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Investment Thesis
Oaktree Capital Group was started by Howard Marks, who is widely considered a founder
of modern high-yield investing. For a number of years, Oaktree’s shares traded in the
144A stock market before it came public in April of this year. The trading price went to an
immediate 20% discount to its offering price. While, presumably, a valuation for the
company had been established in the 144A market, the public market participants seemed
to ignore that.
Oaktree trades at approximately 7x next year’s consensus ANI (adjusted net income) or
approximately 4x if its investments and unearned incentive fee (off balance sheet item) are
backed out. In addition, it pays a respectable dividend of approximately 6%. This valuation
appears particularly attractive given Oaktree’s long history of strong profitability. Its ANI
has been positive since inception and there has only been one recorded quarter in which
Oaktree’s net income was negative (the fourth quarter of 2008). In addition, the company
has recorded 14 consecutive years of incentive fee income, including 37 of the past 38
quarters. Therefore, while incentive fees are volatile by nature on a year-over-year basis,
they must be included in any valuation discussion.
Oaktree’s flagship distressed products have generated gross IRRs of approximately 23%
while, across all closed-end products, the company has attained average IRRs of 19%,
which makes the company a leader in the sectors in which it chooses to invest. For
example, Oaktree was able to invest substantial amounts during the 2008-2009 recession at
deflated prices and, given the ensuing economic recovery, significant performance fees
have been generated. The company’s unique fundraising approach allowed it to call on
substantial sums of capital from its limited partners in 2008 which, in hindsight, was an
excellent time to deploy capital. Partly because of that, Oaktree has accumulated $1.9
billion of accrued performance fees (gross), which it will realize over time as it exits these
positions.
Currently, approximately $37 billion of Oaktree’s $78 billion in assets under management
(AUM) is subject to performance fees. Thus, assuming that Oaktree can continue to
generate annualized returns of around 19%, substantial amounts of performance fees will
be generated. On a normalized basis, over the next few years, it would perhaps not be
aggressive to expect Oaktree to generate approximately $300-$400 million in annual (net)
incentive fees, given its current level of incentive-fee generating AUM. Of course, the
company earns management fees as well and based on those earnings alone, which tend to
be considerably more stable than performance fees, Oaktree trades at 17x the $315 million
that it generated in 2011. Also, if Oaktree is able to grow its clients’ funds by 15% per
year on average, that would add almost $12 billion annually to its AUM, given its $78
billion in current AUM, in addition to generating investment income from its own fund
investments of around $150 million per year. Therefore, even if Oaktree’s fund raising
efforts are completely offset by its redemptions and distributions, AUM would still expand
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at a more than respectable rate in the years to come, which would provide the opportunity
for double digit earnings growth rates.
Because Oaktree’s portfolios are considerably more liquid compared to more traditional
private equity firms, in that it holds publicly traded debt instruments, for instance, as
compared to shares in private companies, this allows for increased flexibility in timing of
realizations for Oaktree. Also, since its portfolios contain mostly various fixed income
securities, it generates significant recurring interest income, which is distributed to
shareholders as well. Therefore, given the large gains in some of its more recent funds,
which have entered their harvesting periods, the company appears to be well positioned for
near-term cash distributions, which would also result in the realization of its carried
performance fees.
Given Oaktree’s strong investment results over the past 17 years, coupled with its proven
ability to raise assets, particularly at opportune times such as the 2008-2009 crisis, it
appears to be well positioned to grow its earnings over the long term. At an enterprise
value of just $3.2 billion and potential normalized earnings of approximately $800 million,
the valuation appears to be attractive. Therefore, shares of Oaktree Capital Group are
recommended for purchase.

