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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

XQUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934.

For the quarterly period ended June 30, 2016

or

OTRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934.

For the transition period from to

Commission File Number 001-35500

Oaktree Capital Group, LLC
(Exact name of registrant as specified in its charter)

Delaware 26-0174894

(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)
333 South Grand Avenue, 28th Floor

Los Angeles, CA 90071

Telephone: (213) 830-6300

(Address, zip code, and telephone number, including
area code, of registrant’s principal executive offices)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 and 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter periods that the registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past

90 days. Yes x No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such

files). Yes x No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act:

Large accelerated filer x Accelerated filer o
Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller
reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes o No x
As of August 2, 2016, there were 62,581,044 Class A units and 92,339,963 Class B units of the registrant outstanding.
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FORWARD-LOOKING STATEMENTS

This quarterly report contains forward-looking statements within the meaning of Section 27A of the U.S. Securities

Act of 1933, as amended (the “Securities Act”), and Section 21E of the U.S. Securities Exchange Act of 1934, as
amended (the “Exchange Act”), which reflect our current views with respect to, among other things, our future results of
operations and financial performance. In some cases, you can identify forward-looking statements by words such as
“anticipate,” “approximately,” “believe,” “continue,” “could,” “estimate,” “expect,” “intend,” “may,” “outlook,” “plan,
“seek,” “should,” “will” and “would” or the negative version of these words or other comparable or similar words. These
statements identify prospective information. Important factors could cause actual results to differ, possibly materially,
from those indicated in these statements. Forward-looking statements are based on our beliefs, assumptions and
expectations of our future performance, taking into account all information currently available to us. Such
forward-looking statements are subject to risks and uncertainties and assumptions relating to our operations, financial
results, financial condition, business prospects, growth strategy and liquidity, including, but not limited to, changes in
our anticipated revenue and income, which are inherently volatile; changes in the value of our investments; the pace of
our raising of new funds; changes in assets under management; the timing and receipt of, and impact of taxes on,

carried interest; distributions from and liquidation of our existing funds; the amount and timing of distributions on our
Class A units; changes in our operating or other expenses; the degree to which we encounter competition; and general
economic and market conditions. The factors listed in the item captioned “Risk Factors” in our Annual Report on Form
10-K for the year ended December 31, 2015 filed with the U.S. Securities and Exchange Commission (“SEC”) on
February 26, 2016 (“‘annual report”), which is accessible on the SEC’s website at www.sec.gov, and in this quarterly
report, provide examples of risks, uncertainties and events that may cause our actual results to differ materially from

the expectations described in our forward-looking statements.

Forward-looking statements speak only as of the date of this quarterly report. Except as required by law, we do not
undertake any obligation to publicly update or review any forward-looking statement, whether as a result of new
information, future developments or otherwise.
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In this quarterly report, unless the context otherwise requires:

“Oaktree,” “OCG,” “we,” “us,” “our” or “our company” refers to Oaktree Capital Group, LLC and, where applicable, its
subsidiaries and affiliates.

“Oaktree Operating Group,” or “Operating Group,” refers collectively to the entities in which we have a minority
economic interest and indirect control that either (i) act as or control the general partners and investment advisers of
our funds or (ii) hold interests in other entities or investments generating income for us.

“OCGH?” refers to Oaktree Capital Group Holdings, L.P., a Delaware limited partnership, which holds an interest in the
Oaktree Operating Group and all of our Class B units.

“OCGH unitholders” refers collectively to our senior executives, current and former employees and certain other
investors who hold interests in the Oaktree Operating Group through OCGH.

“2007 Private Offering” refers to the sale completed on May 25, 2007 of 23,000,000 of our Class A units to qualified
institutional buyers (as defined in the Securities Act) in a transaction exempt from the registration requirements of the
Securities Act. Prior to our initial public offering, these Class A units traded on a private over-the-counter market
developed by Goldman, Sachs & Co. for tradable unregistered equity securities.

“assets under management,” or “AUM,” generally refers to the assets we manage and equals the NAV (as defined below)
of the assets we manage, the fund-level leverage on which management fees are charged, the undrawn capital that we
are entitled to call from investors in our funds pursuant to their capital commitments, and the aggregate par value of
collateral assets and principal cash held by our collateralized loan obligation vehicles (“CLOs”). Our AUM amounts
include AUM for which we charge no fees. Our definition of AUM is not based on any definition contained in our
operating agreement or the agreements governing the funds that we manage. Our calculation of AUM and the two
AUM-related metrics described below may not be directly comparable to the AUM metrics of other investment
managers.

“management fee-generating assets under management,” or “management fee-generating AUM,” is a forward-looking
metric and reflects the beginning AUM on which we will earn management fees in the following quarter, as more

fully described in “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Segment
and Operating Metrics—Assets Under Management—Management Fee-generating Assets Under Management.”
“incentive-creating assets under management,” or “incentive-creating AUM,” refers to the AUM that may eventually
produce incentive income, as more fully described in “Management’s Discussion and Analysis of Financial Condition
and Results of Operations—Segment and Operating Metrics—Assets Under Management—Incentive-creating Assets Under
Management.”

“consolidated funds” refers to the funds and CLOs that Oaktree is required to consolidate as of the respective reporting
date.

“funds” refers to investment funds and, where applicable, CLOs and separate accounts that are managed by us or our
subsidiaries.

“initial public offering” refers to the listing of our Class A units on the New York Stock Exchange on April 12, 2012
whereby Oaktree sold 7,888,864 Class A units and selling unitholders sold 954,159 Class A units.

“Intermediate Holding Companies” collectively refers to the subsidiaries wholly owned by us.

“net asset value,” or “NAV,” refers to the value of all the assets of a fund (including cash and accrued interest and
dividends) less all liabilities of the fund (including accrued expenses and any reserves established by us, in our
discretion, for contingent liabilities) without reduction for accrued incentives (fund level) because they are reflected in
the partners’ capital of the fund.

“Relevant Benchmark” refers, with respect to:

our U.S. High Yield Bond strategy, to the Citigroup U.S. High Yield Cash-Pay Capped Index;

our Global High Yield Bond strategy, to an Oaktree custom global high yield index that represents 60% BofA Merrill
Lynch High Yield Master II Constrained Index and 40% BofA Merrill Lynch Global Non-Financial High Yield
European Issuers 3% Constrained, ex-Russia Index — USD Hedged from inception
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through December 31, 2012, and the BofA Merrill Lynch Non-Financial Developed Markets High Yield Constrained
Index — USD Hedged thereafter;

our European High Yield Bond strategy, to the BofA Merrill Lynch Global Non-Financial High Yield European
Issuers excluding Russia 3% Constrained Index (USD Hedged);

our U.S. Senior Loan strategy (with the exception of the closed-end funds), to the Credit Suisse Leveraged Loan
Index;

our European Senior Loan strategy, to the Credit Suisse Western European Leveraged Loan Index (EUR Hedged);

our U.S. Convertible Securities strategy, to an Oaktree custom convertible index that represents the Credit Suisse
Convertible Securities Index from inception through December 31, 1999, the Goldman Sachs/Bloomberg Convertible
100 Index from J anuary 1, 2000 through June 30, 2004, and the BofA Merrill Lynch All U.S. Convertibles Index
thereafter;

our non-U.S. Convertible Securities strategy, to an Oaktree custom non-U.S. convertible index that represents the
JACI Global ex-U.S. (Local) Index from inception through December 31, 2014 and the Thomson Reuters Global
Focus ex-U.S. (USD hedged) Index thereafter;

our High Income Convertible Securities strategy, to the Citigroup U.S. High Yield Market Index; and

our Emerging Markets Equities strategy, to the Morgan Stanley Capital International Emerging Markets Index (Net).
“senior executives” refers collectively to Howard S. Marks, Bruce A. Karsh, Jay S. Wintrob, John B. Frank, Stephen A.
Kaplan, David M. Kirchheimer and Sheldon M. Stone.

“Sharpe Ratio” refers to a metric used to calculate risk-adjusted return. The Sharpe Ratio is the ratio of excess return to
volatility, with excess return defined as the return above that of a riskless asset (based on the three-month U.S.
Treasury bill, or for our European Senior Loan strategy, the Euro Overnight Index Average) divided by the standard
deviation of such return. A higher Sharpe Ratio indicates a return that is higher than would be expected for the level of
risk compared to the risk-free rate.

This quarterly report and its contents do not constitute and should not be construed as an offer of securities of any
Oaktree funds.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

Oaktree Capital Group, LLC

Condensed Consolidated Statements of Financial Condition (Unaudited)
($ in thousands)

As of

June 30, 13)16 cember

2016 2015
Assets
Cash and cash-equivalents $403,417 $480,590
U.S. Treasury securities 684,224 661,116

Corporate investments (includes $100,616 and $67,626 measured at fair value as of June

30, 2016 and December 31,2015, respectively) 1,036,238 213,988

Due from affiliates 117,863 35,899
Deferred tax assets 426,119 425,798
Other assets 186,826 254,267
Assets of consolidated funds:

Cash and cash-equivalents 227,737 2,850,512
Investments, at fair value 3,302,188 45,179,906
Dividends and interest receivable 13,666 189,693
Due from brokers 135,677 706,708
Receivable for securities sold 88,815 163,799
Derivative assets, at fair value 420 198,351
Other assets 1,685 402,104
Total assets $6,624,875 $51,762,731
Liabilities and Unitholders’ Capital

Liabilities:

Accrued compensation expense $169,344 $319,834
Accounts payable, accrued expenses and other liabilities 141,361 121,934
Due to affiliates 358,716 356,851
Debt obligations 795,958 846,354
Liabilities of consolidated funds:

Accounts payable, accrued expenses and other liabilities 20,691 128,774
Payables for securities purchased 331,841 478,437
Securities sold short, at fair value 61,838 91,246
Derivative liabilities, at fair value 1,375 300,208
Distributions payable 5,802 364,773
Borrowings under credit facilities 65,700 6,442,742
Debt obligations of CLOs 2,678,566 2,330,359
Total liabilities 4,631,192 11,781,512
Commitments and contingencies (Note 15)

Non-controlling redeemable interests in consolidated funds 249,257 38,173,125

Unitholders’ capital:

Class A units, no par value, unlimited units authorized, 62,602,795 and 61,969,860 units

issued and outstanding as of June 30, 2016 and December 31, 2015, respectively

Class B units, no par value, unlimited units authorized, 92,340,656 and 91,937,873 units

issued and outstanding as of June 30, 2016 and December 31, 2015, respectively

Paid-in capital 730,396 735,166
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Retained earnings 14,928 —
Accumulated other comprehensive income (loss) 309 (1,216 )
Class A unitholders’ capital 745,633 733,950
Non-controlling interests in consolidated subsidiaries 969,872 1,043,930
Non-controlling interests in consolidated funds 28,921 30,214

Total unitholders’ capital 1,744,426 1,808,094
Total liabilities and unitholders’ capital $6,624,875 $51,762,731

Please see accompanying notes to condensed consolidated financial statements.
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Oaktree Capital Group, LLC
Condensed Consolidated Statements of Operations (Unaudited)
(in thousands, except per unit amounts)

Revenues:

Management fees

Incentive income

Total revenues

Expenses:

Compensation and benefits

Equity-based compensation

Incentive income compensation

Total compensation and benefits expense

General and administrative

Depreciation and amortization

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 (depreciation) on consolidated
funds’ investments

Investment income

Other income (expense), net

Total other income (loss)

Income (loss) before income taxes

Income taxes

Net income (loss)

Less:

Net (income) loss attributable to non-controlling interests in
consolidated funds

Net income attributable to non-controlling interests in consolidated
subsidiaries

Net income attributable to Oaktree Capital Group, LLC
Distributions declared per Class A unit

Net income per unit (basic and diluted):

Net income per Class A unit

Weighted average number of Class A units outstanding

Three Months Ended Six Months Ended
June 30, June 30,

2016 2015 2016 2015
$195,015 $50,923
87,701 564

282,716 51,487

$393,568 $101,742
143,638 564
537,206 102,306

(103,002 ) (107,750 ) (211,407 ) (217,893 )
(14,726 ) (16,083 ) (28,622 ) (27,789 )
(35,461 ) (35,211 ) (45,268 ) (102,103 )
(153,189 ) (159,044 ) (285,297 ) (347,785 )
(32,949 ) (33,488 ) (80,780 ) (40,068 )
4,048 ) (3,107 ) (8,209 ) (5,999 )
(1,462 ) (50,290 ) (2,546 ) (88,051 )
(191,648 ) (245,929 ) (376,832 ) (481,903 )

(26,730 ) (52,742 ) (54,435 ) (99,311 )

37,138 478,311 73,408 1,001,240
6,682 857,548 10,083 1,332,378
(5,301 ) (1,418,383 (25,973 ) (910,902 )
41,000 15,694 70,447 28,376
5,548 2,863 11,349 7,557
58,337 (116,711 ) 84,879 1,359,338
149,405 (311,153 ) 245,253 979,741
8,571 ) (5,485 ) (21,251 ) (13,360 )
140,834 (316,638 ) 224,002 966,381
(7,319 ) 391,961 (2,375 ) (744,704 )

(84,468 ) (55,509 ) (144,502 ) (163,610 )

$49,047 $19,814 $77,125 $58,067
$0.55 $0.64 $1.02 $1.20
$0.78 $0.41 $1.24 $1.24
62,617 48,372 62,256 46,727
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Please see accompanying notes to condensed consolidated financial statements.
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Oaktree Capital Group, LLC

Condensed Consolidated Statements of Comprehensive Income (Loss) (Unaudited)

(in thousands)

Oaktree Non-controlling Non-controlling

Capital Interests in
Group, Consolidated
LLC Subsidiaries

Three Months Ended June 30, 2016

Net income $49.047 $ 84,468
Other comprehensive income, net of
tax:
Foreign currency translation

. 1,004 1,484
adjustments
Unrealized gain on interest-rate swap 37 128
designated as cash-flow hedge
t(&)l;her comprehensive income, net of 1,091 1612
Total comprehensive income 50,138 86,080
Less: Comprehensive income
attributable to non-controlling — (86,080
interests
Comprehensive income attributable
to Oaktree Capital $50,138 $§ —

Group, LLC

Three Months Ended June 30, 2015
Net income (loss) $19,814 $ 55,509
Other comprehensive income, net of
tax:
Fo.relgn currency translation 603 1316
adjustments
Unr.eahzed gain on interest-rate swap 130 234
designated as cash-flow hedge
Other comprehensive income, net of 733 1,600

tax
Total comprehensive income (loss) 20,547 57,109
Less: Comprehensive (income) loss

attributable to non-controlling — (57,109

interests

Comprehensive income attributable

to Oaktree Capital $20,547 $ —
Group, LLC

Interests in

Consolidated Total
Funds

$ 7,319 $140,834
— 2,488

— 215

— 2,703
7,319 143,537
(7,319 ) (93,399 )
$ — $50,138

$ (391,961 ) $(316,638)

— 1,919
— 414

— 2,333
(391,961 ) (314,305 )

391,961 334,852

$— $20,547

11
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Please see accompanying notes to condensed consolidated financial statements.
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Oaktree Capital Group, LLC
Condensed Consolidated Statements of Comprehensive Income (Loss) (Unaudited) — (Continued)
(in thousands)

Oaktree Non-controlling Non-controlling
Capital  Interests in Interests in

Six Months Ended June 30, 2016 Group, Consolidated ~ Consolidated Total
LLC Subsidiaries Funds

Net income $77,125 $ 144,502 $ 2,375 $224,002

Other comprehensive income, net

of tax:

Fo.relgn currency translation 1,446 2.135 o 3.581

adjustments

Unrealized gain on interest-rate

swap designated as cash-flow 79 116 — 195

hedge

Other comprehensive income, net 1,525 2251 o 3.776

of tax

Total comprehensive income 78,650 146,753 2,375 227,778

Less: Comprehensive income

attributable to non-controlling — (146,753 ) (2,375 ) (149,128 )

interests

Comprehensive income

attributable to Oaktree Capital $78,650 $ — $ — $78,650
Group, LLC

Six Months Ended June 30, 2015

Net income $58,067 $ 163,610 $ 744,704 $966,381

Other comprehensive income

(loss), net of tax:

Foreign currency translation

adjustments 294 ) (834 ) — (1,128 )

Unrealized gain on interest-rate

swap designated as cash-flow 91 192 — 283

hedge

t(&)l;her comprehensive loss, net of (203 ) (642 )y (845 )

Total comprehensive income 57,864 162,968 744,704 965,536

Less: Comprehensive income

attributable to non-controlling — (162,968 ) (744,704 ) (907,672 )

interests

Comprehensive income

attributable to Oaktree Capital $57.864 $ — $ — $57,864

Group, LLC
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Please see accompanying notes to condensed consolidated financial statements.
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Oaktree Capital Group, LLC
Condensed Consolidated Statements of Cash Flows (Unaudited)
(in thousands)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash used in operating activities:
Investment income

Depreciation and amortization

Equity-based compensation

Net realized and unrealized (gain) loss from consolidated funds’ investments
Amortization (accretion) of original issue and market discount of consolidated funds’
investments, net

Income distributions from corporate investments in funds and companies
Amortization or write-down of debt issuance costs

Cash flows due to changes in operating assets and liabilities:

Decrease in other assets

Increase in net due to affiliates

Decrease in accrued compensation expense

Increase (decrease) in accounts payable, accrued expenses and other liabilities
Cash flows due to changes in operating assets and liabilities of consolidated funds:
Increase in dividends and interest receivable

(Increase) decrease in due from brokers

Increase in receivables for securities sold

Increase in other assets

Increase in accounts payable, accrued expenses and other liabilities

Increase in payables for securities purchased

Purchases of securities

Proceeds from maturities and sales of securities

Net cash used in operating activities

Cash flows from investing activities:

Purchases of U.S. Treasury securities

Proceeds from maturities and sales of U.S. Treasury securities

Corporate investments in funds and companies

Distributions and proceeds from corporate investments in funds and companies
Purchases of fixed assets

Net cash provided by (used in) investing activities

(continued)

Six Months Ended
June 30,
2016 2015

$224,002 $966,381

(70,447 ) (28,376 )
8,209 5,999
28,622 27,789
15,890 (421,476 )

(4,860 ) (10,122 )

52,154 36,281
608 5,718

20,175 31,597
116 4,727
(150,490 ) (114,253 )
25,590 (24,285 )

(1,622 ) (2412 )
20,693 (257,939 )
(75,113 ) (190,740 )
(1,346 ) (52,222 )
5,479 47,638

184,080 321,221

(1,570,440 (9,840,256
1,048,193 8,220,736
(240,507 ) (1,273,994

(473,115 ) (265,722 )
450,007 240,054
(37,228 ) (40,398 )
132,159 43,778
(4,159 ) (16,991 )
67,664 (39,279 )

15
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Please see accompanying notes to condensed consolidated financial statements.
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Oaktree Capital Group, LLC

Condensed Consolidated Statements of Cash Flows (Unaudited) — (Continued)

(in thousands)

Cash flows from financing activities:

Payment of debt issuance costs

Repayment of debt obligations

Proceeds from issuance of Class A units
Purchase of OCGH units

Repurchase and cancellation of units
Distributions to Class A unitholders
Distributions to OCGH unitholders
Contributions from non-controlling interests
Distributions to non-controlling interests

Cash flows from financing activities of consolidated funds:
Contributions from non-controlling interests
Distributions to non-controlling interests
Proceeds from debt obligations issued by CLOs
Payment of debt issuance costs

Borrowings on credit facilities

Repayments on credit facilities

Net cash provided by financing activities
Effect of exchange rate changes on cash

Net decrease in cash and cash-equivalents

Cash and cash-equivalents, beginning balance
Change in cash and cash-equivalents from adoption of accounting guidance
Cash and cash-equivalents, ending balance

Six Months Ended June
30,
2016 2015

$801 ) $—
(50,000 ) —

— 237,820
— (237,820
(10,315 ) (4,290
(63,547 ) (55,466
(116,193 ) (155,391
— 4,000
(3,515 ) (3,096 )

~— N N

64,321 3,035,701
(23,598 ) (3,436,558 )
426,292 401,372
(7,974 ) (9,108 )
129,885 3,527,603
(165,849 ) (2,580,453 )
178,706 724,314
6,379 (25,239 )
12,242 (614,198 )
3,331,102 3,348,494
(2,712,190 —
$631,154 $2,734,296

17
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Please see accompanying notes to condensed consolidated financial statements.
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Oaktree Capital Group, LLC

Condensed Consolidated Statements of Changes in Unitholders’ Capital (Unaudited)

(in thousands)

Oaktree Capital Group, LLC

Class A Class B Paid-in
Units  Units Capital

Unitholders’ capital as
of December 31, 2015
Activity for the six
months ended June 30,
2016:
Cumulative-effect
adjustment from
adoption of accounting
guidance

Issuance of Class A
units

Issuance of Class B
units

Cancellation of units
associated with
forfeitures
Cancellation of units
Repurchase and
cancellation of units
Equity reallocation
between controlling
and non-controlling
interests

Capital increase
related to equity-based —
compensation
Distributions declared —
Net income
Foreign currency
translation adjustment, —
net of tax

Unrealized gain on
interest-rate swap
designated as
cash-flow hedge, net
of tax

Unitholders’ capital as
of June 30, 2016

61,970 91,938 $735,166

(12,912

897

630

41 Hyair ) —

(223 ) 116 ) —

(10,089

8,126

11,455

(1,350

62,603 92,341 $730,396

43,764 109,089 $536,431

Retained
Earnings

$—

)_

)_

) (62,197 )
77,125

$14,928

$11,378

AccumulatedN on-controllingJon-controlli.Pgtal

Other Interests in  Interests in Unitholders’
Comprehensi@ensolidated ConsolidatedCa tal
Income Subsidiaries Funds P

(Loss)

$ (1,216 ) $1,043,930 $30,214 $1,808,094
— (109,709 ) — (122,621 )
— (226 ) — (10,315 )
— (8,126 ) — —

— 16,958 — 28,413

— (119,708 ) (1,679 ) (184,934 )
— 144,502 386 222,013
1,446 2,135 — 3,581

79 116 — 195

$ 309 $969,872 $ 28,921 $1,744,426
$(1,070 ) $1,265,961 $27,430 $1,840,130

19
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Unitholders’ capital as
of December 31, 2014
Activity for the six
months ended June 30,
2015:

Issuance of Class A
units

Issuance of Class B
units

Cancellation of units
associated with — (78 ) — — — — — —
forfeitures

Cancellation of units — 4,702 ) — — — — — —

Purchase of OCGH

units from OCGH — — (237,820 ) — — — — (237,820 )
unitholders
Deferred tax effect
resulting from the
purchase of OCGH
units

Repurchase and
cancellation of units o o o o (4,290 ) — (4,290 )
Capital contributions — — — — — 4,000 2,880 6,880
Equity reallocation
between controlling
and non-controlling
interests

Capital increase
related to equity-based — — 8,155 — — 18,503 — 26,658
compensation

Distributions declared — — — (55,466 ) — (158,487 ) (1,326 ) (215,279 )
Net income — — — 58,067 — 163,610 2,096 223,773
Foreign currency

translation adjustment, — — — — (294 ) (834 ) — (1,128 )
net of tax

Unrealized gain on

interest-rate swap

designated as — — — — 91 192 — 283
cash-flow hedge, net
of tax

Unitholders’ capital as
of June 30, 2015

4,608 — 237,820 — — — — 237,820

— 1,151 — — — — — —

— 11,025 — — — — 11,025

— 45202  — — 45202 ) — —

48,372 105,460 $600,813 $13,979 $ (1,273 ) $1,243,453 $31,080  $1,888,052

Please see accompanying notes to condensed consolidated financial statements.

7

20



Edgar Filing: Oaktree Capital Group, LLC - Form 10-Q

Oaktree Capital Group, LLC

Notes to Condensed Consolidated Financial Statements (Unaudited)
June 30, 2016

($ in thousands, except where noted)

1. ORGANIZATION AND BASIS OF PRESENTATION

Oaktree Capital Group, LLC (together with its subsidiaries, “Oaktree” or the “Company”) is a leader among global
investment managers specializing in alternative investments. Oaktree emphasizes an opportunistic, value-oriented and
risk-controlled approach to investments in distressed debt, corporate debt (including high yield debt and senior loans),
control investing, convertible securities, real estate and listed equities. Funds managed by Oaktree (the “Oaktree funds”)
include commingled funds, separate accounts and collateralized loan obligation vehicles (“CLOs”). Commingled funds
include open-end and closed-end limited partnerships in which the Company makes an investment and for which it
serves as the general partner. CLOs are structured finance vehicles in which the Company typically makes an
investment and for which it serves as collateral manager.

Oaktree Capital Group, LLC is a Delaware limited liability company that was formed on April 13, 2007. The

Company is owned by its Class A and Class B unitholders. Oaktree Capital Group Holdings GP, LLC acts as the
Company’s manager and is the general partner of Oaktree Capital Group Holdings, L.P. (“OCGH”), which owns 100%
of the Company’s outstanding Class B units. OCGH is owned by the Company’s senior executives, current and former
employees and certain other investors (collectively, the “OCGH unitholders”). The Company’s operations are conducted
through a group of operating entities collectively referred to as the Oaktree Operating Group. OCGH has a direct
economic interest in the Oaktree Operating Group and the Company has an indirect economic interest in the Oaktree
Operating Group. The interests in the Oaktree Operating Group are referred to as the “Oaktree Operating Group units.
An Oaktree Operating Group unit is not a separate legal interest but represents one limited partnership interest in each
of the Oaktree Operating Group entities. Class A units are entitled to one vote per unit. Class B units are entitled to ten
votes per unit and do not represent an economic interest in the Company. The number of Class B units held by OCGH
increases or decreases in response to corresponding changes in OCGH’s economic interest in the Oaktree Operating
Group; consequently, the OCGH unitholders’ economic interest in the Oaktree Operating Group is reflected within
non-controlling interests in consolidated subsidiaries in the accompanying condensed consolidated financial
statements.

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements are prepared in accordance with accounting
principles generally accepted in the United States of America (“GAAP”) for interim financial information. The
condensed consolidated financial statements, including these notes, are unaudited and exclude some of the disclosures
required in annual financial statements. Management believes it has made all necessary adjustments (consisting of
only normal recurring items) such that the condensed consolidated financial statements are presented fairly and that
estimates made in preparing its condensed consolidated financial statements are reasonable and prudent. The operating
results presented for interim periods are not necessarily indicative of the results that may be expected for any other
interim period or for the entire year. The condensed consolidated financial statements include the accounts of the
Company, its wholly-owned or majority-owned subsidiaries and entities in which the Company is deemed to have a
direct or indirect controlling financial interest based on either a variable interest model or voting interest model.
Certain of the Oaktree funds consolidated by the Company are investment companies that follow a specialized basis of
accounting established by GAAP. All intercompany transactions and balances have been eliminated in consolidation.
These condensed consolidated financial statements should be read in conjunction with the audited consolidated
financial statements of the Company for the year ended December 31, 2015 included in the Company’s Annual Report
on Form 10-K filed with the U.S. Securities and Exchange Commission (‘“SEC”) on February 26, 2016.

b

8
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Accounting Policies of the Company

Consolidation

In February 2015, the Financial Accounting Standards Board (“FASB”) amended its consolidation guidance which
changed the way a reporting entity should evaluate limited partnerships and similar entities for consolidation, how a
decision maker’s fees affect the consolidation analysis, and how interests held by related parties affect the
consolidation analysis. The Company adopted this guidance as of January 1, 2016 under the modified retrospective
approach, which did not require prior periods to be recast. In connection with the adoption, the Company reevaluated
all of its investment vehicles and other legal entities for consolidation. As of January 1, 2016, the Company
deconsolidated substantially all of its previously consolidated investment funds because those funds, which had
previously been evaluated as voting interest entities, became variable interest entities (“'VIEs”) under the new
consolidation guidance, and the Company was not the primary beneficiary because its fee arrangements were no
longer deemed to be variable interests and it did not hold any other interests in those funds that were considered to be
more than insignificant. The adoption resulted in a reduction to total consolidated assets, liabilities, non-controlling
redeemable interests in consolidated funds and unitholders' capital as of January 1, 2016 of $45.7 billion, $7.6 billion,
$38.0 billion and $90.6 million, respectively. There was no impact on retained earnings or net income attributable to
the Company.

The Company consolidates entities in which it has a direct or indirect controlling financial interest based on either a
variable interest model or voting interest model. A limited partnership or similar entity is a VIE if the unaffiliated
limited partners do not have substantive kick-out or participating rights. Most of the Oaktree funds are VIEs because
they have not granted unaffiliated limited partners substantive kick-out or participating rights. The Company
consolidates all VIEs in which it is the primary beneficiary. An entity is deemed to be the primary beneficiary if it
holds a controlling financial interest. A controlling financial interest is defined as (a) the power to direct the activities
of a VIE that most significantly impact the entity’s economic performance and (b) the obligation to absorb losses of the
entity or the right to receive benefits from the entity that could potentially be significant to the VIE. The consolidation
guidance requires an analysis to determine (a) whether an entity in which the Company holds a variable interest is a
VIE and (b) whether the Company’s involvement, through holding interests directly or indirectly in the entity or
contractually through other variable interests (e.g., management and performance-related fees), would give it a
controlling financial interest. A decision maker’s fee arrangement is not considered a variable interest if it is
compensation for services provided, commensurate with the level of effort required to provide those services and part
of a compensation arrangement that includes only terms, conditions or amounts that are customarily present in
arrangements for similar services negotiated at arm’s length (“at-market”), and the decision maker does not hold any
other variable interests that absorb more than an insignificant amount of the potential VIE’s expected residual returns.
The Company determines whether it is the primary beneficiary of a VIE at the time it becomes involved with a VIE
and reconsiders that conclusion at each reporting date. In evaluating whether the Company is the primary beneficiary,
the Company evaluates its economic interests in the entity held either directly by the Company or indirectly through
related parties. The consolidation analysis can generally be performed qualitatively; however, if it is not readily
apparent that the Company is not the primary beneficiary, a quantitative analysis may also be performed. Investments
and redemptions (either by the Company, affiliates of the Company or third parties) or amendments to the governing
documents of the respective Oaktree funds could affect an entity’s status as a VIE or the determination of the primary
beneficiary. Please see note 3 for more information regarding VIEs. For entities that are not VIEs, the Company
evaluates those entities that it controls through a majority voting interest model.

“Consolidated funds” refers to Oaktree-managed funds and CLOs that Oaktree is required to consolidate. When funds or
CLOs are consolidated, the Company reflects the assets, liabilities, revenues, expenses and cash flows of the funds or
CLOs on a gross basis, and the majority of the economic interests in those funds or CLOs, which are held by
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third-party investors, are reflected as non-controlling interests in consolidated funds or debt obligations of CLOs in the
condensed consolidated financial statements. All of the revenues earned by the Company as investment manager of
the consolidated funds are eliminated in consolidation. However, because the
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eliminated amounts are earned from and funded by third-party investors, the consolidation of a fund does not impact
net income or loss attributable to the Company.

Certain entities in which the Company has the ability to exert significant influence, including unconsolidated Oaktree
funds for which the Company acts as general partner, are accounted for under the equity method of accounting.
Non-controlling Redeemable Interests in Consolidated Funds

The Company records non-controlling interests to reflect the economic interests of the unaffiliated limited partners.
These interests are presented as non-controlling redeemable interests in consolidated funds within the condensed
consolidated statements of financial condition, outside of the permanent capital section. Limited partners in open-end
and evergreen funds generally have the right to withdraw their capital, subject to the terms of the respective limited
partnership agreements, over periods ranging from one month to three years. While limited partners in consolidated
closed-end funds generally have not been granted redemption rights, these limited partners do have withdrawal or
redemption rights in certain limited circumstances that are beyond the control of the Company, such as instances in
which retaining the limited partnership interest could cause the limited partner to violate a law, regulation or rule.
The allocation of net income or loss to non-controlling redeemable interests in consolidated funds is based on the
relative ownership interests of the unaffiliated limited partners after the consideration of contractual arrangements that
govern allocations of income or loss. At the consolidated level, potential incentives are allocated to non-controlling
redeemable interests in consolidated funds until such incentives become allocable to the Company under the
substantive contractual terms of the limited partnership agreements of the funds.

Non-controlling Interests in Consolidated Funds

Non-controlling interests in consolidated funds represent the equity interests held by third-party investors in CLOs
that had not yet priced as of the respective period end. All non-controlling interests in those CLOs are attributed a
share of income or loss arising from the respective CLO based on the relative ownership interests of third-party
investors after consideration of contractual arrangements that govern allocations of income or loss. Investors in those
CLOs are generally unable to redeem their interests until the respective CLO liquidates, is called or otherwise
terminates.

Non-controlling Interests in Consolidated Subsidiaries

Non-controlling interests in consolidated subsidiaries reflect the portion of unitholders’ capital attributable to OCGH
unitholders (“OCGH non-controlling interest”) and third parties. All non-controlling interests in consolidated
subsidiaries are attributed a share of income or loss in the respective consolidated subsidiary based on the relative
economic interests of the OCGH unitholders or third parties after consideration of contractual arrangements that
govern allocations of income or loss. Please see note 11 for more information.

Goodwill and Intangibles

Goodwill represents the excess of cost over the fair value of identifiable net assets of acquired businesses. Goodwill
has an indefinite useful life and is not amortized, but instead is tested for impairment annually in the fourth quarter of
each fiscal year, or more frequently when events or circumstances indicate that impairment may have occurred.

The Company's identifiable intangible assets acquired in business combinations primarily relate to contractual rights
to earn future management fees and incentive income. Finite-lived intangible assets are amortized over their estimated
useful lives, which range from three to seven years, and are reviewed for impairment whenever events or
circumstances indicate that the carrying amount of the asset may not be recoverable.

Fair Value of Financial Instruments

GAAP establishes a hierarchical disclosure framework that prioritizes the inputs used in measuring financial
instruments at fair value into three levels based on their market observability. Market price observability is affected
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by a number of factors, such as the type of instrument and the characteristics specific to the instrument. Financial
instruments with readily available quoted prices from an active market or for which fair value can be measured based
on actively quoted prices generally will have a higher degree of market price observability and a lesser degree of
judgment inherent in measuring fair value.

Financial assets and liabilities measured and reported at fair value are classified as follows:

Level I — Quoted unadjusted prices for identical instruments in active markets to which the Company has access at the
date of measurement. The types of investments in Level I include exchange-traded equities, debt and derivatives with
quoted prices.

Level II — Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in
markets that are not active; and model-derived valuations in which all significant inputs are directly or indirectly
pbservable. Level II inputs include interest rates, yield curves, volatilities, prepayment risks, loss severities, credit
risks and default rates. The types of investments in Level II generally include corporate bonds and loans, government
and agency securities, less liquid and restricted equity investments, over-the-counter traded derivatives, and other
investments where the fair value is based on observable inputs.

Level III — Valuations for which one or more significant inputs are unobservable. These inputs reflect the Company’s
assessment of the assumptions that market participants use to value the investment based on the best available
tnformation. Level III inputs include prices of quoted securities in markets for which there are few transactions, less
public information exists or prices vary among brokered market makers. The types of investments in Level III include
non-publicly traded equity, debt, real estate and derivatives.

In some instances, the inputs used to value an instrument may fall into multiple levels of the fair-value hierarchy. In
such instances, the instrument’s level within the fair-value hierarchy is based on the lowest of the three levels (with
Level III being the lowest) that is significant to the fair-value measurement. The Company’s assessment of the
significance of an input requires judgment and considers factors specific to the instrument. Transfers of assets into or
out of each fair value hierarchy level as a result of changes in the observability of the inputs used in measuring fair
value are accounted for as of the beginning of the reporting period. Transfers resulting from a specific event, such as a
reorganization or restructuring, are accounted for as of the date of the event that caused the transfer.

In the absence of observable market prices, the Company values Level III investments using valuation methodologies
applied on a consistent basis. The quarterly valuation process for Level III investments begins with each portfolio
company, property or security being valued by the investment and/or valuation teams. With the exception of open-end
funds, all unquoted Level III investment values are reviewed and approved by (i) the Company’s valuation officer, who
is independent of the investment teams, (ii) a designated investment professional of each strategy and (iii) for a
substantial majority of unquoted Level III holdings as measured by market value, a valuation committee of the
respective strategy. For open-end funds, unquoted Level III investment values are reviewed and approved by the
Company’s valuation officer. For certain investments, the valuation process also includes a review by independent
valuation parties, at least annually, to determine whether the fair values determined by management are reasonable.
Results of the valuation process are evaluated each quarter, including an assessment of whether the underlying
calculations should be adjusted or recalibrated. In connection with this process, the Company periodically evaluates
changes in fair-value measurements for reasonableness, considering items such as industry trends, general economic
and market conditions, and factors specific to the investment.

Certain assets are valued using prices obtained from brokers or pricing vendors. The Company obtains an average of
one to two broker quotes. The Company seeks to obtain at least one quote directly from a broker making a market for
the asset and one price from a pricing vendor for the specific or similar securities. These investments may be
classified as Level III because the quoted prices may be indicative in nature for securities that are in an inactive
market, may be for similar securities, or may require adjustment for investment-specific factors or restrictions. The
Company evaluates the prices obtained from brokers or pricing vendors based on available market information,
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including trading activity of the subject or similar securities, or by performing a comparable security analysis to
ensure that fair values are reasonably estimated. The Company also performs back-testing of valuation

11

26



Edgar Filing: Oaktree Capital Group, LLC - Form 10-Q

Oaktree Capital Group, LLC

Notes to Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2016

($ in thousands, except where noted)

information obtained from brokers and pricing vendors against actual prices received in transactions. In addition to
ongoing monitoring and back-testing, the Company performs due diligence procedures surrounding pricing vendors to
understand their methodology and controls to support their use in the valuation process.

The Company adopted the measurement alternative guidance for collateralized financing entities on a modified
retrospective approach as of January 1, 2016. Upon adoption, the Company elected the fair value option for the
financial liabilities of the consolidated CLOs and determined that the fair value of the CLO assets was more
observable than the fair value of the CLO liabilities. Accordingly, the fair value of the CLO liabilities was measured
as the fair value of CLO assets less the sum of (a) the fair value of any beneficial interests held by the Company and
(b) the carrying value of any beneficial interests that represent compensation for services.

Fair Value Option

The Company has elected the fair value option for certain corporate investments that otherwise would not have
reflected unrealized gains and losses in current-period earnings. Such election is irrevocable and is applied on an
investment-by-investment basis at initial recognition. Unrealized gains and losses resulting from changes in fair value
are reflected as a component of investment income in the condensed consolidated statements of operations. The
Company’s accounting for those investments is similar to its accounting for investments held by the consolidated funds
at fair value and the valuation methods used to determine the fair value of those investments.

The Company has elected the fair value option for the financial assets and financial liabilities of its consolidated
CLOs. The assets and liabilities of CLOs are primarily reflected within the investments, at fair value and within debt
obligations of CLOs line items in the condensed consolidated statements of financial condition. The Company’s
accounting for CLO assets is similar to its accounting for its funds with respect to both carrying investments held by
CLOs at fair value and the valuation methods used to determine the fair value of those investments. CLO liabilities are
measured based on the more observable fair value of CLO assets under the new CLO measurement alternative
guidance, as discussed under “—Fair Value of Financial Instruments” above. Realized gains or losses and changes in the
fair value of CLO assets, respectively, are included in net realized gain on consolidated funds’ investments and net
change in unrealized appreciation (depreciation) on consolidated funds’ investments in the condensed consolidated
statements of operations. Interest income of CLOs is included in interest and dividend income, and interest expense
and other expenses, respectively, are included in interest expense and consolidated fund expenses in the condensed
consolidated statements of operations. Changes in the fair value of a CLO’s financial liabilities resulting from the
measurement alternative guidance for collateralized financing entities are included in net change in unrealized
appreciation (depreciation) on consolidated funds’ investments in the condensed consolidated statements of operations.
Please see notes 5 and 9 for more information.

