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The SUI-WACC Hypothesis: When a startup's SUI is verified via SSOT audit and aligned to MDB-
compatible taxonomies, the resulting reduction in investor uncertainty converts "informational impact" into
"price-forming impact" — creating conditions for preferential access to blended finance structures, green
bond instruments, and MDB co-investment, thereby reducing the startup's long-term Weighted Average
Cost of Capital (WACC).

Understanding WACC for Climate
Startups

The Weighted Average Cost of Capital is the blended rate a company must return to its capital providers —
equity holders and debt holders — weighted by their respective shares of the capital structure. For a climate
startup:

WACC = (E/V) x Re + (D/V) x Rd x (1 - Tc)

Where:
E = Equity value
D = Debt value
V =E + D (total capital)
Re = Cost of equity (investor required return)
Rd = Cost of debt (interest rate)
Tc = Corporate tax rate

For early-stage climate startups, the cost of equity (Re) dominates because debt is rarely available. Re is largely
determined by perceived risk. The SUI framework targets Re directly by reducing informational uncertainty — the
single largest component of risk premium for impact enterprises.



The Five Mechanisms of WACC
Reduction

Mechanism 1: Greenium Access

Studies of the green bond market document a "greenium" — a yield discount (i.e., lower borrowing cost) for
bonds that meet verified green criteria. The evidence is consistent across markets:

e Zerbib (2019): 2 bps average greenium across 135 matched pairs of green and conventional bonds

e EU Green Bond Standard impact assessments: 3—18 bps for bonds with robust third-party verification

¢ |IFC/World Bank analysis: up to 40 bps for sovereign green bonds with strong disclosure regimes

e Critical addition: third-party verification alone adds approximately 7.5 bps to the greenium (Kapraun et
al., 2021)

A startup whose SUI is independently verified can access green bond financing that a startup with unverified
impact cannot. At $10M in debt financing, a 15 bps reduction in interest rate saves $150,000 annually —
compounding into material WACC reduction.

Mechanism 2: Blended Finance First-Loss
Layers

Blended finance structures use concessional capital (grants or subordinated debt from DFIs, foundations, or
governments) to de-risk commercial investment. The first-loss layer absorbs initial losses, allowing commercial
investors to participate at lower required returns. To trigger first-loss provision, a startup must demonstrate
verified impact milestones. The SUl is the milestone definition mechanism.

Example: A startup with a verified SUI of "102.4 kg CO?e per hectare treated" can contractually agree: "When we
reach 5,000 hectares treated and verified, the first-loss guarantee converts to equity at pre-agreed terms.” This
clarity makes DFIs willing to provide first-loss capital they would never offer to an unverified impact claim.

Mechanism 3: MDB Co-investment Eligibility

Multilateral Development Banks (IFC, IDB Invest, AlIB, ADB) have explicit taxonomy alignment requirements for
co-investment. The EU Taxonomy, the Climate Bonds Initiative taxonomy, and IFC's EDGE standard all require
demonstrable, measurable environmental outcomes. A startup with a SUI aligned to these taxonomies is
immediately eligible for MDB co-investment pipelines — which typically offer below-market rates and long tenors
that commercial investors cannot match.

Mechanism 4: Reduced Due Diligence Cost

Impact due diligence is expensive — a standard ESG/impact assessment costs $15,000-$75,000 per
transaction. Investors conducting multiple rounds of due diligence on the same startup multiply these costs. A
startup with a pre-verified, auditable SSOT system reduces due diligence cost for every future investor — and
part of that saving can be captured as a higher pre-money valuation (lower effective equity cost).



Mechanism 5: Narrative Premium with
Institutional LPs

Venture capital funds with impact mandates face pressure from their Limited Partners (LPs — pension funds,
endowments, family offices) to demonstrate portfolio-level impact. A startup with a verified SUI improves the
fund's impact reporting quality, which matters for LP retention and follow-on fundraising. Funds that can
demonstrate high-quality portfolio impact are increasingly able to raise at better terms — and some of that LP
value translates back to portfolio companies as more patient capital and lower dilution requirements.

The Compounding Effect

These five mechanisms do not operate independently. A startup that achieves verified SUI status gains access to
blended finance (Mechanism 2), which brings MDB co-investors (Mechanism 3), which signals credibility to
commercial investors who reduce their required return (Mechanism 1 via reputation), which reduces due diligence
costs for each subsequent round (Mechanism 4), which improves the fund's LP story (Mechanism 5). The WACC
impact compounds across the startup's lifecycle.

Conservative modelling suggests a climate startup with a verified SUI framework — all else equal — could
reduce its Series A WACC by 300-500 basis points relative to an equivalent startup without verification. Over a 7-
year venture lifecycle, this difference translates to a substantially larger equity value at exit.

Continue to Chapter 2: The SUI Framework — the five criteria in detail.
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