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A Frontara framework for underwriting frontier companies

FRONTARA

before conventional comparables, benchmarks, and financial

histories exist

Capital markets are exceptionally good at valuing companies they have seen before. Once
an industry has matured, much of the intellectual infrastructure required for valuation
already exists. Investors know which companies belong together, which operating metrics
matter, what normalized margins tend to look like, how much capital growth requires,
which risks deserve a premium, and what range of multiples the market has historically
paid for a given combination of growth, profitability, and returns on capital. The work

can still be difficult, but the grammar is established.

Frontier companies present a prior problem. They may be commercializing a technology
without a mature cost curve, creating infrastructure for demand that is only beginning

to form, combining economic characteristics normally found in different sectors, or
building a category for which neither the relevant KPIs nor the appropriate peer group yet
exists. Their financial history may describe the cost of creating a market rather than the
economics of operating within a mature one. Their nearest public-market analogue may
resemble one dimension of the business while being profoundly misleading about another.

In those cases, the central question is not initially what multiple to apply. It is what
the market is actually being asked to underwrite.

That distinction matters because conventional valuation methods contain more inherited
assumptions than their formulas reveal. A revenue multiple carries implicit views about
future margins, cash conversion, reinvestment, and competitive structure. A discounted cash
flow analysis embeds judgments about long-run economics, capital requirements, terminal
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returns, and the timing of maturity. A peer group imports an entire theory of what kind of
company is being valued. When those assumptions are well established, conventional
methods are powerful. When they are not, the same methods can create false precision.

A frontier company therefore faces a capital-markets problem that precedes conventional
valuation. It must make an unfamiliar economic system sufficiently legible that investors
can form, test, and revise a coherent view of its future economics. Frontara calls the
process by which this happens valuation convergence.

Valuation convergence occurs as the proportion of a company’s value that depends

on unobservable assumptions declines and the proportion supported by observable
economics increases. In the earliest stage, investors are underwriting a narrative about
what market could exist, what role the company could occupy within it, and what the
resulting economics might become. Evidence gradually replaces conjecture. Economic
relationships become visible. Comparability improves. Eventually, the company can be
valued through increasingly conventional public-market tools because the market no
longer needs to invent a bespoke theory of the business before it can model the financials.

The progression can be described simply as narrative becoming evidence, evidence
becoming economics, economics becoming comparability, and comparability eventually
supporting conventional valuation. The important point is that valuation convergence is
not the same as valuation appreciation. A company can double in value without becoming
easier to underwrite, just as it can become significantly more legible without its expected
value increasing. A more useful test is whether the number and economic importance

of the assumptions required to defend the valuation have fallen.

For a late-stage frontier company, this reframes the objective of capital-markets preparation.
The goal should not simply be to secure the highest valuation available at a financing or

IPO. It should be to accelerate valuation convergence while preserving credible upside.

That is a more demanding objective because it requires the company not merely to
communicate its opportunity, but to build the analytical architecture through which

that opportunity can be underwritten.
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The Valuation Problem Before the Framework Exists

Consider two companies with identical revenue, growth, and current gross margin.

One operates in an established software category. Investors have a mature peer group,
decades of operating history, stable KPI conventions, known customer behavior, and a
reasonable view of what high-quality mature economics look like. The second sells a
new industrial system into a market that did not exist five years earlier. Its margins are
depressed by low production volumes. Customer purchasing cycles are still evolving.
Part of its revenue resembles equipment sales, part behaves like recurring services, and
management expects third-party financing eventually to fund a portion of deployments
that the company currently finances itself. There are no direct public peers.

It would be a mistake to treat the second company as merely a more difficult version

of the first valuation exercise. The source of uncertainty is different. The investor is not
simply forecasting performance. The investor is deciding what market is actually being
created, whether it will become economically significant, what the mature business
model will be, which participant in the value chain will capture the economics, how
much capital must be consumed before the business reaches scale, and which existing
markets provide valid evidence for any of those judgments.

These are not refinements to a valuation model. They determine which model deserves
to be built.