Accounting Policies of Consolidated Funds

Investments, at Fair Value

The consolidated funds include investment limited partnerships and CLOs that reflect their investments, including
majority-owned and controlled investments, at fair value. The Company has retained the specialized investment
company accounting guidance under GAAP for investment limited partnerships with respect to consolidated
investments and has elected the fair value option for the financial assets of CLOs. Thus, the consolidated investments
are reflected in the condensed consolidated statements of financial condition at fair value, with unrealized gains and
losses resulting from changes in fair value reflected as a component of net change in unrealized appreciation
(depreciation) on consolidated funds’ investments in the condensed consolidated statements of operations. Fair value is
the amount that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date (i.e., the exit price).

Non-publicly traded debt and equity securities and other securities or instruments for which reliable market quotations
are not available are valued by management using valuation methodologies applied on a consistent basis. These
securities may initially be valued at the acquisition price as the best indicator of fair value. The Company reviews the
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significant unobservable inputs, valuations of comparable investments and other similar transactions for investments
valued at acquisition price to determine whether another valuation methodology should be utilized. Subsequent
valuations will depend on the facts and circumstances known as of the valuation date and
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the application of valuation methodologies as further described below under “—Non-publicly Traded Equity and Real
Estate Investments.” The fair value may also be based on a pending transaction expected to close after the valuation
date.

Exchange-traded Investments

Securities listed on one or more national securities exchanges are valued at their last reported sales price on the date of
valuation. If no sale occurred on the valuation date, the security is valued at the mean of the last “bid” and “ask” prices on
the valuation date. Securities that are not readily marketable due to legal restrictions that may limit or restrict
transferability are generally valued at a discount from quoted market prices. The discount would reflect the amount
market participants would require due to the risk relating to the inability to access a public market for the security for
the specified period and would vary depending on the nature and duration of the restriction and the perceived risk and
volatility of the underlying securities. Securities with longer duration restrictions or higher volatility are generally
valued at a higher discount. Such discounts are generally estimated based on put option models or an analysis of
market studies. Instances where the Company has applied discounts to quoted prices of restricted listed securities have
been infrequent. The impact of such discounts is not material to the Company’s condensed consolidated statements of
financial condition and results of operations for all periods presented.

Credit-oriented Investments (including Real Estate Loan Portfolios)

Investments in corporate and government debt which are not listed or admitted to trading on any securities exchange
are valued at the mean of the last bid and ask prices on the valuation date based on quotations supplied by recognized
quotation services or by reputable broker-dealers.

The market-yield approach is considered in the valuation of non-publicly traded debt securities, utilizing expected
future cash flows and discounted using estimated current market rates. Discounted cash-flow calculations may be
adjusted to reflect current market conditions and/or the perceived credit risk of the borrower. Consideration is also
given to a borrower’s ability to meet principal and interest obligations; this may include an evaluation of collateral
and/or the underlying value of the borrower utilizing techniques described below under “—Non-publicly Traded Equity
and Real Estate Investments.”

Non-publicly Traded Equity and Real Estate Investments

The fair value of equity and real estate investments is determined using a cost, market or income approach. The cost
approach is based on the current cost of reproducing a real estate investment less deterioration and functional and
economic obsolescence. The market approach utilizes valuations of comparable public companies and transactions,
and generally seeks to establish the enterprise value of the portfolio company or investment property using a
market-multiple methodology. This approach takes into account the financial measure (such as EBITDA, adjusted
EBITDA, free cash flow, net operating income, net income, book value or net asset value) believed to be most
relevant for the given company or investment property. Consideration also may be given to factors such as acquisition
price of the security or investment property, historical and projected operational and financial results for the portfolio
company, the strengths and weaknesses of the portfolio company or investment property relative to its comparable
companies or properties, industry trends, general economic and market conditions, and others deemed relevant. The
income approach is typically a discounted cash-flow method that incorporates expected timing and level of cash
flows. It incorporates assumptions in determining growth rates, income and expense projections, discount and
capitalization rates, capital structure, terminal values, and other factors. The applicability and weight assigned to
market and income approaches are determined based on the availability of reliable projections and comparable
companies and transactions.

The valuation of securities may be impacted by expectations of investors’ receptiveness to a public offering of the
securities, the size of the holding of the securities and any associated control, information with respect to transactions
or offers for the securities (including the transaction pursuant to which the investment was made and the elapsed time
from the date of the investment to the valuation date), and applicable restrictions on the transferability of the
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securities.

These valuation methodologies involve a significant degree of management judgment. Accordingly, valuations by the
Company do not necessarily represent the amounts that eventually may be realized from sales or other dispositions of
investments. Fair values may differ from the values that would have been used had a ready
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market for the investment existed, and the differences could be material to the condensed consolidated financial
statements.

Recent Accounting Developments

In March 2016, the FASB issued guidance that affects several aspects of accounting for employee share-based
payment awards. The amendments would impact the accounting for income taxes, forfeitures and statutory tax
withholding requirements, as well as classification in the statement of cash flows. The guidance is effective for the
Company in the first quarter of 2017, with early adoption permitted. The Company is currently evaluating the effect
that adoption will have on its consolidated financial statements.

In March 2016, the FASB issued guidance eliminating the requirement to retroactively apply the equity method of
accounting when a reporting entity obtains significant influence over an investment (e.g., due to an increase in
ownership) that previously had been accounted for under the cost basis or at fair value. Instead, the reporting entity
would be required to apply the equity method of accounting prospectively from the date significant influence was
obtained. The cost of the additional interest in the investee, if any, should be added to the current basis of the
investment. The amendment also provides guidance for available-for-sale investments that become eligible for the
equity method of accounting. In those cases, any unrealized gain or loss recorded within accumulated other
comprehensive income should be recognized in earnings as of the date the investment initially qualifies for the use of
the equity method. The guidance is effective for the Company in the first quarter of 2017, with early adoption
permitted. The Company is currently evaluating the effect that adoption will have on its consolidated financial
statements.

In February 2016, the FASB issued guidance that will require a lessee to recognize a lease asset and a lease liability
for most of its operating leases. Under current GAAP, operating leases are not recognized by a lessee in its statements
of financial position. In general, the new asset and liability will each equal the present value of lease payments. The
guidance does not significantly change the recognition, measurement and presentation of expenses and cash flows
arising from a lease by a lessee. The guidance is effective for the Company in the first quarter of 2019 using a
modified retrospective transition approach, which requires application of the new guidance at the beginning of the
earliest comparative period presented. Early adoption is permitted. The Company is currently evaluating the effect that
adoption will have on its consolidated financial statements.

In January 2016, the FASB issued guidance that changes the classification and measurement of financial instruments
and amends certain disclosure requirements associated with the fair value of financial instruments. The amendments
revise the accounting related to (a) the classification and measurement of investments in equity investments and (b)
the presentation of certain fair value changes for financial liabilities measured at fair value. Specifically, the guidance
generally requires equity investments to be carried at fair value with changes flowing through net income. This
requirement does not apply to equity-method investments. For financial liabilities measured at fair value, the guidance
requires fair value changes attributable to instrument-specific credit risk to be presented separately in other
comprehensive income, as opposed to reflecting the entire fair-value change in net income. The guidance is effective
for the Company in the first quarter of 2019, with early adoption permitted. The Company is currently evaluating the
effect that adoption will have on its consolidated financial statements.

In April 2015, the FASB issued guidance that changes the presentation of debt issuance costs in the statements of
financial position. Previously, such costs were reflected in the statements of financial position as a deferred asset. The
new guidance requires these costs to be presented as a direct deduction from the related debt liability and to be
amortized as interest expense. The amendment does not affect the current guidance on the recognition and
measurement of debt issuance costs. The Company adopted the guidance in the first quarter of 2016 on a retrospective
basis. The adoption resulted in the reclassification of deferred debt issuance costs related to the Company and the
consolidated funds, respectively, of $3.6 million and $44.7 million as of December 31, 2015, from other assets to debt
obligations in the condensed consolidated statements of financial condition.
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In February 2015, the FASB amended its consolidation guidance to end the deferral granted to investment companies
with respect to applying VIE guidance. The new guidance does not affect the five characteristics that determine if an
entity is a VIE; rather, it focuses on the consolidation criteria used to evaluate whether certain legal entities should be
consolidated. Additionally, the new guidance eliminates the presumption that a general partner
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should consolidate a limited partnership under the voting model. The amendment is intended to simplify the
consolidation guidance by placing more emphasis on risk of loss when determining a controlling financial interest,
reducing the frequency of the application of related-party guidance when determining a controlling financial interest
in a VIE and providing more clarity for reporting entities that typically make use of limited partnerships or VIEs. The
Company adopted the guidance in the first quarter of 2016 on a modified retrospective basis as of January 1, 2016. As
a result, prior periods were not recast; instead, a cuamulative-effect adjustment to equity as of January 1, 2016 was
recorded. The adoption resulted in a reduction to total consolidated assets, liabilities, non-controlling redeemable
interests in consolidated funds and unitholders' capital as of January 1, 2016 of $45.7 billion, $7.6 billion, $38.0
billion and $90.6 million, respectively. There was no impact on retained earnings or net income attributable to the
Company.

In August 2014, the FASB issued guidance on determining when and how reporting entities must disclose
going-concern uncertainties in their financial statements. The guidance requires management to perform interim and
annual assessments of an entity’s ability to continue as a going concern within one year of the date of issuance of the
entity’s financial statements. Additionally, an entity must provide certain disclosures if there is substantial doubt about
the entity’s ability to continue as a going concern. The guidance is effective for the Company in the fourth quarter of
2016, with early adoption permitted. The Company does not expect that adoption of this guidance will have a material
impact on its consolidated financial statements.

In August 2014, the FASB issued guidance on measuring the financial assets and financial liabilities of a consolidated
collateralized financing entity, such as a CLO. The guidance applies to reporting entities that are required to
consolidate a collateralized financing entity under the VIE guidance when (a) the reporting entity measures all of the
financial assets and financial liabilities of that consolidated financing entity at fair value in the consolidated financial
statements and (b) the changes in the fair values of those financial assets and financial liabilities are reflected in
earnings. The guidance provides an alternative for measuring the financial assets and financial liabilities of a
consolidated collateralized financing entity to eliminate differences in the fair value of those financial assets and
financial liabilities as determined under GAAP. The Company adopted the guidance in the first quarter of 2016 on a
modified retrospective basis as of January 1, 2016. As a result, prior periods were not recast; instead, a
cumulative-effect adjustment to equity as of January 1, 2016 was recorded. The adoption resulted in a reduction to
unitholders' capital as of January 1, 2016 of $32.1 million.

In May 2014, the FASB and International Accounting Standards Board issued converged guidance on revenue
recognition, which outlined a single comprehensive model for entities to use in accounting for revenue arising from
contracts with customers and superseded most current revenue recognition guidance, including industry-specific
guidance. The guidance provides a largely principles-based framework for addressing revenue recognition issues on a
comprehensive basis, eliminates an entity’s ability to recognize revenue if there is risk of significant reversal, and
requires enhanced disclosures to provide greater insight into both revenue that has been recognized and revenue that is
expected to be recognized in the future from existing contracts, including quantitative and qualitative information
about significant judgments and changes in those judgments made by management in recognizing revenue. In April
and May 2016, the FASB amended certain aspects of the new revenue recognition guidance, including performance
obligations, licensing, collectability, noncash consideration and contract modifications. The guidance will be effective
for the Company in the first quarter of 2018 on either a full or modified retrospective basis, with early adoption
permitted. The Company is currently evaluating the effect that adoption will have on its consolidated financial
statements.

3. VARIABLE INTEREST ENTITIES

The Company consolidates VIEs for which it is the primary beneficiary. VIEs include funds managed by Oaktree and
CLOs for which Oaktree acts as collateral manager. The purpose of these VIEs is to provide investment opportunities
for investors in exchange for management fees and, in certain cases, performance-based allocations. While the
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investment strategies of the funds and CLOs differ by product, in general the fundamental risks of the funds and CLOs
have similar characteristics, including loss of invested capital and reduction or absence of management and
performance-based fees. As general partner or collateral manager, respectively, Oaktree generally considers itself the
sponsor of the applicable fund or CLO. The Company does not provide performance guarantees and, other than capital
commitments, has no financial obligation to provide funding to VIEs.
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As discussed in note 2, the Company adopted the new consolidation guidance in the first quarter of 2016 under the
modified retrospective approach as of January 1, 2016, which did not require prior periods to be recast. The adoption
resulted in the deconsolidation of substantially all of Oaktree’s investment funds as of January 1, 2016.

Consolidated VIEs

As of June 30, 2016, the Company consolidated 17 VIEs for which it was the primary beneficiary, including eight
funds managed by Oaktree, eight CLOs for which Oaktree serves as collateral manager, and Oaktree AIF Holdings,
Inc., which was formed to hold certain assets for regulatory and other purposes. Two of the CLOs had not priced as of
June 30, 2016. As of December 31, 2015, the Company consolidated eight VIEs pursuant to the consolidation rules
then in effect.

As of June 30, 2016, the assets and liabilities of the 16 consolidated VIEs representing funds and CLOs amounted to
$3.7 billion and $3.2 billion, respectively. The assets of these consolidated VIEs primarily consisted of investments in
debt and equity securities, while their liabilities primarily represented debt obligations issued by CLOs. The assets of
these VIEs may be used only to settle obligations of the same VIE. In addition, there is no recourse to the Company
for the VIEs’ liabilities. In exchange for managing either the funds or CLOs’ collateral, the Company typically earns
management fees and may earn performance fees, both of which are eliminated in consolidation. As of June 30, 2016,
the Company’s investments in consolidated VIEs had a carrying value of $279.1 million, which represented its
maximum risk of loss as of that date. The Company’s investments in CLOs are generally subordinated to other
interests in the CLOs and entitle the Company to receive a pro-rata portion of the residual cash flows, if any, from the
CLOs. Please see note 9 for more information on CLO debt obligations.

Unconsolidated VIEs

The Company holds variable interests in certain VIEs in the form of direct equity interests that are not consolidated
because it is not the primary beneficiary, inasmuch as its fee arrangements are considered at-market and it does not
hold interests in those entities that are considered more than insignificant.

As of June 30, 2016, the assets and liabilities of VIEs that were not consolidated, and the Company’s investments in
those VIEs, are shown below. As of December 31, 2015, there were no VIEs for which the Company was not the
primary beneficiary pursuant to the consolidation rules then in effect.

Carrying Value as of June 30, 2016

Assets of VIEs $48,148,869
Liabilities of VIEs $8,808,034
Corporate investments $1,008,016
Due from affiliates 39,515
Maximum exposure to loss $1,047,531

4. INVESTMENTS

Corporate Investments

Corporate investments consist of investments in funds and companies in which the Company does not have a
controlling financial interest. Investments for which the Company is deemed to exert significant influence are
accounted for using the equity method of accounting and reflect Oaktree’s ownership interest in each fund or company.
In the case of investments for which the Company is not deemed to exert significant influence or control, the fair

value option of accounting has been elected. Investment income represents the Company’s pro-rata share of income or
loss from these funds or companies, or the change in fair value of the investment, as applicable. Oaktree’s general
partnership interests are substantially illiquid. While investments in funds reflect each respective
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fund’s holdings at fair value, equity-method investments in DoubleLine Capital LP and its affiliates (collectively,
“DoubleLine”) and other companies are not adjusted to reflect the fair value of the underlying company. The fair value
of the underlying investments in Oaktree funds is based on the Company’s assessment, which takes into account
expected cash flows, earnings multiples and/or comparisons to similar market transactions, among other factors.
Valuation adjustments reflecting consideration of credit quality, concentration risk, sales restrictions and other
liquidity factors are integral to valuing these instruments.

The Company adopted the new consolidation guidance effective the first quarter of 2016, resulting in the
deconsolidation of substantially all of Oaktree’s investment funds. Corporate investments consisted of the following:

As of

June 30, December
Corporate Investments: 2016 31,

2015

Equity-method Investments:
Oaktree funds $915,942 $51,899
Non-Oaktree funds 59 65,901
Companies 19,621 28,562

Other investments, at fair value 100,616 67,626

Total corporate investments $1,036,238 $213,988

The components of investment income (loss) are set forth below:
Three Months Six Months
Ended June 30, Ended June 30,

Investment Income (Loss): 2016 2015 2016 2015

Equity-method Investments:

Oaktree funds $10,245 $1,075 $28,901 $327
Non-Oaktree funds 14 2,140 318 4,733
Companies 16,682 12,358 31,789 22,322
Other investments, at fair value 14,059 121 9,439 994
Total investment income $41,000 $15,694 $70,447 $28,376

Equity-method Investments

The Company's equity-method investments include its investments in Oaktree funds for which it serves as general
partner, and other third-party funds and companies that are not consolidated for which the Company is deemed to
exert significant influence. The Company's share of income or loss generated by these investments is recorded within
investment income in the condensed consolidated statements of operations. The Company's equity-method
investments in Oaktree funds principally reflect the Company’s general partner interests in those funds, which typically
does not exceed 2.5% in each fund. The Oaktree funds are investment companies that follow a specialized basis of
accounting established by GAAP. Equity-method investments in companies include the Company’s one-fifth equity
stake in DoubleLine.

Each reporting period, the Company evaluates each of its equity-method investments to determine if any are
considered significant, as defined by the SEC. As of or for the year ended December 31, 2015, no individual
equity-method investment met the significance criteria. As a result, separate financial statements were not required for
any of the Company’s equity-method investments.

17
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Summarized financial information of the Company’s equity-method investments is set forth below. Equity-method
investments were not material for periods prior to adoption of the deconsolidation guidance in the first quarter of
2016, pursuant to the consolidation rules then in effect.

. . .. As of June
Statement of Financial Condition: 30, 2016
Assets:
Cash and cash-equivalents $3,285,360
Investments, at fair value 40,995,952
Other assets 2,220,264
Total assets $46,501,576
Liabilities and Capital:
Debt obligations $7,014,441
Other liabilities 2,285,463
Total liabilities 9,299,904
Total capital 37,201,672
Total liabilities and capital $46,501,576
Three
Months Six Months
Statements of Operations: Ended Ended June
June 30, 30, 2016
2016
Revenues / investment income $482.265 $1,025,099
Interest expense (41,640 ) (80,169 )
Other expenses (217,303 ) (437,739 )
Net realized and unrealized gain on investments 550,657 838,724
Net income $773,979 $1,345915

Other Investments, at Fair Value

Other investments, at fair value primarily consist of investments in certain Oaktree and non-Oaktree funds for which
the fair value option of accounting has been elected, as well as derivatives utilized to hedge the Company’s exposure to
investment income earned from unconsolidated funds. The following table summarizes net gains (losses) attributable
to the Company's other investments:

Ehgeedl}/lonths Six Months
38 ed June Ended June 30,

2016 2015 2016 2015

Realized gain (loss) $105  $58 $(2,389) $58
Net change in unrealized gain (loss) 13,954 63 11,828 936
Total $14,059 $121 $9,439 $994
18
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Investments of Consolidated Funds
Investments, at Fair Value

Investments held and securities sold short by the consolidated funds are summarized below:

Fair Value as of

June 30, December

Investments 2016 31,
2015

United States:
Debt securities:
Consumer discretionary $550,122 $3,387,072
Consumer staples 153,994 686,071
Energy 50,760 854,220
Financials 124,291 1,293,508
Government — 95,508
Health care 292,452 1,135,799
Industrials 352,038 1,710,706
Information technology 251,870 1,293,815
Materials 197,230 1,393,521
Telecommunication services 65,559 471,711
Utilities 44,249 686,126

Total debt securities (cost: $2,130,737 and $15,304,870 as of June 30, 2016
and December 31, 2015, respectively)

Equity securities:

Consumer discretionary 634
Consumer staples —
Energy —
Financials 3,018
Health care 112
Industrials —
Information technology —
Materials —
Telecommunication services —
Utilities —
Total equity securities (cost: $2,213 and $13,290,699 as of June 30, 2016 and3 764
December 31, 2015, respectively) ’

19

2,082,565 13,008,057

1,813,832
872,472
1,810,290
7,639,790
92,866
1,728,086
67,253
882,366
16,471
156,865

Fair Value as a
Percentage of
Investments of

Consolidated
Funds as of
June December
30, 31,
2016 2015
16.7% 7.5 %
4.7 1.5
1.5 1.9
3.8 2.9
— 0.2
8.9 2.5
10.7 3.8
7.6 2.9
6.0 3.1
2.0 1.0
1.3 1.5
63.2 28.8
0.0 4.0
— 1.9
— 4.0
0.1 16.9
0.0 0.2
— 3.8
— 0.2
— 2.0
— 0.0
— 0.3

15,080,291 0.1
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Fair Value as a
Percentage of

Fair Value as of Investments of
Consolidated
Funds as of
December June December
June 30,
Investments 2016 31, 30, 31,
2015 2016 2015
Europe:
Debt securities:
Consumer discretionary $304,868 $1,329,387 92 % 29 %
Consumer staples 81,685 222,789 2.5 0.5
Energy 13,712 144,742 0.4 0.3
Financials 16,367 808,568 0.5 1.8
Government 1,260 46,946 0.0 0.1
Health care 139,437 197,569 4.2 0.5
Industrials 56,557 291,950 1.7 0.7
Information technology 26,818 71,168 0.8 0.2
Materials 198,828 377,460 6.0 0.8
Telecommunication services 158,004 200,610 4.8 0.4
Utilities — 18,028 — 0.0

Total debt securities (cost: $1,008,521 and $4,207,531 as of June 30, 2016
and December 31, 2015, respectively)
Equity securities:

997,536 3,709,217 30.1 8.2

Consumer discretionary 452 270,370 0.0 0.6
Consumer staples — 145,108 — 0.3
Energy — 21,791 — 0.0
Financials 245 6,239,424 0.0 13.8
Government — 40,290 — 0.1
Health care — 79,582 — 0.2
Industrials — 1,499,142 — 3.3
Information technology — 1,646 — 0.0
Materials — 475,306 — 1.1
Telecommunication services — 4,834 — 0.0
Utilities — 344,736 — 0.8
Total equity securities (cost:. $701 and $7,627,245 as of June 30, 2016 and 697 9.122.229 0.0 202
December 31, 2015, respectively)

Asia and other:

Debt securities:

Consumer discretionary 9,651 102,531 0.3 0.2
Consumer staples 12,851 33,061 0.4 0.1
Energy 11,755 193,645 0.4 0.4
Financials 1,087 27,413 0.0 0.1
Government 560 6,974 0.0 0.0
Health care 122 47,010 0.0 0.1
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Industrials

Information technology

Materials

Utilities

Total debt securities (cost: $55,151 and $1,090,867 as of June 30, 2016 and
December 31, 2015, respectively)

20

2,867
142
10,290

49,325

268,710
31,983
248,830
2,713

962,870

0.1
0.0
0.3

1.5

0.6
0.1
0.6
0.0

2.2
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Fair Value as a
Percentage of

Fair Value as of Investments of
Consolidated
Funds as of
December June December
June 30,
Investments 2016 31, 30, 31,
2015 2016 2015
Asia and other:
Equity securities:
Consumer discretionary $25,043 $506,761 08 % 1.1 %
Consumer staples 17,393 29,863 0.5 0.1
Energy 11,026 192,844 0.3 0.4
Financials 46,510 986,753 1.4 2.2
Health care 1,471 18,535 0.0 0.1
Industrials 25,865 1,032,225 0.8 2.3
Information technology 20,858 244,433 0.6 0.5
Materials 15,397 96,326 0.5 0.2
Telecommunication services 2,446 34,678 0.1 0.1
Utilities 2,292 154,824 0.1 0.3

Total equity securities (cost: $163,082 and $3,370,406 as of

June 30, 2016 and December 31, 2015, respectively) 168,301 3,297,242 > 7.3

Total debt securities 3,129,426 17,680,144 94.8 39.2
Total equity securities 172,762 27,499,762 5.2 60.8
Total investments, at fair value $3,302,188 $45,179,906 100.0% 100.0 %

Securities Sold Short

Equity securities (proceeds: $68,170 and $102,236 as of
June 30, 2016 and December 31, 2015, respectively)

As of June 30, 2016 and December 31, 2015, no single issuer or investment had a fair value that exceeded 5% of
Oaktree’s total consolidated net assets.

$(61,838 ) $(91,246 )
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Net Gains (Losses) From Investment Activities of Consolidated Funds
Net gains (losses) from investment activities in the condensed consolidated statements of operations consist primarily
of realized and unrealized gains and losses on the consolidated funds’ investments (including foreign exchange gains
and losses attributable to foreign-denominated investments and related activities) and other financial instruments.
Unrealized gains or losses result from changes in the fair value of these investments and other financial instruments.
Upon disposition of an investment, unrealized gains or losses are reversed and an offsetting realized gain or loss is
recognized in the current period.
The following table summarizes net gains (losses) from investment activities:

Three Months Ended June 30,

2016 2015

Net . )

Realized Net Change in Net Net Change in
] 1 Unrealized Realized Unrealized

Gain Appreciation  Gain Appreciation

(Loss) pp pp

(Depreciation) (Loss) on (Depreciation)

on on Investments Investmentson Investments
Investments
Investments and other financial instruments $8,651 $ 17,740 $707,427 $(1,018,970 )
Measurement alternative guidance for CLO liabilities ) — (24,172 ) — —
Foreign-currency forward contracts 2 (298 ) 849 175,334 (339,448 )
Total-return and interest-rate swaps 2 (907 ) 222 (2,248 ) (56,008 )
Options and futures @ (764 ) 60 (21,778 ) (5,150 )
Swaptions (2(3) — — (1,187 ) 1,191
Total $6,682 $ (5,301 ) $857,548 $(1,418,385 )
Six Months Ended June 30,
2016 2015
Net Net Change in Net Net Change in
Realized Unrealized Realized Unrealized
Gain Appreciation  Gain (Loss) Appreciation
(Loss) on (Depreciation) on (Depreciation)

Investmentsn Investments Investments on Investments

Investments and other financial instruments $12,322 $ 27,423 $875,226  $ (461,655 )
Measurement alternative guidance for CLO liabilities ) — (52,374 ) — —
Foreign-currency forward contracts 2 (500 ) 457 471,310 (319,064 )
Total-return and interest-rate swaps 2 (890 ) (1,396 ) (7,174 ) (116,226 )
Options and futures @ 849 ) (83 ) (3,977 ) (16,299 )
Swaptions (2(3) — — (3,007 ) 2,342

Total $10,083 $ (25,973 ) $1,332,378 $(910,902 )
(I)Represents the net change in the fair value of CLO liabilities based on the more observable fair value of CLO

assets, as measured under the measurement alternative guidance for CLOs. Please see note 2 for more information.
(2)Please see note 6 for additional information.

3)
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A swaption is an option granting the buyer the right but not the obligation to enter into a swap agreement on a
specified future date.
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5. FAIR VALUE
Fair Value of Financial Assets and Liabilities
The short-term nature of cash and cash-equivalents, receivables and accounts payable causes each of their carrying
values to approximate fair value. The fair value of short-term investments included in cash and cash-equivalents is a
Level I valuation. The Company’s other financial assets and financial liabilities by fair-value hierarchy level are set
forth below. Please see notes 9 and 16 for the fair value of the Company’s outstanding debt obligations and amounts
due from/to affiliates, respectively.

As of June 30, 2016 As of December 31, 2015

LevelI Levelll Levellll Total LevelI Levelll Levellll Total

Assets
U.S. Treasury securities () $684,224 $— $— $684,224 $661,116 $— $— $661,116
Corporate investments — 74,035 26,581 100,616 — 41,876 25,750 67,626

Foreign-currency forward

) — 4,649 — 4,649 — 5,875 — 5,875
contracts 2

Total assets $684,224 $78,684 $26,581 $789,489 $661,116 $47,751 $25,750 $734,617
Liabilities

Contingent consideration ) $— $— $(24,995) $(24,995) $— $— $(28,494) $(28,494)
Foreign-currency forward

contracts @ — (14,916 ) — (14,916 ) — (3,286 ) — (3,286 )
Interest-rate swaps ) — (712 ) — (712 ) — 943 ) — (943 )
Total liabilities $— $(15,628) $(24,995) $(40,623 ) $— $(4,229) $(28,494) $(32,723)

(1)Carrying value approximates fair value due to the short-term nature.

(2) Amounts are included in other assets in the condensed consolidated statements of financial condition.

(3)Am0unts are included in accounts payable, accrued expenses and other liabilities in the condensed consolidated
statements of financial condition.

There were no transfers between Level I and Level II positions for the six months ended June 30, 2016 and 2015.
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The table below sets forth a summary of changes in the fair value of Level III financial instruments:

Three Months Ended June 30,

2016 2015
Corporate Contingent OCorlrté{?ent
P C0n51derat10n é%nm eration

InveStme]ildlablhty In \Llatglllelt}E

Beginning balance $25,624 $ (27,884 ) $-$(28,052 )
Net gain (loss) included in earnings 957 2,889 —(694 )
Ending balance $26,581 $ (24,995 ) $-$(28,746 )
N‘et change in unreahz.ed gains (losses) attributable to financial instruments $957  $2.889 $-$ (694 )
still held at end of period
Six Months Ended June 30,
2016 2015
Contmgent Contingent
Eﬁf;:ﬁ; (%0n51derat10n X ons1cératlon
Tiabi lity \Llatgnﬁ ty
Beginning balance $25,750 $ (28,494 ) $-$(27,245 )
Net gain (loss) included in earnings 831 3,499 —(1,501 )
Ending balance $26,581 $ (24,995 ) $-$(28,746 )
Net change in unrealized gains (losses) attributable to financial instruments $831  $3.499 $-$ (1,501 )

still held at end of period

The table below sets forth a summary of the valuation techniques and quantitative information utilized in determining
the fair value of the Company’s Level III financial instruments:

Fair Value as of Significant Unobservable

Financial Instrument June 30, December Valuation Input Ranee Weighted
2016 31,2015 Technique p & Average

Market

Corporate investment — approach

. . . Not Not

Limited partnership $26,581 $25,750 (value of Not applicable . .

. . applicable applicable

interests underlying
assets)

Contingent consideration Discounted cash Assumed % of total

liabilitg (24,995 ) (28,494 ) potential contingent 0% — 100% 48%

y payments
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Fair Value of Financial Instruments Held By Consolidated Funds

The short-term nature of cash and cash-equivalents held at the consolidated funds causes their carrying value to
approximate fair value. The fair value of cash-equivalents is a Level I valuation. Derivatives may relate to a mix of
Level I, IT or III investments, and therefore their fair-value hierarchy level may not correspond to the fair-value
hierarchy level of the economically hedged investment. The table below summarizes the investments and other
financial instruments of the consolidated funds by fair-value hierarchy level:

As of June 30, 2016

Level I
Assets
Investments:
Corporate debt — $
bank debt o
Corporate debt —
all other o
Equities —
common stock
Equities —
preferred stock
Real estate
Real estate loan
portfolios
Total
investments
Derivatives:
Foreign-currency
forward
contracts
Swaps
Options and
futures
Swaptions
Total derivatives 4
Total assets $151,414

149,658

1,752

151,410

4

Liabilities

CLO debt
obligations:
Senior secured
notes (1)
Subordinated
notes (1)

Total CLO debt
obligations o
Securities sold
short:

$—

Level I1

$2,562,192
375,435

17,361

2,954,988

416

416
$2,955,404

Level II1

$189,909
1,890

3,991

195,790

$195,790

$(2,594,841) $—

(83,725

)_

(2,678,566 ) —

Total

$2,752,101
377,325
171,010

1,752

3,302,188

416

4

420
$3,302,608

As of December 31, 2015

Level I

$—
5,450

4,836,422

61,317

4,903,189

$4,903,189

$(2,594,841) $—

(83,725

)_

(2,678,566 ) —

Level 11

$7,891,929
4,902,226

256,604

13,050,759

156,234

16,544
25,559

14
198,351
$13,249,110

Level 111

$1,871,375
3,009,164
8,729,202

1,363,542
9,655,270
2,597,405

27,225,958

$27,225,958

Total

$9,763,304
7,916,840
13,822,228

1,363,542
9,716,587
2,597,405

45,179,906

156,234

16,544
25,559

14
198,351
$45,378,257
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Equity securities (61,821 ) — (17 ) (61,838 ) 91,246 ) — — (91,246 )
Derivatives:

Foreign-currency

forward — (11 ) — (11 ) — (64,364 ) — (64,364 )
contracts

Swaps — (921 ) — (921 ) — (223,359 ) (8,251 ) (231,610 )
Options and

futures (443 ) — — (443 ) (88 ) (4,146 ) — (4,234 )
Total derivatives (443 ) (932 ) — (1,375 ) (88 ) (291,869 ) (8,251 ) (300,208 )
Total liabilities $(62,264 ) $(2,679,498) $(17 ) $(2,741,779) $(91,334 ) $(291,869 ) $(8,251 ) $(391,454 )

The fair value of CLO liabilities is classified based on the more observable fair value of CLO assets. Please see
notes 2 and 9 for more information.

ey
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The following tables set forth a summary of changes in the fair value of Level III investments:
Real Estate

Corporate  Corporate
Debt — Bank Debt — All
Debt Other Stock
Three
Months
Ended
June
30,
2016
Beoingi
balogs 1
Transfers
into
Level
11
Transfers
out
0f(1,962 ) — —
Level
11
P@oB8ses 1 157
S4l3,886 ) — (525
Realized
2ains
(lagsgses),
net
Unrealized
ap 1ation
(d(gggciation)), 36 16
net

E’%‘P% 909  $1.890 $3.974
balancé

N8(2,103 ) $36 $16
change

in

unrealized
appreciation
(depreciation)
attributable

to

assets

still

held

at

$1,853 $4,326

Equities —
Common

Equities —
Preferred
Stock

Real Estate Loan
$— $—
$— $—
$— $—

Portfolios

Swaps

Other

Total

$206,990

(1,962

2,397
(11,411

89

(330

$195,773
$(2,051

)
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end
of
period
Three
Months
Ended
June
30,
2015

fﬁ;‘%ﬁi{%os $2.772.859 $10,156,394 $1.381,135 $9.728.967 $2.406.252

Transfers
into,
LS
111
Transfers
out
0f(42,396
Level

111
Pd22sks
S4185,407
Realized
gains,
adegs
net
Unrealized
appregiation
(d@pgﬁaﬁon){ 8,839
net

17,208 50,976

) (78,250 ) (523,407

314,898
) (84,407

341,691
) (349,498

(35,773 ) 73,211

(46,358

Eﬁi;%%9,277 $2.915,374 $9,703,009 $1,659,738 $9,572.902 $2,779.472

Net

change

in

unrealized
appreciation
(depreciation)
attributable
to$(12,235 ) $(76,879 ) $(12,504
assets

still

held

at

end

of

period

26

11,199

) (20,382

147,396
) (2,760

(1,153

) 144,303

) $1,253

)_

658,056
) (890,418

) 432,658

(356,361

476,637
) (213,495

67,817

) 42,261

$(335,645 ) $27,778

)

$(6,988) $3,576 $28,015,703

— — 88,981

— — (664,435 )
— — 1,981,399
— — (1,725,985 )
— — 547,364
(1,656 ) 820 (217,503 )

$(8,644) $4,396 $28,025,524

$(225 ) $820 $(407,637 )
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Oaktree Capital Group, LLC

Notes to Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2016

($ in thousands, except where noted)

Corporate  Corporate  Equities—  Equities — Real Estate
Debt — Bank Debt— All Common  Preferred  Real Estate Loan Swaps Other
Debt Other Stock Stock Portfolios
Six
Months
Ended
June
30,
2016

fﬁ;‘%‘?ﬂ%ﬁ $3,000,164 $8,729,202 $1,363,542 $9,655.270 $2,597,405 $(8,251 ) $—

Cumulative-effect

adjustment

from

addptith305 ) (3,007,287 ) (8,725,026 ) (1,363,542 ) (9,655,270 ) (2,597,405 ) 8,251 —
of

accounting

guidance

Transfers

i
Sé‘v’ié 35 _ 308 _ _ _ _ _

11

Transfers

out

of(42,670 ) — — — — — — —

Level

11

Péxdi&ses 2 157 — — — — —

S4x,872 ) — (821 ) — — — — —

Realized

g

ai83s),

net

Unrealized
1at10n

(d(eprec1at10n)) 64 — — _ - o

b’%ﬂ%9o9 $1,890 $3.974 $— $— $— $— $—
alancé
N81(647 ) $11 $64 $— $— $— $— $—

change

in

unrealized
appreciation
(depreciation)

Total

$27,217,707

(27,012,584

37,933

(42,670

9,537
(13,693

115

(572

$195,773
$(572

)
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attributable
to
assets
still
held
at
end
of
period
Six
Months
Ended
June
30,
2015

fﬁ;‘%‘gﬁ%ﬁ $2.750.661 $9.056,579 $1.320,752 $9.216,056 $2.399.105

Transfers
in
LGS
111
Transfers
out
0f(145,998
Level

111
PeAhIeh
S¢B40,767
Realized
gaips
1535397
net
Unrealized

ag@fﬁ%@?‘.’“)) (113,024

preciation

17,208 377,563 15,835

) (110,084 ) (523,423 ) (32,583

566,463
) (163,351

1,194,127
) (442,219

205,128
) (54,947

(32,499 ) (66,126 ) 37,384

) 106,508 168,169

(
net

)_

949,574
) (985,355

479,057

(86,430

605,915
) (303,387

98,628

) (20,789

$(10,687) $3,576 $26,291,698

527,139

(812,088 )

3,745,958

) — — (2,290,026 )

541,851

) 2,043 820 20,992

52%211,1]%%9,277 $2,915,374 $9,703,009 $1,659,738 $9,572,902 $2,779,472 $(8,644 ) $4,396 $28,025,524

N8(17,619 ) $(43,928 ) $192,837
change

in

unrealized
appreciation
(depreciation)
attributable

to

assets

still

held

at

end

$109,462

$92,476

$(35,272 ) $2,043

$820 $300,819
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of
period

Total realized and unrealized gains and losses recorded for Level III investments are included in net realized gain on
consolidated funds’ investments or net change in unrealized appreciation (depreciation) on consolidated funds’
investments in the condensed consolidated statements of operations.

There were no transfers between Level I and Level 11 positions for the six months ended June 30, 2016 and 2015.

27

55



Edgar Filing: Oaktree Capital Group, LLC - Form 10-Q

Oaktree Capital Group, LLC

Notes to Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2016

($ in thousands, except where noted)

Transfers out of Level III are generally attributable to certain investments that experienced a more significant level of
market trading activity or completed an initial public offering during the respective period and thus were valued using
observable inputs. Transfers into Level III typically reflect either investments that experienced a less significant level
of market trading activity during the period or portfolio companies that undertook restructurings or bankruptcy
proceedings and thus were valued in the absence of observable inputs.

