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Core argument

The Al industry has a missing revenue model: it has massive costs but cannot justify them
through subscription or advertising alone. PHREVO is not a competitor to OpenAl or Google.
It is the verification layer that Al needs to become productive infrastructure with a
sustainable income model — while redistributing the benefits of that infrastructure toward
communities rather than concentrating them in capital.
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All financial projections in this annex are illustrative models, not guarantees. PHREVO is a
framework under development. UICs are a conceptual design, not a financial product
currently available for investment. Nothing in this annex constitutes an offer of securities or
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The Al industry is spending hundreds of billions of dollars building infrastructure
that cannot yet justify its cost through revenue. This is the definition of a
speculative bubble. PHREVO is not a commentary on that bubble. It is the answer to
the question the bubble cannot answer: what is Al actually for?
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Abstract

This annex develops the PHREVO investment thesis in the context of the structural
crisis of the Al industry’s revenue model. It argues that Al has created enormous
technological capacity without finding a sustainable economic model to justify it —
and that this gap is precisely the market opportunity PHREVO occupies.

The argument proceeds in four stages. First, it diagnoses the Al bubble: enormous
training and inference costs, decelerating user growth, absence of transformative
applications at scale, and a speculative valuation structure based on promises
rather than demonstrated earnings. Second, it shows that the dominant Al revenue
models — productivity tools, automation, and data extraction — are all capital-
centric: they make the rich richer while externalizing costs onto workers,
communities, and the environment. Third, it introduces PHREVO as a fourth revenue
model for Al: the verification of real-world impact. In this model, Al is not sold as a
product — it is used as infrastructure for producing verifiable truth about social and
ecological outcomes, which is then converted into a new class of financial asset
(UICs: Universal Impact Certificates). Fourth, it presents the unit economics of this
model and compares it against existing impact investment approaches,
demonstrating that PHREVO is the only framework that simultaneously offers metric
verification, financial asset creation, and community governance.

The conclusion is counterintuitive: the Al bubble crisis is not a problem for PHREVO.
It is PHREVO'’s opportunity. While the market desperately seeks a use case that
justifies Al investment at scale, PHREVO already has one: impact verification that is
objective, real-time, and financially productive.
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Q.1 The Diagnosis: The Al Industry’s Missing
Revenue Model

The current artificial intelligence moment is characterized by a fundamental
asymmetry: the costs of Al development and deployment are concrete, measurable,
and enormous; the revenue models that would justify those costs are speculative,
diffuse, and insufficient. This is the structural definition of a bubble — not a moral
judgment, but a financial reality.

Q.1.1 The Cost Structure

Training a frontier Al model costs between $50 million and $500 million in compute
alone, depending on model size and training duration. The inference costs — the
cost of serving responses to users at scale — are ongoing and substantial: every
query to a large language model consumes electricity, chip time, and cooling
capacity that must be continuously paid for. The infrastructure buildout — data
centers, custom silicon, power contracts, networking — runs into the hundreds of
billions of dollars across the major players.

These costs are not speculative. They are being paid today, by investors who are
betting that a revenue model sufficient to justify them will materialize. That bet has
not yet paid off.

Q.1.2 The Revenue Problem

The dominant monetization model for consumer Al — subscriptions at $20-30 per
month — does not cover operating costs at scale. A $20/month subscription
generates roughly $240/year per user. The inference cost of serving a heavy user of
a frontier model substantially exceeds that figure. This means that subscription
revenue, at current pricing and cost structures, requires either dramatic cost
reductions (which require technological breakthroughs not yet achieved) or
dramatic price increases (which risk user abandonment). Neither is a near-term
solution.

Enterprise licensing generates more revenue per client but faces a different
problem: Al has not yet demonstrated the kind of transformative productivity gains
at enterprise scale that would justify large budget reallocation from existing tools.
The productivity premium exists; it is not yet large enough to sustain the
infrastructure cost.

Advertising — the model that justified Google’s search infrastructure — requires that
Al interactions be commercially valuable enough to attract advertising spend. This
requires either massive user scale or high-intent commercial interactions, neither of
which has yet been established for conversational Al at the scale required.

