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February 26, 2022 

 

To PegasuƐ͛�>imited Partners, 

We have been engrossed in efforts relating to the sale of a portfolio company and the re-structuring of 
another company; thus, we are sending the year-end letter a bit later than usual.  

Given the recent efforts relating to portfolio companies, let me begin with an update on the portfolio and 
conclude with comments on the economic, geopolitical and capital market environment. 

As you may recall, we acquired controlling interest in LogicSource (www.logicsource.com) from Bain 
Capital Ventures in April 2020.  Bain had been an investor in LogicSource for 12 years and it was a final 
portfolio company in its 2009 vintage venture fund.  In the year prior to our investment, LogicSource had 
revenue of $31 million and EBITDA of $2 million.  We acquired the business at an enterprise value of 
approximately $22 million or 11x trailing EBITDA; specifically, Pegasus acquired approximately 24% of the 
fully diluted shares for $5.24 million.  In addition to the equity participation, the preferred securities were 
structured such that Pegasus received a preference equal to 3.2x invested capital or $16.8 million. 

In conjunction with David Pennino, Founder and CEO, and the LogicSource leadership team, Pegasus took 
an active and supporting role in the business and in shaping strategic initiatives.  Our involvement 
included, 

x Hank Holland ĂƐ�WĞŐĂƐƵƐ͛�DĂŶĂŐŝŶŐ�WĂƌƚŶĞƌ͕�'ŽƌĚŽŶ�ZĂƵƐƐĞƌ�ĂƐ�WĞŐĂƐƵƐ͛�ůĞĂĚ�ŝŶǀĞƐƚŽƌ�ĂŶĚ 
advisor and Bob Latta as Partner and WĞŐĂƐƵƐ͛� General Counsel served on the Board of 
Directors.  Also added Jeff Schwartz and James Nahirny (Founding Partners of Bain Capital 
Ventures, retired) and Manny Fernandez (former CEO of Gartner) as co-investors and Board 
members. 

x To better align the interests of investors and the executive leadership team, Pegasus 
proposed and approved an $8 million bonus pool contingent upon an exit at a valuation 
greater than $80 million. 

x The Board worked closely with the executive leadership team to reduce expenses and to 
improve the net margin structure. 

x The Board worked closely with the executive leadership team to actively diversify the client 
base away from the retail segment to other verticals with stronger balance sheets and 
stronger secular growth; new clients include McGrawHill, Ocean Spray, Rite Aid, Titleist and 
Mars Veterinary Health. 

x The Board worked closely with the executive leadership team to transition the tech-enabled 
professional service business to a discrete outsourced professional services product and a 
stand-alone SaaS platform product. 
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Relating to our active collaboration with the executive leadership team, LogicSource shared the following,  

͞From when we first engaged in January 2020 through the signing of the merger agreement in 
February 2022, Pegasus Growth Capital has been an active and steadfast partner.  They have been 
available 24/7 as my sounding board and most trusted advisor, they have been actively engaged 
in every aspect of the business and in shaping the strategic direction.  Further, they have 
consistently under promised and over delivered while consistently demonstrating ͞a mean what 
you say and say what you mean͟�ethos.  Hank and the team answered the phone on the first ring; 
they were supportive, creative, disciplined and appropriately aggressive.  LogicSource would not 
have achieved this incredible outcome and be positioned for continued success if not for the 
investment, engagement and support of PegĂƐƵƐ͘͟  David Pennino, Founder / CEO of LogicSource 

͞WĞŐĂƐƵƐ� ǁĂƐ� ƉĞƌƐŝƐƚĞŶƚ͕� ƌĞůŝĂďůĞ� ĂŶĚ� ƚĞŶĂĐŝŽƵƐ� ͙ always balanced empowering >ŽŐŝĐ^ŽƵƌĐĞ͛Ɛ 
leadership team with timely intervention.  Beyond his thoughtful and strategic perspective as a 
Board member, Hank was a steadfast resource for myself, David, Jo and others.  His availability, 
combined with his fair and analytical problem solving approach was exactly what we needed as a 
catalyst for transformational growth͘͟��Niki Heim, CFO of LogicSource 