The following table sets forth a summary of the valuation techniques and quantitative information utilized in
determining the fair value of the consolidated funds’ Level III investments as of June 30, 2016:

Fair Significant Unobservable Weighted

Investment Type Value Valuation Technique Tnputs O10XID Range Average (1)
Credit-oriented
investments:
Consumer 52,564 ~Discounted cash flow py.lo ot rate 12% - 15% 13%
discretionary: @)
Recent market . Not .
36,217 information (© Quoted prices applicable Not applicable
Financials: 2,503 iscoumted cash flow by count rate 15% - 17%  16%
Recent market . Not .
21,341 information © Quoted prices applicable Not applicable
Industrials: 30,458 E)lscounted cash flow Discount rate 5% —-16% 7%
Recent market . Not .
38,727 information © Quoted prices applicable Not applicable
Consumer Staples: 6,221 E)lscounted cash flow Discount rate 5% — 1% 6%
Recent market . Not .
19,042 information (© Quoted prices applicable Not applicable
Other: 11013 piscounted ash flow e rate 9% -27% 12%
Market approach
2,771 (comparable Earnings multiple 3 7x - 9x 8x
companies) @
Recent market . Not .
20,042 information (© Quoted prices applicable Not applicable
Equity investments:
Market approach
601 (comparable Earnings multiple 3 4x — 13x 5x
companies) @
Recent market . Not .
3,373 information (© Quoted prices applicable Not applicable
Total Level III $195.773
investments
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Oaktree Capital Group, LLC
Notes to Condensed Consolidated Financial Statements (Unaudited) — (Continued)

June 30, 2016

($ in thousands, except where noted)

The following table sets forth a summary of the valuation techniques and quantitative information utilized in

determining the fair value of the consolidated funds’ Level III investments as of December 31, 2015:

Investment Type

Credit-oriented

investments:
Consumer

discretionary:

Financials:

Industrials:

Materials:

Fair
Value

$289,107

451,584

232,995
156,160

595,066

259,669

232,958
241,667

135,808

55,310

7,549

219,121

45,647
24,247

417,749

128,230

Valuation Technique

Discounted cash flow
(eY)

Market approach
(comparable
companies) @
Recent transaction
price ©

Recent market
information (©
Discounted cash flow
(eY)

Market approach
(value of underlying
assets) @

Recent transaction
price ©

Recent market
information (©
Discounted cash flow
1

Discounted cash flow
@1/

Sales approach ®)
Market approach
(comparable
companies) @
Market approach
(value of underlying
assets) A

Recent transaction
price ©

Recent market
information (©
Discounted cash flow
(e9)

Market approach
(comparable
companies) @

Significant Unobservable
Inputs OO

Discount rate

Earnings multiple 3

Not applicable

Quoted prices / discount
(discount not applicable)

Discount rate

Underlying asset multiple

Not applicable

Quoted prices / discount
(discount not applicable)

Discount rate

Discount rate / Market
transactions

Earnings multiple 3

Underlying asset multiple

Not applicable

Quoted prices / discount
(discount not applicable)

Discount rate

Earnings multiple 3

Range

5% — 15%

3x — 10x

Not
applicable
Not
applicable

6% — 14%

1.1x - 1.5x

Not
applicable
Not
applicable

5% — 15%

9% — 11%

5x — 9x

0.7x — 1.0x

Not
applicable
Not
applicable

11% — 14%

7x —9x

Weighted
Average (12)

12%
6x

Not applicable
Not applicable

11%
1.2x

Not applicable
Not applicable

13%

10%

7x

0.9x

Not applicable
Not applicable

14%

8x
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3,938
71,174

199,841

143,596

63,594
62,353
442,797
60,643

331,485

Recent transaction
price ©

Recent market
information (©®
Discounted cash flow
(€8]

Market approach
(comparable
companies) @
Recent transaction
price ©

Recent market
information (©®
Discounted cash flow
(€8]

Recent transaction
price ©

Recent market
information (©®

Not applicable

Quoted prices / discount
(discount not applicable)

Discount rate

Earnings multiple 3

Not applicable

Quoted prices / discount
(discount not applicable)

Discount rate

Not applicable

Quoted prices / discount
(discount not applicable)

Not
applicable
Not
applicable

6% — 13%

6x — 8x

Not
applicable
Not
applicable

5% — 20%

Not
applicable
Not
applicable

Not applicable
Not applicable

12%

7x

Not applicable
Not applicable
12%

Not applicable

Not applicable
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Oaktree Capital Group, LLC

Notes to Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2016

($ in thousands, except where noted)

Significant Unobservable Weighted

Investment Type Fair Value  Valuation Technique Tputs 91011 Range Average (12
Equity investments:
Financials: 58,352 Discounted cash 1y, ount rate 14% - 16% 15%

flow (D

Market approach

1,029,904  (value of underlying Underlying asset multiple 1.0x — 1.5x 1.4x
assets) D@
Recent transaction . Not
price ® Not applicable applicable
Industrials: 37,30  Discountedcash by oun rate 10% - 12% 11%
flow (D
Market approach
2,385,995  (comparable Earnings multiple 3 5x — 18x 9x
companies) @)
Market approach
1,287,791  (value of underlying Underlying asset multiple 0.9x — 1.0x 1.0x
assets) D@
Recent transaction Not

189,714 Not applicable

248,894 price Not applicable applicable Not applicable
Recent market Quoted prices / discount Not .
33,005 information (© (discount not applicable) applicable Not applicable
Market approach
Materials: 1,238,760  (comparable Earnings multiple 3 7x — 9x 8x
companies) @)
Recent transaction . Not .
25,133 price Not applicable applicable Not applicable
Market approach
Utilities 616,596 (comparable Earnings multiple 3 8x — 11x 9x
companies) @
. Not .
266,185 Other Not applicable applicable Not applicable
Recent transaction . Not .
200,112 price Not applicable applicable Not applicable
Market approach
Other: 1,898,334  (comparable Earnings multiple 3 6x — 18x 10x
companies) @)
Market approach

164,026 (value of underlying Underlying asset multiple 1.1x — 1.3x 1.2x
assets) D@
Recent transaction Not

221,350 price Not applicable applicable Not applicable
Recent market Quoted prices / discount Not .
171,463 information (©) (discount not applicable) applicable Not applicable
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Real estate loan
portfolios:

Total Level 11T
investments
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3,863,639

132,640

218,817

992,695

512,120
2,385,895
1,385,418

164,046

2,101,463

495,942

$27,217,707

Discounted cash

flow (DD

Discounted cash

flow (D /

Sales approach ®)
Market approach

(comparable
companies) @

Market approach
(value of underlying

assets) D@

Recent transaction

price ®
Recent market
information (©

Sales approach ®)

Other

Discounted cash

flow (DD

Recent transaction

price ®

Discount rate

Terminal capitalization

rate

Direct capitalization rate
Net operating income

growth rate
Absorption rate

Discount rate / Market

transactions

Earnings multiple @

Underlying asset multiple

Not applicable

Quoted prices / discount

Market transactions

Not applicable

Discount rate

Not applicable

6% — 44%
5% — 10%
5% — 10%
0% — 38%
25% — 44%
6% — 8%
9x — 11x

1x - 1.8x

Not
applicable

0% — 5%

Not
applicable
Not
applicable

7% — 23%

Not
applicable

13%

7%
7%
10%
30%

7%

11x

1.6x

Not applicable
3%
Not applicable

Not applicable

13%

Not applicable

61



Edgar Filing: Oaktree Capital Group, LLC - Form 10-Q

Oaktree Capital Group, LLC

Notes to Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2016

($ in thousands, except where noted)

A discounted cash-flow method is generally used to value performing credit-oriented investments in which the
(1)consolidated funds do not have a controlling interest in the underlying issuer, as well as certain equity investments,
real estate-oriented investments and real estate loan portfolios.

A market approach is generally used to value distressed investments and investments in which the consolidated

funds have a controlling interest in the underlying issuer.

Earnings multiples are based on comparable public companies and transactions with comparable companies. The

Company typically utilizes multiples of EBITDA; however, in certain cases the Company may use other earnings

(3)multiples believed to be most relevant to the investment. The Company typically applies the multiple to trailing

twelve-months” EBITDA. However, in certain cases other earnings measures, such as pro forma EBITDA, may be

utilized if deemed to be more relevant.

A market approach using the value of underlying assets utilizes a multiple, based on comparable companies, of

underlying assets or the net book value of the portfolio company. The Company typically obtains the value of

(4)underlying assets from the underlying portfolio company’s financial statements or from pricing vendors. The

Company may value the underlying assets by using prices and other relevant information from market transactions

involving comparable assets.

Certain investments are valued based on recent transactions, generally defined as investments purchased or sold
(5)within six months of the valuation date. The fair value may also be based on a pending transaction expected to
close after the valuation date.

Certain investments are valued using quoted prices for the subject or similar securities. Generally, investments

valued in this manner are classified as Level III because the quoted prices may be indicative in nature for securities

that are in an inactive market, may be for similar securities, or may require adjustment for investment-specific
factors or restrictions.

The discounted cash flow model for certain real estate-oriented investments and certain real estate loan portfolios

contains a sell-out analysis. In these cases, the discounted cash flow is based on the expected timing and prices of

(7)sales of the underlying properties. The Company’s determination of the sales prices of these properties typically

includes consideration of prices and other relevant information from market transactions involving comparable

properties.

The sales approach uses prices and other relevant information generated by market transactions involving

comparable assets. The significant unobservable inputs used in the sales approach generally include adjustments to

transactions involving comparable assets or properties, adjustments to external or internal appraised values, and the

Company’s assumptions regarding market trends or other relevant factors.

The discount rate is the significant unobservable input used in the fair-value measurement of performing

credit-oriented investments in which the consolidated funds do not have a controlling interest in the underlying

issuer, as well as certain equity investments and real estate loan portfolios. An increase (decrease) in the discount
rate would result in a lower (higher) fair-value measurement.
Multiple of either earnings or underlying assets is the significant unobservable input used in the market approach
for the fair-value measurement of distressed credit-oriented investments, credit-oriented investments in which the

(10)consolidated funds have a controlling interest in the underlying issuer, equity investments and certain real
estate-oriented investments. An increase (decrease) in the multiple would result in a higher (lower) fair-value
measurement.

(11) The significant unobservable inputs used in the fair-value measurement of real estate investments utilizing a
discounted cash flow analysis can include one or more of the following: discount rate, terminal capitalization rate,
direct capitalization rate, net operating income growth rate or absorption rate. An increase (decrease) in a discount
rate, terminal capitalization rate or direct capitalization rate would result in a lower (higher) fair-value

2)

(6)

®)

€))
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measurement. An increase (decrease) in a net operating income growth rate or absorption rate would result in a
higher (lower) fair-value measurement. Generally, a change in a net operating income growth rate or absorption
rate would be accompanied by a directionally similar change in the discount rate.
(12) The weighted average is based on the fair value of the investments included in the range.
A significant amount of judgment may be required when using unobservable inputs, including assessing the accuracy
of source data and the results of pricing models. The Company assesses the accuracy and reliability of the sources it
uses to develop unobservable inputs. These sources may include third-party vendors that the Company believes are
reliable and commonly utilized by other marketplace participants. As described in note 2, other factors beyond the
unobservable inputs described above may have a significant impact on investment valuations.
During the six months ended June 30, 2016, the valuation technique for one Level III credit-oriented investment
changed from a discounted cash flow to a market approach based on comparable companies due to the anticipated
restructuring of the portfolio company.
During the six months ended June 30, 2015, the valuation technique for eight Level III investments changed, as
follows: (a) three credit-oriented investments and one equity investment changed from a market approach based on
comparable companies to a market approach based on the value of underlying assets as a result of an increased focus
on the value of the company’s physical assets, (b) one credit-oriented investment changed from a market approach
based on comparable companies to a valuation based on recent market information due to increased availability of
broker quotations, (c) one credit-oriented investment changed from a valuation technique that used both a discounted
cash flow and sales approach to an approach based solely on a discounted cash flow technique due to a decreased
focus on the value of the issuer’s assets, (d) one real estate-oriented investment changed from a valuation based on a
market approach to a discounted cash flow as a result of the stabilization of the underlying property and (e) one real
estate-oriented investment changed from a valuation based on a discounted cash flow to a sales approach as a result of
receiving offers from potential buyers.
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Oaktree Capital Group, LLC

Notes to Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2016

($ in thousands, except where noted)

6. DERIVATIVES AND HEDGING
The Company enters into derivatives as part of its overall risk management strategy or to facilitate its investment
management activities. Risks associated with fluctuations in interest rates and foreign-currency exchange rates in the
normal course of business are addressed as part of the Company’s overall risk management strategy that may include
the use of derivatives to economically hedge or reduce these exposures. From time to time, the Company may enter
into (a) foreign-currency option and forward contracts to reduce earnings and cash-flow volatility associated with
changes in foreign-currency exchange rates, and (b) interest-rate swaps to manage all or a portion of the interest-rate
risk associated with its variable-rate borrowings. As a result of the use of these or other derivative contracts, the
Company is exposed to the risk that counterparties will fail to fulfill their contractual obligations. The Company
attempts to mitigate this counterparty risk by entering into derivative contracts only with major financial institutions
that have investment-grade credit ratings. Counterparty credit risk is evaluated in determining the fair value of
derivatives.
As of June 30, 2016, the Company had one interest-rate swap outstanding, expiring in January 2017, that was
designated to hedge the interest-rate risk covering up to $162.5 million of the $250.0 million variable-rate bank term
loan. As of June 30, 2016, the hedge continued to be effective. As of December 31, 2015, the Company had an
additional interest-rate swap that expired in January 2016 and was designated to hedge the interest-rate risk covering
up to $150.0 million of the same bank term loan.
Freestanding derivatives are financial instruments that the Company enters into as part of its overall risk management
strategy but does not designate as hedging instruments for accounting purposes. These financial instruments may
include foreign-currency exchange contracts, interest-rate swaps and other derivative contracts.
The fair value of foreign-currency forward sell contracts consisted of the following:

Contract Contract Market Net Unrealized
As of June 30, 2016 Amount in Amount in  Value in Appreciation

Local Currency U.S. Dollars U.S. Dollars (Depreciation)

Euro, expiring 7/8/16-9/29/17 273,050 $307,020 $304,905 $ 2,115

USD (buy GBP), expiring 7/29/16-7/31/17 92,963 92,963 102,697 (9,734 )
Japanese Yen, expiring 9/30/16 6,051,400 56,130 58,778 (2,648 )
Total $456,113 $466,380 $ (10,267 )
As of December 31, 2015

Euro, expiring 1/8/16-12/30/16 246,850 $274,135  $269,603 $ 4,532

USD (buy GBP), expiring 1/8/16-10/31/16 70,594 70,594 72,476 (1,882 )
Japanese Yen, expiring 1/29/16-9/30/16 5,840,300 48,631 48,692 (61 )
Total $393,360 $390,771 $ 2,589
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Oaktree Capital Group, LLC

Notes to Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2016

($ in thousands, except where noted)

Realized and unrealized gains and losses arising from freestanding derivative instruments were recorded in the
condensed consolidated statements of operations as follows:

Three Months Six Months Ended

Ended June 30, June 30,
Foreign-currency Forward Contracts 2016 2015 2016 2015

Investment income $6,530 $— $(2,371 ) $—
General and administrative expense (D (8,221 ) (1,114 ) (18,112 ) 22,841
Total $(1,691) $(1,114) $(20,483) $22,841

To the extent that the Company’s freestanding derivatives are utilized to hedge its foreign-currency exposure to
investment income and management fees earned from consolidated funds, the related hedged items are eliminated
in consolidation, with the derivative impact (a positive number reflects a reduction in expenses) reflected in
consolidated general and administrative expense.

As of June 30, 2016 and December 31, 2015, the Company had not designated any derivatives as fair-value hedges or
hedges of net investments in foreign operations.

Derivatives Held By Consolidated Funds

Certain consolidated funds utilize derivatives in their ongoing investment operations. These derivatives primarily
consist of foreign-currency forward contracts and options utilized to manage currency risk, interest-rate swaps to
hedge interest-rate risk, options and futures used to hedge certain exposures for specific securities, and total-return
swaps utilized mainly to obtain exposure to leveraged loans or to participate in foreign markets not readily accessible.
The primary risk exposure for options and futures is price, while the primary risk exposure for total-return swaps is
credit. None of the derivative instruments is accounted for as a hedging instrument utilizing hedge accounting.

The impact of derivatives held by the consolidated funds in the condensed consolidated statements of operations was
as follows:

ey

Three Months Ended June 30,

2016 2015

Net ) )

Realized Net Change in Net Net Change in
) 1 Unrealized Realized Unrealized

Gain Appreciation  Gain Appreciation

(Loss) pp pp

(Depreciation) (Loss) on (Depreciation)

on

on Investments Investmentson Investments

Investments

Foreign-currency forward contracts $(298 ) $ 849 $175,334 $(339,448 )
Total-return and interest-rate swaps (907 ) 222 (2,248 ) (56,008 )
Options and futures (764 ) 60 (21,778 ) (5,150 )
Swaptions — — (1,187 ) 1,191
Total $(1,969) $ 1,131 $150,121 $ (399,415 )
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Oaktree Capital Group, LLC

Notes to Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2016

($ in thousands, except where noted)

Six Months Ended June 30,

2016 2015

Net . )

Realized Net Change in  Net Net Change in
) 1 Unrealized Realized Unrealized

Gain Appreciation  Gain Appreciation

(Loss) pp pp

(Depreciation) (Loss) on (Depreciation)

on

on Investments Investmentson Investments
Investments

Foreign-currency forward contracts $(500 ) $ 457 $471,310 $ (319,064 )

Total-return and interest-rate swaps (890 ) (1,396 ) (7,174 ) (116,226 )

Options and futures (849 ) (83 ) (3,977 ) (16,299 )

Swaptions — — (3,007 ) 2,342

Total $(2,239) $ (1,022 ) $457,152 $(449,247 )

Balance Sheet Offsetting
The Company recognizes all derivatives as assets or liabilities at fair value in its condensed consolidated statements of
financial condition. In connection with its derivative activities, the Company generally enters into agreements subject
to enforceable master netting arrangements that allow the Company to offset derivative assets and liabilities in the
same currency by specific derivative type or, in the event of default by the counterparty, to offset derivative assets and
liabilities with the same counterparty. While these derivatives are eligible to be offset in accordance with applicable
accounting guidance, the Company has elected to present derivative assets and liabilities based on gross fair value in
its condensed consolidated statements of financial condition. The table below sets forth the setoff rights and related
arrangements associated with derivatives held by the Company. The “gross amounts not offset in statements of
financial condition” columns represent derivatives that management has elected not to offset in the consolidated
statements of financial condition even though they are eligible to be offset in accordance with applicable accounting
guidance.
Gross Amounts Not
Gross and  Offset in Statements

Net of Financial

Amounts of Condition Net

As‘set‘s .. DerivativecaSh Amount
As of June 30, 2016 (Liabilities) Assets Colla.teral

Presented (Liabilitie eceived

? ledged)

Derivative Assets:
Foreign-currency forward contracts $4,649 $4,280 $— $360
Derivative assets of consolidated funds:
Foreign-currency forward contracts 416 11 — 405
Options and futures 4 — — 4
Subtotal 420 11 — 409
Total $ 5,069 $4,300 $— $769
Derivative Liabilities:
Foreign-currency forward contracts $(14916 ) $(4,289) $— $(10,627)
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Interest-rate swaps
Subtotal

Derivative liabilities of consolidated funds:

Foreign-currency forward contracts
Total-return and interest-rate swaps
Options and futures

Subtotal

Total

34

(712 ) — — (712 )
(15,628 ) (4,289 ) — (11,339 )
(11 )y dr ) — —
(921 ) — (921 ) —
(443 ) — (443 ) —

(1,375 ) (11 ) (1,364 ) —
$(17,003 ) $(4,300) $ (1,364 ) $(11,339)
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Gross Amounts Not

Gross and Offset in Statements
Net . . ..
of Financial Condition
Amounts of Net
. .. Cash

Assets Derivative Collateral Amount
As of December 31, 2015 (Liabilities) Assets .

Presented (Liabilities)Recelved

(Pledged)

Derivative Assets:
Foreign-currency forward contracts $5,875 $2,047 $— $3,828
Derivative assets of consolidated funds:
Foreign-currency forward contracts 156,234 38,033 — 118,201
Total-return and interest-rate swaps 16,544 4,526 — 12,018
Options and futures 25,559 5,665 — 19,894
Swaptions 14 14 — —
Subtotal 198,351 48,238 — 150,113
Total $204,226  $50,285 $— $153,941
Derivative Liabilities:
Foreign-currency forward contracts $(3,286 ) $(2,047 ) $— $(1,239 )
Interest-rate swaps 943 ) — — (943 )
Subtotal (4,229 ) 2,047 ) — 2,182 )
Derivative liabilities of consolidated funds:
Foreign-currency forward contracts (64,364 ) (38,788 ) — (25,576 )
Total-return and interest-rate swaps (231,610 ) (5,304 ) (202,677 ) (23,629 )
Options and futures (4,234 ) (4,146 ) (88 ) —
Subtotal (300,208 ) (48,238 ) (202,765 ) (49,205 )
Total $(304,437 ) $(50,285) $(202,765) $(51,387)

7. FIXED ASSETS

Fixed assets, which consist of furniture and equipment, capitalized software, office leasehold improvements, a
company-owned airplane and acquired intangibles, are included in other assets in the condensed consolidated
statements of financial position. The following table sets forth the Company’s fixed assets, net of accumulated
depreciation:

As of
June 30, ]3)16 cember
2016 2015

Furniture, equipment and capitalized software $18,055 $16,820

Leasehold improvements 45,478 43,107
Corporate airplane 12,439 12,439
Other 3,373 3,295
Fixed assets 79,345 75,661
Accumulated depreciation (42,127 ) (36,394 )

Fixed assets, net $37,218 $39,267
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8. GOODWILL AND INTANGIBLES

Goodwill represents the excess of cost over the fair value of identifiable net assets of acquired businesses. Goodwill
has an indefinite useful life and is not amortized, but instead is tested for impairment annually in the fourth quarter of
each fiscal year, or more frequently if events or circumstances indicate that impairment may have occurred. As of both
June 30, 2016 and December 31, 2015, the Company had $69.3 million of goodwill.

The following table summarizes the carrying amount of intangible assets:

As of

June 30, December 31,

2016 2015
Contractual rights $28,017 $ 28,017

Accumulated amortization (7,672 ) (5,671 )

Intangible assets, net $20,345 $ 22,346

Amortization expense associated with the Company's intangible assets was $1.0 million for both the three months
ended June 30, 2016 and 2015, and $2.0 million for both the six months ended June 30, 2016 and 2015. Amortization
expense for the remaining six months of 2016 and each of the years ended December 31, 2017-2020, is estimated to be
$2.0 million and $4.0 million per annum, respectively.

Goodwill and intangible assets are included in other assets in the condensed consolidated statements of financial
position.

9. DEBT OBLIGATIONS AND CREDIT FACILITIES

The Company’s debt obligations are set forth below:

As of

June 30, 13)16 cember

2016 2015
$50,000, 6.09%, issued in June 2006, payable on June 6, 2016 $— $50,000
$50,000, 5.82%, issued in November 2006, payable on November 8, 2016 50,000 50,000
$250,000, 6.75%, issued in November 2009, payable on December 2, 2019 250,000 250,000
$250,000, rate as described below, term loan issued in March 2014, payable on March 31, 2021 250,000 250,000
$50,000, 3.91%, issued in September 2014, payable on September 3, 2024 50,000 50,000
$100,000, 4.01%, issued in September 2014, payable on September 3, 2026 100,000 100,000
$100,000, 4.21%, issued in September 2014, payable on September 3, 2029 100,000 100,000
Total remaining principal 800,000 850,000
Less: Debt issuance costs 4,042 ) (3,646 )
Debt obligations $795,958 $846,354

36

70



Edgar Filing: Oaktree Capital Group, LLC - Form 10-Q

Oaktree Capital Group, LLC

Notes to Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2016

($ in thousands, except where noted)

In June 2016, the Company paid the full maturing principal balance of $50.0 million on its 6.09% senior notes. As of
June 30, 2016, future scheduled principal payments of debt obligations were as follows:
Last six months of 2016 $50,000

2017 —

2018 —

2019 250,000
2020 —
Thereafter 500,000
Total $800,000

The Company was in compliance with all financial maintenance covenants associated with its senior notes and bank
credit facility as of June 30, 2016 and December 31, 2015.

The fair value of the Company’s debt obligations, which are carried at amortized cost, is a Level III valuation that is
estimated based on a discounted cash-flow calculation using estimated rates that would be offered to Oaktree for debt
of similar terms and maturities. The fair value of these debt obligations, gross of debt issuance costs, was $812.5
million and $855.3 million as of June 30, 2016 and December 31, 2015, respectively, utilizing an average borrowing
rate of 3.4% and 3.7%, respectively. As of June 30, 2016, a 10% increase in the assumed average borrowing rate
would lower the estimated fair value to $798.0 million, whereas a 10% decrease would increase the estimated fair
value to $827.6 million.

In April 2016, the Company received commitments from certain accredited investors (collectively, the “Investors”) to
purchase $100 million of 3.69% senior notes (the “Notes”) to be issued by our indirect subsidiary, Oaktree Capital
Management, L.P. (the “Issuer”), and guaranteed by our indirect subsidiaries, Oaktree Capital I, L.P., Oaktree Capital II,
L.P. and Oaktree AIF Investments, L.P. (the “Guarantors” and together with the Issuer, the “Obligors™), with a maturity of
15 years. On July 12, 2016, the Company issued and sold the Notes, maturing on July 12, 2031, to the Investors. The
Company used the proceeds from the sale of the Notes to simultaneously repay $100 million of its $250 million term
loan due March 31, 2021. The Notes are senior unsecured obligations of the Issuer, jointly and severally guaranteed
by the Guarantors.

In March 2016, Oaktree Capital Management, L.P., Oaktree Capital II, L.P., Oaktree AIF Investments, L.P., and
Oaktree Capital I, L.P. (collectively, the “Borrowers”) entered into the Second Amendment to Credit Agreement (the
“Second Amendment”), which amended the credit agreement dated as of March 31, 2014 (as amended through and
including the Second Amendment, the “Credit Agreement”). The Credit Agreement consists of a $250 million
fully-funded term loan (the “Term Loan”) and a $500 million revolving credit facility (the “Revolver”). The Second
Amendment extended the maturity date of the Credit Agreement from March 31, 2019 to March 31, 2021, at which
time the entire principal amount of $250 million is due, and provides the Borrowers with the option to extend the new
maturity date by one year if the lenders holding at least 50% of the aggregate amount of the term loan and the
revolving loan commitment thereunder on the date of the Borrowers’ extension request consent to such extension.
Borrowings under the Credit Agreement generally bear interest at a spread to either LIBOR or an alternative base rate.
Based on the current credit ratings of Oaktree Capital Management, L.P., the interest rate on borrowings is LIBOR
plus 1.00% per annum and the commitment fee on the unused portions of the Revolver is 0.125% per annum.
Utilizing interest-rate swaps, the majority of the Term Loan’s annual interest rate is fixed at 2.22% through January
2017, based on our current credit ratings. The Credit Agreement contains customary financial covenants and
restrictions, including ones regarding a maximum leverage ratio of 3.0-to-1.0 and a minimum required level of assets
under management (as defined in the credit agreement). The Second Amendment increased the minimum level of
assets under management to $60 billion and made certain other amendments to the provisions of the Credit
Agreement. As of June 30, 2016, the Company had no outstanding borrowings under its $500 million revolving credit
facility and was able to draw the full amount available without violating any financial maintenance covenants.
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Credit Facilities of the Consolidated Funds

Certain consolidated funds may maintain revolving credit facilities to fund investments between, or in advance of,
capital drawdowns. These facilities generally (a) are collateralized by the unfunded capital commitments of the
consolidated funds’ limited partners, (b) are subject to an annual commitment fee based on unfunded commitments,
and (c) contain various affirmative and negative covenants and reporting obligations, including restrictions on
additional indebtedness, liens, margin stock, affiliate transactions, dividends and distributions, release of capital
commitments, and portfolio asset dispositions. Additionally, certain consolidated funds may have issued senior
variable rate notes to fund investments on a longer term basis, generally up to ten years. The obligations of the
consolidated funds are nonrecourse to the Company.

The Company adopted the new consolidation guidance as of January 1, 2016, resulting in the deconsolidation of
substantially all of Oaktree’s investment funds as of that date. As of June 30, 2016, the consolidated funds had one
credit facility with an outstanding balance of $65.7 million. Prior to adoption, as of December 31, 2015, the
consolidated funds had credit facilities and senior variable rate notes with an aggregate outstanding balance of $6.5
billion. The fair value of the revolving credit facilities is a Level III valuation and approximated carrying value due to
their short-term nature. The fair value of the credit facilities and senior variable rate notes is a Level III valuation and
aggregated $3.7 billion as of December 31, 2015, using prices obtained from pricing vendors. The fair value of the
credit facility as of June 30, 2016 approximated carrying value due to its recent issuance date. Financial instruments
that are valued using quoted prices for the security or similar securities are generally classified as Level Il because
the quoted prices may be indicative in nature for securities that are in an inactive market, may be for similar securities,
or may require adjustment for investment-specific factors or restrictions.

The consolidated funds had the following revolving credit facilities and term loans outstanding:

Outstanding Amount as

of Facility LIBOR
June 30, December Capacity Margin ()
2016 31,2015

Maturity Commitment Fee Rate L/C Fee
Credit Agreement

Credit facilities $65,700 $2.381,324 $450,000 1.25% 4/19/2019 N/A N/A
Revolving credit facilities — 2,718,394 N/A N/A N/A N/A N/A
Senior variable rate notes — 1,363,044 N/A N/A N/A N/A N/A
Total debt obligations 65,700 6,462,762

Less: Debt issuance costs — (20,020 )

Total debt obligations, net $65,700  $6,442,742

(1) The facility bears interest at an annual rate of LIBOR plus the applicable margin.
(2) The credit facility is collateralized by the portfolio investments and cash and cash-equivalents of the borrower.
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Debt Obligations of CLOs

Debt obligations of CLOs represent amounts due to holders of debt securities issued by the CLOs, including term
loans that had not priced as of period end. The table below sets forth the outstanding debt obligations of CLOs as of
the date indicated.

As of June 30, 2016 As of December 31, 2015
. Weighted Weighted . . Weighted Weighted
Carrying Average Carrying Fair Value Average
) Average e ) Average g
Value (D Remaining Value @ Remaining
Interest Rate . Interest Rate .
Maturity (years) Maturity (years)
Senior secured ¢ /55 500 2.63% 8.8 $457,196  $447.460 2.37% 9.3
notes @
Senior secured 450200 5 g1, 10.5 454423 446,558  2.52% 11.0
notes (4
Senior secured 73 633 2.97% 25 79,914 78,632 2.96% 3.0
notes ©
Senior secured 372735 2.26% 11.2 363,709 357,626 2.26% 11.7
notes (©)
Senior secured 457 046 2.72% 11.5 455295 448,933  2.54% 12.0
notes (/)
Senior secured 373 649 2299 11.8 361,142 359914 2.29% 123
notes ®
Senior secured 404,499 2.28% 12.9 _ — — —
notes
Subordinated 4 750 N0 10.5 25,500 16,400  N/A 11.0
note 10)
Subordinated 1, oo0 N0 11.2 21,183 15876  N/A 11.7
note 10)
Subordinated ¢ 155 N0 115 25500 18337  N/A 12.0
note 10)
Subordinated ) 766 N/A 11.8 17,924 11,928  N/A 123
note 10)
Subordinated 22.180 N/A 12.9 12,036 12,036 N/A 1.6
note 10)
Term loan — — — 81,238 81,238 1.20% 1.6
Total CLO debt ;) 0 566 2,355,060  $2.294,938
obligations
Less: Debt (24,701 )
issuance costs
Total CLO debt $2.678.566 $2.330,359

obligations, net

(1) The Company adopted the measurement alternative guidance for collateralized financing entities on a modified
retrospective approach as of January 1, 2016. Upon adoption, the Company elected the fair value option for the
financial liabilities of the consolidated CLOs and determined that the fair value of the CLO assets was more
observable than the fair value of the CLO liabilities. Accordingly, the fair value of CLO liabilities was measured as
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the fair value of CLO assets less the sum of (a) the fair value of any beneficial interests held by the Company and
(b) the carrying value of any beneficial interests that represent compensation for services. Please see notes 2 and 5
for more information.
The debt obligations of the CLOs are Level III valuations and were valued using prices obtained from pricing
vendors or recent transactions. Financial instruments that are valued using quoted prices for the subject or similar
securities are generally classified as Level III because the quoted prices may be indicative in nature for securities
that are in an inactive market, may be for similar securities, or may require adjustment for investment-specific
factors or restrictions. Financial instruments that are valued based on recent transactions are generally defined as
securities purchased or sold within six months of the valuation date. The fair value may also be based on a pending
transaction expected to close after the valuation date. For certain recently issued debt obligations, the carrying
value approximates fair value.
(3) The weighted average interest rate is based on LIBOR plus 2.01%.
(4) The weighted average interest rate is based on LIBOR plus 2.17%.

The interest rate was LIBOR plus a margin determined based on a formula as defined in the respective borrowing
(5)agreements, which incorporate different borrowing values based on the characteristics of collateral investments

purchased. The weighted average unused commitment fee rate ranged from 0% to 2.0%.
(6) The weighted average interest rate is based on EURIBOR (subject to a zero floor) plus 2.26%.
(7)The weighted average interest rate is based on LIBOR plus 2.09%.
(8) The weighted average interest rate is based on EURIBOR (subject to a zero floor) plus 2.29%.
(9) The weighted average interest rate is based on EURIBOR (subject to a zero floor) plus 2.28%.
a O)The subordinated notes do not have a contractual interest rate; instead, they receive distributions from the excess

cash flows generated by the CLO.

The debt obligations of CLOs are nonrecourse to the Company and are backed by the investments held by the
respective CLO. Assets of one CLO may not be used to satisfy the liabilities of another. As of June 30, 2016 and
December 31, 2015, the fair value of CLO assets was $3.1 billion and $2.6 billion, respectively, and consisted of cash,
corporate loans, corporate bonds and other securities.

2)
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As of June 30, 2016, future scheduled principal payments with respect to the debt obligations of CLOs were as
follows:
Last six months of 2016 $—

2017 —

2018 73,833
2019 —

2020 —
Thereafter 2,652,551
Total $2,726,384

10. NON-CONTROLLING REDEEMABLE INTERESTS IN CONSOLIDATED FUNDS

The following table sets forth a summary of changes in the non-controlling redeemable interests in the consolidated
funds. Dividends reinvested and in-kind contributions or distributions are non-cash in nature and have been presented
on a gross basis in the table below.

Six Months Ended June 30,

2016 2015
Beginning balance $38,173,125 $41,681,155
Cumulative-effect adjustment from adoption of accounting guidance (37,969,042 ) —
Contributions 64,321 3,309,316
Distributions (21,919 ) (3,711,727 )
Net income 1,989 742,608
Change in distributions payable (822 ) 544,060
Change in accrued or deferred contributions — 12,267
Foreign currency translation and other 1,605 (364,239 )
Ending balance $249.257 $42.213,440

11. UNITHOLDERS’ CAPITAL

Unitholders’ capital reflects the economic interests attributable to Class A unitholders, non-controlling interests in
consolidated subsidiaries and non-controlling interests in consolidated funds. Non-controlling interests in consolidated
subsidiaries represent the portion of unitholders’ capital attributable to the OCGH non-controlling interest and third
parties. The OCGH non-controlling interest is determined at the Oaktree Operating Group level based on the
proportionate share of Oaktree Operating Group units held by the OCGH unitholders. Certain expenses, such as
income tax and related administrative expenses of Oaktree Capital Group, LLC and its Intermediate Holding
Companies, are solely attributable to the Class A unitholders. As of June 30, 2016 and December 31, 2015,
respectively, OCGH units represented 92,340,656 of the total 154,943,451 Oaktree Operating Group units and
91,937,873 of the total 153,907,733 Oaktree Operating Group units. Based on total allocable Oaktree Operating
Group capital of $1,608,709 and $1,575,504 as of June 30, 2016 and December 31, 2015, respectively, the OCGH
non-controlling interest was $958,732 and $941,141. As of June 30, 2016 and December 31, 2015, non-controlling
interests attributable to related parties and third parties was $11,140 and $102,789, respectively.
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The following table sets forth a summary of net income attributable to the OCGH unitholders' non-controlling interest
and to Class A unitholders:

Three Months Ended Six Months Ended

June 30, June 30,

2016 2015 2016 2015
Weighted average Oaktree Operating Group units outstanding (in

thousands):

OCGH non-controlling interest 92,440 105,467 92,177 106,813
Class A unitholders 62,617 48,372 62,256 46,727
Total weighted average units outstanding 155,057 153,839 154,433 153,540
Oaktree Operating Group net income:

Net income attributable to OCGH non-controlling interest $83,256  $54,240 $142,082 $163,006
Net income attributable to Class A unitholders 56,397 24,878 96,012 70,188
Oaktree Operating Group net income (1) $139,653 $79,118 $238,094 $233,194

Net income attributable to Oaktree Capital Group, LLC:
Oaktree Operating Group net income attributable to Class A unitholders $56,397 $24,878 $96,012 $70,188

Non-Operating Group expenses (201 ) (626 ) (465 ) (960 )
Income tax expense of Intermediate Holding Companies (7,149 ) (4,438 ) (18,422 ) (11,161 )
Net income attributable to Oaktree Capital Group, LLC $49,047 $19,814 $77,125 $58,067

Oaktree Operating Group net income does not include amounts attributable to other non-controlling interests,
(1)which amounted to $1,212 and $1,269 for the three months ended June 30, 2016 and 2015, respectively, and
$2,420 and $604 for the six months ended June 30, 2016, respectively.
The change in the Company’s ownership interest in the Oaktree Operating Group is set forth below:
Three Months Six Months Ended
Ended June 30, June 30,
2016 2015 2016 2015

Net income attributable to Oaktree Capital Group, LLC $49,047 $19,814 $77,125 $58,067
Equity reallocation between controlling and non-controlling interests 645 (559 ) 8,126 45,202
Change from net income at.trlbl.ltable to Oaktree Capital Group, LLC and $49.692 $19.255 $85.251 $103.269
transfers from non-controlling interests

Please see notes 12, 13 and 14 for additional information regarding transactions that impacted unitholders’ capital.
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12. EARNINGS PER UNIT

The computation of net income per Class A unit is set forth below:
Three Months Six Months
Ended June 30, Ended June 30,
2016 2015 2016 2015
(in thousands, except per unit

Net income per Class A unit (basic and diluted): amounts)

Net income attributable to Oaktree Capital Group, LLC $49,047 $19,814 $77,125 $58,067
Weighted average number of Class A units outstanding (basic and diluted) 62,617 48,372 62,256 46,727
Basic and diluted net income per Class A unit $0.78 $041 $1.24 $1.24

OCGH units may be exchanged on a one-for-one basis into Class A units, subject to certain restrictions. As of June
30, 2016, there were 92,340,656 OCGH units outstanding, which are vested or will vest through March 1, 2026, that
ultimately may be exchanged into 92,340,656 Class A units. The exchange of these units would proportionally
increase the Company’s interest in the Oaktree Operating Group. However, as the restrictions set forth in the exchange
agreement were in place at the end of each respective reporting period, those units were not included in the
computation of diluted earnings per unit for the three and six months ended June 30, 2016 and 2015.