That is why frontier valuation should begin with an inventory of economically consequential
claims. Suppose management forecasts $5 billion of revenue and a 30 percent operating
margin ten years from now. Those figures are outputs. The underwriting work sits underneath
them. For the forecast to hold, investors may need to believe that a new market reaches

a certain scale, customers adopt at a particular rate, the company maintains a defensible
share, pricing behaves in a certain way, production costs fall with scale, service intensity
does not rise as quickly as deployments, competitors do not erase the margin pool,

financing remains available, and management reaches the mature state before dilution
overwhelms the equity economics.
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A valuation becomes more credible when those assumptions are visible, separable,
and linked to evidence. The first discipline of frontier valuation is therefore to stop
treating the forecast as the argument. The forecast is the consequence of the argument.

This is also why a company can appear expensive under one framework and cheap under
another without either model containing an obvious mathematical error. If one investor
believes the business will mature into an industrial equipment company and another believes
recurring service economics will dominate, they are not debating a multiple. They are debating
the economic identity of the company. If one investor assumes the category will consolidate
around a small number of scaled winners while another expects rapid commoditization,

the disagreement is not about arithmetic. It is about the structure of the future market.

Frontier valuation must therefore surface disagreements that conventional valuation
often allows to remain hidden inside a spreadsheet.
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Why Conventional Valuation Becomes Dangerous Too Early

There is nothing inherently wrong with discounted cash flow analysis, public-company
multiples, or precedent transactions at the frontier. The problem is the authority assigned
to them before the underlying economic model is sufficiently stable.

Take an enterprise-value-to-revenue multiple. It appears to avoid the difficulty of forecasting
mature margins because revenue is observable. In reality, the multiple compresses a series
of expectations about future profitability, growth duration, capital intensity, cash conversion,
competitive advantage, and risk into a single figure. If those characteristics differ materially
between the subject company and its alleged peers, the simplicity of the method is deceptive.

The same problem arises in a DCF. A spreadsheet can calculate the present value of a
ten-year forecast to extraordinary numerical precision while the value remains dominated
by three propositions that no one can yet verify: how large the market becomes, what
margin structure survives at scale, and how much capital is required to reach it. Precision
in calculation does not create precision in knowledge.

The frontier analyst therefore needs to distinguish between calculation uncertainty and
model uncertainty. Calculation uncertainty concerns the estimation of variables inside
a reasonably stable system. Model uncertainty concerns whether the economic system
itself has been specified correctly. Conventional valuation is strongest when model
uncertainty is low. Frontier companies are often defined by high model uncertainty.

This explains why valuation dispersion can be extreme even among sophisticated investors
using the same underlying information. One investor may assume the company ultimately
behaves like a capital-light platform. Another may see a permanently capital-intensive
industrial operator. One may view present losses as temporary market-creation expenditure.
Another may consider much of that spending structurally necessary. One may assume

the market eventually recognizes two or three dominant winners. Another may believe
economics migrate to customers and suppliers.
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The correct response is not to search for a methodology powerful enough to eliminate
the disagreement. It is to identify where the disagreement enters the valuation and
what evidence would resolve it.
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07



03

The Frontara Convergence Framework

Frontara's approach begins with market formation. Before discussing how much a
frontier company might be worth, investors need to understand what economic market

is actually coming into existence and what evidence supports its formation. This is a
more demanding exercise than describing a theoretical total addressable market. A large
pool of expenditure does not automatically represent a financeable opportunity. Investors
need to understand what existing activity, cost, asset, or constraint is being displaced;
who makes the purchasing decision; which budget funds it; what financial return the
customer receives; how quickly installed assets can realistically turn over; and what
infrastructure, regulation, or complementary ecosystem must exist for adoption to occur.

The strongest evidence of market formation is often behavioral rather than rhetorical.
Customers move from pilots into budgeted deployment programs. Suppliers commit
capacity. Financing markets begin to appear around the activity. Industry standards
emerge. Regulation becomes durable rather than speculative. Incumbents change their
own capital plans. Complementary infrastructure develops. The underlying technology
crosses a cost or performance threshold that alters customer economics. None of
these developments proves that management'’s preferred future will occur, but each
can reduce the range of plausible outcomes.

The next question is economic formation. If the market develops, what kind of economic
business emerges at scale? This is where many frontier companies are misunderstood
because their current financial statements may bear little resemblance to their mature
economics. Early gross margins may include custom engineering that disappears with
standardization. Low factory utilization may depress unit economics. Customer acquisition
may be unusually high because the category itself must be explained. At the same time,
management may label costs “temporary” when they are actually structural. Service
intensity may remain high. Customer implementations may never become standardized.
Capital requirements may not migrate to third parties as quickly as expected.

