Morgan Stanley

INVESTMENT MANAGEMENT

Introduction to
Private Equity
Co-Investing

A Guide for Financial
Advisors and Investors

PRIVATE EQUITY | July 2026




]

INTRODUCTION

2 3

WHAT IS A WHY
CO-INVESTMENT? CO-INVESTMENTS
EXIST

4 5

WHY CO-INVESTING HOW
MATTERS CO-INVESTMENTS
FOR INVESTORS COME TOGETHER

6 I 3

ASSESSING CO- POTENTIAL HOW
INVESTMENTS: BENEFITS OF CO-INVESTMENTS
MANAGING KEY RISKS CO-INVESTMENT FITS WITHIN A

AND DUE DILIGENCE FUNDS PORTFOLIO



Introduction

Private equity is becoming an important part of many
portfolios. Most investors access private equity through
“blind pool” funds: an investor commits capital to a private
equity fund manager—often called a General Partner, or
GP—and that manager builds a portfolio of companies
over several years. Investors essentially place their trust in
the manager’s judgment, track record and expertise.

Co-investing offers a different path.

With co-investments, investors participate directly alongside GPs in specific, pre-identified
companies. Co-investors evaluate soon-to-be-acquired businesses, their industry and the
GP's plan for creating value before deciding whether to participate. In many cases, co-
investments also come with more favorable economics than those of a traditional private
equity fund—sometimes significantly so.

Not long ago, co-investing was a strategy used mainly by large institutional investors—
pension funds, sovereign wealth funds and endowments—with the resources and staffing to
evaluate and execute individual deals. That has changed. Today, co-investing attracts a wider
pool of investors and has become a popular way for private equity deals to get financed.

According to PitchBook, co-investment funds raised a record $47.3 billion in 2025, reflecting
the growing interest in this strategy. That is in addition to what investors allocate to co-
investments directly, outside of a fund structure. This growth is being driven by bigger deal
sizes, longer holding periods, challenging fundraising climates and a desire among GPs to
deepen relationships with their most valued partners.

For advisors and investors, this creates an opportunity—but also a responsibility. Co-
investing can offer real advantages, but it also involves important trade-offs. This paper aims
to explain what co-investing is, why it exists, how it works, and how both co-investments
and co-investment funds fit within a broader private equity portfolio.



What Is a Co-Investment?

A private equity co-investment is a direct investment into a specific operating company, made
alongside a GP that is leading the transaction. In most buyout situations, the GP is the control owner—
responsible for governance, strategy, and executing the plan to grow the business. The co-investor
participates as a passive financial partner alongside the GP.

The defining feature of a co-investment is deal specificity.
Unlike a traditional fund commitment, where capital

is deployed into an unknown portfolio over time, a co-
investment is tied to one identified company. The co-investor
gets a detailed information package, evaluates the business
and its prospects, and then decides whether to participate.

This specificity is one of the primary reasons co-investing is
appealing. It allows investors to see exactly what they are
investing in—the company, the competitive landscape, the
entry valuation, and the GP's specific value-creation plan.

But this transparency comes with a trade-off. By investing in
a single company, a co-investor takes on concentration risk.
If that company performs well, the impact on results can

be meaningfully positive. But if it struggles, the effect can
be equally significant in the other direction. In practice, co-
investing trades away some of the diversification of a fund
for greater visibility into individual holdings.

It's worth mentioning that this experience is slightly different
for those who invest through a co-investment fund. In a
fund, the manager is acquiring co-investments alongside
multiple GPs. The manager is the gatekeeper who does a
fund's co-investment sourcing and due diligence on behalf of
the fund's investors.

Of course, it is also important to understand what co-
investing is not. It is not a substitute for a diversified
private equity program. It is not a guarantee of lower risk.
And it is not always done on a “no fee, no carry” basis; the
economics can differ depending on the GP, the relationship
and the situation. Individual co-investors and co-investment
fund managers are generally passive: they may receive
information rights and certain protections, but they do not
direct strategy or decide when to sell a company. The GP
controls those decisions.

What is Co-Investing?

