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Executive Summary

True Profits: Making Impact the Engine of
European Competitiveness

Europe is facing a growing competitiveness chal-
lenge. With high energy prices, fragmentation with-
in the single market, and increasing exposure of
national industries to global competition, Europe
must rethink industrial, competition, and energy
policy. At the same time, the transition to a net-zero
economy is becoming increasingly unavoidable. As
climate risk, resource scarcity, and biodiversity loss
intensify, delaying the transition will only increase
economic instability. Europe therefore faces a struc-
tural problem on two fronts: current industries are
under rising pressure to be competitive, while clean
industries that could anchor future competitiveness
still face major barriers to scale. Under current mar-
ket conditions, the business case for transformation
remains too weak, as companies investing in clean
technologies, circular production and more sustain-
able business models often face higher costs, while
the social and environmental harms of conventional
models remain largely unpriced.

To address these two challenges, delivering a green
transition and protecting competitiveness must go
hand in hand. This requires creating a strong busi-
ness case for cleaner and more resilient business
models, and realigning the drivers of competitive-
ness with long-term resilience and societal impact.
The scale of this opportunity is already evident in Chi-
na, where clean technologies account for more than
11% of the country’s GDP and contribute to over a
third of its GDP growth.” As other economies scale
clean technologies at pace, Europe risks losing fur-
ther ground unless it creates the market conditions
for these industries to grow competitively.
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The strategic question for Europe is clear: lead the
transition, reconcile economic, environmental, and
social prosperity, or risk being outcompeted by those
that do.

Europe’s Strategic Advantage

Europe is uniquely well positioned to make impact
the engine of future competitiveness. Over decades,
it has shown that economic growth can be combined
with a high quality of life, social cohesion, and ris-
ing environmental standards. These strengths have
translated into leading positions in clean tech, circu-
lar economy innovation, and sustainable business
models.

With more than one-third of all circular economy
technology companies globally? and around one-
fifth of all clean and sustainable technologies being
developed there, 3 Europe holds strong positions in
sectors that are likely to define competitiveness in a
net-zero and resource-constrained economy.These
positions can form the backbone of Europe's future
industrial base.

‘6 The future of the European economy

lies in building a market where
impact becomes a core driver of
competitiveness.

1 Carbon Brief. (2025). Analysis: Clean energy drove more than a third of China’s GDP growth in 2025. https://www.carbonbrief.org/analysis-clean-energy-

drove-more-than-a-third-of-chinas-gdp-growth-in-2025/ .

2 European Commission, Directorate-General for Research and Innovation. (2023). EU roadmap highlights key industrial technologies in textile, construction

and energy intensive mdustnes European Comm|SS|on https://research-and-innovation.ec.europa.eu/news/all-research-and-innovation-news/eu-roadm-

3 European Investment Bank. (2024). Commercialisation of clean and sustainable technolog|es in the EU. European Investment Bank. https://www.eib.org/
en/publications/20240003-commercialisation-of-clean-and-sustainable-technologies.
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The recent Draghi report, The Future of European
Competitiveness, underscores that decarbonisation
can become a competitiveness opportunity for
Europe, if and only if ambition is supported with
a coherent, coordinated EU-level plan.* The True
Profits Assessment builds upon the Draghi report
to make the case that the future of European
competitiveness can only be attained if market
incentives reward impact.

The Profitability Gap: Why Impact and
Clean Tech Struggle to Scale

Realising this opportunity requires addressing a
structural barrier: the Profitability Gap. Despite the
availability of impactful technologies and business
models, many companies that lead on impact, or
are transitioning, face a persistent competitive dis-
advantage. Current market conditions often do not
reward solutions that reduce negative externalities
and create societal value through financial returns,
thereby limiting their ability to scale. For example,
while green ammonia is capable of significantly re-
ducing emissions from fertiliser production, it re-
mains uncompetitive with conventional ammonia
under current market conditions.® Evidence from
industrial electrification shows a similar dynamic:
although electrifying industrial process heat can de-
liver substantial climate benefits, adoption remains
limited where carbon pricing is weak, as fossil-based
processes often remain cheaper under conventional
market conditions.® The same holds for innovations
contributing to biodiversity, lower pollution and sup-
porting human rights. As a result, the very innova-
tions Europe needs for long-term competitiveness
remain financially constrained.

The Profitability Gap is structural because key social
and environmental externalities are scarcely priced
into markets. This is evident from the fact that 66%’
of the profits of globally listed companies would
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disappear if their social and environmental costs
were fully accounted for. Current profitability often
depends on the ability to externalise costs rather
than create net societal value. As a result, companies
can generate strong financial returns while shift-
ing costs to people, nature and future generations.
Impact-driven business models compete at a com-
petitive disadvantage and face constraining market
conditions, while contributing the most significant
societal value.

