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INTRODUCTION TO 2006 ANNUAL FINANCIAL REPORT

Our Partnership

KKR Private Equity Investors, L.P. (*KPE"} is a Guernsey limited partnership that seeks to create iong-term
value by participating in private equity and opportunistic investments identified by Kohlberg Kravis Roberts & Co. L.P,
("KKR"). Formed in April 2006, KPE enables certain public market investors to invest in KKR-sponsored investments.
KPE makes its investments through another Guernsey limited partnership, KKR PEI Investments, L.P. {the *Investment
Partnership”), as its sole limited partner. See “Investment Overview” below.

Our investment approach has three fundamental strengths:

« the ability to participate in a broad range of KKR's private equity investments, including the right to
subscribe for limited partner interests in KKR's private equity funds and to co-invest in certain portfolio
companies of those funds; .

« the flexibility to make opportunistic investments identified by KKR in the course of its business; and

» the active involvement of KKR investment professionals, who also have an equity stake in KPE.

About KKR

Founded in 1976, KKR is one of the world's oldest and most experienced private equity firms, with offices in
New York, Menlo Park, Califomnia, London, Paris, Hong Kong and Tokyo. Since its inception, KKR has completed or
announced more than 145 private equity transactions, with a total enterprise value of approximately $320.0 billion. As of
December 31, 2006, KKR's equity investments were valued at approximately $74.0 billion on $30.0 billion of invested
capital, a multiple of 2.5 times. KKR's approach to private equity investing focuses on acquiring attractive business
franchises and working closely with management over the long term to design and execute value—creating strategies.
KKR has a long track record of investing large pools of capital and generating attractive retums and multiples of
invested capital.

Investment Overview

The Investment Partnership invests in private equity investments, opportunistic investments and temporary
investments. The Investment Partnership's “private equity investments” consist of investments in limited partner
interests in KKR's private equity funds and co-investments in certain portfolio companies of those funds. “Opportunistic
investments” are any invesiments identified by KKR in the course of its business other than private equity investments.
The Investment Partnership also makes “temporary investments” in connection with cash management activities.

Under current investment policies, the Investment Partnership invests at least 75% of its adjusted assets in
KKR's private equity investments and no more than 25% of the Investment Partnership’s adjusted assets may be
invested in opportunistic investments. “Adjusted assets” are defined as the Investment Partnership's consolidated
assets less the amount of indebtedness that is recorded as a liability on its statement of assets and liabilities. For the
purposes of this policy, the Investment Partnership may take into account temporary investments as private equity
investments.

At December 31, 2006, KPE's net asset value was $5,035.6 million. KPE's investments consisted of 100% of
the limited partner interests of the Investment Partnership, which were valued at $5,035.9 million at December 31,
2006. At December 31, 20086, 204,550,001 commen units were outstanding. The net asset value per unit was as
follows, during the partial year ended December 31, 2006:

December 31, 2006.........ccoceevevnir e creecane $ 24 620
September 30, 2006........ccceoveiiiverrce e 24.25
June 30,2006 ... 23.77
May 10, 2006 (immediately subsequent to the @
initial offering and related transactions)............. 23.61

{1) The net asset value as of December 31, 2006 is net of a $0.19 distribution paid to unitholders during the
- partial year ended December 31, 2006.
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{2) The net asset value as of May 10, 2006 is stated on a pro forma basis, as if the over-allotment option was

exercised on May 10, 2006. See “KPE's Initial Offering and Capital
Partnership® below for information on the over-allotment option.

Contribution to the Investment

At December 31, 20086, the Investment Partnership’s net asset value was $5,046.4 million, with $5,035.9
million allocated to KPE as its sole limited pariner and $10.5 million allocated to KKR PEIl Associates, L.P. as its general
partner, the majority of which was comprised of investments as follows, with amounts in thousands:

Percent
Fair Value of Total
Temporary investments ... $ 3,139,621 62.3%
Private equity investments..........cccooocviininirininnies 1,659,883 32.9
Opportunistic investments .........cc.ocovvecveeeccniciiees 241,928 4.8
$ 5,041,432 100.0%

Investments held by the Investment Partnership, excluding temporary investments, were comprised of the

following by geography and industry at December 31, 2006:

Investments by Geography
0D6.1%

0048.3%
B45.6% |

D15.3%

OEurope 48.3% B North America 45.6% O Asia Pacific 6.1%
O Technology 17.8%

OHealthcare 17.4%

Investments by Industry
8.2%

017.8%

18.6%

017.4%

Media/Telecom 18.6%
B industrial 15.3%

M Financial Services/Banking 16.5% [IRetail 6.2%

QOther 8.2%
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Ownership, Organizational and Investment Structure

The following chart summarizes the ownership, organizational and investment structure of ocur partnership.

This chart should be read in conjunction with the overview of our business within “Operating and Financial Review”

included elsewhere within this report.

KKR Guemsey GP Limited
{Managing Partner)

General Pariner

KKR PE] GP Limited
(Managing Investar)

Public
Unithclders

Limited Partners
{Non-Voting Common Units and
Restricted Depositary Units) *

General Partner

KKR Private Equity Investors, L.P,
(KPE})

KKR PEI Associates, L.P.
{Associate Investor)

General Partner
{Class A, B, C and D Interests)

Limited Partner
(Class A, B, C and D Interests)

KKR PEl Investments, L.P.**
(Invesiment Partnership)

* These non-voting common units and related restricted depositary units are subject to a number of ownership and
transfer restrictions. Please see "Ownership and Transfer Restrictions™ at the Investor Relations page at
www. kkrpei.com.

** Investments may be held directly or indirectly through one or mare subsidiaries not reflected in this chart.

We have prepared this report using a number of conventions, which you should consider when reading the
information contained herein, Unless the context suggests otherwise, references to:

e ‘“we,” “us,” "our,” "KPE" and "our partnership” are to KKR Private Equity Investors, L.P., a Guernsey limited
partnership;

& our “Managing Partner,” referred 1o as the Managing General Partner in previous reports, are to KKR
Guernsey GP Limited, a Guernsey limited company, which serves as our general partner;

* the “Investment Partnership” are to KKR PEI Investments, L.P., a Guemsey limited partnership, and, as
applicable, its subsidiaries, through which our investments are made;

e the “Associate Investor,” referred to as the Investment Partnership’s General Partner in previous reports, are fo
KKR PEI Associates, L.P., a Guemnsey limited partnership, which serves as the general partner of the
Investment Partnership;

e the "Managing Investor,” referred to as the Managing Investment Partner in previous reports, are to KKR PEI
GP Limited, a Guernsey limited company, which serves as the general partner of the Associate Investor; and

¢ “KKR” are to Kohlberg Kravis Roberts & Co. L.P., a Delaware limited partnership, which provides certain
investment management, operational and financial services to us and others involved in our investments.

Additionally, unless the context suggests otherwise, we use the term “our investments” to refer both to our
limited partner interests in the Investment Partnership, which are the only investments that we record in our statements
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of assets and liabilities, and investments that are made by the Investment Partnership. Although the investments that
the investment Parlnership makes with our capital do not appear as investments in our financial statements, we are the
primary beneficiary of such investments and bear substantially all of the risk of loss. We also use the term “our
investments® to refer to portfolio investments of KKR's investment funds in which the Invesiment Partnership invests.
While other KKR fund partners are involved in those portfolio company investments, the Investment Partnership, and
therefore we, are generally entitted to share ratably in the returns generated by such investments and suffer ratably in
the risk of loss with respect to such investments. Finally, “our investments” also refers to investments made by KKR
Strategic Capital Institutional Fund, Ltd. {“SCF"), which is a KKR opportunistic credit fund principally investing in debt
securities alongside funds managed by investment professionals affiliated with KKR Financial LLC.

Directors and Advisors

The board of directors of the Managing Partner consists of Messrs. Henry R. Kravis, George R. Roberts,
Christopher M. W. Hill, Remmert J. Laan and Heinz-=Joachim Neubuerger. Messrs. Kravis and Roberts are the co-
founders of KKR. Messrs. Hill, Laan and Neubuerger are independent directors. The address of each of these
individuals is o/o KKR Guernsey GP Limited, Trafalgar Court, Les Banques, St. Peter Port, Guernsey GY1 3QL, Channel
Islands.

The board of directors of the Managing Investor consists of Messrs. Perry Golkin, Scott C. Nuttall and William
J. Janetschek. Messrs. Golkin, Nuttall and Janetschek are executives of KKR. The address of each of these individuals
is c/o KKR PEI GP Limited, Trafalgar Court, Les Banques, St. Peter Port, Guernsey GY1 3QL, Channel Islands.

Northemn Trust International Fund Administration Services {Guemsey) Limited has been retained to serve as the
Guernsey administrator for each of KPE and the Investment Partnership. The address of Northern Trust International
Fund Administration Services (Guernsey) Limited is Trafalgar Court, Les Banques, S1. Peter Porl, Guernsey GY1 3QL,
Channel Islands.

] Deloitte & Touche has been retained to serve as the independent auditors of each of KPE and the Investment
Partnership. The address of Delcitte & Touche is Regency Court, Glategny Esplanade, St. Peter Port, Guernsey GY1
3HW, Channel Islands. Following the transfer of their business to Deloitte & Touche LLP with effect from October 1,
2006, Deloitte & Touche resigned as auditors on February 21, 2007 and the Managing Partner appointed their
successors, Deloitte & Touche LLP auditors.

KKR provides investment management, operational, financial and cther services to KPE and the Investment
Partnership under a services agreement. The address of KKR is 9 West 57th Street, New York, New York 10019, United
States.

KPE's Initial Offering and Capital Contribution to the Investment Partnership

On May 3, 20086, in connection with the initiat offering of our common units, we issued and sold (i) 200,000,000
common units to investors in a global offering, (i) 2,600,000 common units to an affiliate of KKR and (jii) 1 common unit
to the Managing Partner. The issue price for the common units was $25 per common unit, resulting in gross proceeds,
before managers’ commissions, placement fees and other expenses, of $5,065.0 million.

in addition, 30,000,000 common units were issued pursuant to an over-allotment option. On June 6, 2006, the
managers of the initial offering purchased 1,950,000 common units pursuant to the over-allotment option, resulting in
additional gross proceeds of $48.8 million. The unsold common units were retumed and cancelled.

Upon completion of the foregoing transactions, we had 204,550,001 common units outstanding. The expenses
of the initial offering, including managers’ commissions, placement fees and other expenses were $283.7 million, which
were reflected as a deduction of capital proceeds in our statement of assets and liabilities. The transactions related to
our initial offering and related transactions resulted in aggregate net proceeds to us of $4,830.1 million.

In connection with the initial offering, the Associate Investor made a $10.0 million cash contribution to the
Investment Partnership in respect of its general partner interest. To provide the Investment Partnership with additional
capital for making investments, KPE contributed $4,826.6 million of cash to the Investment Partnership, which
represented substantially all of the cash proceeds that we received in connection with our initial offering and related
transactions. In exchange, we received Class A, Class B, Class C and Class D limited partner interests in the
Investment Partnership.
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Common Units

KPE's common units represent limited partner interests in its partnership and are traded on Euronext
Amsterdam under the symbol "KPE." We have alsc established a restricted depositary facility in the United States to
allow qualifying investors to acquire and hold cur common units in the form of restricted depositary units (*ROUs"). Each
RDU represents the right to receive one commen unit that has been deposited with The Bank of New York, as the
depositary bank, and any other securities, cash or property that the depositary bank receives in respect of the common
unit. Our common units and the RDUs are subject to a number of ownership and transfer restrictions. See “Ownership
and Transfer Resfrictions” at the Investor Relations page of KPE's website at www.kkrpei.com. KPE is subject to the
supervision of Guernsey Financial Services Commission and market conduct supervision by the Authority for the
Financial Markets in the Netherlands.

At December 29, 2006, the last trading day for the partial year ended December 31, 2006, the market price per
common unit was $22.85, compared to $21.25 at September 30, 2006 and $21.90 at June 30, 2006. The high and low
closing price for KPE's common units was $25.00 and $21.00 per unit, respectively, for the period from May 3, 2006
(the date of our initial public offering) to December 29, 2006.

Services Agreement

KPE, the Managing Partner, the Investment Partnership, the Associate Investor and the Managing Investor
have entered into a services agreement with KKR pursuant to which KKR has agreed to provide certain investment,
financial advisory, operational and other services to them. Under the services agreement, KKR is responsible for the
day-to-day operations of the service recipients and is subject at all times to the supervision of their respective governing
bodies, including the board of directors of the Managing Partner and the board of directors of the Managing Investor.

Investment Agreement

In connection with the initial offering, KPE entered into an investment agreement with KKR pursuant to which
KKR agreed to cause its affiliates to enter into subscription agreements pursuant to which they will agree to contribute
to KPE, on a periodic basis, an amount equal to 25% of the aggregate pre-tax cash distributions, if any, that are made
to them in respect of the carried interests and incentive distribution rights.

Statements of Responsibility

The portions ‘of this annual financial report that relate to KPE, including the financial statements and other
unaudited financial information of KPE contained herein, are the responsibility of and have been approved by the
Managing Partner. The Managing Partner is responsible for preparing such porticns of this annual financial report to
show the state of affairs of KPE at the end of the fiscal period and of the profit and loss for such period, as well as to
prepare such financial statements in accordance with the rules of Euronext Amsterdam N.V.’s Eurolist by Euronext and
is responsible for preparing the financial statements in accordance with applicable Guernsey law and accounting
principles generally accepted in the United States of America (“U.5. GAAP").

The porions of this annual financial report that relate to the Investment Pardnership, including the consolidated
financial statements and other unaudited financial information of the Investment Partnership contained herein, are the
responsibility of and have been approved by the Managing Investor. The Managing Investor is responsible for
preparing such portions of this annual financial report to show the state of affairs of the Investment Partnership at the
end of the fiscal period and of the profit and loss for such period, as well as to prepare such financial staterments in
accordance with applicable Guernsey law and U.S. GAAP.

In preparing their annual financial reports, both the Managing Partner and the Managing Investor are required
to (i) select suitable accounting policies and apply them consistently; (ii) make judgments and estimates that are
reasonable and prudent; (iii) state whether applicable accounting standards have been followed, subject to any material
departures disclosed and explained in the notes to the financial statements; and (iv) prepare the financial stalements on
a going-concern basis unless it is inappropriate to presumne that the respective parinership will continue operations.
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Cautionary Note Regarding Forward-Looking Statements

This report contains certain forward-locking statements. Forward-looking statements relate to expectations,
beliefs, projections, future plans and strategies, anticipated events or frends and similar expressions conceming matters
that are not historical facts. In some cases, you can identify forward-looking statements by terms such as "anficipate,"
"helieve,” "could,” "estimate,” "expect,” "intend,” "may," "plan,” "potential," "should,” "will" and "would" or the negative of
those terms or other comparable terminology. The forward-looking statements are based on our beliefs, assumptions and
expectations of our future performance, taking into account all information currently available to us. These beliefs,
assumptions and expectations can change as a result of many possible events or factors, not all of which are known to us
or are within our control. If a change occurs, our business, financial condition, liquidity and results of operations may vary
materially from those expressed in our forward-looking statements. Some of the factors that could cause actual results to
vary from those expressed in our forward-looking statements include:

* ourinvestments may be aggressive, speculative or concentrated in a limited number of assets and, accordingly,
subject to greater risks and volatility when compared with alternative invesiments;

* we have a limited operating history and some of our investment objectives differ from the investment objectives
that historically have been pursued by KKR's private equity funds;

s factors affecting our ability to successfully implement our investment strategy, including factors affecting KKR's
ability to identify a sufficient number of appropriate investments and to execute investments at attractive prices;

* the rate at which we are able to deploy our capital and the rates of return generated by our investments;

« changes in the values of investments that we make and our ability to realize the unrealized values of investments
that are included in the Investment Partnership’s consolidated statement of assets and liabilities;

e our dependence on KKR's continued involvement in our business, KKR's willingness to continue to sponsor new
investment funds and KKR's ability to retain and attract key investment professionals;

e factors affecting our financial condition and liquidity and the financial condition and liquidity of the Investment
Partnership, our and its ability to access or obtain sources of financing at attractive rates, if needed;

* potential conflicts of interest that may result from our organizational, ownership or investment structure, or the
appearance that such conflicts may occur,;

» changes in financial markets, foreign exchange rates, interest rates or industry, general economic or political
conditions;

» the general volatility of the capital markels and the market price of our common units and RDUs; and

# the risks, uncertainties and other factors described e!sewhere in this report, including under “Operating and
Financial Review.

The foregoing is not a comprehensive list of the risks and uncertainties to which we are subject. Exceptas
required by applicable law, we undertake no obligation to update or revise publicly any forward-looking statements,
whether as a result of new information, fulure events or otherwise. In light of these risks, uncerlainties and assumptions,
the events described by our forward-looking statements might not occur. We qualify any and all of our forward-looking
statements by these cautionary factors. Please keep this cautionary note in mind as you read this report.

* k k &k k&
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CO-CHAIRMEN'S STATEMENT

We are pleased to report that KKR Private Equity Investors, L.P. (Euronext Amsterdam: KPE) had a strong
first year in 2006; commencing operations, completing an initial offering and putting substantial sums of money to work
in private equity and other opportunistic investments identified by investment professionals of Kohlberg Kravis Roberts
& Co. ("KKR"). KPE is well on the way fo achieving its goal of deploying all $4.8 billion of initial investable capital within
18 months of the closing of the May 20086 initial offering. As of December 31, 2006, KPE's net asset value (“NAV*) had
increased to over $5.0 billion.

KPE invests its capital as the sole limited partner of KKR PEI Investments, L.P, (the “Investment Partnership™).
As of March 23, 2007, the Investment Partnership’s investments and pending fundings into announced transactions
totaled $4.3 billion, excluding temporary investments. The $4.3 biflion of actual and pending investments was comprised
of $1.9 billion of investments as of December 31, 2006 at fair value, $1.2 billion of subsequent investment activity on a
cost basis and $1.2 billion of identified transactions as of March 23, 2006. In addition, the remaining undrawn
commitments of the Investrnent Partnership to KKR investment funds totaled $1.4 billion as of March 23, 2006.

KPE was created to provide certain public market investors? with the opportunity to participate in KKR private
equity investments and opportunistic investments through a publicly listed security. A fundamental strength of KPE's
sirategy is access 1o a broad range of KKR-sponsored investments, including limited partner interests in KKR's future
private equity funds; co-investments in certain portfolic companies of those funds; and opportunistic investments that
leverage the intellectual capital of KKR's investment professionals. KPE invests at least 75% of its assets in KKR's
private equity investments, while up to 25% of its assets may be invested in opportunistic investments.

KPE's governance structure is sound, with a majority of independent board members. In 2006 we built up
KPE's infrastructure, hiring eight professionals with expertise in such areas as finance, tax, accounting, law and risk
management. KKR executives, who identity investment opportunities for KPE, are committed to its success and have a
significant equity stake in KPE.

KKR is one of the world's largest and most successful private equity firms. As of December 31, 2008, KKR’s
equity investments were valued at approximately $74.0 billion on $30.0 billion of invested capital, a multiple of 2.5
times.2 KKR's investment professionals are among the most experienced in the industry, with the 14 most senior
members averaging 17 years at KKR. Proactively sourcing investments in 10 industries, KKR’s 93 invesiment
professionals have a global network of corporate, financial and government relationships that we believe is without
equal in the private equity industry. KKR's resources for strengthening companies include its investment professionals,
an increasing number of whom have served as senior executives in industry; Capstone Consulting, a team of seasoned
operating professionals who work exclusively for KKR portfolio companies; and KKR's senior advisors, who have held
executive roles in major corporations and public agencies.

KKR's portfolio of companies is diversified not only by industry, but also by geography. In Europe, KKR leads
the private equity market in Germany and the Netherlands and has established a solid presence in France. Over the
pasi year, KKR has assembled a strong team of 18 private equity professionals in Asia and has already completed
several of the largest transactions in the Asia Pacific region, including Avago Technologies (Singapore), Aricent, Inc.
{India), BIS Cleanaway {Australia) and Seven Media Group (Australia).

We believe that the large end of the buyout market, the segment KKR has focused on for more than two
decades, offers attractive opportunities for KKR's private equity investments and KPE's co-investments. Virtually all of
the largest buyouts in history have been completed or announced over the last two years, including KKR's completed
investments in HCA Inc. ($33.0 billion), Capmark Financial Group Inc. ($16.7 billion), TDC A/S (€12.4 billion), The
Nielsen Company B.V. ($12.0 billion), and SunGard ($12.0 billion), as well as pending transactions with TXU Corp.
{$45.0 billion), Biomet, Inc. ($11.0 billion} and Dollar General Corp. ($7.3 billion).

As the size of large buyouts has increased, the equity requirements for such investments have grown
dramatically. In 1987, the average market capitalization for an S&P 500 company was $3.7 billion. As of December 31,
2006, it was $23.5 billion, a more than six-fold increase. During the same period, equity as a percentage of total buyout

1 KPE is listed and trades on Euronext Amsterdam. it is not publicly traded in the United States and certain ownership and transfer
restrictions apply.

2 past performance is no indicator of future performance,
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financing has risen from 7.0% to 33.3%. In other words, buying an average S&P 500 company in 1987 required $259.0
million of equily. Today it would take $7.8 billion of equity.

As of December 31, 2006, the Investment Partnership held investments of $701.8 million through KKR private
equity funds and co-investments totaling $958.1 million in the following KKR portfolio companies: NXP B.V., a leading
semiconductor business; HCA Inc., a leading provider of healthcare services; The Nielsen Company B.V., a global
information and media company; Capmark Financial Group Inc., a leading commercial real estate finance company,;
and KION Group GmbH., a global manufacturer of forklift trucks and related services.

Subsequent co-investments, through March 23, 2007, include PagesJaunes Groupe S A., the leading
publisher of printed and on-line directories in France; and ProSiebenSat.1 Media AG, Germany's largest felevision
broadcasting group. In March, KPE announced commitments to make a $300.0 million co-investment in the proposed
acquisition of TXU Corp., a Dallas-based energy company, and a $250.0 million co-investment in Dollar General Corp.,
a Fortune 500 ® discount retailer.

KPE’s opportunistic investments take advantage of the industry- and company-specific insights of KKR's
investment professionals. Qur current opportunistic investments in securities across the capital markets, for example,
public equities and fixed-income investments, have the potential to create substantial value. An example of a recent
opportunistic transaction was KPE's January 2007 investment in Sun Microsystems through $700.0 million of
convertible senior notes.

As we begin 2007, we believe that the environment for private equity investing remains positive. Relatively low
interest rates and liquid debt markets have allowed KKR to lock in cost-effective and flexible financing. The growth of
collateralized loan obligations, hedge funds and credit funds has provided additional capital and stability to the credit
markets. Moreover, we have been encouraged by the prevatence of the idea of gonng private, which has created
significant incremental transaction opportunities all over the world.

We believe that the combination of global opportunities in the large buyout space and KKR's experience,
infrastructure and global networks will enable KPE to be fully invested by the end of 2007. To build a strong investment
base and create long-term value, KPE currently expects to reinvest its retums, limiting cash distributions to an amount
equal to estimated U.S. tax obligations. As announced on November 16, 2006, the board of directors of KPE's general
partner declared a distribution of $0.19 per unit paid on er about December 15, 2006,

The quality of our investments is a reflection of the quality of our people. We are grateful for the experience
and judgment of our fellow board members, the professionalism and dedication of the staff dedicated to KPE's
operations and the talent and creativity of KKR's investment professionals. In particular, we want to thank you, our
unitholders, for your trust and support. We think KPE is off to a good start and we look forward to reporting continued
positive news in the years ahead.

Henry R. Kravis George R. Roberts
Co-Chairmen of the

Board of Directors of the

Managing Partner of

KKR Private Equity Investors, L.P.

March 28, 2007
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CONTACT INFORMATION

General Inquiries:

KKR Private Equity Investors, L.P.
P.O. Box 255

Trafalgar Court, Les Banques

St. Peter Port, Guernsey

Channel Islands GY1 3QL
Telephone: +44.1481.745.001
Facsimile: +44.1481.745.074
www.kkrpei.com

Investor Relations:

Integrated Corporate Relations
12121 Wilshire Boulevard, Suite 300
Los Angeles, California 90025
United States

Telephone: +1.310.954.1100
Facsimile: +1.310.954.1101

Media Contact:

In the United States:

Kekst and Company Incorporated
437 Madison Avenue, 19" Floor
New York, New York 10022
Telephone: +1.212.521.4800
Facsimile: +1.212.521.4800

In Europe:

Finsbury Group

Tenter House

45 Moorfields

London EC2Y SAE

England

Telephone: +44.207.251.3801
Facsimile: +44.207.374.4133

KKR Private Equity Investors, L.P.

