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January 26, 2021 

 

To Pegasus’ Limited Partners, 

Farewell 2020 … a year like no other.  I wish everyone a happy, healthy and prosperous 2021.   

Much has and will be written about economic and capital market conditions that resulted from COVID-

19.  Many smarter than I have and will share views on the underlying economy, the valuations of capital 

assets and the recovery’s most likely path going forward.  We would make a single assertion – this is not 

a cyclical event.  But rather, we have accelerated durable secular trends that include fiscal and monetary 

conditions, business practices, societal divides and consumer preferences. 

Before sharing our thoughts on these structural shifts, let me share an update of Pegasus’ portfolio 

companies – Dyln and LogicSource. 

Dyln – www.dyln.co 

Dyln makes a premium insulated water bottle that creates alkaline, antioxidant water.  The market 

opportunity and investment thesis reflected – 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. 

The pandemic created supply and demand challenges for young, aspiring consumer brands such as Dyln.  

On the supply side, Dyln’s premium steel bottles are manufactured in China and inventory that was 

expected to be received in February was delayed until the summer months.  On the demand side, trade 

shows such as Expo West and SXSW were cancelled due to the pandemic.  In March, with the onset of 

the pandemic and the first signs that supply and demand would be disrupted, we made a decision to 

reduce sales and G&A expenses while focusing on product development and improving the supply chain.   

After progress on the above fronts, Pegasus agreed to make a follow-on investment of $550,000 in 

September with the proceeds used to build inventory.  The investment was in addition to the initial $2 

million investment and was accompanied by a co-investment from a new Board member, as well as 

improved economic terms and special rights on initial and follow-on investments.  In general, Pegasus 

receives a 3x preferred return, plus approximately 25% equity in the business.  The investment is 

structured such that Pegasus will exit its investment upon the next financing or capital market event.  To 

further incentivize a successful exit, Pegasus will begin receiving quarterly Preferred Dividend payments 

in 2Q22.  Also, in conjunction with the recent follow-on investment, we strengthened the Board with 

additions that included Tim Johnson (former longtime CFO at BigLots) and Luke Abbott (serial 

entrepreneur and founder / CEO of VDriven marketing consultancy firm). 

http://www.dyln.co/
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With an expanded product line that includes 4 bottle sizes in new colors and a suite of accessories, 

coupled with rollout in Whole Food stores in the Mid-Atlantic, we expect to have revenues of 

approximately $9 million in 2021 (up from $2.3 million in 2019) and expect to be solidly profitable. 

LogicSource – www.logicsource.com 

LogicSource provides outsourced procurement services for complex, indirect spend categories.  The 

company manages approximately $6 billion of annual spend for companies such as Gap Inc, RiteAid, 

Lululemon, McGraw Hill, BigLots, Dish and Titleist. 

Founded by Bain Capital Ventures and David Pennino (CEO) in 2009, the value proposition is simple and 

two fold – 1) most companies have a core competency in procurement for products for re-sale, but not 

for in-direct or not for re-sale products and 2) business’ can drive cost savings and improve net margins 

with an average ROI on LogicSource’s expense of 5-10x. 

Pegasus invested approximately $5.2 million via a secondary purchases of ABC Preferred securities with 

a weighted preferred of approximately 3.2x and equity of approximately 25%. 

At the onset we revamped the Board with additions including Manny Fernandez (former CEO of 

Gartner), Jeff Schwartz and James Nahirny (former partners at Bain Capital Ventures who led original 

investment) and Tim Johnson (former CFO of BigLots and longtime customer of LogicSource) with all co-

investing alongside Pegasus. 

Notwithstanding the inability to meet face-to-face with prospective customers or attend trade 

conferences, LogicSource added almost $20 million of new annual account value (New ACV) and 2021 

revenue is budgeted to increase YoY by 30%+; likewise, EBITDA is expected to increase by approximately 

90% to $5 million. 

In an effort to increase the average customer’s lifetime value, to enable a “go to market” strategy for 

smaller enterprises (<$1 billion is sales) and to increase the enterprise valuation, the Board approved an 

investment to expand the technology stack and the installed database.  The intent is to transition from a 

professional services business that’s enabled by technology to a fully integrated technology and data 

platform that offers professional services. 

