the carried interest we receive from our funds and certain of our other investment vehicles. A carried interest
entitles the sponsor of a fund to a specified percentage of investment gains that are generated on third-party capital that is invested.

        We seek to consistently generate attractive investment returns by employing world-class people, following a patient and disciplined
investment approach and driving growth and value creation in the assets we manage. Our investment teams have deep industry knowledge and
are supported by a substantial and diversified capital base, an integrated global investment platform, the expertise of operating consultants and
senior advisors and a worldwide network of business relationships that provide a significant source of investment opportunities, specialized
knowledge during due diligence and substantial resources for creating and realizing value for stakeholders. We believe that these aspects of our
business will help us continue to expand and grow our business and deliver strong investment performance in a variety of economic and
financial conditions.

1
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 Our Firm

Global Operations

        With offices around the world, we have established ourselves as a leading global investment firm. We have multilingual and multicultural
investment teams with local market knowledge and significant business, investment, and operational experience in the countries in which we
invest. We believe that our global capabilities have helped us to raise capital, capture a greater number of investment opportunities, and assist
our portfolio companies in their increasing reliance on global markets and sourcing, while enabling us to diversify our operations.

        Though our operations span multiple continents and asset classes, our investment professionals are supported by an integrated infrastructure
and operate under a common set of principles and business practices that are monitored by a variety of committees. The firm operates with a
single culture that rewards investment discipline, creativity, determination, and patience and the sharing of information, resources, expertise, and
best practices across offices and asset classes. When appropriate, we staff transactions across multiple offices and businesses in order to take
advantage of the industry-specific expertise of our investment professionals, and we hold regular meetings in which investment professionals
throughout our offices share their knowledge and experiences. We believe that the ability to draw on the local cultural fluency of our investment
professionals while maintaining a centralized and integrated global infrastructure distinguishes us from other investment firms and has been a
substantial contributing factor to our ability to raise funds, invest internationally, and expand our businesses.

Committees

        Our investment processes are overseen by regional investment and portfolio management committees. Our investment committees are
responsible for reviewing and approving all investments made by their business units, monitoring due diligence practices, and providing advice
in connection with the structuring, negotiation, execution, and pricing of investments. Our portfolio management function is responsible for
working with our investment professionals from the date on which an investment is made until the time it is exited in order to ensure that
strategic and operational objectives are accomplished and that the performance of the investment is closely monitored.

 Our Segments

Private Markets

        Through our Private Markets segment, we manage and sponsor a group of private equity funds and co-investment vehicles that invest
capital for long-term appreciation, either through controlling ownership of a company or strategic minority positions. We also manage and
source investments in infrastructure, natural resources and real estate. These funds, vehicles and accounts are managed by Kohlberg Kravis
Roberts & Co. L.P., an SEC registered investment adviser. As of December 31, 2011, the segment had $43.6 billion of AUM and our actively
investing funds included geographically

2
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differentiated investment funds and vehicles with over $10.1 billion of unused capital commitments, providing a significant source of capital that
may be deployed globally.

 Private Markets Assets Under Management(1)
($ in billions)

(1)
For the years 2006 through 2008, assets under management are presented pro forma for the Combination Transaction, and therefore,
exclude the net asset value of KPE and its former commitments to our investment funds.

(2)
As of February 7, 2012, we have formally accepted subscriptions for over $5.5 billion in capital commitments on our North America
Fund XI; however, it will not contribute to AUM until we are entitled to receive fees or a carried interest in accordance with our
definition of AUM and is not included in AUM for the year 2011.

3
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        The table below presents information as of December 31, 2011 relating to our private equity funds and other Private Markets investment
vehicles for which we have the ability to earn carried interest. This data does not reflect acquisitions or disposals of investments, changes in
investment values or distributions occurring after December 31, 2011.

As of December 31, 2011

Investment Period Amount

Private Markets
Commencement

Date(1)
End

Date(1)Commitment(2)
Uncalled

Commitments

Percentage
Committed
by General

Partner Invested Realized
Remaining

Cost(3)

Remaining
Fair

Value
(Amounts in millions, except percentages)

Private Equity Funds
China Growth Fund 11/2010 11/2016 $ 1,010.0 $ 767.4 1.0% $ 242.6 $ � $ 242.6 $ 331.3
E2 Investors (Annex
Fund) 8/2009 11/2012 535.5 381.3 4.2% 154.2 � 154.2 230.4
European Fund III 3/2008 3/2014 5,902.9 3,216.3 4.6% 2,686.6 � 2,686.5 2,668.1
Asian Fund 7/2007 7/2013 3,983.2 1,230.0 2.5% 2,753.2 191.9 2,635.1 4,027.5
2006 Fund 9/2006 9/2012 17,642.2 1,821.3 2.1% 15,820.9 4,297.5 13,528.0 15,377.8
European Fund II 11/2005 10/2008 5,750.8 � 2.1% 5,750.8 1,554.1 4,654.1 3,665.0
Millennium Fund 12/2002 12/2008 6,000.0 � 2.5% 6,000.0 6,916.1 3,435.3 4,811.1
European Fund 12/1999 12/2005 3,085.4 � 3.2% 3,085.4 7,981.2 164.0 715.8

Total Private Equity
Funds 43,910.0 7,416.3 36,493.7 20,940.8 27,499.8 31,827.0
Co-Investment
Vehicles Various Various 2,240.7 335.2 Various 1,905.5 715.7 1,707.7 2,346.2

Total Private Equity 46,150.7 7,751.5 38,399.2 21,656.5 29,207.5 34,173.2

Energy &
Infrastructure
Natural Resources Various Various 1,094.7 1,001.4 Various 93.3 14.4 88.4 59.8
Infrastructure Various Various 780.2 633.6 Various 146.6 � 146.6 139.5
Co-Investment
Vehicles Various Various 1,863.3 683.8 Various 1,179.5 68.8 1,179.5 1,331.6

Energy &
Infrastructure Total 3,738.2 2,318.8 1,419.4 83.2 1,414.5 1,530.9

Private Markets
Total $ 49,888.9 $ 10,070.3 $ 39,818.6 $ 21,739.7 $ 30,622.0 $ 35,704.1

(1)
The commencement date represents the date on which the general partner of the applicable fund commenced investment of the fund's capital for our
private equity funds and the date of the first closing for our other Private Markets funds and investment vehicles. The end date represents the earlier of
(i) the date on which the general partner of the applicable fund was or will be required by the fund's governing agreement to cease making investments
on behalf of the fund, unless extended by a vote of the fund investors, or (ii) the date on which the last investment was made.

(2)
The commitment represents the aggregate capital commitments to the fund, including capital commitments by third-party fund investors and the
general partner. Foreign currency commitments have been converted into U.S. dollars based on (i) the foreign exchange rate at the date of purchase for
each investment and (ii) the exchange rate that prevailed on December 31, 2011, in the case of unfunded commitments.

(3)
The remaining cost represents investors' initial investment reduced for any return of capital and realized gains from which the general partner did not
receive a carried interest.

Performance
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        We take a long-term approach to Private Markets investing and measure the success of our investments over a period of years rather than
months. Given the duration of these investments, the firm focuses on realized multiples of invested capital and IRRs when deploying capital in
these transactions. We have nearly doubled the value of capital that we have invested in our Private Markets investment funds, turning
$53.2 billion of capital into $103.2 billion of value from our inception in 1976 to December 31, 2011. Over the same time period, our realized
and partially realized investments have grown from $26.7 billion to $78.7 billion.

4

Edgar Filing: KKR & Co. L.P. - Form 10-K

11



Table of Contents

 Amount Invested and Total Value for
Private Markets Investment Funds

As of December 31, 2011

All Investments Realized and Partially Realized Investments

        From our inception in 1976 through December 31, 2011, our investment funds with at least 36 months of investment activity generated a
cumulative gross IRR of 25.7%, compared to the 11.3% gross IRR achieved by the S&P 500 Index over the same period, despite the cyclical and
sometimes challenging environments in which we have operated. The S&P 500 Index is an unmanaged index and our returns assume
reinvestment of distributions and do not reflect any fees or expenses.

        The tables below present information as of December 31, 2011 relating to the historical performance of certain of our Private Markets
investment vehicles since inception, which we believe illustrates the benefits of our investment approach. The information presented under Total
Investments includes all of the investments made by the specified investment vehicle, while the information presented under Realized/Partially
Realized Investments includes only those investments for which realized proceeds, excluding current income like dividends and interest, are a
material portion of invested capital. This data does not reflect additional capital raised since December 31, 2011 or

5
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acquisitions or disposals of investments, changes in investment values or distributions occurring after that date. Past performance is not a
guarantee of future results.

Fair Value of Investments

Amount

Total
Value

Gross
IRR*

Net
IRR*

Multiple
of

Invested
Capital**Private Markets Investment Funds Commitment Invested Realized Unrealized

($ in Millions)
Total Investments
Legacy Funds(1)
1976 $ 31.4 $ 31.4 $ 537.2 $ �$ 537.2 39.5% 35.5% 17.1
1980 356.8 356.8 1,827.8 � 1,827.8 29.0% 25.8% 5.1
1982 327.6 327.6 1,290.7 � 1,290.7 48.1% 39.2% 3.9
1984 1,000.0 1,000.0 5,963.5 � 5,963.5 34.5% 28.9% 6.0
1986 671.8 671.8 9,080.7 � 9,080.7 34.4% 28.9% 13.5
1987 6,129.6 6,129.6 14,949.2 � 14,949.2 12.1% 8.9% 2.4
1993 1,945.7 1,945.7 4,143.3 � 4,143.3 23.6% 16.8% 2.1
1996 6,011.6 6,011.6 12.476.6 � 12,476.6 18.0% 13.3% 2.1
Included Funds �
European Fund (1999)(2) 3,085.4 3,085.4 7,981.2 715.8 8,697.0 27.0% 20.3% 2.8
Millennium Fund (2002) 6,000.0 6,000.0 6,916.1 4,811.1 11,727.2 22.8% 16.3% 2.0
European Fund II (2005)(2) 5,750.8 5,750.8 1,554.1 3,665.0 5,219.1 (2.2)% (2.9)% 0.9
2006 Fund (2006) 17,642.2 15,820.9 4,297.5 15,377.8 19,675.3 6.7% 4.4% 1.2
Asian Fund (2007) 3,983.2 2,753.2 191.9 4,027.5 4,219.4 19.4% 12.0% 1.5
European Fund III (2008)(2) 5,902.9 2,686.6 � 2,668.1 2,668.1 (0.4)% (6.5)% 1.0
E2 Investors (Annex Fund)
(2009)(2)(3) 535.5 154.2 � 230.4 230.4 N/A N/A N/A
China Growth Fund (2010)(3) 1,010.0 242.6 � 331.3 331.3 N/A N/A N/A
Natural Resources (2010)(3) 1,094.7 93.3 14.4 59.8 74.2 N/A N/A N/A
Infrastructure (2010)(3) 780.2 146.6 � 139.5 139.5 N/A N/A N/A

All Funds $ 62,259.4 $ 53,208.1 $ 71,224.2 $ 32,026.3 $ 103,250.5 25.7% 19.0% 1.9

Realized/Partially Realized
Investments(4)
Legacy Funds(1)
1976 $ 31.4 $ 31.4 $ 537.2 $ �$ 537.2 39.5% 35.5% 17.1
1980 356.8 356.8 1,827.8 � 1,827.8 29.0% 25.8% 5.1
1982 327.6 327.6 1,290.7 � 1,290.7 48.1% 39.2% 3.9
1984 1,000.0 1,000.0 5,963.5 � 5,963.5 34.6% 28.9% 6.0
1986 671.8 671.8 9,080.7 � 9,080.7 34.4% 28.9% 13.5
1987 6,129.6 6,129.6 14,949.2 � 14,949.2 12.1% 8.9% 2.4
1993 1,945.7 1,945.7 4,143.3 � 4,143.3 23.6% 16.8% 2.1
1996 6,011.6 5,968.5 12,476.6 � 12,476.6 18.2% 14.8% 2.1
Included Funds
European Fund (1999)(2) 3,085.4 2,681.1 7,981.2 715.8 8,697.0 29.8% 26.0% 3.2
Millennium Fund (2002) 6,000.0 3,404.0 6,597.5 1,624.6 8,222.1 43.9% 33.4% 2.4
European Fund II (2005)(2) 5,750.8 1,567.4 1,415.9 1,235.9 2,651.8 12.7% 10.9% 1.7
2006 Fund (2006) 17,642.2 2,195.9 4,287.3 3,814.8 8,102.1 37.7% 33.9% 3.7
Asian Fund (2007) 3,983.2 411.7 191.9 591.3 783.2 24.5% 20.7% 1.9
European Fund III (2008)(2) 5,902.9 � � � � � � �
E2 Investors (Annex Fund)
(2009)(2)(3) 535.5 � � � � � � �
China Growth Fund (2010)(3) 1,010.0 � � � � � � �
Natural Resources (2010)(3) 1,094.7 � � � � � � �
Infrastructure (2010)(3) 780.2 � � � � � � �
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All Realized/Partially Realized
Investments $ 62,259.4 $ 26,691.5 $ 70,742.8 $ 7,982.4 $ 78,725.2 26.2% 21.4% 2.9

(1)
These funds were not contributed to the Combined Business in connection with the Transactions.

(2)
The capital commitments of the European Fund, the European Fund II, the European Fund III and the Annex Fund include
euro-denominated commitments of €196.5 million, €2,597.2 million, €2,788.8 million and
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€165.5 million, respectively. Such amounts have been converted into U.S. dollars based on (i) the foreign exchange rate at the date of
purchase for each investment and (ii) the exchange rate prevailing on December 31, 2011 in the case of unfunded commitments.

(3)
The gross IRR, net IRR and multiple of invested capital are calculated for our investment funds that have invested for at least
36 months prior to December 31, 2011. None of the Annex Fund, the China Growth Fund, Natural Resources, or Infrastructure have
invested for at least 36 months as of December 31, 2011. We therefore have not calculated gross IRRs, net IRRs and multiples of
invested capital with respect to those funds.

(4)
Investments are considered partially realized when realized proceeds, excluding current income like dividends and interest, are a
material portion of invested capital. None of the European Fund III, Annex Fund, China Growth Fund, Natural Resources or
Infrastructure have realized a material portion of invested capital. We therefore have not calculated gross IRRs, net IRRs and multiples
of invested capital with respect to the investments of those funds.

*
IRRs measure the aggregate annual compounded returns generated by a fund's investments over a holding period. Net IRRs presented
under Total Investments are calculated after giving effect to the allocation of realized and unrealized carried interest and the payment
of any applicable management fees. Net IRRs presented under Realized/Partially Realized Investments are calculated after giving
effect to the allocation of realized and unrealized carried interest, but before payment of any applicable management fees as
management fees are applied to funds, not investments. Gross IRRs are calculated before giving effect to the allocation of carried
interest and the payment of any applicable management fees.

**
The multiples of invested capital measure the aggregate returns generated by a fund's investments in absolute terms. Each multiple of
invested capital is calculated by adding together the total realized and unrealized values of a fund's investments and dividing by the
total amount of capital invested by the fund. Such amounts do not give effect to the allocation of any realized and unrealized returns on
a fund's investments to the fund's general partner pursuant to a carried interest or the payment of any applicable management fees.

        For more information, see "Risk Factors�Risks Related to the Assets We Manage�The historical returns attributable to our funds, including
those presented in this report, should not be considered as indicative of the future results of our funds or of our future results or of any returns on
our common units."

Private Equity

        We are a world leader in private equity, having raised 16 funds with approximately $60.4 billion of capital commitments through
December 31, 2011. We invest in industry-leading franchises and attract world-class management teams. Our investment approach leverages our
capital base, sourcing advantage, global network and industry knowledge. It also leverages our sizeable team of operating consultants who work
exclusively with our portfolio companies, as well as our senior advisors, many of whom are former chief executive officers and leaders of the
business community.

Portfolio

        The following charts present information concerning the amount of capital invested by private equity funds by geography and industry
through December 31, 2011. We believe that this data illustrates the benefits of our business approach and our ability to source and invest in
deals in multiple geographies and industries.
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Dollars Invested by Geography
(European Fund and Subsequent Funds

including our Natural Resources
and Infrastructure Funds
as of December 31, 2011)

Dollars Invested by Industry
(European Fund and Subsequent Funds

including our Natural Resources
and Infrastructure Funds
as of December 31, 2011)

        Our current private equity portfolio held by our European Fund and subsequent funds consists of over 75 companies with more than
$200 billion of annual revenues and more than 900,000 employees worldwide. These companies are headquartered in 19 countries and operate in
17 general industries which take advantage of our broad and deep industry and operating expertise. Many of these companies are leading
franchises with global operations, strong management teams and attractive growth prospects, which we believe will provide benefits through a
broad range of business conditions.

Investment Approach

        Our approach to making private equity investments focuses on achieving multiples of invested capital and attractive risk-adjusted IRRs by
selecting high-quality investments that may be made at attractive prices, applying rigorous standards of due diligence when making investment
decisions, implementing strategic and operational changes that drive growth and value creation in acquired businesses, carefully monitoring
investments, and making informed decisions when developing investment exit strategies.

        We believe that we have achieved a leading position in the private equity industry by applying a disciplined investment approach and by
building strong partnerships with highly motivated management teams who put their own capital at risk. When making private equity
investments, we seek out strong business franchises, attractive growth prospects, leading market positions, and the ability to generate attractive
returns. We do not participate in "hostile" transactions that are not supported by a target company's board of directors.