Guernsey Administrator:

Northern Trust International Fund

Administration Services (Guernsey) Limited

P.O. Box 255

Trafalgar Court, Les Banques
St. Peter Port, Guermnsey
Channel! Islands GY1 3QL
Telephone: +44.1481.745.001
Facsimile: +44.1481.745.074

Depositary Bank:

The Bank of New York

101 Barclay Street, 22 West

New York, New York 10286

United States

Attention: KKR Private Equity Investors

Telephone: +1.212.815.4502 or
+1.212.815.2715

Facsimile: +1.212.571.3050

Paying Agent:

ING Bank N.V.

Van Heenvlietlaan 220

1083 CN Amsterdam

The Netherlands

Telephone: +#31.20.7979.418
Facsimile: +31.20.7979.607

Independent Auditors:

Deloitte & Touche LLP

Regency Court

Glategny Esplanade

St. Peter Port, Guernsey GY1 3HW
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OPERATING AND FINANCIAL REVIEW

introduction

This “Operating and Financial Review” should be read in conjunction with KPE’s financial statements and
related notes and the consolidated financia!l statements and related notes of the Investment Partnership, which are
included elsewhere within this report.

KPE's financial statements and the consolidated financial statements of the Investment Partnership were
prepared in accordance with accounting principles generally accepied in the United States of America (*U.S. GAAP")
and are presented in U.S. dollars. KKR, on our behalf, submitted a request letter and received temporary approval
from the Netherlands Authority for the Financial Markets exempting us from preparing our financial statements in
conformity with Dutch GAAP or International Financial Reporting Standards ((IFRS”) until the Netherlands Minister of
Finance decides otherwise or specific legislation and regulations in respect of the equivalence of U.S. GAAP and
IFRS are established at a European level.

We utilize a reporting schedule comprised of four three-month quarters with an annua! accounting period
that ends on December 31. Our quarterly periods end on March 31, June 30, September 30 and December 31. The
financial results presented herein include activity for the period from our formation on April 18, 2006 through
December 31, 2006, referred to as “the partial year ended December 31, 2006." Our operations effectively
commenced on May 10, 2006, upon receipt of the net proceeds from the initial offering on May 3, 2006. See "KPE’s
Initial Offering and Capital Contribution to the Investment Partnership” included above within “Introduction to 2006
Annual Financial Report.”

Overview

We are a Guernsey limited partnership that seeks to create long-term value by participating in private equity
and opportunistic investments identified by KKR. We make all of our investments through the Investment
Partnership, as its sole limited partner, Qur only substantial assets are Class A, Class B, Class C and Class D limited
partner interests in the Investment Partnership. Our limited partnership agreement provides for the management of
our business and affairs by a general partner, The Managing Partner, a Guemnsey limited company that is owned by
individuals who are affiliated with KKR, serves as our general partner and has a board of directors.

The Investment Partnership invests in private equity investments, opportunistic investments and temporary
investments. The Investment Partnership’s "private equity investments” consist of investments in limited partner
interests in KKR’s private equity funds and co-investments in certain portfolio companies of those funds.
“Opportunistic investments” are any investments identified by KKR in the course of its business other than private
equity investments. The Investment Parinership also makes “temporary investments” in connection with cash
management activities.

The Investment Partnership is also a Guernsey limited partnership. The Associate Investor is responsible for
managing the business and affairs of the Investment Partnership. Because the Associate Investor is itself a limited
partnership, the Managing Investor is effectively responsible for managing the business and affairs of the Investment
Partnership. While we are not entitled to participate in the management of the business and affairs of the Investment
Partnership, the Investment Partnership's limited partnership agreement provides that investments made by the
Investment Partnership must comply with the investment policies and procedures that were established for KPE.

Our investment policies and procedures currently provide, among other things, that the Investment
Partnership will invest at least 75% of its adjusted assets in KKR's private equity investments and no more than 25%
of its adjusted assets in opportunistic investments. "Adjusted assets” are defined as the Investment Partnership's
consolidated assets less the amount of indebledness that is recorded as a liability on its consolidated statement of
assets and liabilities. For the purposes of this policy, the Investment Partnership may take into account temporary
investments as private equity investments.

The Investment Partnership's limited partnership agreement establishes four separate and distinct classes
of partner interests, as follows:
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. Class A partner interests have separate rights and obligations with respect to investments in opportunistic
and temporary investments;

. Class B partner interests have separate rights and obligations with respect to co-investments in portfolio
companies of KKR's private equity funds;

. Class C partner interests have separate rights and obligations with respect to investments in KKR's private
equity funds; and

. Class D partner interests have separate rights and obligations with respect to investments in KKR’s
investment funds that are not private equity funds.

The Associate Investor, in its sole discretion, may allocate assets and liabilities of the Investment
Partnership to the relevant class of interests in accordance with the terms and conditions of the limited partnership
agreement. The Associale Investor also determines the amount of all distributions, profits and losses relating to each
class, as well as corresponding expense allocations to each class.

Investments Held by the Investment Partnership

At December 31, 20086, the Investment Partnership held investments as follows, with amounts in thousands,
except percentages:

Fair Value as
a Percentage

of the
Investment
Fair Partnership’s
Class Cost Value Net Assets
Opportunistic investrments in publicly traded
SECUMHIES .o A $ 154474 § 158,462 3.1%
Co-investments in portfolio companies of private
equity funds: B
NXP BV, e ecrme e e ine e 250,000 259,863 5.1
HOA NGttt e 250,000 250,000 5.0
The Nielsen Company B.V. (formerly VNU :

Group BV.} Lo 200,000 200,000 4.0
Capmark Financial Group InG. ........cccoeeniiiiaeas 137,321 135,000 2.7
KION Group GmbH......ccccoorierviirireinr e ereseianann 112,824 113,202 2.2

850,145 958,065 19.0
Private equity funds: C
KKR European Fund, Limited Partnership............ 270,863 326,932 6.5
KKR Millennium Fund L.P. ..o 164,526 178,157 35
KKR 2006 Fund L.P. ..o 139,595 139,595 2.8
KKR European Fund Il, Limited Partnership. ........ ) 55,524 57,134 1.1
630,508 701,818 13.9
Non-private equity funds —
Investments by KKR Strategic Capital
Institutional Fund, Ltd. ..., D 77,472 83,466 17
$ 1,812,599 § 1,901,811 37.7%
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The Investment Partnership’s significant portfolio company invesiments, which include aggregate private
equity investments with fair values in excess of 3.0% of the Investment Partnership’s net assets, were as follows at
December 31, 2006, with amounts in thousands, except percentages:

L
Fair Value as
a Percentage
of the
Investment
Fair Partnership’s
Cost Value Net Assets p
HCA INC. (1)eeeieciiiieiieecis e $ 315344 315,344 6.2%
NXP BV, (2). oo 281,204 291,067 58
The Nielsen Company B.V. (formerly
VNU Group BV (3) oo 212,490 212,490 4.2
5 809,038 $ 818,901 16.2%
L
(1) The investment amounts attributable to HCA Inc., a leading provider of healthcare services, were
comprised of a $250.0 million co-investment and a $65.3 million limited partner interest equal to the
Investment Partnership’s pro rata share of KKR's private equity funds’ aggregate investment in such
company.
{2) The investment amounts attributable to NXP B.V., a semi-conductor business, were comprised of a e

$250.0 million co-investment and related $9.9 million unrealized gain on foreign currency and a $31.2
million limited partner interest equal to the investment Partnership's pro rata share of KKR's private
equity funds’ aggregate investment in such company.

(3} The investment amounts attributable to The Nielsen Company B.V. a global! information and media
company, were comprised of a $200.0 million co-investment and a $12.5 million limited pariner interest
equal to the Investment Partnership's pro rata share of KKR's private equity funds’ aggregate ¢
investment in such company.

In addition o the aggregate private equity investments included above, SCF made debt investments in HCA
Inc., NXP B.V. and The Nielsen Company B.V. of $10.3 million, $22.1 million and $0.6 million, respectively, at
December 31, 2006.

Subsequent to December 31, 2006 and through March 23, 2007, the Investment Partnership made ¢
additional investments, which totaled $1,225.2 million consisting of the following:

¢ A netinvestment of $350.0 million in Sun Microsystems, Inc. consisting of $350.0 million of
convertible senior notes due in 2012 and $350.0 million of convertible senior notes due in 2014,
and $350.0 million of financing provided by a major financial institution;

e A co-investment of $235.2 million in PagesJaunes Groupe S.A., the leading publisher of printed e
and online directories in France. At December 31, 20086, the Investment Partnership also held a
$17.9 million limited partner interest equal to its pro rata share of KKR's private equity funds'
aggregate investment in such company;

* A co-invesiment of $198.9 million in ProSiebenSat.| Media AG, Germany’s largest television
broadcasting group and a $21.4 million limited partner interest equat to its pro rata share of KKR'’s
private equity funds' aggregate investment in such company;

4
e Aninvestment of $58.3 millicn in SCF;
«  Net capital distributions of $9.1 million with respect to limited partner interests in KKR’s private
equity funds; and
»  Opportunistic investments of $370.5 million of net purchases of publicly traded securities, net of
$226.7 million of financing. e
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As of March 23, 2007, the Investment Partnership was committed to another $2.6 billion of investments, as
follows:

» Co-investments totaling $750.0 million, as well as related capital contributions of approximately
$475.0 million, to certain KKR private equity funds, with respect to the following companies:
- TXU Corp., a Dallas-based energy company;
- Dollar General Corp., a Fortune 500 ® discount retailer;
-  Biomet, Inc., a designer and manufacturer of musculoskeletal medical products; and
- Laureate Educaticn, Inc., a leading intemational provider of higher education.

» Capital commitments of $1.4 billion related to limited partner interests in KKR's investment
funds, after taking into account the $1.2 billion of pending transactions described above.

Whether these commitments will be consummated depends on the satisfaction or waiver of a number
of conditions, some or all of which may not be in the control of KPE, the Investment Partnership or KKR. No
assurances can be made as to whether or when, or the actual amounts at which, these commitments will be
consummated.

Investment Income and Unrealized Appreciation or Depreciation of Investments

As described helow, under *Application of Critical Accounting Policies - Non-Consolidation of Invesiment
Partnership,” because the assets of the Investment Partnership are not consolidated in our financial statements, the
only investmenis that we record as assets are limited partner interests in the Investment Partnership. As a result, our
investment income is primarily comprised of our proportionate share of the Investment Partnership’s invesiment
income, net of expenses, and income related to our own cash management activities. In addition, we receive cash
distributions that represent return of capital from the Investment Partnership in respect of those limited partner
interests in order to assist us in making cash distributions to our unitholders, if and when declared by our Managing
Partner's board of directors, and to pay operating expenses as they become due. Income is recorded as earned.

We also record income in the form of unrealized appreciation or depreciation from our investments in limited
partner interests in the Investment Partnership. At the end of each quarterly accounting period when investments are
valued any new unrealized appreciation or depreciation in the value of those investments impacts the change in net
assets resulting from operations during the period. See “Application of Critical Accounting Policies - Valuation of
Limited Partner Interests and Investments” below. The value of our investments in limited partner interests in the
Investment Partnership relate directly to the underlying value of the Investment Partnership’s net asset value.

The assets of the investment Partnership generally generate income in the form of capitat gains, dividends
and interest. The Investment Partnership also records income or loss in the form of unrealized appreciation or
depreciation from investments and foreign currency transactions at the end of each quarterly accounting period when
the investments are valued. When an investment carried as an asset is sold or repaid and a resulting gain or loss is
realized, including any related gain or loss from foreign currency transactions, an accounting entry is made to reverse
any unrealized appreciation or depreciation that has previously been recorded in order to ensure that the realized
gain or loss recognized in connection with the sale or repayment of the investment does not result in the double
counting of the previously reported unrealized appreciation or depreciation. Because the only investments that we
record as assets in our financial statements consist of limited partner interests in the Investment Partnership, which
we do not expect to sell, any accounting entries reversing unrealized appreciation or depreciation are expected to be
made only by the Investment Partnership.

Operating Expenses

The results of operations of the Investment Partnership are not consolidated in our financial statements:
therefore, operating expenses of the Investment Partnership are recognized only to the extent that they affect the fair
value of our limited partner interests in the Investment Partnership as described below under *Application of Critical
Accounting Policies — Valuation of Limited Partner interests and Investments.” Our operating expenses are limited to
the expenses that we directly incur in connection with the operation of our partnership. These expenses consist
primarily of our share of the total management fee that is payable under the services agreement, if any, expenses of
KKR that are attributable to our operations and reimbursable under the services agreement, the directors’ fees and

KKR Private Equity Investars, L.P.
Operating and Financial Review




expenses that our Managing Partner pays to its independent directors, professional fees and other administrative
costs.

Neither we nor our Managing Partner employ any of the individuals who carry out the day-to-day
management and operations of our partnership. The investment professionals and other personnel that carry out
investment and other activities are members of KKR's general partner or employees of KKR and its subsidiaries.
Their services are provided to us for our benefit under the services agreement with KKR. None of these individuals,
including our Managing Partner's chief financial officer, are required to be dedicated full-time to our partnership.

- Operating expenses of the Investment Partnership consist primarily of its share of the management fees that
are payable under the services agreement, if any, the expenses of KKR that are directly attributable to the operations
of the Investment Partnership and reimbursable under the services agreement, incentive fees incurred by SCF,
professional fees, other administrative costs and any transaction and related costs incurred when making
investments, '

Application of Critical Accounting Policies

The preparation of financial statements in conformity with U.S. GAAP requires the making of estimates and
assumptions that affect the amounts reported in the financial statements and related notes. Actual results may vary
from estimates in amounts that may be material to the financial statements. For a description of significant accounting
policies, see Note 2 to the financial statements of KPE and Note 2 to the consolidated financial statements of the
investment Partnership. The following accounting estimates and related policies are considered critical to the
preparation of KPE's financial statements and the consolidated financial statements of the Investment Partnership
due to the judgment and estimation processes involved in their application. The development and selection of these
estimates and their related disclosure have been reviewed by the board of directors of our Managing Partner and the
board of directors of the Managing Investor.

Valuation of Limited Partner Interests and Investments

Qur Managing Partner's board of directors is responsible for reviewing and approving valuations of
investments that are carried as assets in our financial statements, and the board of directors of the Managing Investor
is responsible for reviewing and approving valuations of investments that are carried as assets in the Investment
Partnership's consolidated financial statements. Because valuing investments requires the application of valuation
principles to the specific facts and circumstances of the investments, in satisfying their responsibilities, each board of
directors utilizes the services of KKR to determine the fair values of certain investments and the services of an
independent valuation firm, who performs certain agreed upon procedures with respect to valuations that are
prepared by KKR, to confirm that such valuations are not unreasonable. An investment for which a market quotation
is readily available is valued using a market price for the investment as of the end of the applicable accounting period.
An investment for which market quotation is not readily available is valued at the investment's fair value as of the end
of the applicable accounting period, as determined in good faith. While there is no single standard for determining fair
value in good faith, the methodologies described below are generally followed when the fair value of individual
investments is determined.

Value of KPE’s Limited Partner Interests in the Investment Partnership

Our limited partner interests in the Investment Partnership do not have a readily available market value and
are valued using fair value pricing. Such limited partner interests are generally valued at an amount that is equal to
the aggregate value of the assets, which are net of any related liabilities, of the Investment Partnership that we would
receive if such assets were sold in an orderly disposition over a reasonable period of time between willing parties
other than in a forced or liquidation sale and the distribution of the net proceeds from such sales were distributed to
us in accordance with the Investment Partnership’s limited partnership agreement. This amount is generally expected
to be equal to the Investment Partnership’'s net asset value as of the valuation date, as adjusted to reflect the
allocation of net assets to the Associate Investor. The Investment Partnership’s net asset value is expected fo
increase or decrease from time to time based on the amount of investment income, operating expenses and realized
gains and losses an the sale or repayment of investments and related foreign currency transactions, if any, that it
records and the net changes in the unrealized appreciation and/or depreciation of the investments and related foreign
currency transactions. Such investments are expected to consist of limited partner interests in KKR's private equity
investments, opportunistic investments and temporary investments, which are expected fo be valued using market
prices or fair value pricing as described below.
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Value of Limited Partner Interests in KKR’s Private Equity Funds Held by the Investment Parinership

Limited pariner interests in KKR's private equity funds do not have a readily available market value and are
valued using fair value pricing. Such limited partner interests are generally valued at an amount that is equal to the
aggregate unrealized value of the fund's portfolio company investments, which are net of any related liabilities, that
the holder of the limited partner interest would receive if such investments were sold in an orderly disposition over a
reasonable period of ime between willing parties other than in a forced or liquidation sale and the distribution of the
net proceeds from such sales were distributed to limited partners in accordance with the documentation governing
the fund. The Investment Partnership may be required to value such investments at a premium or discount, if other
factors lead the Managing Investor to conclude that the net asset value does not represent fair value. Each fund’s net
asset value will increase or decrease from time to time based on the amount of investment income, operating
expenses and realized gains and losses on the sale or repayment of investments, if any, that the fund records and
the net changes in the unrealized appreciation and/or depreciation of its investments. Each fund’s assets are
expected to consist of investments in portfolic companies, which are expected to be individually valued using the
valuation methodologies for co-investments in portfolio companies and other equity investments that are described
below,

Value of Co-Investments in Portfolio Companies and Other Equity Investments Held by the Investrent Partnership

Depending on the circumstances, co-investments in portfolio companies of KKR's private equity funds and
equity investments that are made in other companies as opportunistic investments may be liquid, in which case the
investments are valued using period-end market prices, or illiquid, in which case the investments are valued at their
fair value as determined in good faith. When market prices are used, they do not necessarily take into account
various factors which may affect the value that the Investment Partnership would actually be able to realize in the
future, such as the possible illiquidity associated with a large ownership position, subsequent illiquidity in a 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.

When determining fair value, where no market value exists, the value attributed to an investment is generally
based on the enterprise value at which the company could be sold in an orderly disposition over a reasonable period
of time between willing parties other than in a forced or liquidation sale. A market multiple approach that considers a
specified financial measure (such as EBITDA, adjusted EBITDA, cash flow, net income, revenues or net asset value)
or a discounted cash flow or liquidation analysis is generally used. Consideration may also be given to such factors
as the company’s historical and projected financial data, valuations given to comparable companies, the size and
scope of the company’s operations, expectations relating to the market's receptivity to an offering of the company’s
securities, any control associated with interests in the company that are held by KKR and its affiliates including the
Investment:Partnership, information with respect to transactions or offers for the company's securities (including the
transaction pursuant to which the investment was made and the period of time that has elapsed from the date of the
investment to the valuation date), applicable restrictions on transfer, industry information and assumptions, general
economic and market conditions and other factors deemed relevant.

Security transactions are accounted for on the trade date (the date the order to buy or sell is executed).
Capital gains and losses on sales of securities are determined on the identified cost basis.

Value of Fixed Income Invesimenis Held by the Investment Partnership

Fixed income investments are made as either oppertunistic or temporary investments. Depending on the
circumstances, these investments may be liquid or illiquid. If an investment is liquid, it is generally valued using
period-end market prices. If an investment is illiquid, it is valued at fair value as determined in good faith. When fair
value pricing is used, the value attributed fo a fixed income investment is generally equal to its cost basis where the
borrower is believed to have adequate assets or resources to support the repayment of the debt. In certain cases,
however, fixed income investments may be valued using a discounted cash flow analysis that utilizes prepayment
and loss assumptions based on historical experience and projected performance, economic factors, the
characteristics of the underlying cash flow and comparable yields for similar investments with assumptions relating to
discount rates being determined based on the yields of comparable investments.
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Value of investments in Non-Private Equity Funds Held by the Investment Parinership

Depending on the circumstances, the investments in investment funds other than private equity funds, like
investments in KKR Strategic Capitat Insfitutional Fund, Ltd. ("SCF™), may be liquid, in which case the investments
are valued using period-end market prices, or illiquid, in which case the investments are valued at their fair value as
determined in good faith. When market prices are used, they do not necessarily take intc account various factors
which may affect the value that the Investment Partnership would aclually be able to realize in the future, such as the
possible illiquidity associated with a large ownership position, subsequent illiquidity in a 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. When determining the fair value
of investments in non-private equity funds, a similar methodology described above within “Value of Co-Investments in
Portfolio Companies and Other Equity Investments Held by the Investment Partnership™ and *Value of Fixed Income
Investments Held by the Investment Parinership” is used, depending on the type of investment.

Income Recognition

Income is recognized when earned. KPE records investment income, which is primarily comprised of its
proportionate share of the Investment Partnership’s investment income, net of expenses, and, less significantly,
interest income related to its own cash management activities. In addition, KPE records income in the form of
unrealized appreciation or depreciation of its investments. This occurs at the end of each quarterly accounting period
when we value our limited partner interests in the Investment Partnership. See “Application of Critical Accounting
Policies - Valuation of Limited Partner Interests and Investments® above.

The Investment Partnership records investment income in the form of capital gains, dividends and interest.
Income is recognized when earned. The Investment Partnership also records income or loss in the form of
unrealized appreciation or depreciation from its investments and foreign currency transactions at the end of each
quarterly accounting period when the investments are valued. See “Application of Critical Accounting Policies —
Valuation of Limited Pariner Interests and Investments™ above. When an investment carried as an asset is sold or
repaid and a resulting gain or loss is realized, including any related gain or loss from foreign currency transactions, an
accounting entry is made to reverse any unrealized appreciation or depreciation previously recorded in order to
ensure that the realized gain or loss recognized in connection with the sale or repayment of the investment does not
result in the double counting of the previously reported unrealized appreciation or depreciation.

Security transactions are accounted for on the trade date ({the date the order to buy or sell is executed).
Capital gains and losses on sales of securities are determined on the identified cost basis.

Taxes and Maintenance of Status as Partnerships for U.S. Federal Tax Purposes

KPE and the Investment Partnership are not taxable entities in Guernsey, have made protective elections to
be treated as partnerships for U.S. federal income tax purposes and incur no U.S. federal income tax liability, Certain
subsidiaries of the Investment Partnership have also made elections to be treated as disregarded entities for U.S.
federal income tax purposes. Each unitholder is required to take into account its allocable share of items of income,
gain, loss and deduction of the partnership in computing its U.S. federal income tax liability. ltems of income, gain,
loss and deduction of certain subsidiaries of the Investment Partnership are treated as items of the Investment
Partnership for U.S. federal income tax purposes.

Our investment polices and procedures provide that our investments must be made in a manner that permits
KPE and the lnvestment Partnership to continue to be treated as partnerships for U.S. federal income tax purposes.
To maintain compliance with this requirement, under current U.S. federal income {ax laws, 90% or more of each
partnership’s respective gross income (determined by reference to gross income included in determining taxable
income for U.S. federal income tax purposes) for every taxable year, including any short year resulting from a
termination under Section 708 of the U.S. Internai Revenue Code, will be required to consist of "qualifying income” as
defined in Section 7704 of the U.S. Internal Revenue Code. Qualifying income generally includes, among other
things: :

# inlerest not derived in the conduct of a financial or insurance business or excluded from the term
*interest” under section 856(f) of the U.S. Internal Revenue Code, which excludes amounts received or
accrued, directly or indirectly, if the determination of such amount depends in whole or in part on the
income or profits of any person; and
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e dividends and any gain from the disposition of a capital asset held for the production of qualifying
interest or dividends.

To assist us in complying with this requirement, our investment policies and procedures provide that KPE
and the Investment Partnership:

= generally may not make equity investments in an entity unless such entity is treated as a corporation for
U.S. federal income tax purposes, irrespective of whether such investment is made direcily or indirectly
through a KKR fund;

e must have the right to either (i) opt out of any investment that is to be made by a KKR fund when the
investment could cause income to be earned or allocated thal is not qualifying income or {ii) make the
investment through an entity that is treated as a corporation for U.S. federal income tax purposes;

e are permitted to invest in a KKR fund only if such fund agrees to certain procedures with respect to the
structuring of the investrment that will prevent income from being earned or allocated that is not
qualifying income;

s generally may not have management fees payable with respect to a KKR fund reduced by any fee
payable to KKR or its affiliates, including any portfelio company monitoring, transaction or break-up fee;

* are not permitted to acquire debt instruments, unless the debt instrument (A) is held through a
subsidiary treated as a corporation for U.S. tax purposes, or (B) satisfies each of the following
conditions: (i} the indebtedness is in registered form, (i) the amount of interest payable is not
determined by reference to the income, profits or revenues of any person; (jii) the indebtedness is not a
loan that is originated, negotiated or serviced, although up fo five loans per year may be participated in,
directly or indirectly, provided that the loans are made on the same terms as are provided to KKR
investment funds in connection with the funding of a portfolio company acquisition, (iv) interest in
revolving credit facilities or other debt instruments do not require subsequent advances; and (v) forward
commitments are not entered into to acquire a debt instrument from another person;

e are permitted 1o enter into other derivative contracts for the purposes of hedging interest rate risks and
foreign currency exchange rate risk relating to investments;

e are not permitted to act as a dealer with respect o any investment or any position in an investment,
except through a subsidiary treated as a corporation for U.S. tax purposes; and

¢ are not permitted to receive any fees, such as monitoring and transaction fees, with respect to the
investments that are made with our capital, except through a subsidiary treated as a corporation for
U.S. tax purposes.

