
After four decades as investors, we continue to find 
it remarkable how quickly the world and market 
sentiment can change. 
 Two years ago, just about every measure 
of value and health in global markets was in 
freefall. Today, however, it appears that markets 
have started to recover, and while world 
economies have not fully rebounded, we have 
seemingly turned a corner.
 While market stability remains uncertain in 
many parts of the world, 2010 proved to be a year 
of significant value creation for the investors 
across all of our businesses and for you, our unit
holders. Our private equity funds increased in 
value by 33%, our credit strategies outperformed 

their benchmark indices, and the price of our 
publicly traded units increased by 72%, creating 
nearly $4 billion of market value.
 2010 was a pivotal year for our firm. In 
July, we delisted from the Euronext Amsterdam 
exchange, where we had traded since our 
October 2009 combination with KKR Private Equity 
Investors (KPE), and began trading on the New 
York Stock Exchange. In August, we received 
investment grade ratings of A and A from Fitch 
and S&P, respectively. In September, we com
pleted a highly successful inaugural $500 million 
public bond offering. And during the course of 
the year, we raised over $5 billion of new capital, 
more than $4 billion of which was for our five new 
investment strategies: infrastructure, natural 
resources, special situations, China growth equity, 
and mezzanine. These strategies build on the 
core competencies of our firm and facilitate KKR’s 
diversification into areas where we can create 
scale and earn attractive returns for our partners.
 Amid these new beginnings, we want to 
thank you for your partnership. We are grateful 
for the support you have shown us in our first 
full year as a public company. We have been 
energized by your eagerness and patience in 
understanding our business. As a company whose 
public listing came without the benefit of a 
traditional IPO process, investor education is a 
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critical area of focus for us. People often see KKR’s 
name and assume private equity is our sole 
business — after all, for 35 years, we’ve made a 
name for ourselves in that business. It is a 
franchise which remains and always will remain 
core to our company, and we continue to evolve 
and enhance our global private equity capabil
ities. Today, however, we provide much more than 
private equity to our partners, whether manage
ment teams, limited partners, or unitholders, and 
we believe that our broader capa bilities enrich 
each of these partnerships.
 Notably, our annual report is focused on 
the power of partnership. Our longevity in the 
investment business has convinced us that our 
most important assets are our partnerships —  
with companies and management teams around 
the world to whom we provide advice, capital, 
and solutions; with our limited partners and 
others who commit capital alongside our own as 
we make investments; and with the men and 
women we’ve been able to attract to KKR whose 
expertise drives the value we create. These 
partnerships are the lifeblood of our business; 
protecting and enhancing them over the long 
term is our highest priority.
 Historically, because of the very low hit
rate nature of the only business we were in —  
private equity — we spent a great deal of time 

researching companies and building industry 
relationships that did not lead to investable 
opportunities. The result was that a lot of intel
lectual capital and effort went unused. We  
missed out on many attractive opportunities for 
all of our partners, from management teams to 
investors, because our private equity capital  
was not sufficiently flexible to act on all of our 
good ideas.
 To mitigate this trend, we organically built 
new businesses such that today, we are able to 
convert more of the ideas and relationships gen
erated by our “sourcing engine” into investments. 
As we move forward, our vision for KKR is to 
convert all of our ideas and relationships into 
opportunities for our partners. This means 
enhancing our offerings and evolving our approach 
based on changes in the economy and capital 
markets, the needs of our partners over time, and 
investable trends in the markets in which we 
operate. Of course, the success of these endeavors 
will ultimately be judged by the returns we can 
deliver to our partners.