Given the COVID-related disruptions, all things supply chain, including procurement, are considered 

strategic imperatives.  As a result, we have seen increased M&A interest in the category. 

Back to Pegasus’ investment tenets ….  Pegasus Growth Capital Fund I is a small growth capital fund 

making structured equity investments in young, high growth businesses.  The Fund is closed to new 

investors with total commitments of $32 million and the partners have committed just over one-half of 

the total capital commitments.  We feel that it’s a fundamentally different orientation when one is 

managing their capital alongside clients’ capital … not the typical 1% of commitments, but rather side-

by-side investors.  We are intensely focused on returns and on risk; moreover, we care about absolute 

returns and we define risk as permanent impairment of capital (i.e. losing money), not a relative 

return/risk orientation. 

With this said, we are ever mindful that nearly all public securities (stocks and bonds) are priced near 

historic highs; yet, the economic, political and social systems are unsettled and face enumerable risks.  It 

begs the question, how can valuations be near record highs with such underlying weakness and 

http://www.logicsource.com/
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vulnerability to exogenous shocks?  As an example, Snowflake recently went public and closed the first 

day of trading with a valuation of $70 billion … or, 174x revenue!  For much of the two years prior to 

going public, Snowflake spent greater than 100% of revenues on sales and marketing.  The credit 

markets aren’t better … 97% of all outstanding bonds in the world yield less than 5% and 80% of all 

bonds yield less than 1%.  The valuations clearly support the maxim that “you can’t fight the Fed.” 

Forever is a long time.  How long can central banks support asset prices? 

How did we get here?  A look back at the history of monetary policy. 

In 1792, the U.S. Coinage Act created the U.S. Mint and required by statute that the US dollar equaled a 

specific weight of gold.  In the mid-1800s, most countries adopted the gold standard to facilitate global 

trade.  This followed a practice gold-backed currency that had been in place for hundreds of years. 

In November 1910, J.P. Morgan (the person) arranged for a group of financiers to meet in secrecy at 

Jekyll Island, an exclusive hunting retreat in Georgia.  By the end of the meeting, the group had drafted a 

plan to create a single central bank (Reserve Association of America) with regional branch banks around 

the country.  The concept was adopted as legislation in 1913 with the Federal Reserve Act creating the 

Federal Reserve to establish economic stability by determining and managing monetary policy.  

The creation of the Federal Reserve system and the policies that followed were a stark departure from 

the fully reserved gold and silver backed monetary system.  Not long after the authorization of the 

Federal Reserve, the U.S. de-linked its currency from the gold reserve and established a fractional 

reserve system to pay for WWI.  Then, October 1929 ushered in the Great Depression.  In 1933, as the 

Great Depression wore on, President Roosevelt took bold action with lasting consequence.  First, he 

ordered all banks closed indefinitely; during which, banks were ordered to transfer all gold deposits to 

the regional Federal Reserve banks.  Upon re-opening the banks ten days later, depositors learned that 

they could no longer redeem U.S. dollars for gold.  Then in April, the President ordered that all citizens 

forfeit their gold and gold certificates at an exchange rate of $20.67.  This was followed by the Gold 

Reserve Act in January 1934 which devalued the U.S. dollar by 60% ($35 per ounce of gold) and 

prohibited the private ownership of gold … by the way, the prohibition for U.S. citizens to own gold 

continued until President Ford signed legislation in 1974 that again permitted private ownership.   

In the aftermath of WWII, the U.S. gold reserves peaked at 21.7 thousand tons or 75% of all global 

central bank reserves.  In 1944, the Bretton Woods accord was signed and global trading partners 

agreed to peg their currencies to the U.S. dollar, which in turn was backed by gold reserves.  Though FDR 

established the guise of fractional reserves, the U.S. maintained fiscal and monetary discipline through 

the early 1960s.  Case in point, in 1960, the U.S. continued to hold 75% of the world’s gold supply with a 

value of $19.4 billion and the total U.S. currency in circulation was $18.7 billion.  One could argue this 

was the zenith of the U.S.’s fiscal and monetary soundness.   