Q.1.3 The Stagnation Signal
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User growth for the major Al platforms has decelerated from explosive to
incremental. The initial wave of adoption — driven by genuine astonishment at the
technology’s capabilities — has plateaued as users discover the gap between
demonstration capability and workflow integration. Most users who tried Al
consumer products are not daily active users. Most enterprises that ran Al pilots are
not yet deploying at scale. The technology is impressive; the habitual use case has
not yet materialized for the majority.

This deceleration is not a terminal diagnosis. The internet also went through a
period of speculative excess before finding its sustainable revenue model. But it is a
signal that the current investment thesis — "Al will transform everything, therefore
invest now before being left behind" — is insufficient without a concrete model of
how and when that transformation translates into durable revenue.

Q.1.4 The Distribution Problem

Even setting aside the revenue question, the existing Al revenue models share a
structural characteristic that limits their social and political sustainability: they are
capital-centric. Their primary financial beneficiaries are the shareholders of Al
companies and the corporate users who capture productivity gains. Workers whose
jobs are automated bear the cost. Communities whose data is used for training
receive no compensation. The environment absorbs the energy consumption
without direct payment.

This distribution structure generates political resistance, regulatory attention, and
reputational risk — all of which constrain the addressable market and increase the
cost of doing business. A technology that makes capital more powerful while making
labor and community more precarious will face, eventually, a political economy that
constrains it.

The Al industry has solved for intelligence but not for purpose. It has built
extraordinary capability for processing, pattern recognition, and language
generation — and then used that capability primarily to make existing capital-
intensive industries slightly more efficient. The resulting value flows upward. The
resulting costs flow outward. This is not an accident of the technology. It is a design
choice of the business model. PHREVO proposes a different design.
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Q.2 The Three Existing Al Revenue Models
and Their Shared Failure

The Al industry has developed three primary revenue models. Each is economically
legitimate. Each has the same structural characteristic: the financial beneficiary is
capital, and the social costs are externalized.

These three models are not inherently unethical — they are market-rational given
the incentive structure of the current economy. But they share a structural
consequence: the scale of Al deployment required to generate sufficient revenue
accelerates inequality, labor displacement, and data extraction at a pace that
generates its own political and regulatory resistance. The business model contains
the seeds of its own political constraint.

More directly relevant to investors: none of these three models has yet
demonstrated the unit economics that justify frontier Al development at scale. The
productivity gains are real but diffuse; the automation is real but slow; the data
value is real but declining as privacy regulation increases. The Al industry is still
looking for its equivalent of Google’s AdSense — the moment when the revenue
model and the technology capability aligned into a sustainable economic machine.
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Q.3 The Fourth Revenue Model: Al as Impact
Verification Infrastructure

PHREVO proposes a fourth revenue model for artificial intelligence: the production
of verifiable truth about real-world social and ecological impact. In this model, Al is
not sold as a product. It is used as the verification engine of a new class of financial
asset. The commercial transaction is not "pay for Al capability” but "pay for verified
impact — which Al makes possible.”

Q.3.1 The Core Logic

The impact investment market — estimated at $1.16 trillion in 2023 by the Global
Impact Investing Network, with projections to $4-5 trillion by 2030 — has one
structural problem that has prevented it from reaching its potential: the verification
problem. Impact is claimed by projects through self-reporting. Verification is
conducted by certifying bodies through periodic audits. The gap between claim and
verification is long, expensive, and permeable to greenwashing. Capital cannot flow
efficiently toward genuine impact because it cannot reliably distinguish genuine
impact from claimed impact.

Al + loT solves this problem architecturally. Sensors on the ground generate
continuous, tamper-resistant data about ecological and social indicators. Al
processes that data against the 64 PHREVO-Score KPIs in real time. The verification
is not periodic — it is continuous. The verifier is not a human consultant who can be
influenced — it is an algorithm running on open-source code auditable by any
participant. The result is not a certificate produced every three years — it is a
continuous stream of verified impact data that can be converted directly into
financial instruments.

Q.3.2 The Revenue Architecture

PHREVO’s revenue model is based on commissions on verified impact transactions,
not on subscriptions or advertising. Every time a Universal Impact Certificate (UIC)
is issued, traded, or retired, a small commission (0.5-2% depending on transaction
type and volume) accrues to the PHREVO infrastructure. This commission funds: the
operational costs of the verification infrastructure (IoT sensors, Al processing,
blockchain ledger); the Basic Impact Income (RIB) distributed to local communities
via Smart Clearing; the Node network maintenance; and the governance protocol
operation.