The analysis therefore needs a bridge from current economics to normalized economics.
Every major movement in that bridge should be explained causally. “Scale” is not an
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explanation. Procurement savings, utilization, product redesign, installation standardization,
automation, mix, service attach, pricing, and fixed-cost absorption are explanations.

A mature-margin thesis is credible when investors can see which components have

already been demonstrated, which depend on reasonable operating progress, and which
remain largely hypothetical.

The same discipline applies to returns on capital. A frontier company can eventually achieve
attractive operating margins and still create mediocre equity value if every additional dollar
of revenue requires too much capital. Mature economics therefore means understanding the
cash-generating architecture of the business, not simply forecasting an income statement.

Once market formation and economic formation are reasonably specified, the analysis
turns to competitive capture. A frontier category can become enormous without producing
an attractive business for every participant. One of the most common errors in frontier
investing is allowing a category thesis to substitute for a company thesis. A trillion-

dollar market can contain poor businesses.

The relevant question is why this company should capture enough of the economics it is
helping create to justify its valuation. That answer may involve manufacturing learning,
intellectual property, customer integration, installed-base advantages, data, certification,
regulatory positioning, distribution, network structure, or cost leadership. Yet every
claimed source of advantage should eventually appear somewhere in the mature financial
model. If a moat is real, the company should be able to explain how it affects market
share, pricing, retention, gross margin, acquisition efficiency, reinvestment opportunity,

or returns on capital. A useful test is to ask which line of the mature economic model
would look worse if the claimed advantage disappeared. If the answer is unclear, the
supposed advantage may be strategically interesting but economically underdeveloped.

The fourth element is scaling evidence. Frontier-company milestones matter because

they change what investors are entitled to believe. The strongest milestone systems
connect operating events directly to valuation. A technical certification, regulatory approval,
repeat customer, manufacturing breakthrough, or new financing structure should matter
because it changes one, or more economic variables, not because it sounds impressive

in a shareholder letter.
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There are four principal ways a milestone changes value. It can alter the probability
that the company reaches a future economic state. It can change the economics of
that state. It can shorten or lengthen the time required to reach it. Or it can change the
financing burden required along the way. In formal terms, the change in value can be
thought of as the combined effect of changes in probability, economics, timing, and
financing. The exact mathematics will differ by company, but the discipline is general.

A regulatory approval may primarily change probability. A production breakthrough may
improve mature margins. A faster deployment process may change both economics and
timing. A third-party financing structure may reduce the amount of equity capital required
without changing end demand at all. Many important milestones affect several variables
simultaneously. What matters is that management can identify the transmission mechanism.

This creates a useful distinction between an operational milestone and a valuation event. The
former marks progress. The latter changes the economic claims embedded in the valuation.

The fifth element is capital burden. Frontier-company presentations often devote far
more attention to terminal market size than to the financial path between the current
balance sheet and the future they describe. Equity holders have to care about both.

A business that eventually produces $2 billion of free cash flow can have radically
different value to current shareholders depending on whether reaching that point requires
$500 million or $5 billion of intermediate capital.

The analysis must therefore incorporate operating losses before break-even, working
capital, manufacturing capacity, customer financing, project development, infrastructure,
debt capacity, supplier financing, government support, and future equity issuance. The
crucial question is not simply how valuable the enterprise might eventually become, but
what fraction of that future value today’s shareholders can reasonably expect to own.

This issue becomes particularly important when a company assumes that someone
else will eventually fund assets it currently finances itself. The migration of capital

burden can be a major source of value. It should not be assumed before the assets,
contracts, and operating data become financeable on terms that support the thesis.
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The final element is valuation convergence itself. Convergence is not another box in the
framework. It is the outcome of progress across the preceding dimensions. A company

is moving toward convergence when market demand becomes increasingly measurable,
the mature economic model narrows into a defensible range, the sources of competitive
capture become observable, scaling milestones become repeatable, financing requirements
become clearer, investors begin using a stable KPI system, analyst forecasts become more
consistent, and relevant comparables become economically rather than rhetorically similar.