Financial Highlights
Our business is comprised of three segments: 
Private Markets, Public Markets, and Capital 
Markets and Principal Activities. The first and 
largest of these is Private Markets, which had 
$46 billion of assets under management as of 
December 31, 2010. Private Markets includes our 
global private equity and our energy and infra
structure businesses.
 Our second segment, Public Markets,  
had $15 billion of assets under management as  
of December 31, 2010. This segment houses  
our credit investing businesses, which focus on 
belowinvestmentgrade strategies. It began 
investing in 2004 with a focus on liquid 
investments in leveraged loans and high yield 
bonds, and has since expanded to include 
dedicated mezzanine and special situations 
strategies. In early 2011, we hired a team of 
public equity investors who are building a long/
short equity capability within this segment.
 Our third segment, Capital Markets and 
Principal Activities, has two main components: 
the KKR Capital Markets business, which we 
began in 2007, as well as the firm’s balance sheet. 
Our Capital Markets team brings opportunities 
originated throughout KKR to our investors, 
enabling us to speak for more capital, retain more 
economics from our content, and develop direct 
relationships with providers of capital. Our 
balance sheet provides us with $5.7 billion in 
permanent capital to invest behind KKR’s  
future growth. 
 Each of these segments performed 
extraordinarily well in 2010, taking advantage of 
a rebound in capital markets to generate out
sized results.
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Private Markets
Our Private Markets segment saw strong results 
for the year. Thanks to increasing transaction 
activity and value creation, our economic net 
income increased 19%, from $661 million in 2009 
to $785 million in 2010. The key driver of this 
improvement was carried interest generated by 
appreciation in our private equity funds. Collec
tively, our funds were up 33% for the year — more 
than double the S&P 500’s return of 15%.
 Our private equity funds’ performance 
was driven by strong operational accomplishments 
in our portfolio companies as well as improved 
equity markets. In aggregate, the companies in 
our portfolio increased revenue and EBITDA for 
the year by 7% and 15%, respectively, while 
aggregate leverage decreased 14%, from 5.5x to 
4.8x. We attribute much of this improvement to 
the work of our worldclass portfolio company 
management teams as well as the great work  
of KKR Capstone’s operational experts. With the 
focus of our investment and capital markets 
teams, we also made great progress on the capital 
structures of our portfolio companies by 
extending, retiring, or eliminating over $46 billion 
of debt in 2009 and 2010. Through April 2011,  
we have extended a further $23 billion, such that 
nearly 85% of our portfolio companies’ debt now 
matures in or after 2014, and twothirds matures 
in or after 2015.
 Our 2006 Fund, focused on private equity 
investments primarily in North America, 
increased in value by 29% during the year and 
was marked at 1.2x cost on a gross basis.  
The prede cessor to the 2006 Fund, our Millennium 
Fund, saw a similar increase in value of 27% 
during the year and was marked at 2.0x cost on 
a gross basis. Importantly, active strategic 
buyers and the more open public equity markets 
enabled us to return approximately $3 billion of 
capital to the limited partners in our North 
American funds during 2010, a trend which has 
continued in 2011. On the new investment side  
of the equation, we sourced a number of exciting 
North American opportunities in 2010, deploying 
or committing to deploy approximately $1.5 billion 
in equity capital. 
 Despite European macroeconomic 
headwinds this year, our three European private 
equity funds saw consistent growth during 2010. 
Our mature funds, the European Fund and 
European Fund II, appreciated by 48% and 39% 
during the year and were marked at 2.8x and 
0.9x cost on a gross basis, respectively. The 
European Fund III, which we are still investing, 
appreciated by 2% and was marked at cost. Our 
portfolio has benefitted from strong operating 
performance and the Western European 
economic recovery, especially in Germany. We 
returned over $650 million of capital to the 
limited partners in our European funds during the 

year. The more solid postrecession outlook in 
parts of Europe laid a strong foundation for deal 
activity in 2010, giving us the confidence to deploy 
over $2 billion in equity capital.
 Our inaugural Asian private equity fund had 
a remarkable 2010, increasing in value by 51% to 
reach 1.4x cost on a gross basis. Every investment 
in the Asian Fund is marked at or above cost.  
It also began the process of returning capital to 
limited partners with the 2010 initial public 
offering of Ma Anshan Modern Farming. From an 
investing perspective, we continue to find 
compelling growth opportunities in Asia —  
especially in China and India. We invested over 
$900 million in equity capital during the year, 
including three new transactions in China, two 
in India, and our first traditional buyout in Japan. 
We also invested additional capital in three 
existing investments to pursue attractive growth 
opportunities.
 Our approach to private equity investing in 
developing Asian markets is somewhat different 
than the buyoutfocused approach we take in 
more mature economies. We tend to partner with 
local entrepreneurs to build their companies 
into worldleading businesses, so equity checks 
in Asia are often smaller. To continue to capitalize 
upon those relationships, we raised a $1 billion 
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China Growth Fund in 2010 in partnership with 
both existing and new KKR investors to make 
smaller investments in that country. This new 
pool of capital gives us flexibility to participate  
in more of the exciting transactions we are 
sourcing in China.
 Our Private Markets segment today is 
predominantly comprised of our private equity 
investing business, but it is also home to our 
energy and infrastructure investing businesses. 
We are excited about the scalability and growth 
potential for this effort.
 In infrastructure, we focus on investing in 
longlived assets that provide critical functions 
services. We take the same approach to value 
creation through active ownership that we do in 
private equity. We held a first close of approx
imately $500 million on our infrastructure fund  