The (Mis)alignment of Financial Profits
and True Profits

This study analyses the True Profits of the 20 largest
European companies by market capitalisation, using
the Impact Weighted Accounts Framework (IWAF).
True Profit is defined as a company’s financial prof-
it after accounting for its key positive and negative
social and environmental externalities. This report
examines the level of alighment between financial
profitability and societal value creation and explores
how incentives that reward impact could strengthen
this alignment and unlock a major competitiveness
opportunity for Europe.

4 Draghi, M. (2024). The future of European competitiveness. European Commission. https://commission.europa.eu/topics/competitiveness/draghi-report,

en

5 Financial Times. (2026). Green ammonia boom wanes as carbon incentives fade. h
6 Agora Industry. (2026). Industrial heat electrification pays off: Strong policy key to scale quickly. https://www.agora-industry.org/news-events/industri-

ruim-twee-derde-bedrijfswinsten-is-ten-koste-van-mens-en-milieu/.

7 Classen, R., Schoenmaker, D., & Schramade, W. (2024, October 24). Ruim tw

//www.ft.com/content/e4 -934f-e40417e1

r riffswinsten is ten k van mens en milieu. ESB. h A/ nu/
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Benefits to customers -
net consumer value

€157 bn (37%)

Benefits to
employees - well-

Total benefits < being €61 bn (14%)

€427 bn

Benefits to
companies - net

profit €209 bn (49%)

Figure 1: Overview of Benefits in relation to Financial Profit

Across the 20 companies analysed, total annual
positive contributions to society amount to
approximately € 427 billion. These benefits include
customer value, employee well-being and financial
returns to investors. While financial profits represent
only one component of total societal benefits,
they account for nearly half of all positive impacts
generated, demonstrating that investors reap the
large part of benefits generated by the companies.

Profits if
climate costs
are internalised

Current Climate
profit costs

Figure 2: Total Climate Costs in relation to Financial Profit
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Furthermore, a significant share of current financial
performance relies on externalities, costs that re-
main outside the market. When climate-related im-
pacts are fully accounted for, up to 60% of reported
profits are absorbed by climate-related costs. This
indicates that a substantial portion of corporate prof-
itability depends on the ability to externalise climate
damage. Thereby rendering these costs invisible to
prices and investment decisions. As long as these
costs remain unpriced, markets continue to reward
cost externalisation over sustainable value creation.
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-€27
bn

Current  Climate Other -
rofit costs  enviornmental . .
P costs Social Net loss if
Costs externalities
internalised

Figure 3- Total Negative Externalities in relation to Financial Profit

The incorporation of additional environmental im-
pacts (e.g. material use, pollution, biodiversity im-
pact) and social impacts (e.g. underpayment, human
rights breaches) strengthens the picture of corporate
performance as dependent on cost externalisation.
Including major negative externalities would reduce
the combined profits of Europe’s largest companies
of €209 billion into a net loss of €19 billion.

Taken together, these findings demonstrate the
market failure that must be corrected. Addressing
the structural barrier that comes from the Profitabil-
ity Gap is essential for scaling the clean technologies
and sustainable business models that are necessary
for Europe's long-term competitiveness, resilience
and strategic autonomy.

True Profits

True Profits provides a new economic compass for
businesses, investors and policymakers, enabling
the closure of the Profitability Gap and the creation
of markets where impact and competitiveness rein-
force each other.
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Figure 4: Overall True Profit

A New Compass for Competitiveness

True Profits make trade-offs between financial and
impact performance transparent and comparable.
They show which organisations, sectors and business
models are not only financially profitable, but also
create net positive value for society.

External Positive Impacts

Social-

External Negative Impacts

Impacts

B Profits

@ Air pollution

| Contribution to Climate Change
Other Natural Impacts
Wellbeing of Employment
Consumer Benefits
Underpayment

Other Social Impacts
11
-15

True Profit Perfomance Metrics

Societal Cost Margin 16 %

In doing so, True Profits provide both a diagnosis
of today’s market failures and a direction for future
competitiveness where healthy profits are combined
with minimal negative externalities and maximised
positive impact. True Profit enables the calculation
of the Societal Cost Margin (SCM). SCM measures
the intensity of a company's external social and
environmental costs relative to its revenue, indicating
how much external costs are generated per euro of
economic output.
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The overall Societal Cost Margin (SCM) of all 20
European companies stands at -16 % meaning that
for every euro of revenue, around sixteen cents in
unpriced social and environmental costs areincurred.
When the Societal Cost Margin is analysed alongside
the traditional operating margin, a clear direction of
travel emerges for the European economy.
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The objective is to shift companies towards lower
societal cost intensity while maintaining robust
operating margins. This combined perspective
provides a practical indication of which organisations
and sectors are successfully aligning financial
competitiveness with societal value creation, and
which remain reliant on externalised costs.
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Figure 5 - Operating Margin Vs Societal Cost Margin across 20 of the Largest European Companies
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While True Profits make the direction towards aligning
impactwith competitivenessvisible, reportingaloneis
insufficient for market transformation. Transparency
can diagnose misalignment, but structural transfor-
mation requires that markets actively reward impact.