Sourcing and Selecting Investments

        We have access to significant opportunities for making private equity investments as a result of our sizeable capital base, global platform,
and relationships with leading executives from major companies, commercial and investment banks, and other investment and advisory
institutions. Members of our global network frequently contact us with new investment opportunities, including a substantial number of
exclusive investment opportunities and opportunities that are made available to only a very limited number of other firms. We also proactively
pursue business development strategies that are designed to generate deals internally based on the depth of our industry knowledge and our
reputation as a leading financial sponsor.
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        To enhance our ability to identify and consummate private equity investments, we have organized our investment professionals in
industry-specific teams. Our industry teams work closely with our operating consultants and senior advisors to identify businesses that can be
grown and improved. These teams conduct their own primary research, develop a list of industry themes and trends, identify companies and
assets in need of operational improvement, and seek out businesses and assets that they believe will benefit from our involvement. They possess
a detailed understanding of the economic drivers, opportunities for value creation, and strategies that can be designed and implemented to
improve companies across the industries in which we invest.

Due Diligence and the Investment Decision

        When an investment team determines that an investment proposal is worth consideration, the proposal is formally presented to an
investment committee and the due diligence process commences if appropriate. The objective of the due diligence process is to identify
attractive investment opportunities based on the facts and circumstances surrounding an investment and to prepare a framework that may be used
from the date of an acquisition to drive operational improvement and value creation. When conducting due diligence, investment teams evaluate
a number of important business, financial, tax, accounting, environmental, social, governance, legal and regulatory issues in order to determine
whether an investment is suitable. In connection with the due diligence process, investment professionals spend significant amounts of time
meeting with a company's management and operating personnel, visiting plants and facilities, and where appropriate, speaking with other
stakeholders interested in and impacted by the investment in order to understand the opportunities and risks associated with the proposed
investment. Our investment professionals also use the services of outside accountants, consultants, lawyers, investment banks, and industry
experts as appropriate to assist them in this process. An investment committee monitors all due diligence practices and must approve an
investment before it may be made.

Building Successful and Competitive Businesses

        When investing in a portfolio company, we partner with world-class management teams to execute on our investment thesis, and we
rigorously track performance through regular monitoring of detailed operational and financial metrics as well as appropriate environmental,
social and governance issues. We have developed a global network of experienced managers and operating executives who assist the portfolio
companies in making operational improvements and achieving growth. We augment these resources with operational guidance from operating
consultants at KKR Capstone, senior advisors, and investment teams, and with "100-Day Plans" that focus the firm's efforts and drive our
strategies. We emphasize efficient capital management, top-line growth, R&D spending, geographical expansion, cost optimization, and
investment for the long-term.

Realizing Investments

        We have developed substantial expertise for realizing private equity investments. From our inception through December 31, 2011, the firm
has generated approximately $71.2 billion of cash proceeds from the sale of our portfolio companies in initial public offerings and secondary
offerings, dividends, and sales to strategic buyers. When exiting investments, our objective is to structure the exit in a manner that optimizes
returns for investors and, in the case of publicly traded companies, minimizes the impact that the exit has on the trading price of the company's
securities. We believe that our ability to successfully realize investments is attributable in part to the strength and discipline of our portfolio
management committees and capital markets business, as well as the firm's longstanding relationships with corporate buyers and members of the
investment banking and investing communities.

9

Edgar Filing: KKR & Co. L.P. - Form 10-K

17



Table of Contents

Private Equity Fund Structures

        The private equity funds that we sponsor and manage have finite lives and investment periods. Each fund is organized as a single
partnership or a combination of separate domestic and overseas partnerships, and each partnership is controlled by a general partner. Private
equity fund investors are limited partners who agree to contribute a specified amount of capital to the fund from time to time for use in
qualifying investments during the investment period, which generally lasts up to six years depending on how quickly capital is deployed. Each
private equity fund's general partner is generally entitled to a carried interest that allocates to it 20% of the net profits realized by the limited
partners from the fund's investments. The terms on our newest private equity fund, the North America Fund XI, also include a performance
hurdle which requires that we return 7%, compounded annually, to limited partners in the fund prior to receiving our 20% share of net profits
realized by limited partners. Our earlier private equity funds do not include this term, although certain other funds such as the Natural Resources
and Infrastructure Funds do have a performance hurdle.

        We enter into management agreements with our private equity funds pursuant to which we receive management fees in exchange for
providing the funds with management and other services. These management fees are calculated based on the amount of capital committed to a
fund during the investment period and thereafter on the cost basis of the fund's investments, which causes the fees to be reduced over time as
investments are liquidated. These management fees are paid by private equity fund investors, who generally contribute capital to the fund in
order to allow the fund to pay the fees to us. Our funds generally require that management fees be returned to investors before a carried interest
may be paid.

        We also enter into monitoring agreements with our portfolio companies pursuant to which we receive periodic monitoring fees in exchange
for providing them with management, consulting, and other services, and we typically receive transaction fees from portfolio companies for
providing them with financial, advisory and other services in connection with specific transactions. In some cases, we may be entitled to other
fees that are paid by an investment target upon closing a transaction or when a potential investment is not consummated. Our private equity fund
agreements typically require us to share 80% of any monitoring, transaction and other fees that are allocable to a fund (after reduction for
expenses incurred allocable to a fund from unconsummated transactions) with fund investors.

        In addition, the agreements governing our private equity funds enable investors in those funds to reduce their capital commitments available
for further investments, on an investor-by-investor basis, in the event certain "key persons" (for example, both of Messrs. Kravis and Roberts,
and, in the case of certain geographically or product focused funds, one or more of the executives focused on such funds) cease to be actively
involved in the management of the fund. While these provisions do not allow investors to withdraw capital that has been invested or cause a
fund to terminate, the occurrence of a "key man" event could cause disruption in our business, reduce the amount of capital that we have
available for future investments, and make it more challenging to raise additional capital in the future.

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

        Because private equity fund investors typically are unwilling to invest their capital in a fund unless the fund's manager also invests its own
capital in the fund's investments, our private equity fund documents generally require the general partners of the funds to make minimum capital
commitments
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to the funds. The amounts of these commitments, which are negotiated by fund investors, generally range from 2% to 4% of a fund's total capital
commitments at final closing. When investments are made, the general partner contributes capital to the fund based on its fund commitment
percentage and acquires a capital interest in the investment that is not subject to a carried interest or management fees. These capital
contributions were funded with cash from operations that otherwise would be distributed to our principals. Subsequent to the Transactions, these
general partner commitments are typically made through our Capital Markets and Principal Activities segment.

Other Private Equity Investment Vehicles

        E2 Investors (Annex Fund).    We established the Annex Fund in 2009 to enable investors in the European Fund II and the Millennium
Fund to make additional investments in portfolio companies of the European Fund II, which had already been fully invested. This fund has
several features that distinguish it from our other private equity funds, including: (i) it does not pay a management fee to us; (ii) its general
partner is only entitled to a carried interest after netting any losses, costs, and expenses relating to European Fund II and certain Millennium
Fund investments from the profits of the Annex Fund investments; and (iii) no transaction or incremental monitoring fees are charged in
connection with investments in which the Annex Fund participates. In addition, certain investors transferred a portion of their European Fund III
commitments to the Annex Fund, which proportionately reduced the commitments available to the European Fund III and the overall amount of
management fees payable by the European Fund III to us.

        Other Private Equity Products.    The amount of equity used to finance leveraged buyouts has increased significantly in recent years,
enabling us to offer significant co-investment opportunities to both fund investors and other third parties. We have capitalized on this
opportunity by building out our capital markets and distribution capabilities and creating new investment structures and products that allow us to
syndicate a portion of the equity needed to finance acquisitions. These structures include co-investment vehicles and a principal-protected
private equity product, which generally entitle the firm to receive management fees and/or a carried interest. As of December 31, 2011, we had
$2,943.9 million of AUM in products of this type. In addition, we manage certain separately managed accounts in the form of separate
investment vehicles based on terms that are separately negotiated with the investor.

        Legacy Private Equity Funds.    The investment period for each of the 1996 Fund and all prior funds has ended. Because the general
partners of these funds were not expected to receive meaningful proceeds from further realizations, interests in the general partners were not
contributed to the Combined Business in connection with the Transactions. KKR will, however, continue to provide the legacy funds with
management and other services until their liquidation. While we do not expect to receive meaningful fees for providing these services, we do not
believe that the ongoing administration of the funds will materially interfere with the firm's operations or generate any material costs for the
firm.

Natural Resources

        We manage investments in natural resources assets, such as oil and natural gas properties. Our current strategy generally targets producing
properties that are non-core to their current owners. The strategy ultimately aims to deliver current returns to investors through distributions
generated by producing and selling the oil and natural gas reserves of these acquired properties, which also provides investors with exposure to
commodity prices. As of December 31, 2011, we had received $1,094.7 million of capital commitments to this strategy.
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Infrastructure

        We manage investments in infrastructure assets in order to capitalize on the growing demand for global infrastructure investment. We
believe that the global infrastructure market provides an opportunity for the firm's combination of private investment, operational improvement,
and stakeholder engagement skills. This strategy seeks to achieve returns through the acquisition and operational improvement of assets
important to the functioning of the economy and also to provide current income. As of December 31, 2011, we had received $780.2 million of
capital commitments to our Infrastructure Fund and $1.4 billion of capital commitments through separately managed accounts.

Real Estate

        We hired several experienced real estate investment executives in 2011 to develop a dedicated real estate strategy. As of December 31,
2011, we had committed $300 million of firm capital to develop this strategy. In addition, we have the flexibility to invest in real estate
investments across the capital structure through various vehicles, including our private equity and alternative credit funds. This platform targets
real estate opportunities, including property-level equity, debt and special situations transactions and businesses with significant real estate
holdings that can benefit from KKR's operational expertise. We seek to partner with real estate owners, lenders, operators, and developers to
provide flexible capital to respond to transaction-specific needs, including the outright purchase or financing of existing assets or companies and
the funding of future development or acquisition opportunities.

Public Markets

        Through the Public Markets segment, we manage KKR Financial Holdings LLC, or KFN, which is a specialty finance company, as well as
a number of investment funds, structured finance vehicles and separately managed accounts that invest capital in (i) leveraged credit strategies,
such as leveraged loans and high yield bonds, (ii) liquid long/short equity strategies, and (iii) alternative credit strategies such as mezzanine
investments, special situations investments and direct senior lending. These funds, vehicles and accounts are managed by KKR Asset
Management LLC, or KAM, an SEC registered investment adviser. We intend to continue to grow this business by leveraging our global
investment platform, experienced investment professionals and the ability to adapt our investment strategies to different market conditions to
capitalize on investment opportunities that may arise at every level of the capital structure and across market cycles.
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        As of December 31, 2011, this segment had $15.4 billion of AUM, comprised of $10.2 billion of assets managed in our leveraged credit
strategies, $0.2 billion of assets managed in our liquid long/short equity strategies, $3.1 billion of assets managed in our alternative credit
strategies, $1.6 billion of assets managed across a range of strategies through KFN and $0.3 billion of assets managed across other strategies.
Our alternative credit investments include $1.2 billion of assets managed in our mezzanine strategy, $1.7 billion of assets managed in our special
situations strategy and $0.2 billion of assets managed in our direct lending strategy. The following chart presents the growth in the AUM of our
Public Markets segment from the commencement of its operations in August 2004 through December 31, 2011.

 Public Markets Assets Under Management(1)
($ in billions)

(1)
For years 2006 through 2008, assets under management are presented pro forma for the Combination Transaction and, therefore,
exclude the net asset value of KPE and its former commitments to our investment funds.

        We launched our Public Markets business in August 2004. In connection with the formation of this business, we hired additional
investment professionals with significant experience in evaluating and managing debt investments, including investments in corporate loans and
debt securities, structured products and other fixed income instruments, and built out an investment platform for identifying, assessing,
executing, monitoring and realizing investments in fixed income as well as other strategies, including equities.

Performance

        We generally review our performance in the Public Markets segment by investment strategy. Our leveraged credit strategies invest in
leveraged loans and high yield bonds, or a combination of both. In certain cases these strategies have meaningful track records and may be
compared to widely-known
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indices. The following chart presents information regarding these leveraged loan and high yield bond strategies from inception to December 31,
2011. Our other credit and equity strategies have begun investing as recently as the fourth quarter of 2011 and therefore have not yet developed
meaningful track records, and thus their performance is not included below. Past performance is no guarantee of future results.

Inception-to-Date Annualized Gross Performance vs. Benchmark(1) by Strategy

(1)
The Benchmarks referred to herein include the S&P/LSTA Leveraged Loan Index (the "S&P/LSTA Loan Index") and the Bank of
America Merrill Lynch High Yield Master II Index (the "BoAML HY Master II Index" and, together with the S&P/LSTA Loan Index,
the "Indices"). The S&P/LSTA Loan Index is an index that comprises all loans that meet the inclusion criteria and that have marks
from the LSTA/LPC mark-to-market service. The inclusion criteria consist of the following: (i) syndicated term loan instruments
consisting of term loans (both amortizing and institutional), acquisition loans (after they are drawn down) and bridge loans;
(ii) secured; (iii) U.S. dollar denominated; (iv) minimum term of one year at inception; and (v) minimum initial spread of LIBOR plus
1.25%. The BoAML HY Master II Index is a market value weighted index of below investment grade U.S. dollar denominated
corporate bonds publicly issued in the U.S. domestic market. "Yankee" bonds (debt of foreign issuers issued in the U.S. domestic
market) are included in the BoAML HY Master II Index provided that the issuer is domiciled in a country having investment grade
foreign currency long-term debt rating. Qualifying bonds must have maturities of one year or more, a fixed coupon schedule and
minimum outstanding of US$100 million. In addition, issues having a credit rating lower than BBB3, but not in default, are also
included. The indices do not reflect the reinvestment of income or dividends and the indices are not subject to management fees,
incentive allocations or expenses. It is not possible to invest directly in unmanaged indices.

(2)
The Secured Credit Unlevered model performance track record is presented as supplemental information. The Secured Credit
Unlevered model represents performance of KKR's Secured Credit Levered composite calculated on an unlevered basis. KKR's
Secured Credit Levered composite has an investment objective that allows it to invest in assets other than senior secured term loans
and high yield securities, which includes asset backed securities, commercial mortgage backed securities, preferred stock, public
equity, private equity and certain freestanding derivatives. In addition, KKR's Secured Credit Levered composite has employed
leverage in its respective portfolios as part of its investment strategy. Gains realized with borrowed funds may cause returns to
increase at a faster rate than would be the case without borrowings. If, however, investment results fail to cover the principal, interest
and other costs of borrowings, returns could also
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decrease faster than if there had been no borrowings. Accordingly, the unlevered returns contained herein do not reflect the actual
returns, and are not intended to be indicative of the future results of KKR's Secured Credit Levered composite. It is not expected that
KKR's Secured Credit Levered composite will achieve comparable results. The Benchmark used for purposes of comparison for the
Secured Credit strategy presented herein is the S&P/LSTA Loan Index. There are differences, in some cases, significant differences,
between KKR's investments and the investments included in the Indices. For instance, KKR's composite may invest in securities that
have a greater degree of risk and volatility, as well as liquidity risk, than those securities contained in the Indices.

(3)
Performance is based on a blended composite of Bank Loans Plus High Yield strategy accounts. The Benchmark used for purposes of
comparison for the Bank Loans Plus High Yield strategy is based on 65% S&P/LSTA Loan Index and 35% ML HY Master II Index.

(4)
The Benchmark used for purposes of comparison for the High Yield carve-out strategy presented herein is based on the Bank of
America Merrill Lynch High Yield Master II Index. The High Yield carve-out is comprised of all investments included in
KKR-sponsored portfolios that have been identified as "below investment grade" or were rated "BB" or lower at time of issuance by
Standard & Poor's. The collection of investments included in the High Yield carve-out come from various investment funds, vehicles
and accounts sponsored by KKR.

Investment Approach

        Our approach to making investments focuses on creating investment portfolios that generate attractive risk-adjusted returns by selecting
high-quality investments that may be made at attractive prices, applying rigorous standards of due diligence when making investment decisions,
subjecting investments to regular monitoring and oversight, and, for more liquid investments, making buy and sell decisions based on price
targets and relative value parameters. The firm employs both "top-down" and "bottom-up" analyses when making investments. Our top-down
analysis involves a macro analysis of relative asset valuations, long-term industry trends, business cycles, regulatory trends, interest rate
expectations, credit fundamentals and technical factors to target specific industry sectors and asset classes in which to invest. From a bottoms-up
perspective, our investment decision is predicated on an investment thesis that is developed using our proprietary resources and knowledge. We
will invest in a company only after it has undergone a due diligence analysis and the applicable investment committee has approved it.

Sourcing and Selecting Investments

        We source investment opportunities through a variety of channels, including internal deal generation strategies and the firm's global
network of contacts at major companies, corporate executives, commercial and investment banks, financial intermediaries, other private equity
sponsors and other investment and advisory institutions. We are also regularly provided with opportunities to invest, where appropriate, in the
securities of KKR's private equity portfolio companies, though there are limitations by vehicle on the maximum size of such KKR-affiliated
investments.

Due Diligence and the Investment Decision

        Once a potential investment has been identified, our investment professionals screen the opportunity and make a preliminary determination
concerning whether we should proceed with further diligence. When evaluating the suitability of an investment for our funds, we employ a
relative value framework and subject the investment to a rigorous due diligence. This review considers, among other things, expected returns,
capital structure, credit ratings, historical and projected financial data, the issuer's competitive position, the quality and track record of the
issuer's management team, margin stability, and industry and company trends. Investment professionals use the services of outside advisors and
industry experts as appropriate to assist them in the due diligence process and, when relevant and permitted, leverage the knowledge and
experience of our private equity professionals. Strategy-specific investment committees monitor all due diligence practices and must approve an
investment before it may be made.