The remaining uncertainty does not disappear. It changes character. The market debate
moves from whether the category will exist to how large it will become; from what kind
of business the company might become to what margins and returns it can earn; and
eventually from how the company should be valued at all to what multiple is appropriate
for its demonstrated combination of growth, profitability, and risk.

That 1s the point at which conventional valuation becomes increasingly authoritative.
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The Three Uncertainties Investors Are Actually Pricing

Frontier companies sometimes interpret a lower-than-expected valuation as evidence
that public-market investors are failing to appreciate innovation. Sometimes they are.
More often, the useful diagnosis is that investors are charging for uncertainty that
management has not yet separated.

The first is category uncertainty: does the market understand what economic market

and what kind of company it is underwriting? Category uncertainty affects market size,
comparability, KPI selection, and the identity of the natural shareholder base. It is reduced
through clearer market definition, evidence of demand formation, and a more precise
explanation of where the company sits in the economic system.

The second is economic uncertainty: does the market understand what the mature financial
model will look like? This uncertainty concerns gross margin, operating leverage, cash
conversion, capital intensity, pricing, and returns on capital. It declines through operating
evidence: unit economics, cost curves, pricing history, cohort behavior, production data,
utilization, and proof that the business is moving toward a stable economic architecture.

The third is execution uncertainty: does the market believe this management team can reach
that mature state? Execution uncertainty concerns technical delivery, commercialization,
manufacturing, customer acquisition, regulation, financing, and capital allocation. It

is reduced by milestone performance and forecast credibility.

The distinction matters because uncertainty can otherwise be counted repeatedly. An
analyst may assign a low probability to an optimistic future state because the market is
immature, use conservative margins because the market is immature, apply an unusually
high discount rate because the market is immature, and then impose an additional frontier-
company discount. The same underlying risk may have been penalized several times.

A more disciplined model locates uncertainty deliberately. Category uncertainty should
primarily affect the range and probability of future states. Economic uncertainty should
appear in the economics assigned to those states. Execution uncertainty should affect
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probability, timing, and capital requirements. The discount rate should then compensate
investors for the risks that remain after those scenario-specific adjustments rather
than serving as a catch-all repository for every concern.

There will never be a perfectly clean decomposition. The value of the exercise is that
it forces investors and management teams to identify what they are actually uncertain
about and where that uncertainty enters the price.

What appears superficially to be a valuation discount may therefore be better understood
as an uncertainty premium. Unlike an arbitrary discount, that premium can decline
as evidence arrives.

FRONTARA
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Building a Valuation Bridge

The central analytical mistake at the frontier is searching for one methodology that
can produce the answer. A more defensible approach is to construct a valuation bridge
across a set of economically distinct future states.

At a conceptual level, current value can be expressed as the sum of the present values of
those future states, weighted by the probability of reaching each state given the evidence
available today, less the financing burden required to get there. The terminal economics of
each state may be estimated using a DCF, a mature-company multiple, a return-on-capital
framework, or another appropriate method. What matters is that the analyst makes explicit
what each state looks like, what evidence supports its probability, how long it takes to reach,
and how much capital is consumed before the economics become available to shareholders.

This is where conventional valuation methods re-enter the analysis, but in narrower and
more disciplined roles. A DCF may be the best way to estimate the value of a mature
state in a capital-intensive business. A public-market multiple may become useful once
one future state resembles an economic model that already exists elsewhere. Historical
technology transitions may provide evidence about adoption timing. Replacement-cost
analysis may be appropriate where scarce infrastructure or assets provide a meaningful
economic floor. Strategic value can matter when an asset changes the economics

of a broader system, although it should not become a euphemism for assuming that

an unidentified acquirer will someday pay an extraordinary premium.

Option value requires particular restraint. It is economically meaningful when the company
possesses something today that gives it a privileged, low-incremental-cost path into an
adjacent market. Common technical infrastructure, demonstrated customer pull, an existing
distribution advantage, or a reusable regulatory position may qualify. An adjacency that
requires a new product, new customer base, new distribution system, and a new capital
pool is not meaningfully an option simply because management can imagine entering it.

The purpose of triangulation is not to average a collection of incompatible answers.
It is to use each analytical lens only for the variable it is capable of informing.
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The Comparable-Company Problem

“There are no comps” is rarely a satisfactory analytical conclusion. A frontier company
may have no direct public comparable and still possess many comparable characteristics.