Company Overview
Founded in 1995 by Trust Company of the West (TCW) alumni Howard Marks and some
of his key colleagues, Oaktree has become one of the most successful credit-oriented
alternative investment managers in the world. The company has a 17-year track record
with outstanding returns and AUM growth. Oaktree’s founders are very well regarded,
with Howard Marks being widely credited as a founder of modern high yield investing
ever since he started Citi’s high-yield efforts in 1978. As a result, Oaktree is typically
comfortable with investing across the capital structure, particularly in distressed situations
whereas other investment firms may be reticent to act early. This allows for significant
flexibility in how a deal can be structured.
Proceeds from its recent IPO were used to buy back so-called OCGH units, which
represent economic interests in the Oaktree Operating Group, which is a group of limited
partnerships through which the company owns and controls the general partner and
investment adviser of each of its historical and active funds. Founders Howard Marks, 66
years old, and Bruce Karsh, 57, each owned 15.6 percent of the total OCGH units prior to
the IPO. It is noteworthy that Oaktree sold 16 percent of itself for net proceeds of $944
million to outside institutional investors in 2007 in a private placement, thereby valuing
itself at $6.2 billion at the time. The following organizational chart appeared in Oaktree’s
S-1 filing:
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The focus of Oaktree’s business is on so-called alternative investments, which
encompasses private equity, high-yield and distressed securities. In principle, those areas
are uncorrelated with traditional public equities and bonds. Oaktree’s shares were recently
listed on the NYSE after an IPO that priced at $43 per share on April 11, 2012. Since then,
the shares have declined by approximately 20%. It is noteworthy that Howard Marks
owned the equivalent of 23.5 million shares pre-offering, and he sold approximately 2.7
million shares in the offering. After taxes and underwriting fees, the proceeds of that sale
appear to have been sufficient to fund his recent $52 million purchase of a duplex
apartment at 740 Park Avenue. Nevertheless, he still retains a net worth of more than $1.0
billion, most of which is in Oaktree shares.
Because of its focus on credit, Oaktree can be more active in periods of economic
downturn, giving it first mover advantage in distressed situations, while the competition
generally waits for initial signs of economic improvement. An example of this is the
approximately $10 billion Oaktree invested in distressed situations in the most recent
downturn of 2008-2009. To put this into perspective, that amount was twice the amount
the rest of the private equity industry invested during the time frame. Therefore, the
company’s investment cycle is generally asynchronous with those of other major private
equity firms. Oaktree manages six asset classes: distressed debt, corporate debt, control
investing, convertible securities, real estate and listed equities.
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In bear markets when default rates are high and valuations are inexpensive, Oaktree has
historically outperformed equity-focused private equity funds by a wide margin. In bull
markets, on the other hand, when default rates are low, Oaktree has managed to generate
respectable returns, although more in line with those of traditional credit managers, in the
10-15% range. For example, based on the cumulative gross returns in the four most recent
downturns in the credit market (2008, 1998-2002, 1994 and 1989-1990) the Lipper High
Yield MF has declined approximately 42% in aggregate, whereas the Oaktree US High
Yield Bonds has a cumulative positive return of 1.7% over those periods. However, it is
noteworthy that Oaktree is managing many products that generate somewhat lower returns
than typically associated with private equity and corporate buyout. Therefore, while the
company’s returns relative to its direct peers in comparable products are excellent on an
absolute basis, returns in certain segments such as convertibles and high-yield have
historically been lower than returns for traditional corporate private equity.
In addition, Oaktree’s returns have historically been generated with lower risk compared to
more traditional private equity strategies, most likely because of the company’s expertise
in credit research. For example, the annual default rate in Oaktree’s funds since 1986 has
been 1.5%, as compared to 4.3% for the high yield market in general, while its annual
credit losses have been 0.7% compared to 2.9% for the overall high yield market.
Oaktree has generated the following Adjusted Net Income (ANI) for the past three years:
•
•
•
•