15

Edgar Filing: KKR & Co. L.P. - Form 10-K

24



 Table of Contents

Monitoring Investments

        We monitor our portfolios of investments using, as applicable, daily, quarterly and annual analyses. Daily analyses include morning market
meetings, industry and company pricing runs, industry and company reports and discussions with the firm's private equity investment
professionals on an as-needed basis. Quarterly analyses include the preparation of quarterly operating results, reconciliations of actual results to
projections and updates to financial models (baseline and stress cases). Annual analyses involve conducting internal audits, and testing
compliance with monitoring and documentation requirements.

Public Markets Strategies and Vehicles

KFN

        KKR Financial Holdings LLC (NYSE: KFN), or KFN, is an NYSE-listed specialty finance company that commenced operations in July
2004. Its majority-owned subsidiaries finance and invest in financial assets, including below investment grade corporate debt, marketable equity
securities and private equity. Additionally, KFN has and may make additional investments in other asset classes including natural resources and
real estate. Below investment grade debt includes senior secured and unsecured loans, mezzanine loans, high yield bonds, and distressed and
stressed debt. We serve as the external manager of KFN under a management agreement and are entitled to receive a management fee and an
incentive fee.

Credit Strategies

        Our credit strategies business pursues investments in debt securities ranging from liquid securities such as leveraged loans and high-yield
bonds to alternative credit including longer-duration strategies such as mezzanine and distressed asset investing. These investments may be
made across a range of vehicles including funds and single- or cross-strategy separately managed accounts. These managed accounts enable us
to tailor an investment program to meet the specific risk, return and investment objective of individual institutional investors.

        Leveraged Credit.    Our leveraged credit strategies are directed at investing in leveraged loans, high-yield bonds, or a combination of both.
They are pursued primarily through separately managed accounts, with a smaller amount of capital residing in funds. We are entitled to receive a
fee for managing these vehicles.

        Structured Credit Vehicles.    Beginning in 2005, we began managing structured credit vehicles in the form of collateralized loan
obligation transactions, or CLOs. CLOs are typically structured as bankruptcy-remote, special purpose investment vehicles which
acquire, monitor and, to varying degrees, manage a pool of fixed income assets. KFN conducts a majority of its business through its
holdings of a majority of the voting securities of, and certain other interests in, such CLOs. The CLOs serve as long term financing for
fixed income investments and as a way to minimize refinancing risk, minimize maturity risk and secure a fixed cost of funds over an
underlying market interest rate for KFN and other fixed income funds. We may receive a fee for managing certain CLOs.

        Alternative Credit.    In the last several years, our Public Markets business has expanded to include adjacent investment strategies in
alternative credit which leverage the knowledge and relationships developed in the leveraged credit business. These strategies include
mezzanine, distressed or special situations investing, and direct lending. As with our leveraged credit strategy, these are pursued through a
combination of separately managed accounts and funds. For managing these accounts and funds, we are entitled to receive either fees or a
combination of fees and carried interest.

        Mezzanine.    We manage mezzanine investments primarily through a fund, seeking to invest in directly sourced third-party
mezzanine transactions. These investments often consist of mezzanine debt, which generates a current yield, coupled with marginal
equity exposure with additional upside
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potential. Though we have invested in mezzanine for many years through other vehicles and continue to do so today, we closed our
first dedicated mezzanine fund in August 2011. As of December 31, 2011, we had AUM of $1.2 billion in this strategy.

        Special Situations.    We seek to make opportunistic investments largely in distressed companies through our special situations
investment strategy. These investments include secondary market distressed (including post-restructuring equity), control-oriented
opportunities, rescue financing (debt or equity investments made to address covenant, maturity or liquidity issues),
debtor-in-possession or exit financing, structured principal investments, and other event-driven investments in debt or equity. This
strategy is primarily managed through separately managed accounts. As of December 31, 2011, we had AUM of $1.7 billion in this
strategy.

        Direct Lending.    We manage investments in proprietarily sourced senior debt financings for middle-market companies through
our direct lending strategy. As of December 31, 2011, we had committed $100 million of balance sheet capital to the strategy and had
raised an additional $102 million of third-party capital for the strategy.

Equity Strategies

        We hired a team of experienced public equity investment executives in 2011 to establish a long/short equity strategy. As of December 31,
2011, we had committed $100 million of balance sheet capital to the strategy and had raised an additional $142.7 million of third-party capital
for the strategy.

        The table below presents information as of December 31, 2011 relating to certain vehicles that invest in the strategies discussed above.

($ in millions) AUM FPAUM
Typical Mgmt

Fee Rate

Incentive
Fee /

Carried
Interest

Hurdle
Rate

Duration of
Capital

KFN $ 1,565 $ 1,565 1.75% 25.00% 8.00% Permanent(1)

Leveraged Credit:
Leveraged Credit
SMAs 2,683 2,683 0.50 - 1.00% N/A N/A

Subject to
Redemptions

CLOs
7,489 925 0.50% N/A N/A

10 - 14
Years(3)

Total Leveraged
Credit 10,172 3,608

Alternative Credit(2)
3,087 2,896 0.75 - 1.50%(4)

10.0 -
20.0% 8.00 8 - 15 Years(3)

Long/Short Equities
237 139 1.25 - 1.50%

17.5 -
20.0% N/A Subject to

Redemptions
Other:
Corporate Capital
Trust(5) 116 116 1.00% 10.0% 7.00% 7 years
Strategic Capital
Funds
(SCF)(6) 204 204 0.25% N/A N/A In managed

wind down
Total Other 320 320

Total $ 15,381 $ 8,528
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(1)
The management agreement may be terminated only in limited circumstances and, except for a termination arising from certain events
of cause, upon payment of a termination fee to KKR.

(2)
AUM and FPAUM include all assets invested by vehicles that principally invest in alternative credit strategies, respectively, and
consequently may include a certain amount of assets invested in other strategies.

(3)
Term for duration of capital is since inception. Inception dates for CLOs were between 2005 and 2007 and for separately managed
accounts and funds investing in alternative credit strategies from 2009 through 2010.

(4)
Lower fees on uninvested capital in certain vehicles.

(5)
Corporate Capital Trust is a business development company sub-advised by KAM. By December 31, 2018, the capital in the Corporate
Capital Trust vehicle may become permanent.

(6)
Strategic Capital Funds is a fixed income hedge fund managed by KAM. We do not earn an incentive fee or carried interest on the
assets managed through Strategic Capital Funds, which are currently in managed wind down.
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Capital Markets and Principal Activities

        Our Capital Markets and Principal Activities segment combines KKR's principal assets with our global capital markets business. Our
capital markets business supports our firm, our portfolio companies and select third-party clients by providing tailored capital markets advice
and by developing and implementing both traditional and non-traditional capital solutions for investments and companies seeking financing. Our
capital markets services include arranging debt and equity financing for transactions, placing and underwriting securities offerings, structuring
new investment products and providing capital markets services. When our capital markets business underwrites an offering of securities or a
loan, it commits to buy and sell an issue of securities or principal amount of indebtedness, and earns fees by purchasing those securities or
indebtedness at a discount. In a syndication, this business earns a fee for arranging transactions and placing securities or indebtedness. To allow
us to carry out these activities, we are registered or authorized to carry out certain broker dealer activities in various countries in North America,
Europe, Asia-Pacific and the Middle East.

        KKR's principal assets, which include investments in our investment funds and co-investments in certain portfolio companies of such
funds, provide us with a significant source of capital to further grow and expand our business, increase our participation in our existing portfolio
of businesses and further align our interests with those of our investors and other stakeholders. The large majority of principal assets consist of
assets we acquired in the Combination Transaction. We believe that the market experience and skills of professionals in our capital markets
business and the investment expertise of professionals in our Private Markets and Public Markets segments will allow us to continue to grow and
diversify this asset base over time.

        As of December 31, 2011, the segment had $4.7 billion of investments at fair value. The following charts present information concerning
our principal assets by type, geography and industry as of December 31, 2011.

Investments By Type Investments By Geography

Investments By Industry
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Client & Partner Group

        We have developed our Client & Partner Group to better service our existing investors and to source new investor relationships. The group
is responsible for raising capital for us globally across all products, expanding our client relationships across asset classes and across types of
investors, developing products to meet our clients' needs, and servicing existing investors and products. As of December 31, 2011, we had 52
executives and professionals dedicated to our Client & Partner Group.

        The following charts detail our investor base by type and geography as of December 31, 2011.

Investor Base By Type(1) Investor Base By Geography(1)

(1)
Based on the AUM of our Private Markets investment funds, Private Markets co-investment vehicles, and Public Markets separately
managed accounts and investment funds.

Competition

        We compete with other investment managers for both investors and investment opportunities. The firm's competitors consist primarily of
sponsors of public and private investment funds, business development companies, investment banks, commercial finance companies and
operating companies acting as strategic buyers. We believe that competition for investors is based primarily on investment performance, investor
liquidity and willingness to invest, investor perception of investment managers' drive, focus and alignment of interest, business reputation,
duration of relationships, quality of services, pricing, fund terms including fees, and the relative attractiveness of the types of investments that
have been or are to be made. We believe that competition for investment opportunities is based primarily on the pricing, terms and structure of a
proposed investment and certainty of execution. In addition to these traditional competitors within the global investment management industry,
we also face competition from local and regional firms, financial institutions and sovereign wealth funds, in the various countries in which we
invest. In certain emerging markets, local firms may have more established relationships with the companies in which we are attempting to
invest. These competitors often fall into one of the aforementioned categories but in some cases may represent new types of investors, including
high net worth individuals, family offices and state-sponsored entities.

        Over the past several years, the size and number of private equity funds and funds focused on credit and equity strategies have continued to
increase, heightening the level of competition for investor capital. Fund managers have also increasingly adopted investment strategies outside
of their traditional focus. For example, funds focused on credit and equity strategies have become active in taking control positions in
companies, while private equity funds have acquired minority and/or debt positions in publicly listed companies. This convergence could
heighten competition for investments. Furthermore, as institutional investors increasingly consolidate their relationships for multiple investment
products with a few investment firms, competition for capital from such institutional investors may become more acute.

        Some of the entities that we compete with as an investment firm may have greater financial, technical, marketing and other resources and
more personnel than us and, in the case of some asset
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classes, longer operating histories, more established relationships or greater experience. Several of our competitors also have raised, or may
raise, significant amounts of capital and have investment objectives that are similar to the investment objectives of our funds, which may create
additional competition for investment opportunities. Some of these competitors may also have lower costs of capital and access to funding
sources that are not available to us, which may create competitive advantages for them. In addition, some of these competitors may have higher
risk tolerances, different risk assessments or lower return thresholds, which could allow them to consider a wider range of investments and to bid
more aggressively than us for investments. Strategic buyers may also be able to achieve synergistic cost savings or revenue enhancements with
respect to a targeted portfolio company, which may provide them with a competitive advantage in bidding for such investments.

        We expect to compete as a capital markets business primarily with investment banks and independent broker-dealers in the North America,
Europe, Asia-Pacific and the Middle East. We principally focus our capital markets activities on the firm, our portfolio companies and investors,
but we also seek to service other third parties. While we generally target customers with whom we have existing relationships, those customers
may have similar relationships with the firm's competitors, many of whom will have access to competing securities transactions, greater
financial, technical or marketing resources or more established reputations than us. The limited operating history of our capital markets business
could make it difficult for us to compete with established investment banks or broker-dealers, participate in capital markets transactions of
issuers or successfully grow the firm's capital markets business over time.

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

Employees, Consultants and Advisors

        As of December 31, 2011, we employed or retained the services of over 900 people worldwide:

Investment Professionals 217
Other Professionals 333
Support Staff 276

Total Employees 826
KKR Capstone 58
Senior Advisors 32

Total Employees, Consultants and Advisors 916

Investment Professionals

        Our 217 investment professionals come from diverse backgrounds in private equity, fixed income, infrastructure, real assets and other
investment assets and include executives with operations, strategic consulting, risk management, liability management and finance experience.
As a group, these professionals provide us with a powerful global team for identifying attractive investment opportunities, creating value, and
generating superior returns.

Other Professionals

        Our 333 other professionals come from diverse backgrounds in capital markets, capital raising, client servicing, public affairs, finance, tax,
legal, human resources, and information technology. As a group, these professionals provide us with a strong team for overseeing investments
and performing capital markets activities, servicing our existing investors and creating relationships with new investors globally. Additionally, a
majority of these other professionals are responsible for supporting the global infrastructure of KKR.
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KKR Capstone

        We have developed an institutionalized process for creating value in investments. As part of our effort, we utilize a team of 58 operating
consultants at KKR Capstone, who work exclusively with our investment professionals and portfolio company management teams. With
executives in New York, Menlo Park, Houston, London, Hong Kong, Beijing, Tokyo, Sydney and Mumbai, KKR Capstone provides additional
expertise for assessing investment opportunities and assisting managers of portfolio companies in defining strategic priorities and implementing
operational changes. During the initial phases of an investment, KKR Capstone's work seeks to implement our thesis for value creation. Our
operating consultants may assist portfolio companies in addressing top-line growth, cost optimization and efficient capital allocation and in
developing operating and financial metrics. Over time, this work shifts to identifying challenges and taking advantage of business opportunities
that arise during the life of an investment.

Senior Advisors

        To complement the expertise of our investment professionals, we have retained a team of 32 senior advisors to provide us with additional
operational and strategic insights. The responsibilities of senior advisors include serving on the boards of our portfolio companies, helping us
evaluate individual investment opportunities and assisting portfolio companies with operational matters. These individuals include former chief
executive officers, chief financial officers and chairmen of Fortune 500 companies, as well as other individuals who have held leading positions
in major corporations and public agencies worldwide. Several senior advisors also participate on our portfolio management committees, which
monitor the performance of our private equity investments.

Organizational Structure

        The following simplified diagram illustrates our organizational structure as of December 31, 2011.

(1)
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KKR Management LLC serves as the general partner of KKR & Co. L.P., which is governed by a Board of Directors consisting of a
majority of independent directors. KKR Management LLC does not hold any economic interests in KKR & Co. L.P. and is owned by
senior KKR principals.
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(2)
KKR Holdings is the holding vehicle through which our principals indirectly own their interest in KKR. KKR Group Partnership Units
that are held by KKR Holdings are exchangeable for our common units on a one-for-one basis, subject to customary conversion rate
adjustments for splits, unit distributions and reclassifications and compliance with applicable vesting and transfer restrictions. As
limited partner interests, these KKR Group Partnership Units are non-voting and do not entitle KKR Holdings to participate in the
management of our business and affairs. As of December 31, 2011, KKR Holdings had a 66.8% interest in our business indirectly
through its limited partner interests in the KKR Group Partnerships.

(3)
KKR Holdings holds special non-economic voting units in our partnership that entitle it to cast, with respect to those limited matters
that may be submitted to a vote of our unitholders, a number of votes equal to the number of KKR Group Partnership Units that it
holds from time to time.

(4)
KKR Group Finance Co. LLC is a wholly-owned subsidiary of KKR Management Holdings Corp. and the issuer of our $500 million
aggregate principal amount of 6.375% Senior Notes due 2020. The Senior Notes are guaranteed by KKR & Co. L.P. and the KKR
Group Partnerships.

(5)
Because the income of KKR Management Holdings L.P. is likely to be primarily non-qualifying income for purposes of the qualifying
income exception to the publicly traded partnership rules, we formed KKR Management Holdings Corp., which is subject to taxation
as a corporation for U.S. federal income tax purposes, to hold our KKR Group Partnership Units in KKR Management Holdings L.P.
Accordingly, our allocable share of the taxable income of KKR Management Holdings L.P. will be subject to taxation at a corporate
rate. KKR Management Holdings L.P., which is treated as a partnership for U.S. federal income tax purposes, was formed to hold
interests in our fee generating businesses and other assets that may not generate qualifying income for purposes of the qualifying
income exception to the publicly traded partnership rules. KKR Fund Holdings L.P., which is also treated as a partnership for U.S.
federal income tax purposes, was formed to hold interests in our businesses and assets that will generate qualifying income for
purposes of the qualifying income exception to the publicly traded partnership rules. A portion of the assets held by KKR Fund
Holdings L.P. and certain other assets that may generate qualifying income are also owned by KKR Management Holdings L.P.

(6)
40% of the carried interest earned in relation to our investment funds and carry paying co-investment vehicles is allocated to a carry
pool from which carried interest is allocated to our principals, other professionals and selected other individuals who work in these
operations. No carried interest has been allocated with respect to co-investments acquired from KPE in the Combination Transaction.

Regulation

        Our operations are subject to regulation and supervision in a number of jurisdictions. The level of regulation and supervision to which we
are subject varies from jurisdiction to jurisdiction and is based on the type of business activity involved. We, in conjunction with our outside
advisors and counsel, seek to manage our business and operations in compliance with such regulation and supervision. The regulatory and legal
requirements that apply to our activities are subject to change from time to time and may become more restrictive, which may make compliance
with applicable requirements more difficult or expensive or otherwise restrict our ability to conduct our business activities in the manner in
which they are now conducted. Changes in applicable regulatory and legal requirements, including changes in their enforcement, could
materially and adversely affect our business and our financial condition and results of operations. As a matter of public policy, the regulatory
bodies that regulate our business activities are generally responsible for safeguarding the integrity of the securities and financial markets and
protecting investors who participate in those markets rather than protecting the interests of our unitholders.
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United States

Regulation as an Investment Adviser

        We conduct our advisory business through our investment adviser subsidiaries, including Kohlberg Kravis Roberts & Co. L.P. and its
wholly-owned subsidiary KKR Asset Management LLC, both of which are registered as investment advisers with the SEC under the Investment
Advisers Act. These investment advisers are subject to the anti-fraud provisions of the Investment Advisers Act and to fiduciary duties derived
from these provisions which apply to our relationships with our advisory clients globally, including funds that we manage. These provisions and
duties impose restrictions and obligations on us with respect to our dealings with our investors and our investments, including for example
restrictions on agency cross and principal transactions. Our registered investment advisers are subject to periodic SEC examinations and other
requirements under the Investment Advisers Act and related regulations primarily intended to benefit advisory clients. These additional
requirements relate, among other things, to maintaining an effective and comprehensive compliance program, recordkeeping and reporting
requirements and disclosure requirements. The Investment Advisers Act generally grants the SEC broad administrative powers, including the
power to limit or restrict an investment adviser from conducting advisory activities in the event it fails to comply with federal securities laws.
Additional sanctions that may be imposed for failure to comply with applicable requirements include the prohibition of individuals from
associating with an investment adviser, the revocation of registrations and other censures and fines.