Co-Investment: An investment made directly into a pre-identified operating company alongside a private equity sponsor

(also known as general partner or “GP") that serves as an act
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Why Co-Investments Exist

One obvious question: If co-investing is so attractive for
investors, why would GPs share the opportunity? Why would
GPs not keep deals entirely for themselves?

The answer is that private equity deals often require more equity
capital than a GP can—or wants to—deploy from its fund alone.

FUND DIVERSIFICATION rules are one common reason for
this. Most private equity funds have guidelines built into
their governing documents that limit how much capital
can be invested in any single company. Even if a GP finds
an exceptional opportunity, the fund's rules may prevent it

from writing a check large enough to finance the entire deal.

Co-investment capital helps to bridge that gap.

TIMING MISMATCHES are another factor. A GP may discover

a compelling opportunity before a new fund reaches its
fundraising target, or when a fund is early in its investment
period. Co-investment capital can help a GP act on an
opportunity without waiting.

INTEREST RATE DYNAMICS can also play a role. In higher-rate
environments, a GP may choose to reduce the amount
of debt in a transaction and increase the equity portion,
bringing in co-investors to fill the larger equity need.

BUY-AND-BUILD STRATEGIES can require additional capital
to fund add-on acquisitions over time, and right-sizing
considerations may lead a GP to limit a fund’s exposure
to any single company to manage the fund’s overall
portfolio risk.

For GPs, co-investments can also serve an important
relationship function. Co-investment capacity is valuable
and limited, and GPs tend to offer these opportunities

to their most trusted and consistent partners. It often
functions as a targeted economic concession: Instead of
lowering fees across an entire fund, a GP can offer especially
attractive terms on select co-investments to a smaller group
of investors. Over time, this deepens partnerships and can
be an important factor when investors decide whether to
re-commit to a manager's next fund.
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Why Co-Investing

Matters for Investors

From an investor's perspective, co-investing offers several
potential advantages.

GREATER VISIBILITY. Instead of committing into a blind pool, POTENTIALLY BETTER ECONOMICS. This is often the headline
co-investors can evaluate a specific company, industry, and benefit. Many co-investments are offered on a “no fee, no carry”
value-creation plan. This reduces “blind pool risk” and lets basis, meaning there are no ongoing management fees and no
direct co-investors make more informed decisions about performance fees. When compared to the typical “two and
where their capital is deployed. twenty” fee structure of traditional private equity funds (2%

‘ annual management fee plus 20% of profits), the savings can
MORE CONTROL OVER EXPOSURE. Because co-investments are ] ) ) ]
i’ . o be substantial over a multi-year holding period.
deal-specific and elective, they give investors more control

over their timing and sector exposure. Co-investors who According to a 2024 survey by Private Funds CFO, over
already have significant exposure to healthcare, for example,  two-thirds of GPs do not charge any management fee on co-
can pass on a healthcare co-investment and wait for an investments, and more than half charge no carried interest—
opportunity in a different sector. although practices vary meaningfully across the industry.

Why Co-Investing Is Important to Limited Partners

Visibility, Control and Economics
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GREATER VISIBILITY CONTROL OVER EXPOSURE ECONOMICS
= See and decide where capital = Deal-specific and elective = Often “no fee, no carry”
is deployed = Tactical sector/timing flexibility = Blends down overall portfolio fees
= Evaluate specific company, = Control investment pacing » Potential fee alpha driver
industry and plan » Capital deployed around deal close

= Underwrite entry valuations,
leverage, exit paths

= Reduces “blind pool risk”
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https://www.privateequityinternational.com/fee-inconsistencies-drive-confusion/

How Co-lnvestments

Come Together

There are two primary pathways through which individual
co-investment opportunities are sourced and executed.

Syndication Co-Underwriting

SYNDICATION is the more common and structured
process. In a syndicated co-investment, the GP

signs or closes a deal first and then reaches out to
potential co-investors, providing a polished information
package—including a co-investment memorandum,

a financial model and access to diligence calls. Co-
investors typically have four to six weeks to evaluate
the opportunity and make a decision. Because the deal
is already signed or closed, there is less uncertainty
about whether the transaction will happen.