The key difference from subscription models: the revenue scales with verified
impact, not with user count. A project that generates $10 million of verified impact
generates more commission than a project that generates $1 million, because the
underlying value being transacted is larger. This creates a systematic incentive for
the platform to maximize verified impact — not to maximize engagement, not to
maximize data extraction, but to maximize the real-world production of social and
ecological goods.
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Q.4 The Unit Economics: Traditional Al vs.
PHREVO

The following comparison is illustrative — not a financial projection. It
demonstrates the structural difference in where costs and benefits flow
under the traditional Al model versus the PHREVO model.
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Q.5 The UIC as a New Asset Class

The central financial innovation of the PHREVO model is the Universal Impact
Certificate (UIC): a financial instrument that certifies verified social and ecological
impact, backed by continuous IoT sensor data and PHREVO-Score validation,
tradeable on the PHREVO Impact Exchange, and governed by the DAO through the
protocol described in Annex P.

UICs are not a novelty. They are the logical extension of existing financial
instruments that have already demonstrated market viability:

The total addressable market that UICs can serve is the intersection of the impact
investment market ($1.16T and growing) with the fraction that cannot be served by
existing instruments because of verification limitations. That fraction is substantial:
the primary constraint on impact investment growth, according to the Global Impact
Investing Network’s investor surveys, is the inability to verify impact claims reliably.
UICs are designed precisely to solve that constraint.

Q.5.1 The Three Return Streams for UIC Investors

A UIC investor — whether an individual, a family office, or a pension fund — can
expect three distinct return streams, none of which requires the underlying project
to be acquired, taken public, or achieve hypergrowth. This is the fundamental
difference from equity investing in Al companies.

Combined illustrative return: 19-25% total blended return on a mature PHREVO
project, with a risk profile that is lower than venture equity (because the underlying
asset is a real-economy project with community co-ownership and social license, not
a technology bet on adoption) and lower correlation with financial markets (because
clean water produced in Buenaventura does not depend on Federal Reserve rate
decisions).

Legal disclaimer: the return figures above are illustrative projections based on
economic modeling of comparable impact investment structures. They are not
guarantees and should not be interpreted as a solicitation to invest.
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Q.6 The Competitive Position: Why No
Existing Player Has This

The PHREVO position is not a claim of technical novelty — the individual
components (loT sensors, Al, blockchain, impact metrics) all exist. The competitive
position is architectural: PHREVO is the first framework that combines all four layers
that the impact investment market needs into a single coherent system.

The absence of a direct competitor that covers all four layers is not because the
problem is technically difficult — it is because the combination requires an
alignment of incentives that is unusual: a financial model that generates returns
without extracting from communities, a governance model that is genuinely
democratic without being ineffective, and a technical model that is genuinely open
without being ungovernable. Building all three simultaneously is the hard part.
PHREVO has done that work over the past three years in the academic corpus (18
documents, 81,000 words, SSRN 6614438).
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Q.7 PHREVO Does Not Compete with OpenAl:
It Sits Above Them

One of the most important strategic clarifications for potential partners and
investors is this: PHREVO is not building a foundation model, a chatbot, or a
general-purpose Al product. It does not need to compete with OpenAl, Google
DeepMind, Anthropic, or Meta Al. It uses them.

PHREVO'’s Al layer — described in detail in Annex O — is an orchestration layer built
on existing Al capabilities. The Natural Language Processing that classifies project
submissions uses models that already exist. The anomaly detection that flags
sensor data irregularities uses algorithms that are open-source and well-established.
The portfolio optimization that maximizes impact-adjusted returns uses
mathematical techniques that are in the academic literature. PHREVO'’s contribution
is not a new Al model. It is a new application architecture that directs existing Al
capabilities toward a specific, socially productive purpose.

The gold rush metaphor is imperfect but instructive. The companies that made the
most reliable money in the California gold rush were not the miners (who took the
risk of finding gold or not) but the suppliers of picks, shovels, and denim. PHREVO
does not mine for Al. It provides the verification layer that makes Al mining socially
productive rather than socially destructive. The Al models are the picks. PHREVO is
the assay office that determines whether what they extract is genuine.