Regulation as a Broker-Dealer

        KKR Capital Markets LLC, one of our subsidiaries, is registered as a broker-dealer with the SEC under the Exchange Act and in all 50 U.S.
States and U.S. territories and is a member of the Financial Industry Regulatory Authority, or FINRA. As a registered broker-dealer, KKR
Capital Markets LLC is subject to periodic SEC and FINRA examinations and reviews. A broker-dealer is subject to legal requirements covering
all aspects of its securities business, including sales and trading practices, public and private securities offerings, use and safekeeping of
customers' funds and securities, capital structure, record-keeping and retention and the conduct and qualifications of directors, officers,
employees and other associated persons. These requirements include the SEC's "uniform net capital rule," which specifies the minimum level of
net capital that a broker-dealer must maintain, requires a significant part of the broker-dealer's assets to be kept in relatively liquid form, imposes
certain requirements that may have the effect of prohibiting a broker-dealer from distributing or withdrawing its capital and subjects any
distributions or withdrawals of capital by a broker-dealer to notice requirements. These and other requirements also include rules that limit a
broker-dealer's ratio of subordinated debt to equity in its regulatory capital composition, constrain a broker-dealer's ability to expand its business
under certain circumstances and impose additional requirements when the broker-dealer participates in securities offerings of affiliated entities.
Violations of these requirements may result in censures, fines, the issuance of cease-and-desist orders, revocation of licenses or registrations, the
suspension or expulsion from the securities industry of the broker-dealer or its officers or employees or other similar consequences by regulatory
bodies.

United Kingdom

        KKR Capital Markets Limited, one of our subsidiaries, is authorized in the United Kingdom under the Financial Services and Markets Act
2000, or FSMA, and has permission to engage in a number of activities regulated under FSMA, including dealing as principal or agent and
arranging deals in relation to certain types of specified investments and arranging the safeguarding and administration of assets. KKR Capital
Markets Limited also benefits from a passport under the single market directives to offer services cross border into all countries in the European
Economic Area and Gibraltar. Kohlberg Kravis Roberts & Co. Ltd, another one of our subsidiaries, is authorized in the United Kingdom under
FSMA and has permission to engage in a number of regulated activities including advising on and arranging deals relating to corporate finance
business in relation to certain types of specified investments. KKR
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Asset Management Ltd., another one of our subsidiaries, is authorized in the United Kingdom under FSMA and has permission to engage in a
number of regulated activities including and advising on and arranging deals in relation to certain types of specified investments. FSMA and
related rules govern most aspects of investment business, including sales, research and trading practices, provision of investment advice,
corporate finance, use and safekeeping of client funds and securities, regulatory capital, record keeping, margin practices and procedures,
approval standards for individuals, anti-money laundering, periodic reporting and settlement procedures. The Financial Services Authority is
responsible for administering these requirements and our compliance with them. Violations of these requirements may result in censures, fines,
imposition of additional requirements, injunctions, restitution orders, revocation or modification of permissions or registrations, the suspension
or expulsion from certain "controlled functions" within the financial services industry of officers or employees performing such functions or
other similar consequences.

Other Jurisdictions

        Certain other subsidiaries or funds that we advise are registered with, have been licensed by or have obtained authorizations to operate in
their respective jurisdictions outside of the United States. These registrations, licenses or authorizations relate to providing investment advice,
broker-dealer activities, marketing of securities and other regulated activities. Failure to comply with the laws and regulations governing these
subsidiaries and funds that have been registered, licensed or authorized could expose us to liability and/or damage our reputation.

        KKR Capital Markets LLC is also registered as an international dealer under the Securities Act (Ontario). This registration permits us to
trade in non-Canadian equity and debt securities with certain types of investors located in Ontario, Canada.

        KKR Capital Markets Japan Limited, a joint-stock corporation, is a certified Class 2 broker-dealer registered under the Japanese Financial
Instruments and Exchange Law of 2007.

        KKR MENA Limited, a Dubai International Financial Centre company, is licensed to arrange credit or deals in investments, advise on
financial products or credit, and manage assets, and is regulated by the Dubai Financial Services Authority.

        KKR Australia Pty Limited is Australian financial services licensed and is authorized to provide advice on and deal in financial products
for wholesale clients, and is regulated by the Australian Securities and Investments Commission.

        KKR Capital Markets Asia Limited is licensed by the Securities and Futures Commission in Hong Kong to carry on dealing in securities
and advising on securities regulated activities.

        KKR Holdings Mauritius, Ltd. and KKR Account Adviser (Mauritius), Ltd. are unrestricted investment advisers authorized to manage
portfolios of securities and give advice on securities transactions, and are regulated by the Financial Services Commission, Mauritius.

        KKR Account Adviser (Mauritius), Ltd. is registered as a foreign institutional investor with the Securities and Exchange Board of India, or
SEBI, under the SEBI (Foreign Institutional Investors) Regulations, 1995, pursuant to which it is permitted to make and manage investments
into listed and unlisted securities of Indian issuers.

        KKR Mauritius Direct Investments I, Ltd. is registered as an FII sub account with SEBI pursuant to which it can make investments in listed
and unlisted securities of Indian issuers, and is incorporated as an investment holding company in Mauritius regulated by the Financial Services
Commission, Mauritius.

        KKR India Financial Services Private Limited is registered with the Reserve Bank of India as a non-deposit taking non-banking financial
company and is authorized to undertake lending and financing activities.
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        KKR Capital Markets India Private Limited is licensed by the SEBI as a merchant bank that is authorized to execute capital market
mandates, underwrite issues, offer investment advisory and other consultancy/advisory services.

        Stamariko Holdings Limited is registered as an FII sub-account with SEBI pursuant to which it can make investments in listed and unlisted
securities of Indian issuers.

        Daena Venture Capital Investments, Ltd. is registered with SEBI as a foreign venture capital investor, or FVCI, pursuant to which it can
make certain investments in securities of Indian issuers and is incorporated as an investment holding company in Mauritius regulated by the
Financial Services Commission, Mauritius.

        From time to time, one or more of our investment funds or their related investment vehicles may be regulated as a mutual fund by the
Cayman Islands Monetary Authority, regulated as an investment limited partnership by the Central Bank of Ireland or registered with the
Financial Supervisory Service of the Republic of Korea.

        There are a number of pending or recently enacted legislative and regulatory initiatives in the United States and in Europe that could
significantly affect our business. Please see "Risk Factors�Risks Related to Our Business�Extensive regulation of our businesses affects our
activities and creates the potential for significant liabilities and penalties. The possibility of increased regulatory focus or legislative or
regulatory changes could result in additional burdens on our business."

Website and Availability of SEC Filings

        Our website address is www.kkr.com. Information on our website is not incorporated by reference herein and is not a part of this
Form 10-K. We make available free of charge on our website or provide a link on our website to our Annual Report on Form 10-K, Quarterly
Reports on Form 10-Q and Current Reports on Form 8-K, and any amendments to those reports filed or furnished pursuant to Section 13(a) or
15(d) of the Exchange Act, as soon as reasonably practicable after those reports are electronically filed with, or furnished to, the SEC. To access
these filings, go to the "KKR & Co. L.P." portion of our "Public Investors" page on our website, then click on "SEC Filings". You may also read
and copy any document we file at the SEC's public reference room located at 100 F Street, N.E., Washington, DC 20549. Please call the SEC at
1-800-SEC-0330 for further information on the public reference room. In addition these reports and the other documents we file with the SEC
are available at a website maintained by the SEC at www.sec.gov.

        From time to time, we may use our website as a channel of distribution of material information. Financial and other material information
regarding our company is routinely posted on and accessible at www.kkr.com. In addition, you may automatically receive e-mail alerts and other
information about our company by enrolling your e-mail address by visiting the "E-mail Alerts" section at under the "KKR & Co. L.P." section
of the "Public Investors" heading at www.kkr.com.

 ITEM 1A.    RISK FACTORS

        Investing in our securities involves risk. Persons buying our securities should carefully consider the risks described below and the other
information contained in this report and other filings that we make from time to time with the SEC, including our consolidated and combined
financial statements and accompanying notes. Any of the following risks could materially and adversely affect our business, financial condition
or results of operations. In addition, the risks described below are not the only risks we face. Our business, financial condition or results of
operations could also be adversely affected by additional factors that apply to all companies generally, as well as other risks that are not
currently known to us or that we currently view to be immaterial. In any such case, the trading price of our securities could decline and you may
lose all or part of your original investment. While we attempt to mitigate known risks to the extent we believe to be practicable and reasonable,
we can provide no assurance, and we make no representation, that our mitigation efforts will be successful.
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Risks Related to Our Business

Difficult market conditions can adversely affect our business in many ways, including by reducing the value or performance of the
investments that we manage or by reducing the ability of our funds to raise or deploy capital, each of which could negatively impact our net
income and cash flow and adversely affect our financial condition.

        Our business is materially affected by conditions in the financial markets and economic conditions or events throughout the world, such as
interest rates, availability of credit, inflation rates, economic uncertainty, changes in laws (including laws relating to taxation), trade barriers,
commodity prices, currency exchange rates and controls and national and international political circumstances (including wars, terrorist acts or
security operations). For example, the unprecedented turmoil in the global financial markets during 2008 and 2009 provoked significant
volatility of securities prices, contraction in the availability of credit and the failure of a number of companies, including leading financing
institutions, and had a material adverse effect on our businesses. While the adverse effects of that period have abated to a degree, global financial
markets have experienced significant volatility following the downgrade by Standard & Poor's on August 5, 2011 of the long-term credit rating
of U.S. Treasury debt from AAA to AA+. In addition, the recent concern regarding the inability of Greece and certain other European countries
to pay their national debt, the response by Eurozone policy makers to mitigate this sovereign debt crisis and the concerns regarding the stability
of the Eurozone currency have created uncertainty in the credit markets. As a result, there has been a strain on banks and other financial services
participants, which could adversely affect our ability to obtain credit on favorable terms or at all. In addition, there continue to be signs of
economic weakness such as relatively high levels of unemployment and governmental deficits in major markets including the United States and
Europe. Further, financial institutions have generally not yet provided debt financing in amounts and on terms commensurate with what they
provided prior to 2008.

        Such market and economic conditions are outside our control and may affect the level and volatility of securities prices and the liquidity
and the value of our investments. In addition, we may not be able to or may choose not to manage our exposure to these conditions and/or
events. For example, as of March 31, 2009, the date of the lowest aggregate valuation of our private equity funds during the most recent
downturn, the investments in our contributed private equity funds were marked down to 67% of original cost. Our profitability may also be
adversely affected by our fixed costs and the possibility that we would be unable to scale back other costs within a time frame sufficient to
match any decreases in net income relating to changes in market and economic conditions.

        Our funds may be affected by reduced opportunities to exit and realize value from their investments as lack of financing makes it more
difficult for potential buyers to raise sufficient capital to purchase assets in our funds' portfolios, by lower than expected returns on investments,
which could cause us to realize diminished or no carried interest, and by the fact that we may not be able to find suitable investments for the
funds to effectively deploy capital, which could adversely affect our ability to raise new funds because we can generally only raise capital for a
successor fund following the substantial deployment of capital from the existing fund. In the event of poor performance by existing funds or
during periods of unfavorable fundraising conditions, as have prevailed in recent years, pressures by investors for lower fees, different fee
sharing arrangements for transaction or other fees, and other concessions (for example, the inclusion of performance hurdles that would require
us to generate a specified return on investment prior to our right to receive carried interest) would likely continue and could increase. The
outcome of such negotiations could result in our agreement to terms that are materially less favorable to us than for prior funds we have
managed. In the circumstances described above, successor funds raised by us are also likely in many instances to be smaller than our comparable
predecessor funds. Investors may also seek to redeploy capital away from certain of our fixed income or other non-private equity investment
vehicles, which permit redemptions on relatively short notice, in order to meet liquidity needs or invest in other asset classes. Any of these
developments could adversely affect our future revenues, net income, cash flow, financial condition or ability to retain our employees. See "�Our
inability to raise additional or successor funds could have a material adverse impact on our business" and "�Our investors in future funds may
negotiate to pay us lower management fees and the economic terms of our future funds may be less favorable to us than those of our existing
funds, which could adversely affect our revenues."
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        During periods of difficult market or economic conditions or slowdowns (which may be across one or more industries, sectors or
geographies), companies in which we have invested may experience decreased revenues, financial losses, credit rating downgrades, difficulty in
obtaining access to financing and increased funding costs. These companies may also have difficulty in expanding their businesses and
operations or be unable to meet their debt service obligations or other expenses as they become due, including expenses payable to us. Negative
financial results in our funds' portfolio companies may result in lower investment returns for our investment funds, which could materially and
adversely affect our operating results and cash flow. To the extent the operating performance of such portfolio companies (as well as valuation
multiples) deteriorate or do not improve, our funds may sell those assets at values that are less than we projected or even at a loss, thereby
significantly affecting those funds' performance and consequently our operating results and cash flow. During periods of economic difficulty,
our investment funds' portfolio companies may also have difficulty expanding their businesses and operations or meeting their debt service
obligations or other expenses as they become due, including amounts payable to us. Furthermore, negative market conditions or a specific
market dislocation may result in lower investment returns for our funds, which would further adversely affect our net income. Adverse
conditions may also increase the risk of default with respect to private equity, fixed income and other equity investments that we manage. Even
if economic and market conditions do improve broadly, adverse conditions in particular sectors may also cause our performance to suffer.

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

        In the event that our funds are unable to obtain committed debt financing for potential acquisitions or can only obtain debt at an increased
interest rate or on unfavorable terms, our funds may have difficulty completing otherwise profitable acquisitions or may generate profits that are
lower than would otherwise be the case, either of which could lead to a decrease in the investment income earned by us. Any failure by lenders
to provide previously committed financing can also expose us to potential claims by sellers of businesses which we may have contracted to
purchase. Similarly, our portfolio companies regularly utilize the corporate debt markets in order to obtain financing for their operations. To the
extent that credit markets render such financing difficult to obtain or more expensive, this may negatively impact the operating performance of
those portfolio companies and, therefore, the investment returns on our funds. In addition, to the extent that the current markets make it difficult
or impossible to refinance debt that is maturing in the near term, we or some of our portfolio companies may be unable to repay such debt at
maturity and may be forced to sell assets, undergo a recapitalization or seek bankruptcy protection. In addition, to the extent that conditions in
the credit markets impair the ability of our portfolio companies to refinance or extend maturities on their outstanding debt, either on favorable
terms or at all, the operating performance of those portfolio companies may be negatively impacted, which could impair the value of our
investment in those portfolio companies and lead to a decrease in the investment income earned by us. In some cases, the inability of our
portfolio companies to refinance or extend maturities may result in the inability of those companies to repay debt at maturity and may cause the
companies to sell assets, undergo a recapitalization or seek bankruptcy protection, which would also likely impair the value of our investment
and lead to a decrease in investment income earned by us.

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

        We expect that our primary liquidity needs will consist of cash required to:

�
continue to grow our business, including seeding new strategies and funding our capital commitments made to existing and
future funds, co-investments and, any net capital requirements of our capital markets companies and co-investments
alongside our funds;

�
service debt obligations, as well as any contingent liabilities that may give rise to future cash payments;
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�
fund cash operating expenses;

�
pay amounts that may become due under our tax receivable agreement with KKR Holdings;

�
make cash distributions in accordance with our distribution policy;

�
underwrite commitments within our capital markets business; and

�
acquire additional principal assets.

        These liquidity requirements are significant and, in some cases, involve capital that will remain invested for extended periods of time. As of
December 31, 2011, we have approximately $665.2 million of remaining unfunded capital commitments to our investment funds. Our
commitments to our funds will require significant cash outlays over time, and there can be no assurance that we will be able to generate
sufficient cash flows from realizations of investments to fund them. In addition, as of December 31, 2011, we had $500.0 million of borrowings
outstanding under our credit facilities and debt securities and $989.4 million of cash and short-term investments. While we have long-term
committed financings with substantial facility limits, the terms of those facilities will expire in 2013 and 2016 and the Senior Notes become due
in 2020 (see "Management's Discussion and Analysis of Financial Condition and Results of Operations�Liquidity"), and any borrowings
thereunder will require refinancing or renewal, which could result in higher borrowing costs, or issuing equity. Depending on credit market
conditions, we may not be able to renew all or part of these credit facilities or find alternate sources of financing on commercially reasonable
terms or raise equity. In addition, the underwriting commitments for our capital markets business may require significant cash obligations, and
these commitments may also put pressure on our liquidity. The holding company for our capital markets business has entered into a credit
agreement that provides for revolving borrowings of up to $500 million, which can be used in connection with our capital markets business,
including placing and underwriting securities offerings. To the extent we commit to buy and sell an issue of securities in firm commitment
underwritings or otherwise, we may be required to borrow under our credit agreement for our capital markets business to fund such obligations,
which, depending on the size and timing of the obligations, may limit our ability to enter into other underwriting arrangements or similar
activities, service existing debt obligations or otherwise grow our business. Regulatory capital requirements may also limit the ability of our
broker-dealer subsidiaries to participate in underwriting or other transactions or to allocate our capital more efficiently across our businesses. In
the event that our liquidity requirements were to exceed available liquid assets for the reasons specified above or for any other reason, we could
be forced to sell assets or seek to raise debt or equity capital on unfavorable terms.