Over the next 10 years, the slippery slope of fractional reserves began to wane.  In 1965, silver was 

eliminated from U.S. coinage (so much for Article I, Section 10 of the U.S. Constitution that required all 

legal tender to be made of gold or silver).  In 1968 with the backdrop of large deficit spending, a large 

current account deficit and a sharp rise in the money supply, the U.S. dollar depreciated by 23% versus 

gold.  By 1970, fiscal and monetary soundness had eroded substantially – U.S. gold reserves were 

reduced to $14.5 billion (a reduction of 25%) and U.S. currency in circulation had grown to $45.7 billion 



4 | P a g e  
 

(an increase of 144%).  The era of factional reserves had arrived and in 1971, President Nixon had no 

choice but to end the gold standard.  

In 1976, the Austrian School of Economics’ Freidrich Hayek published a seminal work, The 

Denationalization of Money in which he argued that a government monopoly to issue debt and to print 

currency was a fundamental and existential risk to sound money. 

Ironically, even John Maynard Keynes wrote “By a continuing process of debasement and inflation, 

governments can confiscate, secretly and unobserved, wealth of their citizens.  By this method they not 

only confiscate, but they confiscate arbitrarily; and, while the process impoverishes many, it actually 

enriches some.  Another Keynes’ quote, “By this means the government may secretly and unobserved, 

confiscate the wealth of the people, and not one man in a million will detect the theft.” 

Without consideration, by practice, we reference all investment returns in USD or local fiat currency.  

However, are investments such as stocks and gold appreciating versus the USD or is the USD 

depreciating versus investments such as stocks and gold?  By point of reference, consider the price 

appreciation of gold and of the S&P 500 in reference to USD. 

            Jan. 1, 1971            Dec. 31, 2020  Change   CAGR 

Gold    $37.33   $1,893.66     50.7x   10.3% 

 

S&P 500, price change    93.49     3,756.07     40.2x     9.3% 

S&P 500, incl dividends    93.49     9,389.93                100.4x   11.6% 

Instead of USD, assume that gold is the store of value currency … the reference currency, 

           Jan. 1, 1971            Dec. 31, 2020  Change   CAGR 

S&P 500, incl dividends          2.5 ounces                           5.0 ounces    98.0%     1.7% 

USD                        0.0268 oz.                0.0005 oz.   -98.0%    -9.8% 

Just as Keynes referenced, currency debasement and inflation are insidious and result in the confiscation 

of wealth.  Since President Nixon ended the gold standard in 1971, USD debasement and inflation have 

eroded 98% of wealth.  Conversely, gold appreciated 10.3% per annum versus the USD and wealth was 

multiplied by 51x.  Note, that in reference to gold, the S&P 500, including dividends, appreciated 1.7% 

per annum.  So, did the S&P 500 compound at 11.6% per year or did USD debasement and inflation 

erode wealth by 9.8% per annum with the S&P 500 appreciating 1.7% per annum relative to store of 

value?   

As an absolute real return investor, above all else, we care about store of value. 

In the aftermath of the 2008 financial crisis and now the COVID pandemic, store of value is a principal 

consideration.  With the Federal Reserve’s recently stated policy of “set it near zero and leave it,” the 

exploding national debt (on and off balance sheet) and the unprecedented growth of money supply, 

Hayek’s and Keyne’s words ring more true.  Free from the constraint of the gold standard, governments 

have carte blanche to print money and to issue debt.  Since the financial crisis, the U.S. has increased its 

debt from approximately $10.0 trillion to $27.8 trillion … or increased to $84,000 per U.S. citizen and 
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$325,000 per family.  A remarkable aside, the total U.S. obligations (debt plus unfunded liabilities) is 

now estimated at $110 trillion or $332,000 per U.S. citizen and $1.29 million per family.  Compare this to 

an average household income of approximately $78,500.  Note, we have roughly doubled our relative 

debt / obligations since the financial crisis … yet, money supply has grown at an even faster pace. 