Non-Consolidation of Investment Partnership

Because KPE does not hold a controlling interest in the Investment Partnership and because of the
exclusion for investment companies included in Financial Accounting Standards Board (“FASB") interpretation No.
46, Consolidation of Varable interest Enlities, as amended by Interpretation No. “FIN” 46R, we do not consolidate the
results of operations, assets or liabilities of the Investment Partnership in our financial statements. However, KPE
does reflect its proportionate share of the Investment Partnership's net investment income and net gain on
investments and foreign currancy transactions in its statement of operations.

Recently Issued Accounting Pronouncements

Nonmonetary Transactions

In December 2004, the FASB issued Statement of Financial Accounting Standard (*SFAS™) No. 153,
Accounting for Nonmonetary Transactions. The guidance in Accounting Principles Board (*APB"} Opinion No. 29 is
based on the principle that exchanges of nonmonetary assets should be measured based on the fair value of the
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assets exchanged. The guidance in the opinion, however, included certain exceptions to that principle. SFAS No. 153
amends APB QOpinion No. 29 to eliminate the exception far nonmonetary exchanges of similar productive assets and
replaces it with a general exception for exchanges of nonmonetary assets that do not have commercial substance. A
nonmonetary exchange has commercial substance if the future cash flows of the entity are expected to change
significantly as a result of the exchange. SFAS No. 153 was effective for nonmonetary asset exchanges occurring in
fiscal years beginning after June 15, 2005. The adoption of SFAS No. 153 did not have a material impact on our
financial statements or the consolidated financial staterents of the Investment Partnership.

Accounting Changes and Error Corrections

In June 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Corrections, a replacement
of APB Opinion No. 20 and FASB Statement No. 3. SFAS No. 154 changes the requirements for the accounting for
and reporting of a change in accounting principle and applies to all voluntary changes in accounting principle. It also
applies to changes required by an accounting pronouncement in the unusual instance that the pronouncement does
not include specific transition provisions. When a pronouncement includes specific transition provisions, those
provisions should be followed. SFAS No. 154 was effective for accounting changes and corrections of errors made in
fiscal years beginning after December 15, 2005.

Consaolidation of Variable Interest Entities

In 2003, the effective date for applying the provisions of FIN No. 46, Consolidation of Variable Interest
Entities, as amended by FIN 46R, was temporarily deferred by the FASB for investment companies that are not
regulated by the U.S. Securities and Exchange Commission (“SEC") but that currently account for their investments
in accordance with the specialized accounting guidance in the American Institute of Certified Public Accountants
(“AICPA") Audit and Accounting Guide, Audits of Investment Companies (the "Guide"). FIN 46R addresses
consolidation by an entity that has a controlling financial interest in a variable interest entity. A final determination
regarding whether the provisions of FIN 46R should be applied by non-regulated investment companies is currently
being made by the FASB. We have not determined the impact, if any, that the provisions of FIN 46R will have on our
financial statements or the consolidated financial statements of the Investment Partnership.

Conditional Asset Retirement Obligations

In March 2005, the FASB issued FIN No. 47, Conditional Asset Retirement Obligations. FIN No. 47 clarifies
that the term conditional asset retirement obligation, as used in SFAS No. 143, Accounting for Asset Retirement
Obligations, refers to a legal obligation to perform an asset retirement aclivity in which the timing and/or method of
settlement are conditional on a future event that may or may not be within the control of the entity. The obligation to
perform the asset retirement aclivity is unconditional even though uncertainty exists about the timing and/or method
of settlement. Thus, the timing and/or method of settlement may be conditional on a future event. Accordingly, an
entity is required to recognize a liability for the fair value of a conditional asset retirement obligation, if the fair value of
the liability can be reasonably estimated. Recognition should occur when incurred, generally upon acquisition.
Uncertainty about the timing and/or method of settlement of a conditional asset retirement obligation should be
factored into the measurement of the liability, when sufficient information exists. FIN No. 47 was effective for fiscal
years ending after December 15, 2005. The adoption of FIN No. 47 did not have a material impact on our financial
statements or the consclidated financial statements of the Investment Partnership.

Controf of a Limited Partnership or Similar Entity

In June 2005, the Emerging Issues Task Force reached a consensus on Issue No. 04-5, Determining
Whether a General Partner, or the General Partners as a Group, Controls a Limited Partnership or Similar Entity
When the Limited Partners Have Certain Rights. Under Issue 04-5, the general partners in a limited partnership or
similar entity are presumed to control that limited partnership regardless of the extent of the general paniners’
ownership interest in the limited partnership. A general partner should assess the limited partners’ rights and their
impact on the presumption of control. If the limited pariners have either a} the substantive ability to dissolve the
limited partnership or otherwise remove the general partners without cause or b) substantive participating rights, the
general partners do not control the limited partnership. For general partners of all new limited partnerships formed
and for existing limited partnerships for which the partnership agreement is modified, Issue 04-5 was effective after
June 29, 2005. For general partners in all other limited partnerships, Issue 04-5 was effective for the first reporting
period in fiscal years beginning after December 15, 2005, and allows either of two transition methods. As of
December 31, 2006, KPE determined that consolidation of the Investment Partnership was not required pursuant to
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Issue 04-5; however, the Investment Partnership determined that consolidation of a certain investment fund was
required.

Other-Than-Temporary Impairment

In November 2005, the FASB issued FASB Staff Position Nos. Financia! Accounting Standard ("FAS") 115-1
and FAS 124-1, The Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments
(collectively, “FSP 115-1"), which provide guidance on determining when investments in certain debt and equity
securities are considered impaired, whether that impairment is other-than-temporary and on measuring such
impairment loss. FSP 115-1 also includes accounting considerations subsequent to the recognition of an other-than-
temporary impairment and requires certain disclosures about unrealized losses that have not been recognized as
other-than-temporary impairments. FSP 115-1 was effective for fiscal years beginning after December 15, 2005. The
adoption of FSP 115-1 did not have a material impact on our financial statements or the consolidated financial
statements of the Investment Partnership.

Accounting for Uncertainly in Income Taxes

In July 2008, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes ("FIN No.
48"), which is effective for fiscal years beginning after December 15, 2006. FIN No. 48 clarifies the accounting for
uncertainty in income taxes recognized in an enterprise’s financial statements in accordance with SFAS No. 109,
Accounting for Income Taxes. FIN No. 48 prescribes a comprehensive model for how an entity should recognize,
measure, present and disclose in its financial statements uncertain tax positions that the entity has taken or expects
to take on a tax return. We will adopt FIN No. 48 for the year ending December 31, 2007 and are in the process of
determining the impact that the implementation of FIN No. 48 will have on our financial statements and the
consolidated financial statements of the Investment Parinership.

Measuring Fair Value

in September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. SFAS No. 157 defines fair
value, establishes a framework for measuring fair value and expands disclosures about fair value measurements.
SFAS No. 157 applies to reporting periods beginning after November 15, 2007. The adoption of SFAS No. 157 is not
expected to have a material impact on our financial statements or the consolidated financial statements of the
Investment Partnership.

Fair Value Option for Financial Assets and Financial Liabilities

In February 2007, the FASB issued FASB Statement No, 159, The Fair Value Option for Financial Assets
and Financial Liabilities - Including an Amendment of FASB Statement No. 115. SFAS No. 159 provides entities the
option to elect to carry most financial assets and liabilities at fair value with changes in fair value recorded in
earnings. SFAS No. 159 is effective for fiscal years beginning after November 15, 2007. Early adoption is permitted
as of the beginning of a fiscal year that begins on or before November 15, 2007, provided that the entity also elects to
apply the pravisions of FASB Statement No. 157, Fair Value Measurements. The adoption of SFAS No. 159 is not
expected to have a material impact on our financial statements or the consalidated financial statements of the
Investment Partnership.
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L
Operating Results of KPE for the Partial Year Ended December 31, 2006 p
The operating resuits of KPE for the partial year ended December 31, 2006 were as follows, with amounts in
thousands:
Net investment income allocated from the Investment Partnership:
INVESIMENE INGOME. ....ovieee et v et sn s nne e $ 143,220
EXPBIMISES ... it e e re e e e e e et e e ee e 12,853 4
130,367
investment income—Interest iNCOME ... 212
Expenses—General and administrative expenses.........ccccvcinviinnines 4,100
Net investment INCOME ..o e 126,479 <
Realized and unrealized gains from investments and foreign
currency aliocated from the Investment Partnership:
Net realized gail.......cccooeevreeii s s 34,547
Net change in unrealized appreciation........ccoiiniinccicinnnen 83,327
Net gain on investments and foreign currency transactions........ 117,874 ¢
Net increase in net assets resulling from operations ........................ $ 244,353
Net investment Incorme Allocated from the Investment Partnership ¢
Net investment income of $130.4 million represents our allocated portion of the Investment Partnership’s
income and expenses, which included interest and dividend income, management fees, incentive fees and general
and administrative expenses, during the partial year ended December 31, 2006. See “"Consolidated Operating
Results of the Investment Partnership for the Partial Year Ended December 31, 2006" below.
Investment Incorne o
During the partial year ended December 31, 2008, investment income was $0.2 million, which represented
interest income from cash management activities.
General and Administrative Expenses
General and administrative expenses were $4.1 million, which included fees for professional services, fees
and expenses of our Managing Partner’'s board of directors and other administrative costs, during the partial year
ended December 31, 2006. L

Net Gain on Investments and Foreign Currency Transactions Allocated from the Investment Partnership

During the partial year ended December 31, 2006, we recorded a net realized gain of $34.5 million and net
change in unrealized appreciation of $83.3 million based on KPE's allocated portion of the Investment Partnership’s
net gain on investments and foreign currency transactions. See “Consolidated Operating Results of the Investment ¢
Partnership for the Partial Year Ended December 31, 2008" below.

Net Increase in Net Assets Resuiting from Operations

During the partial year ended December 31, 20086, the net increase in net assets resulting from operations
was $244.4 million. In addition to the net increase in net assets resulting from operations, KPE received proceeds
from the initial offering of $4,830.1 million, which were net of offering costs of $283.6 miillion, offset by a distribution fo ¢
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unitholders of $38.9 million, which resulted in a total net increase in net assets during the partial year ended
December 31, 2006 of $5,035.6 million.

* Reconciliation of KPE's Limited Partner Interests in the Investment Partnership
During the partial year ended December 31, 2006, limited partner interesis allocated from the Investment
Partnership to KPE were as follows, with amounts in thousands:
Net increase in net assets resulting from operations of the Investment
@ T g T=Y e o) U U T SUTRS $ 248,776
Management fees incurred by the Investment Partnership (100%
allocated to the limited pantner) ... 9,638
Net increase in net assets resulting from operations before
management fees incurred by the Investment Partnership................... 258,415
Lirnited partner interest percentage {rounded) ........ccooociininiiiiicninciinnn 99.8%
®
257,880
Management fees incurred by the Investment Parinership and
allocated to the limited parner............c e 9,639
Net increase in net assets resulling from operations of the
Investment Partnership allocated to KPE ..o % 248,241
o
The allocation from the Investment Partnership consists of the
following, as reflected on KPE's statement of operations:
Net investment income......... e $ 130,367
Net gain on investments and foreign currency transactions.............. 117,874
3 248,241
@ -
o
®
®
o
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Consolidated Operating Results of the Investment Partnership for the Partial Year Ended December 31, 2006

The consolidated operating results of the Investment Partnership for the partial year ended December 31, <
2006 were as follows, with amounts in thousands: '
General Limited
Partner Partner Total
Invesiment income:
INtErESt INCOME ... c.icveiie e e $ - 2968 143,074 § 143,370 ¢
Dividend income, net of withholding taxes of $63................... —_ 146 146
Total investment income.........ccooiiiieeiiceeecee 296 143,220 143,516
Expenses: .
Management fees.......co oo — 9,874 9,874
INCENEVE FEES ....vvvee e e e e 2 1,042 1,044
General and administrative expenses ........ccccoeecceciiiniinnen 4 1,937 1,941 ¢
Tolal EXPENSES ... e 6 12,853 12,859
Net investMENt INCOME........vcci i eesenne s 290 130,367 130,657
Realized and unrealized gains from investments and
foreign currency:
Net realized gain ... 72 34,547 34,619 g
Net change in unrealized appreciation ..............ccocoeevneene 173 83,327 83,500
Net gain on investments and foreign currency
ranSaCioNS.....c.cocveeer e e e s 245 117,874 118,119
Net increase in net assets resulting from
OPEFAtONS ....eeeeeiiee ettt eea e $ 535 % 248,241 § 248,776 4

The Associate Investor was allocated income and expenses related to its $10.0 million capital contribution
with respect to its general partner interest.

Investment Income
During the partial year ended December 31, 2006, investment income was $143.5 million, which primarily ¢
represented interest on cash management activities. Inferest was earned at an annualized weighted average rate of
5.3% during the partial year ended December 31, 2006.
Management Fees

Management fees were $9.9 million during the partial year ended December 31, 2006. See “Commitments
and Contingencies - Management Fees” below for a more detailed description of the management fee due under the
services agreement, ¢

Incentive Fees

During the partial year ended December 31, 20086, incentive fees refated to investments by SCF were $1.0
million. See, "Commitments and Contingencies - Carried Interest and Incentive Distributions” below.

General and Administrative Expenses e
During the partial year ended December 31, 2006, general and administrative expenses were $1.9 million,
which was comprised primarily of fees for professional services and withholding taxes.
L
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Net Realized Gain from Investments and Foreign Currency Transactions

During the partial year ended December 31, 2006, the Investment Partnership recorded a gain of $34.6
million, which was comprised of $33.3 million from the sale of opportunistic investments, which included a $1.9 million
net gain on foreign currency transactions, and $1.3 million from the sale of investments by KKR's private equity
funds.

Net Change in Unrealized Appreciation on Investments and Foreign Currency Transactions

During the partial year ended December 31, 20086, the Investment Partnership recorded net unrealized
appreciation in the amount of $83.5 million. Net appreciation in the value of the portfolio companies underlying the
investments in KKR's private equity funds and co-investments in certain portfolio companies was $71.3 million and
$2.2 million, respectively. The net unrealized appreciation of $2.2 million related to ce-investments and was
comprised of $4.5 million of net unrealized gains on foreign currency transactions, offset by the payment of $2.3
million of sellers’ contractual carrying costs at the time of acquiring certain investments. [n addition, unrealized gains
of $6.0 million related to investments by SCF were recorded and unrealized gains of $4.0 million from mark-to-market
adjustments related to oppertunistic investments in publicly traded securities were recorded, which included $0.8
million of unrealized gains from foreign currency transactions.

Net Increase in Net Assets Resulting from Operations

During the partial year ended December 31, 2006, the net increase in net assets resulting from operations
was $248.8 million. In addition to the net increase in net assets resulting from operations, the Investment Partnership
received total capital contributions of $4,836.5 million, offset by $38.9 million of distributions to its general and limited
partners, which resulted in a total net increase in net assets during the partial year ended December 31, 2006 of
$5,046.4 million.

Liquidity and Capital Resources

QOur Sources of Cash and Liquidify Needs

At December 31, 2006, KPE's cash balance was $1.1 million. During the partial year ended December 31,
2006, cash provided by financing activities was $4,791.2 million, which resulted from partners’ capital contributions,
net of offering costs and distributions to unithclders. Cash provided by financing activities was offset by $4,790.1
million of cash used in operating activities due in substantial part to the acquisition of limited partner interests in the
Investment Parinership.

Qur primary uses of cash are to make capital contributions to the Investment Partnership for use in
investments, to make distributions to our unitholders, if and when declared by our Managing Partner's board of
directors, and to pay our operating expenses. Taking into account generally expected market conditions, we believe
that the sources of liquidity described below will be sufficient to fund our working capital requirements.

Our initial sources of liquidity were the capital contributions received in connection with the initial offering of
common units and related transactions. See a description of the initial offering above under “Introducticn to 2006
Annual Financial Report—KPE's Initial Offering and Capital Contribution to the Investment Partnership.” We
contributed substantially all of this cash to the Investment Partnership for use in connection with our limited partner
interests and, as a result, our future liquidity depends primarily on distributions by the Investment Partnership, capital
contributions that we receive in connection with the issuance of additional common units or other securities and
borrowings.

We receive distributions from the Investment Partnership from time to time to assist us in making
distributions to our unitholders, if and when declared by our Managing Partner’'s board of directors, and to allow us o
pay our operating expenses as they become due. We believe that the Investment Partnership will fund its
distributions with retums generated by the private equity, opportunistic and temporary investments that it makes. The
ability of the Investment Partnership to fund cash distributions to us will depend on a number of factors, including,
among others, the actual results of operations and financial condition of the Investment Partnership, restrictions on
cash distributions that are imposed by applicable law or the organizational documents of the Investment Partnership,
the timing and amount of cash generated by investments that are made by the Investment Partnership, any
centingent liabilities to which the Investment Partnership may be subject, the amount of taxable income generated by
the Investment Partnership and other factors that the Managing Investor deems relevant. During the partial year
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ended December 31, 2006, we received allocable distributions of $38.2 million from the Investment Partnership, and
in turn, made distributions to our unitholders in the amount of $38.9 million.

Prior to the completion of the initial offering and related transactions, we entered into an investment
agreement with KKR that provides us with an additional source of liquidity. Under the investment agreement, KKR
agreed to cause its affiliates to contribute to us, on a periodic basis, an amount equal to 25% of the aggregate pre-tax
cash distributions, if any, that are made during such period pursuant to the carried interest and incentive distribution
rights that are applicable to the Investment Partnership’s investments in exchange for newly issued common units.
The purchase price for the common units that we will issue pursuant to the investment agreement is equal to (i) the
average of the high and low sales prices of our common units as quoted by the primary securities exchange on which
our commen units are listed or trade during the ten business days immediately preceding the issuance of the
common units or (i) if during such ten-day period our common units are not listed or admitted to trading on any
securities exchange or there have not been any sales of our common units on the primary securities exchange on
which our common units are then listed or admitted 1o trading, the fair value of our common units will be determined
jointly by KKR and the board of directors of the Managing Partner (with the special approval of a majority of its
independent directors).

We may also issue additional common unils and other securities to other investors with the objective of
increasing our available capital. We generally expect to contribute to the investment Partnership the net cash
proceeds that we receive from the issuance of common units or other securities to the extent that such cash is not
used to fund distributions to our unitholders or to pay our operating and other expenses. We expect that such
contributions will be used by the Investment Partnership to make investments that meet our investment criteria as set
forth in our investment policies and procedures and our limited parinership agreement.

We may enter into a working capital facility with one or more lenders for the purpose of providing us with an
additional source of liquidity. If we enter into such a facility, we anticipate that we will draw funds under the credit
facility primarily in connection with the funding of shert-term liquidity needs. As of December 31, 2006, we had not
entered into such a facility.

The Invesiment Partnership’s Sources of Cash and Liquidity Needs

At December 31, 2006, the Investment Partnership's cash balance was $2,139.6 million. During the partial
year ended December 31, 2006, cash provided by financing activities was $4,797.6 million, which resulted from
partners’ capital contributions, net of distributions to its limited and general partners. Cash provided by financing
activities was offset by $2,658.0 million of cash used in operating activities due primarily to privale equity and
opportunistic investments totaling $2,017.5 million and cash of $1,000.0 million held in a time deposit account, offset
by proceeds of $237.6 million received from the sale of opportunistic investments and investments by KKR's private
equity funds.

The Investment Partnership uses its cash primarily to fund investments, to make distributions to its general
and limited partners, to pay its operating expenses and to make any payments to KKR affiliates pursuant to the
carried interest that is applicable to co-investments and the incentive distribution rights that are applicable to
opportunistic and temporary investments. Taking into account generally expected market conditions, we believe that
the sources of liquidity described below will be sufficient to fund the working capital requirements of the Invesiment
Partnership.

The Investment Partnership used the cash received from us in connection with the initiat offering and related
transactions to fund its initial liquidity needs. See a description of the initial offering above under “Introduction to 2006
Annual Financial Report—KPE's Initial Offering and Capital Contribution to the Investment Partnership.” Because the
Invesiment Partnership is expecied to follow the over-commitment approach described below under "Commitments
and Contingencies—Commitments to Private Equity Funds® when making investments in private equity funds, the
amount of capital committed by the Investment Partnership for future private equity investments may ultmately
exceed its available cash at a given time. Any available cash that is held by the Investment Partnership is temporarily
invested in accordance with our cash management policy.

The Investment Partnership receives cash from time to time from the investments that it makes. This cash is
in the form of capital gains and dividends on equity investments, payments of interest and principal on fixed income
investiments and cash consideration received in connection with the disposal of investments. Temporary investments
made in connection with our cash management activities provide a more regular source of cash than less liquid
private equity and opportunistic investments, but generate returns that we expect to be generally lower than our other
investments, Other than amounts that are used to pay expenses, used to make distributions to its general and limited
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partners, or used to make payments to KKR affiliates pursuant to the carried interests and incentive distribution
rights, any returns generated by investments made by the Investment Partnership are reinvested in accordance with
our investment policies and procedures.

We intend to make further capital contributions to the Investment Partnership from time to time in the future
with the objective of increasing the amount of investments that are made on our behalf. We believe that cur further
capital contributions will consist primarily of the capital contributions that we receive from investors in connection with
future issuances of common units, including common units issued to affiliates of KKR pursuant to our investment
agreement. We may also contribute to the Investment Partnership additional limited partner interests in KKR's private
equity funds that we acquire in secondary market transactions in exchange for our common units or other partnership
securities. While those limited partner interests will not provide an immediate source of liquidity, they may generate
cash returns that can be used to fund future liquidity needs.

We expect that the Investment Partnership may enter into one or more credit facilities and other financial
instruments from time to time with the objective of increasing the amount of cash that it has available for working
capital or for making opportunistic investments or temporary investments. We believe that these debt financing
arrangements will initially consist of a working capital facility that may be used te fund short-term liquidity needs,
warehousing credit facilities under which specific investments will be pledged as collateral to a warehouse lender and
repurchase agreements pursuant to which particular investments will be sold to counterparties with an agreement to
repurchase the investments at a price equal to the sale price plus an interest factor. The Investment Partnership may
also use match-funded, non-recourse debt in the form of securitization transactions, collateralized debt obligations or
one or more extendible asset-backed commercial paper programs in order to leverage investments. Depending on
the circumstances, other forms of indebtedness may also be used. At December 31, 20086, the Investment :
Partnership had not entered into any such debt financing arrangements.

Commitments and Contingencies

Private Equity and Other Commitments

Al December 31, 2006, the Investment Partnership had the following commitments, with amounts in
thousands:

Capital Remaining Amount of
Commitment Commitment to Fund
KKR 2006 Fund L.P. ..o, $ 1,975,000 $ 1,835,405
KKR Strategic Capital Institutional Fund,

B e 175,000 116,667
KKR Millennium Fund LP........c..oocoeeins 160,000 3.086
KKR European Fund Il, Limited

Partnership.....cccocceeiverevemrecineescrinenans 100,000 45,662

$ 2,410,000 $ 2,000,820

Whether these commitments will be consummated depends on the satisfaction or waiver of a number of
conditions, some or all of which may not be in the control of KPE, the Investment Partnership or KKR. No
assurances can be made as to whether or when these commitments will be consummated.

As is common with investments in investment funds, we expect that the Investment Partnership will
generally follow an over-commitment approach when making investments in KKR’s invesiment funds in order to
maximize the amount of capital that is invested at any given time. When an over-commitment approach is followed,
the aggregate amount of capital committed by the Investment Partnership to investments funds at a given time may
exceed the aggregate amount of cash that the Investment Partnership has available for immediate investment.
Because the general partners of KKR's private equity funds are permitted to make calls for capital contributions
following the expiration of a relatively short notice period, when an over-commitment approach is used, the
Investment Partnership is required to time investments and manage available cash in a manner that allows them to
fund its capital commitments as and when capital calls are made. As the service provider under the services
agreement, KKR is primarily responsible for carrying out these activities for the Investment Partnership. KKR will take
into account expected cash flows to and from investments, including cash flows to and from its investment funds,
when planring investment and cash management activities with the objective of seeking to ensure that the
Investment Partnership is able to honor its commitments to funds as and when they become due. As of December
31, 20086, the Investment Partnership was not over-committed.
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Foreign Currency Contracts

During the partial year ended December 31, 2006, the Investment Partnership entered into forward foreign
currency exchange contracts primarily to economically hedge against foreign currency exchange rate risks on its non-
U.S. dollar denominated investments. The Investment Partnership agreed to deliver a fixed quantity of foreign
currency for an agreed-upon price on an agreed-upon future date. The net equity (loss) in the contracts is the
difference between the forward foreign exchange rates at the date of entry into the contracts and the forward rates at
the reporting date and is included in the consolidated statement of assets and liabilities of the Investment Partnership.
During the partial year ended December 31, 2008, the Investment Partnership recorded an unrealized loss on foreign
currency exchange contracts in the amount of $5.7 million. See Note 4, “Forward Currency Contracts® to the
Investment Partnership’s consolidated financial statements contained elsewhere within this report

Debt Obligations

We expect to incur indebtedness to fund our liquidity needs and expect that the Investment Partnership wilt
incur indebtedness to fund its liquidity needs, to leverage opportunistic investments and potentially o leverage certain
temporary investments. The entry into debt financing arrangements will subject us and the Investment Partnership to
contractual obligations relating to the periodic payment of interest, the repayment of borrowed principal and, if
repurchase agreements are used, obligations to repurchase investments at a specified price plus an interest factor.
At December 31, 2006, we and the Investment Partnership were not parties to any debt financing arrangements.
Subsequent to December 31, 2006, we entered into a financing arrangement related to an invesiment. See Note 12,
“Subsequent Events” to the Investment Partnership's consolidated financial statements contained elsewhere within
this report.