The "clawback" or "net loss sharing" provisions in our governing agreements may give rise to a contingent obligation that may require us
to return or contribute amounts to our funds and investors.

        The partnership documents governing our private equity funds generally include a "clawback" or, in certain instances, a "net loss sharing"
provision that, if triggered, may give rise to a contingent obligation that may require the general partner to return or contribute amounts to the
fund for distribution to investors at the end of the life of the fund. Under a "clawback" provision, upon the liquidation of a fund, the general
partner is required to return, on an after-tax basis, previously distributed carry to the extent that, due to the diminished performance of later
investments, the aggregate amount of carry distributions received by the general partner during the term of the fund exceed the amount to which
the general partner was ultimately entitled after taking into account performance hurdles, if any. Excluding carried interest received by the
general partners of our 1996 Fund (which was not contributed to us in the Transactions), as of December 31, 2011, the amount of carried interest
we have received that is subject to this clawback obligation was $82.7 million, assuming that all applicable private equity funds were liquidated
at their December 31, 2011 fair values. Had the investments in such funds been liquidated at zero value, the clawback obligation would have
been $800.9 million. Under a "net loss sharing provision," upon the liquidation of a fund, the general
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partner is required to contribute capital to the fund, to fund 20% of the net losses on investments. In these vehicles, such losses would be
required to be paid by us to the limited partners in those vehicles in the event of a liquidation of the fund regardless of whether any carried
interest had previously been distributed. Based on the fair market values as of December 31, 2011, there would have been no net loss sharing
obligation. If the vehicles were liquidated at zero value, the contingent repayment obligation in connection with the net loss sharing provision as
of December 31, 2011 would have been approximately $1,006.6 million.

        Prior to the Transactions, certain of our principals who received carried interest distributions with respect to the private equity funds had
personally guaranteed, on a several basis and subject to a cap, the contingent obligations of the general partners of the private equity funds to
repay amounts to fund limited partners pursuant to the general partners' clawback obligations. The terms of the Transactions require that our
principals remain responsible for clawback obligations relating to carry distributions received prior to the Transactions up to a maximum of
$223.6 million. Carry distributions arising subsequent to the Transactions may give rise to clawback obligations that may be allocated generally
to carry pool participants and the Combined Business in accordance with the terms of the instruments governing the KKR Group Partnerships.
Unlike the "clawback" provisions, the Combined Business will be responsible for amounts due under net loss sharing arrangements and will
indemnify our principals for any personal guarantees that they have provided with respect to such amounts. In addition, guarantees of or similar
arrangements relating to, clawback or net loss sharing in favor of third party investors in an individual investment partnership by entities that are
part of the Combined Business may limit distributions of carried interest more generally.

Our earnings and cash flow are highly variable due to the nature of our business and we do not intend to provide earnings guidance, each of
which may cause the value of interests in our business to be volatile.

        Our earnings are highly variable from quarter to quarter due to the volatility of investment returns of most of our funds and other
investment vehicles and our principal assets and the fees earned from our businesses. We recognize earnings on investments in our funds based
on our allocable share of realized and unrealized gains (or losses) reported by such funds and for certain of our recent funds, when a
performance hurdle is achieved. A decline in realized or unrealized gains, a failure to achieve a performance hurdle or an increase in realized or
unrealized losses, would adversely affect our net income. Fee income, which we recognize when contractually earned, can vary due to
fluctuations in AUM, the number of investment transactions made by our funds, the number of portfolio companies we manage, the fee
provisions contained in our funds and other investment products and transactions by our capital markets business. Fees for the years ended
December 31, 2009, 2010 and 2011 were $331.3 million, $435.4 million and $723.6 million, respectively. We may create new funds or
investment products or vary the terms of our funds or investment products, which may alter the composition or mix of our income from time to
time. We may also experience fluctuations in our results from quarter to quarter, including our revenue and net income, due to a number of other
factors, including changes in the values of our funds' investments, changes in the amount of distributions or interest earned in respect of
investments, changes in our operating expenses, the degree to which we encounter competition and general economic and market conditions. Net
income (loss) attributable to KKR & Co. L.P. for the years ended December 31, 2009, 2010 and 2011 was $849.7 million, $333.2 million, and
$1.9 million, respectively. Such fluctuations may lead to variability in the value of interests in our business and cause our results for a particular
period not to be indicative of our performance in future periods. It may be difficult for us to achieve steady growth in net income and cash flow
on a quarterly basis, which could in turn lead to large adverse movements in the value of interests in our business.

        The timing and receipt of carried interest from our investment funds are unpredictable and will contribute to the volatility of our cash flows.
Carried interest is generally distributed to the general partner of a vehicle with a clawback or net loss sharing provision only after all of the
following are
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met: (i) a realization event has occurred (e.g., sale of a portfolio company, dividend, etc.); (ii) the vehicle has achieved positive overall
investment returns on realized investments since its inception, in excess of a performance hurdle, where applicable; and (iii) with respect to
investments with a fair value below cost, cost has been returned to investors in an amount sufficient to reduce remaining cost to the investments'
fair value. Carried interest payments from investments depend on our funds' performance and opportunities for realizing gains, which may be
limited. It takes a substantial period of time to identify attractive investment opportunities, to raise all the funds needed to make an investment
and then to realize the cash value (or other proceeds) of an investment through a sale, public offering or other exit. To the extent an investment is
not profitable, no carried interest shall be received from our funds with respect to that investment and, to the extent such investment remains
unprofitable, we will only be entitled to a management fee on that investment. Furthermore, certain vehicles and separately managed accounts
may not provide for the payment of carry at all. Even if an investment proves to be profitable, it may be several years before any profits can be
realized in cash. We cannot predict when, or if, any realization of investments will occur. In addition, if finance providers, such as commercial
and investment banks, make it difficult for potential purchasers to secure financing to purchase companies in our investment funds' portfolio, it
may decrease potential realization events and the potential to earn carried interest. A downturn in the equity markets would also make it more
difficult to exit investments by selling equity securities. If we were to have a realization event in a particular quarter, the event may have a
significant impact on our cash flows during the quarter that may not be replicated in subsequent quarters. A decline in realized or unrealized
gains, or an increase in realized or unrealized losses, would adversely affect our investment income, which could further increase the volatility of
our quarterly results.

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

        The transaction fees that we earn are driven in part by the pace at which our funds make investments and the size of those investments. Any
decline in that pace or the size of such investments would reduce our transaction fees and could make it more difficult for us to raise capital.
Many factors could cause such a decline in the pace of investment, including:

�
the inability of our investment professionals to identify attractive investment opportunities;

�
competition for such opportunities among other potential acquirers;

�
decreased availability of capital or financing on attractive terms;

�
our failure to consummate identified investment opportunities because of business, regulatory or legal complexities and
adverse developments in the U.S. or global economy or financial markets; and

�
terms we may provide to our investors to increase the percentage of transaction or other fees we may share with them.

Our inability to raise additional or successor funds (or raise successor funds of a comparable size as our predecessor funds) could have a
material adverse impact on our business.

        Our current private equity funds and certain other funds and investment vehicles have a finite life and a finite amount of commitments from
investors. Once a fund nears the end of its investment period, our success depends on our ability to raise additional or successor funds in order to
keep making investments and, over the long term, earning management fees (although our funds and investment vehicles generally continue to
earn management fees at a reduced fee rate after the expiration of their investment periods). Even if we are successful in raising successor funds,
to the extent we are unable to raise successor funds of a comparable size to our predecessor funds, our revenues may decrease as the investment
period of our predecessor funds expire and associated fees
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decrease. For example, the size of our most recent private equity fund focused primarily on North America is expected to be smaller than its
predecessor fund. Furthermore, in order to raise capital for new strategies and products without drawing capital away from our existing products,
we will need to seek new sources of capital. Institutional investors that have suffered from decreasing returns, liquidity pressure, increased
volatility or difficulty maintaining targeted asset allocations, may materially decrease or temporarily suspend making new fund investments.
Such investors may elect to reduce their overall portfolio allocations to alternative investments such as private equity funds, resulting in a
smaller overall pool of available capital in our industry. In addition, the asset allocation rules or regulations or investment policies to which such
third-party investors are subject, could inhibit or restrict the ability of third-party investors to make investments in our investment funds.
Coupled with a lack of distributions from their existing investment portfolios, many of these investors may have been left with
disproportionately outsized remaining commitments to, and invested capital in, a number of investment funds, which significantly limited their
ability to make new commitments to third-party managed investment funds such as those advised by us. Investors may also seek to redeploy
capital away from certain of our fixed income vehicles, hedge fund or other investment vehicles, which permit redemptions on relatively short
notice in order to meet liquidity needs or invest in other asset classes. We believe that our ability to avoid excessive redemption levels primarily
depends on our funds' continued satisfactory performance, although redemptions may also be driven by other factors important to our investors,
including their need for liquidity and compliance with investment mandates, even if our performance is superior. Any such redemptions would
decrease our AUM and revenues. In addition, the "Volcker Rule" passed in connection with the Dodd-Frank Wall Street Reform and Consumer
Protection Act is expected to severely limit or prohibit investments in private equity funds by U.S. banks (and in some cases non-U.S. banks)
and could limit such investments by regulated insurance companies. Financial institutions have historically represented an important class of
investors to us, including approximately 13% of our AUM as of December 31, 2011, and it is possible that other institutions will not be available
to replace this traditional source of capital for our private equity funds. To the extent we are unable to raise additional or successor funds (or to
raise successor funds of the same size as our predecessor funds), our AUM and revenues will likely decrease as the investment period of our
predecessor funds expire and associated fees decrease.

Our investors in future funds, including separately managed accounts, may negotiate to pay us lower management fees and the economic
terms of our future funds may be less favorable to us than those of our existing funds, which could adversely affect our revenues.

        In connection with raising new funds or securing additional investments in existing funds, we negotiate terms for such funds and
investments with investors. The outcome of such negotiations could result in our agreement to terms that are materially less favorable to us than
the terms of prior funds we have advised or funds advised by our competitors. For example such terms could restrict our ability to raise
investment funds with investment objectives or strategies that compete with existing funds, reduce fee revenues we earn, reduce the percentage
of profits on third-party capital in which we share, include a performance hurdle that requires us to generate a specified return on investment
prior to our right to receive carried interest or add expenses and obligations for us in managing the fund or increase our potential liabilities. Our
newest private equity fund focused on North America includes a performance hurdle that requires us to generate a 7% return on investment prior
to receiving our share of fund gains. Furthermore, as institutional investors increasingly consolidate their relationships with investment firms and
competition becomes more acute, we may receive more such requests to modify the terms in our new funds. Agreement to terms that are
materially less favorable to us could result in a decrease in our profitability.

        Certain institutional investors have also publicly criticized certain fund fee and expense structures, including management fees and
transaction and advisory fees. We have received and expect to continue to receive requests from a variety of investors and groups representing
investors to decrease fees and to modify our carried interest and incentive fee structures, which could result in a reduction or delay in the
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timing of receipt of the fees and carried interest and incentive fees we earn. In September of 2009, the Institutional Limited Partners Association,
or "ILPA," published a set of Private Equity Principles, or the "Principles," which were revised in January 2011. The Principles were developed
in order to encourage discussion between limited partners and general partners regarding private equity fund partnership terms. Certain of the
Principles call for enhanced "alignment of interests" between general partners and limited partners through modifications of some of the terms of
fund arrangements, including proposed guidelines for fees and carried interest structures. We provided ILPA our endorsement of the Principles,
representing an indication of our general support for the efforts of ILPA.

        In addition, certain institutional investors, including sovereign wealth funds and public pension funds, have demonstrated an increased
preference for alternatives to the traditional investment fund structure, such as managed accounts, specialized funds and co-investment vehicles.
We also have entered into strategic partnerships with individual investors whereby we manage that investor's capital across a variety of our
products on separately negotiated terms. There can be no assurance that such alternatives will be as efficient as the traditional investment fund
structure, and the impact such a trend could have on the cost of our operations or profitability, if widely implemented, is unclear. Moreover,
certain institutional investors are demonstrating a preference to in-source their own investment professionals and to make direct investments in
alternative assets without the assistance of private equity advisers like us. Such institutional investors may become our competitors and could
cease to be our clients.

        Any agreement to terms less favorable to us could adversely affect our revenues and profitability.

The investment management business is intensely competitive, which could have a material adverse impact on our business.

        We compete as an investment manager for both investors and investment opportunities. The investment management business is highly
fragmented, with our competitors consisting primarily of sponsors of public and private investment funds, business development companies,
investment banks, commercial finance companies and operating companies acting as strategic buyers of businesses. We believe that competition
for investors is based primarily on:

�
investment performance;

�
investor liquidity and willingness to invest;

�
investor perception of investment managers' drive, focus and alignment of interest;

�
business reputation;

�
the duration of relationships with investors;

�
the quality of services provided to investors;

�
pricing;

�
fund terms (including fees); and

�
the relative attractiveness of the types of investments that have been or will be made.

        We believe that competition for investment opportunities is based primarily on the pricing, terms and structure of a proposed investment
and certainty of execution.

        A number of factors serve to increase our competitive risks:
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�
a number of our competitors in some of our businesses may have greater financial, technical, marketing and other resources
and more personnel than we do;

�
investors may materially decrease their allocations in new funds in light of their experiences following an economic
downturn or seek to consolidate their relationships with investment firms;
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�
some of our competitors may have better expertise or be regarded by investors as having better expertise in a specific asset
class or geographic region than we do;

�
some of our competitors have agreed to terms on their investment funds or products that may be more favorable than our
funds or products, such as lower management fees, greater fee sharing, or performance hurdles for carried interest, and
therefore we may be forced to match or otherwise revise our terms to be less favorable than they have been in the past;

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

�
investors may reduce their investments in our funds or not make additional investments in our funds based upon their
available capital or due to regulatory requirements;

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

�
some of these competitors may also have a lower cost of capital and access to funding sources that are not available to us,
which may create competitive disadvantages for us with respect to investment opportunities;

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

�
some of our competitors may be subject to less regulation or less regulatory scrutiny and accordingly may have more
flexibility to undertake and execute certain businesses or investments than we do and/or bear less expense to comply with
such regulations than we do;

�
there are relatively few barriers to entry impeding the formation of new funds, including a relatively low cost of entering
these businesses, and the successful efforts of new entrants into our various lines of business, including major commercial
and investment banks and other financial institutions, have resulted in increased competition;

�
some investors may prefer to invest with an investment manager that is not publicly traded, is smaller, or manages fewer
investment products; and

�
other industry participants will from time to time seek to recruit our investment professionals and other employees away
from us.

        We may lose investment opportunities in the future if we do not match investment prices, structures and terms offered by competitors. Our
competitors that are corporate buyers may be able to achieve synergistic cost savings in respect of an investment, which may provide them with
a competitive advantage in bidding for an investment. Alternatively, we may experience decreased investment returns and increased risks of loss
if we match investment prices, structures and terms offered by competitors. Moreover, if we are forced to compete with other investment firms
on the basis of price, we may not be able to maintain our current fund fee, carried interest or other terms. There is a risk that fees and carried
interest in the alternative investment management industry will decline, without regard to the historical performance of a manager. Fee or carried
interest income reductions on existing or future funds, without corresponding decreases in our cost structure, would adversely affect our
revenues and profitability.
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        In addition, if interest rates were to rise or if market conditions for competing investment products become or are favorable and such
products begin to offer rates of return superior to those achieved by our funds, the attractiveness of our funds relative to investments in other
investment products could decrease. This competitive pressure could adversely affect our ability to make successful investments and limit our
ability to raise future funds, either of which would adversely impact our business, results of operations and cash flow.

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

        The U.S. federal income tax treatment of our unitholders depends in some instances on determinations of fact and interpretations of
complex provisions of U.S. federal income tax laws for which no clear precedent or authority may be available. You should be aware that the
U.S. federal income tax rules are constantly under review by persons involved in the legislative process, the Internal Revenue Service, or IRS,
and the U.S. Department of the Treasury frequently resulting in revised interpretations of established concepts, statutory changes, revisions to
regulations and other modifications and interpretations. The present U.S. federal income tax treatment of owning our common units may be
modified by administrative, legislative or judicial interpretation at any time, and any such action may affect investments and commitments
previously made. For instance, changes to the U.S. federal tax laws and interpretations thereof could make it more difficult or impossible for us
to be treated as a partnership that is not taxable as a corporation for U.S. federal income tax purposes, affect the tax considerations of owning our
common units, change the character or treatment of portions of our income (including, for instance, the treatment of carried interest as ordinary
income rather than capital gain) and adversely impact your investment in our common units. See the discussion below under "�The U.S. Congress
has considered legislation that would have (i) in some cases after a ten-year period, precluded us from qualifying as a partnership or required us
to hold carried interest through taxable subsidiary corporations and (ii) taxed certain income and gains at increased rates. If any similar
legislation were to be enacted and apply to us, the after tax income and gain related to our business, as well as the market price of our units,
could be reduced." Our organizational documents and agreements give the Managing Partner broad authority to modify the amended and
restated partnership agreement from time to time as the Managing Partner determines to be necessary or appropriate, without the consent of the
unitholders, to address changes in U.S. federal, state and local income tax regulations, legislation or interpretation. In some circumstances, such
revisions could have a material adverse impact on some or all unitholders. For instance, the Managing Partner could elect at some point to treat
us as an association taxable as a corporation for U.S. federal (and applicable state) income tax purposes. If the Managing Partner were to do this,
the U.S. federal income tax consequences of owning our common units would be materially different. Moreover, certain assumptions and
conventions will be applied in an attempt to comply with applicable rules and to report income, gain, deduction, loss and credit to unitholders in
a manner that reflects such unitholders' beneficial ownership of partnership items, taking into account variation in ownership interests during
each taxable year because of trading activity. However, those assumptions and conventions may not be in compliance with all aspects of
applicable tax requirements. It is possible that the IRS will assert successfully that the conventions and assumptions used by us do not satisfy the
technical requirements of the Internal Revenue Code and/or Treasury regulations and could require that items of income, gain, deductions, loss
or credit, including interest deductions, be adjusted, reallocated or disallowed in a manner that adversely affects our unitholders.