In connection with the 2014 Highstar acquisition, the Company has a contingent consideration liability that is payable
in a combination of cash and fully-vested OCGH units. The amount of contingent consideration, if any, is based on
the achievement of certain performance targets over a period of up to seven years from the acquisition date. As of
June 30, 2016, no OCGH units were considered issuable under the terms of the contingent consideration arrangement;
consequently, no contingently issuable units were included in the computation of diluted earnings per unit for the
three and six months ended June 30, 2016 and 2015. Please see note 15 for more information.

13. EQUITY-BASED COMPENSATION

Class A and OCGH Unit Awards

During the six months ended June 30, 2016, the Company granted 787,103 Class A units and 629,667 restricted
OCGH units to its employees and directors, subject to annual vesting over a weighted average period of
approximately 4.2 years. The grant date fair value of OCGH units awarded during the six months ended June 30, 2016
was determined by applying a 20% discount to the Class A unit trading price on the New York Stock Exchange as of
the grant date. The calculation of compensation expense for all OCGH units awarded in 2016 assumed a forfeiture
rate, based on expected employee turnover, of up to 3.0% annually.

As of June 30, 2016, the Company expected to recognize compensation expense on its unvested Class A and OCGH
unit awards of $164.9 million over a weighted average period of 4.2 years.
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A summary of the status of the Company’s unvested Class A and OCGH unit awards and a summary of changes for the
period presented are set forth below (actual dollars per unit):

Class A Units OCGH Units
Weighted Weighted

Number of Average Number of Average

Units Grant . Units Grant )
Date Fair Date Fair
Value Value

Balance, December 31, 2015 2,376,340 $ 38.18 2,265,967 $ 40.70

Granted 787,103  46.93 629,667  37.56
Vested (922,746 ) 37.45 (312,663 ) 39.10
Forfeited (41,301 ) 37.66 (110,932 ) 39.93
Balance, June 30, 2016 2,199,396 $41.63 2,472,039 $40.14
Equity Value Units

OCGH equity value units (“EVUSs”) represent special limited partnership units in OCGH that entitle the holder the right
to receive a one-time special distribution that will be settled in OCGH units, based on value created during a specified
period (“Term”) in excess of a fixed “Base Value.” The value created will be measured on a per unit basis, based on Class
A unit trading prices and certain components of quarterly distributions with respect to interim periods during the

Term. EVUs also give the holder the right, subject to service vesting and Oaktree performance relative to the accreting
Base Value, to receive certain quarterly distributions from OCGH. EVUs do not entitle the holder to any voting rights.
Certain EVUs provide the holder with certain liquidity rights in respect of the one-time special distribution that will be
settled in OCGH units. The Company accounts for those EVUs subject to such liquidity rights as liability-classified
awards. As of June 30, 2016, there were 1,000,000 equity-classified EVUs and 1,000,000 liability-classified EVUs
outstanding. As of June 30, 2016, the Company expected to recognize $7.6 million of compensation expense on its
unvested EVUs over the next 3.5 years. Equity-classified EVUs that require future service are expensed on a
straight-line basis over the requisite service period. Liability-classified EVUs are remeasured at the end of each
quarter.

The fair value of EVUs was determined using a Monte Carlo simulation model at the grant date for equity-classified
EVUs and as of the period end date for liability-classified EVUs. The fair value is affected by the Class A unit trading
price and assumptions regarding certain complex and subjective variables, including the expected Class A unit trading
price volatility, distributions and exercise timing, and the risk-free interest rate. The fair value of equity-classified
EVUs reflected a 20% lack of marketability discount for the OCGH units that will be issued upon vesting, and an
assumed forfeiture rate of zero.

14. INCOME TAXES AND RELATED PAYMENTS

Oaktree is a publicly traded partnership and Oaktree Holdings, Inc. and Oaktree AIF Holdings, Inc., two of its
Intermediate Holding Companies, are wholly-owned corporate subsidiaries. Income earned by these corporate
subsidiaries is subject to U.S. federal and state income taxation and taxed at prevailing rates. Income earned by
non-corporate subsidiaries is not subject to U.S. federal corporate income tax and is allocated to the Oaktree Operating
Group’s unitholders. The Company’s effective tax rate is dependent on many factors, including the estimated nature of
many amounts and the mix of revenues and expenses between the subsidiaries that are or are not subject to income

tax; consequently, from period to period the effective tax rate is subject to significant variation. The Company’s
effective tax rate used for interim periods is based on the estimated full-year income tax rate. Certain future items that
cannot be reliably estimated, such as incentive income, are excluded from the estimated annual effective tax rate. The
tax expense or benefit stemming from these items is recognized in the same period as the underlying income or
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expense.
Tax authorities currently are examining certain income tax returns of Oaktree, with certain of these examinations at an
advanced stage. During the four quarters ending June 30, 2017, the Company believes that it is
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reasonably possible that one outcome of these current examinations and expiring statutes of limitation on other items
may be the release of up to approximately $3.8 million of previously accrued Operating Group income taxes. The
Company believes that it has adequately provided for any reasonably foreseeable outcomes related to its tax
examinations and that any settlements related thereto will not have a material adverse effect on the Company’s
consolidated financial statements; however, there can be no assurances as to the ultimate outcomes.

Tax Receivable Agreement

Oaktree Holdings, Inc. and Oaktree AIF Holdings, Inc. have entered into a tax receivable agreement with OCGH
unitholders that, as amended, provides for the payment to an exchanging or selling OCGH unitholder of 85% of the
amount of cash savings, if any, in U.S. federal, state, local and foreign income taxes that they actually realize (or are
deemed to realize in the case of an early termination payment by Oaktree Holdings, Inc. or Oaktree AIF

Holdings, Inc., or a change of control) as a result of an increase in the tax basis of the assets owned by the Oaktree
Operating Group. When an exchange of OCGH units results in an increase to the tax basis of the assets owned by the
Oaktree Operating Group, a deferred tax asset and an associated liability for payments to OCGH unitholders under the
tax receivable agreement are recorded, subject to realizability considerations. The establishment of a deferred tax asset
increases additional paid-in capital because the transactions are between Oaktree and its unitholders.

No amounts were paid under the tax receivable agreement during the six months ended June 30, 2016.

15. COMMITMENTS AND CONTINGENCIES

In the normal course of business, Oaktree enters into contracts that contain certain representations, warranties and
indemnifications. The Company’s exposure under these arrangements would involve future claims that have not yet
been asserted. Inasmuch as no such claims currently exist or are expected to arise, the Company has not accrued any
liability in connection with these indemnifications.

Legal Actions

Oaktree, its affiliates, investment professionals, and portfolio companies are routinely involved in litigation and other
legal actions in the ordinary course of their business and investing activities. In addition, Oaktree is subject to the
authority of a number of U.S. and non-U.S. regulators, including the SEC and the Financial Industry Regulatory
Authority, and those authorities periodically conduct examinations of Oaktree and make other inquiries that may
result in the commencement of regulatory proceedings against Oaktree and its personnel. Oaktree is currently not
subject to any pending actions or regulatory proceedings that either individually or in the aggregate are expected to
have a material impact on its consolidated financial statements.

Incentive Income

In addition to the incentive income recognized by the Company, certain of its funds have amounts recorded as
potentially allocable to the Company as its share of potential future incentive income, based on each fund’s net asset
value. Inasmuch as this incentive income is contingent upon future investment activity and other factors, it is not
recognized by the Company until it is fixed or determinable. As of June 30, 2016 and December 31, 2015, the
aggregate of such amounts recorded at the fund level in excess of incentive income recognized by the Company was
$1,520,994 and $1,540,469, respectively, for which related direct incentive income compensation expense was
estimated to be $751,874 and $750,077, respectively.

Contingent Consideration

The Company has a contingent consideration obligation of up to $60.0 million related to the 2014 Highstar
acquisition, payable in cash and fully-vested OCGH units. The amount of contingent consideration is based on the
achievement of certain performance targets over a period of up to seven years from the acquisition date. As of June
30, 2016 and December 31, 2015, respectively, the fair value of the contingent consideration liability was $25.0
million and $28.5 million. Changes in this liability resulted in income of $2.9 million and $3.5 million for the three
and six months ended June 30, 2016, respectively, and expenses of $0.7 million and $1.5 million for the three and six
months ended June 30, 2015, respectively. The fair value of the contingent consideration liability is a Level
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III valuation, which uses a discounted cash-flow analysis based on a probability-weighted average estimate of certain
performance targets, including fundraising and revenue levels. The assumptions used in the analysis are inherently
subjective, and thus the ultimate amount of the contingent consideration liability may differ materially from the
current estimate. The contingent consideration liability is included in accounts payable, accrued expenses and other
liabilities in the condensed consolidated statements of financial condition. Changes in the liability are recorded in
general and administrative expense in the condensed consolidated statements of operations.

Commitments to Funds

As of June 30, 2016 and December 31, 2015, the Company, generally in its capacity as general partner, had undrawn
capital commitments of $516.6 million and $469.4 million, respectively, including commitments to both
unconsolidated and consolidated funds.

Investment Commitments of Consolidated Funds

Certain of the consolidated funds are parties to credit arrangements that provide for the issuance of letters of credit
and/or revolving loans, which may require the particular consolidated fund to extend loans to investee companies. The
consolidated funds use the same investment criteria in making these commitments as they do for investments that are
included in the condensed consolidated statements of financial condition. The unfunded liability associated with these
credit arrangements is equal to the amount by which the contractual loan commitment exceeds the sum of funded debt
and cash held in escrow, if any. As of June 30, 2016 and December 31, 2015, the consolidated funds had potential
aggregate commitments of $2.9 million and $1.3 billion, respectively. These commitments will be funded by the funds
cash balances, proceeds from asset sales or drawdowns against existing capital commitments.

A consolidated fund may agree to guarantee the repayment obligations of certain investee companies. As of June 30,
2016 and December 31, 2015, the aggregate amounts guaranteed were zero and $142.4 million, respectively.

Certain consolidated funds are investment companies that are required to disclose financial support provided or
contractually required to be provided to any of their portfolio companies. During the six months ended June 30, 2016,
the consolidated funds did not provide any financial support to portfolio companies.

’
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16. RELATED-PARTY TRANSACTIONS

The Company considers its senior executives, employees and unconsolidated Oaktree funds to be affiliates (as defined
in the FASB ASC Master Glossary). Amounts due from and to affiliates are set forth below. The fair value of amounts
due from and to affiliates is a Level III valuation and was valued based on a discounted cash-flow analysis. The
carrying value of amounts due from affiliates approximated fair value due to their short-term nature or because their
average interest rate, which ranged from 2.0% to 3.0%, approximated the Company’s cost of debt. The fair value of
amounts due to affiliates approximated $170,651 and $160,952 as of June 30, 2016 and December 31, 2015,
respectively, based on a discount rate of 10.0%.

As of

June 30, l?))le cember

2016 2015
Due from affiliates:
Loans $23,902 $29,718
Amounts due from unconsolidated funds 40,395 777
Management fees and incentive income due from unconsolidated funds 48,811 —
Payments made on behalf of unconsolidated entities 3,710 3,788
Non-interest bearing advances made to certain non-controlling interest holders and employees 1,045 1,616
Total due from affiliates $117,863 $35,899

Due to affiliates:
Due to OCGH unitholders in connection with the tax receivable agreement (please see note 14) $356,851 $356,851

Amounts due to senior executives, certain non-controlling interest holders and employees 1,865 —
Total due to affiliates $358,716 $356,851
Loans

Loans primarily consist of interest-bearing advances made to certain non-controlling interest holders, primarily
employees, to meet tax obligations related to vesting of equity awards. The notes, which are generally recourse to the
borrower or secured by vested equity and other collateral, typically bear interest at the Company’s cost of debt and
generated interest income of $246 and $450 for the three and six months ended June 30, 2016, and $543 and $913 for
the three and six months ended June 30, 2015, respectively.

Due From Oaktree Funds and Portfolio Companies

In the normal course of business, the Company advances certain expenses on behalf of Oaktree funds. Amounts
advanced on behalf of consolidated funds are eliminated in consolidation. Certain expenses paid by the Company,
which typically are employee travel and other costs associated with particular portfolio company holdings, are
reimbursed to the Company by the portfolio companies.

In January 2016, the Company extended a short-term loan to one of the investment funds that it manages. The loan
and accrued interest were fully repaid as of June 30, 2016.

Revenues Earned From Oaktree Funds

Management fees and incentive income earned from unconsolidated Oaktree funds totaled $255.4 million and $482.4
million for the three and six months ended June 30, 2016, respectively, and $18.7 million and $37.9 million for the
three and six months ended June 30 2015, respectively.

Other Investment Transactions

The Company’s senior executives, directors and senior professionals are permitted to invest their own capital (or the
capital of family trusts or other estate planning vehicles they control) in Oaktree funds, for which they
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pay the particular fund’s full management fee but not its incentive allocation. To facilitate the funding of capital calls
by funds in which employees are invested, the Company periodically advances on a short-term basis the capital calls
on certain employees’ behalf. These advances are reimbursed generally toward the end of the calendar quarter in which
the capital calls occurred. Amounts advanced by the Company are included in non-interest bearing advances made to
certain non-controlling interest holders and employees.

Aircraft Services

In March 2015, the Company exercised a purchase option on an airplane lease for $12.5 million. Howard Marks, the
Company’s co-chairman, may use this aircraft for personal travel, in which case he reimburses the Company, pursuant
to Company policy. Additionally, the Company occasionally makes use of an airplane owned by one of its senior
executives for business purposes at a price to the Company that is based on market rates.

Special Allocations

Certain senior executives receive special allocations based on a percentage of profits of the Oaktree Operating Group.
These special allocations, which are recorded as compensation expense, are made on a current basis for so long as
they remain senior executives of the Company, with limited exceptions.

17. SEGMENT REPORTING

The Company’s business is comprised of one segment, the investment management segment. As a global investment
manager, the Company provides investment management services through funds and separate accounts. Management
makes operating decisions and assesses business performance based on financial and operating metrics and data that
are presented without the consolidation of any funds.

The Company conducts its investment management business primarily in the United States, where substantially all of
its revenues are generated.

Adjusted Net Income

The Company’s chief operating decision maker uses adjusted net income (“ANI") as a tool to help evaluate the financial
performance of, and make resource allocations and other operating decisions for, the investment management
segment. 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. Segment revenues include investment income (loss) that is
classified in other income (loss) in the GAAP-basis statements of operations. Segment revenues and expenses also
reflect Oaktree’s proportionate economic interest in Highstar, whereby amounts received for contractually
reimbursable costs are classified for segment reporting as expenses and under GAAP as other income. In addition,
ANI excludes the effect of (a) non-cash equity-based compensation expense related to unit grants made before our
initial public offering, (b) acquisition-related items, including amortization of intangibles and changes in the
contingent consideration liability, (c) differences arising from EVUs that are classified as liability awards under
GAAP but as equity awards for segment reporting, (d) income taxes, (e) other income or expenses applicable to OCG
or its Intermediate Holding Companies, and (f) the adjustment for non-controlling interests. Beginning with the fourth
quarter of 2015, the definition of ANI was modified to reflect differences with respect to (a) third-party placement
costs associated with closed-end funds, which under GAAP are expensed as incurred, but for ANI are capitalized and
amortized as general and administrative expense in proportion to the associated management fee stream, and (b) gains
and losses resulting from foreign-currency transactions and hedging activities, which under GAAP are recognized as
general and administrative expense whether realized or unrealized in the current period, but for ANI unrealized gains
and losses from foreign-currency hedging activities are deferred until realized, at which time they are included in the
same revenue or expense line item as the underlying exposure that was hedged. Foreign-currency transaction gains
and losses are included in other income (expense), net. Prior periods have not been recast for the change related to
third-party placement costs, but have been recast to retroactively reflect the change related to foreign-currency
hedging. Incentive income and incentive income compensation expense are included in ANI when the underlying fund
distributions are known or knowable as of the respective quarter end, which may be later than the time at which the
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standard is probable and reasonably estimable. CLO investments are carried at fair value for GAAP reporting, whereas
for segment reporting they are carried at amortized cost, subject to any impairment charges. Investment income on
CLO investments is recognized in adjusted net income when cash distributions are received. Cash distributions are
allocated between income and return of capital based on the effective yield method. ANI is calculated at the Operating
Group level.
ANI ) was as follows:

Three Months Ended  Six Months Ended

June 30, June 30,

2016 2015 2016 2015

Revenues:

Management fees $197,450 $190,197 $398,720 $380,292
Incentive income 87,647 61,148 184,235 214,027
Investment income 47,725 23,365 62,802 76,823
Total revenues 332,822 274,710 645,757 671,142
Expenses:

Compensation and benefits (99,173 ) (104,767 ) (203,443 ) (213,648 )
Equity-based compensation (12,445 ) (11,901 ) (23,148 ) (18,924 )
Incentive income compensation (35,407 ) (29,554 ) (85,156 ) (119,656 )
General and administrative (30,600 ) (30,335 ) (62,081 ) (59,902 )
Depreciation and amortization (3,048 ) (2,105 ) (6,208 ) (3,996 )
Total expenses (180,673 ) (178,662 ) (380,036 ) (416,126 )
Adjusted net income before interest and other income (expense) 152,149 96,048 265,721 255,016
Interest expense, net of interest income® (7,977 ) (8,782 ) (16,659 ) (17,715 )
Other income (expense), net (1,527 ) (1,987 ) (1,392 ) (1,996 )
Adjusted net income $142,645 $85,279 $247,670 $235,305

In the fourth quarter of 2015, the definition of adjusted net income was modified to reflect differences with respect
to (a) third-party placement costs associated with closed-end funds, which under GAAP are expensed as incurred,
but for adjusted net income are capitalized and amortized as general and administrative expense in proportion to
the associated management fee stream, and (b) gains and losses resulting from foreign-currency transactions and
hedging activities, which under GAAP are recognized as general and administrative expense whether realized or
unrealized in the current period, whereas for adjusted net income unrealized gains and losses from foreign-currency
hedging activities are deferred until realized, at which time they are included in the same revenue or expense line
item as the underlying exposure that was hedged. Foreign-currency transaction gains and losses are included in
other income (expense), net. Prior periods have not been recast for the change related to third-party placement
costs, but have been recast to retroactively reflect the change related to foreign-currency hedging. Placement costs
associated with closed-end funds amounted to $2.8 million and $3.7 million for the three and six months ended
June 30, 2015, respectively, and remain expensed as incurred in those periods for both GAAP and ANI purposes.
Interest income was $1.6 million and $1.2 million for the three months ended June 30, 2016 and 2015,
respectively, and $2.9 million and $2.2 million for the six months ended June 30, 2016 and 2015, respectively.

ey

2)

48

88



Edgar Filing: Oaktree Capital Group, LLC - Form 10-Q

Oaktree Capital Group, LLC

Notes to Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2016

($ in thousands, except where noted)

A reconciliation of net income attributable to Oaktree Capital Group, LL.C to adjusted net income of the investment
management segment is presented below.

Three Months Ended Six Months Ended

June 30, June 30,

2016 2015 2016 2015

Net income attributable to Oaktree Capital Group, LLC $49,047 $19,814 $77,125 $58,067

Incentive income () (54 ) (5,805 ) 39,888 11,573
Incentive income compensation (1) 54 5,657 (39,888 ) (17,553 )
Investment income @ (3,149 ) — (13,578 ) —
Equity-based compensation ) 2,281 4,182 5,473 8,865
Placement costs 4 1,210 — 7,914 —
Foreign-currency hedging ) 3,665 (67 ) 9,531 (5,379 )
Acquisition-related items (©) (1,889 ) 1,695 (1,498 ) 3,502
Income taxes (9 8,571 5,485 21,251 13,360
Non-Operating Group expenses () 201 626 465 960
Non-controlling interests ) 82,708 53,692 140,987 161,910
Adjusted net income $142,645 $85,279 $247,670 $235,305
(I)This adjustment adds back the effect of timing differences associated with the recognition of incentive income and

incentive income compensation expense between adjusted net income and net income attributable to OCG.

This adjustment adds back the effect of differences in the recognition of investment income related to corporate

(2)investments in CLOs which under GAAP are marked-to-market but for segment reporting are accounted for at

amortized cost, subject to impairment between adjusted net income and net income attributable to OCG.

This adjustment adds back the effect of (a) equity-based compensation expense related to unit grants made before

the Company’s initial public offering, which is excluded from adjusted net income because it is a non-cash charge

that does not affect the Company’s financial position, and (b) differences arising from EVUs that are classified as

liability awards under GAAP but as equity awards for segment reporting.

This adjustment adds back the effect of timing differences with respect to the recognition of third-party placement

costs associated with closed-end funds between adjusted net income and net income attributable to OCG.

This adjustment adds back the effect of timing differences associated with the recognition of unrealized gains and

losses related to foreign-currency hedging between adjusted net income and net income attributable to OCG.

( 6)This adjustment adds back the effect of acquisition-related items associated with the amortization of intangibles
and changes in the contingent consideration liability.

(7)Because adjusted net income is a pre-tax measure, this adjustment adds back the effect of income tax expense.

(8)Because adjusted net income is calculated at the Operating Group level, this adjustment adds back the effect of
items applicable to OCG, its Intermediate Holding Companies or non-controlling interests.
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The following tables reconcile the Company’s segment information to the condensed consolidated financial statements:
As of or for the Three Months Ended
June 30, 2016
Segment Adjustments Consolidated

Management fees (1) $197,450 $(2,435 ) $195,015
Incentive income (1 87,647 54 87,701
Investment income (1 47,725 (6,725 ) 41,000

Total expenses @ (180,673 ) (10,975 ) (191,648 )
Interest expense, net ) (7,977 ) (18,753 ) (26,730 )
Other income (expense), net ) (1,527 ) 7,075 5,548

Other income of consolidated funds — 38,519 38,519
Income taxes — (8,571 ) (8,571 )
Net loss attributable to non-controlling interests in consolidated funds — (7,319 ) (7,319 )
Net i'ngor‘ne attributable to non-controlling interests in consolidated o (84,468 ) (34,468 )
subsidiaries

Adjusted net income/net income attributable to Oaktree Capital Group, LLC $142,645  $(93,598 ) $49,047
Corporate investments ©) $1,371,978 $(335,740 ) $1,036,238
Total assets (7 $3,160,373 $3,464,502 $6,624,875

The adjustment represents (a) the elimination of amounts earned from the consolidated funds, (b) for management
fees, the reclassification of $27 of net gains related to foreign-currency hedging activities to general and
(1)administrative expense, and (c) for investment income, differences of $3,149 related to corporate investments in
CLOs which under GAAP are marked-to-market but for segment reporting accounted for at amortized cost, subject
to impairment.
The expense adjustment consists of (a) equity-based compensation expense of $2,821 related to unit grants made
before the Company’s initial public offering, (b) consolidated fund expenses of $1,635, (c) expenses incurred by the
Intermediate Holding Companies of $241, (d) the effect of timing differences in the recognition of incentive
income compensation expense between adjusted net income and net income attributable to OCG of $54, (e)
(2)acquisition-related items of $1,889, (f) adjustments of $5,545 related to amounts received for contractually
reimbursable costs that are classified as expenses for segment reporting and as other income under GAAP, (g)
differences of $540 arising from EVUs that are classified as liability awards under GAAP but as equity awards for
segment reporting, (h) $1,210 related to third-party placement costs, and (i) $5,168 of net losses related to
foreign-currency hedging activities.
The interest expense adjustment represents the inclusion of interest expense attributable to third-party investors in
CLOs, non-controlling interests of the consolidated funds and the exclusion of segment interest income.
The adjustment to other income (expense), net represents adjustments related to (a) amounts received for
contractually reimbursable costs of $5,545 that are classified as expenses for segment reporting and as
other income under GAAP, and (b) the reclassification of $1,530 in net losses related to foreign-currency
hedging activities to general and administrative expense.
The adjustment to other income of consolidated funds primarily represents the inclusion of interest, dividend and
(5)other investment income attributable to third-party investors in CLOs and non-controlling interests of the
consolidated funds.
(6) The adjustment to corporate investments is to remove from segment assets the Company’s investments in the
consolidated funds, including investments that are treated as equity- or cost-method investments for segment
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The total assets adjustment represents the inclusion of investments and other assets of the consolidated funds, net
(7)of segment assets eliminated in consolidation, which are primarily corporate investments in funds and incentive

income receivable.
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As of or for the Three Months Ended June
30, 2015
Segment Adjustments Consolidated

Management fees (1) $190,197  $(139,274 ) $50,923
Incentive income (I 61,148 (60,584 ) 564
Investment income (1 23,365 (7,671 ) 15,694

Total expenses @ (178,662 ) (67,267 ) (245,929 )
Interest expense, net ) (8,782 ) (43,960 ) (52,742 )
Other income (expense), net ) (1,987 ) 4,850 2,863

Other income (loss) of consolidated funds — (82,526 ) (82,526 )
Income taxes — (5,485 ) (5,485 )
Net loss attributable to non-controlling interests in consolidated funds — 391,961 391,961

Net i‘ngor‘ne attributable to non-controlling interests in consolidated . (55.509 ) (55.509 )
subsidiaries

éﬁjcljmed net income/net income attributable to Oaktree Capital Group, $85.279 $(65.465 ) $19.814
Corporate investments ©) $1,560,235 $(1,383,557) $176,678
Total assets (7 $3,245,460 $51,941,170 $55,186,630

The adjustment represents (a) the elimination of amounts earned from the consolidated funds and (b) for
(1)management fees, the reclassification of $4,639 of net gains related to foreign-currency hedging activities to
general and administrative expense.
The expense adjustment consists of (a) equity-based compensation expense of $4,010 related to unit grants made
before the Company’s initial public offering, (b) consolidated fund expenses of $54,920, (c) expenses incurred by
the Intermediate Holding Companies of $652, (d) the effect of timing differences in the recognition of incentive
income compensation expense between adjusted net income and net income attributable to OCG of $5,657, (e)
(2)acquisition-related items of $1,695, (f) adjustments of $5,513 related to amounts received for contractually
reimbursable costs that are classified as expenses for segment reporting and as other income under GAAP, (g)
differences of $173 arising from EVUs that are classified as liability awards under GAAP but as equity awards for
segment reporting, (h) $5,369 of net gains related to foreign-currency hedging activities, and (i) other expenses of
$16.
The interest expense adjustment represents the inclusion of interest expense attributable to non-controlling interests
of the consolidated funds and the exclusion of segment interest income.
The adjustment to other income (expense), net represents adjustments related to (a) amounts received for
contractually reimbursable costs of $5,513 that are classified as expenses for segment reporting and as other
income under GAAP, and (b) the reclassification of $663 of net gains related to foreign-currency hedging activities
to general and administrative expense.
The adjustment to other income of consolidated funds primarily represents the inclusion of interest, dividend and
other investment income (loss) attributable to non-controlling interests of the consolidated funds.
The adjustment to corporate investments is to remove from segment assets the Company’s investments in the
(6)consolidated funds, including investments that are treated as equity- or cost-method investments for segment
reporting. The $1.6 billion of corporate investments included $1.3 billion of equity-method investments.
(7) The total assets adjustment represents the inclusion of investments and other assets of the consolidated funds, net
of segment assets eliminated in consolidation, which are primarily corporate investments in funds and incentive
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As of or for the Six Months Ended June
30,2016
Segment Adjustments Consolidated

Management fees (1) $398,720  $(5,152 ) $393,568
Incentive income (1 184,235 (40,597 ) 143,638
Investment income (1 62,802 7,645 70,447

Total expenses @) (380,036 ) 3,204 (376,832 )
Interest expense, net ) (16,659 ) (37,776 ) (54,435 )
Other income (expense), net ) (1,392 ) 12,741 11,349
Other income of consolidated funds & — 57,518 57,518
Income taxes — (21,251 ) (21,251 )
Net loss attributable to non-controlling interests in consolidated funds — (2,375 ) (2,375 )
Net i'ngor‘ne attributable to non-controlling interests in consolidated o (144502 ) (144,502 )
subsidiaries

Adjusted net income/net income attributable to Oaktree Capital Group, LLC $247,670  $(170,545 ) $77,125
Corporate investments ©) $1,371,978 $(335,740 ) $1,036,238
Total assets (7 $3,160,373 $3,464,502 $6,624,875

The adjustment represents (a) the elimination of amounts earned from the consolidated funds, (b) for management
fees, the reclassification of $689 of net gains related to foreign-currency hedging activities to general and
(1)administrative expense, and (c) for investment income, differences of $13,578 related to corporate investments in
CLOs which under GAAP are marked-to-market but for segment reporting accounted for at amortized cost, subject
to impairment.
The expense adjustment consists of (a) equity-based compensation expense of $6,066 related to unit grants made
before the Company’s initial public offering, (b) consolidated fund expenses of $2,676, (c) expenses incurred by the
Intermediate Holding Companies of $536, (d) the effect of timing differences in the recognition of incentive
income compensation expense between adjusted net income and net income attributable to OCG of $39,888, (e)
(2)acquisition-related items of $1,498, (f) adjustments of $11,346 related to amounts received for contractually
reimbursable costs that are classified as expenses for segment reporting and as other income under GAAP, (g)
differences of $593 arising from EVUs that are classified as liability awards under GAAP but as equity awards for
segment reporting, (h) $7,914 related to third-party placement costs, and (i) $10,237 of net losses related to
foreign-currency hedging activities.
The interest expense adjustment represents the inclusion of interest expense attributable to third-party investors in
CLOs, non-controlling interests of the consolidated funds and the exclusion of segment interest income.
The adjustment to other income (expense), net represents adjustments related to (a) amounts received for
contractually reimbursable costs of $11,346 that are classified as expenses for segment reporting and as other
income under GAAP, and (b) the reclassification of $1,395 in net losses related to foreign-currency hedging
activities to general and administrative expense.
The adjustment to other income of consolidated funds primarily represents the inclusion of interest, dividend and
(5)other investment income attributable to third-party investors in CLOs and non-controlling interests of the
consolidated funds.
The adjustment to corporate investments is to remove from segment assets the Company’s investments in the
(6)consolidated funds, including investments that are treated as equity- or cost-method investments for segment
reporting. The $1.4 billion of corporate investments included $1.1 billion of equity-method investments.

3)
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The total assets adjustment represents the inclusion of investments and other assets of the consolidated funds, net
(7)of segment assets eliminated in consolidation, which are primarily corporate investments in funds and incentive
income receivable.
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Oaktree Capital Group, LLC

Notes to Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2016

($ in thousands, except where noted)

As of or for the Six Months Ended June
30, 2015
Segment Adjustments Consolidated

Management fees (1) $380,292  $(278,550 ) $101,742
Incentive income (I 214,027 (213,463 ) 564
Investment income (1 76,823 (48,447 ) 28,376

Total expenses @ (416,126 ) (65,777 ) (481,903 )
Interest expense, net ) (17,715 ) (81,596 ) (99,311 )
Other income (expense), net ) (1,996 ) 9,553 7,557

Other income of consolidated funds ® — 1,422,716 1,422,716
Income taxes — (13,360 ) (13,360 )
Net income attributable to non-controlling interests in consolidated funds — (744,704 ) (744,704 )
Net i‘ngor‘ne attributable to non-controlling interests in consolidated . (163.610 ) (163.610 )
subsidiaries

éﬁjcljmed net income/net income attributable to Oaktree Capital Group, $235305  $(177.238 ) $58.067
Corporate investments ©) $1,560,235 $(1,383,557) $176,678
Total assets (7 $3,245,460 $51,941,170 $55,186,630

The adjustment represents (a) the elimination of amounts earned from the consolidated funds and (b) for
(1)management fees, the reclassification of $6,684 of net gains related to foreign-currency hedging activities to
general and administrative expense.
The expense adjustment consists of (a) equity-based compensation expense of $8,605 related to unit grants made
before the Company’s initial public offering, (b) consolidated fund expenses of $72,430, (c) expenses incurred by
the Intermediate Holding Companies of $987, (d) the effect of timing differences in the recognition of incentive
income compensation expense between adjusted net income and net income attributable to OCG of $17,553, (e)
(2)acquisition-related items of $3,502, (f) adjustments of $11,103 related to amounts received for contractually
reimbursable costs that are classified as expenses for segment reporting and as other income under GAAP, (g)
differences of $261 arising from EVUs that are classified as liability awards under GAAP but as equity awards for
segment reporting, (h) $13,613 of net gains related to foreign-currency hedging activities, and (i) other expenses of
$55.
The interest expense adjustment represents the inclusion of interest expense attributable to non-controlling interests
of the consolidated funds and the exclusion of segment interest income.
The adjustment to other income (expense), net represents adjustments related to (a) amounts received for
contractually reimbursable costs of $11,103 that are classified as expenses for segment reporting and as other
income under GAAP, and (b) the reclassification of $1,550 of net gains related to foreign-currency hedging
activities to general and administrative expense.
The adjustment to other income of consolidated funds primarily represents the inclusion of interest, dividend and
other investment income attributable to non-controlling interests of the consolidated funds.
The adjustment to corporate investments is to remove from segment assets the Company’s investments in the
(6)consolidated funds, including investments that are treated as equity- or cost-method investments for segment
reporting. The $1.6 billion of corporate investments included $1.3 billion of equity-method investments.
(7) The total assets adjustment represents the inclusion of investments and other assets of the consolidated funds, net
of segment assets eliminated in consolidation, which are primarily corporate investments in funds and incentive

3)
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Oaktree Capital Group, LLC

Notes to Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2016

($ in thousands, except where noted)

18. SUBSEQUENT EVENTS

On July 12, 2016, the Company issued and sold to certain accredited investors $100 million in aggregate principal
amount of 3.69% senior notes due July 12, 2031. The Company used the proceeds from the sale of the notes to
simultaneously repay $100 million of its $250 million term loan due March 31, 2021.

On July 28, 2016, the Company declared a distribution of $0.58 per Class A unit. This distribution, which is related to
the second quarter of 2016, will be paid on August 12, 2016 to Class A unitholders of record at the close of business
on August 8, 2016.

54

98



Edgar Filing: Oaktree Capital Group, LLC - Form 10-Q

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis should be read in conjunction with the unaudited condensed consolidated
financial statements of Oaktree Capital Group, LLC and the related notes included within this quarterly report. This
discussion contains forward-looking statements that are subject to risks and uncertainties and assumptions relating to
our operations, financial results, financial condition, business prospects, growth strategy and liquidity. The factors
listed under “Risk Factors” and “Forward-Looking Statements” in this quarterly report and under ‘“Risk Factors” in our
annual report provide examples of risks, uncertainties and events that may cause our actual results to differ materially
from the expectations described in any forward-looking statements.

Business Overview

Oaktree is a leader among global investment managers specializing in alternative investments, with $98 billion in
AUM as of June 30, 2016. Our mission is to deliver superior investment results with risk under control and to conduct
our business with the highest integrity. We emphasize an opportunistic, value-oriented and risk-controlled approach to
investments in distressed debt, corporate debt (including high yield debt and senior loans), control investing,
convertible securities, real estate and listed equities. Over three decades, we have developed a large and growing client
base through our ability to identify and capitalize on opportunities for attractive investment returns in less efficient
markets.

We manage assets on behalf of many of the most significant institutional investors in the world. Our clientele includes
74 of the 100 largest U.S. pension plans, 39 states in the United States, over 400 corporations and/or their pension
funds, over 350 university, charitable and other endowments and foundations, 16 sovereign wealth funds and over 300
other non-U.S. institutional investors. As measured by AUM, over 40% of our clients are invested in two or three
different investment strategies, and over 35% are invested in four or more. Headquartered in Los Angeles, we serve
these clients with over 900 employees and offices in 18 cities worldwide.

Our business is comprised of one segment, our investment management segment, which consists of the investment
management services that we provide to our clients. Our segment revenue flows from the management fees and
incentive income generated by the funds that we manage, as well as the investment income earned from the
investments we make in our funds, third-party funds and other companies. The management fees that we receive are
based on the contractual terms of the relevant fund and are typically calculated as a fixed percentage of the capital
commitments (as adjusted for distributions during a fund’s liquidation period), drawn capital or NAV of the particular
fund. Incentive income represents our share (typically 20%) of the investors’ profits in most of the closed-end and
certain evergreen funds. Investment income reflects the investment return on a mark-to-market basis and our equity
participation on the amounts that we invest in Oaktree and third-party funds, as well as in CLOs and other companies.
Business Environment and Developments

As a global investment manager, we are affected by myriad factors, including the condition of the global economy and
financial markets; the relative attractiveness of our investment strategies and investors’ demand for them; and
regulatory or other governmental policies or actions. Global economic conditions can significantly affect the values of
our funds’ investments and our ability to make new investments or sell existing investments for our funds. Historically,
however, the diversified nature of both our array of investment strategies and our revenue mix has generally allowed
us to benefit from both strong and weak economic environments. Weak economies and the declining financial markets
that typically accompany them tend to dampen our revenues from asset-based management fees, investment
realizations or price appreciation, but their prospect can present us with opportunities to raise relatively larger amounts
of capital for certain strategies, especially Distressed Debt. Additionally, weak financial markets may also present us
with more opportunities to make investments for our funds at reduced prices. Conversely, strong financial markets
generally increase the value of our funds’ investments, which positions us for growth in management fees that are
based on asset value, and typically create favorable exit opportunities that enhance the prospect for incentive income
and fund-related investment income proceeds. Those same markets may delay or diminish opportunities to deploy
capital and thus management fees from certain of our funds.

Most global financial markets delivered positive returns in the second quarter of 2016. The S&P 500 Index rose 2.5%
and the Russell 2000 Index gained 3.8%, while non-U.S. equities, as measured by the MSCI ACWI ex-USA Index,
fell 0.4%. Emerging market equities rose 0.8%, as measured by the MSCI Emerging Markets Index, while European
markets declined 2.3%, as measured by the MSCI Europe Index. Reflecting the general decline in developed world
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sovereign-debt interest rates to historic lows, the 10-year U.S. Treasury yield declined in the
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second quarter, to 1.5%, from 1.8% at the end of the first quarter. Lower interest rates, coupled with a recovery in
energy prices, drove strong returns in U.S. high yield bonds, with the Citigroup U.S. High Yield Cash-Pay Capped
Index up 5.9% for the quarter and 9.3% for the year-to-date period. On June 23, the U.K. unexpectedly voted to
approve the “Brexit” referendum in favor of leaving the European Union, triggering a sharp decline in its currency,
which finished the quarter down 7% relative to the U.S. dollar. The Brexit vote also sparked a sharp fall in equity
prices for U.K.-dependent companies.

Against this backdrop, our closed-end fund strategies delivered an overall blended gross return for the quarter of 1.4%,
which was tempered by valuation declines among applicable holdings following the Brexit vote. As of June 30, 2016,
AUM was $98.1 billion and management fee-generating AUM was $79.5 billion. Company-wide total gross capital
raised was $3.0 billion for the second quarter of 2016 and $10.2 billion for the last 12 months, and uncalled capital
commitments as of June 30, 2016 reached a record high of $22.8 billion. Of these commitments, $13.1 billion were
not yet generating management fees (so-called “Shadow AUM”). The largest portion of the Shadow AUM, at nearly $8
billion, was represented by Oaktree Opportunities Fund Xb (“Opps Xb”). Currently, we do not expect Opps Xb to start
its investment period and thus begin generating management fees based on committed capital until late 2017.
Additionally, we currently expect that the remaining $5 billion of Shadow AUM will start generating management
fees on a very gradual basis. Closed-end funds we are currently marketing include Oaktree Real Estate Opportunities
Fund VII, Opps Xb, Oaktree Infrastructure Fund, Oaktree European Capital Solutions Fund, Oaktree European
Principal Fund IV and Oaktree Real Estate Debt Fund II.