Management Fees

Under the services agreement, we and the other service recipients jointly and severally agreed to pay KKR a
management fee, quarterly in arrears, in an aggregate amount equal to one-fourth of the sum of (i) our equity up to
and including $3 billion multiplied by 1.25% plus (i} our equity in excess of $3 billion multiplied by 1%. For the
purposes of the agreement, “equity” is defined as the sum of the net proceeds in cash or otherwise from each
issuance of limited partner interests in our partnership, after deducting any managers’ commissions, placement fees
and other expenses relating to the initiat offering and related transactions, plus our cumulative distributable eamings
at the end of such quarterly period (taking into account actual distributions but without taking into account the
management fee relating to such three-month period and any non-cash equity compensation expense incurred in
current or prior periods), as reduced by any amount that we paid for repurchases of limited partner interests in our
partnership.

The foregoing calculation of our “equity” will be adjusted to exclude (i) one-time events pursuant to changes
in U.S. GAAP and (ii) any non-cash items jointly agreed to by the Managing Partner (with the approval of a majority of
its independent directors) and KKR. During the one-year period following the commencement of our operations, for
the purposes of the management fee calculation, our equity wilt not include any portion of the proceeds from the initial
offering and related transactions while such proceeds are invested in temporary investments or any distributable
earnings that are generated by such temporary invesiments. Generally, except during the one-year period following
the commencement of our operations when the definition of our equity will not take into account temporary
investments, our equity for the purposes of the management fee will be approximately equal to our net asset value.

The management fee payable under the services agreement will be reduced in current or future periods by
an amount equal to the sum of (i) any cash that we and the other services recipients, as limited pariners of KKR’s
investment funds, pay to KKR or its affiliates during such period in respect of management fees of such funds (or
capital that we contribute to KKR's investment funds for such purposes}, regardless of whether such management
fees were received by KKR in the form of a management fee or otherwise, (ii) management fees, if any, thal we may
pay third parties in the future in connection with our investments and (jii) subject to certain limitations, until such time
as the profits on our investments that are subject to a camied interest or incentive distribution rights equal the
managers’ commissions, placement fees and other expenses relating to the initial offering and related transactions,
distributions that are made 1o KKR’s affiliates pursuant to their carried interest in the investments in KKR's investment
funds. To the extent that the amount of the management fee reductions in respect of a particular quarterly period
exceed the amount of the fee that would otherwise be payable, KKR is required to credit the difference against any
future management fees that may become payable under the services agreement. Under no circumstances,
however, will credited amounts be reimbursed by KKR or reduce the management fee payable in respect of any
quarterly period below zero.,
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The management fee payable under the services agreement is not subject to reduction based on any other
fees that KKR or its affiliates receive in connection with our investments, including any transaction or monitoring fees
that are paid by a portfolic company in which we make a co-investment or that are paid with respect tc any
opportunistic investments. The management fee may not be reduced if the Managing Partner determines, in good
faith, that a reduction in the management fee would jeopardize the classification of KPE as a partnership for U.S.
federal income tax purposes.

The Investment Partnership is required to fund a portion of the management fee that KKR, in its capacity as
a fund investment manager, receives under its investment management agreements with the investment funds in
which they invest. Depending on whether a fund has made an initial investment, the Investment Partnership is
required either 1o pay such fees directly or to contribute capital to the fund for the purposes of funding such fees. The
amounts funded by the Investment Partnership, regardless of whether KKR receives such amounts in the form of a
management fee or otherwise, will be credited in current or future periods against the separate management fee that
is payable under the services agreement with KKR. Subject to certain limitations, the management fee that is payable
under the services agreement will be further reduced.

Carried Inferest and Incentive Distributions

Except as described below, each investment that is made by the Investment Parinership is subject either to
one carried interest or one incentive distribution right, which generally entitles an affiliale of KKR to receive a portion
of the profits generated by the investment. In particular:

+ The general partners of KKR's private equity funds in which an investment is made is generally entitted to a
carried interest that will allocate to it 20% of the net realized returns generated by the fund after capital
contributions have been retumed to limited partners and realized losses have been recovered. The realized
gains and losses of portfolio investments are not netted across funds and each carried interest applies only
to the results of an individual fund. Gains and losses from non-fund investments similarly are not netted
when computing distributions that are payable to the applicable general partner in respect of fund carried
interests.

« The Associate Investor is generally entitled to a carried interest that allocates to it 20% of the nel realized
returns generated by a co-investment in a portfolio company after the capital contribution used to fund the
co-investment has been retumed and all realized losses in respect of other ¢co-investments have been
recovered. Gains and losses from investments that are not co-investments are not netted against gains and
losses from co-investments when computing distributions that are payable in respect of the co-investment
carried interest.

« The Associate Investor is generally entitled to an incentive distribution at the end of each annual
accounting period in an amount equal o 20% of the amount of appreciation in the net asset value of our
opportunistic investments and temporary investments during the year, as increased to reflect withdrawals
of capital for opportunistic and temporary investments and decreased to reflect capital contributions for
opportunistic and temporary investments, after any previously incurred unrecouped losses on
opportunistic and temporary investments have been recovered. During the one-year period following the
closing of our initial offering, the appreciation in the value of temporary investments will be disregarded for
the purpose of calculating the Associate Investor’s incentive distribution. Gains and losses from
investments that are not opportunistic or temporary investments are not netted against gains and losses
from opportunistic and temporary investments when computing amounts that are payable in respect of the
incentive distribution right.

+ The fund manager of a KKR investment fund that is not a private equity fund in which an investment is
made is generally entitled to an incentive distribution specific to that particular investment fund. The amount
and calculation of the incentive distribution may vary from fund to fund. During the partial year ended
December 31, 2006, the Investment Partnership accrued incentive fees of $1.0 million related to invesiments
by SCF.

» In addition, to the extent the Investment Partnership acquires a limited partner interest in a KKR
investment fund at a price that is less than the net asset value of the fund that is allocable to such interest,
the Associate Investor may be entitled to a future incentive distribution with respect to the difference
between such net asset value and price, depending on the value, net of any capital contributions,
ultimately realized from the interest. Under certain circumstances, future incentive distributions that are
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payable to the Associate Investor may be reduced to the extent that the Investment Partnership acquires
a limited partner interest in a KKR investment fund at a price that is greater than the net asset value of the
fund that is allocable to such interest.

Until such time as the profits on the Investment Partnership’s consolidated investments that are subject to a
carried interest or incentive distribution right equal the managers' commissions, placement fees and other expenses
incurred in connection with the initial offering and related transactions, the Associate Investor will forego its incentive
amounts related to opportunistic and temporary investments and its carried interest related to co-investments. At
December 31, 2006, managers' commissions, placement fees and other expenses incurred in connection with the
initial offering and related transactions exceeded the amount of carried interest and incentive distribution rights
payable on profits of the Investment Partnership’s consolidated investments, subject 1o certain limitations.

In addition, until such time, subject to certain limitations, KKR will reduce the management fee payable
under the services agreement based on the amount of carried interest distributions made to the general partners of
its investment funds in respect of the Investment Parlnership’s investments.

Legal Proceedings

As with any partnership, we may become subject to claims and litigation arising in the ordinary course of
business. We do not believe that we or the Investment Partnership have any pending or threatened legal proceedings
that would have a material adverse effect on our financial position, operating results or cash flows.

Exposure to Market Risks

We are exposed to a number of market risks due to the types of investments that we make and the manner
in which we and the Investment Partnership raise capital. We believe that our exposure to market risks will relate
primarily to changes in the values of publicly traded securities that are held for investment, movements in prevailing
interest rates and changes in foreign currency exchange rates. We seek to mitigate such market risks through the
use of hedging arrangements and derivative instruments, which could subject us o additional market risks. KKR, as
the service provider under the services agreement, is responsible for monitoring all market risks and for carrying out
risk management activilies relating to our investments. Our investment policies and procedures prohibit KKR from
entering into hedging or derivative transactions for speculative purposes.

Securities Market Risks

Opportunistic and temporary investments include investments in publicly traded securities. The Investment
Partnership and the private equity funds in which it invests may also make investments in portfolio companies whose
securities are publicly held in connection with a recapitalization, exiting an investment or otherwise. The market prices
of publicly traded securities may be volatile and are likely to fluctuate due to a number of factors beyond our control.
These factors include actual or anticipated fluctuations in the quarterdy and annual results of such companies or of
other companies in the industries in which they operate, market perceptions concerning the availability of additional
securities for sale, general economic, social or political developments, industry conditions, changes in government
regulation, shortfalls in operating results from levels forecasted by securities analysts, the general state of the
securities markets and other material events, such as significant management changes, refinancings, acquisitions
and dispositions. The Investment Partnership is required to value investments in publicly traded securities based on
current market prices at the end of each accounting period, which may lead 1o significant changes in the net asset
values and operating results that it reports from quarter to quarter and year to year.

Interest Rale Risks

KPE and the Investment Partnership may incur indebtedness to fund liquidity needs and, in the case of the
dnvestment Partnership, to leverage certain opportunistic and temporary investments. The Investment Partnership
may also make fixed income investments that are sensitive to changes in interest rates. As a result, we are exposed
to risks associated with movements in prevailing interest rates. An increase in interest rates may make it more difficult
or expensive for us or for the Investment Partnership to obtain debt financing, may negatively impact the values of
fixed income investments and may decrease the retums that our investmenls generate.

We are subject to additional risks associated with changes in prevailing interest rates due to the fact that our
capital is invested in portfolio companies whose capital structures may likely have a significant degree of
indebtedness. Investments in highly leveraged companies are inherently more sensitive to declines in revenues,
increases in expenses and interest rates and adverse economic, market and industry developments. A leveraged
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company’s income and net assets also tend to increase or decrease at a greater rate than would be the case if
money had not been borrowed. As a result, the risk of loss associated with an investment in a leveraged company is
generally greater than for companies with comparatively less debt.

Foreign Currency Risks

Our functional currency and the functional currency of the Investment Partnership is the U.S. dollar. When
valuing investments that are denominated in currencies other than the U.S. dollar, we and the Investment Partnership
are required to convert the values of such investments into U.S. dolars based on prevailing exchange rates as of the
end of the applicable accounting period. As a result, changes in exchange rates between the U.S. dollar and other
currencies could lead to significant changes in the net asset values that we and the Investment Partnership report
from quarter to quarter and year to year. Among the factors that may affect currency values are trade balances, levels
of short-term interest rates, differences in relative values of simitar assets in different currencies, long-term
opportunities for investment and capital appreciation and palitical developments. See Note 2, “Summary of
Significant Accounting Policies = Foreign Currency Contracts” within the consolidated financial statements of the
Invesiment Partnership included elsewhere within this report.

Financial Instruments and Risk Management

When managing our exposure to market risks, we and the Investment Partnership, use one or mare of the
following: forward contracts, options, swaps, caps, collars and floors ar pursues other strategies or forms of derivative
instruments to, among other things, limit our exposure to changes in the relative values of investments that may result
from market developments, including changes in prevailing interest rates and currency exchange rates. The scope of
risk management activities will vary based on the level and volatility of interest rates, prevailing foreign currency
exchange rates, the type of investments that are made and other changing market conditions. The use of hedging
transactions and other derivative instruments to reduce the effects of a decline in the value of a position does not
eliminate the possibility of fluctuations in the value of the position or prevent losses if the value of the position
declines. However, such activities can establish other positions designed to gain from those same developments,
thereby offsetting the decline in the value of the position. Such transactions may also limit the opportunity for gain if
the value of a position increases. Moreover, it may not be possible to limit the exposure to a market development that
is s0 generaily anticipated that a hedging or clher derivative transaction cannot be entered into at an acceptable
price.

The success of any hedging or other derivative transactions that we and the investment Partnership enter
into generally depends on the ability to correctly predict market changes. As a resuit, while we and the Investment
Partnership may enter into such transactions in order to, among cther things, reduce our exposure and the
Investment Partnership's exposure to market risks, unanficipated market changes may result in poorer overall
investment performance than if the transaction had not been executed. In addition, the degree of correlation between
price movements of the instruments used in connection with hedging activities and price movements in a position
being hedged may vary. Moreover, for a variety of reasons, we and the Investment Partnership may not seek or be
successful in establishing a perfect correlation between the instruments used in hedging or other derivative
transactions and the positian being hedged. An imperfect correlation could prevent us and the Investment Partnership
from achieving the intended result and create new risks of loss. In addition, it may not be possible to fully or perfectly
limit our exposure against all changes in the values of our investments, because the values of our investments are
likely to fluctuate as a result of a number of factors, some of which will be beyond our controf.
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INDEPENDENT AUDITORS’ REPORT

To the Partners of KKR Private Equity Investors, L.P.:

We have audited the financial statements of KKR Private Equity Investors, L.P. ("KPE") for the period from
April 18, 2006 (Date of Formation) to December 31, 2006 which comprise the Statement of Assets and Liabilities, the
Statement of Operations, the Statement of Changes in Net Assets, the Statements of Cash Flows and the related
notes 1 to 12. These financial statements have been prepared under the accounting policies set out therein.

This report is made solely to KPE's partners, as a body, in accordance with section 18 of The Limited
Partnerships (Guernsey) Law, 1995. Our audit work has been undertaken so that we might state to the pariners
those matters we are required to state to them in an auditors’ report and for no other purpose. To the fullest extent
permitted by law, we do not accept or assume responsibility to anyone other than KPE and KPE's pariners as a body,
for our audit work, for this report, or for the opinions we have formed.

Respective Responsibilities of the Managing Partner and the Auditors

As described in the Staterments of Responsibilities, the Managing Partner is responsible for preparing the
financial statements in accordance with applicable Guernsey law, KPE's Limited Partnership Agreement, accounting
principles generally accepted in the United States of America and the Dutch Investment Institution Supervision Act
insofar applicable.

Our responsibility is to audit the financial statements in accordance with relevant Guernsey legal and
regulatory requirements and Internalional Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the financial stalements give a true and fair view, in accordance
with accounting principles generally accepted in the United States of America and have been properly prepared in
accordance with The Limited Partnerships (Guemsey) Law, 1995, KPE's Limited Partnership Agreement and the
Dutch Investment Institution Supervision Act insofar applicable.

In addition we report to you if, in our opinion, KPE has not kept proper accounting records, if we have not
received all the information and explanations we require for our audit.

We read the other information contained in the Annual Report as described in the contents section and
consider whether it is consistent with the audited financial statements, We consider the implications for our repart if
we become aware of any apparent misstatements or material inconsistencies with the financial statements. Our
responsibilities do not extend to any further information outside the Annual Report.

Basis of Audit Opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by
the Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to the amounts
and disclosures in the financial statements. |t also includes an assessment of the significant estimates and
judgments made by the Managing Partner in the preparation of the financial statements, and of whether the
accounting policies are appropriate to KPE’s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial
statements are free from material misstatement, whether caused by fraud or other irregularity or error. In forming our
opinion we also evaluated the overall adequacy of the presentation of information in the financial statements.
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Financial Statements and Notes Thereto




Opinion

In our opinion: <

« the financial statements give a true and fair view, in accordance with accounting principles
generally accepted in the United States of America, of the state of KPE's affairs as at December
31, 2006 and of its return for the period from April 18, 2006 (Date of Formation) to December 31,
2006;

+ the financial statements have been properly prepared in accordance with The Limited Partnerships
{Guernsey) Law, 1995 and KPE’s Limited Partnership Agreement; and @

¢ the financial statements have been properly prepared in accordance with the Dulch Investment
Institution Supervision Act insofar applicable.

Deloitte & Touche LLP
Chartered Accountants
Guernsey . ¢

March 27, 2007
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KKR PRIVATE EQUITY INVESTORS, L.P.

STATEMENT OF ASSETS AND LIABILITIES
(Amounts in thousands, except unit and per unit amounts}

ASSETS:
investments in limited partner interests, at fair value:
KKR PEI Investments, L.P. - Class A (cost of $3,192,251) .....ccoiiniiieece e
KKR PEI Investments, L.P. - Class B (cost of $948,180) ........cooivvvi i e
KKR PEI Investments, L.P. — Class C (cost of $627,924) ..o ieeiriienceecceceie e
KKR PEI Investments, L.P. — Class D (cost of $58,213) ... ever st e

Cash and cash equUIVAIBNES .........o et et aes s ss e te e e rssraae e s s srsaeae s e e
T T 1T 3 o L= LT O O O O P

T Al ASSEES .oieeeeieeeieririeeteie it e eieaeeeeeeeretertessssressaaesseesternnaaatann sraa s resterearrnanenrn s rannanraeen
LIABILITIES: .
ACCIUBH ADITHES . oo e e er i e s et e b vaass s atssbae st a e saeseeesenene et e emteene s nn

[0 INT: I Lo T L= (TR URUP SRR
TOMAL HADIIHIES 1vveveeee ittt e b as e o b s se i s asbe s bbbk beta et anba st bnbmr b e santnsossabnsnbeses

NET A S E T S i e E s e sne e bn b

NET ASSETS CONSIST OF:
Partners’ capital (204,550,001 commen units outstanding), net ... neieenens
DistribUtADbIE BIMINGS ©ivvereeiiriceriie e rr e e s s s cserrer s s acesrrer et e ae s saes s nsreraneessrnnesasaeeenn

Net asset value Per COMMON UMt ...t ee e ea e e nneas

Market price at December 31, 2006............cocviiii it e en e e e e

See accompanying notes to financial statements.
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December 31,
2006

$ 3,321,084
950,384

700,367

64,110

5,035,945

1,116
1M1

5,037,172

1,209
364
1,573

$ 5,035,599

$ 4,830,110
205,489

$ 5,035,599

$ 24.62

$ 22.85




KKR PRIVATE EQUITY INVESTORS, L.P.

STATEMENT OF OPERATIONS @
{Amounts in thousands)

From April 18,
2006 (Date of

Formation) to 9
December 31,
2006
NET INVESTMENT INCOME ALLOCATED FROM
KKR PEI INVESTMENTS, L.P.:
INVESEMENE INCOMEB....ciciiiiiieiecieee e e s e sr s e ses e e senens 3 143,220
3T T OO U ROR OOV PRI 12,853
130,367 ¢
INVESTMENT INCOME—Interest iNCOME ........ccco oo inr e cscrncenne i 212
EXPENSES—General and administrative expenses..........cccooeenianinnieieninnen, 4,100
NET INVESTMENT INCOME ...ttt eee e et eeee e e eee e sieas 126,479
o
REALIZED AND UNREALIZED GAINS FROM INVESTMENTS AND
FOREIGN CURRENCY ALLOCATED FROM KKR PEI
INVESTMENTS, L.P:
Net realized Gain ... s 34,547
Net change in unrealized appreciation...........ccoeveceve e cnneccr e 83,327
Net gain on investments and foreign currency transactions .............cev, 117,874 ®
NET INCREASE IN NET ASSETS RESULTING FROM OPERATIONS........... $ 244,353
See accompanying notes to financial statements. ¢
¢
8
¢
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KKR PRIVATE EQUITY INVESTORS, L.P.

STATEMENT OF CHANGES IN NET ASSETS
{(Amounts in thousands, except unit amounts)

NET INCREASE IN NET ASSETS FROM OPERATIONS:

NElINVESIMENT INCOME ... it e re e ra e b et e snesb e atsarnmeneeean
Netl gain on investments and foreign currency fransactions............ccin.

Net increase in net assets resulting from OperationS.........ccocvvcee i cceerer e

Distribution 10 UNITNOIBEIS ....oooio it rrerrsrr e ss s sss e e e rrrrsaaasasssnas rreavesesrrerrsrnsnse

NET INCREASE FROM CAPITAL TRANSACTIONS:

Partners’ capital contributions (sold 204,550,001 common units)..........ceeiiiiinnnnees
OIFEIING COSES ...uvveeeriieereesreresiesesisrebess s et stb e beae st s b e bbb aa it st h st h bk edba e s b s st e sm b b e er st ebe st ane s

Net increase from capital transactions ...

INCREASE IN NET ASSETS

NET ASSETS—Beginning of PEriod ...... i et e nes s sn s rensass

NET ASSETS—ENA Of PERAOH. ...vvivtiieeeeemeeeetie et eet e e e e e esae e smaas e eae e s s e eeesnnesranans

See accompanying notes to financial statements.
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From April 18,
2006 (Date of
Formation) to
December 31,
2006

126,479
117,874

244,353

(38,864)

5,113,750
(283,640)

4,830,110

5,035,599

5,035,599
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KKR PRIVATE EQUITY INVESTORS, L.P.

STATEMENT OF CASH FLOWS
(Amounts in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:

Net increase in net assets resulting from operations........cccoveiiciini e s

Adjustments to reconcile net increase in net assets resulting from operations to cash and

cash equivalents used in operating activities:

Net investment income allocated from KKR PEi Investments, L.P..............c..oiiiiiininiinnnnnns

Net gain on investments and foreign currency transactions allocated from KKR PEI
IVESEMIBIS, L P, .t et e et eee st e e e e e s s ane e s arnbbsrabe s s nrenen

Changes in operating assets and liabilities:
Purchase of limited partner iNterestS ... ierrci i ere s e e s e en e enenees
Distribution received from KKR PEI Investments, L.P. ........ccccoeeevrieevnvenmennerneicoec e
InCrease in prepait EXPENSES. ... it s s r s s s e
Increase in accrued labilifies. ..o e
INCrease iN dUe 10 AfflatE.. i e it er et e e ennt s

Net cash flows used in operating activities........coovvr e e e

CASH FLOWS FROM FINANCING ACTIVITIES:

Partners’ capital contributions ...
O BIING LSS .. .eie et re s st e e r s e ae et e e b e et e ot re et s e R ae e rre et eat s menenanrneeeas
Distribution to UntNOIders. ... e b

Net cash flows provided by financing activities .........cccoieeiiiiccii s

NET INCREASE IN CASH AND CASH EQUIVALENTS ... e a e eneeas

From April 18,
2006 (Date of
Formation} to
December 31,
2006

244,353

(130,367)
(117,874)

(4,826,568)
38,364
(111)
1,209
364

(4,790,130)

5,113,750
(283,640)
(38,864)

4,791,246

CASH AND CASH EQUIVALENTS—Beginning of period ...

CASH AND CASH EQUIVALENTS—EN of period..........ccoiiiiincivnmnieceen e

See accompanying notes to financial statements.
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KKR PRIVATE EQUITY INVESTORS, L.P.

® NOTES TO FINANCIAL STATEMENTS
AS OF DECEMBER 31, 2006, AND FOR THE PERIOD FROM APRIL 18, 2006
(DATE OF FORMATION) TO DECEMBER 31, 2006

1. BUSINESS

KKR Private Equity Investors, L.P. (*KPE”) is a Guernsey limited parinership that is comprised of (i) KKR
Guernsey GP Limited (the “Managing Partner”), which holds 100% of the general partner interests in KPE, and
(i) the holders of limited partner interests in KPE. KPE's limited partner interests consist of one commaon unit
that is held by the Managing Partrier, as a limited pariner, and 204,550,000 common units that are held by
other limited partners. The common units are non-voting and have been listed an Euronext Amsterdam N.V.'s
Eurolist by Euronext (“Euronext Amsterdam”) under the symbol “KPE.”

The Managing Partner is a Guernsey limited company that is owned by individuals who are affiliated with
¥ohlberg Kravis Roberts & Co. L.P. (‘KKR"). The Managing Partner is responsible for managing the business
and affairs of KPE. KPE seeks to create long-term value by participating in private equity and opportunistic
investments identified by KKR. KPE makes all of these investments through KKR PEI Investments, L.P.

{the “Investment Partnership”), of which it is the sole limited partner.