CO-UNDERWRITING is a2 more intensive process. Here,

the investor evaluates an opportunity in parallel

with the GP, often under compressed timelines of

two to four weeks. Information may arrive in stages,
and there is a real possibility the deal does not close.
However, co-underwriting can come with meaningful
advantages: larger allocation sizes, deeper engagement
with the GP during diligence, and potentially better
economic terms.

It is also important to distinguish between conventional co-investments and mid-life co-investments.
Conventional co-investments occur when a company is first acquired. Mid-life co-investments happen
later—sometimes years into the holding period—when a GP needs additional capital to make add-on
acquisitions, invest in growth or restructure ownership through a continuation vehicle (where assets
are transferred from an older fund into a new vehicle). Mid-life co-investments offer the advantage of
actual operating data under the GP's ownership, but they may come with different fee structures and
alignment considerations than conventional deals.
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Key Risks and How to Manage Them

Assessing Co-investments: Managing
Key Risks and Due Diligence

All investments carry risk, and co-investments are no exception. The good news is that most of these
risks are predictable and manageable with proper planning.

CONCENTRATION RISK. A single-company exposure can have

an outsized impact on results. The mitigant is to diversify
across multiple deals and vintage years and ensure that the
core private equity allocation remains anchored in diversified
fund investments.

COMPRESSED TIMELINES. Especially in co-underwriting,
decisions may need to be made before all information is
available. Building a repeatable diligence workflow and being
willing to say “no” when timelines are too tight is essential.

INFORMATION ASYMMETRY. The GP always knows the company
better than any incoming co-investor. Prioritize GPs with
track records of transparency and consistent allocation of
quality opportunities.

A Due Diligence Framework

FEE COMPLEXITY. While many co-investments are “no fee,

no carry,” they can include less obvious costs such as
transaction fees, monitoring fees or organizational expenses.
Reading the fine print and understanding all-in economics
are important.

ILLIQUIDITY. Like all private equity investments, co-
investments are illiquid. Capital is typically needed on short
notice, and the GP controls exit timing. Investors should
ensure they can fund commitments without jeopardizing
near-term spending needs.

When evaluating a co-investment, it helps to focus on three core areas.

ENTRY VALUATIONS AND LEVERAGE. These are set at the outset
and cannot be changed. A useful exercise is to ask: What has
to go right for the investment to work if leverage stays the
same and the exit multiple does not expand? If the answer
requires many things to break favorably, caution is warranted.

SPONSOR QUALITY AND ALIGNMENT. Because co-investors are
passive, they are relying on the GP to manage the company
and create value. Evaluating the GP's track record, sector
expertise, team stability, and degree of alignment—including
whether the GP is investing its own capital alongside co-
investors—is essential.
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ASSET QUALITY AND VALUE CREATION. This is about the company
itself. Does the business have pricing power? How concentrated
is the customer base? How resilient are cash flows? What

is the GP's specific plan for creating value—operational
improvement, strategic expansion, or some combination?

One additional question every investor should ask: "Am |
getting a first look at a great deal, or am | seeing something
that others have already passed on?” This is not about
assuming bad faith. It is about disciplined skepticism.
Strong GP relationships can improve access to high-quality
opportunities, and rigorous processes can help distinguish
between deals that are being widely offered because it is
genuinely large and deals that are being shopped around
because they are hard to fill.



Potential Benefits of

Co-Investment Funds

For most investors and advisors, the best way to participate in co-investing is through a dedicated
co-investment fund. Funds enable access to co-investments in a managed format—without the
need for investors to become an expert in sourcing and executing individual co-investment deals.
A dedicated co-investment fund pools capital in a single vehicle whose main purpose is to build a

diversified portfolio of co-investments.

Investing through a dedicated co-investment fund has three main advantages.

= FEE EFFICIENCY: co-investments funds have historically had
lower management fees and carried interest than
traditional private equity funds, an advantage that can
meaningfully improve net returns over time.

