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From the CIO’s Desk

The equity markets ended the year near all-time highs, capping off

a three-year run that saw the S&P 500 gain more than 75%. Global
equity markets were not far behind. The money being thrown at
anything related to Al and the investor enthusiasm around that is
leading the charge for US stocks. Valuations are extended. Caution

is warranted here. Markets don’t appreciate forever without an
occasional downturn and extreme valuations (Al stocks) typically do
not lead to superior returns.

In this issue we share an article from the New York Times about how
private equity firms have taken to the financial alchemy of selling
firms they can’t unload to “continuation” funds they themselves
created at prices they themselves determine. Smells a little Ponzi-
esque don’t you think.

The plethora of financial product pitches we receive daily is

near overwhelming. The private equity plunderers are moving
down market to private investors as the regulators have relaxed
requirements to invest which has expanded the pool of potential
investors. They seek to distribute their offerings through investment
advisors like us. We know better.

Bitcoin (a cryptocurrency) is currently down 40% from its peak
valuation of a few months ago. It may soon start to have ripple effects
on the broader economy. Crypto’s have no intrinsic value and exist
solely on hype. We have long been skeptics and remain so. They are
not currencies and not prudent or legitimate investments.

Thomas F. McKeon, CFA | January 2026
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Review & Outlook 4Q-2025

The equity markets delivered solid returns for

the quarter with and for the full calendar year of
2025. The bellwether US Equity index--the S&P
500--delivered a total return for the year of almost
18%...nearly double the historic average. The global
equity markets excluding exposure to the US
returned a gaudy 34%, almost doubling the S&P
500. This fact all by itself is a powerful rationale
for diversifying away from our home country and
including market exposures to other developed
countries and companies.

The US equity markets have had a pretty good
three-year run with the S&P 500 gaining 83%
(22.3% annualized), coming off of a bad 2022. While
everyone seems to be excited about the potential

[4] Clothier Springs Capital Management, LLC

of Al, and billions of investment dollars are being
shoveled into Al projects, a little caution might be
in order here. It is not clear to us that there will be
enough revenues and eventual profits to justify the
enormous investment. We are born skeptics...we
have to be.

Valuations of European stocks remain well below
valuations of US stocks and with the US being
perceived as a less than reliable trading partner,
leaning into the less expensive non-US stocks is
probably a good allocation of capital. We expect that
bias to persist for some time.

Through mid-day on January 29, the Vanguard Total

International Stock Index Fund ETF was almost 6%
ahead of the S&P 500 for the Year to Date (YTD).

www.clothiersprings.com
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Expectations for a Strong US
Economy

Expectations for near-term economic
growth have improved over the past
month or so. Retail sales data came

in strong for September and October,
while artificial intelligence is expected
to fuel massive incremental capital
expenditure in 2026, as it did in 2025.
The Fed'’s official statement upgraded
its assessment of the pace of expansion
to “solid” from “moderate.” Chair Jerome
Powell noted the “outlook for economic
activity has improved.”

Yet, notwithstanding the strong picture
for economic growth, labor market data
has shown much continued weakness.
Nonfarm payroll employment shrunk

at perhaps a 0.4% annualized pace in

the three months ending December
(incorporating the anticipated effect

of the benchmark revision). The
unemployment rate averaged 4.5% in the

past three months, up from 4.1% in the
first quarter of 2025.

(Fed Chair) Powell noted that the
conventional wisdom is that when data
on the labor market and GDP conflict,
the labor figures are often proved correct
by subsequent data and revisions. Still,
it’s possible that a productivity boom,

in conjunction with falling labor supply
from reduced immigration, is creating an
environment wherein job growth is weak
even as the economy grows at a solid
rate.

As long as the risk of recession remains
low, and insofar as further slack doesn’t
accumulate in the labor market (i.e. rising
unemployment), the Fed won’t be in a
hurry to further cut rates. But by year end,
we expect the Fed will have cut interest
rates two more times.