The Investment Partnership invests in private equity investments, opportunistic investments and
temporary investments. The Investment Partnership’s “private equity investments” consist of investments in
limited partner interests in KKR's private equity funds and co-investments in certain portfolic companies of

~ those funds. “Opportunistic investments” are any investments identified by KKR in the course of its business
other than private equity investments. The Investment Partnership also makes “temporary investments” in
connection with cash management activities.

The Investment Partnership is a Guernsey limited partnership that is comprised of (i) KKR PE| Associates,
.. L.P. (the "Associate Investor™}, which holds 100% of the general partner interests in the Investment Partnership,
which represented a 0.2% interest at December 31, 2006, and (ii) KPE, which holds 100% of the limited partner
interests in the Investment Partnership, which represented a 99.8% interest at December 31, 2006. As the
Investment Partnership’s sole general partner, the Associate Investor is responsible for managing the business
and affairs of the Investment Partnership. Because the Associate Investor is itse!f a Guernsey limited
® partnership, its general pariner, KKR PE| GP Limited {the “Managing Investor”), a Guernsey limited company

that is owned by individuals who are affiliated with KKR, is effectively responsible for managing the Investment

Partnership's business and affairs.

The Investment Partnership’s limited partnership agreement provides that the investments it makes must
comply with the investment policies and procedures that are established from time to time by the Managing
Partner's board of directors on behalf of KPE. KPE’s investment policies and procedures currently provide,

o among other things, that the Investment Partnership will invest at least 75% of its adjusted assets in KKR's
private equity investments and no more than 25% of its adjusted assets in opportunistic investiments. “Adjusted
assets” are defined as the Investment Parinership’s consolidated assets less the amount of indebtedness that
is recorded as a liability on its consolidated stalement of assets and liabilities. For the purposes of this policy,
the Investment Partnership may take into account temporary investments as private equity investments.

KPE, the Managing Partner, the Investment Partnership, the Associate Investor and the Managing
® Investor have entered into a services agreement with KKR pursuant to which KKR has agreed to provide
certain investment, financial advisory, operational and other services to them. Under the services agreement,
KKR is responsible for the day-to-day operations of the service recipients and is subject at all times to the
supervision of their respective governing bodies, including the board of directors of the Managing Partner and
the board of directors of the Managing Investor.

In connection with the formation of KPE and the initial offering of its common units, affiliates of KKR
@ contributed $75.0 million in cash to KPE and the Investment Partnership, of which $65.0 million was contributed
to KPE in exchange for common units and $10.0 million was contributed to the Investment Partnership in
respect of general partner interests in the Investment Partnership. In addition, under an investment agreement
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that KPE entered into with KKR in connection with the initial offering, KKR has agreed to cause its affiliates to
acquire additional common units from KPE on a periodic basis in an amount equal to 25% of the aggregate pre-
tax cash distributions, if any, that are made to KKR and its affiliates pursuant to the carried interests and
incentive distribution rights that are applicable to investments that are made through the Investment
Partnership. Common units issued to KKR’s affiliates in connection with the initial offering or pursuant to the
investment agreement are subject to a general prohibition on transfers for a period of three years from the date
of issuance.

2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The financial statements of KPE were prepared in accordance with accounting principles generally
accepted in the United States of America ("U.S. GAAP") and are presented in U.S. dollars. KKR, on KPE's
behalf, submitied a request letter and received temporary approval from the Netherlands Authority for the
Financial Markets exempting KPE from preparing its financial statemenis in conformity with Dutch GAAP or
International Financiat Reporting Standards (“IFRS"™} until the Netherlands Minister of Finance decides
otherwise or specific legislation and regutations in respect of the equivalence of U.S. GAAP and IFRS are
established at a European level. KPE utilizes the U.S. Dollar as its functional currency.

Because KPE does not hold a controlling interest in the Investment Partnership and because of the
exclusion for investment companies included in Financial Accounting Standards Board (*FASB”) Interpretation
No. 46, Consolidation of Variable Interest Entities, as amended by Interpretation No. {“FIN"} 46R, KPE does not
consolidate the results of operations, assets or liabilities of the Investment Partnership in its financial
statements. See Note 2, “Summary of Significant Accounting Policies—Recenily Issued Accounting
Pronouncemenis—Consalidation of Variable Interest Entities.” The consolidated financial statements of the
Investment Partnership, including a schedule of its investments, are included elsewhere within this report and
should be read in conjunction with KPE’s financial statements.

The preparation of financial statements in conformity with U.S. GAAP requires the making of estimates
and assumptions that affect the amounts reported in the financial statements and related notes. Actual results
may vary from estimates in amounts that may be material to the financial statements. The valuation of KPE’s
limited partner interests in the Investment Partnership and the underlying valuation of the Investment
Parnership's investments involve estimates and are subject to the judgment of the Managing Partner and the
Managing Investor, respectively.

KPE utilizes a reporting schedule comprised of four three-month quarlers with an annual accounting
period that ends on December 31. The financial results presented herein include activity from the formation of
KPE on April 18, 2006 through December 31, 20086, referred to as “the partial year ended December 31, 2008.
The operations of KPE effectively commenced on May 10, 2008, upen receipt of the net proceeds from the
initial offering on May 3, 2006. See Note 5, “Initial Offering.”

Valuation of Limited Partner Interests

KPE records its investment in the Investment Partnership at fair value. Valuation of securities held by the
Investment Partnership is further discussed in the notes to the Investment Partnership's consolidated financial
statements, which are included eisewhere within this report.

KPE’s investments in limited partner interests in the Investment Partnership do not have a readily
available market and were valued by the Managing Partner and recorded at the determined fair value. Such
limited partner interests are generally valued at an amount that is equal to the aggregate value of the assets,
which are net of any related liabilities, of the Investment Partnership that KPE would receive if such assets were
sold in an orderly disposition over a reasonable period of time between willing parties other than in a forced or
liquidation sale and the distribution of the net proceeds from such sales were distributed to KPE in accordance
with the Investment Parinership's limited partnership agreement. This amount is generally expected to be equal
to the Investment Partnership's consolidated net asset value as of the valuation date, as adjusted to reflect the
allocation of consolidated net assets to the Associate Invastor, The Investment Partnership's net asset value is
expected to increase or decrease from time fo time based on the amount of investment income, operating
expenses and realized gains and losses on the sale or repayment of investments and related foreign currency
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transactions, if any, that it records and the net changes in the unrealized appreciation and/or depreciation of its
investments and related foreign currency transactions.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash held in banks and liquid investments with maturities, at the
date of acquisition, not exceeding 90 days.

Prepaid Expenses

At December 31, 2006, prepaid expenses were comprised of insurance payments and payments for other
professional services, which are amortized on a straight-line basis over the related period.

Distributable Earnings

At December 31, 2006, distributable eamings were comprised of the following, with amounts in
thousands:

Net increase in net assets resulting from operations ......... $ 244 353
Distribution to Unitholders ......cccco oo (38,864)
Distributable Bamings ........ccoveveeeeeeeee et eve e 3 205,489
Net Investment Income

Income is recognized when earned. KPE records its proportionate share of the Investment Partnership’s
investment income, net of expenses. In addition, KPE recerds its own investiment income, which was primarily
comprised of interest income related to cash management activities during the partial year ended December
31, 2006. Investment income is presented net of general and administrative expenses in the statement of
operations,

General and Administrative Expenses

Expenses are recognized when incurred. General and administrative expenses are limited to the
expenses that KPE directly incurs. These expenses consist primarily of KPE's share, if applicable, of the total
management fees that are payable under the services agreement, expenses of KKR that are attributable to
KPE’s operations and reimbursable under the services agreement, the directors’ fees and expenses that the
Managing Partner pays to its independent directors, professional fees and other administrative costs.

Neither KPE nor its Managing Partner employs any of the individuals who carry out the day-to-day
management and operations of KPE. The investment professionals and other personnel that carry out
investment and other activities are members of KKR’s general partner or employees of KKR and its
subsidiaries. Their services are provided to KPE for its benefit under the services agreement with KKR. None of
these individuals, including the Managing Partner's chief financial officer, are required to be dedicated full-time
to KPE.

Taxes

KPE is hot a taxable entity in Guernsey and has made a protective election to be treated as a partnership
for U.S. federal income tax purposes and, therefare, incurs no U.S. federal income 1ax liability. Instead, each
unitholder is required to take into account its allocable share of items of income, gain, loss and deduction of
KPE in computing its U.S. federal income tax liability.

Distribution Policy

The Managing Partner has adopted a distribution policy for KPE whereby KPE may make distributions,
which will be payable to all unithclders, in an amount in U.S. dollars that is generally expected to be sufficient to
permit U.S. unithalders to fund their estimated U.S. tax obligations (including any federat, state and local income
taxes) with respect to their distributive shares of net income or gain, after taking into account any withholding tax
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imposed on KPE. For any particular unitholder, such distributions may not be sufficient to pay the unitholder’s

actual U.S. or non-U.S. tax liability. Under KPE’s limited partnership agreement, distributions o unitholders will

be made only as determined by the Managing Partner in its sole discretion. See Note 6, "Distribution to

Unitholders® for distributions paid to unitholders during the partial year ended December 31, 2006. ¢

Guarantees

In November 2002, the FASB issued FIN No. 45, Guarantor's Accounting and Disclosure Requirements
for Guarantees, which elaborates on the disclosures to be made in the financial statements of a guarantor
about its obligations under certain guarantees that it has issued. It also clarifies that a guarantor is required to
recognize, at the inception of a guarantee, a liability for the fair value of the obligation undertaken in issuing a «
guarantee. Under FIN No. 45, at the inception of guarantees issued, KPE will record the fair value of the
guarantee as a liability, with the offsetting entry being recorded based on the circumstances in which the
guarantee was issued. KPE did not have any such guarantees in place at December 31, 2006.

Recently Issued Accounting Pronouncements

Nonmonetary Transactions

In December 2004, the FASB issued Statement of Financial Accounting Standard (*“SFAS™) No. 153,
Accounting for Nonmonetary Transactions. The guidance in Accounting Principles Board ("APB"} Opinion No.
29 is based on the principle that exchanges of nonmonetary assets should be measured based on the fair
value of the assets exchanged. The guidance in the opinion, however, included certain exceptions to that
principle. SFAS No. 153 amends APB Opinion No. 29 to eliminate the exception for nonmonetary exchanges of
similar productive assels and replaces it with a general exception for exchanges of nonmonetary assets that do e
not have commercial substance. A nonmonetary exchange has commercial substance if the fulure cash flows
of the entity are expected to change significantly as a result of the exchange. SFAS No. 153 was effective for
nonmonetary asset exchanges occurring in fiscal years beginning after June 15, 2005. The adoption of SFAS
No. 153 did not have a material impact on the financial statements of KPE,

Accounting Changes and Ermror Corrections

In June 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Comrections, & replacement
of APB Opinion No. 20 and FASB Statement No. 3. SFAS No. 154 changes the requirements for the
accounting for and reporting of a change in accounting principle and applies to all voluntary changes in
accounting principle. It also applies to changes required by an accounting pronouncement in the unusual
instance that the pronouncement does not include specific transition provisions. When a prenouncement
includes specific transition provisions, those provisions should be followed. SFAS No. 154 was effective for
accounting changes and corrections of errors made in fiscal years beginning after December 15, 2005. 4

Consolidation of Variable Interest Entities

In 2003, the effective date for applying the provisions of FIN No. 46, Consolidation of Variable Interest
Entities, as amended by FIN 46R, was temporarily deferred by the FASB for investment companies that are
not regulated by the U.S. Securities and Exchange Commission (*SEC") but that currently account for their
investments in accordance with the specialized accounting guidance in the American Institute of Certified 4
Public Accountants (*AICPA™) Audit and Accounting Guide, Audits of investment Companies (the “Guide®). FIN
46R addresses consolidation by an entity that has a controlling financial interest in a variable interest entity. A
final determination regarding whether the provisions of FIN 46R should be applied by non-regulated
investment companies is currently being made by the FASB. We have not determined the impact, if any, that
the provisions of FIN 46R will have on KPE's financial statements.

Conditional Asset Retiremnent Obligations 4

In March 2005, the FASB issued FIN No. 47, Conditional Asset Retirement Obligations. FIN No. 47
clarifies that the term conditional asset retirement obligation, as used in SFAS No. 143, Accounting for Asset
Retirement Obligations, refers to a legal obligation to perform an asset retirement activity in which the timing
and/or method of setfliement are conditional on a future event that may or may not be within the control of the
entity. The obligation to perform the asset retirement aclivity is unconditional even though uncerainty exists
about the timing and/or method of settlement. Thus, the timing andfor method of setttement may be conditional L
on a future event, Accordingly, an entity is required to recognize a liability for the fair value of a conditional

F-11

KKR Private Equity Investors, L.P,
Financial Statements and Notes Thereto




asset retirement obligation, if the fair value of the liability can be reasonably estimated. Recognition should
occur when incurred, generally upon acquisition. Uncertainty about the timing and/or method of settlement of a
conditional asset retirement obligation should be factored into the measurement of the liability, when sufficient
information exists. FIN No. 47 was effective for fiscal years ending after December 15, 2005. The adoption of
FIN No. 47 did not have a material impact on the financial statements of KPE.

Control of a Limited Partnership or Similar Entity

In June 2005, the Emerging Issues Task Force reached a consensus on Issue No. 04-5, Determining
Whether a General Partner, or the General Pariners as a Group, Conltrols a Limited Partnership or Similar
Entity When the Limited Partners Have Certain Righis. Under Issue 04-5, the general partners in a limited
partnership or similar entity are presumed to control that limited partnership regardless of the extent of the
general partners’' ownership inlerest in the limited partnership. A general partner should assess the limited
partners’ rights and their impact on the presumption of control. If the limited pariners have either a) the
substantive ability to dissolve the limited parinership or otherwise remove the general pariners without cause or
b) substantive participating rights, the generai partners do not control the limited partnership. For general
partners of all new limited partnerships formed and for existing limited partnerships for which the partnership
agreement is modified, Issue 04-5 was effective after June 29, 2005. For general partners in all other limited
partnerships, Issue 04~5 was effective for the first reporting period in fiscal years beginning after December 15,
2005, and allows either of two transition methods. As of December 31, 2006, KPE determined that
cansolidation of the Investment Partnership was not required pursuant to Issue 04-5.

Other-Than-Temporary-Impaiment

In November 2005, the FASB issued FASB Staff Position Nos. Financial Accounting Standard (*FAS”)
115-1 and FAS 124-1, The Meaning of Other-Than-Temporary Impairment and Its Application to Certain
Investments (collectively, *FSP 115-17), which provide guidance on determining when investments in certain
debt and equity securities are considered impaired, whether that impairment is other-than-temporary and on
measuring such impaiment loss. FSP 115-1 also includes accounting considerations subsequent to the
recognition of an other-than-temporary impairment and requires certain disclosures about unrealized losses
that have not been recognized as other-than-temporary impairments. FSP 115-1 was effective for fiscal years
beginning after December 15, 2005. The adoption of FSP 115-1 did not have a material impact on the financial
statements of KPE.

Accounting for Uncertainty in Income Taxes

In July 2008, the FASB issued interpretation No. 48, Accounting for Uncertainty in Income Taxes (“FIN
No. 487), which is effective for fiscal years beginning after December 15, 2006. FIN No. 48 clarifies the
accounting for uncertainty in income taxes recegnized in an enterprise’s financial statements in accordance
with SFAS No. 109, Accounting for Income Taxes. FiN No. 48 prescribes a comprehensive model for how an
entity should recognize, measure, present and disclose in its financial statements uncertain tax positions that
the entity has taken or expects to take on a tax return. We will adopt FIN No. 48 for the year ending December
31, 2007 and are in the process of determining the impact that the implementation of FIN No. 48 will have on
KPE's financial statements.

Measuring Fair Value

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. SFAS No. 157 defines
fair value, establishes a framework for measuring fair value and expands disclosures about fair value
measurements. SFAS No. 157 applies to reporting periods beginning after November 15, 2007. The adoption
of SFAS No. 157 is not expected to have a material impact on KPE's financial statements.

Fair Value Option for Financial Assels and Financial Liabilities

In February 2007, the FASB issued FASB Statement No. 159, The Fair Value Option for Financial Assets
and Financial Liabilities — Including an Amendment of FASB Statement No. 115. SFAS No. 159 provides
entities the option to elect to carry most financial assets and fiabilities at fair value with changes in fair value
recorded in earnings. SFAS No. 159 is effective for fiscal years beginning after November 15, 2007. Early
adoption is permitied as of the beginning of a fiscal year that begins on or before November 15, 2007,
provided that the entity also elects to apply the provisions of FASB Statement No. 157, Fair Value
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Measurements. The adoption of SFAS No. 159 is not expected to have a material impact on KPE's financial

statements.

3. INVESTMENTS IN LIMITED PARTNER INTERESTS OF THE INVESTMENT PARTNERSHIP

At December 31, 2006, KPE's limited partner interests in the Investment Parinership consisted of Class A,
Class B, Class C and Class D interests. The Class A limited partner interest relates to the opportunistic and
temporary investments held by the Investment Parinership. The Class B limited partner interest relates to co-
investments made by the Investment Partnership in portfolio companies of KKR's private equity funds. The
Class C interest relates to investments made by the Investment Partnership in KKR's private equity funds. The
Class D interest relates to investments made by the Investment Partnership in KKR's investment funds that are

not private equity funds.

At December 31, 2006, the investments in limited partner interests of the Investrent Parinership were as

follows, with amounts in thousands:

Interests
Class A Class B Class C Class D Total
Beginning balance at May 10,

2006 (date of commencement)....... $ — 8 — 5 — 3 - $ —
Capital contributions ............cccceecrnns 4,826,568 —_ — — 4,826,568
Distribution from the Investment

Partnership ..o, (38,864) — — — (38,864 )
Transfers between classes for

purchases of investments ............... {1,634,317) 948,180 627,924 58,213 -—
Net investment income (loss)............. 130,453 —_ _ (86) 130,367
Net realized gain.........cooniiiniiniennes 33,264 — 1,283 — 34,547
Net change in unrealized

appreciation ... eeeenennns 3,980 2,204 71,160 5,883 83,327
Ending balance at December 31,

2006 ... $ 3,321,084 % 950,384 % 700,367 $ 64,110 $ 5,035,945

Although investments made with KPE's capital by the Investment Partnership do not appear as

investments in KPE’s financial statements, KPE is the primary beneficiary of such investments and bears

substantially all of the risk of loss.

4. ACCRUED LIABILITIES

At December 31, 2006, accrued liabilities were comprised of payments owed to vendors for services
provided to KPE in the normal course of business, such as professional fees, and board of directors related

expenses.

5. INITIAL CFFERING

On May 3, 2008, in connection with the initial offering of the common units, KPE issued and sold (i)
200,000,000 common units to investors in a global offering, (i) 2,600,000 commean units to an affiliate of KKR
and (iii) 1 common unit to the Managing Partner. The issue price for the common units was $25.00 per common
unit, resulting in gross proceeds, before managers’ commissions, placement fees and other expenses, of

$5,065.0 million.

In addition, 30,000,000 common units were issued to the Managing Partner pursuant to an over-allotment
option. On June 6, 20086, the managers of the initial offering purchased 1,950,000 common units pursuant to
the over-allotment option, resulting in additional gross proceeds of $48.8 million, and the unsold common units

were returned and cancelled.

Upon completion of the foregoing transactions, KPE had 204,550,001 common units outstanding. The
expenses of the initial offering, including managers’ commissions, placement fees and other expenses, were
$283.7 million, which were reflected as a capital transaction in the statement of assets and liabilities. The
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transactions related to the initial offering and related transactions resulted in aggregate net proceeds to KPE of
$4,830.1 million.

KPE has established a restricted deposit facility for a portion of its commeon units pursuant to which
common units are deposited with a depositary bank in exchange for restricted depositary units that are
evidenced by restricted depositary receipts, subject to compliance with applicable ownership and transfer
restrictions. The restricted depositary units (‘RDUs") have not been listed on any securities exchange.

6. DISTRIBUTION TO UNITHOLDERS

On November 15, 2006, the board of directors of the Managing Partner declared a distribution of $0.19
per unit, or $38.9 million, to unitholders of record immediately prior to the opening of business in Amsterdam on
December 1, 2006. The distribution was paid to unitholders on December 15, 2006, representing a return of
capital, which is generally non-taxable for U.S. federal tax reporting purposes. The distribution was funded by a
distribution received from the Investment Partnership,

® 7. RELATIONSHIP WITH KKR AND RELATED-PARTY TRANSACTIONS

Subject to the supervision of the board of directors of the Managing Partner and the board of directors of
the Managing investor, KKR assists KPE and the Investment Partnership in selecting, evaluating, structuring,
performing due diligence, negotiating, executing, monitoring and exiting investments and managing uninvested
capital and also provides financial, legal, tax, accounting and cther administrative services. These investment
activities are carried out by KKR'’s investment professionals and KKR's investment committee pursuant to the

@ services agreement or under investment management agreements between KKR and its investment funds, As
the service provider, KKR's involvement in the investments of KPE and the Investment Partnership relate
primarily to the private equity, opportunistic and temporary investments of the Investment Partnership.

Services Agreement and Management Fees

KPE, the Managing Partner, the Investment Partnership, the Associate Investor and the Managing
® Investor have entered into a services agreement with KKR pursuant to which KKR has agreed to provide
certain investment, financial advisory, operational and other services to them. Under the services agreement,
KKR is responsible for the day-to-day operations of the service recipients and is subject at all times to the
supervision of their respective governing bodies, including the board of directors of the Managing Partner and
the board of directors of the Managing Investor.

Under the services agreement, KPE and the other service recipients have jointly and severally agreed to
o pay KKR a management fee, quarterly in arrears, in an aggregate amount equal to one-fourth of the sum of
(i) KPE's equity up to and including $3 billion multiplied by 1.25% plus (ii) KPE's equity in excess of $3 billion
multiplied by 1%. For the purposes of the agreement, *equity” is defined as the sum of the net proceeds in cash
or otherwise from each issuance of KPE’s limited partner interests, afler deducting any managers’
commissions, placement fees and other expenses relating to the initial offering and related transactions, plus
KPE's cumulative distributable earnings at the end of such quarterly period (taking into account actual
distributions but without taking into account the management fee relating 1o such three-month period and any
¢ non-cash equity compensation expense incurred in current or prior periods), as reduced by any amount that
KPE paid for repurchases of KPE's limited pariner interests.

The foregoing calculation of “equity” will be adjusted to exclude (i) one-time events pursuant to changes in

U.S. GAAP as well as (ii) any non-cash items jointly agreed fo by the Managing Partner {with the approval of a
maijority of its independent directors) and KKR. During the one year period following the commencement of

® KPE's operations, for the purposes of the management fee calculation, equity will not include any portion of the
proceeds from the initial offering and related transactions while such proceeds are invested in temporary
investments or any distributable earnings that are generated by such temporary investments. Generally, except
during the one-year period following the commencement of KPE's operations when the definition of equity will
not take into account temporary investments, equity for the purposes of the management fee will be
approximately equal to our net asset value.

® The management fee payable under the services agreement will be reduced in current or future periods
by an amount equal to the sum of (i) any cash that KPE and the other service recipients, as limited partners of
KKR's investment funds, pay to KKR or its affiliates during such period in respect of management fees of such
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funds (or capital that KPE contributes to KKR's investment funds for such purposes), regardiess of whether
such management fees were received by KKR in the form of a management fee or otherwise, (ii) management
fees, if any, that KPE may pay third parties in the future in connection with the service recipients’ investments
and (i) subject to certain limitations, until such time as the profits on investments that are subject to a carried
interest or incentive distribution right equal the managers' commissions, placement fees and other expenses
relating to the initial offering and related transactions, distributions that are made 1o KKR’s affiliates pursuant to
their carried interests in the investments in KKR's investment funds. To the extent that the amount of
management fee reductions in respect of a particular quarterly period exceed the amount of the fee that would
otherwise be payable, KKR will be required to credit the difference against any future management fees that
may become payable under the services agreement. Under no circumstances, however, will credited amounts
be reimbursed by KKR or reduce the management fee payable in respect of any quarterly period below zero.

During the partial year ended December 31, 2006, KPE did not make any payments or accrue any
liabilities related to the management fee; however, the Investment Parinership recorded management fee
expense of $9.9 million. Management fees recorded by the Investment Partnership during the partial year
ended December 31, 2008, were reduced by $0.4 million atfributable fo distributions made to affiliates of KKR
pursuant to their carried interests and incentive distribution rights, subject to certain limitations, in investments
in KKR’s investment funds. See "Carried Interests and Incenlive Distributions” below.

The services agreement contains certain provisions requiring KPE and the other service recipients to
indemnify KKR and its affiliates with respect to all losses or damages arising from acts not constituting bad
faith, willful misconduct, or gross negligence. The Managing Partner has evaluated the impact of these
guarantees on the financial statements and determined that they are immaterial.