= ADDITIONAL DILIGENCE: because each investment represents

a stake in an identified company, fund investors gain a

second layer of diligence and underwriting into what they
own, how value is created and what risks are present.

® SCALABILITY: a specialist manager handles sourcing,
diligence and execution across a pipeline of opportunities,
giving investors diversified co-investment exposure
through a single commitment.

The Case for Dedicated Co-Investment Funds
Potential Advantages

FEE EFFICIENCY

Lower management fees and carried
interest than traditional PE funds.
Can meaningfully improve net
returns over time.

Since co-investment opportunities typically originate from
relationships with private equity fund managers, the best
co-investment fund managers cultivate a broad, diversified
network of sponsors so that deal flow does not depend
on just a handful of GPs. This allows co-investment fund
managers to be highly selective.

Because opportunities often move quickly, a co-investment
fund manager's underwriting process needs to be built for
speed. This usually involves diligence on a sponsor’s thesis
and negotiating for information rights and governance
provisions. Advisors and investors should look for managers

ADDITIONAL DILIGENCE

Investors gain a second layer of
diligence into what they own, how
value is created, and what risks
are present.
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SCALABILITY

Specialist manager handles sourcing,
diligence & execution. Diversified
co-investment exposure through a
single commitment.

with experienced teams that can run parallel workstreams
under compressed timelines.

Naturally, the quality of outcomes depends heavily on

the co-investment fund manager. When evaluating co-
investment fund managers, investors and advisors should
focus on the durability of a manager’s deal flow, their
historical track record, the rigor of their underwriting
processes and whether they have a disciplined approach to
diversification and GP alignment. The best managers can
turn access and GP relationships into a well-constructed co-
investment portfolio.
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How Co-lnvestments Fit

Within a Portfolio

For advisors and investors building a private equity allocation, it helps to understand the three main
ways to access this asset class—and how they work together.

Where Co-Investing Fits in a PE Allocation

KEY DIMENSION

PRIMARY FUNDS

SECONDARIES

CO-INVESTMENTS

What it is Commit capital to a GP's blind Invest in existing portfolios Invest directly in a specific
pool fund. The GP builds a from current or past private company alongside a GP in a new
diversified portfolio over time equity funds or existing transaction

Visibility Low at the start. Higher visibility into existing High visibility into the company,
Limited visibility until assets, valuations and industry and value-creation plan
investments are made performance

Typical Full fee package: typically 2% Often purchased at a discount to  Often reduced or no

Economics annual management fee and Net Asset Value (“NAV"); lower management fees and no carried

20% carried interest

fees than primary funds

interest (varies by deal)

Diversification/
Concentration

Broad diversification across
many companies, sectors
and vintages

Diversified across multiple
companies and funds

Single-asset exposure. Higher
concentration risk than fund or
secondaries investments

Time Profile

3-5 year investment period; total Typically shorter duration; often

fund life typically 10+ years

2-5 years remaining

Typically 4-7 year holding
period, depending on the deal

Primary
Benefit

Core building block of a
private equity program.
Broad diversification and GP
relationship access

Liquidity advantage and ability
to invest at a discount

Better fee efficiency and
targeted exposure to a GP's
highest-conviction opportunities

PRIMARY FUND COMMITMENTS provide broad diversification and
exposure to a manager's full portfolio over time. They are

the foundation of most private equity programs.

SECONDARIES allow investors to buy into existing portfolios,
often at a discount, with greater visibility into what has
already been acquired and a potentially shorter duration.

CO-INVESTMENTS provide targeted exposure to individual

deals under compressed timelines, investors in a fund can
access a curated, diversified pipeline of co-investments

through a specialized manager. Fund structures also

introduce portfolio-level discipline: position limits, sponsor
diversification and pacing management that are difficult
to achieve when co-investing deal by deal. Dedicated co-

investment funds historically have lower management fees

deals, often with better economics, but with less
diversification than a primary fund or secondaries fund.

For most individual investors, allocating to co-investments

through a dedicated fund can be more practical and scalable.

Rather than sourcing, evaluating and executing individual
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and carried interest than traditional PE funds, making them a
cost-effective complement within a broader allocation.