Understanding Our Results—Consolidation of Oaktree Funds

In February 2015, the Financial Accounting Standards Board (“FASB”) revised its consolidation guidance regarding the
analysis that a reporting entity must perform to determine whether it should consolidate a legal entity. The revisions
provided guidance for, among various items, evaluating limited partnerships and similar entities for consolidation,
how a decision maker’s fees affect the consolidation analysis, and how interests held by related parties affect the
consolidation analysis. We adopted this guidance as of January 1, 2016 under the modified retrospective approach,
which did not require prior periods to be recast. Following our reevaluation of our investment vehicles and other legal
entities, as of January 1, 2016 we deconsolidated substantially all of our previously consolidated investment funds.
The change stemmed from the fact that under the new consolidation guidance, these funds are considered to be
variable interest entities (“'VIEs”), instead of their prior status as voting interest entities. We are not the primary
beneficiary of these VIEs because our fee arrangements are deemed to not be variable interests, and we do not hold
any other interests in those funds that are considered to be significant. The effect of this deconsolidation was a
reduction in total consolidated assets, liabilities, non-controlling redeemable interests in consolidated funds and
unitholders' capital as of January 1, 2016 of $45.7 billion, $7.6 billion, $38.0 billion and $90.6 million, respectively.
There was no impact on retained earnings or net income attributable to us. Please see note 2 to our condensed
consolidated financial statements for more information.

Investment vehicles in which we have a significant investment, such as CLOs and certain Oaktree funds, remain
consolidated under GAAP. When a CLO or fund is consolidated, we reflect the assets, liabilities, revenues, expenses
and cash flows of the consolidated funds on a gross basis, and the majority of the economic interests in those
consolidated funds, which are held by third-party investors, are reflected as debt obligations of CLOs or
non-controlling interests in consolidated funds in the condensed consolidated financial statements. All of the revenues
earned by us as investment manager of the consolidated funds are eliminated in consolidation. However, because the
eliminated amounts are earned from and funded by third-party investors, the consolidation of a fund does not impact
net income or loss attributable to us.

Management makes operating decisions and assesses business performance based on financial and operating metrics
and data that are presented without the consolidation of any funds. Note 17 to our condensed consolidated financial
statements included elsewhere in this quarterly report includes information regarding our segment on a stand-alone
basis. For a more detailed discussion of the factors that affect the results of operations of our segment, please see
“—Segment Analysis” below.

Revenues

Our business generates three types of segment revenue: management fees, incentive income and investment income.
Management fees are billed monthly or quarterly based on annual rates and are typically earned for each of the funds
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that we manage. The contractual terms of management fees generally vary by fund structure. Management fees also
may include performance-based fees earned from certain open-end and evergreen fund accounts. We also have the
opportunity to earn incentive income from most of our closed-end funds and certain evergreen funds. Our closed-end
funds generally provide that we receive incentive income only
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after our investors receive the return of all of their contributed capital plus an annual preferred return, typically 8%.
Once this occurs, we generally receive as incentive income 80% of all distributions otherwise attributable to our
investors, and those investors receive the remaining 20% until we have received, as incentive income, 20% of all such
distributions in excess of the contributed capital from the inception of the fund. Thereafter, provided the preferred
return continues to be met, all such future distributions attributable to our investors are distributed 80% to those
investors and 20% to us as incentive income. Our third segment revenue source, investment income, represents our
pro-rata share of income or loss from our investments, generally in our capacity as general partner in our funds and as
an investor in our CLOs and third-party managed funds and companies.
Our consolidated revenues reflect the elimination of all management fees, incentive income and investment income
earned by us as investment manager of our consolidated funds. Investment income is presented within the other
income (loss) section of our condensed consolidated statements of operations. Please see “Business—Structure and
Operation of Our Business—Structure of Funds” in our annual report for a detailed discussion of the structure of our
funds.
Expenses
Compensation and Benefits
Compensation and benefits expense reflects all compensation-related items not directly related to incentive income,
investment income or the vesting of OCGH and Class A units, and includes salaries, bonuses, compensation based on
management fees or a definition of profits, employee benefits, and phantom equity awards. Phantom equity awards
represent liability-classified awards subject to vesting and remeasurement at the end of each reporting period.
Phantom equity award expense reflects the vesting of those liability-classified awards, the equity distribution declared
in the period and changes in the Class A unit trading price.
Equity-based Compensation
Equity-based compensation expense reflects the non-cash charge associated with grants of Class A units, OCGH units
and OCGH equity value units (“EVUs”). Our GAAP-basis statements of operations include equity-based compensation
expense for units granted both before and after our initial public offering. Our segment measure of adjusted net
income differs from GAAP because it (a) excludes equity-based compensation expense for units granted before our
initial public offering and (b) reflects EVUs that are classified as liability awards in our GAAP-basis statements of
operations as equity-classified awards (please see “—Segment and Operating Metrics—Adjusted Net Income” below).
As of June 30, 2016, there was $172.5 million of unrecognized compensation expense for GAAP purposes, which is
expected to be recognized as expense in our GAAP consolidated financial statements over a weighted average vesting
period of 4.0 years. As of June 30, 2016, there was $143.0 million of unrecognized compensation expense for segment
reporting purposes, with the difference versus the GAAP-basis figure primarily representing unit grants made before
our initial public offering. The $143.0 million is expected to be recognized as expense in adjusted net income over a
weighted average vesting period of approximately 3.9 years, as shown in the table below. These amounts are subject
to change as a result of future unit grants and possible modifications to award terms or changes in estimated forfeiture
rates.
The following table summarizes the estimated amount of equity-based compensation expense to be included in
adjusted net income:

Last

Six
Equity-based Compensation Expense Included in ANI Monthg017 2018 2019 2020 Thereafter Total

of

2016

(in millions)
IZE(s)tllgnated expense from equity grants awarded through June $24.9 $43.5 $31.4 $22.7 $6.5 § 140  $143.0
Incentive Income Compensation
Incentive income compensation expense includes (a) primarily, compensation directly related to segment incentive
income, which generally consists of percentage interests (sometimes referred to as “points”) that we grant to our
investment professionals associated with the particular fund that generated the segment incentive income, and (b)
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secondarily, compensation directly related to investment income. There is no fixed percentage for the incentive
income-related portion of this compensation, either by fund or strategy. In general, within a particular strategy more
recent funds have a higher percentage of aggregate incentive income compensation expense than

57

104



Edgar Filing: Oaktree Capital Group, LLC - Form 10-Q

do older funds. The percentage that consolidated incentive income compensation expense represents of the particular
period’s consolidated incentive income may not be meaningful because (a) the criteria for recognizing income and
expense differ under GAAP and thus may result in timing differences, and (b) for periods prior to the adoption of the
deconsolidation guidance in the first quarter of 2016, most segment incentive income was eliminated in consolidation,
whereas no incentive income compensation expense is eliminated in consolidation. For the most meaningful
percentage relationship, please see “—Segment Analysis” below.

General and Administrative

General and administrative expense includes costs related to occupancy, outside auditors, tax professionals, legal
advisers, research, consultants, travel and entertainment, communications and information services, foreign-exchange
activity, insurance, changes in the contingent consideration liability, and other general items related directly to the
Company’s operations. These expenses are net of amounts borne by fund investors and are not offset by credits
attributable to fund investors’ non-controlling interests in consolidated funds.

Depreciation and Amortization

Depreciation and amortization expense includes costs associated with the purchase of furniture and equipment,
capitalized software, office leasehold improvements, a corporate-owned airplane and acquired intangibles. Furniture
and equipment and capitalized software costs are depreciated using the straight-line method over the estimated useful
life of the asset, which is generally three to five years. Leasehold improvements are amortized using the straight-line
method over the shorter of the respective estimated useful life or the lease term. The company-owned airplane is
depreciated using the straight-line method over its estimated useful life. Acquired intangibles primarily relate to
contractual rights and are amortized over their estimated useful lives, which range from three to seven years.
Consolidated Fund Expenses

Consolidated fund expenses consist primarily of costs, expenses and fees that are incurred by, or arise out of the
operation and activities of or otherwise are related to, our consolidated funds, including, without limitation, travel
expenses, professional fees, research and software expenses, insurance, and other costs associated with administering
and supporting those funds. Inasmuch as most of these fund expenses are borne by third-party investors, they reduce
the investors’ interests in the consolidated funds and have no impact on net income or loss attributable to the Company.
Other Income (Loss)

Interest Expense

Interest expense primarily reflects the interest expense of the consolidated funds, as well as the interest expense of
Oaktree and its operating subsidiaries.

Interest and Dividend Income

Interest and dividend income consists of interest and dividend income earned on the investments held by our
consolidated funds, interest income earned by Oaktree and its operating subsidiaries, and for periods prior to the
adoption of the deconsolidation guidance in the first quarter of 2016, the consolidated funds’ net operating income
from real estate-related activities.

Net Realized Gain on Consolidated Funds’ Investments

Net realized gain on consolidated funds’ investments consists of realized gains and losses arising from dispositions of
investments held by our consolidated funds.

Net Change in Unrealized Appreciation (Depreciation) on Consolidated Funds’ Investments

Net change in unrealized appreciation (depreciation) on consolidated funds’ investments reflects both unrealized gains
and losses on investments held by our consolidated funds and the reversal upon disposition of investments of
unrealized gains and losses previously recognized for those investments.

Investment Income

Investment income represents our pro-rata share of income or loss from our investments, generally in our capacity as
general partner in our funds and as an investor in our CLOs and third-party managed funds and companies. Investment
income, as reflected in our condensed consolidated statements of operations, excludes investment income earned by us
from our consolidated funds.
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Other Income (Expense), Net

Other income (expense), net represents non-operating income or expense, including income related to amounts
received for contractually reimbursable costs associated with certain arrangements made in connection with the
Highstar acquisition.

Income Taxes

Oaktree is a publicly traded partnership. Because it satisfies the qualifying income test, it is not required to be treated
as a corporation for U.S. federal and state income tax purposes; rather, it is taxed as a partnership. Oaktree Holdings,
Inc. and Oaktree AIF Holdings, Inc., which are two of our five Intermediate Holding Companies and wholly-owned
subsidiaries, are subject to U.S. federal and state income taxes. The remainder of Oaktree’s income is generally not
subject to corporate-level taxation.

Oaktree’s effective tax rate is dependent on many factors, including the mix of revenues and expenses between our two
corporate Intermediate Holding Companies that are subject to income tax and our three other Intermediate Holding
Companies that are not; consequently, the effective tax rate is subject to significant variation from period to period.
Oaktree’s effective tax rate used for interim periods is based on the estimated full year income tax rate. Certain items
that cannot be reliably estimated, such as incentive income, are excluded from the estimated annual effective tax rate.
The tax expense or benefit stemming from these items is recognized in the same period as the underlying income or
expense.

Oaktree’s non-U.S. income or loss before taxes is generally not significant in relation to total pre-tax income or loss,
and is generally more predictable because, unlike U.S. pre-tax income, it is not significantly impacted by unrealized
gains or losses. Non-U.S. tax expense typically represents a disproportionately large percentage of total income tax
expense because nearly all of our non-U.S. income or loss is subject to corporate-level income tax, whereas a
substantial portion of our U.S.-based income or loss is not subject to corporate-level taxes. In addition, changes in the
proportion of non-U.S. pre-tax income to total pre-tax income impact Oaktree’s effective tax rate to the extent
non-U.S. rates differ from the combined U.S. federal and state tax rate.

Income taxes are accounted for using the liability method of accounting. Under this method, deferred tax assets and
liabilities are recognized for the expected future tax consequences of differences between the carrying amounts of
assets and liabilities and their respective tax bases using currently enacted tax rates. The effect on deferred tax assets
and liabilities of a change in tax rates is recognized in income in the period when the change is enacted. Deferred tax
assets would be reduced by a valuation allowance if it becomes more likely than not that some portion or all of the
deferred tax assets will not be realized.

Net Income Attributable to Non-controlling Interests

Net income attributable to non-controlling interests represents the ownership interests that third parties hold in entities
that are consolidated in our financial statements. These interests fall into two categories:

Net Income Attributable to Non-controlling Interests in Consolidated Funds. This category represents the economic
interests of the unaffiliated investors in the consolidated funds, as well as the equity interests held by third-party
tnvestors in CLOs that had not yet priced as of the respective period end. Those interests are primarily driven by the
investment performance of the consolidated funds. In comparison to net income, this measure excludes segment
results and other items solely attributable to the Company; and

Net Income Attributable to Non-controlling Interests in Consolidated Subsidiaries. This category primarily
represents the economic interest in the Oaktree Operating Group owned by OCGH (“OCGH non-controlling interest”),
as well as the economic interest in certain consolidated subsidiaries held by third parties. The OCGH non-controlling
interest is determined at the Oaktree Operating Group level based on the weighted average proportionate share of
Oaktree Operating Group units held by the OCGH unitholders. Inasmuch as the number of outstanding Oaktree
Operating Group units corresponds with the total number of outstanding OCGH units and Class A units, changes in
the economic interest held by the OCGH unitholders are driven by our additional issuances of Class A and OCGH
units, as well as repurchases and forfeitures of, and exchanges between, Class A and OCGH units. Certain of our
expenses, such as income tax and related administrative expenses of Oaktree Capital Group, LLC and its Intermediate
Holding Companies, are solely attributable to the Class A unitholders. Please see note 11 to our condensed
consolidated financial statements included elsewhere in this quarterly report for additional information on the
economic interest in the Oaktree Operating Group owned by OCGH.
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Segment and Operating Metrics

Our business is comprised of one segment, our investment management segment, which consists of the investment
management services that we provide to our clients. Management makes operating decisions and assesses the
performance of our business based on financial and operating metrics and data that are presented without the
consolidation of any funds. For a detailed reconciliation of the segment results of operations to our condensed
consolidated statements of operations, please see “—Segment Analysis” below and the “Segment Reporting” note to our
condensed consolidated financial statements included elsewhere in this quarterly report. The data most important to
our chief operating decision maker in assessing our performance are adjusted net income, adjusted net income-OCG,
distributable earnings, distributable earnings-OCG, fee-related earnings and fee-related earnings-OCG.

We monitor certain operating metrics that are either common to the alternative asset management industry or that we
believe provide important data regarding our business. As described below, these operating metrics include assets
under management, management fee-generating assets under management, incentive-creating assets under
management, accrued incentives (fund level), incentives created (fund level) and uncalled capital commitments.
Adjusted Net Income

Our chief operating decision maker uses adjusted net income (‘“ANI”) as a tool to help evaluate the financial
performance of, and make resource allocations and other operating decisions for, our investment management
segment. The components of revenues and expenses used in the determination of ANI do not give effect to the
consolidation of the funds that we manage. Segment revenues include investment income (loss) that is classified in
other income (loss) in the GAAP-basis statements of operations. Segment revenues and expenses also reflect Oaktree’s
proportionate economic interest in Highstar, whereby amounts received for contractually reimbursable costs are
classified for segment reporting as expenses and under GAAP as other income. In addition, ANI excludes the effect of
(a) non-cash equity-based compensation expense related to unit grants made before our initial public offering,

(b) acquisition-related items, including amortization of intangibles and changes in the contingent consideration
liability, (c) differences arising from EVUs that are classified as liability awards under GAAP but as equity awards for
segment reporting, (d) income taxes, (e) other income or expenses applicable to OCG or its Intermediate Holding
Companies, and (f) the adjustment for non-controlling interests. In the fourth quarter of 2015, the definition of ANI
was modified to reflect differences with respect to (a) third-party placement costs associated with closed-end funds,
which under GAAP are expensed as incurred, but for ANI are capitalized and amortized as general and administrative
expense in proportion to the associated management fee stream, and (b) gains and losses resulting from
foreign-currency transactions and hedging activities, which under GAAP are recognized as general and administrative
expense whether realized or unrealized in the current period, but for ANI unrealized gains and losses from
foreign-currency hedging activities are deferred until realized, at which time they are included in the same revenue or
expense line item as the underlying exposure that was hedged. Foreign-currency transaction gains and losses are
included in other income (expense), net. Prior periods have not been recast for the change related to third-party
placement costs, but have been recast to retroactively reflect the change related to foreign-currency hedging. Incentive
income and incentive income compensation expense are included in ANI when the underlying fund distributions are
known or knowable as of the respective quarter end, which may be later than the time at which the same revenue or
expense is included in the GAAP-basis statements of operations, for which the revenue standard is fixed or
determinable and the expense standard is probable and reasonably estimable. CLO investments are carried at fair
value for GAAP reporting, whereas for segment reporting they are carried at amortized cost, subject to any
impairment charges. Investment income on CLO investments is recognized in adjusted net income when cash
distributions are received. Cash distributions are allocated between income and return of capital based on the effective
yield method. ANI is calculated at the Operating Group level.

Among other factors, our accounting policy for recognizing incentive income and the inclusion of non-cash
equity-based compensation expense related to unit grants made after our initial public offering likely make our
calculation of ANI not directly comparable to economic net income or other similarly named measures utilized by
certain other asset managers.

We calculate adjusted net income-OCG, or adjusted net income per Class A unit, a non-GAAP measure, to provide
Class A unitholders with a measure that shows the portion of ANI attributable to their ownership. Adjusted net
income-OCG represents ANI including the effect of (a) the OCGH non-controlling interest, (b) other income or
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expenses, such as income tax expense, applicable to OCG or its Intermediate Holding Companies and (c) any
Operating Group income taxes attributable to OCG. Two of our Intermediate Holding Companies incur federal and
state income taxes for their shares of Operating Group income. Generally, those two corporate entities hold an
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interest in the Operating Group’s management fee-generating assets and a small portion of its incentive and investment
income-generating assets. As a result, historically our fee-related earnings and investment income arising from our
one-fifth ownership stake in DoubleLine Capital LP and its affiliates (collectively, “DoubleLine”’) generally have been
subject to corporate-level taxation, and most of our incentive income and other investment income generally has not
been subject to corporate-level taxation. Thus, the blended effective income tax rate has generally tended to be higher
to the extent that fee-related earnings and DoubleLine-related investment income represented a larger proportion of
our ANI. Myriad other factors affect income tax expense and the effective income tax rate, and there can be no
assurance that this historical relationship will continue going forward.

Distributable Earnings

Our chief operating decision maker uses distributable earnings as a tool to help evaluate the financial performance of,
and make resource allocations and other operating decisions for, our segment. Distributable earnings is a non-GAAP
performance measure derived from our segment results that we use to measure our earnings at the Operating Group
level without the effects of the consolidated funds for the purpose of, among other things, assisting in the
determination of equity distributions from the Operating Group. However, the declaration, payment and determination
of the amount of equity distributions, if any, is at the sole discretion of our board of directors, which may change our
distribution policy at any time.

Distributable earnings differs from ANI in that it excludes segment investment income or loss and includes the receipt
of investment income or loss from distributions by our investments in funds and companies. Additionally, any
impairment charges on our CLO investments included in ANI are, for distributable earnings purposes, amortized over
the remaining investment period of the respective CLO, in order to align with the timing of expected cash flows. In
addition, distributable earnings differs from ANI in that it is net of Operating Group income taxes and excludes
non-cash equity-based compensation expense.

Segment investment income or loss, which for equity-method investments represents our pro-rata share of income or
loss, generally in our capacity as general partner in our funds and as an investor in our CLOs and third-party managed
funds and companies, is largely non-cash in nature. By excluding segment investment income or loss, which is not
directly available to fund our operations or make equity distributions, and including the portion of distributions from
Oaktree and non-Oaktree funds to us that represents the income or loss component of the distributions and not a return
of our capital contributions, as well as distributions from our investments in companies, distributable earnings aids us
in measuring amounts that are actually available to meet our obligations under the tax receivable agreement and our
liabilities for expenses incurred at OCG and the Intermediate Holding Companies, as well as for distributions to

Class A and OCGH unitholders.

Distributable earnings-OCG, or distributable earnings per Class A unit, is a non-GAAP measure calculated to provide
Class A unitholders with a measure that shows the portion of distributable earnings attributable to their ownership.
Distributable earnings-OCG represents distributable earnings, including the effect of (a) the OCGH non-controlling
interest, (b) expenses, such as current income tax expense, applicable to OCG or its Intermediate Holding Companies
and (c) amounts payable under the tax receivable agreement. The income tax expense included in distributable
earnings-OCG represents the implied current provision for income taxes calculated using an approach similar to that
which is used in calculating the income tax provision for adjusted net income-OCG.

Fee-related Earnings

Fee-related earnings is a non-GAAP measure that we use to monitor the baseline earnings of our business. Fee-related
earnings is comprised of segment management fees less segment operating expenses other than incentive income
compensation expense and non-cash equity-based compensation expense related to unit grants made after our initial
public offering. Fee-related earnings is considered baseline because it applies all cash compensation and benefits other
than incentive income compensation expense, as well as all general and administrative expenses, to management fees,
even though a significant portion of those expenses is attributable to incentive and investment income, and because it
excludes all non-management fee revenue sources (such as earnings from our minority equity interest in DoubleLine).
Fee-related earnings is presented before income taxes.

Fee-related earnings-OCG, or fee-related earnings per Class A unit, is a non-GAAP measure calculated to provide
Class A unitholders with a measure that shows the portion of fee-related earnings attributable to their ownership.
Fee-related earnings-OCG represents fee-related earnings including the effect of (a) the OCGH non-controlling
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interest, (b) other income or expenses, such as income tax expense, applicable to OCG or its Intermediate Holding
Companies and (c) any Operating Group income taxes attributable to OCG. Fee-related earnings-OCG income taxes
are calculated excluding any segment incentive income or investment income (loss).
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Among other factors, the exclusion of non-cash equity-based compensation expense related to unit grants made after
our initial public offering may make our calculations of fee-related earnings and fee-related earnings-OCG not directly
comparable to similarly named measures of other asset managers.

Assets Under Management

AUM generally refers to the assets we manage and equals the NAV of the assets we manage, the fund-level leverage
on which management fees are charged, the undrawn capital that we are entitled to call from investors in our funds
pursuant to their capital commitments and the aggregate par value of collateral assets and principal cash held by our
CLOs. Our AUM includes amounts for which we charge no management fees. Our definition of AUM is not based on
any definition contained in our operating agreement or the agreements governing the funds that we manage. Our
calculation of AUM and the two AUM-related metrics below may not be directly comparable to the AUM metrics of
other asset managers.

Management Fee-generating Assets Under Management. Management fee-generating AUM is a forward-looking
metric and reflects the beginning AUM on which we will earn management fees in the following quarter. Our
closed-end funds typically pay management fees based on committed capital, drawn capital or cost basis during the
investment period, without regard to changes in NAV, and during the liquidation period on the lesser of (a) total
funded capital or (b) the cost basis of assets remaining in the fund. The annual management fee rate remains
unchanged from the investment period through the liquidation period. Our open-end and evergreen funds typically
pay management fees based on their NAV, and our CLOs pay management fees based on the aggregate par value of
collateral assets and principal cash held by them, as defined in the applicable CLO indentures.

Incentive-creating Assets Under Management. Incentive-creating AUM refers to the AUM that may eventually
produce incentive income. It represents the NAV of our funds for which we are entitled to receive an incentive
allocation, excluding CLOs and investments made by us and our employees and directors (which are not subject to an
incentive allocation). All funds for which we are entitled to receive an incentive allocation are included in
incentive-creating AUM, regardless of whether or not they are currently generating incentives. Incentive-creating
AUM does not include undrawn capital commitments.

Accrued Incentives (Fund Level) and Incentives Created (Fund Level)

Our funds record as accrued incentives the incentive income that would be paid to us if the funds were liquidated at
their reported values as of the date of the financial statements. Incentives created (fund level) refers to the gross
amount of potential incentives generated by the funds during the period. We refer to the amount of incentive income
recognized as revenue by us as segment incentive income. Amounts recognized by us as incentive income are no
longer included in accrued incentives (fund level), the term we use for remaining fund-level accruals. The amount of
incentives created may fluctuate substantially as a result of changes in the fair value of the underlying investments of
the fund, as well as incentives created in excess of our typical 20% share due to catch-up allocations for applicable
closed-end funds. Generally speaking, while in the catch-up layer, approximately 80% of any increase or decrease,
respectively, in the fund’s NAV results in a commensurate amount of positive or negative incentives created (fund
level).

The same performance and market risks inherent in incentives created (fund level) affect the ability to ultimately
realize accrued incentives (fund level). One consequence of the accounting method we follow for incentives created
(fund level) is that accrued incentives (fund level) is an off-balance sheet metric, rather than being an on-balance sheet
receivable that could require reduction if fund performance suffers. We track accrued incentives (fund level) because
it provides an indication of potential future value, though the timing and ultimate realization of that value are
uncertain.

Incentives created (fund level), incentive income and accrued incentives (fund level) are presented gross, without
deduction for direct compensation expense that is owed to our investment professionals associated with the particular
fund when we earn the incentive income. We call that charge “incentive income compensation expense.” Incentive
income compensation expense varies by the investment strategy and vintage of the particular fund, among many other
factors. In addition to incentive income compensation expense, the magnitude of the annual cash bonus pool is
indirectly affected by the level of incentive income, net of its associated incentive income compensation expense. The
total charge related to the annual cash bonus pool, including the portion attributable to our incentive income, is
reflected in the financial statement line item “compensation and benefits.”
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Incentives created (fund level) often reflects investments measured at fair value and therefore is subject to risk of
substantial fluctuation by the time the underlying investments are liquidated. We earn the incentive income, if any,
that the fund is then obligated to pay us with respect to our incentive interest (generally 20%) in the profits of our
unaffiliated investors, subject to an annual preferred return of typically 8%. Although GAAP currently allows the
equivalent of incentives created (fund level) to be recognized as revenue by us under Method 2, we follow the Method
1 approach offered by GAAP. Our use of Method 1 reduces by a substantial degree the possibility that revenue
recognized by us would be reversed in a subsequent period. For purposes of adjusted net income and distributable
earnings, we recognize incentive income when the underlying fund distributions are known or knowable as of the
respective quarter end, as opposed to the fixed or determinable standard of Method 1. We track incentives created
(fund level) because it provides an indication of the value for us currently being created by our investment activities
and facilitates comparability with those companies in our industry that utilize the alternative accrual-based Method 2
for recognizing incentive income in their financial statements.

Uncalled Capital Commitments

Uncalled capital commitments represent undrawn capital commitments by partners (including Oaktree as general
partner) of our closed-end funds through their investment periods and certain evergreen funds. If a closed-end fund
distributes capital during its investment period, that capital is typically subject to possible recall, in which case it is
included in uncalled capital commitments.

Invested Capital

Invested capital reflects the aggregate gross capital invested by our incentive-creating closed-end and similar funds,
including investments made using drawn capital, recycled capital and fund-level credit facilities.
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Consolidated Results of Operations

The following table sets forth our unaudited condensed consolidated statements of operations:

Condensed Consolidated Statements of Operations

Revenues:

Management fees

Incentive income

Total revenues

Expenses:

Compensation and benefits

Equity-based compensation

Incentive income compensation

Total compensation and benefits expense

General and administrative

Depreciation and amortization

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 (depreciation) on consolidated
funds’ investments

Investment income

Other income (expense), net

Total other income (loss)

Income (loss) before income taxes

Income taxes

Net income (loss)

Less:

Net (income) loss attributable to non-controlling interests in
consolidated funds

Net income attributable to non-controlling interests in consolidated
subsidiaries

Net income attributable to Oaktree Capital Group, LLC

Three Months Ended Six Months Ended
June 30, June 30,
2016 2015 2016 2015

(in thousands)

$195,015 $50,923
87,701 564
282,716 51,487

$393,568 $101,742
143,638 564
537,206 102,306

(103,002 ) (107,750 ) (211,407 ) (217,893 )
(14,726 ) (16,083 ) (28,622 ) (27,789 )
(35,461 ) (35,211 ) (45,268 ) (102,103 )
(153,189 ) (159,044 ) (285,297 ) (347,785 )
(32,949 ) (33,488 ) (80,780 ) (40,068 )
4,048 ) (3,107 ) (8,209 ) (5,999 )
(1,462 ) (50,290 ) (2,546 ) (88,051 )
(191,648 ) (245,929 ) (376,832 ) (481,903 )

(26,730 ) (52,742 ) (54,435 ) (99,311 )

37,138 478,311 73,408 1,001,240
6,682 857,548 10,083 1,332,378
(5,301 ) (1,418,383 (25,973 ) (910,902 )
41,000 15,694 70,447 28,376
5,548 2,863 11,349 7,557
58,337 (116,711 ) 84,879 1,359,338
149,405 (311,153 ) 245,253 979,741
8,571 ) (5,485 ) (21,251 ) (13,360 )
140,834 (316,638 ) 224,002 966,381
(7,319 ) 391,961 (2,375 ) (744,704 )

(84,468 ) (55,509 ) (144,502 ) (163,610 )
$49,047 $19,814 $77,125 $58,067

Three Months Ended June 30, 2016 Compared to the Three Months Ended June 30, 2015

Revenues
Management Fees

Management fees increased $144.1 million, or 283.1%, to $195.0 million for the three months ended June 30, 2016,
from $50.9 million for the three months ended June 30, 2015. The increase reflected the deconsolidation of
substantially all of Oaktree’s investment funds effective the first quarter of 2016, inasmuch as management fees earned

from the deconsolidated funds are no longer eliminated in consolidation.

Incentive Income

Incentive income increased $87.1 million, to $87.7 million for the three months ended June 30, 2016, from $0.6
million for the three months ended June 30, 2015. The increase reflected the deconsolidation of substantially all of

Oaktree’s investment funds effective the first quarter of 2016.
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Expenses

Compensation and Benefits

Compensation and benefits decreased $4.8 million, or 4.5%, to $103.0 million for the three months ended June 30,
2016, from $107.8 million for the three months ended June 30, 2015, reflecting variations in annual bonus accruals, as
well as a favorable fluctuation of $2.4 million in phantom equity expense stemming largely from each period’s change
in the Class A unit trading price.

Equity-based Compensation

Equity-based compensation expense decreased $1.4 million, or 8.7%, to $14.7 million for the three months ended June
30, 2016, from $16.1 million for the three months ended June 30, 2015.

Incentive Income Compensation

Incentive income compensation expense increased $0.3 million, or 0.9%, to $35.5 million for the three months ended
June 30, 2016, from $35.2 million for the three months ended June 30, 2015. The percentage increase was smaller
than the corresponding increase of 43.4% in segment incentive income, reflecting differences in the applicable funds’
compensation percentages, as well as timing differences between the recognition of segment incentive income and
incentive income compensation expense.

General and Administrative

General and administrative expense decreased $0.6 million, or 1.8%, to $32.9 million for the three months ended June
30, 2016, from $33.5 million for the three months ended June 30, 2015. Excluding the impact of foreign
currency-related items, which stemmed primarily from foreign-currency hedges used to economically hedge our
non-U.S. dollar denominated revenues and expenses, general and administrative expense decreased $3.1 million, or
9.3%, to $30.2 million from $33.3 million, in part reflecting lower placement costs associated with closed-end funds.
Depreciation and Amortization

Depreciation and amortization expense increased $0.9 million, or 29.0%, to $4.0 million for the three months ended
June 30, 2016, from $3.1 million for the three months ended June 30, 2015. The increase primarily reflected
amortization of leasehold improvements associated with office space expansion.

Consolidated Fund Expenses

Consolidated fund expenses decreased $48.8 million, or 97.0%, to $1.5 million for the three months ended June 30,
2016, from $50.3 million for the three months ended June 30, 2015. The decrease reflected the deconsolidation of
substantially all of Oaktree’s investment funds effective the first quarter of 2016.

Other Income (Loss)

Interest Expense

Interest expense decreased $26.0 million, or 49.3%, to $26.7 million for the three months ended June 30, 2016, from
$52.7 million for the three months ended June 30, 2015. The decrease reflected the deconsolidation of substantially all
of Oaktree’s investment funds effective the first quarter of 2016.

Interest and Dividend Income

Interest and dividend income decreased $441.2 million, or 92.2%, to $37.1 million for the three months ended June
30, 2016, from $478.3 million for the three months ended June 30, 2015. The decrease reflected the deconsolidation of
substantially all of Oaktree’s investment funds effective the first quarter of 2016.

Net Realized Gain on Consolidated Funds’ Investments

Net realized gain on consolidated funds’ investments decreased $850.8 million, or 99.2%, to $6.7 million for the three
months ended June 30, 2016, from $857.5 million for the three months ended June 30, 2015. The decrease primarily
reflected the deconsolidation of substantially all of Oaktree’s investment funds effective the first quarter of 2016.

Net Change in Unrealized Appreciation (Depreciation) on Consolidated Funds’ Investments

The net change in unrealized appreciation (depreciation) on consolidated funds’ investments was a loss of $5.3 million
and $1,418.4 million for the three months ended June 30, 2016 and 2015, respectively. Excluding the
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$850.8 million decline in net realized gain on consolidated funds’ investments, the net change in unrealized
appreciation (depreciation) on consolidated funds’ investments was a net gain of $1.4 million for the three months
ended June 30, 2016, as compared to a net loss of $560.8 million for the three months ended June 30, 2015. The
increase reflected our funds’ performance in each period, as well as the deconsolidation of substantially all of Oaktree’s
investment funds effective the first quarter of 2016.

Investment Income

Investment income increased $25.3 million, or 161.1%, to $41.0 million for the three months ended June 30, 2016,
from $15.7 million for the three months ended June 30, 2015. The increase primarily reflected the deconsolidation of
substantially all of Oaktree’s investment funds effective the first quarter of 2016. DoubleLine accounted for investment
income of $16.6 million and $12.5 million in the current and prior-year periods, respectively, of which performance
fees accounted for $1.5 million and $0.6 million, respectively.

Other Income (Expense), Net

Other income (expense), net increased $2.6 million, or 89.7%, to income of $5.5 million for the three months ended
June 30, 2016, from income of $2.9 million for the three months ended June 30, 2015. The prior-year period included
a $2.7 million loss associated with certain non-operating corporate activities.

Income Taxes

Income taxes increased $3.1 million, or 56.4%, to $8.6 million for the three months ended June 30, 2016, from $5.5
million for the three months ended June 30, 2015. The increase was primarily attributable to higher pre-tax income
attributable to Class A unitholders, partially offset by a lower effective tax rate for the three months ended June 30,
2016. The effective tax rates applicable to Class A unitholders for the three months ended June 30, 2016 and 2015
were 13% and 19%, respectively, resulting from estimated full-year effective rates of 21% and 17%, respectively.

The effective tax rate used for interim fiscal periods is based on an estimated full-year effective tax rate on income
that can be reliably forecasted, combined with the tax expense in the current period on incentive income and any other
income that cannot be reliably estimated. We expect variability in tax rates between quarters and full years, because
the effective tax rate is a function of the mix of income and other factors, each of which can have a material impact on
the particular period’s income tax expense and may vary significantly within or between years. Please see
“—Understanding Our Results—Consolidation of Oaktree Funds.”

Net (Income) Loss Attributable to Non-controlling Interests in Consolidated Funds

Net (income) loss attributable to non-controlling interests in consolidated funds increased to income of $7.3 million
for the three months ended June 30, 2016, as compared to a loss of $392.0 million for the three months ended June 30,
2015. The increase was primarily driven by our funds’ performance in each period, as well as the deconsolidation of
substantially all of Oaktree’s investment funds effective the first quarter of 2016. These effects are described in more
detail under “—Other Income (Loss)” above.

Net Income Attributable to Oaktree Capital Group, LLC

Net income attributable to Oaktree Capital Group, LLC increased $29.2 million, or 147.5%, to $49.0 million for the
three months ended June 30, 2016, from $19.8 million for the three months ended June 30, 2015. The increase was
primarily attributable to higher segment profits, as well as a larger allocation of income to OCG based on the weighted
average number of Class A units outstanding.

Six Months Ended June 30, 2016 Compared to the Six Months Ended June 30, 2015

Revenues

Management Fees

Management fees increased $291.9 million, or 287.0%, to $393.6 million for the six months ended June 30, 2016,
from $101.7 million for the six months ended June 30, 2015. The increase reflected the deconsolidation of
substantially all of Oaktree’s investment funds effective the first quarter of 2016.

Incentive Income

Incentive income increased $143.0 million, to $143.6 million for the six months ended June 30, 2016, from $0.6
million for the six months ended June 30, 2015. The increase reflected the deconsolidation of substantially all of
Oaktree’s investment funds effective the first quarter of 2016.

66

119



Edgar Filing: Oaktree Capital Group, LLC - Form 10-Q

120



Edgar Filing: Oaktree Capital Group, LLC - Form 10-Q

Expenses

Compensation and Benefits

Compensation and benefits decreased $6.5 million, or 3.0%, to $211.4 million for the six months ended June 30, 2016,
from $217.9 million for the six months ended June 30, 2015, primarily reflecting variations in annual bonus accruals.
Equity-based Compensation

Equity-based compensation expense increased $0.8 million, or 2.9%, to $28.6 million for the six months ended June
30, 2016, from $27.8 million for the six months ended June 30, 2015, primarily reflecting non-cash amortization
expense associated with vesting of Class A and OCGH unit grants made to employees and directors subsequent to our
2012 initial public offering.

Incentive Income Compensation

Incentive income compensation expense decreased $56.8 million, or 55.6%, to $45.3 million for the six months ended
June 30, 2016, from $102.1 million for the six months ended June 30, 2015. The percentage decrease was larger than
the corresponding decline of 13.9% in segment incentive income, reflecting timing differences between the
recognition of segment incentive income and incentive income compensation expense, as well as differences in the
applicable funds’ compensation percentages.

General and Administrative

General and administrative expense increased $40.7 million, or 101.5%, to $80.8 million for the six months ended
June 30, 2016, from $40.1 million for the six months ended June 30, 2015. Excluding the impact of foreign
currency-related items, which stemmed primarily from foreign-currency hedges used to economically hedge our
non-U.S. dollar denominated revenues and expenses, general and administrative expense increased $4.4 million, or
6.8%, to $69.1 million from $64.7 million, primarily reflecting higher placement costs associated with closed-end
funds.

Depreciation and Amortization

Depreciation and amortization expense increased $2.2 million, or 36.7%, to $8.2 million for the six months ended
June 30, 2016, from $6.0 million for the six months ended June 30, 2015. The increase primarily reflected
amortization of leasehold improvements associated with office space expansion.

Consolidated Fund Expenses

Consolidated fund expenses decreased $85.6 million, or 97.2%, to $2.5 million for the six months ended June 30,
2016, from $88.1 million for the six months ended June 30, 2015. The decrease reflected the deconsolidation of
substantially all of Oaktree’s investment funds effective the first quarter of 2016.

Other Income (Loss)

Interest Expense

Interest expense decreased $44.9 million, or 45.2%, to $54.4 million for the six months ended June 30, 2016, from
$99.3 million for the six months ended June 30, 2015. The decrease reflected the deconsolidation of substantially all
of Oaktree’s investment funds effective the first quarter of 2016.