The better question is not which public company is most similar to the business in its
entirety. It is where the market can provide evidence about each important dimension
of the company’s future economics.

A frontier industrial platform might use one group of companies to understand mature
gross-margin potential, another to examine service economics, another to estimate capital
intensity, another to understand customer retention, and historical industry transitions

to inform adoption. A company selling long-lived equipment with recurring controls
software might reasonably use industrial automation companies for one purpose, installed-
base service businesses for another, and infrastructure financing precedents for a third.

This requires a distinction between analogue selection and multiple selection. A company
can be an excellent analogue for one variable and a terrible source of a valuation multiple.
A semiconductor equipment company may provide useful evidence about manufacturing
economics while saying little about recurring software revenue. An infrastructure company
may illuminate contract duration while being irrelevant to technology obsolescence. A
historical energy transition may help estimate adoption timing but contribute nothing
useful to terminal valuation.

The purpose of a synthetic comparable set is therefore not to manufacture a blended multiple.
It is to source market evidence for the variables from which valuation is ultimately derived.

That principle also changes how management teams should approach the peer discussion
before an IPO. If management does not build a defensible synthetic peer architecture, the
market will still construct one. The difference is that investors may choose analogues

that import precisely the wrong assumptions about economics, capital intensity, or
competitive structure.
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As valuation convergence progresses, the synthetic comparable set should require less
decomposition. The company itself becomes easier to classify. Its economics stabilize.
Direct peers may emerge. Conventional peer multiples become increasingly meaningful
because the subject company has earned comparability rather than merely asserted it.

FRONTARA
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The Frontier Valuation Range

A single-point valuation can be useful for decision-making, but it should not conceal
the structure of uncertainty. Frontier companies are better understood initially as a
range of economically plausible futures.

At the lowest end sits value supported by economics that already exist or can be verified

with relatively little dependence on future market formation. This might include contracted

revenue, deployed assets, current customers, proven technology, economically valuable
intellectual property, cash generation, or strategic assets with an observable market
value. This is not necessarily liquidation value. It is simply the portion of the enterprise
with the lowest assumption burden.

Above that lies the value implied if management successfully delivers the existing
operating plan without requiring the broader category thesis to exceed what current
evidence reasonably supports. This is execution value. Investors are still taking risk,
but the risk is increasingly about delivery rather than the existence of the market itself.

Further up the range lies category value: the value supported if the broader market
develops substantially as management expects. At this level, investors are underwriting
the formation of an economic category, not simply the growth of an existing business.

Leadership value sits beyond that. It reflects the incremental economics available if the
company becomes one of the dominant winners in the category. Leadership requires
both market formation and a credible mechanism of capture. It cannot be justified

by total addressable market alone.

Finally, there is option value associated with adjacencies outside the core underwriting
case. The burden of evidence should be highest here because optionality is especially
easy to overstate. A credible option exists when the company already possesses an
asset, capability, distribution advantage, technical platform, or customer relationship
that lowers the cost, or increases the probability of entering the adjacent market.

FRONTARA
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These are not independent blocks to be added mechanically. They represent increasingly
contingent economic states. Each level requires additional propositions to become true.

This produces a useful board-level question. If a company carries a $10 billion private-market
valuation, how much of that value is supported by existing economics and execution of the
current plan, and how much depends on the category becoming much larger, the company
emerging as one of its dominant winners, and adjacent opportunities eventually materializing?

That question reveals something the headline valuation cannot: the maturity of the
valuation itself.

Two companies can both be worth $10 billion on paper while presenting radically different
underwriting profiles. One may derive most of its value from observable economics.

The other may depend overwhelmingly on market formation, leadership, and optionality.
The price is the same. The burden of proof is not.

This is also where symmetry becomes essential. If the evidence supports unusually strong
category formation, durable capture, and improving capital efficiency, the framework should
be capable of showing that conventional methods understate value. If the valuation depends
heavily on low-evidence leadership or option states, the same framework should identify that
clearly. A serious valuation framework cannot be designed only to defend premium prices.
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Milestones as Valuation Events

The operating plan of a frontier company can contain hundreds of milestones. Only
some of them should materially affect valuation.

