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How SUI Reduces WACC

This page provides the technical mechanism detail behind the SUI-WACC hypothesis — how, specifically, a
verified SUI reduces a climate startup's Weighted Average Cost of Capital through each of the five mechanisms
introduced in Chapter 1.

The WACC Decomposition for Climate
Startups

For an early-stage climate startup, WACC is predominantly determined by the cost of equity (Re), since debt
financing is typically unavailable or minimal. Re is priced by investors as:

Re = Rf + B x (Rm - Rf) + a impact

Where:
Rf = Risk-free rate (e.g., 10-year US Treasury yield)
B = Market beta (systematic risk)
Rm - Rf = Equity risk premium
o _impact = Impact uncertainty premium (the additional return
demanded by investors who cannot verify impact claims)

The SUI framework directly targets ?_impact. When an investor can independently verify the company's impact
claims through an SSOT-backed audit, the informational uncertainty that drives ?_impact is reduced — and with
it, the required return.

Quantifying the SUI Effect on ?_Iimpact

No single study has isolated the impact uncertainty premium for climate startups specifically. However, the
following evidence points allow a conservative estimate:

e Greenium studies: Third-party verification adds ~7.5 bps to the greenium for bonds (Kapraun et al.,
2021). This is a floor estimate — bond markets have much lower information asymmetry than private
equity markets.

e ESG disclosure literature: Companies with robust ESG disclosure trade at 5-15% lower price-to-
earnings discount relative to peers with weak disclosure (MSCI, 2020). For private companies, this
premium would be captured in the dilution rate at fundraising.

e DFI co-investment impact: When an IFC or IDB co-invests, it signals due diligence quality to
commercial co-investors, allowing the lead commercial investor to price the deal at 200—400 bps lower



required return (based on Convergence Finance analysis of blended deals).
A conservative synthesis: verified SUI status reduces ?_impact by 300-500 bps for an early-stage climate startup

relative to an unverified peer. At a $5M equity round, this translates to 2—-4% less dilution — worth
$100,000-$200,000 in founder equity retention at a $5M post-money valuation.

WACC Reduction Pathway: Step by
Step

Step 1: SUI Definition (Year 0)

Startup defines its SUI following the Parameterized SUI Protocol. No immediate WACC effect, but the
specification document signals methodological seriousness to investors. Some sophisticated impact investors will
reduce their required return marginally (~50 bps) at this stage.

Step 2: SSOT Implementation (Year 0-1)

Startup implements Level 1-2 SSOT (centralised data, version control). Impact due diligence costs for the next
investor are reduced — part of this saving converts to better deal terms (~50-100 bps).

Step 3: First Third-Party Verification (Year 1-2)

An independent verifier audits the SUI methodology and SSOT data. Issues a verification statement. This event is
the key inflection point:

e Startup becomes eligible for green bond financing (Rd effect)
e Startup qualifies for DFI co-investment pipeline screening (blended finance access)
e Impact premium (?_impact) compresses by an estimated 150-250 bps

Step 4: MDB Taxonomy Alignment (Year 2—-3)

Startup aligns its verified SUI to EU Taxonomy and AIMM metrics. This triggers:

e Eligibility for Article 9 SFDR fund investment (significant expansion of investor universe)
e IFC/IDB project pipeline screening qualification

e Green bond issuance eligibility at greenium rates

e Cumulative WACC reduction: 300-500 bps vs. unverified baseline

Step 5: Blended Finance Structure (Year 3-5)

With verified SUI as trigger metrics, startup negotiates a blended finance structure with a DFI anchor investor
providing first-loss capital. Commercial investors enter at lower required returns due to de-risked position. WACC
reduction is at maximum — potentially 500—700 bps vs. unverified baseline for comparable stage/sector.



Sensitivity Analysis

Assumption Conservative Base Case Optimistic
SUI verification cost (one-time) $50,000 $30,000 $15,000
SSOT implementation cost $80,000 $40,000 $20,000
WACC reduction (bps) 200 350 500
Capital raised at reduced $5M $10M $20M
WACC
NPV of WACC reduction (7yr) $140,000 $700,000 $2,800,000
Net benefit (after costs) $10,000 $630,000 $2,765,000

Even under conservative assumptions, the ROI of SUI verification is positive — and the strategic optionality value
(access to blended finance, green bonds, and MDB co-investment) is not captured in this table.

Important Caveats

e The WACC reduction is an upper bound that assumes the startup can credibly access each financial
mechanism. A startup in a sector with no established green bond market (e.g., early-stage circular
economy niche) will see smaller gains from the greenium mechanism.

e The WACC effect compounds with impact size — a startup with a SUI of 1 tonne CO?e/application has
less financial leverage than one with 100 tonnes/application, even if both are equally well-verified.

e SUI verification is necessary but not sufficient for WACC reduction. The underlying business must also
demonstrate commercial viability, defensible technology, and competent management — verification
cannot substitute for fundamentals.

Next: The Greenium and Verified Impact — deep-dive on the green bond market evidence.
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