Interest and Dividend Income

Interest and dividend income decreased $927.8 million, or 92.7%, to $73.4 million for the six months ended June 30,
2016, from $1,001.2 million for the six months ended June 30, 2015. The decrease reflected the deconsolidation of
substantially all of Oaktree’s investment funds effective the first quarter of 2016.

Net Realized Gain on Consolidated Funds’ Investments

Net realized gain on consolidated funds’ investments decreased $1,322.3 million, or 99.2%, to $10.1 million for the six
months ended June 30, 2016, from $1,332.4 million for the six months ended June 30, 2015. The decrease primarily
reflected the deconsolidation of substantially all of Oaktree’s investment funds effective the first quarter of 2016.
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Net Change in Unrealized Appreciation (Depreciation) on Consolidated Funds’ Investments

The net change in unrealized appreciation (depreciation) on consolidated funds’ investments was a loss of $26.0
million and $910.9 million for the six months ended June 30, 2016 and 2015, respectively. Excluding the $1,322.3
million decline in net realized gain on consolidated funds’ investments, the net change in unrealized appreciation
(depreciation) on consolidated funds’ investments was a net loss of $15.9 million for the six months ended June 30,
2016, as compared to a net gain of $421.5 million for the six months ended June 30, 2015. The decrease reflected our
funds’ performance in each period, as well as the deconsolidation of substantially all of Oaktree’s investment funds
effective the first quarter of 2016.

Investment Income

Investment income increased $42.0 million, or 147.9%, to $70.4 million for the six months ended June 30, 2016, from
$28.4 million for the six months ended June 30, 2015. The increase primarily reflected the deconsolidation of
substantially all of Oaktree’s investment funds effective the first quarter of 2016. DoubleLine accounted for investment
income of $31.6 million and $27.1 million in the six months ended June 30, 2016 and 2015, respectively, of which
performance fees accounted for $2.0 million and $2.6 million, respectively.

Other Income (Expense), Net

Other income (expense), net increased $3.7 million, or 48.7%, to income of $11.3 million for the six months ended
June 30, 2016, from income of $7.6 million for the six months ended June 30, 2015. The prior-year period included a
$3.6 million loss associated with certain non-operating corporate activities.

Income Taxes

Income taxes increased $7.9 million, or 59.0%, to $21.3 million for the six months ended June 30, 2016, from $13.4
million for the six months ended June 30, 2015. The increase reflected higher pre-tax income attributable to Class A
unitholders, as well as a higher effective tax rate for the six months ended June 30, 2016. The effective tax rates
applicable to Class A unitholders for the six months ended June 30, 2016 and 2015 were 20% and 17%, respectively.
The effective tax rate used for interim fiscal periods is based on an estimated full-year effective tax rate on income
that can be reliably forecasted, combined with the tax expense in the current period on incentive income and any other
income that cannot be reliably estimated. We expect variability in tax rates between quarters and full years, because
the effective tax rate is a function of the mix of income and other factors, each of which can have a material impact on
the particular period’s income tax expense and may vary significantly within or between years. Please see
“—Understanding Our Results—Consolidation of Oaktree Funds.”

Net (Income) Loss Attributable to Non-controlling Interests in Consolidated Funds

Net (income) loss attributable to non-controlling interests in consolidated funds decreased $742.3 million, to income
of $2.4 million for the six months ended June 30, 2016, from $744.7 million for the six months ended June 30, 2015.
The decrease was primarily driven by our funds’ performance in each period, as well as the deconsolidation of
substantially all of Oaktree’s investment funds effective the first quarter of 2016. These effects are described in more
detail under “—Other Income (Loss)” above.

Net Income Attributable to Oaktree Capital Group, LLC

Net income attributable to Oaktree Capital Group, LLC increased $19.0 million, or 32.7%, to $77.1 million for the six
months ended June 30, 2016, from $58.1 million for the six months ended June 30, 2015. The increase was primarily
attributable to higher segment profits, as well as a larger allocation of income to OCG based on the weighted average
number of Class A units outstanding.
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Segment Financial Data
The following table presents segment financial data:

Segment Statements of Operations Data: ()

Revenues:

Management fees

Incentive income

Investment income

Total revenues

Expenses:

Compensation and benefits

Equity-based compensation

Incentive income compensation

General and administrative

Depreciation and amortization

Total expenses

Adjusted net income before interest and other income (expense)
Interest expense, net of interest income
Other income (expense), net

Adjusted net income

Adjusted net income-OCG

Adjusted net income per Class A unit
Distributable earnings

Distributable earnings-OCG
Distributable earnings per Class A unit
Fee-related earnings

Fee-related earnings-OCG

Fee-related earnings per Class A unit

Weighted average number of Operating Group units outstanding
Weighted average number of Class A units outstanding

Operating Metrics:

Assets under management (in millions):

Assets under management

Management fee-generating assets under management
Incentive-creating assets under management

Uncalled capital commitments

Accrued incentives (fund level):

Incentives created (fund level)

Incentives created (fund level), net of associated incentive income
compensation expense

Accrued incentives (fund level)

Accrued incentives (fund level), net of associated incentive income

compensation expense

As of or for the Three As of or for the Six
Months Months

Ended June 30, Ended June 30,
2016 2015 2016 2015
(in thousands, except per unit data or as
otherwise indicated)

$197,450 $190,197 $398,720 $380,292

87,647 61,148 184,235 214,027
47,725 23,365 62,802 76,823
332,822 274,710 645,757 671,142

(99,173 ) (104,767 ) (203,443 ) (213,648 )
(12,445 ) (11,901 ) (23,148 ) (18,924 )
(35,407 ) (29,554 ) (85,156 ) (119,656 )
(30,600 ) (30,335 ) (62,081 ) (59,902 )
(3,048 ) (2,105 ) (6,208 ) (3,996 )
(180,673 ) (178,662 ) (380,036 ) (416,126 )
152,149 96,048 265,721 255,016

(7,977 ) (8,782 ) (16,659 ) (17,715 )
(1,527 ) (1,987 ) (1,392 ) (1,996 )
$142,645 $85,279  $247,670 $235,305

$49,682  $21,422 $79,842  $58,145
0.79 0.44 1.28 1.24
127,506 111,140 253,231 246,336
44,882 28,635 86,725 63,368
0.72 0.59 1.39 1.36
64,629 52,990 126,988 102,746
23,817 16,221 46,876 28,954
0.38 0.34 0.75 0.62
155,057 153,839 154,433 153,540
62,617 48,372 62,256 46,727
$98,124  $103,060 $98,124  $103,060
79,516 78,596 79,516 78,596
30,372 33,860 30,372 33,860

22,817 20,141 22,817 20,141

171,142 (64,055 ) 124,872 201,407
75,783 (36,066 ) 58,792 100,233
1,525,854 1,936,787 1,525,854 1,936,787
771,253 1,005,785 771,253 1,005,785
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Our business is comprised of one segment, our investment management segment, which consists of the investment
management services that we provide to our clients. The components of revenues and expenses used in
determining adjusted net income do not give effect to the consolidation of the funds that we manage. Segment
revenues include investment income (loss) that is classified in other income (loss) in the GAAP-basis statements of
operations. Segment revenues and expenses also reflect Oaktree's proportionate economic interest in Highstar,
whereby amounts received for contractually reimbursable costs are classified for segment reporting as expenses
and under GAAP as other income. In addition, adjusted net income excludes the effect of (a) non-cash
equity-based compensation expense related to unit grants made before our initial public offering,

(b) acquisition-related items, including amortization of intangibles and changes in the contingent consideration
liability, (c) differences arising from EVUs that are classified as liability awards under GAAP but as equity awards
for segment reporting, (d) income taxes, (e) other income or expenses applicable to OCG or its Intermediate
Holding Companies, and (f) the adjustment for non-controlling interests. In the fourth quarter of 2015, the
definition of adjusted net income was modified to reflect differences with respect to (a) third-party placement costs
associated with closed-end funds, which under GAAP are expensed as incurred, but for adjusted net income are
capitalized and amortized as general and administrative expense in proportion to the associated management fee

(1)stream, and (b) gains and losses resulting from foreign-currency transactions and hedging activities, which under

2
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GAAP are recognized as general and administrative expense whether realized or unrealized in the current period,
but for adjusted net income unrealized gains and losses from foreign-currency hedging activities are deferred until
realized, at which time they are included in the same revenue or expense line item as the underlying exposure that
was hedged. Foreign-currency transaction gains and losses are included in other income (expense), net. Prior
periods have not been recast for the change related to third-party placement costs, but have been recast to
retroactively reflect the change related to foreign-currency hedging. Incentive income and incentive income
compensation expense are included in adjusted net income when the underlying fund distributions are known or
knowable as of the respective quarter end, which may be later than the time at which the same revenue or expense
is included in the GAAP-basis statements of operations, for which the revenue standard is fixed or determinable
and the expense standard is probable and reasonably estimable. CLO investments are carried at fair value for
GAAP reporting, whereas for segment reporting they are carried at amortized cost, subject to any impairment
charges. Investment income on CLO investments is recognized in adjusted net income when cash distributions are
received. Cash distributions are allocated between income and return of capital based on the effective yield
method. Adjusted net income is calculated at the Operating Group level. For a detailed description of our segment
and operating metrics, please see “—Segment and Operating Metrics” above.

Interest income was $1.6 million and $1.2 million for the three months ended June 30, 2016 and 2015,
respectively, and $2.9 million and $2.2 million for the six months ended June 30, 2016 and 2015, respectively.
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Operating Metrics

We monitor certain operating metrics that are either common to the alternative asset management industry or that we
believe provide important data regarding our business. These operating metrics include AUM, management
fee-generating AUM, incentive-creating AUM, incentives created (fund level), accrued incentives (fund level) and
uncalled capital commitments.

Assets Under Management

As of
June 30, I;/iarch June 30,
2016 2016 2015
Assets Under Management: (in millions)
Closed-end funds $59,576 $59,081 $59,014
Open-end funds 33,667 33,008 38,813
Evergreen funds 4,881 4,785 5,233
Total $98,124 $96,874 $103,060
Three Months Ended Six Months Ended
June 30, June 30,
2016 2015 2016 2015
Change in Assets Under Management: (in millions)
Beginning balance $96,874 $99,903 $97,359 $90,831
Closed-end funds:
Capital commitments/other (1) 1,889 4741 2,755 14,181
Distributions for a realization event/other ? (1,220 ) (1,405 ) (3,234 ) (3,342 )
(‘?ha'nge.in uncalled capital commitments for funds entering or in 13 (632 )13 872 )
liquidation 3
Foreign-currency translation (188 ) 249 153 (527 )
Change in market value 4 350 (209 ) 715 988
Change in applicable leverage 349 H 11 (256 ) 383
Open-end funds:
Contributions 1,002 1,501 1,737 3,211
Redemptions (1,225 ) (1,189 ) (2,996 ) (2,618 )
Foreign-currency translation (126 ) 134 96 (310 )
Change in market value ¥ 1,008 27 1,628 1,078
Evergreen funds:
Contributions or new capital commitments 82 27 148 231
Redemptions or distributions/other 204 ) (115 ) 254 ) (171 )
Distributions from restructured funds 4 ) — (13 ) (5 )
Foreign-currency translation 5 ) 2 (8 ) 1
Change in market value 4 227 15 281 1
Ending balance $98,124 $103,060 $98,124 $103,060

These amounts represent capital commitments, as well as the aggregate par value of collateral assets and principal
cash related to new CLO formations.
These amounts represent distributions for a realization event, tax-related distributions, reductions in the par value
(2)of collateral assets and principal cash resulting from the repayment of debt as return of principal by CLOs, and
recallable distributions at the end of the investment period.
The change in uncalled capital commitments reflects declines attributable to funds entering their liquidation
(3)periods, as well as capital contributions to funds in their liquidation periods for deferred purchase obligations or
other reasons.

ey
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The change in market value reflects the change in NAV of our funds, less management fees and other fund
expenses, as well as changes in the aggregate par value of collateral assets and principal cash held by CLOs.

“)
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Management Fee-generating Assets Under Management

As of

June 30, I;/iarch June 30,

2016 2016 2015
Management Fee-generating Assets Under Management: (in millions)
Closed-end funds:
Senior Loans $6,909 $7,184 $6,108
Other closed-end funds 35,096 35,956 30,108
Open-end funds 33,597 32,939 38,731
Evergreen funds 3914 3,829 3,649
Total $79,516 $79,908 $78,596

Three Months Six Months Ended

Ended June 30, June 30,

2016 2015 2016 2015
(in millions)

Beginning balance $79,908 $78,497 $78,897 $78,079
Closed-end funds:

Capital commitments to funds that pay fees based on committed capital/other
@

Capital drawn by funds that pay fees based on drawn capital, NAV or cost

Change in Management Fee-generating Assets Under Management:

326 114 1,012 721

basis 380 203 581 467
Change attributable to funds in liquidation @ (1,462 ) (754 ) (1,843 ) (1,615 )
Change in uncalled capital cqmmitmgnts for funds entering or in liquidation 13 (36 )13 @n )
that pay fees based on committed capital (3)

Distributions by funds that pay fees based on NAV/other ) (101 ) (136 ) (214 ) (245 )
Foreign-currency translation (181 ) 138 48 329 )
Change in market value 122 (22 ) 207 5 )
Change in applicable leverage (232 ) 63 (88 ) 421
Open-end funds:

Contributions 1,005 1,501 1,740 3,197
Redemptions (1,231 ) (1,189 ) (3,003 ) (2,602 )
Foreign-currency translation (126 ) 135 96 309 )
Change in market value 1,010 27 1,629 1,062
Evergreen funds:

Contributions or capital drawn by funds that pay fees based on drawn capital 90 168 427 401

or NAV

Redemptions or distributions 209 ) d14 ) 37 )55 )
Change in market value 204 1 251 (21 )
Ending balance $79,516 $78,596 $79,516 $78,596
(I)These amounts represent capital commitments to funds that pay fees based on committed capital, as well as the

aggregate par value of collateral assets and principal cash related to new CLO formations.

(2) These amounts represent the change for funds that pay fees based on the lesser of funded capital or cost basis
during the liquidation period, as well as recallable distributions at the end of the investment period. For most
closed-end funds, management fees are charged during the liquidation period on the lesser of (a) total funded
capital or (b) the cost basis of assets remaining in the fund, with the cost basis of assets generally calculated by
excluding cash balances. Thus, changes in fee basis during the liquidation period are not dependent on distributions
made from the fund; rather, they are tied to the cost basis of the fund’s investments, which typically declines as the
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fund sells assets.

The change in uncalled capital commitments reflects declines attributable to funds entering their liquidation
(3)periods, as well as capital contributions to funds in their liquidation periods for deferred purchase obligations or
other reasons.

These amounts represent distributions by funds that pay fees based on NAV, as well as reductions in the par value
of collateral assets and principal cash resulting from the repayment of debt as return of principal by CLOs.

The change in market value reflects certain funds that pay management fees based on NAV and leverage, as
applicable, as well as changes in the aggregate par value of collateral assets and principal cash held by CLOs.

“)
(&)
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As compared with AUM, management fee-generating AUM generally excludes the following:

pifferences between AUM and either committed capital or cost basis for most closed-end funds, other than for
closed-end funds that pay management fees based on NAV and leverage, as applicable;

Undrawn capital commitments to closed-end funds that have not yet commenced their investment periods;
Undrawn capital commitments to funds for which management fees are based on drawn capital or NAV;

The investments we make in our funds as general partner;

Closed-end funds that are beyond the term during which they pay management fees and co-investments that pay no
management fees; and

AUM in restructured and liquidating evergreen funds for which management fees were waived.

A reconciliation of AUM to management fee-generating AUM is set forth below:

As of

June 30 March June 30
Reconciliation of Assets Under Management to Management Fee-generating Assets » 31, ’

2016 2015
Under Management: 2016

(in millions)
Assets under management $98,124 $96,874 $103,060

Difference between assets under management and committed capital or cost basis for
applicable closed-end funds (1)

Undrawn capital commitments to funds that have not yet commenced their investment
periods

Undrawn capital commitments to funds for which management fees are based on
drawn capital, NAV or cost basis

Oaktree’s general partner investments in management fee-generating funds (1,745 ) (1,727 ) (1,200 )
Funds that are no longer paying management fees and co-investments that pay no (1365 ) (1172 ) (1248 )
management fees
Management fee-generating assets under management $79,516 $79,908 $78,596

(2392 ) (1,829 ) (4595 )
(9,278 ) (8,143 ) (13,184 )

(3,828 ) (4,095 ) (4,237 )

(1) This difference is not applicable to closed-end funds that pay management fees based on NAV or leverage.
The period-end weighted average annual management fee rates applicable to the respective management
fee-generating AUM balances above are set forth below.

As of

June March June

30, 31, 30,

2016 2016 2015
Weighted Average Annual Management Fee Rates:
Closed-end funds:

Senior Loans 0.50% 0.50% 0.50%
Other closed-end funds 1.51 152 1.54
Open-end funds 046 047 048
Evergreen funds 122 133 149
Overall 097 098 0093
73
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Incentive-creating Assets Under Management

Incentive-creating AUM is set forth below. As of June 30, 2016, March 31, 2016 and June 30, 2015, the portion of
incentive-creating AUM generating incentives at the fund level was $17.9 billion, $16.5 billion and $20.1 billion,
respectively. Incentive-creating AUM does not include undrawn capital commitments.

As of

June 30, 13\/iarch June 30,

2016 2016 2015
Incentive-creating Assets Under Management: (in millions)
Closed-end funds $28,462 $29,251 $31,811
Evergreen funds 1,910 1,954 2,049
Total $30,372 $31,205 $33,860

Three Months Ended June 30, 2016

AUM increased $1.2 billion, or 1.2%, to $98.1 billion as of June 30, 2016, from $96.9 billion as of March 31, 2016.
The increase primarily reflected $1.9 billion of aggregate capital inflows for closed-end funds and $1.6 billion in
aggregate market-value gains, partially offset by $1.6 billion of aggregate distributions to closed-end fund investors
and change in fee-generating leverage.

Management fee-generating AUM, a forward-looking metric, decreased $0.4 billion, or 0.5%, to $79.5 billion as of
June 30, 2016, from $79.9 billion as of March 31, 2016. The decrease primarily reflected a $1.7 billion aggregate
decline attributable to closed-end funds in liquidation and fee-generating leverage, largely offset by $1.3 billion of
aggregate market-value gains.

Incentive-creating AUM decreased $0.8 billion, or 2.6%, to $30.4 billion as of June 30, 2016, from $31.2 billion as of
March 31, 2016. The decrease reflected the net effect of $0.7 billion in drawdowns by closed-end funds, $1.6 billion
in distributions from closed-end funds, $0.3 billion in aggregate market-value gains and $0.2 billion of unfavorable
foreign-currency translation.

Three Months Ended June 30, 2015

AUM grew $3.2 billion, or 3.2%, to $103.1 billion as of June 30, 2015, from $99.9 billion as of March 31, 2015. The
increase primarily reflected $4.7 billion in capital inflows for closed-end funds, partially offset by $1.4 billion of
distributions to closed-end fund investors.

Management fee-generating AUM increased $0.1 billion, or 0.1%, to $78.6 billion as of June 30, 2015, from $78.5
billion as of March 31, 2015. The increase primarily reflected an aggregate $1.0 billion in drawdowns or contributions
by closed-end and evergreen funds for which management fees are based on drawn capital, NAV or cost basis, net
inflows to open-end funds, and favorable foreign-currency translation. These increases were almost entirely offset by
a $0.8 billion decline attributable to closed-end funds in liquidation.

Incentive-creating AUM decreased $0.6 billion, or 1.7%, to $33.9 billion as of June 30, 2015, from $34.5 billion as of
March 31, 2015. The decrease reflected the net effect of $0.8 billion in drawdowns by closed-end funds, $1.3 billion
in distributions by closed-end funds, $0.3 billion in market-value declines and a $0.2 billion positive impact from
foreign currency translation.

Six Months Ended June 30, 2016

AUM increased $0.7 billion, or 0.7%, to $98.1 billion as of June 30, 2016, from $97.4 billion as of December 31,
2015. The increase primarily reflected $2.8 billion of aggregate capital inflows for closed-end funds and $2.6 billion
in aggregate market-value gains, partially offset by $3.2 billion of distributions to closed-end fund investors and $1.3
billion of net outflows from open-end funds.

Management fee-generating AUM, a forward-looking metric, increased $0.6 billion, or 0.8%, to $79.5 billion as of
June 30, 2016, from $78.9 billion as of December 31, 2015. The increase primarily reflected $2.1 billion of aggregate
market-value gains and an aggregate $1.6 billion increase from capital drawn by funds that pay fees based on drawn
capital, NAV or cost basis, and additional capital commitments for Oaktree Opportunities Fund X (“Opps X”’) and
Oaktree Real Estate Opportunities Fund VII (“ROF VII”). These increases were partially offset by a

74

131



Edgar Filing: Oaktree Capital Group, LLC - Form 10-Q

132



Edgar Filing: Oaktree Capital Group, LLC - Form 10-Q

$1.8 billion decline attributable to closed-end funds in liquidation and $1.3 billion of net outflows from open-end
funds.
Incentive-creating AUM decreased $1.5 billion, or 4.7%, to $30.4 billion as of June 30, 2016, from $31.9 billion as of
December 31, 2015. The decrease reflected the net effect of $1.4 billion in drawdowns by closed-end funds, $3.6
billion in distributions from closed-end funds and $0.6 billion in aggregate market-value gains.
Six Months Ended June 30, 2015
AUM grew $12.3 billion, or 13.5%, to $103.1 billion as of June 30, 2015, from $90.8 billion as of December 31,
2014. The increase reflected $14.2 billion of capital inflows for closed-end funds, $2.1 billion of market-value gains
and $0.6 billion from net inflows to open-end funds, partially offset by $3.3 billion of distributions to closed-end fund
investors, a $0.9 billion decline in uncalled capital commitments for closed-end funds entering or in liquidation and a
$0.8 billion negative impact from foreign currency translation.
Management fee-generating AUM increased $0.5 billion, or 0.6%, to $78.6 billion as of June 30, 2015, from $78.1
billion as of December 31, 2014. The increase reflected $1.3 billion in fee-generating leverage and drawdowns or
contributions by closed-end and evergreen funds for which management fees are based on drawn capital or NAV, $1.0
billion in market-value gains in funds for which management fees are based on NAV and $0.7 billion attributable to
CLO formations and capital commitments to closed-end funds, partially offset by a $1.6 billion decline attributable to
closed-end funds in liquidation, a $0.6 billion negative impact from foreign currency translation and a $0.5 billion
decline in uncalled capital commitments for closed-end funds entering or in liquidation.
Incentive-creating AUM was $33.9 billion as of June 30, 2015 and December 31, 2014. The six-month period
reflected the net effect of $2.1 billion in drawdowns by closed-end funds, $0.7 billion in market-value gains, $2.5
billion in distributions by closed-end funds and a $0.3 billion negative impact from foreign currency translation.
Accrued Incentives (Fund Level) and Incentives Created (Fund Level)
Accrued incentives (fund level), gross and net of incentive income compensation expense, as well as changes in
accrued incentives (fund level), are set forth below.

As of or for the Three As of or for the Six

Months Months

Ended June 30, Ended June 30,

2016 2015 2016 2015
Accrued Incentives (Fund Level): (in thousands)
Beginning balance $1,442,359 $2,061,990 $1,585,217 $1,949,407
Incentives created (fund level):
Closed-end funds 166,850 (64,685 ) 120,005 200,772
Evergreen funds 4,292 630 4,867 635
Total incentives created (fund level) 171,142 (64,055 ) 124,872 201,407
Less: segment incentive income recognized by us (87,647 ) (61,148 ) (184,235 ) (214,027 )
Ending balance $1,525,854 $1,936,787 $1,525,854 $1,936,787

Accrued incentives (fund level), net of associated incentive
income compensation expense

As of June 30, 2016 and 2015, the portion of net accrued incentives (fund level) represented by funds that was

currently paying incentives was $274.5 million and $371.1 million, respectively, with the remainder arising from

funds that as of that date were not at the stage of their cash distribution waterfall where Oaktree was entitled to receive
incentives, other than possibly tax-related distributions.

As of June 30, 2016, $523.4 million, or 68%, of the net accrued incentives (fund level) was in funds in their

liquidation period, and approximately 30% of the assets underlying total net accrued incentives (fund level) were

Level I or Level I securities. Please see “—Ceritical Accounting Policies—Investments, at Fair Value—Non-publicly Traded
Equity and Real Estate Investments” for a discussion of the fair-value hierarchy level established by GAAP.

$771,253  $1,005,785 $771,253  $1,005,785
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Three Months Ended June 30, 2016 and 2015

Incentives created (fund level) was $171.1 million for the three months ended June 30, 2016, primarily consisting of
$108.7 million of incentives created (fund level) from Control Investing funds and $47.2 million from Distressed Debt
funds.

Incentives created (fund level) was negative $64.1 million for the three months ended June 30, 2015, reflecting
negative incentives created (fund level) of $65.6 million from Distressed Debt funds and $22.1 million from Control
Investing funds, partially offset by $20.9 million of positive incentives created (fund level) from Real Estate funds.
Six Months Ended June 30, 2016 and 2015

Incentives created (fund level) was $124.9 million for the six months ended June 30, 2016, reflecting $104.3 million
of incentives created (fund level) from Control Investing funds and $26.2 million from Real Estate funds.

Incentives created (fund level) was $201.4 million for the six months ended June 30, 2015, reflecting incentives
created (fund level) of $239.7 million from Control Investing funds and $70.0 million from Real Estate funds,
partially offset by $126.0 million of negative incentives created (fund level) from Distressed Debt funds.

Uncalled Capital Commitments

As of June 30, 2016, March 31, 2016, and June 30, 2015, uncalled capital commitments were $22.8 billion, $21.4
billion and $20.1 billion, respectively. Invested capital by incentive-creating closed-end and similar funds during the
three and 12 months ended June 30, 2016 aggregated $2.4 billion and $7.7 billion, respectively, as compared with
$2.2 billion and $9.3 billion for the comparable 2015 periods.
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Segment Analysis
Our business is comprised of one segment, our investment management segment, which consists of the investment
management services that we provide to our clients. Management makes operating decisions and assesses the
performance of our business based on financial and operating metrics and data that are presented without the
consolidation of any funds. For a detailed reconciliation of the segment results of operations to our condensed
consolidated statements of operations, please see “—Distributable Earnings” and “—Fee-related Earnings” below and the
“Segment Reporting” note to our condensed consolidated financial statements included elsewhere in this quarterly
report. The data most important to our chief operating decision maker in assessing our performance are adjusted net
income, adjusted net income-OCG, distributable earnings, distributable earnings-OCG, fee-related earnings and
fee-related earnings-OCG.
Adjusted Net Income (D
ANI and adjusted net income-OCG, as well as per unit data, are set forth below:

Three Months Ended  Six Months Ended

June 30, June 30,

2016 2015 2016 2015

(in thousands, except per unit data)
Revenues:
Management fees $197,450 $190,197 $398,720 $380,292
Incentive income 87,647 61,148 184,235 214,027
Investment income 47,725 23,365 62,802 76,823
Total revenues 332,822 274,710 645,757 671,142
Expenses:
Compensation and benefits (99,173 ) (104,767 ) (203,443 ) (213,648 )
Equity-based compensation (12,445 ) (11,901 ) (23,148 ) (18,924 )
Incentive income compensation (35,407 ) (29,554 ) (85,156 ) (119,656 )
General and administrative (30,600 ) (30,335 ) (62,081 ) (59,902 )
Depreciation and amortization (3,048 ) (2,105 ) (6,208 ) (3,996 )
Total expenses (180,673 ) (178,662 ) (380,036 ) (416,126 )
Adjusted net income before interest and other income (expense) 152,149 96,048 265,721 255,016
Interest expense, net of interest income (7,977 ) (8,782 ) (16,659 ) (17,715 )
Other income (expense), net (1,527 ) (1,987 ) (1,392 ) (1,996 )
Adjusted net income 142,645 85,279 247,670 235,305
Adjusted net income attributable to OCGH non-controlling interest (85,039 ) (58,464 ) (147,801 ) (164,371 )
Non-Operating Group expenses (201 ) (626 ) (465 ) (960 )
Adjusted net income-OCG before income taxes 57,405 26,189 99,404 69,974
Income taxes-OCG (7,723 ) 4,767 ) (19,562 ) (11,829 )
Adjusted net income-OCG $49,682 $21,422 $79,842 $58,145
Adjusted net income per Class A unit $0.79 $0.44 $1.28 $1.24
Weighted average number of Class A units outstanding 62,617 48,372 62,256 46,727

(1)In the fourth quarter of 2015, the definition of adjusted net income was modified to reflect differences with respect
to (a) third-party placement costs associated with closed-end funds, which under GAAP are expensed as incurred,
but for adjusted net income are capitalized and amortized as general and administrative expense in proportion to
the associated management fee stream, and (b) gains and losses resulting from foreign-currency transactions and
hedging activities, which under GAAP are recognized as general and administrative expense whether realized or
unrealized in the current period, whereas for adjusted net income unrealized gains and losses from foreign-currency
hedging activities are deferred until realized, at which time they are included in the same revenue or expense line
item as the underlying exposure that was hedged. Foreign-currency transaction gains and losses are included in
other income (expense), net. Prior periods have not been recast for the change related to third-party placement
costs, but have been recast to retroactively reflect the change related to foreign-currency hedging. Placement costs
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associated with closed-end funds amounted to $2.8 million and $3.7 million, respectively, for the three and six
months ended June 30, 2015, and remain expensed as incurred in those periods for both GAAP and adjusted net
income purposes.
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Distributable Earnings

Distributable earnings and distributable earnings-OCG, as well as per unit data, are set forth below:

Revenues:

Management fees

Incentive income

Receipts of investment income from funds (1)
Receipts of investment income from companies
Total distributable earnings revenues
Expenses:

Compensation and benefits

Incentive income compensation

General and administrative

Depreciation and amortization

Total expenses

Three Months Ended Six Months Ended
June 30, June 30,

2016 2015 2016 2015
(in thousands, except per unit data)

$197,450 $190,197 $398,720 $380,292
87,647 61,148 184,235 214,027
10,694 30,197 23,617 54,158
10,869 8,175 24,427 16,971
306,660 289,717 630,999 665,448

(99,173 ) (104,767 ) (203,443 ) (213,648 )
(35,407 ) (29,554 ) (85,156 ) (119,656 )
(30,600 ) (30,335 ) (62,081 ) (59,902 )
(3,048 ) (2,105 ) (6,208 ) (3,996 )
(168,228 ) (166,761 ) (356,888 ) (397,202 )

Other income (expense):

Interest expense, net of interest income (7,977 ) (8,782 ) (16,659 ) (17,715 )
Operating Group income taxes (1,422 ) (1,047 ) (2,829 ) (2,199 )
Other income (expense), net (1,527 ) (1,987 ) (1,392 ) (1,996 )
Distributable earnings 127,506 111,140 253,231 246,336
Distributable earnings attributable to OCGH non-controlling interest (76,014 ) (76,193 ) (151,146 ) (171,632 )
Non-Operating Group expenses (201 ) (626 ) (465 ) (960 )
Distributable earnings-OCG income taxes (1,303 ) (806 ) (4,683 ) (1,086 )
Tax receivable agreement (5,106 ) (4,880 ) (10,212 ) (9,290 )
Distributable earnings-OCG $44,882 $28,635 $86,725 $63,368
Distributable earnings per Class A unit $0.72 $0.59 $1.39 $1.36
Weighted average number of Class A units outstanding 62,617 48,372 62,256 46,727

This adjustment characterizes a portion of the distributions received from funds as receipts of investment income or
loss. In general, the income or loss component of a fund distribution is calculated by multiplying the amount of the
distribution by the ratio of our investment’s undistributed income or loss to our remaining investment balance. In
(1)addition, if the distribution is made during the investment period, it is generally not reflected in distributable
earnings until after the investment period ends. Additionally, any impairment charges on our CLO investments
included in adjusted net income are, for distributable earnings purposes, amortized over the remaining investment
period of the respective CLO, in order to align with the timing of expected cash flows.
Three Months Ended June 30, 2016 Compared to the Three Months Ended June 30, 2015
Distributable earnings grew $16.4 million, or 14.8%, to $127.5 million for the three months ended June 30, 2016,
from $111.1 million for the three months ended June 30, 2015, reflecting increases of $20.6 million in incentive
income, net of incentive income compensation expense (“net incentive income”) and $11.6 million in fee-related
earnings, partially offset by a $16.8 million decline in investment income proceeds. For the three months ended June
30, 2016, investment income proceeds totaled $21.6 million, including $10.7 million from fund distributions and
$10.9 million from DoubleLine, as compared with total investment income proceeds in the prior-year period of $38.4
million, of which $30.2 million and $8.2 million was attributable to fund distributions and DoubleLine, respectively.
Six Months Ended June 30, 2016 Compared to the Six Months Ended June 30, 2015
Distributable earnings grew $6.9 million, or 2.8%, to $253.2 million for the six months ended June 30, 2016, from
$246.3 million for the six months ended June 30, 2015, reflecting increases of $24.3 million in fee-related
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earnings and $4.7 million in net incentive income, partially offset by a $23.1 million decline in investment income
proceeds. For the six months ended June 30, 2016, investment income proceeds totaled $48.0 million, including $23.6
million from fund distributions and $24.4 million from DoubleLine, as compared with total investment income
proceeds in the prior-year period of $71.1 million, of which $54.2 million and $20.6 million was attributable to fund
distributions and DoubleLine, respectively.
The following table reconciles distributable earnings and ANI to net income attributable to Oaktree Capital Group,
LLC:

Three Months Ended  Six Months Ended

June 30, June 30,

2016 2015 2016 2015

(in thousands)

Distributable earnings $127,506 $111,140 $253,231 $246,336
Investment income (1 47,725 23,365 62,802 76,823
Receipts of investment income from funds ) (10,694 ) (30,197 ) (23,617 ) (54,158 )
Receipts of investment income from companies (10,869 ) (8,175 ) (24,427 ) (16,971 )
Equity-based compensation () (12,445 ) (11,901 ) (23,148 ) (18,924 )
Operating Group income taxes 1,422 1,047 2,829 2,199
Adjusted net income 142,645 85,279 247,670 235,305
Incentive income ¥ 54 5,805 (39,888 ) (11,573 )
Incentive income compensation (54 ) (5,657 ) 39,888 17,553
Investment income ® 3,149 — 13,578 —
Equity-based compensation (©) (2,281 ) (4,182 ) (5473 ) (8,865 )
Placement costs (7 (1,210 ) — (7914 ) —
Foreign-currency hedging ® (3,665 ) 67 (9,531 ) 5,379
Acquisition-related items ©) 1,889 (1,695 ) 1,498 (3,502 )
Income taxes (10 (8,571 ) (5,485 ) (21,251 ) (13,360 )
Non-Operating Group expenses 11 (201 ) (626 ) (465 ) (960 )
Non-controlling interests 11 (82,708 ) (53,692 ) (140,987 ) (161,910)

Net income attributable to Oaktree Capital Group, LLC $49,047 $19,814 $77,125 $58,067

This adjustment adds back segment investment income, which with respect to investments in funds is initially

largely non-cash in nature and is thus not available to fund our operations or make equity distributions.

This adjustment eliminates the portion of distributions received from funds characterized as receipts of investment

income or loss. In general, the income or loss component of a distribution from a fund is calculated by multiplying

(2)the amount of the distribution by the ratio of our investment’s undistributed income or loss to our remaining
investment balance. In addition, if the distribution is made during the investment period, it is generally not
reflected in distributable earnings until after the investment period ends.

This adjustment adds back the effect of equity-based compensation expense related to unit grants made after our
(3)initial public offering, which is excluded from distributable earnings because it is non-cash in nature and does not
impact our ability to fund our operations or make equity distributions.

This adjustment adds back the effect of timing differences associated with the recognition of incentive income and

incentive income compensation expense between adjusted net income and net income attributable to OCG.

This adjustment adds back the effect of differences in the recognition of investment income related to corporate

(5)investments in CLOs which under GAAP are marked-to-market but for segment reporting are accounted for at
amortized cost, subject to impairment between adjusted net income and net income attributable to OCG.

This adjustment adds back the effect of (a) equity-based compensation expense related to unit grants made before

our initial public offering, which is excluded from adjusted net income because it does not affect our financial
(6)position and from distributable earnings because it is non-cash in nature and does not impact our ability to fund
operations or make equity distributions, and (b) differences arising from EVUs that are classified as liability
awards under GAAP but as equity awards for segment reporting.
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This adjustment adds back the effect of timing differences with respect to the recognition of third-party placement
costs associated with closed-end funds between adjusted net income and net income attributable to OCG.

This adjustment adds back the effect of timing differences associated with the recognition of unrealized gains and
losses related to foreign-currency hedging between adjusted net income and net income attributable to OCG.

This adjustment adds back the effect of acquisition-related items associated with the amortization of intangibles
and changes in the contingent consideration liability.

)
®)
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Because adjusted net income and distributable earnings are pre-tax measures, this adjustment adds back the effect
of income tax expense.

Because adjusted net income and distributable earnings are calculated at the Operating Group level, this
(11)adjustment adds back the effect of items applicable to OCG, its Intermediate Holding Companies or
non-controlling interests.

(10)

The following table reconciles distributable earnings-OCG and adjusted net income-OCG to net income attributable to
Oaktree Capital Group, LLC:

Three Months Six Months Ended

Ended June 30, June 30,

2016 2015 2016 2015

(in thousands)

Distributable earnings-OCG (1 $44,882 $28,635 $86,725 $63,368
Investment income attributable to OCG 19,274 7,346 25,341 23,067
Receipts of investment income from funds attributable to OCG (4,319 ) (9,495 ) (9,519 ) (16,541)
Receipts of investment income from companies attributable to OCG (4,389 ) (2,570 ) (9,845 ) (5,157 )
Equity-based compensation attributable to OCG ) (5,026 ) (3,742 ) (9,333 ) (5,807 )
Distributable earnings-OCG income taxes 1,303 806 4,683 1,086
Tax receivable agreement 5,106 4,880 10,212 9,290
Income taxes of Intermediate Holding Companies (7,149 ) (4,438 ) (18,422 ) (11,161)
Adjusted net income-OCG (D) 49,682 21,422 79,842 58,145
Incentive income attributable to OCG 3 22 1,825 (16,051 ) (3,285 )
Incentive income compensation attributable to OCG (22 ) (1,778 ) 16,051 5,047
Investment income attributable to OCG ) 1,271 — 5,468 —
Equity-based compensation attributable to OCG ©) 921 ) (1,315 ) (2,206 ) (2,692 )
Placement costs attributable to OCG ©® (488 ) — 3,186 ) —
Foreign-currency hedging attributable to OCG (/) (1,481 ) 21 (3,840 ) 1,583
Acquisition-related items attributable to OCG ® 763 (533 ) 605 (1,064 )
Non-controlling interests attributable to OCG ®) 221 172 442 333

Net income attributable to Oaktree Capital Group, LLC $49,047 $19,814 $77,125 $58,067

Distributable earnings-OCG and adjusted net income-OCG are calculated to evaluate the portion of adjusted net
(1)income and distributable earnings attributable to Class A unitholders. These measures are net of income taxes and
expenses applicable to OCG or its Intermediate Holding Companies.
This adjustment adds back the effect of equity-based compensation expense attributable to OCG related to unit
(2) grants made after our initial public offering, which is excluded from distributable earnings because it is non-cash in
nature and does not impact our ability to fund our operations or make equity distributions.
This adjustment adds back the effect of timing differences associated with the recognition of incentive income and
incentive income compensation expense between adjusted net income-OCG and net income attributable to OCG.
This adjustment adds back the effect of differences in the recognition of investment income related to corporate
(4)investments in CLOs which under GAAP are marked-to-market but for segment reporting are accounted for at
amortized cost, subject to impairment between adjusted net income-OCG and net income attributable to OCG.
This adjustment adds back the effect of (a) equity-based compensation expense attributable to OCG related to unit
grants made before our initial public offering, which is excluded from adjusted net income because it does not
(5)affect our financial position and from distributable earnings because it is non-cash in nature and does not impact
our ability to fund our operations or make equity distributions, and (b) differences arising from EVUs that are
classified as liability awards under GAAP but as equity awards for segment reporting.
This adjustment adds back the effect of timing differences with respect to the recognition of third-party placement
costs associated with closed-end funds between adjusted net income-OCG and net income attributable to OCG.