2009 - $675.6 million, $3.88 per Class A share
2010 - $763.9 million, $4.23 per Class A share
2011 - $428.4 million, $2.15 per Class A share
Q1-2012 - $173.6 million, $0.90 per Class A share
One problem one encounters while trying to analyze a company such as Oaktree is that its
business can only be understood in net economic terms, not necessarily in GAAP terms,
and that is because in many instances, on a private equity basis, the company takes such
large positions in certain entities that it is required under GAAP to consolidate them (so
that the investees’ revenues and expenses are reflected directly in the Oaktree financials).
Therefore, the GAAP income statements do not always represent the true economics of the
underlying business. To that end, Oaktree reports adjusted net income (ANI), which is a
more relevant measure of its earnings.
The components of revenues and expenses used in the determination of ANI do not give
effect to the consolidation of the funds that the company manages, unlike GAAP
accounting and, therefore, it appears to be a more relevant measure. The year-over-year
decrease in 2011 was the result of lower management fees ($60 million), lower incentive
fees ($74 million) as well as a $126 million decline in investment income compared to the
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previous year, all issues that appear to have been temporary. Still, this indicates the
volatility of earnings that can expected. That being said, Oaktree has been consistently
profitable on an ANI basis for the last sixteen years. There has only been one recorded
quarter when Oaktree’s net income was negative (the fourth quarter of 2008). Furthermore,
the company has recorded 14 consecutive years of incentive fees, including 37 of the past
38 quarters.
Unlike its peers, Oaktree reports ANI instead of economic net income (ENI). The
difference is that ANI does not capture unrealized performance fees whereas ENI includes
both realized and unrealized income streams. Consequently, there is minimal risk of clawback on its incentive fees, adding further stability to revenues and conservatism to
forecasts. Oaktree reports approximately $1.9 billion in accrued incentive fees, as of March
31 ($1.1 billion net of incentive fee compensation for certain employees). One
consequence of this incentives accounting method is that accrued incentives are an offbalance sheet item, rather than being an on-balance sheet receivable that could require
reduction if fund performance suffers. Since many of its funds are now entering a period of
harvesting, it is likely that a significant portion of these accrued incentive fees will soon be
realized as positions are closed.
Oaktree pays quarterly dividends and returns the majority of the revenue earned to
shareholders. The dividends will constantly vary depending on the amount of management
fees and income earned during each three month period.
Oaktree has paid the following distributions to Class A shareholders:
•
•
•
•
•

2008 - $0.79
2009 - $1.37
2010 - $2.32
2011 - $1.86
Q1-2012 - $0.55

Fund Raising Strategy
Historically, Oaktree has tended to raise capital for its funds prior to downturns, in order to
take advantage of the market opportunities created by such downturns. Contradistinctively,
when opportunities are scarce, the company raises only smaller funds or even turns capital
away in order to focus on the performance aspect rather than the asset gathering aspect of
being an asset manager. Therefore, Oaktree tends to raise the largest biggest funds when
opportunities are plentiful, and smaller (or no funds at all) when opportunities are scarce.
In that sense, Oaktree can be considered a counter-cyclical fund raiser, acting in the best
interest of its customers. As a result of this strategy, during down markets, such as the
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2008-2009 period, Oaktree’s US high yield bond composite outperformed every
comparable benchmark.
In fact, in 2007, Oaktree anticipated the oncoming financial distress, ramping up fund
raising from approximately $6 billion in 2006 to $19 billion in 2007. For example, in 2007
and 2008, the company raised $3.6 billion for its Opportunities Fund VII and $10.9 billion
in a standby fund known as Opportunities Fund VIIb. In aggregate, this was almost twice
the amount that the entire private equity industry deployed in that period, at prices that
were very compelling given the ensuing recovery. Traditional private equity fund raising
tend to be correlated to equity market conditions, whereas Oaktree’s fund raising is more
correlated to non-investment grade defaults. In addition, the company neither deployed nor
charged investors on the standby fund but, rather, waited for the opportunity for the market
to correct, to invest following the credit crisis. The smaller Opportunities Fund VII was
invested following the collapse of Bear Stearns and has generated a net IRR or
approximately 8% since that time, which is respectable, although somewhat disappointing.
The larger Opportunities Fund VIIb, on the other hand, has produced an 18% net IRR,
mostly because of its more opportune timing.
Finally, given Oaktree’s strong record of raising and deploying investor capital when
market conditions become challenging, it is possible that it may soon get a chance to
execute that strategy in Europe. European loan defaults have been on the rise since midlast year and are now over 5%, as indicated by the S&P European Load Index.
Products
Oaktree manages a diverse mix of credit products through its closed-end, open-end and
Evergreen funds. What differentiates Oaktree from its listed peers is that it is primarily an
alternative credit manager, as opposed to being a corporate buyout firm such as Apollo
Investment Corp. and The Blackstone Group. While peers have built robust platforms in
order to provide diversity and stability to their revenue streams, Oaktree has opted to
remain true to its area of expertise, which is credit. That being said, while there is a
concentration with respect to asset class exposure, Oaktree has built a fairly diversified mix
within their credit portfolio. The company’s funds are used by corporate and government
pension funds, individual investors, and university endowments. Oaktree manages assets
for 73 of the largest 100 American pension plans. Thirty-nine states have Oaktree
investments as part of pension plans and a total of over 350 companies and 300 universities
and charities have invested with the company.
Oaktree’s closed-end funds charge management fees of approximately 1.5% per year,
whereas its open-end fund charges around 0.5% per year. The Evergreen segment charges
an approximately 1.8% management fee, in addition to performance fees. Incentive fee (or
performance fee) creating AUM represents the AUM that may eventually produce
incentive income. It equals the NAV of Oaktree’s closed-end and Evergreen funds,
excluding investments made by the company and employees (which are not subject to an
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incentive allocation). All funds for which Oaktree is entitled to receive an incentive
allocation are included in incentive-creating AUM, regardless of whether they are currently
generating incentives. On its closed-end funds, it typically earns 20% of LP profits, subject
to a high-water mark, and $34.5 billion of assets in the closed-end funds are incentivecreating, versus $2.1 billion in the Evergreen Funds, as of March 31, 2012.
Oaktree derives approximately 79% of its management fees from its closed-end funds,
which with 10- to 11-year terms provide a stable and reliable source of long-term fee
revenue. Oaktree’s open-end funds represent around 16% of management fees and its
Evergreen funds 5%. Unlike some of its peers, Oaktree does not charge ancillary fees such
as transaction and advisory fees. Instead, its revenue base is solely comprised of
management, investment and incentive income.
Furthermore, Oaktree does not charge management fees in its closed-end funds until the
investment period commences. This is a conservative way of charging fees and aligns
client and corporate interests, and could make Oaktree less susceptible to management fee
pressure over time. It is primarily for this reason that only $68 billion out of the total $78
billion in AUM was generating management fees, as of March 31, 2012.
Since 2007, incentive income has declined slightly in relation to management fees, which
have grown at a 24% CAGR since 2006. That outsized growth in management fees also
indicates that the company’s future earnings will likely be smoother and that it also has
opportunities to collect significantly higher performance fees, given the increase in AUM.
The following chart illustrates the breakdown of revenues since 2000:

Oaktree is focused on managing downside risk. As of the end of 2011, 60% of Oaktree’s
invested capital was held in the capital structure of companies deemed to be more secure
than equity, such as secured or senior debt. In certain cases when the issuer restructures,
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Oaktree’s investment may provide the opportunity for conversion to equity in a company
with a deleveraged balance sheet.
AUM
Since 2000, Oaktree has grown AUM at an annual rate of 14% and now has $77.9. million
in AUM (as of 3/31/12), putting it among the very largest private equity fund companies in
the world, particularly among credit oriented managers:

However, only $68.0 billion in AUM was generating management fees, as of March 31,
2012. Also as of that date, the company had $36.6 billion in AUM that were subject to
incentive fees (and $23.9 billion of AUM was actually generating incentive fees).
The company raises funds through its internal sales force, which is organized regionally
and comprised of 70 people, 40 of whom are focused on marketing and client relations,
with another 30 residing in marketing support and what is known as PAR, or Portfolio
Analytics and Reporting. Notably different from other firms is how Oaktree compensates
its sales staff. Salespeople are compensated on a base and bonus structure, as opposed to a
commission based structure. The firm feels that this avoids a negative competitive
environment. This also prevents a climate of growth at all cost, which seems to be a
strategy well aligned with Oaktree’s preference of investing primarily when it sees
significant opportunities.
Closed-End Funds
Oaktree had AUM of $48.6 billion in closed-end funds at the end of the first quarter. Its
distressed debt funds have generally performed very well, as the chart below indicates:
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Based on its various strategies, its returns have been as follows:
Strategy
Years
Gross IRR, or Annualized Rate of Return (1)
Closed‐End Funds
Distressed Debt
23
23.0%
Control Investing (2)
Global Principal
18
13.1%
European
6
12.3%
Principal
Power Opportunities
12
35.2%
Real Estate
17
15.3%
Mezzanine Finance
10
11.2%
Source: Company data. (1) Closed-end fund returns are IRR since inception through March 31, 2012. (2) Excluded from this strategy is Asia Opportunities
Fund, because Asia Principal Investments is no longer considered a separate core strategy and the company has no current plans to raise a successor fund.