               2008           2020  Change 

 US Gross Federal Debt to GDP    68%  129%      90% 

 US Gross Obligations to GDP  307%  626%    104% 

 M2 Money Supply (trillion)    $7.5                $19.1    155% 

And, many economists are more than willing to rationalize the fiscal and monetary exuberance with 

modern monetary theory (MMT).  Personally, I have a hard time reconciling MMT.  It suggests that there 

are no constraints to deficit spending, to printing money and to debt issuance.  With this reasoning, if a 

$2,000 stimulus check is good, why shouldn’t we send $1 million stimulus checks?  I worry for my 

children that the rules of economics are much like the rule of gravity and that episodes such as Weimer 

Germany (early 1920s), Brazil (‘70s and ‘80s) and more recent events in Argentina and Zimbabwe are 

examples of monetary ruin and societal demise.  The U.S. continues to have the market’s confidence, 

continues to hold status as the world’s reserve currency and continues to be the “risk free benchmark 

rate” … until it doesn’t.   

Since the Bretton Woods Agreement in 1944, the U.S. dollar has benefitted from its status as the world’s 

reserve currency.  The reserve currency status reflects the perceived credit worthiness - the economic 

vitality and growth and the liquidity of the capital market, as well as the stability and durability of the 

political system and the sanctity of the legal system.  The deteriorating fiscal soundness, coupled with 

societal tensions and political division could be a catalyst for global trading partners such as China to 

successfully push for alternative reserve currencies. 

This is a delicate equilibrium – what could be the catalyst for reaching a tipping point?  Approximately 

$8 trillion of U.S. debt will mature in 2021 and its estimated that the federal deficit will be $2-3 trillion.  

So, the government will need to sell $10-11 trillion of debt this year.  Foreigners have become more 

tepid about owning treasuries with ownership falling over the course of 2020 from approximately 30% 

of outstanding debt to 25%.  With Japan and China having the largest holdings at approximately $1.3 

trillion and $1.1 trillion, respectively, and there is a question about the durability of China’s appetite to 

hold U.S. treasuries.  Aside from foreigners, the Social Security trusts are amongst the largest holders of 

treasuries with $2.9 trillion of holdings.  Social Security outflows for obligations now exceed inflows from 

payroll taxes and it’s estimated that the Trusts’ assets could be depleted as soon as 2029.  So, the Social 

Security trusts will no longer be a net buyers of treasuries. 

Essentially, the federal government has three choices – i) raise taxes (by a lot), ii) cut expenditures (but 

many are fixed, non-discretionary expenditures) or iii) print money to purchase treasuries / monetize 

debt.  It’s obvious that printing money is the great temptation.  This not so virtuous cycle inevitably 

leads to less fiscal and monetary discipline and to the insidious confiscation of wealth. 

Why should you care?  What are actionable and investable ideas? 

The answer is two-fold. 
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First, businesses with high and durable growth will be increasingly valuable as growth becomes more 

scarce and as low interest rates result in a higher value for future earnings (i.e. lower discount rate).  

Pegasus will continue to look for structured equity investments in young, high growth businesses.  The 

investments are predicate on structured returns and protections that mitigate the risk of capital loss, 

sustainable financial performance and a plausible path to exit. 

Second, assets and related businesses that may be a hedge against continued fiat currency debasement 

and possible acceleration of inflation will provide attractive return potential and strategic risk 

mitigation.  Given the structural (not cyclical) shifts that have accelerated due to the pandemic, Pegasus 

will focus more of its efforts on store of value investments.  These investments could include themes 

relating to precious metals (gold and silver), to productive real assets such as agriculture and to the 

cryptocurrency / blockchain ecosystem.  We feel that cryptocurrencies and blockchain technologies are 

in the nascent stage of adoption and that that viability will grow as an alternative store of value, as an 

alternative medium of exchange, as a decentralized means of commerce and as a decentralized 

technology for data integrity, retention and management. 

As many of you will recall, as part of my interest in cyber security and the evolving history of monetary 

policy, I have done research and invested in Bitcoin and other cryptocurrencies since 2016. 

