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Key Statistics as of 2/12/2014

Market Price: $23.67
Industry: Capital Markets
Market Cap: $10.175 B
52-Week Range: $18.84-25.58
Beta: 0.49

Company Description:
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Analyst: Brian Johnke
Sector: Financials

Price Target: $28.30

Thesis Points:

e High Yield Distributions
e Exposure to Energy

e Diversified Portfolio

e Ability to Raise Capital

KKR & Co., a global investment firm, was founded in 1976 by Jerome Kohlberg, Henry Kravis, and George Roberts.
The firm manages its assets by using a variety of investment funds and accounts that cover multiple asset classes.

Through monitoring and active oversight, KKR helps deliver capital solutions to the companies in its portfolio. KKR

currently has over $98 billion in assets under management and $83 billion in fee paying assets under management

diversified across private equity, energy, infrastructure, real estate, credit and hedge funds. KKR sponsors and manages

private equity funds and has raised capital for multiple investment funds in the United States, Europe, and Asia. The firm

specializes in in leveraged buyouts and since its inception, when adjusted for inflation, KIKR has played a part in five of

the ten largest leveraged buyouts in history.

1D 3D 1M 6M YTD | 1Y 5Y Max Daily ¥

. Last Price 23.67
T High on 07/23/14 25 .;2
+Avera e

W\M W M\\Mw% \Uﬂ o |

M Volume 2.706M
M SMAVG (15) 2.696M

Ihud thnn il ||lnl|||||||\\”?” ||‘||||||’H||I|||||\||||n||h.||mll ||||||! Hnmm

aw Security/Study M Event

News Zoom

|||.u.m|||h|mmmlml‘ll\”” MIWMUM il ’h”nnl il nnhmmnhml) Ll




SIENA college

Recommendation

As a global investment leader specialized in private
equity and leveraged buyouts, KKR is a BUY with a one
year target price of $28.30, which combined with its high
vield cash distributions (neatly 9% in 2014) KKR
provides a great investment opportunity. Look for
advance in 2015 as energy prices start to settle. Moving
forward, KKR’s diverse portfolio and ability to raise
capital when necessary will play a key role as the
company continues to grow.

Management

KKR is led by co-chairman & co-chief executive officers
Henry R. Kravis and George R. Roberts. The duo
founded KKR in 1976 with former boss Jerome
Kohlberg Jr. The three worked together at Bear Sterns in
the corporate finance division. They were pioneers in the
field of what today are known as leveraged buyouts, they
referred to them as boot-strap investments, with the goal
being to acquire companies that they felt were operating
below their potential and turn them around. When bear
sterns denied their request to form a division dedicated
solely to these types of investments they left and formed
KKR. Kohlberg ultimately left the company in 1987. In
1988, Under Kravis and Roberts, KIKR executed a
leveraged buyout of RJR Nabisco for nearly $25 billion
which, when adjusted for inflation, is the largest
leveraged buyout in history. Kravis and Roberts continue
to use their experience and knowledge to identify
lucrative investment opportunities.

High Yield Distributions

The amount of cash distributions paid by KKR to
shareholders has continued to grow since the company
went public in 2010.
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KKR paid $2.03 per share in cash distribution for the
fiscal year 2014, representing a yield of close to 9%. The
firm has a history of making quarterly cash distributions
that consist of nearly all cash earnings on its investment
management business and approximately 40% of the net
cash proceeds from realized principal investments. KKR
recently announced a cash distribution of $0.35 payable
on March 6, 2015. This amount is lower than the cash
distributions in each of the previous four quarters;
partially due to lower than expected performance in its
energy investments.

Exposure to Energy

KKR released its quarter four and fiscal year 2014
earnings results on February 10t and reported a GAAP
net income (loss) of ($.6) million and $477 for the
quarter and year ending December 31, 2014, both down
from the comparable periods in 2013 ($277.9 and $691.2
million respectively). KKR reported a quatrter four
earnings per share of $.05 and revenue of $212 million,
missing analyst estimates by $§ .4 and $46.87 million
respectively. Part of the reason for these misses was the
performance of KKR’s energy holdings. At the end of
quarter three, KKR had approximately 6 percent
(currently 7%) of its $13.5 billion total balance sheet in
energy. The sharp decline in crude oil and natural gas
resulted in a $240 million write down of KKR’s energy
portfolio in private markets. Although the decline in
energy negatively affected the performance of KKR in
2014, specifically quarter 4, it presents a great investment
opportunity as prices begin to stabilize. The firm has
positioned itself to take advantage of this opportunity by
focusing on drilling partnerships and private credit
opportunities. KKR is specifically looking at companies
that have drilling rights but not enough capital to actually
drill. The drilling partnerships will serve as a protection
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in relation to the price of the underlying commodity.
KKR currently has $1.4 billion invested and $2.5 billion
in cash reserves across its energy focused pools of
capital, which leaves them well positioned to take
advantage of the opportunity in energy. Although the
decline in energy impacted KIKR’s fourth quarter results,
it was their diverse portfolio that helped prevent
additional losses.

Diversified Portfolio

KKR’s assets under management consist of private
market, public market, capital market and other
investments. Their investments are globally diversified

across all primary sectors.

KKR's Invesments by Sector

Consumer Discretionary 20.2%
Information Technology 15.0%
Financials 14.7%
Industrials 14.3%
Healthcare 7.8%
Consumer Staples 7.8%
Energy 5.7%
Materials 5.2%
Utilities 4.8%
Telecomunication Services | 4.5%

KKR’s private equity investments include more than 90
companies that generate over $200 billion in annual
revenues. The firms approach to private equity
investments is to select “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 exit
strategies.” (10-k) KIKR’s public market investments
have increased substantially over the last ten years from
$800 million assets under management in 2004 to $37.1
billion in 2014. The two biggest segments in KIKR’s
public market investments are its leveraged credit and
hedge fund investments which combined make up nearly
75 percent of KKR’s public market assets under
management. The diversity of KKR’s portfolio will serve
to minimize the downside when individual sectors lag
behind the market.

Ability to Raise Capital

KKR’s Proven track record has made their funds very
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attractive to investors; this has helped them raise capital
when necessary. As of December 31, 2014 KKR has 820
investors, which includes the addition of 100 investors in
2014.

Investor Base by Type Investor Base by Geography

Public Pension & Agency 51%

Financial Institutions 18% Americas 62%
0,

Insurance 10% Asia Pacific 18%
Corporate 7%

Family Office/HNW 6% Europe 16%
FoF 6%

H 0,
Endowment/Foundation 2% Middle East 4%

KKR’s Client & Partner Group, comprised of 80
executives and professionals, is responsible for the
raising of capital globally for all of KKR’s products. The
Client & Partner Group is also responsible for the
expansion of KKR’s client relationships by developing
products to meet client needs. KKR also invests in funds
through its stakes business and provides fundraising
services to these fund managers. The firms experience in
raising capital will prove beneficial as they continue to

add new investment pools to their portfolio.
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