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The Core Problem: Climate startups with genuine, large-scale environmental impact routinely raise
capital at higher costs than comparable companies in traditional sectors — not because their impact is
uncertain, but because it is unverifiably communicated. This is the valuation gap.

The Asymmetric Information Problem

Classical finance theory (Akerlof, 1970; Myers & Majluf, 1984) tells us that information asymmetry between
founders and investors raises the cost of capital. When an investor cannot independently verify a startup's core
value claim, they apply a risk premium that reflects this uncertainty. For technology startups, the core value claim
is usually a product or market thesis that can be tested with pilots and revenue data. For climate startups, the
core value claim is an impact thesis — and that is vastly harder to verify.

The result: two startups with identical financial profiles but different impact verification capabilities will receive
different valuations. The one with verified, auditable impact units receives a lower risk premium. The one whose
impact is asserted but not verified pays a cost-of-capital penalty that compounds over every subsequent financing
round.

Scale of the Problem

Convergence Finance (2024) tracked 1,123 blended finance transactions totalling $213 billion since 2010. Yet
demand for climate finance is estimated at $4—7 trillion annually through 2030 (IPCC ARG6). The gap is not a
supply problem — institutional capital has declared commitments of trillions — it is a deployment problem.
Capital cannot flow at speed to assets it cannot price.

e Only 2% of total climate finance has reached Least Developed Countries (LDCs) despite their outsized
vulnerability

e Early-stage climate startups (pre-Series A) represent less than 8% of climate finance flows despite
producing the majority of innovative solutions



e The average time from climate startup founding to first institutional impact investment is 6.2 years
(Pitchbook, 2024) — a pipeline drying period where many startups pivot to conventional markets or
collapse

Three Layers of the Valuation Gap

Layer 1: The Communication Gap

Startups use inconsistent vocabularies to describe impact. One company calls its product "carbon-neutral”;
another claims "net-zero supply chain"; a third reports "avoided emissions." These terms are not interchangeable,
do not map to a common taxonomy, and cannot be aggregated by a portfolio manager. Investors cannot
compare, so they discount all equally.

Layer 2: The Verification Gap

Even when startups use standard terms (e.g., IRIS+ indicators), the underlying data is typically self-reported
without third-party verification. The impact number in a pitch deck is almost never auditable against a
documented methodology, a baseline, and a counterfactual. Without this, the investor's legal department cannot
include impact claims in fund documentation — so impact does not affect pricing.

Layer 3: The Instrument Design Gap

Impact-linked financial instruments (Green Bonds, Social Impact Bonds, Results-Based Finance) exist and are
growing. But they require pre-agreed, verifiable metrics as trigger conditions. A startup without a defined SUI
cannot access these instruments, even if its underlying impact is substantial. It is locked out of the fastest-
growing segment of impact capital because it cannot speak the instrument's language.

The Cost: A Back-of-Envelope
Calculation

Consider a climate startup that raises a $5M Series A at a 25% equity dilution. If verified impact reduced investor
uncertainty and brought dilution to 20% — a conservative greenium estimate — the founder retains an additional
5% of the company. At a $50M exit, that is $2.5M in value destroyed purely by the verification gap. Across a
portfolio of 100 such startups, the aggregate value destruction exceeds $250M — none of it inevitable.

How SUI Addresses Each Layer

Gap Layer SUI Response

Communication Gap SUl forces mapping to an established taxonomy (IRIS+, TNFD,
AIMM) at definition time, creating a common language



Gap Layer SUI Response
SUl requires third-party validation against a Single Source of Truth

Verification Gap
(SSOT) — the impact claim is auditable by design

A verified SUI is a ready-made trigger metric for results-based
financial instruments; the startup can engage instrument designers

immediately

Instrument Design Gap

Next: How SUI Solves the Cost of Capital Trap — the SUI-WACC hypothesis explained.
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