34

Edgar Filing: KKR & Co. L.P. - Form 10-K

49



Table of Contents

The U.S. Congress has considered legislation that would have (i) in some cases after a ten-year period, precluded us from qualifying as a
partnership or required us to hold carried interest through taxable subsidiary corporations and (ii) taxed certain income and gains at
increased rates. If any similar legislation were to be enacted and apply to us, the after tax income and gain related to our business, as well as
the market price of our units, could be reduced.

        Over the past several years, a number of legislative and administrative proposals have been introduced and, in certain cases, have been
passed by the U.S. House of Representatives. In May 2010 the U.S. House of Representatives passed legislation, or the "May 2010 House bill",
that would have, in general, treated income and gains, including gain on sale, attributable to an interest in an investment services partnership
interest, or "ISPI", as income subject to a new blended tax rate that is higher than under current law, except to the extent such ISPI would have
been considered under the legislation to be a qualified capital interest. Your interest in us, our interest in KKR Fund Holdings L.P. and the
interests that KKR Fund Holdings L.P. holds in entities that are entitled to receive carried interest may have been classified as ISPIs for purposes
of this legislation. The U.S. Senate considered but did not pass similar legislation. On February 14, 2012, Representative Levin introduced
similar legislation, or the "2012 Levin bill", that would tax carried interest at ordinary income tax rates (which would be higher than the
proposed blended rate under the May 2010 House bill). It is unclear when or whether the U.S. Congress will pass such legislation or what
provisions will be included in any legislation, if enacted.

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

        On September 12, 2011, the Obama administration submitted similar legislation to Congress in the American Jobs Act that would tax
income and gain, now treated as capital gains, including gain on disposition of interests, attributable to an ISPI at rates higher than the capital
gains rate applicable to such income under current law, with an exception for certain qualified capital interests. The proposed legislation would
also characterize certain income and gain in respect of ISPIs as non-qualifying income under the publicly traded partnership rules after a
ten-year transition period from the effective date, with an exception for certain qualified capital interests. This proposed legislation follows
several prior statements by the Obama administration in support of changing the taxation of carried interest. Furthermore, in the proposed
American Jobs Act, the Obama administration proposed that current law regarding the treatment of carried interest be changed for taxable years
ending after December 31, 2012 to subject such income to ordinary income tax. In its published revenue proposal for 2013, the Obama
administration proposed that the current law regarding treatment of carried interest be changed to subject such income to ordinary income tax.
The Obama administration's published revenue proposals for 2010, 2011 and 2012 contained similar proposals.

        States and other jurisdictions have also considered legislation to increase taxes with respect to carried interest. For example, New York has
periodically considered legislation under which you could be subject to New York state income tax on income in respect of our common units as
a result of
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certain activities of our affiliates in New York, although it is unclear when or whether such legislation will be enacted.

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

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

We depend on our founders and other key personnel, the loss of whose services could have a material adverse effect on our business, results
and financial condition.

        We depend on the efforts, skills, reputations and business contacts of our principals, including our founders, Henry Kravis and George
Roberts, and other key personnel, the information and deal flow they and others generate during the normal course of their activities and the
synergies among the diverse fields of expertise and knowledge held by our professionals. Accordingly, our success depends on the continued
service of these individuals, who are not obligated to remain employed with us. The loss of the services of any of them could have a material
adverse effect on our revenues, net income and cash flows and could harm our ability to maintain or grow AUM in existing funds or raise
additional funds in the future.

        Our principals and other key personnel possess substantial experience and expertise and have strong business relationships with investors in
our funds and other members of the business community. As a result, the loss of these personnel could jeopardize our relationships with
investors in our funds and members of the business community and result in the reduction of AUM or fewer investment opportunities. For
example, if any of our principals were to join or form a competing firm, our business, results and financial condition could suffer.

        Furthermore, the agreements governing our private equity funds and certain non-private equity investment funds managed by us provide
that in the event certain "key persons" in these funds (for example, both of Messrs. Kravis and Roberts, and, in the case of certain geographically
or product focused funds, one or more of the executives focused on such funds) generally cease to actively manage a fund, investors in the fund
will be entitled to: (i) in the case of our private equity funds, reduce, in whole or in part, their capital commitments available for further
investments; and (ii) in the case of certain of our fixed income or other non-private equity investment funds, withdraw all or any portion of their
capital accounts, in each case on an investor-by-investor basis (which could lead possibly to a liquidation of those funds). The occurrence of
such an event would likely have a significant negative impact on our revenue, net income and cash flow.
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If we cannot retain and motivate our principals and other key personnel and recruit, retain and motivate new principals and other key
personnel, our business, results and financial condition could be adversely affected.

        Our most important asset is our people, and our continued success is highly dependent upon the efforts of our principals and other
professionals, and to a substantial degree on our ability to retain and motivate our principals and other key personnel and to strategically recruit,
retain and motivate new talented personnel, including new principals. However, we may not be successful in these efforts as the market for
qualified investment professionals is extremely competitive. Our ability to recruit, retain and motivate our professionals is dependent on our
ability to offer highly attractive incentive opportunities. If legislation, such as the legislation proposed in April 2009 (and reproposed in 2010
and 2012) were to be enacted, income and gains recognized with respect to carried interest would be treated for U.S. federal income tax purposes
as ordinary income rather than as capital gain. Such legislation would materially increase the amount of taxes that we, our principals and other
professionals would be required to pay, thereby adversely affecting our ability to offer such attractive incentive opportunities. See "�Risks
Related to U.S. Taxation". In addition, there are pending laws and regulations that seek to regulate the compensation of certain of our
employees. See "�Extensive Regulation of our business affects our activities and creates the potential for significant liabilities and penalties. The
possibility of increased regulatory focus or legislative or regulatory changes could result in additional burdens on our business." The loss of even
a small number of our investment professionals could jeopardize the performance of our funds and other investment products, which would have
a material adverse effect on our results of operations. Efforts to retain or attract investment professionals may result in significant additional
expenses, which could adversely affect our profitability.

        Our principals generally hold interests in our business through KKR Holdings. These individuals currently receive financial benefits from
our business in the form of distributions and amounts funded by KKR Holdings and through their direct and indirect participation in the value of
KKR Group Partnership Units held by KKR Holdings. While all of our employees and our principals receive base salaries from us, profit-based
cash amounts for certain individuals currently are borne by KKR Holdings from cash reserves based upon distributions on a portion of KKR
Group Partnership Units held by KKR Holdings. There can be no assurance that KKR Holdings will have sufficient cash available to continue to
make profit-based cash payments and we expect to pay a portion, or eventually all, of these cash bonus payments as KKR Holdings becomes
unable to reserve cash for bonus compensation as our principals who hold equity interests through KKR Holdings become entitled to the cash
distributions on the KKR Group Partnership Units held by KKR Holdings. Moreover, in connection with the Transactions in October 2009, we
made large grants of KKR Holdings units that vest in installments over a five year period commencing October 1, 2009. Our principals may also
receive additional equity interests in our business through equity awards granted by KKR Holdings, which does not cause any dilution.
However, we have granted and will grant some or all of the types of equity awards historically granted by KKR Holdings from our Equity
Incentive Plan, particularly as the KKR Holdings units granted in October 2009 vest, which will cause dilution. In addition, we may be unwilling
to grant our employees additional significant equity awards in our business, and the value of the grants and distributions they receive in respect
of their existing awards may be lower than anticipated. This may limit our ability to attract, retain and motivate talented personnel. In order to
recruit and retain existing and future investment professionals, we may need to increase the level of compensation that we pay to them, which
may cause a higher percentage of our revenue to be paid out in the form of compensation, which would have an adverse impact on our profit
margins.

        In addition, there is no guarantee that the confidentiality and restrictive covenant agreements to which our principals are subject, together
with our other arrangements with them, will prevent them from leaving us, joining our competitors or otherwise competing with us or that these
agreements will be enforceable in all cases. These agreements will expire after a certain period of time, at which point each of our principals
would be free to compete against us and solicit investors in our funds, clients and employees. Depending on which entity is a party to these
agreements and/or the laws applicable to
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them, we may not be able to enforce them or become subject to lawsuits or other claims, and these agreements might be waived, modified or
amended at any time without our consent. See "Certain Relationships and Related Transactions, and Director Independence�Confidentiality and
Restrictive Covenant Agreements."

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

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

        We rely heavily on our financial, accounting and other data processing systems. If any of these systems do not operate properly or are
disabled, we could suffer financial loss, a disruption of our businesses, liability to our funds, regulatory intervention or reputational damage. In
addition, we operate in businesses that are highly dependent on information systems and technology. Our information systems and technology
may not continue to be able to accommodate our growth, may be subject to security risks, and the cost of maintaining such systems may increase
from our current level. Such a failure to accommodate growth, or an increase in costs related to such information systems, could have a material
adverse effect on our business. Furthermore, we depend on our principal offices in New York City, where most of our administrative personnel
are located, for the continued operation of our business. A disaster or a disruption in the infrastructure that supports our businesses, including a
disruption involving electronic communications or other services used by us or third parties with whom we conduct business, or directly
affecting our principal offices, could have a material adverse impact on our ability to continue to operate our business without interruption. Our
business continuation or disaster recovery programs may not be sufficient to mitigate the harm that may result from such a disaster or disruption.
In addition, insurance and other safeguards might only partially reimburse us for our losses, if at all. Our operations rely on the secure
processing, storage and transmission of confidential and other information in our computer systems and networks. Although we take protective
measures and endeavor to modify them as circumstances warrant, our computer systems, software and networks may be vulnerable to
unauthorized access, theft, misuse, computer viruses or other malicious code and other events that could have a security impact. If one or more
of such events occur, this potentially could jeopardize our or our investors' or counterparties' confidential and other information processed and
stored in, and transmitted through, our computer systems and networks, or otherwise cause interruptions or malfunctions in our, our investors',
our counterparties' or third parties' operations, which could result in significant losses, increased costs or reputational damage. Finally, we rely
on third party service providers for certain aspects of our business, including for certain information systems, technology, administration, tax and
compliance matters. Any interruption or deterioration in the performance of these third parties could impair the quality of our and our funds'
operations and could impact our reputation and adversely affect our businesses and limit our ability to grow.

The time and attention that our principals and other employees devote to entities that were not contributed to the KKR Group Partnerships as
part of the Transactions will not financially benefit the KKR Group Partnerships and may reduce the time and attention these individuals
devote to the KKR Group Partnerships' business.

        We may continue to provide funds that were not contributed to the KKR Group Partnerships, including the 1996 Fund, with management
and other services until their liquidation. While we will not receive meaningful fees for providing these services, our principals and other
employees will be required to devote a portion of their time and attention to the management of those entities. The devotion of the time and
attention of our principals and employees to those activities will not financially benefit the KKR Group Partnerships and may reduce the time
and attention they devote to the KKR Group Partnerships' business.
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Our organizational documents do not limit our ability to enter into new lines of businesses, and we may expand into new investment
strategies, geographic markets and businesses, each of which may result in additional risks and uncertainties in our businesses.

        We intend, to the extent that market conditions warrant, to seek to grow our businesses by increasing AUM in existing businesses, pursuing
new investment strategies, including investment opportunities in new asset classes, developing new types of investment structures and products
(such as managed accounts and structured products), and expanding into new geographic markets and businesses. We have in recent years
opened offices in Asia and the Middle East, and also developed a capital markets business in the United States, Europe, the Middle East and
Asia-Pacific, which we intend to grow and diversify. We have also launched a number of new investment initiatives in areas such as real estate,
oil and gas, infrastructure and hedge funds. We may pursue growth through acquisitions of other investment management companies,
acquisitions of critical business partners or other strategic initiatives, which may include entering into new lines of business. In addition, we
expect opportunities will arise to acquire other alternative or traditional investment managers. To the extent we make strategic investments or
acquisitions, undertake other strategic initiatives or enter into a new line of business, we will face numerous risks and uncertainties, including
risks associated with:

�
the required investment of capital and other resources;

�
the possibility that we have insufficient expertise to engage in such activities profitably or without incurring inappropriate
amounts of risk or liability or have not appropriated planned for such activities;

�
the possibility of diversion of management's attention from our core business;

�
the possibility of disruption of our ongoing business;

�
combining, integrating or developing operational and management systems and controls;

�
potential increase in investor concentration; and

�
the broadening of our geographic footprint, including the risks associated with conducting operations in foreign jurisdictions,
including taxation.

        Entry into certain lines of business may subject us to new laws and regulations with which we are not familiar, or from which we are
currently exempt, and may lead to increased litigation and regulatory risk. If a new business generates insufficient revenues or if we are unable
to efficiently manage our expanded operations, our results of operations will be adversely affected. Our strategic initiatives may include joint
ventures, in which case we will be subject to additional risks and uncertainties in that we may be dependent upon, and subject to liability, losses
or reputational damage relating to, systems, controls and personnel that are not under our control.

We may not be successful in executing upon or managing the complexities of new investment strategies, markets and businesses, which
could adversely affect our business, results of operations and financial condition.

        Our growth strategy is based, in part, on the expansion of our platform through selective investment in, and development or acquisition of,
businesses and investment strategies complementary to our business. The expansion into new products and geographies has demanded greater
management attention and dedication of resources to manage the increasing complexity of operations and regulatory compliance. This growth
strategy involves a number of risks, including the risk that the expected synergies from a newly developed product or strategic alliance will not
be realized, that the expected results will not be achieved, that new strategies are not appropriately planned for or integrated into the firm, that
the new strategies may conflict, detract from or compete against our existing businesses, that the investment process, controls and procedures
that we have developed around our existing platform will prove insufficient or inadequate or that our information systems and technology,
including related security systems, may prove to be inadequate. We may also incur significant charges in connection with such investments,
which ultimately may result in significant losses and costs. Such losses could adversely impact our business, results of operations and financial
condition, as well as do harm to our professional reputation.
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If we are unable to syndicate the securities or indebtedness or realize returns on investments financed with our principal assets, our liquidity,
business, results of operations and financial condition could be adversely affected.

        Our principal assets provide us with a significant source of capital to grow and expand our business, increase our participation in our
transactions and underwrite commitments in our capital markets business. Our principal assets have provided a source of capital to underwrite
loans, securities or other financial instruments, which we generally expect to syndicate to third parties. To the extent that we are unable to do so,
we may be required to sell such investments at a significant loss or hold them indefinitely. Furthermore, if we are required retain investments on
our balance sheet for an extended period of time, the ability of our capital markets business to complete transactions would impaired and the
results of our business would suffer. In addition, as our principal assets have been a significant source of financing for new strategies, to the
extent that such strategies are not successful or our principal assets cease to provide adequate liquidity, we would be limited in our ability to seed
new businesses or support our existing business as effectively as contemplated.

Extensive regulation of our businesses affects our activities and creates the potential for significant liabilities and penalties. The possibility
of increased regulatory focus or legislative or regulatory changes could adversely affect our business.

        Our business is subject to extensive regulation. We are subject to regulation, including periodic examinations, by governmental and
self-regulatory organizations in the jurisdictions in which we operate around the world. Many of these regulators, including U.S. and foreign
government agencies and self-regulatory organizations, are empowered to conduct investigations and administrative proceedings that can result
in fines, suspensions of personnel or other sanctions, including censure, the issuance of cease-and-desist orders or the suspension or expulsion of
applicable licenses and memberships. Even if an investigation or proceeding does not result in a sanction or the sanction imposed against us or
our personnel by a regulator were small in monetary amount, the adverse publicity relating to the investigation, proceeding or imposition of
these sanctions could harm our reputation and cause us to lose existing clients and investors or fail to gain new clients and investors.

        As a result of market disruptions in the past years as well as highly publicized financial scandals, regulators and investors exhibited
concerns over the integrity of the U.S. and global financial markets. In response, regulators in the United States and elsewhere launched a
program of regulatory reform that has broad implications for us and for our funds, as well as for many of the markets in which we and they
operate. In addition, recently the private equity industry has come under increased political, regulatory and news media scrutiny with politicians,
governmental officials, and regulators focusing on the taxation of carried interest and the private equity industry's allocation of expenses to the
funds and valuation practices. Any changes in the regulatory framework applicable to our business, including the changes and potential changes
described below, as well as adverse news media attention, may impose additional expenses or capital requirements on us, limit our fundraising
for our investment products, result in limitations in the manner in which our business is conducted, have an adverse impact upon our financial
condition, results of operations or prospects, impair executive retention or recruitment and require substantial attention by senior management. It
is impossible to determine the extent of the impact of any new laws, regulations or initiatives that may be proposed or may become law on our
business or the markets in which we operate. If enacted, any new regulation or regulatory framework could negatively impact our funds and us
in a number of ways, including increasing our costs and the cost for our funds of investing, borrowing or hedging, increasing the funds' or our
regulatory costs, imposing additional burdens on the funds' or our staff, and potentially requiring the disclosure of sensitive information. In
addition, we may be adversely affected by changes in the interpretation or enforcement of existing laws and rules by these governmental
authorities and self-regulatory organizations. New laws or regulations could make compliance more difficult, more expensive or affect
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the manner in which we conduct business. Moreover, as calls for additional regulation have increased, there may be a related increase in
regulatory investigations and new or enhanced reporting requirements of the trading and other investment activities of alternative investment
management funds and firms, including our funds and us. Such investigations and reporting obligations will likely impose additional expenses
on us, may require the attention of senior management and increase the complexity of managing our business and may result in fines if we or
any of our funds are deemed to have violated any regulations.