Open-End Funds
As of March 31, 2012, Oaktree’s open-end funds had AUM of $26.8 billion. Since
inception, net fund performance has beat respective benchmarks, with the exception of
European Senior Loans, as the table below outlines:
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US High Yield Bonds
European High Yield Bonds
US Convertibles
Non‐US Convertibles
High Income Convertibles
US Senior Loans (2)
European Senior Loans

Inception
Jan‐86
May‐99
Apr‐87
Oct‐94
Aug‐89
Sep‐08
May‐09

AUM
$15.2B
$1.8B
$4.6B
$2.3B
$1.1B
$1.0B
$0.9B
$26.8B

Annualized Returns (1)
Gross
Net
Benchmark
10.0%
9.5%
8.8%
7.9%
7.3%
5.6%
9.8%
9.3%
7.9%
9.0%
8.2%
5.7%
12.2% 11.5%
8.6%
8.8%
8.3%
5.9%
13.8% 13.1%
15.5%

Sharp Ratio
Oaktree Benchmark
0.77
0.51
0.53
0.27
0.45
0.27
0.72
0.30
1.01
0.54
1.12
0.48
1.85
1.94

Source: Company filings. (1) Represents Oaktree’s annualized time-weighted rates of return, including reinvestment of income, net of
commissions and transaction costs. Returns for relevant benchmarks are presented on a gross basis. (2) Excludes two closed-end funds –
Oaktree Loan Fund, LP and Oaktree Loan Fund, 2x, LP. As of March 31, 2012 these funds had AUM of $25 million and $512 million,
respectively, gross IRRs of 2.6% and 2.3%, respectively, and net IRRs of 1.9% and 1.5%, respectively.

Oaktree should be able to continue to expand its open-end AUM, given that its track record
in these funds is outstanding. Also, it is possible that the $1.8 billion in European High
Yield represents a growth opportunity as it has a very respectable long-term record. With
European turmoil persisting, opportunities may be created shortly for Oaktree to deploy
more capital in this area, particularly with the likelihood of bigger asset dispositions in the
future as new rules, regulations and capital requirements go into effect.
Evergreen Funds Asset and Performance Statistics
Oaktree’s Evergreen funds have done well since inception. The company currently
manages the Emerging Markets Absolute Return Fund and the Value Opportunities Fund.
it also manages three levered Evergreen funds that went into liquidation with crisis-era
restructurings, all which produced respectable gains (European Credit Opportunities Fund,
Japan Opportunities Fund and High Yield Plus Fund). As of March 31, 2012, Oaktree had
$2.4 billion in Evergreen Funds:

Emerging Markets Absolute Return
Value Opportunities

Inception AUM(1)
Apr‐97 $529MM
Sep‐07 $1,680MM

Annualized Returns (2)
Gross
Net
16.3%
11.1%
13.0%
8.2%

Source: Company filings. (1) As of 3/31/2012. (2) Returns from inception until 3/31/12.

Distributions/Realizations
Cash generation from portfolio realizations (or exits) should result in increasing
distributions to unit holders over the next year or two. In this regard, Oaktree appears to be
in a much better position than its private equity rivals, given that more than 50% of its
portfolio is already in public (or liquid debt) securities, providing it more flexibility to exit,
regardless of market conditions. Furthermore, Oaktree’s credit component generates
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significant quarterly interest income, which may be distributed as well. In the first quarter
of 2012, realizations were strong, helping to generate $137 million of distributable
earnings and a distribution of $0.55 per unit (5.8% annualized yield).
Unlike its other public comparables, which collect incentive fee carry as investments are
realized, Oaktree uses a so-called “European distribution waterfall” method for carry
collection. This simply refers to the sequence in which proceeds from the sale of a
portfolio company are distributed. Under the European method, private equity funds do not
usually pay (incentive fee) carry to the fund manager until all capital that has been drawn
down has first been returned to the investors. Accordingly, in Oaktree’s case, it must
therefore pay back its LPs all committed capital plus the preferred return before it can
collect its carry (in contrast, under an American waterfall, the general partners begin to
receive a share of the profits (carry) as soon as they have returned the drawn down capital
and paid a preferred return on the fund’s realized investments). This has created a
significant unrealized cash carry balance of approximately $1.9 billion, primarily
associated with Oaktree’s largest fund, Opportunities Fund VIIb, which was largely
invested at the height of the 2008-2009 crisis. As of March 31, 2012, that fund represented
almost 60% of Oaktree’s accrued incentive and it should be close to distributing cash
carry, since 94% of the drawn capital had already been returned to LPs as of the last
conference call. If the current distribution rate continues, this particular fund may begin
carry distributions to unit holders by the end of the year.