A rigorous valuation roadmap identifies the events that resolve the largest economically
consequential uncertainties and makes the transmission mechanism explicit. Technical
validation can remove a catastrophic branch of the probability tree even if it does not
change near-term revenue. Regulatory approval can alter probability, timing, and addressable
market simultaneously. The first commercial deployment can prove that a technical

system works in a real operating environment while saying relatively little about repeat
demand. The second, third, and tenth customers may be far more informative because

they begin to demonstrate repeatability.

Manufacturing scale can affect revenue capacity, gross margin, working capital, and financing
requirements at the same time. A gross-margin inflection matters when it validates the
mature-economic bridge, not simply because the percentage increased in a quarter. A new
project-financing structure can change equity value dramatically even if the end market and
operating model remain unchanged because less capital must be provided by shareholders.

Management should therefore be able to explain, for each major milestone, which assumption
changes if the milestone succeeds, what evidence success creates, what failure would

imply, which future economic states become more, or less probable, and whether the

event changes timing, economics, or financing burden.

This creates a deeper benefit than improved investor communication. It also improves
internal capital allocation. Management can see which projects are most valuable
because they resolve the most economically important uncertainties, not merely because
they produce the most visible operating progress.
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The Pre-IPO Implication

A frontier company should not wait until the IPO roadshow to discover how public investors
will attempt to underwrite it. By that point, many of the important capital-markets choices
have already been made. The KPI architecture may be embedded in reporting systems.
Customer contracts may determine which information can be disclosed. Financing
structures may define how investors think about capital intensity. Years of historical results
may have accumulated without management organizing them around the economic
questions that public investors will eventually ask.

For frontier companies, investor relations therefore begins before the IPO process
in the conventional sense. Its role is partly analytical.

A leading pre-IPO company should deliberately develop the vocabulary through which
the market will classify it, the KPI system through which economic progress becomes
visible, the synthetic peer architecture investors can use before direct peers exist, the
financial model through which operational drivers translate into mature economics,
the milestone structure through which conviction should change, and the evidence
required to reduce the most important remaining uncertainties.

There is a profound difference between improving the presentation of a company and
improving its underwritability. The first changes communication. The second changes
the quality of the analytical object being presented.

A company that enters the public markets without a developed underwriting framework leaves
foundational questions to be answered independently by analysts and investors. Different
institutions invent different categories, select different comparables, emphasize different
KPls, and construct incompatible economic models. The resulting dispersion can show up as
a wider valuation range, a narrower natural shareholder base, and greater post-IPO volatility.
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A well-developed framework does not tell investors what conclusion they must reach.
Public markets will form their own views, as they should. What management can do is
establish a disciplined architecture around the questions that matter, disclose evidence

relevant to those questions, and show how operating progress translates into economics.

That is a more serious conception of pre-IPO investor relations than simply preparing
the equity story for the roadshow.

FRONTARA
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Seven Questions Every Frontier Company
Board Should Be Able to Answer Before an IPO

Before a frontier company enters the public markets, its board should be able to answer
seven questions in substantive economic terms.

The first is what a public-market investor will believe the equity actually represents.
The answer should describe the economic exposure rather than merely the product.
Who pays? What economic activity is being displaced or created? What drives returns?
Where in the system does value accumulate?

The second is which unresolved assumptions account for the largest share of the company’s
current valuation. A board should know the difference between the portion of value
supported by existing economics and the portion dependent on category formation,

margin expansion, leadership, or optionality.

The third is what evidence would allow a skeptical investor to retire or narrow those
assumptions. If management cannot describe what would constitute proof, the proposition
may not yet be underwritable.

The fourth is what normalized economics should look like and how much of that model
has already been demonstrated. The answer should cover gross margin, operating margin,
capital intensity, cash conversion, and returns on capital rather than revenue growth alone.

The fifth is how much capital must be committed before those economics become
accessible and who will provide it. The board should understand future equity issuance,
debt capacity, working capital, project finance, and every assumption that depends

on capital migrating to customers, suppliers, or third parties.

The sixth is what synthetic comparable set the company believes is analytically defensible.
The board should know which external companies or historical markets inform demand,
margins, customer behavior, capital intensity, competitive structure, and adoption, as

well as where each analogy stops being useful.
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The seventh is what specific evidence would indicate that valuation convergence has
occurred. The answer should identify the point at which category, economic, and execution
uncertainty have narrowed enough for conventional public-market frameworks to become
increasingly reliable.