        Recently, there have been a number of legislative or regulatory proposals affecting the financial sector in the United States. In particular,
the Dodd-Frank Wall Street Reform and Consumer Protection Act, or Dodd-Frank Act, that President Obama signed into law on July 21, 2010,
creates a significant amount of new regulation. The Dodd-Frank Act:

�
establishes the Financial Stability Oversight Council, or FSOC, a federal agency charged with, among other things,
designating systemically important nonbank financial companies for heightened prudential supervision and making
recommendations regarding the imposition of enhanced standards regarding capital, leverage, conflicts and other
requirements for financial firms deemed to pose a systemic threat to the financial health of the U.S. economy;

�
requires private equity and hedge fund advisers to register with the SEC under the Investment Advisers Act (as described
elsewhere in this report, Kohlberg Kravis Roberts & Co. L.P. and its wholly-owned subsidiary KKR Asset
Management LLC are registered with the SEC as investment advisers under the Investment Advisers Act), to maintain
extensive records and to file reports if deemed necessary for purposes of systemic risk assessment by certain governmental
bodies;

�
authorizes federal regulatory agencies to review and, in certain cases, prohibit compensation arrangements at financial
institutions that give employees incentives to engage in conduct deemed to encourage inappropriate risk taking by covered
financial institutions;

�
requires public companies to adopt and disclose policies requiring, in the event the company is required to issue an
accounting restatement, the clawback of related incentive compensation from current and former executive officers;

�
restricts the ability of banking organizations to sponsor or invest in private equity and hedge funds;

�
grants the U.S. government resolution authority to liquidate or take emergency measures with regard to troubled financial
institutions that fall outside the existing resolution authority of the Federal Deposit Insurance Corporation, or FDIC; and

�
creates a Consumer Financial Protection Bureau within the U.S. Federal Reserve.

        Many of these provisions are subject to further rule making and to the discretion of regulatory bodies, such as the FSOC. For example, the
following rulemaking has been enacted and the following notices of proposed rulemakings have recently been announced that may apply to us or
our subsidiaries:

�
On October 11, 2011, the FSOC issued a proposed rule and interpretive guidance regarding the process by which it will
designate nonbank financial companies as systemically important. The regulation details a three-stage process, with the level
of scrutiny increasing at each stage. During the first stage, the FSOC will apply a broad set of uniform quantitative metrics to
identify financial companies that warrant additional review. The FSOC will consider whether a company has at least
$50 billion in total consolidated assets and whether it meets other thresholds relating to credit default swaps outstanding,
derivative liabilities, loans and bonds outstanding, a minimum leverage ratio of total consolidated assets to total equity of 15
to 1, and
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a short-term debt ratio of debt (with maturities less than 12 months) to total consolidated assets of 10%. A company that
meets both the asset test and one of the other thresholds will be subject to additional review. Although we believe we should
not currently be designated as systemically important under the criteria outlined above, the designation criteria as well as our
business are likely to evolve over time. Additional uncertainty is created because the FSOC retains authority to designate
any nonbank financial company, even if it does not meet the proposed criteria, and the proposed rule states that the FSOC
will consider whether to establish "an additional set of metrics or thresholds tailored to evaluate hedge funds and private
equity firms and their advisers." The proposed rule notes that less regulatory data is generally available for hedge funds and
private equity firms, but indicates that, in developing any such additional metrics or thresholds, it intends to review financial
disclosures that private fund advisers will be required to file with the SEC and CFTC beginning in 2012, as further described
below. If the FSOC were to determine that we were a systemically important nonbank financial company, we would be
subject to a heightened degree of regulation, which could include a requirement to adopt heightened standards relating to
capital, leverage, liquidity, risk management, credit exposure reporting and concentration limits, restrictions on acquisitions
and being subject to annual stress tests by the Federal Reserve Bank. There can be no assurance that nonbank financial firms
such as us will not become subject to the aforementioned restrictions or other requirements for financial firms deemed to be
systemically significant to the financial health of the U.S. economy.

�
The Dodd-Frank Act, under what has become known as the "Volcker Rule," generally prohibits depository institution
holding companies (including foreign banks with U.S. branches and insurance companies with U.S. depository institution
subsidiaries), insured depository institutions and subsidiaries and affiliates of such entities from investing in or sponsoring
private equity funds or hedge funds. The Volcker Rule will become effective on July 21, 2012 and is subject to certain
transition periods and exceptions for certain permitted activities that would enable certain institutions subject to the Volcker
Rule to continue investing in private equity funds under certain conditions. Although there is uncertainty regarding the
implementation of the Volcker Rule and its practical implications, there could be adverse implications for our ability to raise
funds from the types of entities mentioned above as a result of this prohibition. On October 11, 2011, the Federal Reserve
and other federal regulatory agencies issued a proposed rule implementing the Volcker Rule.

�
On October 26, 2011, the SEC adopted a new rule requiring certain advisers to private funds to periodically file reports on a
new Form PF. Large private fund advisers including advisers with at least $1.5 billion in assets under management
attributable to hedge funds and advisers with at least $2 billion in assets under management attributable to private equity
funds would be subject to more detailed and in certain cases more frequent reporting requirements. The information will be
used by the FSOC in monitoring risks to the U.S. financial system.

�
On February 8, 2011, the Federal Reserve Board proposed a rule establishing the requirements for determining if a company
is "predominantly engaged in financial activities" and defines the terms "significant nonbank financial company" and
"significant bank holding company." In particular, the rule would define a "significant nonbank financial company" to mean
(i) any systemically important nonbank financial company designated by the FSOC and (ii) any other nonbank financial
company with $50 billion or more in total consolidated assets as determined in accordance with applicable accounting
standards.

�
On March 2, 2011, the SEC proposed a rule as part of a joint rule-making effort with federal banking regulators designed to
prohibit incentive-based compensation arrangements that encourage inappropriate risk taking by covered financial
institutions and are deemed to be excessive, or that may lead to material losses. The proposed rule would cover financial

42

Edgar Filing: KKR & Co. L.P. - Form 10-K

58



Table of Contents

institutions with total consolidated assets of at least $1 billion, including investment advisers and broker-dealers, and provide
heightened requirements for financial institutions with total consolidated assets of at least $50 billion. The application of this
rule to us could require us to substantially revise our compensation strategy and affect our ability to recruit and retain
qualified employees.

�
The Dodd-Frank Act amends the Exchange Act to compensate and protect whistleblowers who voluntarily provide original
information to the SEC and establishes a fund to be used to pay whistleblowers who will be entitled to receive a payment
equal to between 10% and 30% of certain monetary sanctions imposed in a successful government action resulting from the
information provided by the whistleblower.

        As mandated by the Dodd-Frank Act, the Commodity Futures Trading Commission, or CFTC, has proposed or adopted a series of rules to
establish a comprehensive new regulatory framework for swaps and security-based swaps. For example in November 2011, the CFTC finalized
rules instituting position limits on certain commodity futures contracts, as well as any futures and swaps that are economically equivalent.
Absent an applicable exemption, the regulations would require aggregation of positions in accounts in which any person, directly or indirectly,
holds an ownership or equity interest of 10% or more, as well as accounts over which that person controls trading. To the extent that we do not
qualify for an exemption, we may be required to aggregate the positions of our various investment funds and the positions of our portfolio
companies. Although the scope of the new regulatory framework is unclear, these and other new rules may require us and our portfolio
companies to limit our trading activities, and in addition, our funds may have difficulty completing otherwise profitable acquisitions in particular
industries or may generate profits that are lower than would otherwise be the case.

        The Dodd-Frank Act imposes other regulatory requirements on the trading of swaps, including requirements that most swaps be executed
on an exchange or "swap execution facility" and cleared through a clearing house, and that entities acting as dealers or "major swap participants"
register in the appropriate category and comply with capital, margin, record-keeping and reporting and business conduct rules. The imposition of
these requirements could increase the cost of trading in the derivative markets, which could in turn make it more expensive and difficult for our
funds to enter into swaps and other derivatives in the normal course of their business. Moreover, these increased regulatory responsibilities and
increased costs could reduce trading levels in the derivative markets by a number of market participants, which could in turn adversely impact
liquidity in the markets and expose our funds to greater risks in connection with their trading activities.

        In November 2010, the European Parliament and the Council of Ministers adopted the EU Directive on Alternative Investment Fund
Managers, or AIFM. The Directive will apply to AIFMs established in the EU and to non-EU AIFMs marketing securities of alternative
investment funds, or AIFs, in the EU, subject to certain exemptions. AIFMs established in the EU would be required to seek authorization from
their home jurisdiction regulators. EU member states will be required to implement the Directive into national law, and it is expected that it will
become applicable in EU member states in mid-2013. Non-EU AIFMs will be ineligible for an EU-wide passport under the Directive until the
Commission adopts an implementing measure permitting such registration. Non-EU AIFMs that do not register under the Directive may
continue to market fund interests to EU professional investors if and to the extent permitted under national law, subject to certain minimum
conditions. The Directive will impose new operating requirements on registered AIFMs, including rules on the structure of remuneration for
certain personnel, a threshold for regulatory capital and leverage limits, as well as reporting obligations in respect of controlled EU portfolio
companies. Such rules could have an adverse effect on our businesses by, among other things, (i) imposing disclosure obligations and
restrictions on distributions by EU portfolio companies of the funds we manage, (ii) significantly restricting marketing activities, (iii) potentially
requiring changes in our compensation structures for key personnel, thereby potentially affecting our ability to recruit and retain these
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personnel, and (iv) potentially in effect restricting our funds' investments in companies based in EU countries. The Directive could limit, both in
absolute terms and in comparison to EU-based investment managers and funds, our operating flexibility, our ability to market our funds, and our
fund raising and investment opportunities, as well as expose us to conflicting regulatory requirements in the United States and the EU.

        On January 1, 2011, an amendment to the Capital Requirements Directive (CRD III) entered into force. Among other things, CRD III
requires EU member states to introduce stricter controls on remuneration for key employees and risk takers within specified credit institutions
and investment firms. The Committee of European Banking Supervisors, or CEBS, published guidelines on the implementation of CRD III in
December 2010. Also in December 2010, the UK Financial Services Authority, or FSA, amended its Remuneration Code to reflect CRD III. One
of our subsidiaries established in the UK is subject to CRD III. CRD III required changes in our compensation structures for key personnel of
this subsidiary, thereby potentially affecting its ability to recruit and retain these personnel.

        In 2010, the Basel Committee on Banking Supervision, an international body comprised of senior representatives of bank supervisory
authorities and central banks from 27 countries, including the United States, finalized a comprehensive set of capital and liquidity standards,
commonly referred to as "Basel III," for internationally active banking organizations. These new standards, which are expected to be fully
phased in by 2019, are expected to require banks to hold more capital, predominantly in the form of common equity, than under the current
capital framework. Implementation of Basel III will require implementing regulations and guidelines by member states including changes to the
existing Capital Requirements Directive, known as CRD IV, and U.S. federal banking regulators, which have expressed support for Basel III,
and are expected to issue proposed regulations in 2012. Compliance with the Basel III standards may result in significant costs to banks, which
in turn may result in higher borrowing costs for the private sector and reduced access to certain types of credit. Basel III may increase the cost of
borrowing by our funds and portfolio companies, which may result in fewer investments being acquired or disposed, lower returns, a decrease in
valuations of our investments, or an inability to refinance debt on economic terms. See "�Changes in the debt financing markets may negatively
impact the ability of our private equity funds and their portfolio companies to obtain attractive financing for their investments and may increase
the cost of such financing if it is obtained, which could lead to lower yielding investments and potentially decrease our net income."

        In October 2011, the Financial Stability Board, or FSB, issued a report that recommended strengthening oversight and regulation of the
so-called shadow banking system in the European Union, broadly described as credit intermediation involving entities and activities outside the
regular banking system. The report outlined initial steps to define the scope of the shadow banking system and proposed general governing
principles for a monitoring and regulatory framework. While at this stage it is difficult to predict the scope of any new regulations, if such
regulations were to extend the regulatory and supervisory requirements, such as capital and liquidity standards, currently applicable to banks, to
our funds considered to be engaged in "shadow banking", the regulatory and operating costs of our affected businesses would increase and may
become prohibitive.

        We regularly rely on exemptions in the United States from various requirements of the Securities Act, the Exchange Act, the Investment
Company Act of 1940, or Investment Company Act, and the U.S. Employee Retirement Income Security Act of 1974, or ERISA, in conducting
our investment management activities. These exemptions are sometimes highly complex and may in certain circumstances depend on
compliance by third parties whom we do not control. If for any reason these exemptions were to become unavailable to us, we could become
subject to regulatory action or third-party claims and our business could be materially and adversely affected. See "�Risks Related to Our
Organizational Structure�If we were deemed to be an "investment company" subject to regulation
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under the Investment Company Act, applicable restrictions could make it impractical for us to continue our business as contemplated and could
have a material adverse effect on our business."

        Other requirements imposed by our regulators are designed primarily to ensure the integrity of the financial markets and to protect investors
in our funds and are not designed to protect holders of interests in our business. Consequently, these regulations often serve to limit our
activities. In addition, the regulatory environment in which our funds or their investors operate may affect our business. For example, changes in
antitrust laws or the enforcement of antitrust laws could affect the level of mergers and acquisitions activity, and changes in state or other local
laws may limit investment activities of state pension plans or insurance companies. We may also be adversely affected as a result of new or
revised legislation or regulations imposed by the SEC, other governmental regulatory authorities including foreign regulatory authorities or
self-regulatory organizations that supervise the financial markets.

        We are also subject to a number of laws and regulations governing payments and contributions to political persons or other third parties,
including restrictions imposed by the Foreign Corrupt Practices Act, or FCPA, as well as trade sanctions administered by the Office of Foreign
Assets Control, or OFAC, and the U.S. Department of Commerce. The FCPA is intended to prohibit bribery of foreign governments and their
officials and political parties, and requires public companies in the United States to keep books and records that accurately and fairly reflect
those companies' transactions. OFAC and the U.S. Department of Commerce administer and enforce economic and trade sanctions based on
U.S. foreign policy and national security goals against targeted foreign states, organizations and individuals. These laws and regulations relate to
a number of aspects of our business, including servicing existing investors, finding new investors, and sourcing new investments, as well as
activities by the portfolio companies in our investment portfolio or other controlled investments. Similar laws in non-U.S. jurisdictions, such as
EU sanctions or the U.K. Bribery Act, as well as other applicable anti-bribery, anti-corruption, anti-money laundering or sanction laws in the
U.S. and abroad, may also impose stricter or more onerous requirements than the FCPA, OFAC and the U.S. Department of Commerce, and
implementing them may disrupt our business or cause us to incur significantly more costs to comply with those laws. Different laws may also
contain conflicting provisions, making compliance with all laws more difficult. If we fail to comply with these laws and regulations, we could be
exposed to claims for damages, financial penalties, reputational harm, incarceration of our employees, restrictions on our operations and other
liabilities, which could negatively affect our business, operating results and financial condition. In addition, we may be subject to successor
liability for FCPA violations or other acts of bribery committed by companies in which we or our funds invest or which we or our funds acquire.

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

        Certain laws to which we are subject, such as certain environmental laws, takeover laws, anti-bribery and anti-corruption laws and antitrust
laws, may impose requirements on us and our
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portfolio companies as an affiliated group and, in some cases, impose concepts such as joint and several liability or notification obligations on
affiliates. For example, the United Kingdom introduced a CRC Energy Efficiency Scheme which requires, under certain circumstances, that
funds, general partners and portfolio companies participate in the scheme as a single organization and aggregate the energy supplies made to
each of them. In addition, the scheme imposes joint and several liability for compliance on the entities within the organization. Similarly, our
portfolio companies may be subject to contractual obligations which may impose obligations or restrictions on their affiliates. The interpretation
of such contractual provisions will depend on local laws. Given that we do not control all of our portfolio companies and that our portfolio
companies generally operate independently of each other, there is a risk that we could contravene one or more of such laws, regulations and
contractual arrangements due to limited access and opportunities to monitor compliance. In addition, compliance with these laws or contracts
could require us to commit significant resources and capital towards information gathering and monitoring thereby increasing our operating
costs.

        Our operations are subject to regulation and supervision in a number of domestic and foreign jurisdictions, and the level of regulation and
supervision to which we are subject varies from jurisdiction to jurisdiction and is based on the type of business activity involved. See
"Business�Regulation."

We are subject to substantial litigation risks and may face significant liabilities and damage to our professional reputation as a result of
litigation allegations and negative publicity.

        The investment decisions we make in our investment management business and the activities of our investment professionals on behalf of
our portfolio companies may subject them and us to the risk of third-party litigation arising from investor dissatisfaction with the performance of
our funds, the activities of our portfolio companies and a variety of other litigation claims. See the section entitled "Litigation" appearing in
Note 13 "Commitments and Contingencies" of our financial statements included elsewhere in this report. By way of example, we, our funds and
certain of our employees are each exposed to the risks of litigation relating to investment activities in our funds and actions taken by the officers
and directors (some of whom may be KKR employees) of portfolio companies, such as the risk of shareholder litigation by other shareholders of
public companies or holders of debt instruments of companies in which our funds have significant investments. We are also exposed to risks of
litigation or investigation in the event of any transactions that presented conflicts of interest that were not properly addressed.

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

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

        In addition, with a workforce composed of many highly paid professionals, we face the risk of litigation relating to claims for compensation
or other damages, which may, individually or in the aggregate, be significant in amount. The cost of settling any such claims could negatively
impact our business, financial condition and results of operations.

Employee misconduct could harm us by impairing our ability to attract and retain clients and subjecting us to significant legal liability and
reputational harm.