Alternative Strategies Attracting Assets
One factor that has been working in Oaktree’s favor in the past decade is the increasing
allocation by pension funds and other institutional investors to alternative strategies. It
appears that these investors have become more comfortable with alternative investing in
general, in addition to the benefits of diversification. However, the greatest motivation for
considering alternative investments may be their higher returns relative to some of the
alternatives, such as Treasuries, which yield almost nothing at the current time. Because of
the low-yield environment, the funding gap has been widening at many large pension
funds, and alternative investments provide a compelling substitute to public market
investing, partly because of the relative strong industry returns in the past 10-year period:
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Moreover, sovereign wealth funds have also grown more comfortable with alternative
investing. According to research firm Preqin, only 44% of sovereign wealth funds were
investing in third-party private equity funds last year, suggesting a significant opportunity
for further penetration. In fact, on a $3-$4 trillion base of assets, only 3.7% is invested in
the asset class, compared to 5% at public pensions and 8-9% at endowments / foundations,
according to the Preqin:
Sovereign Wealth Allocation to Private Equity (2010)
10.0%
9.0%
8.0%
7.0%
6.0%
5.0%
4.0%
3.0%
2.0%
1.0%
0.0%

8.9%

8.3%
6.5%
5.0%

4.3%

3.7%

2.6%

Source: IFSL and Preqin

Consequently, it is likely that the strong secular trends favoring the alternative sector will
continue to contribute to Oaktree’s asset growth, and this will likely be compounded
during periods of high volatility, based on past experiences.

Valuation
To derive a fair value for Oaktree’s shares, one has to consider the sum of its three parts:
management fees (a fairly steady revenue generator); incentive fees (a considerably more
volatile fee generator) and the assets it holds on and off its balance sheet, which are
generally cash, treasuries, investments in its own funds and unrealized incentive fees.
In terms of economic net income (ENI), Oaktree’s management fees are a greater
percentage of total revenues relative to its peers. Management fee earnings are generally
valued at higher multiples than earnings that include incentive income, as a result of the
lower volatility and greater predictability. Management fees are recurring, despite swings
in fee-earning AUM that can be driven from one month to the next by fund raising and
large asset sales. Therefore, revenues from management fees can be considered largely
assured.
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The management fee estimate should be viewed relative to Oaktree’s past experience.
Here, a metric known as “Fee-Related Earnings” (FRE) needs to be considered. FRE is a
measure that indicates what the business would earn on a steady-state basis, excluding
investment returns or incentive fees. It is mainly based on management fee revenues minus
compensation and benefit expense (and it excludes bonuses tied to incentive fees) and
general and administrative fees. On this basis, Oaktree has earned:
Year FRE
2007
2008
2009
2010
2011
Q1‐2012

$119 million
$256 million
$290 million
$375 million
$315 million
$80 million

The average for the five-year period is $271 million and $326 million for the past three
years. Consequently, if one were to determine a normalized level of FRE, $300 million
appears to be reasonable. However, if the company can just maintain its AUM in the
current year, providing management fees will not change, it should be able to generate
$315 million in 2012, as it did in 2011. Oaktree has paid an average of 28.4% in income
taxes on these earnings over the past five years. Therefore, applying that tax rate to the
$315 million pre-tax estimate results in $229 million in net earnings from the management
fee stream. A 13x market multiple of those earnings results in a value of $3.0 billion for
this segment, or $20 per share.
Second, the incentive fee income has to be considered. Incentive fee is generally 20% at
Oakmark, subject to applicable hurdle rates or high-water marks, and around 40% of that is
allocated (when earned) to incentive fee-linked bonuses. Consequently, what is left to the
company after paying bonuses on that is approximately 12% of fund returns, before taxes.
When studying the net (of compensation but not net of taxes) incentive fees for the past
five years, it is obvious that these fees are highly volatile:

Year
2007
2008
2009
2010
2011

Gross
Incentive Fees
$332 million
$174 million
$175 million
$413 million
$304 million