A company can be operationally ready to list while remaining analytically unready to
be public. Boards should know the difference.

FRONTARA
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A Worked Example

Consider a hypothetical company called Helix Industrial Systems. Helix has developed
a new electrothermal platform that replaces conventional fossil-fuel heat systems

in certain industrial processes. It sells proprietary equipment, control software, and
long-term maintenance. Management believes third-party financiers will eventually
fund much of the installed equipment, allowing Helix to evolve from a capital-intensive
deployment model toward a higher-return equipment-and-services model.

The technology works. Customers have completed successful pilots. But repeat deployments
remain limited, gross margins are low because units are produced at small scale, installation
still requires substantial engineering work, and financing providers have not yet shown

that they are willing to underwrite the assets on terms consistent with management’s
long-run model.

A conventional comparable-company analysis immediately becomes unstable. Industrial-
equipment businesses resemble the manufacturing economics but not the recurring
services. Infrastructure companies resemble the long-lived customer assets but carry
different capital structures. Software companies capture one part of the control layer

but wildly overstate the economics of the physical system. Energy-transition peers

may share demand drivers while having entirely different business models.

There is no single correct comp.

The first step is to establish market formation. Helix maps the industrial processes for
which its system already provides an acceptable customer payback without relying on

highly speculative assumptions about carbon prices or regulation. It separates immediately
addressable replacement cycles from the much larger theoretical industrial-heat opportunity.
The resulting market is smaller than the number that might appear in a promotional
presentation, but it is considerably more financeable as an investment thesis.
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The next step is economic formation. Management builds the mature gross-margin bridge
from component costs, factory utilization, installation labor, service intensity, and pricing.
Investors can see exactly which improvements depend on procurement scale, which require
product redesign, which depend on installation standardization, and which remain
unsupported. The debate shifts from whether margins will “improve with scale” to

whether the specific mechanisms required for that improvement are actually occurring.

Competitive capture is then examined. Helix's advantage is not allowed to rest on the phrase
proprietary technology. Investors test whether operating data improves process controls,
whether customer certification creates meaningful friction, whether installation creates
switching costs, whether procurement scale produces a durable cost advantage, and
whether those characteristics can ultimately support better retention, pricing, or margins.

The next two years contain many operating milestones, but three dominate the valuation.
The first is repeat purchasing from initial customers. The second is deployment of a
standardized design with materially lower installation labor. The third is completion of
the first third-party-financed customer project. Each resolves a different uncertainty.
Repeat orders affect the probability of durable demand. Standardization affects mature
economics and timing. Third-party finance affects the capital burden.

This last point proves especially important because the initial corporate plan assumes
outside capital will eventually finance a significant portion of customer installations. Yet
the valuation has implicitly given Helix credit for that future capital-light model before
financing providers have demonstrated that the assets are bankable. A disciplined valuation
should treat the migration of capital burden as contingent until evidence supports it.

Suppose investors initially consider four broad future states six years forward. In the
first, Helix remains a niche industrial supplier worth approximately $1.2 billion. In the
second, it becomes a scaled equipment-and-service company worth $4 billion. In the
third, it becomes a category leader worth $10 billion. In the fourth, category leadership
combines with validated adjacent markets to support a value of $16 billion. If investors
assign illustrative probabilities of 25 percent, 45 percent, 25 percent, and 5 percent
respectively, the probability-weighted future enterprise value is approximately $5.4 billion.
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That figure is not the present valuation. At a required return of roughly 15 percent over
six years, its present enterprise value is closer to $2.3 billion before balance-sheet
adjustments. If investors also expect the company to require approximately $600 million
of present-value-equivalent shareholder funding before reaching the modeled states,
the current equity economics are closer to $1.7 billion.

The significance of the calculation is not the precision of the number. It is the transparency
of the architecture. Everyone can see which future states matter, which assumptions

drive them, and why the present value is materially lower than the probability-weighted
future enterprise value.

Now assume Helix completes the three major milestones. Repeat orders demonstrate
purchasing behavior. Standardization supports a more attractive mature margin. Third-
party project finance reduces the amount of equity capital the company must provide.
The analyst should not simply add an arbitrary premium because the company delivered
good news. The state model itself changes. The probability of the niche outcome falls.
The economics of the scaled and leadership states improve. The expected time to
reach maturity may shorten. The amount of future shareholder funding declines.