From Morningstar [ Jan 28, 2026
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CSCM Model Portfolio & Benchmark Update
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Our investment philosophy is organized around the simple principle of taking what
the market gives us. With a global allocation to stocks, bonds, preferred stocks, real
estate and cash and broad diversification through the use of Exchange Traded Funds
(ETFs) we believe our portfolios offer clients the best return to risk tradeoff with the
lowest costs.

Our models delivered solid results for their respective return and risk profiles with
the 100% equity model (glo_100_0) delivering a 23.29% total return for the year
while the lowest risk 20% equity model (glo_20_80) delivered a 9.52% total return
for the year. A 70% equity model (glo_70_30) earned 18.88% for the year. Our
exposure to non US stocks did the heavy lifting here as even our balanced models
(stocks-bonds-cash) kept pace with the 100% equity S&P 500.

Now is the time to be thinking about what annual re-balancing would be appropriate
for your portfolio and your current goals, objectives and constraints, especially if any
of your circumstances have changed. Let’s connect and review.
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Investors Warn of ‘Rot in Private Equity’ as Funds Strike Circular Deals
Buyout firms have struggled to sell companies they own and have instead found a workaround to
get cash back to clients: Selling the companies to themselves.

By Maureen Farrell

Maureen Farrell covers the private equity industry from New York. This article is based on more
than a dozen conversations with former and current employees of Clearlake, Wheel Pros and its
advisers, many of whom spoke anonymously because they weren’t authorized to speak publicly. It
also includes information from private documents.

New York Times | December 24, 2025

In May 2022, clients of the private equity
firm Clearlake Capital gathered at a
California resort with dazzling views of
the Pacific Ocean, where champagne and
shrimp flowed freely.

Perhaps even more dazzling than the
setting at the Monarch Beach Resort &
Club was Clearlake’s recent performance,
which had blown through almost every

t ; % imaginable benchmark, with one fund
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— : : generating average annual returns of 50
José E. Feliciano, a founder and managing partner of Clearlake Capital. Kyle

Grillot/Bloomberg perce nt.

One reason for the firm’s success, according to one attendee and documents shared at the
gathering: Clearlake was selling the companies it owned from one set of investment funds to
another set of funds it also managed called “continuation vehicles.”

Continuation funds are meant as a temporary fix for a serious problem that has been bedeviling
firms like Clearlake.

Private equity firms have been struggling to deliver on their core business model of taking on debt,
buying companies and selling them for a profit. Several years of high interest rates have made it too
expensive for many would-be buyers to purchase companies with debt, and private equity firms are
contending with a backlog of more than 31,000 unsold companies, a record amount. Deal activity
picked up toward the end of this year, but not enough to make a significant dent in the backlog.

Continuation vehicles are providing a short-term solution by allowing firms to sell the companies to
themselves, book a paper gain and wait for interest rates to improve.

Private equity firms have been turning to this strategy more frequently. The dollar value of
continuation vehicles across the industry is expected to total $100 billion or more by the end

of 2025, up from about $35 billion in 2019,
according to the investment bank Evercore.

Private equity is one of the biggest parts of the
global economy, with more than $7 trillion in
investors’ money, and some of those investors
are getting increasingly worried that strategies
like continuation vehicles are putting off a painful
reckoning.

Private equity firms say they are selling only
their best-performing companies to continuation
vehicles, which would yield big profits when the
companies can eventually be sold to outside
buyers.

The risk, investors say, is that the insular nature of
these sales — where the private equity firm is both
the buyer and seller — is leading to questionable
valuations and unrealistic projections, leaving
investors vulnerable to painful surprises.

At the gathering of pension managers and other
Clearlake clients at the Monarch Hotel in 2022,
the firm boasted about the success of Wheel Pros,
an auto accessories retailer that it had sold to one
of its continuation funds.

The company sells flashy hubcaps and other
accessories for wheels, which were popular
during the pandemic when consumers were
flush with stimulus money and had time for do-it-
yourself projects.