With well aligned support from the Board and its active collaboration, David and team have done a great 
job executing on the strategic initiatives and growing the business.  In 2021, revenue was $42 million and 
EBITDA was $6 million; ƐŝŶĐĞ�WĞŐĂƐƵƐ͛�ŝŶǀĞƐƚŵĞŶƚ�ƚŚĞ�revenue and EBITDA grew at a CAGR of 38% and 
74%, respectively.  Further, given the stronger and more diversified client base, coupled with the stand-
alone SaaS product, the market values the business at a higher multiple of EBITDA.  dŚĞ�ĞŶƚĞƌƉƌŝƐĞ�ǀĂůƵĞ͛Ɛ�
corresponding multiple of trailing EBITDA increased from 11x to 36x. 

Given the step function improvement in financial performance and given the favorable capital market 
conditions, Pegasus urged the Board in the 4th quarter 2021 to retain a financial advisor and to pursue a 
sale of the business in 1st quarter 2022.  In turn, the Board retained Lazard to lead a process.  While 
preparing to go to market, we received unsolicited approaches and based ŽŶ�ƌĞĐĞŝǀŝŶŐ�Ă�͞ĨƵůů�ƉƌŝĐĞ͕�ĐůĞĂŶ�
offer,͟�we negotiated a preemptive Term Sheet with a top-tier growth equity investor with $4 billion 
invested across six funds. 

We are pleased to announce that LogicSource has signed a binding Merger Agreement at an enterprise 
value of $215 million.   LogicSource and the acquiring firm have filed Hart-Scott-Rodino pre-merger 
notification and we anticipate that the merger will close and fund in late March. 

Pegasus will sell its entire position (acquired for $5.24 million) and expects to receive net proceeds of 
approximately $52.6 million.  The investment outcome ranks amongst the top percentiles of all venture / 
growth capital ĨŝƌŵƐ͛� investments with a realized 10x multiple on invested capital achieved in less than 
two years. 

               At Investment, Mar/Apr 2020        At Exit, March 2022 

 Revenue, TTM    $31 million   $  42 million 
 EBITDA, TTM    $  2 million   $    6 million 
 Enterprise Value   $22 million   $215 million 
 EBITDA Multiple                11x      36x  

The successful investment in LogicSource illustrates the benefit of a structured private equity approach 
versus public equity market exposure.  The performance of the LogicSource investment is attributable to 
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an increase in earnings, an expansion of the multiple (due to opportunistic entry and opportunistic exit) 
and the investment structure.  For illustration, the attribution of returns for LogicSource, as well as for the 
S&P 500 from April 1, 2020 to today is summarized below. 1  

 Multiple on Invested Capital (MOIC)         LogicSource           S&P 500 

 Earnings Improvement      3.0x   1.4x  
 �ĂƌŶŝŶŐƐ͛�DƵůƚŝƉůĞ��ǆƉĂŶƐŝŽŶ     3.3x   1.1x 
 Investment Structure      3.7x   0.0x 

 Total MOIC     10.0x   1.6x 

Upon closing, we will promptly distribute proceeds.  As a recap, Pegasus Growth Capital Fund I, LP has $32 
million of capital commitments and $18.9 million of capital has been contributed to date.  Preliminary 
estimate for distributions to Limited Partners, net of earned carried interest, is approximately 2.4x 
contributed capital.  Prior to assigning any value to the remaining portfolio positions, this will equate to 
an IRR on net realized gains of approximately 54%. 

While I would grade our investment in LogicSource ĂŶ�͞�͘͟��/�ǁŽƵůĚ�ŐƌĂĚĞ�ŽƵƌ�ŝŶǀĞƐƚŵĞŶƚ�ŝŶ��ǇůŶ�Ă�͞�͘͟ 

Our investment thesis in Dyln was simple ʹ 1) the consumers shift away from carbonated soda drinks to 
water, 2) the high growth of the enhanced water category and 3) the consumer preference and 
environmental imperative to move away from single use, plastic bottles.  www.dyln.co  

Though we have made significant progress with expanding the product platform and though Dyln has 
achieved reasonably strong revenue growth, the execution and financial management has been 
disappointing. 

Good news - the product is strong and patent protected.  Revenue has grown from $2.6 million in 2019 to 
$4.8 million in 2021 for a CAGR that approaches 40%.   