An illustrative revised analysis might increase present equity value from approximately
$1.7 billion to roughly $3 billion. The increase can be decomposed. Part came from
higher probability. Part came from better mature economics. Part came from faster
scaling. Part came from lower financing burden.

Something else has changed as well. Before those milestones, investors were debating
whether a financeable deployment model would ever exist. After them, the debate can
increasingly focus on deployment growth, margin progression, and the appropriate
mature valuation framework. Helix has not eliminated uncertainty. It has converted
foundational uncertainty into increasingly ordinary forecasting uncertainty.

That 1s valuation convergence.
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12

The Capital-Markets Objective Is Not Maximum Certainty

There is a temptation to take the logic of convergence too far. If uncertainty depresses
valuation, why not eliminate as much uncertainty as possible before entering the
public markets?

Because the public investor should still have an opportunity to earn a return from uncertainty
resolving favorably.

A company that waits until every important question has been answered may achieve
extraordinary legibility while transferring most of the frontier upside to private investors.
The optimal point is therefore not maximum certainty. It is the point at which the remaining
uncertainty becomes underwritable.

Investors should still be able to disagree about market size, growth, margins, competitive
outcomes, and valuation. What they should not have to do is invent the basic analytical
architecture of the company from scratch.

This distinction provides a more useful definition of IPO readiness for frontier companies.
Financial readiness asks whether the company has the controls, governance, reporting,
and organizational discipline required of a public issuer. Capital-markets readiness

asks whether a sophisticated investor can construct a coherent economic model from
the available evidence, understand which assumptions drive value, and know what

future evidence should change the model.

A frontier company needs both.
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13

The New Discipline of Frontier Capital Markets

Every major new category eventually becomes ordinary enough to value conventionally.
Before that happens, someone has to perform the harder work. The market must learn
which economic unit matters, which operating metrics predict value, where margins
settle, how much capital growth consumes, how competition redistributes the profit
pool, and which existing companies, or historical markets provide valid evidence.

Only then do the familiar valuation tools become dependable.

Frontier-company valuation is therefore not a rejection of conventional finance. It is
the analytical work required before conventional finance can operate properly.

The discipline begins by identifying the claims embedded in a company’s future value.

It separates uncertainty about the category from uncertainty about the economics and
uncertainty about execution. It treats milestones as information that changes probability,
economics, timing, or financing. It constructs comparability characteristic by characteristic
rather than forcing an unfamiliar business into a convenient peer group. It values a

range of plausible future economic states and makes the burden of proof rise as the
analysis moves from observable economics toward category leadership and optionality.

Most importantly, it recognizes the point at which the company no longer requires a
bespoke theory of valuation because its economics have become sufficiently observable
for established frameworks to take over.

That point is valuation convergence.

For boards and management teams, the implication is significant. The pre-IPO task is
not simply to produce audited financial statements, appoint advisers, refine guidance
practices, and prepare a roadshow. It is to build the analytical architecture through
which the market can understand the company.
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That architecture should tell an investor what market is forming, what evidence supports
it, how mature economics are expected to work, why the company can capture them,
which milestones matter, how much capital the journey requires, and what observations
should cause valuation to converge.

None of this guarantees a premium valuation. Nor should it.

A credible framework may reveal that the market is assigning too much value to unproven
category formation, assuming margins unsupported by the cost structure, overlooking
future dilution, or capitalizing adjacencies for which the company has no privileged
economic claim. That is a feature of the framework, not a failure.

Frontier capital markets need a method that can recognize exceptional value without
becoming an instrument for rationalizing exceptional prices.

The greatest valuation challenge facing a frontier company is therefore not that investors
lack the ability to assign it a number. Markets can always produce a number.

The real challenge is that someone must first establish the framework that makes
the number economically intelligible.

The companies that do this well arrive at the public markets with more than financial
results. They arrive with a defined economic category, an observable path to mature
economics, a defensible system of comparability, a set of valuation-relevant milestones,
and an evidence base through which investors can revise conviction over time. They
have built the analytical machinery through which an investor ecosystem can understand
not simply what the company is today, but what it can credibly become.

Frontara is the capital-markets practice dedicated to building that machinery.
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