in 2010 and also invested $1.1 billion through an 
infrastructurerelated separately managed account.
 In energy more broadly, we have the ability 
to invest behind many of the industry trends we 
are seeing today. One example is our natural 
resources strategy, which takes advantage of  
the shift in market interest from conventional to 
unconventional oil and natural gas assets by 
acquiring conventional properties that are non
core to their current owners and improving their 
operations to generate attractive riskadjusted 
and current cash returns for our investors. We 
raised approximately $250 million of capital 
dedicated to our natural resources strategy in 2010 
and invested approximately $70 million. On the 
other side of this coin, the develop ment of uncon
ventional basins has created an enormous capital 
need, providing attractive opportunities to invest 
in less mature shale plays with a risk/return 
profile more akin to private equity.

Public Markets
Our Public Markets segment also had a successful 
2010. Fee related earnings were up to $57 million 
in 2010 from $12 million in 2009, and economic 
net income grew by $54 million to $60 million. 
This segment includes our liquid credit, mezzanine, 
and special situations investing platforms.
 In liquid credit, we have four primary strat
egies: investing in bank loans, high yield bonds,  
a combination of bank loans and high yield bonds, 
and “opportunistic credit,” which is flexible 
across a range of subinvestmentgrade credit 
investments. We continued to outperform bench
marks in each of these strategies during 2010, 
demonstrating topquartile performance.
 We characterize our mezzanine and special 
situations businesses as alternative credit 
strategies due to their private equitylike structure, 
with longer investment horizons and capital lock
ups. Across these platforms, we got off to  
a strong start in 2010 by raising approximately 
$1.3 billion. Our mezzanine transactions have 
thus far focused primarily on Europe (where the 
highyield markets remain less efficient) and  
on the midmarket segment in the U.S. (coverage 
of which Wall Street all but eliminated during the 
resourcestrapped recession years). In special 
situations, we have flexibility to invest in companies 
that do not have access to traditional funding 
sources. We invested or committed to invest 
approximately $1.2 billion across our mezzanine 
and special situations businesses during 2010. 
 In keeping with our goal of better utilizing 
all of the intellectual capital we have at KKR,  
we announced this year that we intend to launch 
a long/short public equities investing business 
within our Public Markets segment. The thorough 
bottomsup industry group approach we employ 
in each of our investing platforms provides us 
with distinctive viewpoints on global industries. 
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Historically, we could express those opinions 
through investments in both liquid and illiquid 
markets on the credit side. But on the equity side, 
we had only longbiased, longduration, and 
illiquid Private Markets capital to put behind our 
ideas. With the recent creation of KKR Equity 
Strategies, we have added the capability of public 
equity market investing.

Capital Markets and Principal Activities
Finally, our Capital Markets and Principal 
Activities segment had an equally strong year. 
Our Capital Markets business continues to scale, 
with fee related earnings of $79 million in  
2010, or growth of $60 million over 2009. This 
was driven by increased transaction activity  
that benefited from stronger markets and our 
team continuing to gain traction across our global 
activities. Principal Activities — our balance 
sheet — saw appreciation in the year commen
surate with the performance of our overall 
private equity portfolio, resulting in investment 
income of $1.2 billion for the year. As of 
December 31, our book value per unit was $8.38, 
an increase of 38% from the end of 2009.
 Our distribution policy dictates that we 
distribute our fee and realized carry earnings 
quarterly. As a result of fee related earnings 
growth as well as the rampup in fund 
realizations, we paid out 60 cents per unit in 
distributions derived from 2010 results. 