Bad news - the team has done a poor job anticipating cash needs for inventory and scaling marketing 
spend while maintaining sustainable unit economics. 

WĞŐĂƐƵƐ͛�ŝŶŝƚŝĂůůǇ�ŝŶǀĞƐƚĞĚ�ΨϮ�ŵŝůůŝŽŶ�ĂŶĚ�ǁĞ�ŚĂǀĞ�ŵĂĚĞ�ĨŽůůŽǁ-on investments totaling $1.8 million.  In 
conjunction with the recent follow-on investment, we required the following changes, 

1) Founder was diluted from 50% to 14%. 
2) Founder agreed to step down as CEO and focus on being the brand ambassador.  A new CEO 

was hired and a strong digital marketing firm was brought in as a strategic partner.  The equity 
grants for the CEO and the strategic marketing partner were ĨƵŶĚĞĚ�ĨƌŽŵ�&ŽƵŶĚĞƌ͛Ɛ�ĚŝůƵƚŝŽŶ͘ 

Will Taylor, the new CEO, is initially focused on re-structuring the supply chain and the distribution logistics 
to improve the gross margin.  Once complete, we are confident that we can materially increase customer 
acquisition and revenue growth while concurrently improving unit economics. 

In addition to strong governance rights, Dyln is a good example of the importance of structure.  WĞŐĂƐƵƐ͛�
Preferred Equity is structured as a 3x convertible preferred.  After the follow-on investments, Pegasus 
owns approximately 42% of fully diluted shares.  Our priority initiatives are focused on a timely and good 
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(not great) outcome for Pegasus.  Given our governance rights and our preferred security, I expect that 
we will exit the position with a 2-3x multiple on capital invested.   

As a reminder, the expectation that we communicated to limited partners at ƚŚĞ�&ƵŶĚ͛Ɛ�ŝŶĐĞƉƚŝŽŶ�ǁĂƐ�
that exits in aggregate would result in gross proceeds totaling approximately 3x capital invested; further, 
our target was total net proceeds to LPs equaling 2x capital invested and a 20% IRR. 

As discussed, in the September letter to limited partners, Pegasus has invested $4 million in digital asset 
holdings.  An investment of $1.5 million was invested on October 1st in ĞĂĐŚ�ŽĨ�WĂŶƚĞƌĂ��ĂƉŝƚĂů͛Ɛ�ĨƵŶĚƐ�ʹ 
the Early Stage Token Fund and the Liquid Token Fund.  The investments were made on a discounted fee 
basis and provide ͞ŚĂƌĚ�ƚŽ�ĂĐĐĞƐƐ͟�ĂŶĚ�ĚŝǀĞƌƐŝĨŝĞĚ�ĞǆƉŽƐƵƌĞ�ƚŽ�>ĂǇĞƌϮ�ĂŶĚ�ĚĞĐĞŶƚƌĂůŝǌĞĚ�ĨŝŶĂŶĐe (DeFi) 
assets.  Also, direct private co-investments in the amount of $250,000 each were made in Gemini, FTX, 
Bitso and Helium.  We anticipate allocating an additional $1-2 million in direct co-investments.  As 
described in letter to LPs, the total investment in digital assets will not exceed 20% of committed capital. 

As it relates to current events, the U.S. and its alůŝĞƐ͛ ƌĞƐƉŽŶƐĞ�ƚŽ�ZƵƐƐŝĂ͛Ɛ�ŝŶĐƵƌƐŝŽŶ�ŝŶƚŽ�hŬƌĂŝŶĞ�ŝŶĐůƵĚĞs 
financial and trade sanctions meant to cripple Russia.  Blocking Russia from the SWIFT system of payments 
has been threatened as an ultimate financial weapon of retaliation.  However, unlike the tenuous 
sovereign debt level in the U.S., Europe and Japan, Russia has a much lower level of sovereign debt ͙�ĂƐ�
well as Ă�ŚĞĂůƚŚǇ�ĐƵƌƌĞŶƚ�ĂĐĐŽƵŶƚ�ƐƵƌƉůƵƐ�ĂŶĚ�ůĂƌŐĞ�ĨŽƌĞŝŐŶ�ĐƵƌƌĞŶĐǇ�ĂŶĚ�ŐŽůĚ�ƌĞƐĞƌǀĞƐ͘��ZƵƐƐŝĂ͛Ɛ�ŝŶĐƵƌƐŝŽŶ�
ĂŶĚ�ƚŚĞ�h͘^͘�ĂŶĚ�ŝƚƐ�ĂůůŝĞƐ͛�ƌĞƐƉŽŶse could well accelerate the displacement of the U.S. dollar as the sole 
global reserve currency.  It will likely become a more pressing strategic imperative for China and Russia to 
find viable alternatives to the U.S. dollar.  In turn, this may accelerate the adoption of decentralized store-
of-value currencies and alternatives to fiat currencies for trade settlement. 