Carried Interests and Incentive Distributions

Except as described below, each investment that is made by the Investment Partnership is subject to either
one carried interest or one incentive distribution right, which generally entitles an affiliate of KKR to receive a
portion of the profits generated by the investment. In particutar:

¢  The general pariners of KKR's private equity funds in which an investment is made is generally entitled
to a carried interest that will allocate to it 20% of the net realized refurns generated by the fund after
capital contributions have been returned to limited partners and realized losses have been recovered.
The realized gains and losses of portfolio investments are not netted across funds and each carried
interest applies only to the results of an individual fund. Gains and losses from non-fund investments
similarly are not netted when computing distributions that are payable to the applicable general partner
in respect of fund carried interests.

+ The Associate investor is generally entitied ta a carfied interest that allocates to it 20% of the net
realized retums generated by a co-investment in a portfolic company after the capital confribution used
to fund the co-investment has been returned and all realized losses in respect of other co-investments
have been recovered. Gains and losses from investments that are not co-investments are not netted
against gains and losses from co-invesiments when computing distributions that are payable in respect
of the co-investment carried interest.

* The Associate Investor is generally entitled to an incentive distribution at the end of each annual
accounting period in an amount equal to 20% of the amount of appreciation in the net asset value of
opportunistic investments and temporary investments during the year, as increased to reflect
withdrawals of capital for opportunistic and temporary investments and decreased to reflect capital
contributions for opportunistic and temporary investments, after any previcusly incurred unrecouped
losses on opportunistic and temporary investments have been recovered. During the one-year period
following the closing of KPE's initial offering, the appreciation in the value of temparary investments
will be disregarded for the purpose of calculating the Associate Investor's incentive distribution. Gains
and losses from investments that are not opportunistic or temporary investments are not netted
against gains and losses from opportunistic and temporary investments when computing amounts
that are payable in respect of the incentive distribution right. .

e  The fund manager of a KKR investment fund that is not a private equity fund in which an investment is
made is generally entitled to an incentive distribution specific to the particular investment fund. The
amount and calculation of the incentive distribution may vary from fund to fund. During the partial year
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ended December 31, 2008, incentive fees incurred by investments by SCF were $1.0 million and were
accrued by the Investment Partnership.

= in addition, to the extent the Investment Parinership acquires a limited partner interest in a KKR
investment fund at a price that is less than the net asset value of the fund that is allocable to such
interest, the Asscciate Investor may be entitled to a future incentive distribution with respect to the
difference between such net asset value and price, depending on the value, net of any capital
contributions, ultimately realized from the interest. Under certain circumstances, future incentive
distributions that are payable 1o the Associate Investor may be reduced to the extent that the
Investment Partnership acquires a limited partner interest in a KKR investment fund at a price that is
greater than the net asset value of the fund that is allocable to such interest.

Until such time as the profits on the Investment Partnership’s consolidated investments that are subject to a
carried interest or incentive distribution right equal the managers’ commissions, placement fees and other expenses
incurred in connection with the initial offering and related transactions, the Associate Investor will forego its incentive
amounis related to opportunistic and temporary investments and its camied interest related to co-investments. As of
December 31, 2006, managers' commissions, placement fees and other expenses incurred in connection with the
initial offering and related transactions exceeded the amount of carried interest and incentive distribution rights
payable on profits of the Investment Partnership’s consolidated investments subject to certain limitations, as follows,
with amounts in thousands:

Offering CostS ......cooeiciiciiie e, 3 283,640
Versus creditable amounts................ccoooo i, 39,191
REMEINAEY ..o ccirr e revee s s esseneeesareessreessasnns $ 244,449

In addition, until such time, subject to certain limitations, KKR will reduce the management fee payable under
the services agreement based on, among other things, the amount of carried interest distributions made to the
general partners of its investment funds in respect of the Investment Partnership’s investments, See “Services
Agreement and Management Fees” above. Incentive fees of $1.0 million accrued by SCF did not reduce
management fees recorded by the Investment Partnership for the partial year ended December 31, 2006, as
determined by the Managing Partner 1o be in the best interests of KPE's unitholders based on legal and tax advice
received from advisors.

Investment Agreement

In connection with the initial offering, KPE entered into an investment agreement with KKR pursuant to which
KKR agreed to cause its affiliates to enter into subscription agreements pursuant to which they will agree to
contribute to KPE on a periodic basis an amount equal to 25% of the aggregate pre-tax cash distributions, if any, that
are made to them in respect of the carried interests and incentive distribution rights that are described above in
exchange for newly issued common units. The amount of distributions that KKR's affiliates will be required to
contribute to KPE will equal the sum of:

. Except as described below, 25% of each carried interest cash distribution that is made by a KKR
investment fund to the fund's general partner in connection with a portfolio investment, multiplied by a
fraction, the numerator of which is the notional amount of capital contributed to the fund by the
Investment Partnership (or any person from whom the Investment Partnership acquired its limited partner
interest) in connection with the investment and the denominator of which is the aggregate capital
contributed to the fund by all limited partners in connection with the investment;

. 25% of each carried interest cash distribution that is made to the Associate Investor in respect of a co-
investment that is made by the Investment Partnership; and

. 25% of each incentive cash distribution that is made to the Associate Investor in respect of opportunistic
and temporary investments that are made by the Investment Parinership.

In the case of a carried interest cash distribution that is made to the general partner of a KKR investment fund
in connection with a portfolio company investment, where the Investment Partnership has acquired a limited partner
interest from ancther person, KKR's investment obligation applies only to such portion of the cash distribution that
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relates to the appreciation in the value of the portfolio company occurring after the date on which the fimited partner
interest was acquired by the Investment Partnership.

Under the investment agreement, affiliates of KKR are required to make such contributions on the last
business day of the month immediately following the end of the relevant period in respect of which the distributions
were made. The purchase price for the common units that will be issued pursuant to the investment agreement is
equal to (i) the average of the high and low sales prices of KPE's common units as quoted by the primary securities
exchange on which the comman units are listed or trade during the ten business days immediately preceding the
issuance of the common units or (i) if during such ten-day period KPE's common units are not listed or admitted to
trading on any securities exchange or there have not been any sales of the common units on the primary securities
exchange on which the common units are then listed or admitted to trading, the fair value of the common units will be
determined joinlly by KKR and the board of directors of the Managing Partner with the special approval of a majority
of the Managing Pariner's independent directors.

Under the investment agreement, KKR agreed to cause each affiliate of KKR who receives common units or
RDUs pursuant to the investment agreement to enter into a three-year lock-up agreement with respect to the units
acquired. The lock-up restrictions may be amended or waived by the Managing Partner.

The investment agreement will terminate automatically, without notice and without liability to KPE, the
Managing Partner or KKR, upon the termination of the services agreement. Prior 1o the termination of the services
agreement, the investment agreement will be able to be terminated only by an agreement in wriling signed by the
Managing Partner and KKR.

License Agreement

KPE, the Managing Partner, the Investment Parinership, the Associate Investor and the Managing Investor, as
licensees, entered into a license agreement with KKR pursuant to which KKR granted each party a non-exclusive,
royalty-free license to use the name "KKR.” Under this agreement, each licensee has the right to use the "KKR”
name. Other than with respect to this limited license, none of the licensees has a legal right to the “KKR" name.

Other

At December 31, 2006, the amount due to affiliate of $0.4 million represented reimbursable direct expenses
incurred by KKR,

At December 31, 2006, the directors of the Managing Partner had no personal interest in the limited partner
interests of the Investment Partnership held by KPE.

In addition, during the partial year ended December 31, 2006, KPE's investment transactions, not including
cash management activities, consisted solely of acquiring limited partner interests in the Investment Partnership, and
thus 100% of KPE's transaction volume may be deemed to have been with an affiliate. KPE's transaction costs
associated with the acquisition of such limited partner interests constitute a de minimus portion of the expenses
relating to the initial offering and related transactions.

8. INDEPENDENT AUDITOR FEES

During the partial year ended December 31, 2006, audit fees of $0.3 million were included in general and
administrative expenses.
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9. FINANCIAL RIGHLIGHTS

9 Financial highlights for KPE for partial year ended December 31, 2008, were as follows, with amounts in
thousands, except per unit and percentage amounts:

From April 18,

20086 (Date of

Formation) to

December 31,
® 2006

Per unit operating performance:
Net asset value at the beginning of the period..............c, $ —

Income from investment operatians:

Net investment iNCOME .........cccooeecieccecn e 0.62
& Net gain on investments and foreign currency transactions......... 0.58
Total from investment operations ........cc..cocveeveiieiececeeieeeen, 1.20
Capital contributions ... 25.00
OFffering COSES ..o (1.39)
Distribution to unitholders ..., (0.19)
® Net asset value at the end of the period.........cccoo e icien, $ 24.62
Total return {annNUaliIZed}..... ... ver i e 7.8%

Percentages and supplemental data:

Net assels at the end of the period ... 5 5,035,599
Ratios to average net assets:
® Total expenses (AnNNUANZEd)...........coucieeeeiiiiieeicee e e 05%
Net investment income (annualized)...........cocoiiiiciiiininin, 41%

The total return and ratios were calculated based on the weighted average net assets and have been
presented on an annualized basis.

10. CONTINGENCIES

®
As with any partnership, KPE may become subject to claims and litigaticn arising in the ordinary course of
business. The Managing Pariner does not believe that there are any pending or threatened legal proceedings that
would have a material adverse effect on the financial position, operating results or cash flows of KPE.
@
@
@
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11. QUARTERLY OPERATING RESULTS (UNAUDITED)

A summary of quarterly operating results for KPE for the partial year ended December 31, 2006 was as follows,
with amounts in thousands, except per unit and percentage amounts. The quarter ended June 30, 2006 includes
operating results from April 18, 2006 (date of formation} to June 30, 2008. The quarters ended September 30, 2006
and December 31, 2006 each included three months.

For the Quarter Ended
From April 18
{date of
formation), 2006 September 30, December 31,
to June 30, 2006 2006 2006
Net investment income ... oivvvneeeviinree e $ 34,284 § 50,699 $ 41,496
Net gain (loss) cn investments and foreign
currency transactions..........ccoeeceinvei e vniinnen. (3,288) 47,650 73,512
Net increase in nei assets resulting from
OPErations ........coeeeieeee e 30,996 98,349 115,008
Net assets at the end of the period.................... 4,861,334 4,959,418 5,035,599
Per unit net asset value at the end of the
1110 s SO 23.77 2425 24.62
Totat return (annualized)..............cccoci 4 5% 8.0% 9.2%

12, SUBSEQUENT EVENTS

In March 2007, the board of directors of the Managing Partner approved the KKR Private Equity
Investors, L.P. 2007 Equity Incentive Plan (the “Plan™). The Plan provides for the grant of options, share
appreciation rights {SARs), restricted units and other unit-based awards to eligible directors, officers,
employees (if any} and key service providers. The plan allows for the issuance of awards with respect to an
aggregate of 1,000,000 common units.

LI N B 4
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INDEPENDENT AUDITORS' REPORT

To the Partners of KKR PEl Investments, L.P.:

We have audited the consolidated financial statements of KKR PEI Investments, L.P. and subsidiaries (“the
Investment Partnership™) for the period from April 18, 2006 (Date of Formation) to December 31, 2006 which
comprise the consolidated Statement of Assets and Liabilities, the consclidated Statement of Operations, the
consolidated Statement of Changes in Net Assets, the consolidated Statements of Cash Flows and the related notes
1 1o 12. These financial statements have been prepared under the accounting policies set out therein.

This report is made solely to the Investment Partnership’s partners, as a body, in accordance with section 18
of The Limited Partnerships (Guernsey) Law, 1995. Our audit work has been undertaken so that we might state to
the partners those matters we are required to state o them in an auditors' report and for no other purpose. To the
fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the Investment
Partnership and the Investment Partnership’s partners as a body, for our audit work, for this report, or for the opinions
we have formed. -

Respective Responsibilities of the Managing Investor and the Auditors

As described in the Statement of Responsibilities, the Managing investor is responsible for preparing the
financial statements in accordance with applicable Guemsey law, the investment Partnership's Limited Partnership
Agreement, accounting principles generally accepted in the United States of America and the Dutch Investment
Institution Supervision Act insofar applicable.

Qur responsibility is to audit the financial statements in accordance with relevant Guemsey legal and
regulatory requirements and Internationa! Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the financial statements give a true and fair view, in accordance
with accounting principles generally accepted in the United States of America and have been properly prepared in
accordance with The Limited Partnerships (Guemsey) Law, 1995, the Investment Partnership’s Limited Parinership
Agreement and the Dutch Investment Institution Supervision Act insofar applicable.

In addition we report to you if, in our opinion, the Investment Partnership has not kept proper accounting
records, if we have not received all the information and explanations we require for our audit.

We read the other information contained in the Annual Report as described in the contents section and
consider whether it is consistent with the audited financial statements. We consider the implications for our report if
we become aware of any apparent misstatements or material inconsistencies with the financial statements. Our
responsibilities do not extend to any further information outside the Annual Report.

Basis of Audit Opinion

Woe conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by
the Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to the amounts
and disctosures in the financial statements. It also includes an assessment of the significant estimates and
judgments made by the Managing Investor in the preparation of the financial statements, and of whether the
accounting policies are appropriate to the Investment Partnership's circumstances, consistently applied and
adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order o provide us with sufficient evidence to give reasonable assurance that the financial
stalements are free from material misstatement, whether caused by fraud or ather irregularity or error. In forming our
opinion we also evaluated the overall adequacy of the presentation of information in the financial statements.
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Opinion
° In our opinion;
+ the financial statements give a true and fair view, in accordance with accounting principles generaily
accepled in the United States of America, of the state of the Investment Parinership's affairs as at
December 31, 2006 and of its return for the period from April 18, 2006 (Date of Formation) to December
31, 2008;
+ the financial statements have been propenry prepared in accordance with The Limited Partnerships
® {Guernsey) Law, 1995 and the Investment Partnership's Limited Partnership Agreement; and
s the financial statements have been propery prepared in accordance with the Dutch Investment
Institution Supervision Act insofar applicable.
Deloitte & Touche LLP
Chartered Accountants
® Guernsey
March 27, 2007
[
@
o
@
®
L
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KKR PE! INVESTMENTS, L.P. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF ASSETS AND LIABILITIES e
(Amounts in thousands)

December 31, 2006
ASSETS:

Investments, at fair value: L
Opportunistic investments—Class A (cost of $154,474) ..o $ 168,462
Co-investments in portfolio companies of private equity funds—Class B (cost of $950,145})..... 958,065
Private equity funds——Class C (cost of $630,508) ........ccceerecerimnenriiicn s 701,818
Non-private equity funds - Investments by KKR Strategic Capital Institutional Fund, Ltd.—

Class D (COSLOF FTT,872) .cviieirereeemere et et e eere et e e e e e erneere et eb s b abs b st s s s et st an 83,466
1,901,811
L

Cash and cash EQUIVAIENES ... rceesrr et s e an e resenn e e e re s remreansieab s 2,139,621

THMIE AEPOSIE.... et st rre e e e st s e r e e e s re e e s srrr e RS s b ea e a e R e e st e s nans e n e b e eas 1,000,000

L (= Yot V- J OOy O R 36,002

B LI T i USSP O TN 5077434
LIABILITIES: L

ACCTUB HaDIITBS . ...evivvi i eeier e et ceer e e s ae s e e e e bt e s reas e e s s s e e rr e s eeen e nmr e smmee s nn e seee b e b bab s ie s 1,503

DUE 10 @RS ... vt e e er e e s e e n e e e et s rnesenan 5,722

Unrealized loss on foreign currency exchange contracts ... e 5,712

OHRET [ADIIIES . ...eee vt veee e et e e e s e cecree s s s s e e mse e e rae s mrrereeee s e reeamr e s s reneeannnes s bb s b it s 18,098

TOMAL ADILIES ......veeceee e serreerreeirt s srrs e eeeec e st e e s am e ee e seeeraaenseesssesbeeniaabse s abbaaneesian s sneasesarais 31,035
NET ASSETS ...coovomeeoeeote s ieersassesssssssssasesssssses st 811 88 s 2R bbb $ 5,048,399 ¢
NET ASSETS CONSIST OF:
Pariners' capital COMABULIONS .....oi i s s 3 4,836,568
DHiStriBUIADIE @AIMINMGS .. ...t cirrrirre ettt e a e e b s e bbb e 209,831
$ 5,046,399
L
See accompanying notes to consolidated financial statements.
g
L
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KKR PEI INVESTMENTS, L.P. AND SUBSIDIARIES

CONSOLIDATED SCHEDULE OF INVESTMENTS

(Amounts in thousands, except percentage amounts)

December 31, 2006

Fair Value as

Fair a Percentage
Investment Class Cost Value of Net Assets
Investments by type:
Opportunistic investments in publicly traded
SECUMNLIES ...vvveeevee e et ere s s eene e e A $ 154,474 $ 158,462 31%
Co-investments in portfolio companies of
private equity funds: B
NXP BV, oo e 250,000 259,863 5.1
HOAINC. ot 250,000 250,000 5.0
The Nielsen Company B.V. (formerly VNU
Group BV} 200,000 200,000 40
Capmark Financial Group Inc..........cccoonneeie. 137,321 135,000 2.7
KION Group GmbH. ..o 112,824 113,202 2.2
950,145 958,065 19.0
Private equity funds: C
KKR European Fund, Limited Partnership .......... 270,863 326,932 6.5
KKR Millennium Fund L.P. .........ococvieniinniceeen. 164,526 178,157 35
KKR 2006 Fund L.P. oo 139,595 139,595 2.8
KKR European Fund {l, Limited Partnership ....... 55,524 57,134 1.1
630,508 701,818 13.9
Non-private equity funds -
Investments by KKR Strategic Capital
Institutional Fund, Ltd...........coooiiiee D 77,472 83,466 1.7
3 1,812,599 $§ 1,901,811 37.7%
Investments by geography:
Europe $ 841,965 $ 918,830 18.2%
North America 859,590 866,512 17.2
Asia Pacific 111,044 116,469 2.3
$ 1,812,509 § 1,801,811 37.7%
investments by industry:
Media/Telecom $ 337,030 % 353,480 7.0%
Technology 326,569 338,400 6.7
Healthcare 329,952 330,227 6.5
Financial Services/Banking 307,985 315,117 6.3
Industrial 274,543 291,717 5.8
Retail 90,087 117,703 2.3
Other 146,433 155,167 3.1
3 1,812,599 § 1,901,811 37.7%
See accompanying notes to consolidated financial statements.
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KKR PEI INVESTMENTS, L.P. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF OPERATIONS
{Amounts in thousands)

From April 18, 2006
{Date of Formation) to

December 31, 2006
INVESTMENT INCOME:
[EMESE INCOME. ....cviuicrei et sesraes e s b eeen e bemen e e raeens $ 143,370
Dividend income, net of withholding taxes of $63 ........coccvveivceine. 146
Total investment iNCOME.............oo e s 143,516
EXPENSES:
Management fEES ... ..o vi et s 9,874
INCBNLIVE FEES L..oveiieiecie sttt e e e eeaaeesee e e s e e e s mae s semmee e eeenbe e s rabas 1,044
General and administrative expenses : 1,941
Tolal EXPENSES .....ooiviiiriniiin e 12,859
NET INVESTMENT INCOME .......cccoiiiiriiiiiric s e 130,657
REALIZED AND UNREALIZED GAINS FROM INVESTMENTS
AND FOREIGN CURRENCY:
Netrealized gain ......ccoovceveniiiir e 34,619
Net change in unrealized appreciation ...........ccccceeririnicniineens 83,500
Net gain on investments and foreign currency transactions ....... 118,112
NET INCREASE IN NET ASSETS RESULTING FROM
OPERATIONS ..o i ereenisins s imss st sesan e e $ 248,776

See accompanying notes to consoclidated financial statements.
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KKR PEI INVESTMENTS, L.P. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN NET ASSETS
{Amounts in thousands)

INCREASE IN NET ASSETS FROM OPERATIONS:

Net iNVeSIMENT INCOMIE ...t e e a b brbe s se s s s ssesrans

Net realized gain on investments and foreign currency

BN S ACHONS ..o ettt ee et n e eans

Net change in unrealized appreciation on investments and foreign

CUITENCY transactionS....c..occrviiiosiie e
Net increase in net assets resulting from cperations _.............coeveee.

Partners' capital contributions ...
Fair value of distributions. ... e

INCREASE IN NET ASSETS ...
NET ASSETS—Beginning of period.............iiii e

NET ASSETS—ENd Of PEHO ......c. oo riiviminiernesas st

See accompanying notes to consclidated financial statements.
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to December 31, 2006

For the Period from April 18, 2006 (Date of Formation)

General Limited
Partner Partner Total
290 $ 130,367 $ 130,657
72 34,547 34,619
173 83,327 83,500
535 248,241 248,776
10,000 4,826,568 4,836,568
(81) {38,864} (38,945)
10,454 5,035,945 5,046,399
10,454 § 5,035,945 $ 5,046,399
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i 14
! CONSOLIDATED STATEMENT OF CASH FLOWS
| (Amounts in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net increase in net assels resulting from operations ...,
Adjustments to reconcile net increase in net assels resulting from operations to cash
and cash equivalents used in operating activities:
Net realiZed QaIN....coo i s e ettt e e
Net change in unrealized appreciation..........oiii e
Changes in operating assets and liabilities:
Purchase of opportunistic iINvestments ...
Purchase of co-investments in portfolio companies of private equity funds..................
Purchase of investments in private equity funds..............ccc e
Purchase of investments by KKR Strategic Capital Institutional Fund, Ltd. .......cc....o..
Proceeds from sale of opportunistic investments............ooii e
Preceeds from sale of investments by private equity funds ...
Increase in tme deposit. ... s
INCTEase IN O NEr ASSEYS ... e b s
Increase in accrued labilitieS ..o e e
Increase in due 0 affilAtES ........ccvivvii e e
Increase in unrealized loss on foreign currency exchange contracts......c....cooveeeen
Increase in other ahillies. ..........coeeeeee e

Net cash flows used in operaling activities........ccceoiiiiim i

CASH FLOWS FROM FINANCING ACTIVITIES:
Partners' capital contriBULIONS .........cooiriiiii e
Distributions 10 PAMNETS .....cooie et e
Net cash flows provided by financing activities ...
NET INCREASE IN CASH AND CASH EQUIVALENTS L.
CASH AND CASH EQUIVALENTS—Beginning of period.........cccee i vvnincvivnie e

CASH AND CASH EQUIVALENTS—End of period ...,

See accompanying notes to consolidated financial statements.
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From April 18, 2006
{Date of Formation) to
December 31, 2006

248,776

(32,691)
(89,212)

(351,911)
(950,145)
(637,981)
(77.472)
228,842
8,759
(1,000,000)
(36,002)
1,503
5,722
5,712
18,098

(2,658,002)

4,836,568
(38,945)

4,797,623

2,139,621

2,139,621
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® NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF DECEMBER 31, 2006, AND FOR THE PERIOD FROM
APRIL 18, 2006 (DATE OF FORMATION) TO DECEMBER 31, 2006

1. BUSINESS

KKR PEIl Investments, L.P. {the “Invesiment Partnership”} is a Guernsey limited partnership that is
comprised of (i) KKR PEI Asscciates, L.P. (the “Associate Invester®), which holds 100% of the general partner
interests in the Investment Partnership and is responsible for managing its business and affairs, and (i) KKR
Private Equity Investors, L.P. ("KPE”"), which holds 100% of the limited partner interests in the Investment
Partnership and does not participate in the management of the business and affairs of the Investment
Partnership. At December 31, 2006, the general partner interests and the limited partner interests represented

o 0.2% and 99.8%, respectively, of the {otal interests in the Investment Partnership. Because the Associate
Investor is itself a Guernsey limited partnership, its general partner, KKR PEI GP Limited (the “Managing
Investor®), a Guemsey limited company that is owned by individuals affilialed with Kohlberg Kravis Roberts &
Co. L.P. ("KKR"), is effectively responsible for managing the Investment Partnership’s business and affairs.

The Investment Partnership is the parinership through which KPE and the Asscciate Investor make
investments. These investments consist of private equity investments, opportunistic investments and temporary
¢ investments, The Investment Partnership’s “private equity investments” consist of investments in limited
partner interests in KKR's private equity funds and co-investments in certain portfolio companies of those funds.
“Opportunislic investments” are any investments identified by KKR in the course of its business other than
private equity investments. The Investment Partnership also makes “lemporary investments” in connection with
cash management activities.