Looking Ahead
What we find most exciting about our progress 
and performance in 2010 is the momentum it 
provides going into 2011. We want to continue to 
be more valuable to all of our partners — to our 
investors and to the companies and management 
teams with whom we have relationships. To 
achieve this, we’ll assess adding investment 
strategies and businesses that can help us better 
leverage the core competencies of our firm and 
bring greater depth to our investment insights. 
Our biggest focus, however, will be on building 
the new business lines we have already launched. 
We plan to scale these businesses through active 
fundraising and toptier track records. 
 Importantly, we are also committing balance 
sheet capital to all of our new strategies. We 
believe strongly in demonstrating our confidence 
in new businesses in the same way our investors 
do — through a financial commitment. With 
permanent balance sheet capital, we expect to 
continue building alignment with our partners by 
investing behind every new business we create 
in the future. 
 We believe secular trends will provide 
tailwinds as KKR continues to expand. Many large 
institutional investors are assessing where the 
financial crisis left their investment portfolios, and 
finding that over the last decade, traditional asset 

classes failed to achieve the returns needed to 
match their growth in liabilities. And in today’s 
low interestrate and volatile equity market environ 
ment, this trend appears likely to continue. Many 
pension funds, sovereign entities, and other large 
pools of capital are thus increasing their alter
native allocations both to account for the current 
environment and to make up for lost returns.
 We have also found that investors’ allo
cations were spread among too many managers. 
Initially this strategy was intended to diversify 
exposure, but the result was the burden of 
monitoring an exorbitant number of funds and a 
lack of relation ship depth. From our dialogue 
with limited partners, we expect a consolidation 
of manager relationships, facilitating true 
partnership and alignment between investor  
and manager.
 To drive our ability to help our investors, 
we created our Client & Partner Group,  
which has the responsibility of building deeper 
relationships with our existing investors and 
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sourcing capital from new limited partners 
across all of our strategies. We have grown this 
group from five to nearly 40 people in the last 
three years in order to be best positioned for the 
trends we’re seeing. We have already begun to 
see results: of the more than $5 billion we raised 
in 2010, over $4 billion was raised for new 
strategies and approximately 35% came from 
investors who had never before invested with 
KKR. Together with our investment performance, 
our Client & Partner Group’s deep relationships 
will position us well in the current environment.

People and Alignment
Supporting the growth of KKR has required hiring 
new team members as well as strengthening our 
firm’s management processes. In order to ensure 
that our highperformance, entrepreneurial 
culture thrives, we have augmented and institution
alized development of our people at every stage 
of their careers. This cultivation of talent and 
leadership skills will sustain KKR into the future.
 To ensure that training and teambuilding 
are aligned with financial incentives, we’ve been 
exceedingly attentive to our compensation system 
at KKR. Ensuring that our people are incentivized 
toward alignment with one another, with our 
investment partners, and with our unitholders is 
critical to our success. We simply cannot under
score the importance of this enough.
 Aligning our employees with one another 
is a central element of our compensation  
frame work, which is structured to encourage 
teamwork: there is one P&L at KKR. Because  
all employees share in success together, they are 
encouraged to help one another across business 
lines and around the globe. By promoting 
teamwork throughout the firm in such a tangible 
way, we believe we are better able to translate 
KKR’s intellectual capital into actionable, profit
able solutions for all of our partners.
 In addition, because we feel that alignment 
with unitholders outside the firm is as important 
as internal alignment, the 55 or so most senior 
executives at KKR have not received a cash bonus 
at the public company. These executives receive 
only their salary and a portion of the 40% KKR 
carry pool from the public company. Their cash 
“bonus” comes in the form of distributions on 
their units, sourced from the same earnings that 
fund your distributions as a unitholder. We win 
when and in the same way that you win.
 The ultimate aligner of interests is equity 
ownership. The combination with KPE in 2009 
resulted in KKR trading publicly, with 30% of its 
units held by the public and 70% held by KKR  
and KKR Capstone employees. Each and every 
employee owns KKR units. As cofounders and 
coCEOs, we each personally hold only 13% of 
the company, which is the result of an intentional 
effort to make everyone more meaningful owners 

of the firm we’re building together. And we’ve held 
back over 30 million units to compensate rising 
stars as they grow at the firm. These units are 
already included in the total unit count, so they 
can be allocated without dilution.