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

We are subject to risks in using prime brokers, custodians, administrators and other agents.

        Certain of our investment funds and our Capital Markets and Principal Activities business depend on the services of prime brokers,
custodians, administrators and other agents to carry out certain securities transactions. In the event of the insolvency of a prime broker and/or
custodian, our funds may not be able to recover equivalent assets in full as they will rank among the prime broker's and custodian's unsecured
creditors in relation to assets which the prime broker or custodian borrows, lends or otherwise uses. In addition, our and our funds' cash held
with a prime broker or custodian may not be segregated from the prime broker's or custodian's own cash, and our funds therefore may rank as
unsecured creditors in relation thereto. The inability to recover assets from the prime broker or custodian could have a material impact on the
performance of our funds and our business, financial condition and results of operations.

Risks Related to the Assets We Manage

        As an investment manager, we sponsor and manage funds and vehicles that make investments worldwide on behalf of third-party investors
and, in connection with those activities, are required to deploy our own capital in those investments. The investments of these funds and vehicles
are subject to many risks and uncertainties which, to the extent they are material, are discussed below. In addition, we have principal investments
and manage those assets on our own behalf. As a result, the gains and losses on such assets are reflected in our net income and the risks set forth
below relating to the assets that we manage will directly affect our operating performance.

The historical returns attributable to our funds, including those presented in this report, should not be considered as indicative of the future
results of our funds or of our future results or of any returns on our common units.

        We have presented in this report certain information relating to our investment returns, such as net and gross IRRs, multiples of invested
capital and realized and unrealized investment values for funds that we have sponsored and managed. The historical and potential future returns
of the funds that we manage are not directly linked to returns on KKR Group Partnership Units.
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        Moreover, historical returns of our funds may not be indicative of the future results that you should expect from us, which could negatively
impact the fees and incentive amounts received by us from such funds. In particular, our funds' future results may differ significantly from their
historical results for the following reasons:

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

�
the historical returns that we present in this report derive largely from the performance of our earlier private equity funds,
whereas future fund returns will depend increasingly on the performance of our newer funds, which may have little or no
investment track record, and in particular you will not benefit from any value that was created in our funds prior to the
Transactions to the extent such value has been realized and we may be required to repay excess amounts previously received
in respect of carried interest in our funds if, upon liquidation of the fund, we have received carried interest distributions in
excess of the amount to which we were entitled;

�
the future performance of our funds will be affected by macroeconomic factors, including negative factors arising from
recent disruptions in the global financial markets that were not prevalent in the periods relevant to the historical return data
included in this report;

�
in some historical periods, the rates of return of some of our funds have been positively influenced by a number of
investments that experienced a substantial decrease in the average holding period of such investments and rapid and
substantial increases in value following the dates on which those investments were made; the actual or expected length of
holding periods related to investments is likely longer than such historical periods; those trends and rates of return may not
be repeated in the future;

�
our newly established funds may generate lower returns during the period that they take to deploy their capital;

�
our funds' returns have benefited from investment opportunities and general market conditions in certain historical periods
that may not repeat themselves, and there can be no assurance that our current or future funds will be able to avail
themselves of comparable investment opportunities or market conditions; and

�
we may create new funds and investment products in the future that reflect a different asset mix in terms of allocations
among funds, investment strategies, geographic and industry exposure, vintage year and economic terms.

        In addition, our historical rates of return reflect our historical cost structure, which may vary in the future, and future returns will be
affected by the risks described elsewhere in this report, including risks of the industry sectors and businesses in which a particular fund invests
and changes in laws. See "�Risks Related to our Business�Difficult market conditions can adversely affect our business in many ways, including
by reducing the value or performance of the investments that we manage or by reducing the ability of our funds to raise or deploy capital, each
of which could negatively impact our net income and cash flow and adversely affect our financial condition."

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

        There are no readily ascertainable market prices for a substantial majority of illiquid investments of our investment funds and our finance
vehicles. When determining fair values of investments, we use the last reported market price as of the statement of financial condition date for
investments that have
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readily observable market prices. When an investment does not have a readily available market price, the fair value of the investment represents
the value, as determined by us in good faith, at which the investment could be sold in an orderly disposition over a reasonable period of time
between willing parties other than in a forced or liquidation sale. There is no single standard for determining fair value in good faith and in many
cases fair value is best expressed as a range of fair values from which a single estimate may be derived. When making fair value determinations,
we typically use a market multiples approach that considers a specified financial measure (such as EBITDA) and/or a discounted cash flow
analysis. We also consider a range of additional factors that we deem relevant, including the applicability of a control premium or illiquidity
discount, the presence of significant unconsolidated assets and liabilities, any favorable or unfavorable tax attributes, the method of likely exit,
financial projections, estimates of assumed growth rates, terminal values, discount rates including risk free rates, capital structure, risk premiums
and other factors, and determining these factors may involve a significant degree of our management's judgment and the judgment of
management of our portfolio companies. Changes in these factors can have a significant effect on the results of the valuation methodologies used
to value our portfolio, and our reported fair values for these assets could vary materially if the inputs and other assumptions used from prior
quarters were to change significantly. For example, if applicable interest rates rise, then the assumed cost of capital for these assets would be
expected to increase under a discounted cash flow analysis, and this effect would negatively impact their valuations if not offset by other factors.
Conversely, a fall in interest rates would be expected to positively impact valuations of these assets if not offset by other factors.

        Because valuations, and in particular valuations of investments for which market quotations are not readily available, are inherently
uncertain, may fluctuate over short periods of time and may be based on estimates, determinations of fair value may differ materially from the
values that would have resulted if a ready market had existed. Even if market quotations are available for our investments, such quotations may
not reflect the value that we would actually be able to realize because of various factors, including possible illiquidity. Our partners' capital
could be adversely affected if the values of investments that we record is materially higher than the values that are ultimately realized upon the
disposal of the investments and changes in values attributed to investments from quarter to quarter may result in volatility in our AUM and such
changes could materially affect the results of operations that we report from period to period. There can be no assurance that the investment
values that we record from time to time will ultimately be realized and that you will be able to realize the investment values that are presented in
this report.

        Because there is significant uncertainty in the valuation of, or in the stability of the value of, illiquid investments, the fair values of
investments reflected in an investment fund's or finance vehicle's net asset value, or NAV, do not necessarily reflect the prices that would
actually be obtained by us on behalf of the fund or finance vehicle when such investments are realized. Realizations at values significantly lower
than the values at which investments have been reflected in prior fund NAVs would result in losses for the applicable fund and the loss of
potential carried interest and other fees. Also, if realizations of our investments produce values materially different than the carrying values
reflected in prior fund NAVs, investors may lose confidence in us, which could in turn result in difficulty in raising capital for future funds.

        Even if market quotations are available for our investments, such quotations may not reflect the value that could actually be realized
because of various factors, including the possible illiquidity associated with a large ownership position, subsequent illiquidity in the market for a
company's securities, future market price volatility or the potential for a future loss in market value based on poor industry conditions or the
market's view of overall company and management performance.

        In addition, because we value our entire portfolio only on a quarterly basis, subsequent events that may have a material impact on those
valuations may not be reflected until the next quarterly valuation date.
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Dependence on significant leverage in investments by our funds could adversely affect our ability to achieve attractive rates of return on
those investments.

        Because many of our funds' investments rely heavily on the use of leverage, our ability to achieve attractive rates of return on investments
will depend on our continued ability to access sufficient sources of indebtedness at attractive rates. For example, our fixed income funds use
varying degrees of leverage when making investments. Similarly, in many private equity investments, indebtedness may constitute up to 70% or
more of a portfolio company's total debt and equity capitalization, including debt that may be incurred in connection with the investment, and a
portfolio company's indebtedness may also increase in recapitalization transactions subsequent to the company's acquisition. The absence of
available sources of sufficient debt financing for extended periods of time could therefore materially and adversely affect our funds and our
portfolio companies. Also, an increase in either the general levels of interest rates or in the risk spread demanded by sources of indebtedness
such as we experienced during 2009 would make it more expensive to finance those investments. In addition, increases in interest rates could
decrease the value of fixed-rate debt investments that our finance vehicles or our funds make. Increases in interest rates could also make it more
difficult to locate and consummate private equity and other investments because other potential buyers, including operating companies acting as
strategic buyers, may be able to bid for an asset at a higher price due to a lower overall cost of capital or their ability to benefit from a higher
amount of cost savings following the acquisition of the asset. In addition, a portion of the indebtedness used to finance private equity
investments often includes high-yield debt securities issued in the capital markets. Capital markets are volatile, and there may be times when we
might not be able to access those markets at attractive rates, or at all, when completing an investment.

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

�
subject the entity to a number of restrictive covenants, terms and conditions, any violation of which would be viewed by
creditors as an event of default and could materially impact our ability to realize value from our investment;

�
allow even moderate reductions in operating cash flow to render it unable to service its indebtedness;

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

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

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

�
limit the entity's ability to obtain additional financing or increase the cost of obtaining such financing, including for capital
expenditures, working capital or other general corporate purposes.

        A leveraged company's income and equity also tend to increase or decrease at a greater rate than would otherwise be the case if money had
not been borrowed. As a result, the risk of loss associated with a leveraged company is generally greater than for companies with comparatively
less debt. For example, leveraged companies could default on their debt obligations due to a decrease in revenues and cash flow precipitated by
an economic downturn or by poor relative performance at such a company.
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        When our funds' existing portfolio investments reach the point when debt incurred to finance those investments matures in significant
amounts and must be either repaid or refinanced, those investments may materially suffer if they have generated insufficient cash flow to repay
maturing debt and there is insufficient capacity and availability in the financing markets to permit them to refinance maturing debt on
satisfactory terms, or at all. If the financing for such purposes were to be unavailable or uneconomic when significant amounts of the debt
incurred to finance our funds' existing portfolio investments start to come due, these investments could be materially and adversely affected.

        The majority-owned subsidiaries of KFN, the publicly traded specialty finance company managed by us, regularly use and have used
significant leverage to finance their assets. An inability by such subsidiaries to continue to raise or utilize leverage, to refinance or extend the
maturities of their outstanding indebtedness or to maintain adequate levels of collateral under the terms of their collateralized loan obligations
could limit their ability to grow their business, reinvest principal cash, distribute cash to KFN or fully execute their business strategy, and KFN's
results of operations may be adversely affected. If KFN is unable to maintain its operating results and access to capital resources, KFN could
face substantial liquidity problems and might be required to dispose of material assets or operations to meet its debt service and other
obligations.

        Among the sectors particularly challenged by downturns in the global credit markets, including the downturn experienced from 2008
through 2010, are the CLO and leveraged finance markets. KFN has significant exposure to these markets through its CLO subsidiaries, each of
which is a special purpose company that issued to KFN and other investors notes secured by a pool of collateral consisting primarily of
corporate leveraged loans. In most cases, KFN's CLO holdings are deeply subordinated, representing the CLO subsidiary's substantial leverage,
which increases both the opportunity for higher returns as well as the magnitude of losses when compared to holders or investors that rank more
senior to KFN in right of payment. KFN's CLO subsidiaries have historically experienced an increase in downgrades, depreciations in market
value and defaults in respect of leveraged loans in their collateral during downturns in credit markets. There can be no assurance that market
conditions giving rise to these types of consequences will not occur, re-occur, subsist or become more acute in the future. Because KFN's CLO
structures involve complex collateral and other arrangements, the documentation for such structures is complex, is subject to differing
interpretations and involves legal risk. In July 2009, KFN surrendered for cancellation approximately $298.4 million in aggregate of notes issued
to it by certain of its CLOs. The surrendered notes were cancelled and the obligations due under such notes were deemed extinguished.

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

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

        Before making our investments, we conduct due diligence that we deem reasonable and appropriate based on the facts and circumstances
applicable to each investment. The objective of the due diligence process is to identify attractive investment opportunities based on the facts and
circumstances surrounding an investment, to identify possible risks associated with that investment and, in the case of private equity
investments, to prepare a framework that may be used from the date of an acquisition to drive operational achievement and value creation. When
conducting due diligence, we typically evaluate a number of important business, financial, tax, accounting, environmental and legal issues in
determining whether or not to proceed with an investment. Outside consultants, legal advisors, accountants and investment banks are involved in
the due diligence process in varying degrees depending on the type of investment. Nevertheless, when conducting due diligence and making an
assessment regarding an investment, we rely on resources available to us, including information provided by the target of the investment and, in
some circumstances, third-party investigations. The due diligence process may at times
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be subjective with respect to newly organized companies for which only limited information is available. The due diligence conducted for
certain of our Public Markets strategies is limited to publicly available information. Accordingly, we cannot be certain that the due diligence
investigation that we will carry out with respect to any investment opportunity will reveal or highlight all relevant facts (including fraud or
bribery) that may be necessary or helpful in evaluating such investment opportunity, including the existence of contingent liabilities. We also
cannot be certain that our due diligence investigations will result in investments being successful or that the actual financial performance of an
investment will not fall short of the financial projections we used when evaluating that investment.

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

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

The investments of our funds are subject to a number of inherent risks.

        Our results are highly dependent on our continued ability to generate attractive returns from our investments. Investments made by our
private equity, credit or other investments involve a number of significant risks inherent to private equity, credit and other investing, including
the following:

�
companies in which investments are made may have limited financial resources and may be unable to meet their obligations
under their securities, which may be accompanied by a deterioration in the value of their equity securities or any collateral or
guarantees provided with respect to their debt;

�
companies in which investments are made are more likely to depend on the management talents and efforts of a small group
of persons and, as a result, the death, disability, resignation or termination of one or more of those persons could have a
material adverse impact on their business and prospects;

�
companies in which investments are made may from time to time be parties to litigation, may be engaged in rapidly
changing businesses with products subject to a substantial risk of obsolescence and may require substantial additional capital
to support their operations, finance expansion or maintain their competitive position;

�
instances of fraud and other deceptive practices committed by senior management of portfolio companies in which our funds
invest may undermine our due diligence efforts with respect to such companies, and if such fraud is discovered, negatively
affect the valuation of a fund's investments as well as contribute to overall market volatility that can negatively impact a
fund's investment program;
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�
our funds may make investments that they do not advantageously dispose of prior to the date the applicable fund is
dissolved, either by expiration of such fund's term or otherwise, resulting in a lower than expected return on the investments
and, potentially, on the fund itself;

�
our portfolio companies generally have capital structures established on the basis of financial projections based primarily on
management judgments and assumptions, and general economic conditions and other factors may cause actual performance
to fall short of these financial projections, which could cause a substantial decrease in the value of our equity holdings in the
portfolio company and cause our funds' performance to fall short of our expectations;

�
certain of our investment funds may invest in securities of companies that are experiencing significant financial or business
difficulties, which are subject to greater legal and regulatory complexities and may be subject to a greater risk of poor
performance or loss; and

�
executive officers, directors and employees of an equity sponsor may be named as defendants in litigation involving a
company in which an investment is made or is being made, and we or our funds may indemnify such executive officers,
directors or employees for liability relating to such litigation.

Our investments in real assets such as real estate and natural resources may expose us to increased risks and liabilities and may expose our
unitholders to adverse tax consequences.

        Investments in real assets, which may include real estate, oil and gas properties and other natural resources, may expose us to increased
risks and liabilities that are inherent in the ownership of real assets. For example, ownership of real assets in our funds or vehicles may increase
our risk of liability under environmental laws that impose, regardless of fault, joint and several liability for the cost of remediating contamination
and compensation for damages. Ownership of real assets may also present additional risk of liability for personal and property injury or impose
significant operating challenges and costs, for example with respect to compliance with zoning, environmental or other applicable laws.

        In addition, investments in real assets may cause adverse tax consequences for certain non-U.S. unitholders regarding income effectively
connected with the conduct of a U.S. trade or business and the imposition of certain tax withholding. Please see "�Risks Related to U.S.
Taxation�Non-U.S. persons face unique U.S. tax issues from owning our common units that may result in adverse tax consequences to them".
Moreover, investments in real assets may also require all our unitholders to file tax returns and pay taxes in various state and local jurisdictions
in the U.S. and abroad where our funds and investments own these real assets. Please see "Risks Related to U.S. Taxation�Holders of our
common units may be subject to state, local and foreign taxes and return filing requirements as a result of owning such common units".

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

        As an element of our investment style, we often pursue complex investment opportunities. This can often take the form of substantial
business, regulatory or legal complexity that would deter other investment managers. Our tolerance for complexity presents risks, as such
transactions can be more difficult, expensive and time-consuming to finance and execute; it can be more difficult to manage or realize value
from the assets acquired in such transactions; and such transactions sometimes entail a higher level of regulatory scrutiny, the application of
complex tax laws or a greater risk of contingent liabilities. We may cause our funds to acquire an investment that is subject to contingent
liabilities, which could be unknown to us at the time of acquisition or, if they are known to us, we may not accurately assess or protect against
the risks that they present. Acquired contingent liabilities could thus result in unforeseen losses for our funds. In addition, in connection with the
disposition of an investment in a portfolio company, a fund may be required to make representations about the business and financial affairs of
such portfolio company typical of those made in connection with the sale of a business. A fund may also be required to indemnify the purchasers
of such investment to the extent
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that any such representations are inaccurate. These arrangements may result in the incurrence of contingent liabilities by a fund, even after the
disposition of an investment. Any of these risks could harm the performance of our funds.

Our private equity investments are typically among the largest in the industry, which involves certain complexities and risks that are not
encountered in small- and medium-sized investments.

        Our private equity funds make investments in companies with relatively large capitalizations, which involves certain complexities and risks
that are not encountered in small-and medium-sized investments. For example, larger transactions may be more difficult to finance and exiting
larger deals may present incremental challenges. In addition, larger transactions may pose greater challenges in implementing changes in the
company's management, culture, finances or operations, and may entail greater scru
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