Long or short, Andreas Schmidt?
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The Global Head of Primary Private Equity discusses opportunities and risks in co-investments

Do co-<investaors have totake a purely passive role?

Y The purest form of co-investmant is often seen as

being practiced by institutional investors such as medium-
sized pension funds and insurance companies. These may
henve the institutional patience and implicit confidence in their
countarparties 1o ima themaselbves 1o a purely passive rofe
bahind 2 lead investor, By contrast, many family offices take a
micre active approach whila co-investing, for example including
participation in corporate governance. Thismay noibe a
completely pure form of co-investmeant but this large and diverse
constituency is important and should not be ignored.

As co-investments are generally offerad on a no-fee basis, can
they exhibit adverse selection?

i One concemn may bs that lead investors will offer only
the fess attractive investment opportunities to prospective
co-mvestons {so-called advarse salactiont, One way 1o mitigate
this risk would ba 1o co-invest through a private-equity platform
that itself produces a significant flow of investimant and
demonstrably pursuas & highly salactive approach with due
consideration of its own fiduciary responsibilities.

Do mid-market funds also offer opportunities?

B Mid-markat funds may lack tha manpower and skifls of
the mega funds. However thay are probably maost in need of
co-irvestment and their often underresourced investorrelations
teams may therefore be vary keen to maintain close relations
with their most active limited partners. The large numbers of
these funds, combined with their refative lack of resources and
argarization, have meant that they have proved a fertile hunting
ground for the most sophisticated co-investors

Must fundless sponsors always be ignored?

BN Fundless sponsors intend 1o put little or no equity into
the deal into which you are being asked to invest, instead taking
a tae ar other forms of compensation, Such deals are not for

the faint-hearted, but with appropristely aligned interests there
i in thaory nothing to pravant & daal from a fundless sponsaor
sutperforming one dore with a brand-name fund. This may be a
space to wateh if investors bacome incraasingly crowded out of
more traditional co-investments,

Can use of a co-investment fund make sense?

MER lromically, wihian a private-agusty platform salls a
co-irnvestment fund, it is in fact selling you a blind-poaol limited
partnership {one withowt any visibility on altimate investmeants)
- pretty much tha axact opposite of 3 normel co-invastment.
But this can make sense for an investor, In addition to mitigation
of adverse selection, with one commitment & may be poasible
ter achiave a degres of divarsification lin terms of geography,
industry, manager, size, irvestment style and risk profite) that
would be impaossible 1o achieve with a commitmeant 10 a single
mianagar.
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BB «=presenis a negative answer

Past parformance is not indicative of future returns.,

MNo assurance can be given that any forecast, investment
objectives andfor expactad ratums will be achieved. Alloeations
ara sublect 1o change without notice, Forecasts are based on
assumptions, estimates, opinions and hypothatical modeis that
may prove to ba incorract.

Offers and sales of alternative investments are subject to
ragulatory requirements and such invastmants may be availabla
anly to invastors who are "Cuslified Purchassers™ as definad

by thie LS, Ivestmant Company Act of 1840 and " Accradited
Investors” as defined in Regulation D of the 1933 Securities

Agt, Alternative investments may be speculstive and involvs
significant risks including illiguidity, heightened poterntial for loes
and lack of transparancy.
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