The Investment Partnership's limited partnership agreement provides that investments made by the
® Investment Partnership must comply with the investment policies and procedures that are established from time
to time by the board of directors of KPE’'s general partner (the *Managing Partner®). The investment policies
and procedures currently provide, among other things, that the Investment Partnership will invest at least 75%
of its adjusted assets in KKR's private equity investments and no more than 25% of its adjusted assets in
opportunistic investments. “Adjusted assets” are defined as the Investment Partnership’s consolidated assets
less the amount of indebledness that is recorded as a liability on its consolidated statement of assets and
liahilities. For the purposes of this policy, the Investment Partnership may take into account temporary
L investments as private equity investments, '

The Investment Partnership’s limited partnership agreement establishes four separate and distinct classes
of partner interests, as follows:

. Class A partner interests have separate rights and obligations with respect to investments in opportunistic
® and temporary investments;

. Class B partner interests have separate rights and obligations with respect to co-investments in portfolio
companies of KKR's private equity funds;

. Class C partner interests have separate rights and obligations with respect to investments in KKR's
private equity funds; and

. Class D partner interests have separate rights and obligations with respect to investments in KKR's
investment funds that are not private equity funds.

The Associate Investor may, in its sole discretion, allocate assets and liabilities of the Investment
Partnership to the relevant class of interests in accordance with the terms and conditions of the limited
partnership agreement. The Managing Investor is effectively responsible for making any such allocations,
® because the General Partner is itself a limited parinership.
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The Investment Partnership, the Associate Investor, the Managing Investor, KPE and the Managing Partner
have entered into a services agreement with KKR pursuant to which KKR has agreed to provide cerfain
investment, financial advisory, operational and other services to them. Under the services agreement, KKR is
responsible for the day-to-day operations of the service recipients and is subject at all times 1o the supervision e
of their respective governing bodies, including the board of directors of the Managing Investor and the board of
directors of the Managing Partner.

2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation e

The consolidated financial statements of the Investment Partnership were prepared in accordance with
accounting principles generally accepted in the United States of America (*U.S. GAAP") and are presented in
L.S. dollars. The consolidated financial statements include the financial statements of the Investment
Partnership and its wholly-owned subsidiaries. All intercompany balances and transactions have been
eliminated in consolidation. The Investment Partnership utilizes the U.S. daltar as its functional currency.

The preparation of financial statements in conformity with U.S. GAAP requires the making of estimates and
assumptions that affect the amounts reported in the consolidated financial statements and related notes. Actual
results may vary from estimates in amounts that may be material to the consolidated financial statements. The
valuation of the Investment Partnership's investments involves estimates that are subject to the Managing
Investor's judgment.

The Investment Parinership utilizes a reporting schedule comprised of four three-month quarters with an [
annual accounting pericd that ends on December 31. The consolidated financial results presented herein
include activity from the formation of the Investment Parinership on April 18, 2006 through December 31, 2006,
referred to as “the partial year ended December 31, 2006." The operations of the Investment Partnership
effectively commenced on May 10, 2006, upon receipt of initial capital funding.

Valuation of Investments

The investments carried as assets in the Investment Partnership's consolidated financial statements are
valued on a quarterly basis. The Managing Investor is responsible for reviewing and approving valuations of
investments that are carried as assels in the Investment Partnership’s consolidated financial statements.
Because valuing investments requires the application of valuation principles to the specific facts and
circumstances of the investments, in satisfying its responsibilities, the Managing Investor utilizes the services of
KKR to determine the fair values of certain investments and the services of an independent valuation firm, who
performs certain agreed upon procedures with respect to valuations that are prepared by KKR, to confirm that L
such valuations are not unreasonable. An investment for which a market quotation is readily available is valued
using a market price for the investment as of the end of the applicable accounting period. An investment for
which a markel quotation is not readily available is valued at the investment's fair value as of the end of the
applicable accounting pericd, as determined in good faith. While there is no single standard for determining fair
value in good faith, the methodologies described below are generally followed when the fair value of individual
investments is determined.

Value of Limited Partner Interests in KKR’s Private Equity Funds

Limited partner interests in KKR's private equity funds do not have a readily available market value and are
valued using fair value pricing. Such limited partner interests are generally valued at an amount that is equal to
the aggregate unrealized value of the fund's portfolio company investments, which are net of any related
liabilities, that the holder of the limited partner interest would receive if such investments were sold in an orderly
disposition over a reasonable period of time between willing parties other than in a forced or liquidation sale e
and the distribution of the net proceeds from such sales were distributed to limited partners in accordance with
the documentation governing the fund. The Invesiment Partnership may be required to value such investments
at a premium or discount to net asset value, if other factors lead the Managing Investor to conclude that the net
asset value does nof represent fair value. Each fund's net asset value is expected to increase or decrease from
time to time based on the amount of investment income, operating expenses and realized gains and losses on
the sale or repayment of investments, if any, that the fund records and the net changes in the unrealized
appreciation and/or depreciation of its investments. Each fund's assets are expected to consist of investments L
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in portfolio campanies, which are expected to be individually valued using the valuation methodologies for co-
investments in portfolio companies and other equity investments that are described below.

Value of Co-Investments in Portfolio Companies and Other Equity Investments

Depending on the circumstances, co-investments in portfolio companies of KKR's private equity funds and
equity investments that are made in other companies as opportunistic investments may be liquid, in which case
the investments are valued using period-end market prices, or illiquid, in which case the investments are valued
at their fair value as determined in good faith. When market prices are used, they do not necessarily take into
account various factors which may affect the value that the Invesiment Partnership would actually be able to
realize in the future, such as the possible illiquidity associated with a large ownership position, subsequent
illiquidity in a market for a company’s securities, future market price volafility 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.

When determining fair value where no market value exists, the value attributed to an investment is based on
the enterprise value at which the company could be sold in an orderly disposition over a reascnable period of
time between willing parties other than in a forced or liquidation sale. A market multiple approach that cansiders
a specified financial measure (such as EBITDA, adjusted EBITDA, cash flow, net income, revenues or net
asset value) or a discounted cash flow or liquidation analysis is generally used. Consideration may alsc be
given to such factors as the company’s hislorical and projected financial data, valuations given to comparable
companies, the size and scope of the company’s operations, the company’s strengths and weaknesses,
expectations relating to the market's receptivity to an offering of the company's securities, any control
associated with interests in the company that are held by KKR and its affiliates including the Investment
Partnership, information with respect fo transactions or offers for the company’s securities (including the
transaction pursuant to which the investment was made and the period of time that has elapsed from the date
of the investment to the valuation date), applicable restriclions on transfer, industry information and
assumptions, general economic and market conditions and other factors deemed relevant.

Security transactions are accounted for on the trade date, which is the date the order to buy or sell is
executed. Capital gains and losses on sales of securities are determined on the identified cost basis.

Value of Fixed Income Invesiments

Fixed income investments are made as either opportunistic or temporary investments. Depending on the
circumstances, these investments may be liquid or illiquid. If an investment is liquid, it is valued using market
prices. If an investment is illiquid, it is valued at fair value as detenmined in good faith. When fair value pricing is
used, the value attributed to a fixed income investment is equal to its cost basis where the borrower is believed
to have adequate assets or resources to support the repayment of the debt. In certain cases, however, fixed
income investments may be valued using a discounted cash flow analysis that utilizes prepayment and loss
assumptions based on historical experience and projected performance, economic factors, the characteristics
of the underlying cash flow and comparable yields for similar investments with assumptions relating to discount
rates being determined based on the yields of comparable investments.

Value of Investments in Non-Private Equity Funds

Depending on the circumstances, investments in investment funds other than private equity funds, like
investments in KKR Strategic Capital Institutional Fund, Ltd. (*SCF"), may be liquid, in which case the
investments are valued using pericd-end market prices, or illiquid, in which case the investments are valued at
their fair value as determined in good faith. When market prices are used, they do not necessarily take into
account various factors which may affect the value that the Investment Partnership would actually be able to
realize in the future, such as the possible illiquidity associated with a large ownership position, subsequent
iliquidity in a 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. When determining the fair value of investments in non-private equity funds, a similar
methodology described above within “Value of Co-Investments in Portfolio Companies and Other Equity
Investments™ and “Value of Fixed Income Investments® is used, depending on the type of investment.
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Foreign Currency

Investments denorinated in foreign currencies are translated into U.S. dollar amounts at the date of
valuation. Purchases and sales of foreign currency denominated investments are translated into U.S. dollar L
amounts on the respective dates of such fransactions. The Investment Partnership does not isolate that
portion of the results of operations resulting from changes in foreign exchange rates on investments from the
fluctuations arising from changes in fair value. Such fluctuations are included within the net realized and
unrealized gain or loss from investments and foreign currency in the consolidated statements of operations.

Cash and Cash Equivalents P

Cash and cash equivalents consist of cash held in banks and liquid investments with maturities, at the date
of acquisition, not exceeding 90 days. Surplus cash may be invesled in government securities, cash, cash
equivalents, money market instruments, highly rated asset-backed securities (primarily relating to credit card
receivables and morigages) and other investment grade securities. At December 31, 2006, cash and cash
equivalents were held by financial institutions and were comprised of cash held in time deposits, which were
interest-bearing deposit accounts for large amounts of cash held for short periods of ime. During the partial ¢
year ended December 31, 2006, interest was earned at rates ranging from 5.0% to 5.5%.

Time Deposit

The time deposit consisted of a short-term deposit with an original maturity of greater than 90 days. During
the partial year ended December 31, 2008, interest was earned at a rate of 5.5%.

{ Other Assets e
Other assets consisted primarily of prepaid transaction costs and interesf and othér receivables.
Accrued Liabilities
Accrued liabiliies were primarily comprised of payments owed to vendors for services provided to the ¢

Investment Partnership, such as professional fees, and withholding taxes.
Foreign Currency Contracts

The Investment Partnership has entered into forward foreign currency exchange contracts primarily to
economically hedge against foreign currency exchange rate risks on its non-U.5. dollar denominated <
investments. The Investment Partnership agreed to deliver a fixed quantity of foreign currency for an agreed-
upon price on an agreed-upon future date. The net loss in the contracts is the difference between the forward
foreign exchange rates at the dates of entry into the contracts and the forward rates at the reporting date and is
included in the consolidated statement of assets and liabilities. These foreign currency exchange contracts
involve market risk and/or credit risk in excess of the amounts recognized in the statement of assets and
liabilities. Risks arise from movements in currency, security values and interest rates and the possible inability
of the counterparties to meet the terms of the contracts. ¢

Other Liabilities

Other liabilities consist of repurchase agreements, amounts due to broker and interest payable related to
certain investments.
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Distributable Earnings

® At December 31, 2008, the Investment Partnership’s distributable earnings were comprised of the following,
with amounts in thousands:

Net increase in net assets resulting from operations ......... $ 248,776
Distribution to partners..............cccoriiicccccinns {38,945)
Distributable earnings ... iciii s $ 209,831

Income Recognition

The assets of the Investment Partnership generate income in the form of capital gains, dividends and
interest. Income is recognized when earned. The Investment Partnership also records income or loss in the
form of unrealized appreciation or depreciation from investments and foreign currency transactions at the end
of each quarterly accounting period when investments are valued. See “Valuation of Investments” above. When

@ an investment carried as an asset is sold or repaid and a resulting gain or loss is realized, including any related
gain or loss from foreign currency transactions, an accounting entry is made to reverse any unrealized
appreciation or depreciation previously recorded in order to ensure that the realized gain or loss recognized in
connection with the sale or repayment of the investment does not result in the double counting of the previously
reported unrealized appreciation or depreciation.

Expenses

Expenses are recorded as incurred. Under a services agreement, the Investment Partnership, among
others, as the service recipient has agreed to pay KKR a quarterly management fee. See Nole 7, “Relationship
with KKR and Related Party Transactions.”

Taxes

The Investment Partnership is not a taxable entity in Guernsey and has made a protective election to he
treated as a partnership for U.S. federal income tax purposes and, therefore, incurs no U.S. Federal income tax
liability. Certain subsidiaries of the Investment Partnership have also made elections to be treated as
disregarded entities for U.S. federal income tax purposes. Each partner is required to take into account its
allocable share of items of income, gain, loss and deduction of the Investment Partnership in computing its U.S.
federal income tax liability. ltems of income, gain, loss and deduction of certain of the Investment Partnership’s

® subsidiaries are treated as items of the Investment Partnership for U.S. federal income tax purposes.

Concentration of Credit Risk
At December 31, 20086, all cash and cash equivalents were held by four financial institutions.
Guarantees

In November 2002, the Financial Accounting Standards Board (*FASB™) issued Interpretation No. (“FIN™) 45,
Guarantor's Accounting and Disclosure Requirements for Guarantees, which elaborates on the disclosures to
be made in the financial statements of a guarantor about its obligations under certain guarantees that it has
issued. It also clarifies that a guarantor is required to recognize, at the inception of a guarantee, a liability for
the fair value of the obligation undertaken in issuing a guarantee. Under FIN No. 45, at the inception of
guarantees issued, the Investment Partnership and its subsidiaries will record the fair value of the guarantee as

@ a liability, with the offsetting entry being recorded based on the circumstances in which the guarantee was

issued. The Investment Partnership and its subsidiaries did not have such guarantees in place at December 31,
2006.
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Recently Issued Accounting Pronouncements

Nonmonetary Transactions

In December 2004, the FASB issued Statement of Financial Accounting Standard {("SFAS™) No. 153,
Accounting for Nonmonetary Transactions. The guidance in Accounting Principles Board (*APB") Opinion No.
29 is based on the principle that exchanges of nonmonetary assets should be measured based on the fair
value of the assets exchanged. The guidance in the opinion, however, included certain exceptions to that
principle. SFAS No. 153 amends APB Opinion No. 29 to eliminate the exception for nonmonetary exchanges of
similar productive assets and replaces it with a general exception for exchanges of nonmonetary assets that do
not have commercial substance. A nonmonetary exchange has commercial substance if the future cash flows 4
of the entity are expected to change significantly as a result of the exchange. SFAS No. 153 was effective for
nonmanetary asset exchanges occurring in fiscal years beginning after June 15, 2005. The adoption of SFAS
No. 153 did not have a material impact on the consolidated financial statements of the Invesiment Partnership.

Accounting Changes and Error Comreclions

in June 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Corrections, a replacement <
of APB Cpinion No. 20 and FASB Statement No. 3. SFAS No. 154 changes the requirements for the
accounting for and reporting of a change in accounting principle and applies to all voluntary changes in
accounting principle. It also applies to changes required by an accounting pronouncement in the unusual
instance that the pronouncement does not include specific transition provisions. When a pronouncement
includes specific transition provisions, those provisions should be followed. This statement was effective for
accounting changes and corrections of errors made in fiscal years beginning after December 15, 2005.

Consolidation of Variable Interest Entities

In 2003, the effective date for applying the provisions of FIN No. 46, Consolidation of Variable Interest
Entities, as amended by FIN 46R, was temporarily deferred by the FASB for investment companies that are
not regulated by the U.S. Securities and Exchange Commission (*SEC”) but that currently account for their
investments in accordance with the specialized accounting guidance in the American Institute of Certified
Public Accountants ("AICPA") Audit and Accounting Guide, Audits of Investment Companies (the “Guide”). FIN
46R addresses consolidation by an entity that has a controlling financial interest in a variable interest entity. A @
final determination regarding whether the provisions of FIN 46R should be applied by non-regulated
investment companies is currently being made by the FASB. The Investment Partnership has not determined
the impact, if any, that the provisions of FIN 46R will have on its consolidated financial staterents.

Conditional Asset Retirement Obligations

In March 2005, the FASB issued FIN No. 47, Conditional Asset Retirement Obligations. FIN No. 47 ¢
clarifies that the term conditional asset retirement obligation, as used in SFAS No. 143, Accounting for Asset
Retirement Obligations, refers to a legal obligation to perform an asset retirement activity in which the timing
and/or methed of settlement are conditional on a future event that may or may not be within the contro! of the
entity. The obligation to perform the asset retirement activity is unconditional even though uncertainty exists
about the timing and/or method of settlement. Thus, the timing and/or method of settlement may be conditional
on a future event. Accordingly, an entity is required to recognize a liability for the fair value of a conditional
asset retirement obligation, if the fair value of the liability can be reasonably estimated. Recognition should L
ocecur when incurred, generally upon acquisition. Uncertainty about the timing and/or method of settlement of a
conditional asset retirement obligation should be factored into the measurement of the liability, when sufficient
information exists. FIN No. 47 was effective for fiscal years ending after December 15, 2005. The adoption of
FIN No. 47 did not have a material impact on the consolidated financial statements of the Investment
Partnership.

Control of a Limited Partnership or Similar Entity L

In June 2005, the Emerging Issues Task Force reached a consensus on Issue No. 04-5, Determining
Whether a General Partner, or the General Partners as a Group, Controls a Limited Partnership or Similar
Entity When the Limited Partners Have Certain Rights. Under Issue 04-5, the general pariners in a limited
partnership or similar entity are presumed to control that limited partnership regardless of the extent of the
general partners’ ownership interest in the limited partnership. A general partner should assess the imited e
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partners’ rights and their impact on the presumption of control. If the limited pariners have either a} the
substantive ability to dissclve the limited partnership or otherwise remove the general partners without cause or
b) substantive participating rights, the general partners do not control the limited partnership. For general
partners of alt new limited partnerships formed and for existing limited partnerships for which the partnership
agreement is modified, Issue 04-5 was effective after June 29, 2005. For general partners in all other limited
partnerships, Issue 045 was effective for the first reporting period in fiscal years beginning after Decemnber 15,
2005, and allows either of two transition methods. As of December 31, 2008, the Investment Partnership
determined that consolidation of a certain investment fund was required pursuant to Issue 04-5.

Other-Than-Temporary-Impairment

In November 2005, the FASB issued FASE Staff Position Nos. Financial Accounting Standard ("FAST)
115-1 and FAS 124-1, The Meaning of Other-Than-Temporary Impairment and Its Application to Certain
Investments (collectively, “FSP 115-1"), which provide guidance on determining when investments in certain
debt and equity securities are considered impaired, whether that impairment is other-than-temporary and on
measuring such impairment loss. FSP 115-1 also includes accounting considerations subsequent to the
recognition of an other-than-temporary impairment and requires certain disclosures about unrealized losses
that have not been recognized as other-than-temporary impairments. FSP 115-1 was effective for fiscal years
beginning after December 15, 2005. The adoption of FSP 115-1 did not have a material impact on the
consolidated financial statements of the Investment Partnership.

Accounting for Uncertainty in Income Taxes

in July 2006, the FASB issued interpretation No. 48, Accounting for Uncertainty in Income Taxes (*FIN
No. 48™), which is effective for fiscal years beginning after December 15, 2006. FIN No. 48 clarifies the
accounting for uncertainty in income taxes recognized in an enterprise’s financial statements in accordance
with SFAS No. 109, Accounting for Incorne Taxes. FIN No. 48 prescribes a comprehensive model for how an
entity should recognize, measure, present and disclose in its financial statements uncertain tax positions that
the entity has taken or expects to take on a tax return. We will adopt FIN No. 48 for the year ending December
31, 2007 and are in the process of determining the impact that the implementation of FIN No. 48 will have on
the consolidated financial statements of the Investment Partnership.

Measuring Fair Value

«In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. SFAS Na. 157 defines
fair value, establishes a framework for measuring fair value and expands disclosures about fair value
measurements. SFAS No. 157 applies to reporting periods beginning after November 15, 2007. The adoption
of SFAS No. 157 is not expected to have a material impact on the consolidated financial statements of the
Investment Partnership.

Fair Value Option for Financial Assets and Financial Liabilities

In February 2007, the FASB issued FASB Statement No. 159, The Fair Value Option for Financial Assets
and Financial Liabilities - Including an Amendment of FASB Staternent No. 115. SFAS No. 159 provides
entities the option to elect to carry most financial assets and liabilities at fair value with changes in fair value
recorded in earnings. SFAS No. 159 is effective for fiscal years beginning after November 15, 2007. Early
adoption is permitted as of the beginning of a fiscal year that begins on or before November 15, 2007, provided
that the entity also elects to apply the provisions of FASB Statement No. 157, Fair Value Measurements. The
adoption of SFAS No. 159 is not expected to have a material impact on the consolidated financial staterents of
the Investment Partnership.
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3. INVESTMENTS

The Investment Partnership's significant portfolio company investments, which include aggregate private
equity investments with fair values in excess of 3% of the Investment Partnership’s net assets, were as follows
at December 31, 2008, with amounts in thousands, except percentages:

Fair Value as

Fair a Percentage
Cost Value of Net Assets
HCAING. (1} e, $ 315,344 § 315,344 6.2%
NXP BV A{2). oot e, 281,204 291,067 5.8
The Nielsen Company B.V. (formerly . :
VNU Group BV {3, 212,490 212,480 42
$ 809,038 $ 818,901 16.2%

(1) The investment amounts atiributable to HCA Inc., a leading provider of healthcare services, were
comprised of a $250.0 million co-investment and a $65.3 million limited partner interest equal to the
Investment Partnership’s pro rata share of KKR's private equity funds’ aggregate investment in such
company.

(2) The investment amounts attributable to NXP B.V., a semi-conductor business, were comprised of a
$250.0 million co-investment and related $9.9 million unrealized gain on foreign currency and a $31.2
million limited partner interest equal to the Investment Partnership’s pro rata share of KKR's private
equity funds’ aggregate investment in such company.

(3) The investment amounts attributable to The Nielsen Company B.V., a global information and media
company, were comprised of a $200.0 million co-investment and a $12.5 million fimited partner interest
equal to the Investment Partnership’s pro rata share of KKR's private equity funds’ aggregate
investment in such company.

In addition to the aggregate private equity investments included above, SCF made debt investments in HCA
Inc., NXP B.V. and The Nielsen Company B.V. of $10.3 million, $22.1 millicn and $0.6 million, respectively, at
December 31, 2006.

4. FORWARD CURRENCY CONTRACTS

As of December 31, 2006, the Investment Partnership’s unrealized loss on foreign currency exchange
contracts was comprised of the following, with amounts in thousands:

t

Unrealized
Loss
€196.9 million vs. $265.6 million for
settlement in September 2011 .................. L 5,053
€85.8 million vs. $117.9 million for
settlement in December 2011 .....occvveeeenee, 659
S 5712

5. PARTNERSHIP EQUITY

in connection with the formation of the Investment Partnership, the Associate Investor made a $10.0 million
cash contribution in respect of its general partner interest. To provide the Investment Partnership and its
subsidiaries with additional capital for making investments, KPE contributed $4.8 billion to the Investment
Partnership, which represented substantially all of the cash contributions that KPE received in connection with
its initial offering and related transactions. In exchange, KPE received 100% of the limited partner interests in
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the Investment Partnership. Distributable earnings (losses) are allocated in accordance with the limited
partnership agreement. During the partial year ended December 31, 2006, distributions of $38.9 million were
made to the limited and general partners.

6. DISTRIBUTIONS
Distributions in Respect of Class A; Opportunistic and Temporary Investments

The Associate Invesior determines, in its sole discretion, the amount and timing of distributions in respect of
Class A limited partner interests. When and as made, the distributions will be made in accordance with the
Class A partners’ percentage interests. The Associate Investor is entitled to an incentive distribution at the end
of each annual accounting period in an amount equal to 20% of the amount of the annual appreciation in the
net asset value of opportunistic and temporary investments made with Class A capital, as increased to reflect
withdrawals of capital for opportunistic and temporary investments and decreased to reflect capital contributions
for opportunistic and temporary investments, after any previously incurred unrecouped losses on opportunistic
and temporary investments have been recovered. During the one year pericd following the commencement of
the Investment Partnership’s operations, the appreciation in the value of temporary investments will be
disregarded for the purposes of calculating the Associate Investor's incentive distribution. Gains and losses
from investments that are not opportunistic or temporary will not be netied against gains and losses from
opportunistic and temporary investments when computing amounts that are payable in respect of the incentive
right. If the Investment Parnership does not distribute the entire incentive distribution after the end of the
applicable period, the undistributed amount will, for the purpose of calculating the Associate Investor's
percentage interest, be treated as being contributed by the Associate Investor to the partnership as a capital
contribution.

To the extent that the Investment Partnership acquires any interest in a private equity fund or other
investment fund sponsored by KKR or any of its affiliates at a price that is greater or less than the net asset
value of the fund that is allocable to such interest, the calculation of the incentive distribution to be paid to the
General Partner in respect of its Class A interest for the annual accounting period during which the disposition
of all remaining assets of such fund occurs will be adjusted as follows:

. For any interest acquired at a discount, a gain will be reflected equal to the difference, if positive, between
(x) the net asset value of the fund that is allocable to such interest at the date of acquisition or, if lower,
the value realized and distributed in respect of such interest from the disposition of all fund assets from
and after date of acquisition (in each case reduced by any capital contributed to the fund by the
Investment Partnership or its subsidiaries since the date of acquisition) and {y) the price at which such
interest was acquired.

. For any interest acquired at a premium, a loss will be reflected equal to the difference, if positive,
between {x) the price at which such interest was acquired and {y) net asset value of the fund that is
allocable to such interest at the date of acquisition or, if higher, the value realized and distributed in
respect of such interest from the disposition of all fund assets from and after date of acquisition (in each
case reduced by any capital contributed to the fund by the Investment Partnership since the date of
acquisition).