Two years after that gathering, in September
2024, Wheel Pros declared bankruptcy,

because sales slowed after the pandemic. The
company couldn’t keep up with its ballooning
debt payments. Every investor, including

public employees’ pension funds from New

York, Connecticut and Nevada, was wiped out.
(Connecticut and Nevada had previously sold out
of some of their Wheel Pros stake.)

Clearlake Capital declined to make their
executives available for an interview. In a 2023
podcast interview, José E. Feliciano, a founder
of the firm, said it used continuation vehicles

for “companies that were A-plus assets that we
wouldn’t mind owning for a long time, maybe
forever.” He added that it was also for companies
that would need more time and investment to
realize their full potential.

Platinum Equity, another firm, has struggled

with its investment in United Site Services,

which makes portable toilets. In 2021, Platinum
Equity executives described the sale of United
Site Services to a continuation fund it created

as a “win-win.” Now, United Site Services is in
the process of turning the company over to its
lenders, and its investors are expected to lose all
their money.

“Continuation vehicles are indicative of rot in
private equity,” said Marcus Frampton, chief
investment officer of the Alaska Permanent Fund
Corporation, which manages $83 billion of the
state’s money that is derived from oil revenues
and distributed annually to Alaskans.

The increased use of these funds, he said, is
one of the reasons the Alaska fund has scaled
back investments with private equity firms. Mr.
Frampton said the firms were shirking their
purpose to create value through buying and
selling companies. In 2021, the Alaska fund held
22 percent of its dollars in private equity firms.
Now it holds about 17 percent.

Scott Ramsower, who oversees the private equity
investments of the Teacher Retirement System

of Texas, a pension fund that manages roughly
$229 billion, said there were inherent conflicts in
continuation funds because a private equity firm is
typically involved on both sides of the deal.



“We’d be happier if a private equity firm never
did any of these,” Mr. Ramsower said about
continuation funds.

The private equity industry says there are no
conflicts because the deals are independently
vetted. First, a private equity firm’s largest
investors must consent to selling a portfolio
company to a continuation vehicle. Then, existing
and new investors have a chance to scrutinize
the company’s financials and decide whether

to buy into a deal at a specific price tag. If the
investors don’t see the upside for future returns
for a specific company when it is finally sold to an
outside buyer, the deal won’t move forward.

But some investors say this vetting process is not
always transparent.

This month, Abu Dhabi’s sovereign wealth fund
filed a lawsuit in the Delaware Court of Chancery
claiming that Energy & Minerals Group, a private
equity firm, was seeking to “reap a massive
benefit for themselves” at the expense of their
investors by selling a company into a continuation
vehicle.

According to the lawsuit, the firm tried to force
the sovereign wealth funds and other investors
to vote on the sale on short notice, provided
different data to different investors and would
not allow the investors to confer with each other
about the deal.

Energy & Minerals Group did not respond to
requests for comment.

Nigel Dawn, global head of private capital
advisory at Evercore, said that so far continuation
fund bankruptcies were below the rates of
traditional buyout funds, which hover between 5
and 10 percent.

But he said it was far too soon to say what returns

will ultimately look like more broadly for these
funds. “It’s still the early days,” he said.

Clearlake is one of the most frequent users of
continuation funds, creating six of them since
2020.

Clearlake was founded by Mr. Feliciano and
Behdad Eghbali, both billionaires, in 2006 and
initially managed $182 million. Now they manage
roughly $90 billion of investor money and recently
said they would double that amount by buying
another fund.

Clearlake bought Wheel Pros for about $420
million in 2018. As its new owners, Clearlake
wanted to go big, pushing executives to buy up
almost every competitor that made accessories
for the wheels of cars and trucks, according to
two people familiar with the firm’s thinking. By
2021, profits had jumped to over $200 million
from about $50 million in 2018.