When positioned correctly, co-investments—whether accessed
directly or through a dedicated fund—can meaningfully
enhance a private equity portfolio's return profile and
transparency, without taking on excess concentration risk.



Conclusion

Co-investing has evolved from a niche feature of private
equity into a core part of how private markets work. For GPs,
co-investing expands the opportunity set, solves fund-sizing
constraints, bridges timing gaps and strengthens relationships
with key investors. For investors, co-investing offers ways to
access private equity with greater visibility, more control over
exposure and potentially better economics.

These benefits come with trade-offs: concentration risk,
compressed diligence timelines, rapid capital deployment
and complex fee structures.

Investors who succeed at co-investing tend to share a few
traits: disciplined sizing frameworks, repeatable diligence
processes, careful attention to documents and terms, and a
willingness to pass on deals when the timeline, information
or math do not work.

For most individual investors, allocating to a dedicated
co-investment fund is often more practical and scalable.
Fund investors are often able to access a curated, diversified
pipeline of co-investments through a specialized manager
who can also introduce portfolio-level discipline, as well

as GP diversification and pacing management, which are
difficult to achieve when co-investing one deal at a time.

Whether co-investing through a fund or one deal at a time,
co-investing is a powerful complement to a private equity
program—improving transparency, enhancing economics
and providing more precision in how capital is deployed.

Co-investing is not a shortcut. It is a tool. And like any tool,
its value depends on how thoughtfully it is used.

IMPORTANT INFORMATION
Diversification does not eliminate the risk of loss.

The views and opinions and/or analysis expressed are those of the author
or the investment team as of the date of preparation of this material

and are subject to change at any time without notice due to market or
economic conditions and may not necessarily come to pass. Furthermore,
the views will not be updated or otherwise revised to reflect information
that subsequently becomes available or circumstances existing, or changes
occurring, after the date of publication. The views expressed do not reflect
the opinions of all investment personnel at Morgan Stanley Investment
Management (MSIM) and its subsidiaries and affiliates (collectively “the
Firm"), and may not be reflected in all the strategies and products that the
Firm offers.

This material has been prepared on the basis of publicly available
information, internally developed data and other third-party sources
believed to be reliable. However, no assurances are provided regarding
the reliability of such information and the Firm has not sought

to independently verify information taken from public and third-

party sources.

This material is a general communication, which is not impartial and
all information provided has been prepared solely for informational
and educational purposes and does not constitute an offer or a
recommendation to buy or sell any particular security or to adopt
any specific investment strategy. The information herein has not been
based on a consideration of any individual investor circumstances and
is not investment advice, nor should it be construed in any way as tax,
accounting, legal or regulatory advice. To that end, investors should
seek independent legal and financial advice, including advice as to tax
consequences, before making any investment decision.

The Firm has not authorized financial intermediaries to use and to
distribute this material, unless such use and distribution is made in
accordance with applicable law and regulation. Additionally, financial
intermediaries are required to satisfy themselves that the information
in this material is appropriate for any person to whom they provide this
material in view of that person’s circumstances and purpose. The Firm

shall not be liable for, and accepts no liability for, the use or misuse of this
material by any such financial intermediary.

This material may be translated into other languages. Where such a
translation is made this English version remains definitive. If there are any
discrepancies between the English version and any version of this material
in another language, the English version shall prevail.

The whole or any part of this material may not be directly or indirectly
reproduced, copied, modified, used to create a derivative work, performed,
displayed, published, posted, licensed, framed, distributed or transmitted
or any of its contents disclosed to third parties without the Firm's express
written consent. This material may not be linked to unless such hyperlink
is for personal and non-commercial use. All information contained herein is
proprietary and is protected under copyright and other applicable law.

Morgan Stanley Investment Management is the asset management division
of Morgan Stanley.

DISTRIBUTION

This material is only intended for and will only be distributed to persons
resident in jurisdictions where such distribution or availability would
not be contrary to local laws or regulations.