3)

(6)
(7
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This adjustment adds back the effect of timing differences associated with the recognition of unrealized gains and
losses related to foreign-currency hedging between adjusted net income-OCG and net income attributable to OCG.
This adjustment adds back the effect of (a) acquisition-related items associated with the amortization of intangibles
and changes in the contingent consideration liability and (b) non-controlling interests.

®)
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Fee-related Earnings
Fee-related earnings and fee-related earnings-OCG, as well as per unit data, are set forth below:
Three Months Ended  Six Months Ended
June 30, June 30,
2016 2015 2016 2015
(in thousands, except per unit data)
Management fees:

Closed-end funds $145,953 $129,147 $294,204 $260,794
Open-end funds 38,776 46,577 77,189 91,018
Evergreen funds 12,721 14,473 27,327 28,480
Total management fees 197,450 190,197 398,720 380,292
Expenses:

Compensation and benefits (99,173 ) (104,767 ) (203,443 ) (213,648 )
General and administrative (30,600 ) (30,335 ) (62,081 ) (59,902 )
Depreciation and amortization (3,048 ) (2,105 ) (6,208 ) (3,996 )
Total expenses (132,821 ) (137,207 ) (271,732 ) (277,546 )
Fee-related earnings 64,629 52,990 126,988 102,746
Fee-related earnings attributable to OCGH non-controlling interest (38,531 ) (36,329 ) (75,795 ) (71,453 )
Non-Operating Group expenses (241 ) (652 ) (536 ) (987 )
Fee-related earnings-OCG before income taxes 25,857 16,009 50,657 30,306
Fee-related earnings-OCG income taxes (2,040 ) 212 (3,781 ) (1,352 )
Fee-related earnings-OCG $23,817 $16,221 $46,876 $28,954
Fee-related earnings per Class A unit $0.38 $0.34 $0.75 $0.62
Weighted average number of Class A units outstanding 62,617 48,372 62,256 46,727

Three Months Ended June 30, 2016 Compared to the Three Months Ended June 30, 2015

Fee-related earnings grew $11.6 million, or 21.9%, to $64.6 million for the three months ended June 30, 2016, from
$53.0 million for the three months ended June 30, 2015. The increase reflected $7.3 million of higher management
fees and $5.6 million of lower compensation and benefits. The portion of fee-related earnings attributable to our
Class A units was $0.38 and $0.34 per unit for the three months ended June 30, 2016 and 2015, respectively.

The effective tax rate applicable to fee-related earnings for the three months ended June 30, 2016 and 2015 was 8%
and -1%, respectively, resulting from estimated full-year effective rates of 8% and 4%, respectively. The rate used for
interim fiscal periods is based on the estimated full-year effective tax rate, which is subject to change as the year
progresses. In general, the annual effective tax rate increases as annual fee-related earnings increase, and vice versa.
Six Months Ended June 30, 2016 Compared to the Six Months Ended June 30, 2015

Fee-related earnings grew $24.3 million, or 23.7%, to $127.0 million for the six months ended June 30, 2016, from
$102.7 million for the six months ended June 30, 2015. The increase reflected $18.4 million of higher management
fees, $10.2 million of lower compensation and benefits, and $2.2 million of higher general and administrative
expense. The portion of fee-related earnings attributable to our Class A units was $0.75 and $0.62 per unit for the six
months ended June 30, 2016 and 2015, respectively.

The effective tax rate applicable to fee-related earnings for the six months ended June 30, 2016 and 2015 was 7% and
4%, respectively.
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The following table reconciles fee-related earnings and ANI to net income attributable to Oaktree Capital
Group, LLC:

Three Months Six Months Ended

Ended June 30, June 30,

2016 2015 2016 2015

(in thousands)

Fee-related earnings (1) $64,629 $52,990 $126,988 $102,746
Incentive income 87,647 61,148 184,235 214,027
Incentive income compensation (35,407 ) (29,554 ) (85,156 ) (119,656 )
Investment income 47,725 23,365 62,802 76,823
Equity-based compensation @) (12,445 ) (11,901 ) (23,148 ) (18,924 )
Interest expense, net of interest income (7,977 ) (8,782 ) (16,659 ) (17,715 )
Other income (expense), net (1,527 ) (1,987 ) (1,392 ) (1,996 )
Adjusted net income 142,645 85,279 247,670 235,305
Reconciling adjustments 4) (93,598 ) (65,465 ) (170,545 ) (177,238 )

Net income attributable to Oaktree Capital Group, LLC $49,047 $19,814 $77,125 $58,067

Fee-related earnings is a component of adjusted net income and is comprised of segment management fees less
(1)segment operating expenses other than incentive income compensation expense and non-cash equity-based

compensation expense related to unit grants made after our initial public offering.

This adjustment adds back the effect of equity-based compensation expense related to unit grants made after our
(2)initial public offering, which is excluded from fee-related earnings because it is non-cash in nature and does not
impact our ability to fund our operations or make equity distributions.

(3)Please refer to the table on page 79 for a detailed reconciliation of adjusted net income to net income attributable to

Oaktree Capital Group, LLC.

The following table reconciles fee-related earnings-OCG and adjusted net income-OCG to net income attributable to
Oaktree Capital Group, LLC:

Three Months Six Months Ended

Ended June 30, June 30,

2016 2015 2016 2015

(in thousands)

Fee-related earnings-OCG (1 $23,817 $16,221 $46,876 $28,954
Incentive income attributable to OCG 35,395 19,227 74,263 64,185
Incentive income compensation attributable to OCG (14,298 ) (9,292 ) (34,318 ) (35,789 )
Investment income attributable to OCG 19,274 7,346 25,341 23,067
Equity-based compensation attributable to OCG ) (5,026 ) (3,742 ) (9,333 ) (5,807 )
Interest expense, net of interest income attributable to OCG (3,181 ) (2,735 ) (6,644 ) (5,361 )
Other income (expense) attributable to OCG 616 ) (624 ) (562 ) (627 )
Non-fee-related earnings income taxes attributable to OCG @ (5,683 ) (4,979 ) (15,781 ) (10,477 )
Adjusted net income-OCG (D) 49,682 21,422 79,842 58,145
Reconciling adjustments ) (635 ) (1,608 ) (2,717 ) (78 )
Net income attributable to Oaktree Capital Group, LLC $49.047 $19,814 $77,125 $58,067

Fee-related earnings-OCG and adjusted net income-OCG are calculated to evaluate the portion of adjusted net
(1)income and fee-related earnings attributable to Class A unitholders. These measures are net of income taxes and

other income or expenses applicable to OCG or its Intermediate Holding Companies.

This adjustment adds back the effect of equity-based compensation expense attributable to OCG related to unit
(2) grants made after our initial public offering, which is excluded from fee-related earnings-OCG because it is

non-cash in nature and does not impact our ability to fund our operations or make equity distributions.

3)
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This adjustment adds back income taxes associated with segment incentive income, incentive income

compensation expense or investment income or loss, which are not included in the calculation of fee-related
earnings-OCG.

( )Please refer to the table on page 80 for a detailed reconciliation of adjusted net income-OCG to net income
attributable to Oaktree Capital Group, LLC.
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Three Months Ended June 30, 2016 Compared to the Three Months Ended June 30, 2015
Segment Revenues
Management Fees
A summary of management fees is set forth below:
Three Months
Ended June 30,
2016 2015
(in thousands)
Management Fees:
Closed-end funds $145,953 $129,147
Open-end funds 38,776 46,577
Evergreen funds 12,721 14,473
Total $197,450 $190,197

Management fees increased $7.3 million, or 3.8%, to $197.5 million for the three months ended June 30, 2016, from
$190.2 million for the three months ended June 30, 2015, for the reasons described below.
Closed-end funds. Management fees attributable to closed-end funds grew $16.9 million, or 13.1%, to $146.0
million for the three months ended June 30, 2016, from $129.1 million for the three months ended June 30, 2015. The
growth reflected an aggregate increase of $31.3 million principally from the start of the investment periods for
Oaktree Power Opportunities Fund IV (“Power Fund IV”’), Oaktree Principal Fund VI (“PF VI”), Opps X and ROF VII.
This increase was partially offset by an aggregate decline of $14.4 million primarily attributable to closed-end funds
in liquidation.
Open-end funds. Management fees attributable to open-end funds decreased $7.8 million, or 16.7%, to $38.8 million
for the three months ended June 30, 2016, from $46.6 million for the three months ended June 30, 2015, reflecting net
outflows and market-value declines across our open-end strategies.
Evergreen funds. Management fees attributable to evergreen funds decreased $1.8 million, or 12.4%, to $12.7
million for the three months ended June 30, 2016, from $14.5 million for the three months ended June 30, 2015,
primarily attributable to Value Opportunities (“VOF”) as a result of net outflows, market-value declines and a reduction
in the average management fee rate. The period-end weighted average annual management fee rate for evergreen
funds decreased to 1.22% as of June 30, 2016, from 1.49% as of June 30, 2015, primarily reflecting the reduction in
the management fee rate for VOF.
Incentive Income
A summary of incentive income is set forth below:

Three Months

Ended June 30,

2016 2015

(in thousands)
Incentive Income:
Closed-end funds $87,550 $61,148
Evergreen funds 97 —
Total $87,647 $61,148
Incentive income increased $26.5 million, or 43.4%, to $87.6 million for the three months ended June 30, 2016, from
$61.1 million for the three months ended June 30, 2015. The current-year period reflected incentive distributions from
five funds across four investment strategies.
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Investment Income
A summary of investment income is set forth below:

Three Months

Ended June 30,

2016 2015
Income (loss) from investments in funds: (in thousands)
Oaktree funds:
Corporate Debt $12,637 $4,662
Convertible Securities 48 63
Distressed Debt 10,276 (6,648 )
Control Investing 1,280 1,526
Real Estate 1,457 3,254
Listed Equities 2,270 6,010
Non-Oaktree funds 3,075 2,140
Income from investments in companies 16,682 12,358
Total investment income $47,725 $23,365

Investment income increased $24.3 million, or 103.8%, to $47.7 million for the three months ended June 30, 2016,
from $23.4 million for the three months ended June 30, 2015. The increase largely reflected higher overall returns on
our fund investments. DoubleLine accounted for investment income of $16.6 million and $12.5 million for the three
months ended June 30, 2016 and 2015, respectively, of which performance fees accounted for $1.5 million and $0.6
million, respectively.

Segment Expenses

Compensation and Benefits

Compensation and benefits decreased $5.6 million, or 5.3%, to $99.2 million for the three months ended June 30,
2016, from $104.8 million for the three months ended June 30, 2015, reflecting variations in annual bonus accruals, as
well as a favorable fluctuation of $2.4 million in phantom equity expense stemming largely from each period’s change
in the Class A unit trading price.

Equity-based Compensation

Equity-based compensation increased $0.5 million, or 4.2%, to $12.4 million for the three months ended June 30,
2016, from $11.9 million for the three months ended June 30, 2015. The increase reflected non-cash amortization
expense associated with vesting of Class A and OCGH unit grants made to employees and directors subsequent to our
2012 initial public offering.

Incentive Income Compensation

Incentive income compensation expense increased $5.8 million, or 19.6%, to $35.4 million for the three months ended
June 30, 2016, from $29.6 million for the three months ended June 30, 2015. The percentage increase was smaller
than the corresponding increase of 43.4% in incentive income, primarily due to differences in the applicable funds’
compensation percentages.

General and Administrative

General and administrative expense increased $0.3 million, or 1.0%, to $30.6 million for the three months ended June
30, 2016, from $30.3 million for the three months ended June 30, 2015, primarily reflecting higher professional fees
and other general operating items, partially offset by lower expense for placement costs associated with closed-end
funds.

Depreciation and Amortization

Depreciation and amortization expense increased $0.9 million, or 42.9%, to $3.0 million for the three months ended
June 30, 2016, from $2.1 million for the three months ended June 30, 2015, primarily reflecting amortization of
leasehold improvements associated with office space expansion.
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Interest Expense, Net of Interest Income

Interest expense, net decreased $0.8 million, or 9.1%, to $8.0 million for the three months ended June 30, 2016, from
$8.8 million for the three months ended June 30, 2015, reflecting higher interest income, as well as lower interest
expense resulting from the June 2016 maturity of our $50.0 million 6.09% senior notes.

Other Income (Expense), Net

Other income (expense), net was expense of $1.5 million and $2.0 million for the three months ended June 30, 2016
and 2015, respectively. Foreign-currency transactions resulted in a $1.5 million net loss in the current-year period, as
compared to a $0.7 million net gain in the prior-year period. The prior-year period also included a $2.7 million loss
associated with certain non-operating corporate activities.

Adjusted Net Income

ANI increased $57.3 million, or 67.2%, to $142.6 million for the three months ended June 30, 2016, from $85.3
million for the three months ended June 30, 2015, reflecting increases of $24.3 million in investment income, $20.6
million in net incentive income and $11.6 million in fee-related earnings.

Income Taxes-OCG

Income taxes increased $2.9 million, or 60.4%, to $7.7 million for the three months ended June 30, 2016, from $4.8
million for the three months ended June 30, 2015. The increase was primarily attributable to higher adjusted net
income-OCG before income taxes, partially offset by a lower effective tax rate for the three months ended June 30,
2016. The effective tax rates applied to ANI for the three months ended June 30, 2016 and 2015 were 13% and 18%,
respectively, resulting from estimated full-year effective rates of 19% and 17%, respectively. The effective tax rate
used for interim fiscal periods is based on an estimated full-year effective tax rate on income that can be reliably
forecasted, combined with tax expense in the current period on incentive income and any other income that cannot be
reliably estimated. We expect variability in tax rates between quarters and full years, because the effective tax rate is a
function of the mix of income and other factors, each of which can have a material impact on the particular period’s
income tax expense and often vary significantly within or between years. In general, the annual effective tax rate
increases as the proportion of ANI arising from fee-related earnings, DoubleLine-related investment income, and
certain incentive and investment income rises, and vice versa.

Six Months Ended June 30, 2016 Compared to the Six Months Ended June 30, 2015

Segment Revenues

Management Fees

A summary of management fees is set forth below:

Six Months Ended
June 30,
2016 2015

(in thousands)
Management Fees:
Closed-end funds $294,204 $260,794
Open-end funds 77,189 91,018
Evergreen funds 27,327 28,480
Total $398,720 $380,292

Management fees increased $18.4 million, or 4.8%, to $398.7 million for the six months ended June 30, 2016, from
$380.3 million for the six months ended June 30, 20135, for the reasons described below.

Closed-end funds. Management fees attributable to closed-end funds grew $33.4 million, or 12.8%, to $294.2
million for the six months ended June 30, 2016, from $260.8 million for the six months ended June 30, 2015. The
growth reflected an aggregate increase of $60.6 million principally from the start of the investment periods for Power
Fund IV, PF VI, Opps X and ROF VII. The increase was partially offset by an aggregate decline of $27.2 million,
primarily attributable to closed-end funds in liquidation.
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Open-end funds. Management fees attributable to open-end funds decreased $13.8 million, or 15.2%, to $77.2
million for the six months ended June 30, 2016, from $91.0 million for the six months ended June 30, 2015, reflecting
net outflows and market-value declines across our open-end strategies.

Evergreen funds. Management fees attributable to evergreen funds decreased $1.2 million, or 4.2%, to $27.3 million
for the six months ended June 30, 2016, from $28.5 million for the six months ended June 30, 2015, primarily
attributable to VOF as a result of net outflows, market-value declines and a reduction in the average management fee
rate. The decrease was partially offset by drawdowns of capital commitments by Strategic Credit. The period-end
weighted average annual management fee rate for evergreen funds decreased to 1.22% as of June 30, 2016, from
1.49% as of June 30, 2015, primarily reflecting the reduction in the management fee rate for VOF.

Incentive Income

A summary of incentive income is set forth below:

Six Months Ended
June 30,
2016 2015

(in thousands)
Incentive Income:
Closed-end funds $184,138 $214,027
Evergreen funds 97 —
Total $184,235 $214,027
Incentive income decreased $29.8 million, or 13.9%, to $184.2 million for the six months ended June 30, 2016, from
$214.0 million for the six months ended June 30, 2015. The current-year period included tax-related incentive
distributions of $72.7 million and other incentive distributions of $111.5 million, as compared with $129.4 million and
$84.6 million, respectively, in the prior-year period.
Investment Income
A summary of investment income is set forth below:

Six Months Ended

June 30,

2016 2015
Income (loss) from investments in funds: (in thousands)
Oaktree funds:
Corporate Debt $(906 ) $16,013
Convertible Securities (896 ) 1,011
Distressed Debt 19,167 (4,712 )
Control Investing (167 ) 19,283
Real Estate 4,562 9,023
Listed Equities 5,758 9,150
Non-Oaktree funds 3,495 4,733
Income from investments in companies 31,789 22,322
Total investment income $62.,802 $76,823

Investment income decreased $14.0 million, or 18.2%, to $62.8 million for the six months ended June 30, 2016, from
$76.8 million for the six months ended June 30, 2015. The decline reflected a $23 million impairment charge in the
first quarter of 2016 on our investments in certain of our CLOs, predominantly stemming from holdings in
energy-related companies. DoubleLine accounted for investment income of $31.6 million and $27.1 million in the six
months ended June 30, 2016 and 2015, respectively, of which performance fees accounted for $2.0 million and $2.6
million, respectively.
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Segment Expenses

Compensation and Benefits

Compensation and benefits decreased $10.2 million, or 4.8%, to $203.4 million for the six months ended June 30,
2016, from $213.6 million for the six months ended June 30, 2015, reflecting variations in annual bonus accruals, as
well as a favorable fluctuation of $1.8 million in phantom equity expense.

Equity-based Compensation

Equity-based compensation increased $4.2 million, or 22.2%, to $23.1 million for the six months ended June 30,
2016, from $18.9 million for the six months ended June 30, 2015. The increase reflected non-cash amortization
expense associated with vesting of Class A and OCGH unit grants made to employees and directors subsequent to our
2012 initial public offering.

Incentive Income Compensation

Incentive income compensation expense decreased $34.5 million, or 28.8%, to $85.2 million for the six months ended
June 30, 2016, from $119.7 million for the six months ended June 30, 2015. The percentage decrease was larger than
the corresponding decline of 13.9% in incentive income, as a result of catch-up tax distributions in the prior-year
period related to incentive interests awarded to certain investment professionals, as well as differences in the
applicable funds’ compensation percentages.

General and Administrative

General and administrative expense increased $2.2 million, or 3.7%, to $62.1 million for the six months ended June
30, 2016, from $59.9 million for the six months ended June 30, 2015, primarily reflecting higher legal and
professional fees and other general operating items, partially offset by lower expense for placement costs associated
with closed-end funds.

Depreciation and Amortization

Depreciation and amortization expense increased $2.2 million, or 55.0%, to $6.2 million for the six months ended
June 30, 2016, from $4.0 million for the six months ended June 30, 2015, primarily reflecting amortization of
leasehold improvements associated with office space expansion.

Interest Expense, Net of Interest Income

Interest expense, net decreased $1.0 million, or 5.6%, to $16.7 million for the six months ended June 30, 2016, from
$17.7 million for the six months ended June 30, 2015, reflecting higher interest income, as well as lower interest
expense resulting from the early-June 2016 maturity of our $50.0 million 6.09% senior notes.

Other Income (Expense), Net

Other income (expense), net was expense of $1.4 million and $2.0 million for the six months ended June 30, 2016 and
2015, respectively. Foreign-currency transactions resulted in a $1.4 million net loss in the current-year period, as
compared to a $1.6 million net gain in the prior-year period. The prior-year period also included a $3.6 million loss
associated with certain non-operating corporate activities.

Adjusted Net Income

ANI increased $12.4 million, or 5.3%, to $247.7 million for the six months ended June 30, 2016, from $235.3 million
for the six months ended June 30, 2015, reflecting increases of $24.3 million in fee-related earnings and $4.7 million
in net incentive income, partially offset by a $14.0 million decline in investment income.

Income Taxes-OCG

Income taxes increased $7.8 million, or 66.1%, to $19.6 million for the six months ended June 30, 2016, from $11.8
million for the six months ended June 30, 2015. The increase reflected higher adjusted net income-OCG before
income taxes, as well as a higher effective tax rate for the six months ended June 30, 2016. The effective tax rates
applied to ANI for the six months ended June 30, 2016 and 2015 were 20% and 17%. The effective tax rate used for
interim fiscal periods is based on an estimated full-year effective tax rate on income that can be reliably forecasted,
combined with tax expense in the current period on incentive income and any other
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income that cannot be reliably estimated. We expect variability in tax rates between quarters and full years, because
the effective tax rate is a function of the mix of income and other factors, each of which can have a material impact on
the particular period’s income tax expense and often vary significantly within or between years. In general, the annual
effective tax rate increases as the proportion of ANI arising from fee-related earnings, DoubleLine-related investment
income, and certain incentive and investment income rises, and vice versa.

Segment Statements of Financial Condition

Since our founding, we have managed our financial condition in a way that builds our capital base and maintains
sufficient liquidity for known and anticipated uses of cash. We have issued debt largely to help fund our corporate
investments in funds and companies, favoring longer terms to better match the multi-year nature of our typical
investments. Our segment assets do not include accrued incentives (fund level), an off-balance sheet metric, nor do
they reflect the fair-market value of our 20% interest in DoubleLine, which is carried at cost, as adjusted under the
equity method of accounting. For a reconciliation of segment total assets to our consolidated total assets, please see
the “Segment Reporting” note to our condensed consolidated financial statements included elsewhere in this quarterly
report.

The following table presents our segment statements of financial condition:

As of

June 30, March 31, June 30,

2016 2016 2015
Assets: (in thousands)
Cash and cash-equivalents $403,417 $342,079 $308,192
U.S. Treasury securities 684,224 618,899 681,197
Corporate investments 1,371,978 1,352,362 1,560,235
Deferred tax assets 426,119 425,904 430,756
Receivables and other assets 274,635 397,416 265,080
Total assets $3,160,373 $3,136,660 $3,245,460
Liabilities and Capital:
Liabilities:
Accounts payable and accrued expenses $262,392  $253,305 $267,925
Due to affiliates 358,716 356,851 371,276
Debt obligations 795,958 845,736 845,968
Total liabilities 1,417,066 1,455,892 1,485,169
Capital:

OCGH non-controlling interest in consolidated subsidiaries 982,684 945,519 1,146,303
Unitholders’ capital attributable to Oaktree Capital Group, LLC 760,623 735,249 613,988

Total capital 1,743,307 1,680,768 1,760,291
Total liabilities and capital $3,160,373 $3,136,660 $3,245,460
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Corporate Investments
A summary of corporate investments is set forth below:

As of

June 30, March 31, June 30,

2016 2016 2015
Investments in funds: (in thousands)
Oaktree funds:
Corporate Debt $417,883 $381,456 $491,685
Convertible Securities 1,627 1,579 19,709
Distressed Debt 380,324 379,507 416,532
Control Investing 251,612 258,753 256,963
Real Estate 113,406 127,731 142,513
Listed Equities 116,954 111,185 152,914
Non-Oaktree funds 70,551 66,321 65,351

Investments in companies 19,621 25,830 14,568

Total corporate investments $1,371,978 $1,352,362 $1,560,235

Liquidity and Capital Resources

We manage our liquidity and capital requirements by focusing on our cash flows before the consolidation of our funds
and the effect of normal changes in short-term assets and liabilities. Our primary cash flow activities on an
unconsolidated basis involve (a) generating cash flow from operations, (b) generating income from investment
activities, including strategic investments in certain third parties, (c) funding capital commitments that we have made
to our funds, (d) funding our growth initiatives, (e) distributing cash flow to our owners and (f) borrowings, interest
payments and repayments under credit agreements, our senior notes and other borrowing arrangements. As of June 30,
2016, we had $1.1 billion of cash and U.S. Treasury securities and $796 million in outstanding debt, net of debt
issuance costs. Additionally, we have a $500 million revolving credit facility available to us, which was undrawn as of
June 30, 2016 and the date of this report. Oaktree’s investments in funds and companies had a carrying value of $1.4
billion as of June 30, 2016.

Ongoing sources of cash include (a) management fees, which are collected monthly or quarterly, (b) incentive income,
which is volatile and largely unpredictable as to amount and timing, and (c) distributions stemming from our corporate
investments in funds and companies. As of June 30, 2016, corporate investments of $1.4 billion included unrealized
investment income proceeds of $286 million, of which $105 million was in closed-end funds in their liquidation
period. We primarily use cash flow from operations and distributions from our corporate investments to pay
compensation and related expenses, general and administrative expenses, income taxes, debt service, capital
expenditures and distributions. This same cash flow, together with proceeds from equity and debt issuances, is also
used to fund corporate investments, fixed assets and other capital items. If cash flow from operations was insufficient
to fund distributions, we expect that we would suspend paying such distributions.

We use distributable earnings, which is derived from our segment results, to assess performance and assist in the
determination of equity distributions from the Operating Group. Our quarterly distributable earnings may be affected
by potential seasonal factors that may, in turn, affect the level of the cash distributions applicable to a particular
quarter. For example, we generally receive tax-related incentive distributions from certain closed-end funds in the first
quarter of the year, which if received generate distributable earnings in that period. Additionally, DoubleLine’s
corporate distributions to us may vary in length of period covered. For example, the quarterly distributions made in
the second and fourth quarters typically have covered two and four months of activity, respectively. The distribution
amount for any given period is likely to vary materially due to these and other factors.

Tax distributions are not required in respect of the Class A units and are only required from the Oaktree Operating
Group entities if and to the extent that there is sufficient cash available for distribution. Accordingly, if there were
insufficient cash flow from operations to fund quarterly or tax distributions by the Oaktree Operating Group entities,
we expect that these distributions would not be made. We believe that we have sufficient access to cash from existing
balances, our operations and the revolving credit facility described below to fund our operations and commitments.
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Consolidated Cash Flows
The accompanying condensed consolidated statements of cash flows include our consolidated funds, despite the fact
that we typically have only a minority economic interest in those funds. The assets of consolidated funds, on a gross
basis, are substantially larger than the assets of our business and, accordingly, have a substantial effect on the cash
flows reflected in our condensed consolidated statements of cash flows. The primary cash flow activities of our
consolidated funds involve:
raising capital from third-party investors;
using the capital provided by us and third-party investors to fund investments and operating expenses;
financing certain investments with indebtedness;
generating cash flows through the realization of investments, as well as the collection of interest and dividend income;
and
distributing net cash flows to fund investors and to us.
Because most of our consolidated funds are treated as investment companies for accounting purposes, their investing
cash flow amounts are included in our cash flows from operations. We believe that each of the consolidated funds and
Oaktree has sufficient access to cash to fund their respective operations in the near term.
Significant amounts from our condensed consolidated statements of cash flows for the six months ended June 30,
2016 and 2015 are discussed below.
Operating Activities
Net cash used in operating activities was $240.5 million and $1.3 billion in the first six months of 2016 and 2015,
respectively. These amounts included, for the first six months of 2016 and 2015, respectively: (a) net purchases of
securities of the consolidated funds of $522.2 million and $1.6 billion; (b) net realized gains on investments of the
consolidated funds of $10.1 million and $1.3 billion; and (c) changes in unrealized depreciation on investments of the
consolidated funds of $26.0 million and $910.9 million.
Investing Activities
Investing activities provided $67.7 million and used $39.3 million of cash in the first six months of 2016 and 2015,
respectively. Net activity from purchases, maturities and sales of U.S. Treasury securities included net purchases of
$23.1 million and $25.7 million for the first six months of 2016 and 2015, respectively. Corporate investments in
funds and companies of $37.2 million and $40.4 million for the first six months of 2016 and 2015, respectively,
consisted of the following:

Six Months Ended

June 30,

2016 2015

(in thousands)
Funds $96,059 $174,237
Eliminated in consolidation (58,831 ) (133,839 )
Total investments $37,228 $40,398

Distributions and proceeds from corporate investments in funds and companies of $132.2 million and $43.8 million
for the first six months of 2016 and 2015, respectively, consisted of the following:

Six Months Ended

June 30,

2016 2015

(in thousands)
Funds $168,212 $137,597
Eliminated in consolidation (36,053 ) (117,832 )
Unconsolidated companies — 24,013
Total proceeds $132,159 $43,778

Purchases of fixed assets were $4.2 million and $17.0 million for the first six months of 2016 and 2015, respectively.
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Financing Activities

Financing activities provided $178.7 million and $724.3 million of cash in the first six months of 2016 and 2015,
respectively. For the first six months of 2016 and 2015, respectively, financing activities included: (a) net
contributions from non-controlling interests in consolidated funds of $40.7 million and net distributions to
non-controlling interests in consolidated funds of $400.9 million; (b) net repayments on credit facilities of the
consolidated funds of $36.0 million and net borrowings of $947.2 million; (c) distributions to unitholders of $179.7
million and $210.9 million; (d) proceeds from debt obligations issued by our CLOs of $426.3 million and $401.4
million; (e) payments for debt issuance costs of $8.8 million and $9.1 million; and (f) net unit purchases of $10.3
million and $4.3 million. Additionally, the first six months of 2016 included a $50.0 million payment for the maturing
principal balance of our 6.09% senior notes.

Future Sources and Uses of Liquidity

We expect to continue to make distributions to our Class A unitholders pursuant to our distribution policy. In the
future, we may also issue additional units or debt and other equity securities with the objective of increasing our
available capital. In addition, we may, from time to time, repurchase our Class A units in open market or privately
negotiated purchases or otherwise, redeem our Class A units pursuant to the terms of our operating agreement, or
repurchase OCGH units.

In addition to our ongoing sources of cash that include management fees, incentive income and fund distributions
related to our corporate investments in funds and companies, we also have access to liquidity through our debt
financings and credit agreements. We believe that the sources of liquidity described below will be sufficient to fund
our working capital requirements for at least the next twelve months.

In April 2016, we received commitments from certain accredited investors (collectively, the “Investors”) to purchase
$100 million of 3.69% senior notes (the “2016 Notes”) to be issued by our indirect subsidiary, Oaktree Capital
Management, L.P. (the “Issuer”), and guaranteed by our indirect subsidiaries, Oaktree Capital I, L.P., Oaktree Capital II,
L.P. and Oaktree AIF Investments, L.P. (the “Guarantors” and together with the Issuer, the “Obligors™) pursuant to a note
and guaranty agreement (the “2016 Note Agreement”). On July 12, 2016, we issued and sold the Notes, maturing on
July 12, 2031, to the Investors. We used the proceeds from the sale of the Notes to simultaneously repay $100 million
of our $250 million term loan due March 31, 2021. The Notes are senior unsecured obligations of the Issuer, jointly
and severally guaranteed by the Guarantors.

The 2016 Note Agreement provides for certain affirmative and negative covenants, including financial covenants
relating to the Obligors’ combined leverage ratio and minimum assets under management. In addition, the 2016 Note
Agreement contains customary representations and warranties of the Obligors and customary events of default, in
certain cases, subject to cure periods. The Issuer may prepay all, or from time to time any part of, the 2016 Notes at
any time, subject to the Issuer’s payment of the applicable make-whole amount determined with respect to such
principal amount prepaid. Upon the occurrence of a change of control, the Issuer will be required to make an offer to
prepay the Notes together with the applicable make-whole amount determined with respect to such principal amount
prepaid.

In March 2016, Oaktree Capital Management, L.P., Oaktree Capital II, L.P., Oaktree AIF Investments, L.P., and
Oaktree Capital I, L.P. (collectively, the “Borrowers”) entered into the Second Amendment to Credit Agreement (the
“Second Amendment”), which amended the credit agreement dated as of March 31, 2014 (as amended through and
including the Second Amendment, the “Credit Agreement”). The Credit Agreement consists of a $250 million
fully-funded term loan (the “Term Loan”) and a $500 million revolving credit facility (the “Revolver”). The Second
Amendment extends the maturity date of the Credit Agreement from March 31, 2019 to March 31, 2021, at which
time the entire principal amount of $250 million is due, and provides the Borrowers with the option to extend the new
maturity date by one year if the lenders holding at least 50% of the aggregate amount of the term loan and the
revolving loan commitment thereunder on the date of the Borrowers’ extension request consent to such extension.
Borrowings under the Credit Agreement generally bear interest at a spread to either LIBOR or an alternative base rate.
Based on the current credit ratings of Oaktree Capital Management, L.P., the interest rate on borrowings is LIBOR
plus 1.00% per annum and the commitment fee on the unused portions of the Revolver is 0.125% per annum.
Utilizing interest-rate swaps, the majority of the Term Loan’s annual interest rate is fixed at 2.22% through January
2017, based on our current credit ratings. The Credit Agreement contains customary financial covenants and
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restrictions, including ones regarding a maximum leverage ratio of 3.0-to-1.0 and a minimum required level of assets
under management (as defined in the credit agreement). The Second Amendment increased the minimum level of
assets under management to $60 billion and made certain other
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amendments to the provisions of the Credit Agreement. As of June 30, 2016, we had no outstanding borrowings under
our $500 million revolving credit facility and were able to draw the full amount available without violating any
financial maintenance covenants.

In September 2014, the Obligors issued and sold to certain accredited investors $50 million aggregate principal
amount of our 3.91% Senior Notes, Series A, due September 3, 2024 (the “Series A Notes”), $100 million aggregate
principal amount of our 4.01% Senior Notes, Series B, due September 3, 2026 (the “Series B Notes™) and $100 million
aggregate principal amount of our 4.21% Senior Notes, Series C, due September 3, 2029 (the “Series C Notes” and
together with the Series A Notes and the Series B Notes, the “2014 Notes”) pursuant to a note and guarantee agreement
(the “2014 Note Agreement”). The 2014 Notes are senior unsecured obligations of the Issuer, guaranteed by the
Guarantors on a joint and several basis. Interest on the 2014 Notes is payable semi-annually.

The 2014 Note Agreement provides for certain affirmative and negative covenants, including financial covenants
relating to the Obligors’ combined leverage ratio and minimum assets under management. In addition, the 2014 Note
Agreement contains customary representations and warranties of the Obligors and customary events of default, in
certain cases, subject to cure periods. The Issuer may prepay all, or from time to time any part of, the 2014 Notes at
any time, subject to the Issuer’s payment of the applicable make-whole amount determined with respect to such
principal amount prepaid. Upon the occurrence of a change of control, the Issuer will be required to make an offer to
prepay the 2014 Notes together with the applicable make-whole amount determined with respect to such principal
amount prepaid.

In November 2009, our subsidiary Oaktree Capital Management, L.P. issued $250 million in aggregate principal
amount of senior notes due December 2, 2019 (the “2009 Notes™). The indenture governing the 2009 Notes contains
customary financial covenants and restrictions that, among other things, limit Oaktree Capital Management, L.P. and
the Guarantors’ ability, subject to certain exceptions, to incur indebtedness secured by liens on voting stock or
profit-participating equity interests of their subsidiaries or merge, consolidate or sell, transfer or lease assets. The 2009
Notes do not contain financial maintenance covenants.

In addition to the 2009 Notes, as of June 30, 2016, we had one other series of senior notes outstanding, with an
aggregate remaining principal balance of $50 million due in November 2016. These senior notes contain customary
financial covenants and restrictions that, among other things, restrict our subsidiaries from incurring additional
indebtedness and our subsidiaries and us from merging, consolidating, transferring, leasing or selling assets, incurring
certain liens and making restricted payments, subject to certain exceptions. In addition, the agreements contain the
following financial covenants: (a) a maximum consolidated leverage ratio covenant that requires us and our
subsidiaries to maintain a ratio, calculated by dividing consolidated total debt (for us and our subsidiaries) by
Consolidated EBITDA (as defined in each agreement) for the last four fiscal quarters, below 3.0-to-1.0, (b) a
maximum interest coverage ratio covenant that requires us and our subsidiaries to maintain a ratio, calculated by
dividing Consolidated EBITDA for the last four fiscal quarters by consolidated interest expense (for us and our
subsidiaries), below 4.0-to-1.0, and (c) an assets under management covenant that requires us to maintain assets under
management above $20 billion.

We are required to maintain minimum net capital balances for regulatory purposes in the U.S. and certain non-U.S.
jurisdictions in which we do business, which are met in part by retaining cash and cash-equivalents in those
jurisdictions. As a result, we may be restricted in our ability to transfer cash between different jurisdictions. As of
June 30, 2016, we were required to maintain approximately $97.8 million in net capital at these subsidiaries and were
in compliance with all regulatory minimum net capital requirements as of such date.

Oaktree Holdings, Inc. and Oaktree AIF Holdings, Inc. have entered into a tax receivable agreement with OCGH
unitholders that, as amended, provides for the payment to an exchanging or selling OCGH unitholder of 85% of the
amount of cash savings, if any, in U.S. federal, state, local and foreign income taxes that they actually realize (or are
deemed to realize in the case of an early termination payment by Oaktree Holdings, Inc. or Oaktree AIF Holdings,
Inc., or a change of control) as a result of an increase in the tax basis of the assets owned by the Oaktree Operating
Group. Assuming no material changes in the relevant tax law and that the Company earns sufficient taxable income to
realize the full tax benefit of the increased amortization of the assets, as of June 30, 2016, future payments of this
nature were estimated to aggregate $37.1 million over the period ending approximately in 2029 with respect to the
2007 Private Offering and $75.2 million over the period ending approximately in 2034 with respect to our initial
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public offering.
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In May 2013, we issued and sold 8,050,000 Class A units in a public offering (the “May 2013 Offering”), resulting in
$419.9 million in net proceeds to us. We did not retain any proceeds from the sale of Class A units in the May 2013
Offering, and we used the net proceeds from the May 2013 Offering to acquire interests in our business from certain
Oaktree directors, employees and other investors, including certain senior executives and other members of our senior
management. The exchange of OCGH units in connection with the May 2013 Offering resulted in increases in the tax
basis of the tangible and intangible assets of the Oaktree Operating Group. As a result, we recorded a deferred tax
asset of $134.4 million and an associated liability of $114.2 million for payments to OCGH unitholders under the tax
receivable agreement, which together increased capital by $20.2 million. As of June 30, 2016, future payments with
respect to the May 2013 Offering were estimated to aggregate $104.0 million over the period ending approximately in
2035.