Even though the I.P.O. market was strong in 2021,
private equity firms often have to wait a few years
after a company goes public to collect all their
gains. Clearlake figured it could book an even
bigger and immediate gain by putting Wheel

Pros into a continuation vehicle that valued the
business at $2.3 billion, more than four times the
price Clearlake had paid just three years earlier,
the two people said. As is typical in continuation
funds, Clearlake gave its existing investors the
chance to either cash out or roll their investment
into the new fund.

Pennsylvania State Employees’ Retirement System
was among the sellers, while state pensions for
Connecticut and Nevada rolled some of their
commitment into the new fund and New York
rolled all of it.

Clearlake also brought in a new batch of
investors, including other large private equity
firms like Blackstone, Pantheon and ICG.

Wheel Pros’ senior managers took their own stock
options — worth about $100 million — and put
them into the new fund, the people said. Clearlake
invested about $50 million of its partners’ profits,
too, said another person familiar with the matter.

Once Clearlake moved Wheel Pros into the
continuation vehicle and booked a profit, it
added substantially more debt to the company,
ratcheting up the financial pressure, according

to internal company documents reviewed by The
New York Times. The move came not long before
the Federal Reserve started raising interest rates.
Wheel Pros had some debt with an interest rate
tied to government bond yields, and that also
increased the company’s debt costs.

By 2023, Wheel Pros’ sales were weakening as
the pandemic-era boost dissipated. The next year,
the company could no longer make its interest
payments and filed for bankruptcy.

Clearlake’s continuation vehicles, known as Icon
Partners | and Il, reported strong annual returns of
49 percent and 56 percent on average through
March 2025 since they were created in 2020 and
2021.
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But Icon Partners lll, which held Wheel Pros, was
a total loss, and Icon Partners IV and V reported
annualized returns of 2.7 percent and 10.1 percent
from their creation in 2021 through the end of
March.

Clearlake hasn’t yet sold or taken public any of
the companies in the continuation funds, making a
true measure of returns difficult to discern.

“Private equity walks so much in the shadows,”
said Yaron Nili, a professor of corporate law at
Duke Law School who wrote a paper recently on
continuation funds.

Because so many deals involve private equity
firms buying from each other or from themselves,
“it will be hard to distinguish between value-
generating activities and just collecting and
recollecting fees,” Mr. Nili said.

Some firms are pushing out the sales timeline
even further. This year, private equity firms
including Accel-KKR have started selling their
companies from one continuation vehicle to
another.

The industry calls these new funds “CV-squared.”
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Olivia Dean singing her hit “Man | Need” on the BBC’s New Year’s Eve concert hosted by Jools Holland.
She just won the best new artist award at this year’s Grammy’s

[12] Clothier Springs Capital Management, LLC www.clothiersprings.com PremiumPoints 4Q-2025 | January 2026



http://clothiersprings.com
https://www.youtube.com/watch?v=lq6M0Yt8Ldk
https://www.youtube.com/watch?v=lq6M0Yt8Ldk

Closing Thoughts
In the history of financial services there have
never been more ways to invest: more banks
and brokerages (physical and online), more
investments and market exposures, more
products and packaging (stocks,
bonds, mutual funds, ETFs,
insurance products, private
investments) and lack of sources
of information: legitimate and
otherwise.

In “Thinking In Bets” author Annie Duke
compares two games: poker and chess. A
former professional poker player herself,
she discussed how she would evaluate and
analyze how she played her hands knowing
there is no exactly correct play. That is
because of the randomess of the cards and
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Structure IS the Strategy
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also the decisions and behaviors of your
various opponents. She compared poker to
chess where there is always one single best
move to make. It might take a supercomputer
to work out what that move is, but it does exist.

What we do here for our clients
is most like chess: yes we deal
with uncertainty and imperfect
information. But the structure of
our client portfolios, our global
allocation, broad diversification,
our limited portfolio activity and especially our
low expenses are essentially the “right chess
move.” Of course we re-balance periodically,
turnover the portfolios and re-visit client goals,
objectives and constraints. We’re better at
chess. Tell your friends.
Thomas F. McKeon, CFA | February 2026
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