Bitcoin was born at the apex of the financial crisis.  An anonymous author by pseudonym of Satoshi 

Nakamoto published the Bitcoin whitepaper in October 2008.  (https://bitcoin.org/bitcoin.pdf)  “We 

have a proposed system for electronic transactions without relying on trust.”  The idea was a 

momentous advance in cryptography, as well as social and commercial systems.  The cryptography 

nullifies the need for an intermediary “trusted third party” and solves the centuries old Byzantine 

Generals Problem.  At the same time, the distributed ledger concept is the first fundamental advance in 

addressing the “double spend issue” since Medici’s double entry accounting innovation in the 1600s.  

Amongst its many unique features, the distributed ledger / blockchain removes single point of failure 

vulnerability; thus, it mitigates privacy, confidentiality and cyber attack risks.  And, importantly, 

blockchain creates an immutable record. 

It’s not coincidental that Bitcoin was introduced at the height of a financial crisis with rising distrust in 

financial institutions and in governments.  Several trending forces will likely accelerate the adoption of 

Bitcoin as an alternative store of value and blockchain as a trusted ledger – 1) fear that fiat currencies 

will be eroded by debasement and inflation, 2) distrust in governments and businesses with centralized 

power and influence and 3) vulnerability to cyber attacks that could compromise data integrity. 

Essentially, Bitcoin and distributed ledger technology were founded on Austrian School economic theory 

and Libertarian ideals.  It was meant to create an alternative store of value that was removed from the 

debasement and inflationary aspects of fiat currency.  In fact, in contrast to a government’s ability to 

print money and to issue debt, Bitcoin has a fixed supply of 21 million.  Also, given the immutable nature 

of blockchain, the ownership of cryptocurrency can be authenticated and it can’t be counterfeited. 

In addition to Bitcoin, distributed ledger technology has spawned innovation in smart contract 

platforms, decentralized finance (DeFi), cross border money transfer, data management and 

interoperability. 

https://bitcoin.org/bitcoin.pdf
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Many of the use cases have less obvious application in the developed world.  However,  it’s important to 

remember that 1.7 billion adults have no access to banking; yet, two-thirds of the unbanked own a 

mobile phone and could remotely access financial services and platforms for commerce.  Also, as much 

as debasement and inflation are an erosive threat to USD investors, hyper debasement and inflation are 

real and immediate threats in many places.  Moreover, capital controls and threat of direct confiscation 

make cryptocurrency the trusted and “safe” store of value currency in many countries including areas of 

economic instability such as Venezuela and Nigeria or countries with authoritarian regimes such as 

Russia and China. 

Common economic theory suggests that “good currencies” have high intrinsic value, low storage cost 

and low inflation … and that good currencies are more likely to be maintained than bad currencies.  In 

contrast to this widely held view, Sir Thomas Gresham (famed banker for Queen Elizabeth I) postulated 

an alternative thereom – Gresham’s Law.  Gresham’s Law holds that “bad and debased” money will 

drive good money out of circulation.  In effect, people will hoard currencies that have deflationary 

characteristics (i.e. Bitcoin) and circulate currencies that have inflationary characteristics (i.e. USD).  This 

is a very interesting and contrarian viewpoint. 

As an aside, the interest in cryptocurrencies / blockchain is not predicate on the idea that Bitcoin will 

continue to rally in 2021, albeit I think the institutional demand, the technical factors and fundamental 

factors (such as Stock-to-Flow model) do suggest that $100,000 is likely to be achieved in the not too 

distant future (current price is approximately $32,000).  Bitcoin is a highly volatile asset – since its 

inception in 2008, the price has fallen by 80% on three separate occasions – April 2013, January 2015 

and December 2017.   

In closing, we would emphasize that this is not a more typical cyclical expansion with a strengthening 

economy, ebullient animal spirits and rising capital assets.  The natural economy is weak and vulnerable 

to numerous exogenous shocks.  Asset prices have been driven predominately by an abundance of 

liquidity. 

Disruptive forces create opportunity and we are excited to explore opportunities as we’ve described 

above.  At the same time, we will proceed with caution and with a sober perspective.  The Latin axiom 

“primum non nocere” or do no harm seems a fitting guide for 2021.   

 

 

 