This positioning has a direct implication for the investment profile: PHREVO's
success does not depend on building a better foundation model than OpenAl. It
depends on demonstrating that the verification layer it provides is genuinely useful
to the impact investment market. The first $1 million of verified impact transacted
through PHREVO is more important to the investment thesis than any technical
benchmark against foundation models.
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Q.8 The Investment Thesis in Three Versions

PHREVO’s investment thesis can be articulated at three levels of sophistication,
depending on the audience. All three are truthful. The appropriate version depends
on who is in the room.

Q.8.1 For Philanthropic Foundations and Development

Finance Institutions

"The impact investment market cannot grow beyond $5 trillion because it cannot
verify impact reliably. Every dollar that flows into ESG-labeled assets without real
verification is a dollar that greenwashing absorbs. PHREVO is the verification
infrastructure that makes impact investment trustworthy at scale. Our ask is the
development cost of that infrastructure — because once it exists, it is self-
sustaining through commission revenue and produces community income through
every transaction.”

Relevant for: Ford Foundation (Inequality strategy), IDRC (R4D program), Open
Society Foundations, European Development Finance Institutions, USAID Impact.

Q.8.2 For Impact Investment Fund Managers and Family
Offices

"You are under pressure from your LPs to demonstrate real impact, not ESG theater.
Your current verification tools — annual audits, self-reporting, consultant
certifications — are expensive, slow, and gameable. PHREVO offers continuous
verification at a fraction of the cost, converting your impact claims from narrative to
data. In return, you access a new asset class — UICs — with three return streams
that are not correlated with financial market cycles.”

Relevant for: impact investment funds (Omidyar Network, Skoll Foundation,
Acumen), family offices with ESG mandates, development finance institutions with
co-investment mandates.

Q.8.3 For Technology Investors and Corporate Venture
Capital

"The Al industry has $300 billion of infrastructure costs and no sustainable revenue
model. We are not competing with OpenAl. We are providing the use case that
justifies the infrastructure: impact verification that converts Al capability into a new
financial asset class. The market is $1.16 trillion of impact investment today,
growing to $4-5 trillion by 2030, with verification as its primary bottleneck. PHREVO
removes that bottleneck.”

Relevant for: corporate venture arms of technology companies (Google.org,
Microsoft Philanthropies, Salesforce Ventures), Al-focused family offices, and
strategic investors seeking to position Al capability toward regulatory-aligned
applications.
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Q.9 Risks and Honest Limitations

An investment thesis that does not address its own risks is not a thesis — it is a
pitch. The following risks are real and must be disclosed.
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Q.10 The Phrase for Every Room

The document in Section 7 (the original analysis that motivated this annex)
contained a formulation that distills the entire argument into a single phrase
suitable for investor conversations. It is reproduced here with one modification —
the addition of the epistemic caveat that honesty requires:

"The Al industry has spent $300 billion building infrastructure that cannot yet justify
its cost. PHREVO is the first platform designed to use Al to verify real-world impact
and convert it into financial assets — allowing the benefits of that infrastructure to
flow toward projects that restore communities and ecosystems rather than
concentrating them in capital. This is not charity. It is a new asset class with a
verified return."

Postscript: The Opportunity That the Crisis
Creates

Bubbles are periods of misallocation. Capital flows toward the promise rather than
the demonstrated utility. When the bubble deflates, it does not destroy the
underlying technology — it redirects it. The internet bubble of 2000 destroyed $5
trillion of speculative value and gave us, five years later, the infrastructure for
Amazon, Google, and the smartphone economy. The Al bubble, if it deflates as
structural analysis suggests it must, will not destroy the technology. It will redirect
the question of who Al is for.

That question has one honest answer: Al should be for whoever needs accurate
information about the world and cannot currently access it. Communities that need
to know whether the mining company next door is poisoning their water. Investors
who need to know whether the project they funded produced the impact it claimed.
Governments that need to know whether their policies improved the lives of the
people they were meant to serve.

Verification — objective, continuous, inexpensive, and ungameable — is what Al
makes possible that was not possible before. PHREVO is the architecture that directs
that capability toward that purpose. The bubble creates the opportunity by making
the question unavoidable: what is Al actually for? PHREVO has an answer. With a
pre-registered evaluation protocol, an academic corpus, and a pilot underway. Not a

promise. An architecture.
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Financial disclaimer: All projections are illustrative models. UICs are a conceptual design,
not a financial product available for investment.
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