In March 2014, we issued and sold 5,000,000 Class A units in a public offering (the “March 2014 Offering”), resulting
in $296.7 million in proceeds to us. We did not retain any proceeds from the sale of Class A units in the March 2014
Offering. The proceeds from the March 2014 Offering were used to acquire interests in our business from certain
Oaktree directors, employees and other investors, including certain senior executives and other members of our senior
management. The exchange of OCGH units in connection with the March 2014 Offering resulted in increases in the
tax basis of the tangible and intangible assets of the Oaktree Operating Group. As a result, we recorded a deferred tax
asset of $94.2 million and an associated liability of $80.0 million for payments to OCGH unitholders under the tax
receivable agreement, which together increased capital by $14.1 million. As of June 30, 2016, future payments with
respect to the March 2014 Offering were estimated to aggregate $78.1 million over the period ending approximately
in 2036.

In March 2015, we issued and sold 4,600,000 Class A units in a public offering (the “March 2015 Offering”), resulting
in $237.8 million in proceeds to us. We did not retain any proceeds from the sale of Class A units in the March 2015
Offering. The proceeds from the March 2015 Offering were used to acquire interests in our business from certain
Oaktree directors, employees and other investors, including certain senior executives and other members of the
Company’s senior management. The exchange of OCGH units in connection with the March 2015 Offering resulted in
increases in the tax basis of the tangible and intangible assets of the Oaktree Operating Group. As a result, we
recorded a deferred tax asset of $73.5 million and an associated liability of $62.5 million for payments to OCGH
unitholders under the tax receivable agreement, which together increased capital by $11.0 million. As of June 30,
2016, future payments with respect to the March 2015 Offering were estimated to aggregate $62.5 million over the
period ending approximately in 2037.

No amounts were paid under the tax receivable agreement during the six months ended June 30, 2016.
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Contractual Obligations, Commitments and Contingencies
In the ordinary course of business, Oaktree and our consolidated funds enter into contractual arrangements that may
require future cash payments. The following table sets forth information related to anticipated future cash payments as
of June 30, 2016:

Last Six

Months  2017-2018 2019-2020 Thereafter Total

of 2016

(in thousands)
Oaktree and Operating Subsidiaries:

Operating lease obligations (1) $7,072 $24,140 $29,259 $66,556  $127,027
Debt obligations payable 50,000 — 250,000 500,000 800,000
Interest obligations on debt @) 17,310 60,066 37,952 72,314 187,642
Tax receivable agreement 19,393 41,882 45,375 250,201 356,851
Contingent consideration ) 24995 — — — 24,995
Commitments to Oaktree and third-party funds ¥ 516,564 — — — 516,564
Subtotal 635,334 126,088 362,586 889,071 2,013,079
Consolidated Funds:

Debt obligations of CLOs — 73,833 — 2,652,551 2,726,384
Interest on debt obligations of CLOs @) 33,051 132,150 127,816 412,705 705,722
Commitments to fund investments 2,868 — — — 2,868
Total $671,253 $332,071 $490,402 $3,954,327 $5,448,053

We lease our office space under agreements that expire periodically through 2030. The table includes only
guaranteed minimum lease payments for these leases and does not project other lease-related payments. These
leases are classified as operating leases for financial statement purposes and as such are not recorded as liabilities
in our condensed consolidated financial statements.

Interest obligations include accrued interest on outstanding indebtedness. Where applicable, current interest rates
are applied to estimate future interest obligations on variable-rate debt.

This represents the undiscounted contingent consideration obligation as of June 30, 2016 related to the 2014
Highstar acquisition, which is payable in a combination of cash and fully-vested OCGH units. The amount of the
(3)contingent consideration obligation is based on the achievement of certain performance targets over a period of up
to seven years from the acquisition date. Due to uncertainty in the timing of payment, if any, the entire amount is
presented in the 2016 column.

These obligations represent commitments by us to provide general partner capital funding to our funds and limited
partner capital funding to funds managed by unaffiliated third parties. These amounts are generally due on demand
and are therefore presented in the 2016 column. Capital commitments are expected to be called over a period of
several years.

These obligations represent commitments by our funds to make investments or fund uncalled contingent
commitments. These amounts are generally due either on demand or by various contractual dates that vary by
investment and are therefore presented in the 2016 column. Capital commitments are expected to be called over a
period of several years.

In some of our service contracts or management agreements, we have agreed to indemnify third-party service
providers or separate account clients under certain circumstances. The terms of the indemnities vary from contract to
contract and the amount of indemnification liability, if any, cannot be determined and has neither been included in the
above table nor recorded in our condensed consolidated financial statements as of June 30, 2016.

As of June 30, 2016, none of the incentive income we had recognized was subject to clawback by the funds.
Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements. Please see note 15 for information on our commitments and
contingencies.

Critical Accounting Policies
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We prepare our condensed consolidated financial statements in accordance with GAAP. In applying many of these
accounting principles, we need to make assumptions, estimates or judgments that affect the reported amounts of
assets, liabilities, revenues and expenses in our condensed consolidated financial statements. We base our estimates
and judgments on historical experience and other assumptions that we believe are reasonable
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under the circumstances. These assumptions, estimates or judgments, however, are both subjective and subject to
change, and actual results may differ from our assumptions and estimates. If actual amounts are ultimately different
from our estimates, the revisions are included in our results of operations for the period in which the actual amounts
become known. We believe our critical accounting policies could potentially produce materially different results if we
were to change underlying assumptions, estimates or judgments. For a summary of our significant accounting policies,
please see the notes to our condensed consolidated financial statements included elsewhere in this quarterly report and
the notes to our consolidated financial statements in our annual report. For a summary of our critical accounting
policies, please see “Management’s Discussion and Analysis of Financial Condition and Result of Operations—Ceritical
Accounting Policies” in our annual report.

The table below summarizes the investments and other financial instruments, net of debt obligations, by fund structure
and fair-value hierarchy levels, held by our consolidated funds for each period presented in our condensed
consolidated statements of financial condition (in thousands):

As of June 30,2016 Levell Levelll Level Il Total

Closed-end funds $3,436 $235,456 $192,590 $431,482

Open-end funds 41,894 41,371 60 83,325

Evergreen funds 43,820 (921 ) 3,123 46,022

Total $89,150 $275,906 $195,773 $560,829

As of December 31, 2015

Closed-end funds $3,435,823 $8,557,125 $26,508,067 $38,501,015
Open-end funds 992,683 3,814,699 80,210 4,887,592
Evergreen funds 383,349 585,417 629,430 1,598,196
Total $4,811,855 $12,957,241 $27,217,707 $44,986,803

Recent Accounting Developments

Please see note 2 to our condensed consolidated financial statements included elsewhere in this quarterly report for
information regarding recent accounting developments.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

In the normal course of business, we are exposed to a broad range of risks inherent in the financial markets in which
we participate, including price risk, interest-rate risk, access to and cost of financing risk, liquidity risk, counterparty
risk and foreign exchange-rate risk. Potentially negative effects of these risks may be mitigated to a certain extent by
those aspects of our investment approach, investment strategies, fundraising practices or other business activities that
are designed to benefit, either in relative or absolute terms, from periods of economic weakness, tighter credit or
financial market dislocations.

Our predominant exposure to market risk is related to our role as general partner or investment adviser to our funds
and the sensitivities to movements in the fair value of their investments on management fees, incentive income and
investment income. The fair value of the financial assets and liabilities of our funds may fluctuate in response to
changes in, among many factors, the fair value of securities, foreign exchange rates, commodities prices and interest
rates.

Price Risk

Impact on Net Change in Unrealized Appreciation (Depreciation) on Consolidated Funds’ Investments

As of June 30, 2016, we had investments, at fair value of $3.3 billion related to our consolidated funds, primarily
consisting of investments held by our CLOs. We estimate that a 10% decline in market values would result in a
decrease in unrealized appreciation (depreciation) on the consolidated funds’ investments of $330.2 million. Of this
decline, approximately $141.2 million would impact net income attributable to Oaktree Capital Group, LLC, with the
remainder attributable to non-controlling interests and third-party debt holders in our CLOs. The magnitude of the
impact on net income attributable to Oaktree Capital Group, LLC is largely affected by the percentage of our equity
ownership interest and levered nature of our CLO investments.
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Impact on Segment Management Fees
Management fees are generally assessed in the case of (a) our open-end and evergreen funds, based on NAV, and
(b) our closed-end funds, based on committed capital, drawn capital or cost basis during the investment period and,
during the liquidation period, based on the lesser of (i) the total funded committed capital or (ii) the cost basis of
assets remaining in the fund. Management fees are affected by changes in market values to the extent they are based
on NAYV. For the six months ended June 30, 2016 and 2015, NAV-based management fees represented approximately
29% and 37%, respectively, of total management fees. Based on investments held as of June 30, 2016, we estimate
that a 10% decline in market values of the investments held in our funds would result in an approximate $5.7 million
decrease in the amount of quarterly management fees. These estimated effects are without regard to a number of
factors that would be expected to increase or decrease the magnitude of the change to degrees that are not readily
quantifiable, such as the use of leverage facilities in certain of our funds or the timing of fund flows.
Impact on Segment Incentive Income
Incentive income is recognized only when it is known or knowable, which in the case of (a) our closed-end funds,
generally occurs only after all contributed capital and an annual preferred return on that capital (typically 8%) have
been distributed to the fund’s investors and (b) our active evergreen funds, generally occurs as of December 31, based
on the increase in the fund’s NAV during the year, subject to any high-water marks or hurdle rates. In the case of
closed-end funds, the link between short-term fluctuations in market values and a particular period’s incentive income
may in part be indirect. Thus the effect on incentive income of a 10% decline in market values is not readily
quantifiable. A decline in market values would be expected to cause a decline in incentive income.
Impact on Segment Investment Income
Investment income or loss arises from our pro-rata share of income or loss from our investments, generally in our
capacity as general partner in our funds and as an investor in our CLOs and third-party managed funds or companies.
This income is directly affected by changes in market risk factors. Based on investments held as of June 30, 2016, a
10% decline in fair values of the investments held in our funds and other holdings would result in a $241.5 million
decrease in the amount of investment income. The estimated decline of $241.5 million is greater than 10% of the June
30, 2016 corporate investments balance primarily due to the levered nature of our CLO investments. These estimated
effects are without regard to a number of factors that would be expected to increase or decrease the magnitude of the
change to degrees that are not readily quantifiable, such as the use of leverage facilities in certain of our funds, the
timing of fund flows or the timing of new investments or realizations.
Exchange-rate Risk
Our business is affected by movements in the rate of exchange between the U.S. dollar and non-U.S. dollar currencies
in the case of (a) management fees that vary based on the NAV of our funds that hold investments denominated in
non-U.S. dollar currencies, (b) management fees received in non-U.S. dollar currencies, (c) operating expenses for our
foreign offices that are denominated in non-U.S. dollar currencies and (d) cash balances we hold in non-U.S. dollar
currencies. We manage our exposure to exchange-rate risks through our regular operating activities and, when
appropriate, through the use of derivative instruments.
We estimate that for the six months ended June 30, 2016, without considering the impact of derivative instruments, a
10% decline in the average exchange rate of the U.S. dollar would have resulted in the following approximate effects
on our segment results:

our management fees (relating to (a) and (b) above) would have increased by $5.4

million;
our operating expenses would have increased by $6.2 million;
OCGH interest in net income of consolidated subsidiaries would have decreased by $0.5 million; and
our income tax expense would have decreased by $0.1 million.
These movements would have decreased our net income attributable to OCG by $0.2 million.
At any point in time, some of the investments held by our closed-end and evergreen funds may be denominated in
non-U.S. dollar currencies on an unhedged basis. Changes in currency rates could affect incentive income, incentives
created (fund level) and investment income with respect to such closed-end and evergreen funds; however, the degree
of impact is not readily determinable because of the many indirect effects that currency movements may have on
individual investments.
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Credit Risk

We are party to agreements providing for various financial services and transactions that contain an element of risk in
the event that the counterparties are unable to meet the terms of such agreements. In such agreements, we depend on
the respective counterparty to make payment or otherwise perform. We generally endeavor to minimize our risk of
exposure by limiting to reputable financial institutions the counterparties with which we enter into financial
transactions. In other circumstances, availability of financing from financial institutions may be uncertain due to
market events, and we may not be able to access these financing markets.

Interest-rate Risk

As of June 30, 2016, Oaktree and its operating subsidiaries had $796 million in debt obligations, net of debt issuance
costs, consisting of three senior notes issuances and a funded term loan. Each senior notes issuance accrues interest at
a fixed rate. The funded term loan accrues interest at a variable rate; however, we entered into interest-rate swaps that
effectively converted the majority of the term loan’s floating interest rate to fixed through January 2017. As a result,
for the six months ended June 30, 2016, there would not have been a material impact to interest expense attributable to
Oaktree and its operating subsidiaries resulting from a 100-basis point increase in interest rates. Of the $1.1 billion of
aggregate segment cash and U.S. Treasury securities as of June 30, 2016, we estimate that Oaktree and its operating
subsidiaries would generate an additional $10.9 million in interest income on an annualized basis as a result of a
100-basis point increase in interest rates.

Our consolidated CLOs have debt obligations, most of which accrue interest at variable rates. Changes in these rates
would affect the amount of interest payments that our CLOs would have to make, impacting future earnings and cash
flows. As of June 30, 2016, $2.7 billion was outstanding under these debt obligations. We estimate that interest
expense relating to variable-rate debt would increase on an annualized basis by $25.8 million in the event interest rates
were to increase by 100 basis points.

As credit-oriented investors, we are also subject to interest-rate risk through the securities we hold in our consolidated
funds. A 100-basis point increase in interest rates would be expected to negatively affect prices of securities that
accrue interest income at fixed rates and therefore negatively impact the net change in unrealized appreciation
(depreciation) on consolidated funds’ investments. The actual impact is dependent on the average duration of such
holdings. Conversely, securities that accrue interest at variable rates would be expected to benefit from a 100-basis
point increase in interest rates because these securities would generate higher levels of current income and therefore
positively impact interest and dividend income. In cases where our funds pay management fees based on NAV, we
would expect our segment management fees to experience a change in direction and magnitude corresponding to that
experienced by the underlying portfolios.
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Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the
Exchange Act) that are designed to ensure that information required to be disclosed by us in reports that we file or
submit under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in
SEC rules and forms and that such information is accumulated and communicated to our management, including our
Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required
disclosure. In designing disclosure controls and procedures, our management necessarily was required to apply its
judgment in evaluating the cost-benefit relationship of possible disclosure controls and procedures. The design of any
disclosure controls and procedures also is based in part upon certain assumptions about the likelihood of future events,
and there can be no assurance that any design will succeed in achieving its stated goals under all potential future
conditions. Any controls and procedures, no matter how well designed and operated, can provide only reasonable
assurance of achieving the desired objectives.

Our management, including our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of
our disclosure controls and procedures pursuant to Rule 13a-15 under the Exchange Act as of the end of the period
covered by this report. Based on that evaluation, our Chief Executive Officer and Chief Financial Officer have
concluded that, as of the end of the period covered by this report, our disclosure controls and procedures (as defined in
Rule 13a-15(e) under the Exchange Act) are effective at the reasonable assurance level to accomplish their objectives
of ensuring that information we are required to disclose in reports that we file or submit under the Exchange Act is
recorded, processed, summarized and reported within the time periods specified in SEC rules and forms and that such
information is accumulated and communicated to our management, including our Chief Executive Officer and Chief
Financial Officer, as appropriate, to allow timely decisions regarding required disclosure.

Changes in Internal Control Over Financial Reporting

No changes in our internal control over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f)
under the Exchange Act) occurred during our most recent quarter, that have materially affected, or are reasonably
likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings

For a discussion of legal proceedings, please see the section entitled “Legal Actions” in note 15 to our condensed
consolidated financial statements included elsewhere in this quarterly report, which section is incorporated herein by
reference. Also, please see Item “1A. Risk Factors—Risks Related to Our Business—Extensive regulation in the United
States and abroad affects our activities and creates the potential for significant liabilities and penalties that could
adversely affect our business and results of operations” in our annual report.

Item 1A. Risk Factors

For a discussion of our potential risks and uncertainties, please see the information under “Risk Factors” in our annual
report. Other than the updates below, there have been no material changes to the risk factors disclosed in our annual
report.

The risks described in our annual report and in this quarterly report are not the only risks facing us. Additional risks
and uncertainties not currently known to us or that we currently deem to be immaterial also may materially adversely
affect our business, financial condition or results of operations.

The vote by the United Kingdom to exit the European Union could adversely affect us.

On June 23, 2016, the United Kingdom (the “U.K.”) held a referendum on whether to remain a member state of the
European Union (the “EU”) in which a majority of voters approved an exit from the EU, commonly referred to as
“Brexit.” The referendum was non-binding; however, as a result of the referendum, it is expected that the British
government will begin negotiating the terms of the U.K. withdrawal from the EU. Under the process for withdrawing
from the EU contemplated in the Treaty on European Union, the U.K. will remain a member state until a withdrawal
agreement is entered into or, if later (and no extension is agreed), two years following notification of the U.K.’s
intention to withdraw from the EU. The U.K. has not formally notified the European Council of its intention to leave,
and there is no certainty that the U.K. government will do so; instead the U.K. government may seek to negotiate a
bespoke withdrawal right with the agreement of the remaining EU countries. In either case, it is expected that it will
take longer than two years before the terms of a withdrawal agreement are negotiated and known. As a consequence, it
is likely that the U.K. will remain a member state subject to EU law with privileges to provide services under the
single market directives for at least two more years.

The announcement of Brexit caused significant volatility in global stock markets and currency exchange fluctuations,
including a sharp decline in the value of the British pound sterling and the equity prices for U.K.-dependent
companies. The long-term effects of Brexit are expected to continue to be far-reaching and will depend on, among
other things, any agreements the U.K. makes to retain access to EU markets either during a transitional period or more
permanently. Brexit and the perceptions as to its impact may adversely affect business activity and economic
conditions in Europe and globally and could continue to contribute to instability in global financial and
foreign-exchange markets. Brexit could also have the effect of disrupting the free movement of goods, services and
people between the U.K. and the EU. Consequently, the investments of our funds denominated in British pounds
sterling are subject to increased risks related to these exchange-rate fluctuations, which could produce market declines
that could negatively impact our AUM. In addition, the announcement of Brexit and the expected withdrawal of the
U.K. from the EU may also adversely affect the values of the investments held by our funds in the U.K. and EU, and
our financial condition, results of operations and cash flow could suffer as a result.

In addition, Brexit could lead to legal uncertainty and potentially divergent national laws and regulations as the U.K.
determines which EU laws to replace or replicate. Any such new laws and regulations in the U.K. may be difficult
and/or costly to implement and could adversely impact our ability to raise capital from investors in the U.K. and the
EU, which could materially reduce our revenue, earnings and cash flow and adversely affect our financial prospects
and condition. Furthermore, as a result of Brexit, other European countries may seek to conduct referenda with respect
to their continuing membership with the EU. Given these possibilities and others we may not anticipate, at this time, it
is difficult to predict how the U.K. withdrawal from the EU will be implemented and what the economic, tax, fiscal,
legal, regulatory and other implications will be for the asset management industry and the broader European and
global financial markets generally and for our business and our funds and their investments specifically. However, any
of these effects of Brexit, and others we cannot anticipate, could adversely affect our business, results of operations,
financial prospectus and condition and cash flow.

169



99

Edgar Filing: Oaktree Capital Group, LLC - Form 10-Q

170



Edgar Filing: Oaktree Capital Group, LLC - Form 10-Q

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

Under our operating agreement, we are required to issue one Class B unit for each OCGH unit issued. Accordingly, on
April 20, 2016, we issued 6,991 Class B units to OCGH which corresponded to the number of OCGH units issued by
OCGH pursuant to our 2011 Equity Incentive Plan, subject to time-based vesting.

No purchase price was paid by OCGH to the Company for the issuances of the Class B units to OCGH. These
issuances, to the extent they constitute sales, were exempt from registration under the Securities Act in reliance on
Section 4(a)(2) of the Securities Act, as transactions by an issuer not involving any public offering.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Mine Safety Disclosures

None.

Item 5. Other Information

Fund Data

Information regarding our closed-end, open-end and evergreen funds, together with benchmark data where applicable,
is set forth below. For our closed-end and evergreen funds, no benchmarks are presented in the tables as there are no
known comparable benchmarks for these funds’ investment philosophy, strategy and implementation.
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Closed-end Funds

Investment Period

Start Date End Date

(in millions)
Distressed
Debt
Oaktree
Opportunities TBD —
Fund Xb
Oaktree
Opportunities Jan. 2016 Jan. 2019
Fund X ©
Oaktree
Opportunities Jan. 2014 Jan. 2017
Fund IX
Oaktree
Opportunities Aug. 2011 Aug. 2014
Fund VIIIb
Special
Account B
Oaktree
Opportunities Oct. 2009 Oct. 2012
Fund VIII
Special
Account A
OCM
Opportunities May 2008 May 2011
Fund VIIb
OCM
Opportunities Mar. 2007 Mar. 2010
Fund VII
OCM
Opportunities Jul. 2005  Jul. 2008
Fund VI
OCM
Opportunities Jun. 2004 Jun. 2007
Fund V

([;)e:gacy funds Various  Various

Nov. 2009 Nov. 2012

Nov. 2008 Oct. 2012

Real Estate
Opportunities

As of June 30, 2016

Total

Committédpital Income

Fund

Drawn Net

Capital (D

$7,985 $—

3,241

5,066

2,692

1,031

4,507

253

10,940

3,598

1,773

1,179

9,543

486

5,066

2,692

1,100

4,507

253

9,844

3,598

1,773

1,179

9,543

Distri-
butions

e
) Asset
Since

Since Inceptlon a
Inception

$—  $—  $—
119 1 604
215 )4 4,847
374 1,133 1,933
454 1,120 434
1,871 4,544 1,834
280 463 70
8,781 17,329 1,296
1,461 4,647 412
1,295 2913 155
964 2,097 46
8205 17,695 53

3,160

4,966

2,140

423

1,867

75

1,266

689

64

( aktg&e

R cog;
nlzed

$— $—

15 —
144 112
42 14

1,45353
81 —
197 56

179 10

1,11311

Ve

Unreturd®R Since

%fawn Inception )

ﬁ’ egltal

Accrued

)Pref c(i} Net

Return

(3)

$— n/a n/a

516 nm nm

5,988 1.1 % (2.1 )%

2,469 64 3.1

433 125 99

1,668 11.7 8.3

— 27.8 225

— 220 16.7

532 103 7.5

— 119 8.8

— 18.5 142

— 242  19.3
22.1% 162 %
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Oaktree Real
Estate
Opportunities
Fund VII ®
Oaktree Real
Estate
Opportunities
Fund VI
Oaktree Real
Estate
Opportunities
Fund V
Special
Account D
Oaktree Real
Estate
Opportunities
Fund IV
OCM Real
Estate
Opportunities
Fund III

Legacy funds
D,

Real Estate
Debt

Oaktree Real
Estate Debt
Fund ©.
Oaktree PPIP
Fund (10) |

European
Principal
Investments
an

Oaktree
European
Principal
Fund IV
Oaktree
European
Principal
Fund III
OCM
European
Principal
Opportunities
Fund II
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Jan. 2016 Jan. 2020 $2,395 $—  $(9

Aug. 2012 Aug. 2016 2,677 2,677 1,039

Mar. 2011 Mar. 2015 1,283 1,283 885

Nov. 2009 Nov. 2012 256 264 165

Dec. 2007 Dec. 2011 450 450 388

Sep.2002 Sep.2005 707 707 622

Various  Various 1,634 1,610 1,399

Sep. 2013 Oct. 2016 $1,112 $506 $66

Dec. 2009 Dec. 2012 2,322 1,113 457

TBD €840 €—

Nov. 2011 Nov. 2016 €3,164 €2,750 €1,270

Dec. 2007 Dec. 2012 €1,759 €1,731 €435

Mar. 2006 Mar. 2009 $495 $473  $454

) $6

678 3,038

1,410 758

305 124

696 142

1,300 29

3,009

$405 $167

1,570

€417 €3,603

€1,476 €690

$857 $70

$(15 ) $1,936 $— $—

2454 10 191
446 56 113
73 3 13
110 36 38
— 117 6
— 112 —
$492 $— $10
_ 47 —
€8 €— €—

€3,227 €— €246 €2,957

€1,045 €29 €—

$—  $57 $30

2,522

335

78

$118

€1,028

$—

19.1%

17.7

14.2

16.2

15.3

15.2
15.6%

25.1%

28.2

19.5%

8.9

11.7

n/a

12.8 %

13.0

12.1

11.1

114

12.0
12.0 %

18.1 %

n/a

n/a

12.4 %

4.9

8.9
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OCM
European
Principal
Opportunities
Fund

European
Private Debt
Oaktree
European
Capital Dec. 2015 Dec. 2018 €287
Solutions
Fund ©® ©®
Oaktree
European
Dislocation
Fund .
Special
Account E

Oct. 2013 Oct. 2016 €294

Oct. 2013 Apr. 2015 €379

101

€74

€182 €29

€261

€50

€— €74

€140 €71

€167 €144

€87

€178

€161

€— €—
€— €4
€— €7

€75

€54

€124

13.0% 8.4 %

nm nm 1.

23.1% 16.5 % 1.

144 11.1 1.
16.6% 12.3 %
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Global
Principal
Investments
Oaktree
Principal
Fund VI
Oaktree
Principal
Fund V
Special
Account C
OCM
Principal
Opportunities
Fund IV
OCM
Principal
Opportunities
Fund III

Legacy funds
D,

Power
Opportunities
Oaktree
Power
Opportunities
Fund IV ©
Oaktree
Power
Opportunities
Fund III
OCM/GFI
Power
Opportunities
Fund II
OCM/GFI
Power
Opportunities
Fund

Dec. 2008

Nov. 2003

Nov. 2015

Apr. 2010
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As of June 30, 2016

Investment Period

Total

Committéchpital

Drawn

Start Date End Date Capital (1)

(in millions)

Nov. 2015 Nov. 2018 $1,223

Feb. 2009 Feb. 2015 2,827

Feb. 2014 505

Oct. 2006 Oct. 2011 3,328

Nov. 2008 1,400

Various  Various 2,301

Nov. 2020 $1,106

Apr. 2015 1,062

Nov. 2004 Nov. 2009 1,021

Nov. 1999 Nov. 2004 449

$208

2,586

460

3,328

1,400

2,301

$107

698

541

383

Fund

Distri-
Net

Sinc Since

Incept on

$24

381

190

2,233

890

1,839 4,138 2

$(12) $—

347

1,450 1,9829

251 634

bution N
Income_.. %sse

362 288

2,174 116

$95

575 470

t

alue
Inception

$32  $200

1,367 1,600

3,811 1,750

ating
AUM

$1,167

1,839

354

854

$1,078

407

ent Capltal
Fee- -gener C@ntlv

Re&s) g-
nized

$-$5

50—

21—

22234

1522

236—

$-$—

1452

100

23—

Unreturd®BR Since
ktree dDrawn Inception )

us

Accrued
Preferrec(I;

Return
(3)

$187

2,175

288

1,455

$109

293

40.3%

7.8

11.3

13.9

14.5
12.8%

nm

22.6%

76.1

20.1

Net

14.8%

32

8.0

8.2

9.6

11.6
92 %

nm

13.5%

58.8

13.1
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Infrastructure
Investing
Highstar

34.7% 26.6 %

Capital IV Nov. 2010 Nov. 2016 $2,585 $2,453 $490 $411 $2,532 $1,882 $-$6 $1,948 16.7% 9.1 % 1.4x

(12),

Mezzanine

Finance

Oaktree

Mezzanine  Oct. 2014 Oct. 2019 $852  $248
Fund IV ©®

Oaktree

Mezzanine  Dec. 2009 Dec. 2014 1,592 1,423
Fund I1I (3,

OCM

Mezzanine  Jun. 2005 Jun. 2010 1,251 1,107
Fund II

OCM

Mezzanine  Oct. 2001 Oct. 2006 808 773
Fund (9,

Emerging
Markets
Opportunities
Oaktree
Emerging
Market Sep. 2013 Sep. 2016 $384  $220
Opportunities
Fund

Special

Account F Jan. 2014 Jan. 2017 253 157

$17

371

528

302

$13

10

73,069 (D

Other (%) 12,328

Total (16) $85,39717

ey

uninvested capital.

$13 $252

1,330 464

1,489 146

1,073 2

$1

$232

167

$243  $-$1 $251 11.5% 83 % 1.1x

431 1020 439 15.1 104/8.24

— —_ 162 11.3 7.8 1.6

10.8/
— 38— — 15.4 105 1.5
13.2% 8.9 %

$364 $-$— $250 7.1 % 34 % 1.1x

165 —_— 177 6.1 39 1.1

34,174 (4D 1,506 (D 6.7 % 3.6 %
7,887 16
$42,061  $1,522

Drawn capital reflects the capital contributions of investors in the fund, net of any distributions to such investors of

(2) Accrued incentives (fund level) exclude Oaktree segment incentive income previously recognized.
Unreturned drawn capital plus accrued preferred return reflects the amount the fund needs to distribute to its
(3)investors as a return of capital and a preferred return (as applicable) before Oaktree is entitled to receive incentive

income (other than tax distributions) from the fund.

(4) The internal rate of return (“IRR”) is the annualized implied discount rate calculated from a series of cash flows. It is
the return that equates the present value of all capital invested in an investment to the present value of all returns of
capital, or the discount rate that will provide a net present value of all cash flows equal to zero. Fund-level IRRs
are calculated based upon the actual timing of cash contributions/distributions to investors and the residual value of
such investor’s capital accounts at the end of the applicable period being measured. Gross IRRs reflect returns
before allocation of management fees, expenses and any incentive allocation to the fund’s general partner. To the
extent material, gross returns include certain transaction, advisory, directors or other ancillary fees (“fee income”)
paid directly to us in connection with our funds’ activities (we credit all such fee income back to the respective
fund(s) so that our funds’ investors share pro rata in the fee income’s economic benefit). Net IRRs reflect returns to
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non-affiliated investors after allocation of management fees, expenses and any incentive allocation to the fund’s
general partner.
Multiple of drawn capital is calculated as drawn capital plus gross income and, if applicable, fee income before
fees and expenses divided by drawn capital.
The IRR is not considered meaningful (“nm’) as the period from the initial capital contribution through June 30,
2016 was less than 18 months.
Legacy funds represent certain predecessor funds within the relevant strategy that have substantially or completely
liquidated their assets, including funds managed by certain Oaktree investment professionals while employed at the
(7) Trust Company of the West prior to Oaktree’s founding in 1995. When these employees joined Oaktree upon, or
shortly after, its founding, they continued to manage the fund through the end of its term pursuant to a sub-advisory
relationship between the Trust Company of the West and Oaktree.
(8) A portion of this fund pays management fees based on drawn, rather than committed, capital.
Management fees during the investment period are calculated on drawn capital or cost basis, rather than committed
(9)capital. As a result, as of June 30, 2016 management fee-generating AUM included only that portion of committed
capital that had been drawn.
Due to differences in the allocation of income and expenses to this fund’s two primary limited partners, the U.S.
Treasury and Oaktree PPIP Private Fund, a combined net IRR is not presented. Of the $2,322 million in capital
commitments, $1,161 million related to the Oaktree PPIP Private Fund, whose gross and net IRR were 24.7% and
18.6%, respectively.
Aggregate IRRs or totals are based on the conversion of cash flows or amounts, respectively, from euros to USD
using the June 30, 2016 spot rate of $1.11.

(&)
(6)

(10)

an
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The fund includes co-investments of $555 million in AUM, most of which do not pay management fees or an
incentive allocation. These co-investments have been excluded from the calculation of gross and net IRR, as well
as the unreturned drawn capital plus accrued preferred return amount and multiple of drawn capital. The fund
follows the American-style distribution waterfall, whereby the general partner may receive an incentive allocation
(12)as soon as it has returned the drawn capital and paid a preferred return on the fund’s realized investments (i.e., on a
deal-by-deal basis). However, such cash distributions of incentives may be subject to repayment, or clawback. As
of June 30, 2016, Oaktree had not recognized any incentive income from this fund. The accrued incentives (fund
level) amount shown for this fund represents Oaktree’s effective 8% of the potential incentives generated by this
fund in accordance with the terms of the Highstar acquisition.
The fund’s partnership interests are divided into Class A and Class B interests, with the Class A interests having
priority with respect to the distribution of current income and disposition proceeds. The net IRR for Class A
interests was 10.4% and Class B interests was 8.2%. The combined net IRR for Class A and Class B interests was
9.4%.
The fund’s partnership interests are divided into Class A and Class B interests, with the Class A interests having
priority with respect to the distribution of current income and disposition proceeds. The net IRR for Class A
interests was 10.8% and Class B interests was 10.5%. The combined net IRR for the Class A and Class B interests
was 10.6%.
This includes our closed-end Senior Loan funds, Oaktree Asia Special Situations Fund, OCM Asia Principal
Opportunities Fund, CLOs, a non-Oaktree fund, certain separate accounts, co-investments and certain evergreen
separate accounts in our Real Estate Debt, Emerging Markets Opportunities and Emerging Markets Total Return
strategies.
This excludes two closed-end funds with management fee-generating AUM aggregating $550 million as of June
30, 2016, which has been included as part of the Strategic Credit strategy within the evergreen funds table, and
includes certain evergreen separate accounts in our Real Estate Debt, Emerging Markets Opportunities and
Emerging Markets Total Return strategies with an aggregate $606 million of management fee-generating AUM.
(17) The aggregate change in drawn capital for the three months ended June 30, 2016 was $1.0 billion.

13)

(14)

(15)

(16)
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Open-end Funds

Strategy
Inception
U.S. High Yield Jan. 1986
Bonds
Global High YleldNov. 2010
Bonds
European High
Yield Bonds May 1999
U.S. Convertibles Apr. 1987
Non-U.S.
Convertibles Oct. 1994
High Income
Convertibles Aug. 1989

U.S. Senior Loans Sept. 2008
European Senior

Loans May 2009
Emejrgmg Markets Tul. 2011
Equities

Total

€]

Evergreen Funds

Strategic Credit .
Value Opportunities

Value Equities

Restructured funds

Edgar Filing: Oaktree Capital Group, LLC - Form 10-Q

Manage-
ment
Fee-gener-
ating
AUM

as of

June 30,
2016
(in millions)

$ 15,871
4,349

1,370
3,554
1,566

798
1,588
1,550

2,951
$ 33,597

Strategy

Twelve Months Ended
June 30, 2016

Rates of Return (D

Oaktree

Gross

1.0 %05 %

1.9

54
8.0 )
(2.0)

39
0.6 )
3.5

(15.2)

Net

1.4

4.8
8.5)
25)

3.1

(1.1 )
3.0

(15.8)

Rele-
vant
Bench-
mark

09 %

2.2

4.5
“4.5)
34)

0.9
0.9
2.0

(12.1)

As of June 30, 2016

AUM

Inception

Jul. 2012 $3,105 $ 2,386
1,170

Sept.
2007

(in millions)

May 2012 307
Emerging Markets Absolute Return Apr. 1997 138

Manage- Accrued
ment Incen-
Fee-gener- tives
ating (Fund
AUM Level)
$ n/a
1,112 —
242 —
118 —
3,858 —
— 4

Since Inception through June 30, 2016

Annualized Rates of

Return (D
Oaktree
Gross Net
93 % 8.8 %
6.9 6.3
8.0 7.5
9.3 8.7
8.3 7.8
114 10.5
5.8 5.3
8.5 8.0
37) 44)

Rele-
vant
Bench-
mark

83 %
6.2

6.1
7.9
5.6

8.1
5.0
9.2

(3.8)

Twelve Months

Ended

June 30, 2016

Rates of Return

(€]

Gross

(1.8 Y% (3.4 )%

G (6.4 )

3 (10.0)
G (4.6 )

Net

84 )

(11.5)
(5.8 )

Sharpe Ratio
Rele-
Oaktree vant
Gross Bench-
mark
0.78 0.54
1.01 0.94
0.68 0.41
0.47 0.34
0.75 0.38
1.04 0.57
1.00 0.59
1.67 1.67
(0.19) (0.21)

Since

Returns represent time-weighted rates of return, including reinvestment of income, net of commissions and
transaction costs. The returns for Relevant Benchmarks are presented on a gross basis.

Inception
through
June 30,

2016

Annualized

Rates

of Return

Gross

7.3 %
8.8

15.1
13.0

Net

5.0%
4.7

9.9
8.7
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Total @ ) $388 §$ 4

(1)Returns represent time-weighted rates of return.

(2)Includes two closed-end funds with an aggregate $765 million and $550 million of AUM and management
fee-generating AUM, respectively.

As of June 30, 2016, the aggregate depreciation below high-water marks previously established for individual

(3)investors in the fund totaled approximately $254 million for Value Opportunities, $22 million for Value Equities

and $9 million for Emerging Markets Absolute Return.

Includes performance results of a proprietary fund with an initial capital commitment of $25 million since its

inception on May 1, 2012.

Total excludes certain evergreen separate accounts in our Real Estate Debt, Emerging Markets Opportunities and

(5)Emerging Markets Total Return strategies with an aggregate $606 million of management fee-generating AUM as
of June 30, 2016.

“)
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Item 6. Exhibits
For a list of exhibits filed with this report, refer to the Exhibits Index on the page immediately preceding the exhibits,
which Exhibit Index is incorporated herein by reference.
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SIGNATURE
Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this

report to be signed on its behalf by the undersigned, thereunto duly authorized.
Date: August 4, 2016

Oaktree Capital Group, LLC

By: /s/ Susan Gentile

Name: Susan Gentile

. Chief Accounting Officer and Managing Director
Title: . .
and Authorized Signatory
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EXHIBITS INDEX
Exhibit No.Description of Exhibit

3.1

32

33

34

31.1

31.2

32.1

32.2

101.INS

101.SCH

101.CAL

101.LAB

101.PRE

101.DEF
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Restated Certificate of Formation of the Registrant (incorporated by reference to Exhibit 3.1 to the
Registrant’s Registration Statement on Form S-1, filed with the SEC on June 17, 2011).

Third Amended and Restated Operating Agreement of the Registrant dated as of August 31, 2011
(incorporated by reference to Exhibit 3.2 to the Registrant’s Registration Statement on Form S-1, filed with
the SEC on September 2, 2011).

Amendment to Third Amended and Restated Operating Agreement of the Registrant dated as of

March 29, 2012 (incorporated by reference to Exhibit 3.3 to the Registrant’s Registration Statement on
Form S-1, filed with the SEC on March 30, 2012).

Unit Designation, effective November 16, 2015 (incorporated by reference to Exhibit 3 to the Registrant’s
Current Report on Form 8-K, filed with the SEC on November 18, 2015).

Certification of the Principal Executive Officer pursuant to Rule 13a-14(a) or 15d-14(a) of the Exchange
Act, as adopted, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of the Principal Financial Officer pursuant to Rule 13a-14(a) or 15d-14(a) of the Exchange
Act, as adopted, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of the Principal Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
section 906 of the Sarbanes-Oxley Act of 2002 (furnished herewith).

Certification of the Principal Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
section 906 of the Sarbanes-Oxley Act of 2002 (furnished herewith).

XBRL Instance Document.

XBRL Taxonomy Extension Schema Document.

XBRL Taxonomy Extension Calculation Linkbase Document.
XBRL Taxonomy Extension Label Linkbase Document.
XBRL Taxonomy Extension Presentation Linkbase Document.

XBRL Taxonomy Extension Definition Linkbase Document.
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