In summary, WĞŐĂƐƵƐ�'ƌŽǁƚŚ��ĂƉŝƚĂů�&ƵŶĚ�/͕�>W͛Ɛ�estimated performance after the anticipated LogicSource 
distribution is detailed below, 

 Committed Capital  $32,000,000 
 >W͛Ɛ�Contributed Capital  60% 
 Estimated LP Distribution 2.4x Contributed Capital 
 IRR, Realized Gain  54% 
 
 Remaining Capital Account, 
 At 12/31/21 valuation  0.5x Contributed Capital 

Estimated Total Value  2.9x Contributed Capital 

Said another way, per $1 million commitment, approximately $600,000 has been contributed and the 
estimated distribution equals $1,440,000.  After the distribution, the remaining capital account would be 
approximately $300,000. 

No surprise that we remain concerned about the ͞�ŽŵŝŶŐ�hŶǁŝŶĚ͘͟��dŚŽƵŐŚ�ǁĞ�ĂƌĞ�ĐůŽƐŝŶŐ�ƚŚĞ�ĐŚĂƉƚĞƌ�
on the pandemic phase of COVID, we are in the waning moments of normalization of government and 
central bank policies around the globe.  With certainty, history will look back at the monetary and fiscal 
policies that began in response to the 2008 financial crisis, continued unabated and then compounded in 
response to COVID as a fundamental shift away from free markets and towards more centrally managed 
economic and monetary policy.  Global debt reached $226 trillion at year-end 2020.  Collectively, public 



5 | P a g e  
 

debt in advanced economies has risen from 70% of global GDP in 2007 to 124% in 2020.  Fiscal deficits 
soared in the wake of COVID with deficit spending rising to 19% of GDP in 2020.  Concurrently, central 
banks have aggressively expanded their balance sheets ĂŶĚ�ƌĞĚƵĐĞĚ�ŝŶƚĞƌĞƐƚ�ƌĂƚĞƐ͘��dŚĞ�&ĞĚĞƌĂů�ZĞƐĞƌǀĞ͛Ɛ�
balance sheet has grown from less than $1 trillion in 2007 to $8.9 trillion.  Money supply in the U.S., as 
measured by M2, has grown from $4 trillion to $22 trillion with staggering growth in 2021.  The Fed Fund 
rate has fallen from over 5% to 0.25%.  In turn, we have the highest level of inflation that we reported in 
40 years.  Never in history, has CPI been 7.5% and the Fed Fund rate been effectively ZERO.  Real rates, 
interest rates adjusted for inflation, are negative.  Moreover, two points ʹ 1) inflation would be reported 
even higher, if we had not changed the formula for calculating CPI and 2) the wage and housing 
components of the inflation measure will be sticky and the measure of inflation will likely remain at an 
elevated level for longer. 

Why does it matter?  Well-functioning free markets are predicate on price signals.  Based on real-time 
price signals, the supply and/or demand can and does adjust.  Just the same, efficient and well-functioning 
capital markets are predicate on price signals and the productive allocation of capital is predicate on price 
discovery.  Unfortunately, the monetary policies, the deficit spending policies, the expansion of public 
debt and the increase of liquidity has skewed pricing due to artificial and temporal demand; thus, 
elevating asset prices to unsustainable levels and incentivizing an undisciplined allocation of capital. 
 