Net
Incentive Fees
$254 million
$109 million
$109 million
$254 million
$125 million
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On average, these fees amount to approximately $280 million, gross, and $170 million,
net. However, just using the average incentive income for the past five years is not perhaps
the best representation of its future potential, since incentive-creating AUM have grown
from approximately $15 billion in 2007 to $37 billion as of the end of the first quarter.
Therefore, on a normalized basis a net incentive fee figure of around $250 million appears
to be conservative. If this can be accepted as an average of a rather lumpy stream of
expected performance fees going forward, assuming the same tax rate were to apply to
these fees, $180 million in annual incentive fee-derived net income can be expected.
Applying the same 13x P/E multiple to these average earnings results in a valuation of $2.3
billion for the incentive fee stream, or just over $15 per share. While a case could be made
to place a lower multiple on incentive fee earnings, given the fact that this is a normalized
figure, such a discount may not be necessary. For example, at its current rate of
distributions, it is likely that the incentive fee earnings over the next two years will be
considerably higher, perhaps around $500 million per year in 2013-2014, rather than the
normalized $250 million figure.
Finally, balance sheet (and off balance sheet) items need to be considered. The company
had net cash and investments of $878 million (pro forma), as of March 31, 2012. In
addition to this, Oaktree also had net carried incentive fees of $1.1 billion, which brings
the total on and off balance sheet items to $2.0 billion at the current time, or $13 per share.
Therefore, the sum-of-the-parts, according to these calculations, is:
Source
Management Fees
Incentive Fees
Investments, other
Total

Value (billions)
$3.0
$1.9
$2.0
$6.9

Naturally, should Oaktree’s AUM change one way or another, these normalized earnings
will have to be revised, and given the strong upward bias in the company’s AUM trend
over the past decade, earnings are likely to improve. For example, there are currently $12.1
billion of uncalled capital commitments (as of March 31, 2012), some of that related to
funds that are about to commence their investment period shortly.
The $6.9 billion indicated value equates to $46 per share. However, that figure leaves out
one valuable asset that is currently not reflected on the company’s balance sheet. Oaktree
has a 22% stake in DoubleLine Capital. That firm, which specializes in bond investing, had
over $30 billion in AUM as of the end of March 2012. Thus, if DoubleLine Capital were
priced in line with BlackRock, also a predominantly fixed-income manager, at
approximately 1% of AUM, it would be worth $300 million and Oaktree’s stake would be
worth $66 million. However, DoubleLine Capital would likely be valued much higher due
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to the reputation of its founder, Jeff Grundlach, as one of the best bond managers at the
current time, and also because of its AUM growth rates. For example, AUM increased
from $21 billion in December 2011 to $30 billion as of the end of the first quarter of 2012
and were just $10 billion as of March 31, 2011. Consequently, a valuation of 3% of AUM
or even higher may be justified, potentially increasing the value of Oaktree’s stake to more
than $200 million. Such a valuation can be supported by the fact that DoubleLine
contributed $4.1 million to Oaktree’s first quarter’s investment income, which equates to
$16.4 million on an annualized basis. Given the growth of the underlying AUM, placing a
15x multiple on these pre-tax earnings would support a value of approximately $250
million for Oaktree’s stake. Taking that into account, Oaktree would be worth $7.1 million,
or approximately $48 per share.

Investment Summary
Since 2000, Oaktree has grown its AUM by 335% and during the 2008-2009 financial
crisis alone, the company expanded its AUM by 47% as it was able to call on capital from
its limited partners and invest at a time of depressed asset prices. At an average closed-end
fund IRR of 19%, it is not difficult to understand why the company has been a successful
fund raiser.
While earnings and distributions can and will likely be volatile, the long-term
attractiveness of Oaktree’s business model is difficult to deny. In fact, Oaktree has
amassed more than $7 per share of distributable carry and with more than 50% of the
portfolio trading/quoted, it has significant flexibility to exit certain positions. Also, since
some of its main funds have entered the harvesting stage, the company will likely realize
significant incentive fees, and pay out substantial distributions, over the next two years.
It appears that, on a normalized basis, Oaktree could generate approximately $800 million
per year, indicating a current P/E of less than 7x. However, after backing out its
investments and unrealized incentive fees (off balance sheet), the enterprise value of
Oaktree is just $3.2 billion, indicating a 4x P/E. Perhaps more importantly, if one assumes
that the company will continue to expand its AUM over the next decade at a rate similar to
the experience of the past decade, its fee generating AUM, and hence earnings potential,
could triple. For these reasons, shares of Oaktree are recommended for purchase.
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Oaktree Capital Group, LLC
Condensed Consolidated Statements of Operations (Unaudited)
(in thousands, except per unit amounts)
Three Months Ended March 31,
2012
2011