Sustainable Value 
As a global investor with a longterm horizon, KKR 
makes investment decisions that can have an 
enormous impact: millions of individuals depend 
upon strong returns from our investments for 
their retirements, education and quality of life; 
the companies in which we invest employ 
hundreds of thousands of people; and the opera
tions of our portfolio companies affect and are 
affected by the communities in which they do 
business around the world. We believe that we 
have an obligation to these stakeholders and  
to ourselves to invest in a responsible way—to 
address the environmental, social and governance 
(ESG) issues surrounding our investments. 
	 Responsible	investment	is	not	just	the	right	
thing	to	do;	it	is	also	essential	for	smart	investing. 
We consider ESG issues not only because it 
makes us good citizens, but because we believe 
that thoughtful management of these issues  
is critical to value creation. KKR invests in a wide 
variety of companies around the world that 
increasingly face diverse challenges to their long
term sustainability. These challenges can result 
from mega trends, including globalization, natural 
resource scarcity, urbanization, information 
technology and demographic changes, which have 
brought with them changing public expectations, 
regulatory demands and market forces. Ignoring 
such trends could increase our risks as investors, 
while understanding regulatory and public expec
tations and thoughtfully managing ESG issues can 
help us protect and grow value. 
 Recognizing this opportunity, we are 
committed to integrating the consideration of ESG 
issues into the way we make our investments.  
As a start, we established our Global Public Affairs 
team three years ago to formalize our approach 
to managing these issues throughout the invest
ment process. Since 2008, this team has 
developed a comprehensive program dedicated to 
engaging with stakeholders and analyzing ESG 
issues in current and prospective investments, 
preparing us and our portfolio companies for 
regulatory changes, finding opportunities in these 
changes and partnering with key stakeholders  
on important corporate sustainability issues. 
 Our approach focuses on creating shared 
value through initiatives that benefit our limited 
partners and investors, our portfolio companies’ 
employees and their bottom lines, as well as 
other stakeholders, the environment and society 
in general. This approach is also consistent with 
the Institutional Limited Partner Association 
principles that we have endorsed. 
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 We believe that one of the key strengths  
of the private equity governance model is that  
the alignment of interests between investors and 
company management teams is for the long  
term rather than from quarter to quarter, enabling 
our portfolio companies to focus on the relent
less pursuit of mutually agreedupon objectives. 
In addition, because of the breadth of our 
private equity portfolio, we have the ability to 
share best practices in a way that impacts 
multiple companies, industries and geographies. 
We expect that the same focus and access  
to resources that has made many portfolio 
companies more productive and efficient will also 
help make them better global citizens.
 While we are committed to considering 
ESG issues in our investment processes,  
the challenges are not insignificant. We invest in 
large, complex organizations around the world, 
and we and our portfolio companies are regularly 
faced with making tradeoffs, some of them 
controversial. We are not flawless and we may 
make choices that do not satisfy everyone, but 
we are committed to engaging constructively with 
stakeholders and thought leaders in order to 
make informed decisions that are consistent with 
global protocols and standards. Because we 
invest in diverse companies in multiple industries 
around the world, the outcome of the process will 
tend to be different from year to year and 
investment to investment. However, the process 
through which we address and continuously 
improve on these issues is critical to ensuring 
ongoing value creation. We are at the beginning 
of a journey, but we also understand that 
considering ESG issues in the private equity 
investment process is essential to creating 
sustainable value.
 For these reasons, we have completed our 
firstever responsible investor report, excerpts  
of which are included in this annual report. Addi
tional details about our performance and goals 
for the future can be found in the online version 
of this report, which is available on KKR’s 
website. We look forward to your feedback on all 
of our efforts.
 Though the direction of our firm has never 
been clearer, the hurdles before us are formidable. 
We must continue to execute our goals as we 
maintain performance leadership in existing busi
nesses and build attractive track records in new 
areas. We thank you sincerely for your partnership 
and look forward to growing together.

HENRY R. KRAVIS
Co-Founder,  
Co-Chairman and Co-CEO

GEORGE R. ROBERTS
Co-Founder,  
Co-Chairman and Co-CEO
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