MSIM, the asset management division of Morgan Stanley (NYSE: MS),
and its affiliates have arrangements in place to market each other's
products and services. Each MSIM affiliate is regulated as appropriate
in the jurisdiction it operates. MSIM's affiliates are: Calvert Research
and Management, Eaton Vance Management, Parametric Portfolio
Associates LLC, Parametric SAS, and Atlanta Capital Management LLC.

This material has been issued by any one or more of the following entities:

EMEA

This material is for Professional Clients/Accredited Investors only.

In the EU, MSIM materials are issued by MSIM Fund Management (Ireland)
Limited ("FMIL"). FMIL is regulated by the Central Bank of Ireland and

is incorporated in Ireland as a private company limited by shares with

company registration number 616661 and has its registered address at 24-
26 City Quay, Dublin 2, DO2 NY19, Ireland.
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Outside the EU, MSIM materials are issued by Morgan Stanley Investment
Management Limited (MSIM Ltd) is authorised and regulated by the

Financial Conduct Authority. Registered in England. Registered No. 1981121.

Registered Office: 25 Cabot Square, Canary Wharf, London E14 4QA.

In Switzerland, MSIM materials are issued by Morgan Stanley & Co.
International plc, London (Zurich Branch) Authorised and regulated by
the Eidgendssische Finanzmarktaufsicht (‘FINMA”). Registered Office:
Beethovenstrasse 33, 8002 Zurich, Switzerland.

Italy: MSIM FMIL (Milan Branch), (Sede Secondaria di Milano) Palazzo
Serbelloni Corso Venezia, 16 20121 Milano, Italy. The Netherlands: MSIM
FMIL (Amsterdam Branch), Rembrandt Tower, 11th Floor Amstelplein
11096HA, Netherlands. France: MSIM FMIL (Paris Branch), 61 rue de
Monceau 75008 Paris, France. Spain: MSIM FMIL (Madrid Branch), Calle
Serrano 55, 28006, Madrid, Spain. Germany: MSIM FMIL Frankfurt
Branch, GroBe GallusstraBe 18, 60312 Frankfurt am Main, Germany
(Gattung: Zweigniederlassung (FDD gem. § 53b KWG). Denmark: MSIM
FMIL (Copenhagen Branch), Gorrissen Federspiel, Axel Towers, Axeltorv2,
1609 Copenhagen V, Denmark.

MIDDLE EAST

Dubai International Financial Centre: This information does not
constitute or form part of any offer to issue or sell, or any solicitation
of any offer to subscribe for or purchase, any securities or investment
products in the UAE (including the Dubai International Financial Centre
and the Abu Dhabi Global Market) and accordingly should not be
construed as such. Furthermore, this information is being made available
on the basis that the recipient acknowledges and understands that the
entities and securities to which it may relate have not been approved,
licensed by or registered with the UAE Central Bank, the Dubai Financial
Services Authority, the UAE Securities and Commodities Authority, the
Financial Services Regulatory Authority or any other relevant licensing
authority or government agency in the UAE. The content of this report
has not been approved by or filed with the UAE Central Bank, the Dubai
Financial Services Authority, the UAE Securities and Commodities
Authority or the Financial Services Regulatory Authority.

Saudi Arabia

This financial promotion was issued and approved for use in Saudi Arabia
by Morgan Stanley Saudi Arabia, Al Rashid Tower, Kings Sand Street,
Riyadh, Saudi Arabia, authorized and regulated by the Capital Market
Authority license number 06044-37.
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NOT FDIC INSURED. OFFER NO BANK GUARANTEE. MAY LOSE
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Hong Kong: This document has been issued by Morgan Stanley Asia
Limited, CE No. AAD291, for use in Hong Kong and shall only be made
available to “professional investors” as defined under the Securities

and Futures Ordinance of Hong Kong (Cap 571). The contents of this
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Australia: This material is provided by Morgan Stanley Investment
Management (Australia) Pty Ltd ABN 22122040037, AFSL No. 314182 and

its affiliates and does not constitute an offer of interests. Morgan Stanley
Investment Management (Australia) Pty Limited arranges for MSIM affiliates
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