To the extent that the Investment Partnership disposes of any interest in a KKR fund at a price that is
greater or less than net asset value, a similar adjustment will be performed. For purposes of the above, the
Associate Investor may elect to deem the disposition of all remaining assets of a fund to have occurred by
valuing, for such purposes, all remaining fund assets at zero. For the partial year ended December 31, 20086,
no incentive distribution was paid with respect to Class A investments.

Distributions in Respect of Class B; Co-Investments in Portfolio Companies

The Associate Investor determines, in its sole discretion, the amount and timing of distributions in respect of
Class B limited partner interests. The Associate Investor is entitled to a carried interest on each co-investment
made wilh Class B capital. In particular, upon the realization of any such co-investment, the General Pariner
will receive 20% of the realized returns on such co-investment after the holder of Class B limited partner
interests has received its capital contributions in respect of such co-investment and the realized losses in
respect of other co-investments have been recovered. The Associate Investor may make distributions to itself in
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respect of its Class B carried interest without making corresponding distributions to the Class B limited partner.

Any amounts not distributed to the Class B limited partner will be held by the partnership for its respective

account. For the partial year ended December 31, 2006, no incentive distribution was paid with respect to Class

B investments. L

Distributions in Respect of Class C; Investments in KKR’s Private Equity Funds

The Asscciate Investor determines, in its sole discretion, the amount and timing of distributions in respect of
Class C limited partner interests. When and as made, the distributions will be made pro rata in accordance with
the Class C limited partners percentage interest. The Associate Investor is not entitled to a carried interest or <
incentive distribution right with respect to the Class C interest. However, the general partner of each KKR
private equity fund in which an investment is made is generally entitled to a carried interest. See Note 7,
“Relationship with KKR and Related Party Transactions - Carried Interests and Incentive Distributions.” For the
partial year ended December 31, 2006, no incentive distribution was paid with respect to Class C investments.

Distributions in Respect of Class D; Investments in KKR’s Investment Funds Cther than Private Equity
Funds ¢

The Associate Investor determines, in its sole discretion, the amount and timing of distributions in respect of
Class D limited partner interests. When and as made, the distributions will be made pro rata in accordance with
the Class D limited partner's percentage interest. The Associate Investor is not entitled to a carried interest or
an incentive distribution right with respect to the Class D interest; however, the fund manager is generally
entitled to a carried interest with respect to the investments made in KKR's non-private equity investment funds,
like SCF, in accordance with the terms of such funds. For the partial year ended December 31, 20086, incentive e
distributions of $1.0 million were incurred related to investments by SCF. See Note 7, “Relationship with KKR
and Related Party Transactions - Carried Interests and Incentive Distributions.”

7. RELATIONSHIP WITH KKR AND RELATED PARTY TRANSACTIONS

Subject to the supervision of the board of directors of the Managing Investor and the board of directors of
the Managing Partner, KKR assists the Investment Partnership and KPE in selecting, evaluating, structuring, [
performing due diligence, negotiating, executing, monitoring and exiting investments and managing the
uninvested cash of the Invesiment Partnership and also provides financial, legal, tax, accounting and other
administrative services. These investment activities are carried out by KKR’s investment professionals and
KKR'’s investment committee pursuant to the services agreement or under investment management
agreements between KKR and its private equity funds. As the service provider, KKR's involvement in the
investments of the Investment Partnership relate primarily to its private equity, opportunistic and temporary
investments. 4

Services Agreement and Management Fees

The Investment Partnership, the Associate Investor, the Managing Investor, KPE and the Managing Partner
have entered into a services agreement with KKR pursuant to which KKR has agreed to provide certain
investment, financial advisory, operational and other services to them. Under the services agreement, KKR is
responsible for the day-to-day operations of the service recipients and is subject at all times to the supervision ¢
of their respective governing bodies, including the board of directors of the Managing Investor and the board of
directors of the Managing Partner.

Under the services agreement, the Investment Partnership and the other service recipients have jointly and
severally agreed to pay KKR a management fee, quarierly in arrears, in an aggregate amount equal to one-
fourth of the sum of (i) KPE’s equity up to and including $3 billion multiplied by 1.25% plus (i) KPE's equity in
excess of $3 billion multiplied by 1%. For the purposes of the agreement, “equity” is defined as the sum of the 4
net proceeds in cash or otherwise from each issuance of KPE's limited partner interests, after deducting any
managers’ commissions, placement fees and olher expenses relating to the initial offering and related
transactions, plus KPE's cumulative distributable earnings at the end of such quarterly period (taking into
account actual distributions but without taking into account the management fee relating te such three-month
peried and any non-cash equity compensation expense incurred in current or prior periods), as reduced by any
amount that KPE paid for repurchases of KPE's limited partner interests.
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The foregoing calculation of “equity” will be adjusted to exciude (i) one-time events pursuant to changes in

U.S. GAAP as well as (ii} any non-cash items jointly agreed to by the Managing Partner (with the approval of a

o majority of its independent directors) and KKR. During the one year pericd following the closing of the initial
offering, for the purposes of the management fee calculation, equity will not include any portion of the proceeds
from the initial offering and related transaclions while such proceeds are invested in temporary invesiments or
any distributable earnings that are generated by such temporary investments. Generally, except during the one-
year period following the commencement of KPE's operations when the definition of equity will not take into
account temporary investments, equity for the purposes of the management fee will be approximately equal to
our net asset value.

The management fee payable under the services agreement will be reduced in current or future periods by
an amount equal to the sum of (i) any cash that the Investment Partnership and the other service recipients, as
limited partners of KKR's investment funds, pay to KKR or its affiliates during such period in respect of
management fees of such funds (or capital that the Investment Partnership contributes to KKR's investment
funds for such purposes), regardless of whether such management fees were received by KKR in the form of a
management fee or otherwise, (ii) management fees, if any, that the Investment Partnership may pay third

@ parties in the future in connection with investments and (i) subject to certain limitations, until such time as the
profits on investments that are subject to a carried interest or incentive distribution right equal the managers’
commissions, placement fees and other expenses relating to KPE's initial offering and related transactions,
distributions that are made to KKR's affiliates pursuant to their carried interests in investments in KKR's
investment funds. To the extent that the amount of management fee reductions in respect of a particular
quarterly period exceed the amount of the fee that would otherwise be payable, KKR will be required to credit
the difference against any future management fees that may become payable under the services agreement.

@ Under no circumstances, however, will credited amounts be reimbursed by KKR or reduce the management fee
payable in respect of any quarterly period below zero.

During the partial year ended December 31, 2006, management fees were as follows, with amounts in

thousands:
From April 18, 2006
® {Date of Formation) to
December 31, 2006
Management fees expensed...... $ 9,874
Management fees paid.............. 4,068
o During the partial year ended December 31, 2006, management fees were reduced by $0.4 million

attributable to distributions made to affiliates of KKR pursuant to their carried interests and incentive distribution
rights, subject to certain limitations, in investments in KKR's investment funds. See “Carried Interests and
Incentive Distributions™ below.

The services agreement contains certain provisions requiring the Investment Partnership and the other
service recipients to indemnify KKR and its affiliates with respect to all losses or damages arising from acts not
® constituting bad faith, willful misconduct, or gross negligence. The Managing Investor has evaluated the impact
of these guarantees on the consoelidated financial statements and determined that they are immatenal.

Carried Interests and Incentive Distributions

Except as described below, each investment that is made by the Investment Partnership is subject to either
® one carried interest or one incentive distribution right, which generally entitles an affiliate of KKR to receive a
portion of the profits generated by the investment. In particular:

. The Associate Investor is entitled to a carried interest on each co-investment made with each Class B
capital and annual incentive distribution with respect to the appreciation of the net asset value of
opportunistic and temperary investments with Class A capital as described above in Note 6,
“Distributions.”
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. The general partners of KKR's private equity funds in which an investment is made is generally entitied to
a carried interest that will allocate to it 20% of the net realized retums generated by the fund after capital
contributions have been retumed to limited partners and realized losses have been recovered. The
realized gains and losses of portfolio invesiments are not netted across funds and each carried interest 4
applies only 1o the results of an individual fund. Gains and losses from non-fund investments similarly are
not netted when computing distributicns that are payable to the applicable general partner in respect of
fund carried interests. :

. The fund manager of a KKR investment fund that is not a private equity fund in which an investment is
made is generally entitled to an incentive distribution specific to that particular investment fund. The amount
and calcutation of the incentive distribution may vary from fund to fund. For the partial year ended e
December 31, 2008, incentive fees incurred by SCF were $1.0 million.

Until such time as the profits on the Investment Partnership’s consolidated investments that are subjectto a
carried interest or incentive distribution right equal the managers’ commissions, placement fees and other
expenses incurred in connection with KPE’s initial offering and related fransactions, the Associate Investor will
forego its incentive amounts related to the opportunistic and temporary investments and its carried interest
related to the co-investments, As of December 31, 2006, managers’ commissions, placement fees and other ¢
expenses incurred in connection with the initial offering and related transactions exceeded the amount of
carried interest and incentive distribution rights payable on profits of the Investment Partnership's consolidated
investments subject to certain limitations, as follows, with amounts in thousands:

Offering COSIS....oeoviiiirirecenneie e s $ 283,640
Versus creditable amounts ............oooveceieiiiniiriinieans 398,11 e
ReMAINAET ..c.vciivvice e res e vrrerressass e e e $ 244 449

In addition, until such time, subject to certain limitations, KKR will reduce the management fee payable
under the services agreement based on, among other things, the amount of carried interest distributions made
to the general pariners of its investment funds in respect of the Investment Partnership’s investments. See
“Services Agreement and Management Fees” above. Incentive fees of $1.0 million accrued by SCF did not @
reduce the management fees recorded by the Investment Partnership for the partial year ended December 31,
20086, as determined by the Managing Partner to be in the best interests of KPE's unitholders based on legal
and tax advice received from advisors.

License Agreement

The Investment Partnership, the Associate Investor, the Managing Investor, KPE and the Managing Partner, g
as licensees, entered into a license agreement with KKR pursuant to which KKR granted each party a non-
exclusive, royalty-free license 1o use the name “KKR.” Under this agreement, each licensee has the right to
use the "KKR" name. Other than with respect to this limited license, none of the licensees has a legal right to
the “KKR" name.

Purchase of Limited Partner Interest in KKR European Fund Il from Affiliate

in May 2006, KKR PEI SICAR, S.4 r.l., a wholly-owned subsidiary of the Investment Partnership, acquired a
limited partner interest in KKR European Fund I, Limited Partnership from an affiliate of KKR for $20.4 million,
representing $19.2 million in capital contributions that the affiliate had made to the fund in connection with the
fund's existing portfolio company investments plus the affiliate’s carrying cost in the limited partner interest.

Subscription for Membership Interests for Co-Investment in Capmark Financial Group Inc. from Affiliate

In May and June 2006, the Investment Partnership subscribed for membership interests in an affiliate of
KKR for $137.3 million, representing a co-investment of $135.0 million plus the affiliate’s carrying costs in the
co-investment. Such funds were used to acquire a stake in the holding company through which certain KKR
private equity funds and other investors hold their investment in Capmark Financial Group Inc.
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8. COMMITMENTS

® The capital commitments in limited partner interests in funds were as follows at December 31, 2008, with
amounts in thousands:
Capital Remaining Amount of
. Commitment Commitment to Fund
KKR 2006 Fund L.P. ..o $ 1,975,000 $ 1,835,405
KKR Strategic Capital Institutional
® Fund, LEd. oo 175,000 116,667
KKR Millennium Fund L.P. ........ccceeeee 160,000 3,086
KKR European Fund Il, Limited
Partnership ........cccevevvicncciieeeneees 100,000 45,662
$ 2,410,000 $ 2,000,820

Whether these commitments will be consummated depends on the satisfaction or waiver of a number of
& conditions, some or alt of which may not be in the control of the Investment Partnership, KPE or KKR. No
assurances can be made as to whether or when these commitments will be consummated.
9.  FINANCIAL BIGHLIGHTS

Financial highlights for the Investment Partnership for the partial year ended December 31, 2006 were as

follows:
o
Interests
Class A Class B Class C Class D Total
Total return (annualized) .............. 6.3% 0.9% 37.6% 41.5% 8.0%
Ratios to average net assets:
® Total expenses (annualized) ...... 0.4 0.0 0.0 1.8 04
Net investment income (loss)
(annualized) ... 4.9 0.0 0.2 (0.8) 4.2
The total return and ratios were calculated based on the weighted average net assets and have been
presented on an annualized basis.
®

Since total purchases of investments and proceeds from sales of investments were less than KPE's offering
proceeds, the turnover ratio was zero for the partial year ended December 31, 2006.

~

10. CONTINGENCIES

As with any partnership, the Investment Partnership may become subject to claims and litigation arising in
o ihe ordinary course of business. The Managing Investor does not believe that thera are any pending or
threatened legal proceedings that would have a material adverse effect on the consclidated financial position,
operating resulis or cash flows of the investment Partnership.
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11. QUARTERLY OPERATING RESULTS (UNAUDITED}

A summary of consolidated quarterly operating results for the Investment Partnership for the partial year
ended December 31, 2006 was a follows, with amounts in thousands, except per unit and percentage amounts. L
The quarter ended June 30, 2006 includes operating results from April 18, 2006 (date of formation) to June 30,
2006. The quarters ended September 30, 2006 and December 31, 2006 each included three months. ‘

For the Quarter Ended

From April 18,
2006 (date of e
formation) to September 30, December 31,
June 30, 2006 2006 2006
Net investment income ......ovcvvcececeiicecevccienne, $ 34,731 % 52,900 % 43,026
Net gain (loss) on investments and foreign
currency transactions ..........cccooeeiiiiceeieeees (3,295) 47,749 73,665
Net increase in net assets resulting from ¢
OPErations ... ..ccceviieercn e 31,436 100,649 116,691
Net assets at the end of the period .................... 4 868,004 4,968,653 5,046,399
Total retum (@nnualized).......ccovvieviirrrieniniinnns 4.6% 82% 9.3%

12. SUBSEQUENT EVENTS

Subsequent to December 31, 2006 and through March 23, 2007, the Investmeni Partnership made
additional investments, which totaled $1,225.2 million consisting of the following:

« In January 2007, the Investment Partnership invested in Sun Microsystems, Inc. through
$700.0 million of senior convertible notes. The investment was in the form of $350.0
million of convertible senior notes due in 2012 (the “2012 notes”) and $350.0 million of @
convertible senior notes due in 2014 (the 2014 notes™), with $350.0 million of financing
provided to the Investment Partnership by a major financial institution. The 2012 notes
and 2014 notes will pay interest semi-annually at a rate of 0.625% and 0.750% per
annum, respectively. The 2012 notes and 2014 notes will be convertible, at the holder's
option during specified periods, at a conversion price of $7.21 per share. Upon
conversion, Sun Microsystems, Inc. will deliver cash up to the principal amount and, at its
option, cash or stock equal to the remaining conversion value; e

*  In February 2007, the Investment Partnership made a $235.2 million co-investment in
PagesJaunes Groupe S.A., the leading publisher of printed and online directories in France. At
December 31, 2006, the Investment Partnership also held a $17.9 million limited partner interest
equal to its pro rata share of KKR's private equity funds’ aggregate investment;

s In February 2007, the Investment Partnership made a $198.9 million co-investment in
ProSiebenSat.! Media AG, Germany's largest television broadcasting group and $21.4 million @
limited partner interest equal to s pro rata share of KKR's private equity funds’ aggregate
investment in such company;

+  An additional investment of $58.3 million in SCF was funded on January 2, 2007;

+  Net capital distributions of $9.1 million related to limited pariner interests in KKR’s private equity

funds; and
@
e  Opportunistic investments of $370.5 million of net purchases of publicly traded securities, net of
$226.7 million of financing.
¢
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As of March 23, 2007, the Investment Partnership was committed to another $2.8 billion of investments, as

follows:
* s  Co-investments totaling $750.0 million, as well as related capital contributions of approximately
$475.0 million, to certain KKR private equity funds, with respect to the following companies:
- TXU Corp., a Dallas-based energy company;
- Dollar General Corp., a Fortune 500 ® discount retailer:
9 - Biomet, Inc., a designer and manufacturer of musculoskeletal medical products; and
- Laureate Education, Inc., a leading intemational provider of higher education.
+  Capital commitments of $1.4 billion related to limited partner interests in KKR's investment
funds, after taking into account the $1.2 billion of pending transactions described above.
L
®
@
L J
o
o
L)
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KKR PEI INVESTMENTS, L.P. AND SUBSIDIARIES

SUPPLEMENTAL COMBINING STATEMENT OF ASSETS AND LIABILITIES ¢
AS OF DECEMBER 31, 2006
{Amounts in thousands)

Interests

Combined ¢
Class A Class B Class C Class D Total

ASSETS:
Investments, at fair value:
Opportunistic investments—Class A
{costof $154.474) . 3 158,462 § — 3 -3 $ 158,462
Co-investments in portfolio companies of
private equity funds—Class B

(COSt Of $950,145) evvmcveeoceeeeeemeeeee et — 958,065 — - 958,065 -
Private equity funds—Class C
(cost of $630,508).........ccvisniiimniininnnnnn —_— —_— 701,818 _ 701,818

Non-private equity funds - Investments
by KKR Strategic Capital Institutional

Fund, Ltd.—Class D (cost of $77,472)....... -_— — — 83,466 83,466
158,452 958,065 701,818 83,466 1,901,811 p
Cash and cash equivalents............cccecmeceneenne 2,139,621 — _ —_ 2,139,621
Time deposit 1,000,000 —_ — _ 1,000,000
Other assets 36,002 —_ —— —_ 36,002
Total 8SSetS........ccoeerieirrsnrsrrrennerrnraserranes 3,334,085 958,065 701,818 83,466 5,077,434
LIABILITIES:
ACCTUEd NADIIIES .....voxveveeereerererresss e senenseeos 1,503 — - - 1,503 ¢
Due to affiliates ... e s 4,596 —_ _— 1,126 5,722
Unrealized Yoss on foreign currency
eXChange CONrActS.......cvvvvvsrveeenieniiiseeiienns _ 5712 -_— —_— 5,712
Other Habilities...........cocciiiiiiiinnn e ienees — —_ — 18,098 18,098
Total liabilities......ococvvirciinimnnereresreraes 6,099 5712 —_ 19,224 31,035
NET ASSETS cooiviiviiiitrrrrrenrernnerassssse s snsssannnsn $ 3,327,086 $ 952,353 $ 701,818 $ 64,242 $ 5,046,399 ‘
NET ASSETS CONSIST OF:
Partners’ capital contributions..........ceeercrenenens $ 3,199,228 $ 950,145 § 628,861 $ 58,334 % 4,836,568
Distributable eamings ... cveeevecrrererrcsresiieesssinns 128,758 2,208 72,957 5,908 208,831
$ 3,327,986 § 952353 $ 701,818 $ 64,242 $ 5,045,399
L
L
1
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KKR PEI INVESTMENTS, L.P. AND SUBSIDIARIES

SUPPLEMENTAL COMBINING STATEMENT OF OPERATIONS
FOR THE PERIOD FROM APRIL 18, 2006 (DATE OF FORMATION)
TO DECEMBER 31, 2006
(Amounts in thousands)

Interests
Combined
Class A Class B Class C Class D Total
INVESTMENT INCOME:
INterest INCOME ..ot e $ 141,566 § — 3 215 1589 % 143,370
Dividend income, net of withholding taxes _
L T — — 146 — 146
Taotal investment income.........cooivienes 141,566 — 361 1,689 143,516
EXPENSES:
Management FE8S ......ccvvicvrernereesscereren e e 9,639 —_ — 235 9,874
Incentive fees ..o —_ _— — 1,044 1,044
General and administrative expenses 1,545 —_ —_ 396 1,941
Total eXpenses......oouneere 11.184 —_ — 1,675 12,859
NET INVESTMENT INCOME {LOSS).......cccenniinnns 130,382 —_ 361 (86) 130,657
REALIZED AND UNREALIZED GAIN FROM
INVESTMENTS AND FOREIGN
CURRENCY: .
Net realized gain...... et reetaereretinae e aessbeneeaten 33,333 — 1,286 —_ 34,619
Net change in unrealized appreciation .......... 3,988 2,208 71,310 5,894 83,500
Net gain on invesiments and foreign
- currency transactions........cvvvverrvnriens 37,321 2,208 72,596 5,908 118,119
NET INCREASE IN NET ASSETS RESULTING
FROM OPERATIONS........ooireereceerreae e b 167,703 $ 2,208 § 72,957 5908 $ 248,776
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KKR PE! INVESTMENTS, L.P. AND SUBSIDIARIES

SUPPLEMENTAL COMBINING STATEMENT OF CHANGES IN NET ASSETS
FOR THE PERIOD FROM APRIL 18, 2006 {DATE OF FORMATION)
TO DECEMBER 31, 2006
(Amounts in thousands}

Interests
Class A Class B Class C Class D Combined Total
INCREASE IN NET ASSETS
RESULTING FROM OPERATIONS: .
Net investment income (lo5s)......cccvrvaveeres $ 130,382 § — $ 361 $ (86) § 130,657
Net realized gain from investments
and foreign currency transactions......... 33,333 - 1,286 — 34,619
Net change in unrealized
appreciation on investments and
foreign currency transactions................ 3.988 2,208 71,310 5,994 83,500
Net increase in net assets
resulting from operations........c...ceeeees 167,703 2,208 72,957 5,908 248776
Partners' capital contributions .................. 3,199,228 950,145 628,861 58,334 4,836,568
Fair value of distributions...........ccceevvivmenees {38,945} —_ — —_ {38,945)
INCREASE IN NET ASSETS......ccronrinveennes 3,327,986 952,353 701,818 64,242 5,046,399
NET ASSETS—Beginning of period ........... —_ — — — —
NET ASSETS—End of period........ccccvevnen. § 3,327,986 % 952,353 3 701,818 3 64,242 $ 5,046,399
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KKR PEI INVESTMENTS, L.P. AND SUBSIDIARIES

SUPPLEMENTAL COMBINING STATEMENT OF CASH FLOWS
FOR THE PERIOD FROM APRIL 18, 2006 (DATE OF FORMATION)
TO DECEMBER 31, 2006
(Amounts in thousands)

Interests
Combined
Class A Class B Class C Class D Total
CASH FLOWS FROM OPERATING
ACTIVITIES:
Net increase in net assets resulting from
OPETAlIONS ..cevvreere e rer e e e sissanbinaans $ 167,703 2208 % 72,957 5908 § 248,776
Adjustments to reconcile net increase in net
assets resulting from operations to cash
and cash equivalents used in cperating
aclivities:
Net realized gain..........ciininn e (31,4085) —_ (1.286) —_ (32,691}
Net change in unrealized appreciation ........c......... (3,988) (7,920) (71,310) (5,994 ) (89,212)
Changes in operating assets and liabilities:
Purchase of opportunistic investments............... (351,911} —_ —_ —_ (351.911)
Purchase of co-investments in portfelio
companies of private equity funds................... — (950,145} — —_ (950,145)
Purchase of investments in private equity
17T 3OS — — (637,981) — (637,981)
Purchase of investments by KKR Strategic
Capital Institutional Fund, Ltd. .......ccoooeniinn — —_ — (77,472) (77.472)
Proceeds from sale of opportunistic
INvestments ... e 228,842 —_ _ —_ 228,842
Proceeds from sale of investments by
private equity funds ... —_ —_ 8,759 — 8,759
Increase in ime deposit........cocicinininnens {1,000,000) _ —_ —_ (1,000,000)
Increase in other assetS ... iiinecin e {36,002) —_ - —_ {36,002)
Increase in accrued liabilities . 1,503 —_ — —_ 1,503
Increase in due to affiliates ............cccciiiinns 4,596 — —_ 1.126 5,722
Increase in unrealized loss on foreign
currency exchange contracts —_ 5712 — — 5,712
Increase in other liabilities........cccvceiiiiieenns —_ —_ — 18,098 18,098
Net cash flows used in operating
ACHVITIES Lvuviiirerivner e cn et e {1.020,662) (950,145} (628,861) {58,334 (2,658,002)
CASH FLOWS FROM FINANCING
ACTIVITIES:
Partners’ capital contributions.........cc.cvinins 3,199,228 950,145 628,861 58,334 4,836,568
Distributions to partners.........ccoevevevcrvcnieninenss {38,945) — — — {38,945)
Net cash flows provided by financing
ACHVILIES .o 3,160,283 950,145 628,861 58,334 4,797,623
NET INCREASE IN CASH AND CASH
EQUIVALENTS....co i sits s 2,139,621 - _— _ 2,139,621
CASH AND CASH EQUIVALENTS—
Beginning of period ..., — — - — —
CASH AND CASH EQUIVALENTS—
End of period......cccinaes $ 2,139,621 — 3 o - % 2,139,621
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