Revenues:
Management fees
Incentive income
Total revenues
Expenses:
Compensation and benefits
Incentive income compensation expense
Compensation expense for vesting of OCGH units
Total compensation and benefits expense
General, administrative and other expenses
Consolidated fund expenses
Total expenses
Other income (loss):
Interest expense
Interest and dividend income
Net realized gain on consolidated funds’ investments
Net change in unrealized appreciation on consolidated
funds’ investments
Investment income
Other income (expense), net
Total other income
Income before income taxes
Income taxes
Net income
Less:
Net income attributable to non-controlling redeemable
interests in consolidated funds
Net (income) loss attributable to OCGH non-controlling
interest in consolidated subsidiaries
Net income (loss) attributable to Oaktree Capital Group, LLC
Distributions declared per Class A and Class C unit
Income (loss) per unit (basic and diluted):
Net income (loss) per Class A and Class C unit
Weighted average number of Class A and Class C
units outstanding
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$

32,020
5,048
37,068

$

38,638
5,811
44,449

(84,464)
(27,757)
(12,189)
(124,410)
(25,935)
(17,222)
(167,567)

(78,312)
(53,766)
(237,157)
(369,235)
(22,478)
(18,934)
(410,647)

(10,990)
539,618
1,074,138

(12,891)
734,682
760,261

805,823
5,680
2,267
2,416,536
2,286,037
(7,767)
2,278,270

678,628
2,695
(763)
2,162,612
1,796,414
(7,010)
1,789,404

(2,124,772)

(1,826,401)

(134,890)
$
18,608
$
0.42

$
$

26,870
(10,127)
0.90

$

$

(0.45)

0.82
22,688

22,677
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Condensed Consolidated Statements of Financial Condition (thousands)
March 31,
2012
(Unaudited)

Assets
Cash and cash-equivalents
U.S. Treasury and government agency securities
Investments in limited partnerships
Due from affiliates
Deferred tax assets
Other assets
Assets of consolidated funds:
Cash and cash-equivalents
Investments, at fair value
Dividends and interest receivable
Due from brokers
Receivable for securities sold
Derivative assets, at fair value
Other assets
Total assets
Liabilities and Unitholders’ Capital
Liabilities:
Accrued compensation expense
Accounts payable, other accrued expenses and other
liabilities
Due to affiliates
Debt obligations
Liabilities of consolidated funds:
Accounts payable, accrued expenses and other liabilities
Payables for securities purchased
Securities sold short, at fair value
Derivative liabilities, at fair value
Distributions payable
Borrowings under revolving credit facilities
Total liabilities

$

276,420
371,552
125,714
39,213
72,986
123,342

December 31,
2011

$

297,230
381,697
121,825
31,826
72,986
110,181

3,660,355
39,338,767
248,065
822,214
242,143
79,747
97,510
$ 45,498,028

3,208,429
38,614,226
268,162
903,685
59,678
115,980
108,251
$ 44,294,156

$

$

95,382

185,597

70,073
58,601
644,643

63,108
57,574
652,143

16,255
793,550
254,926
154,503
197,849
248,843
2,534,625

52,600
398,714
213,727
68,414
379,555
50,117
2,121,549

41,761,164

41,048,607

Commitments and contingencies
Non-controlling redeemable interests in consolidated funds
Unitholders’ capital:
Class A units, no par value, unlimited units authorized
Class B units, no par value, unlimited units authorized
Class C units, no par value, unlimited units authorized
Paid-in capital
Accumulated deficit
Accumulated other comprehensive loss
Class A and Class C unitholders’ capital
OCGH non-controlling interest in consolidated subsidiaries
Total unitholders’ capital
Total liabilities and unitholders’ capital
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—
—
—
624,578
(426,105)
(1,731)
196,742
1,005,497
1,202,239
$ 45,498,028

—
—
—
634,739
(444,713)
(1,884)
188,142
935,858
1,124,000
$ 44,294,156