The above policy challenges will also constrain ƚŚĞ�ŐŽǀĞƌŶŵĞŶƚ͛Ɛ�ĂŶĚ�&ĞĚĞƌĂů�ZĞƐĞƌǀĞ͛Ɛ�options to respond 
to any exogenous risk, including geopolitical events.  Speaking of geopolitical events, we are likely 
witnessing the early days of a tectonic shift in the global balance of power, both economic and military.  
As Americans and our allies have grown tired war and increasingly weary of supporting conflicts away 
from our shore, China and Russia are looking to re-shape global power.  And, they are likely feeling more 
emboldened by events over the past several years. 

'ŝǀĞŶ�ƚŚĞ�ďĂĐŬĚƌŽƉ͕�ŝƚ͛Ɛ�ǁŽƌƚŚ re-stating the tenets of our investment approach, 

1) Unlike most all venture and growth investors, we are investing our money ͙�ŶŽƚ�ƉƌŝŵĂƌŝůǇ�
ŝŶǀĞƐƚŝŶŐ�ŽƚŚĞƌƐ͛�ŵŽŶĞǇ�ĂŶĚ�ĐŽůůĞĐƚŝŶŐ�ůĂƌŐĞ�ĨĞĞƐ͘��KǀĞƌ�ϱϬй�ŽĨ�ĐĂƉŝƚĂů�ĐŽŵŵŝƚŵĞŶƚƐ�ĂƌĞ�ĨƌŽŵ�
Hank Holland, Gordon Rausser and Bob Latta. 

2) Permanent loss of capital is the paramount risk consideration, not relative returns.  
According to venture capital consultant Toptal, 65% of venture investments return less than 
ƚŚĞ� ĐĂƉŝƚĂů� ŝŶǀĞƐƚĞĚ� ĂŶĚ� ϵϬй� ŽĨ� ƚŚĞ� ĂǀĞƌĂŐĞ� &ƵŶĚƐ͛� ƌĞƚƵƌŶ� ĂƌĞ� ĚĞƌŝǀĞĚ� ĨƌŽŵ� ϮϬй� ŽĨ� ƚŚĞ�
portfolio companies.  Pegasus structures its investments to provide an asymmetrical return 
payoff.  The structures provides that we receive 100% of proceeds until we achieve return of 
capital and an equity-like return on capital.  Moreover, we are active on the Board and we 
effectively control all major decisions via strong minority rights. 

With the above in mind, in 2021, we reviewed 73 prospective investments.  We had at least 3 management 
calls with 23 companies.  We presented 3 Term Sheets.  And, we made zero new investments.  In most 
cases, it was risk considerations, not return considerations that caused Pegasus to pass on the 
opportunity.  As we have stated before, with this economic and capital market backdrop, we will continue 
to emphasize a ͞pƌŝŵƵŵ�ŶŽŶ�ŶŽĐĞƌĞ͟�Žƌ�do no harm stance.  We expect that our discipline and patience 
will be rewarded with better opportunities.  At some point, likely already underway, market prices will 
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reflect ŵŽƌĞ�ƌŝƐŬ�ĂŶĚ�Ă�ŵŽƌĞ�ƵŶĐĞƌƚĂŝŶ�ĞĐŽŶŽŵŝĐ͕�ŐĞŽƉŽůŝƚŝĐĂů�ĂŶĚ�ĐĂƉŝƚĂů�ŵĂƌŬĞƚƐ͛�ĞŶǀŝƌŽŶŵĞŶƚ͘  Once 
we can deploy capital with a more attractive return/risk profile, we will be quick to do so. 

In closing, I, Gordon and Bob very much appreciate your continued trust and confidence.  We continue to 
believe that our well-defined and disciplined approach can deliver attractive returns while mitigating risks.  
Given the macro factors, we feel that risks loom large in almost every conventional asset class, including 
public equities and bonds.  Our structured approach enables active mitigation of risks while maintaining 
an attractive return profile. 

If you have any questions or care to further discuss, I welcome the opportunity.  Thanks. 

 

Hank J. Holland 
Managing Partner 
 
 
 
 
1      LogicSource                S&P 500    
 

Price,  April 1, 2020   $  22 million  2,762    
Price,  February 25, 2022  $215 million  4,385 

 
Earnings, 2019   $   2 million  139.5 
Earnings, 2021   $   6 million  193.9 

 
April 2020 P/E, Trailing             11.0x  19.8x   
February 2022 P/E, Trailing            35.8x  22.6x  

 

 