For policymakers, True Profits serve both as a pro-
gress tracker of economic transition and as a stra-
tegic instrument for reshaping market incentives.
Building on the foundations established by CSRD,
CSDDD and the EU Taxonomy, True Profits create
the missing link between reporting and rewards.
They allow policymakers to move from shaping dis-
closure towards implementing incentives, ensur-
ing that companies compete not by externalising
social and environmental costs, but by innovating
towards higher productivity, resilience and impact.

True Profits provide a clear basis for targeted incen-
tives across three key systems:

E Fiscal:
©

A True Profit tax would differentiate
profit taxation based on a company's
net societal impact: organisations that
create more benefits and fewer costs
would face a lower effective tax bur-
den. Complementary instruments
include impact levies on pollution,
materialuseorbiodiversityloss,andim-
pact-based border adjustment mech-
anisms, building on the logic of CBAM
while extending it beyond carbon.

E@ Capital allocation:

Impact-adjusted interest rates can
lower the cost of capital for compa-
nies with strong impact performance.
By integrating metrics such as Impact
Return on Invested Capital and So-
cietal Cost Margin into credit risk as-
sessment and lending conditions, cap-
ital markets can systematically favour
business models that generate societal
value and areresilientin the long term.

EO Accounting:

Activating impact on the balance
sheet recognises spending on climate,
nature and human capital as value-cre-
ating assets rather than pure costs,
reflecting external value creation (e.g.,
avoided societal costs) in performance
dashboards alongside financial results.

Together, these measures can contribute to a coher-
ent policy mix that closes the Profitability Gap and
reorients market incentives towards sustainable
competitiveness. Creating an economy in which com-
panies compete on impact and profitability simulta-
neously, and where Europe’s sustainable leadership
becomes a lasting competitive advantage.
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1. Introduction

Europe’s future competitiveness depends on one
central shift: making impact profitable. As geopolitical
pressures rise, global competition intensifies and
energy prices remain structurally high, Europe needs
a new economic paradigm. That is a market in which
the companies that reduce harm and create societal
value are also the ones that win on profitability.

Europe is well placed to lead. It has a long track
record of combining growth with social cohesion and
rising environmental standards. But today’s market
incentives are still misaligned with that ambition.
Reporting frameworks such as the Corporate
Sustainability Reporting Directive (CSRD) and the
EU Taxonomy have strengthened transparency,
yet transparency alone does not change what the
market rewards. Companies can still keep a strong
financial performance while shifting part of the costs
of their business model onto people, nature and
future generations.

This creates a structural barrier to Europe's
transition: the Profitability Gap. Many companies that
lead on impact, or are serious about transitioning,
struggle to scale work under current conditions.
Many executives are committed to sustainability
but struggle to realise a return on investment’, and
fewer than 20 % of companies believe they can halve
their emissions in a cost-efficient way.2

1.1 True Profits

True Profits provides a new economic compass for
businesses, investors and policymakers, enabling
the closure of the profitability gap and the creation
of markets where impact and competitiveness
reinforce each other.
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True Profits are the financial profit of a company after
fully accounting for its key external costs and benefits
to society. This report assesses the True Profit of 20
of Europe’s largest publicly listed companies using
the Impact- Weighted Accounts Framework (IWAF),
which values impacts across financial, social, and
natural capital. 3

True Profit =

External Positive External Negative

Financial Profit

Impacts Impacts

By applying this method to the 20 largest European
companies, this report offers a system-level snap-
shot of how financial and societal performance
currently align or diverge in Europe's economy.

Building on this, True Profits introduce new per-
formance metrics. Just as traditional perfor-
mance metrics capture financial performance,
impact  performance  metrics = communicate
both societal and environmental effects in a
way that is accessible to financial stakeholders.

measures how ef-
ficiently a company converts its invested capital into
net positive impact for society and the environment.
It captures the net impact created per euro invested.

The Societal Cost Mar-
gin measures the extent of a company’s external
negative impacts relative to its revenue. It is ex-
pressed as the share of each euro earned that
corresponds to societal or environmental costs.

1 Forbes. (2025 April 14) New survey: Sustalnablllty stays central to C Suite’s vision amid global unrest, but leaders struggle to prove its ROI. https://www.

prove-its-roi/
2 Degot, C., Dimitrova, D., Melnecke H O'Brien, C., Zhou Y., &Slddlqw H. (2024 September 24) Boosting your bottom line through decarbonization. BCG

3 Impact Economy Foundation. (2024). Impact Weighted Accounts Framework (IWAF) Retrleved from https://impacteconomyfoundation.org/

impactweightedaccountsframework/impact-management-
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These impact-based performance metrics provide
insights into the market's ability to align profitabili-
ty with impact. They also reveal where the greatest
difference in shared value and sustainable compet-
itiveness can be created. In line with IWAF's no-net-
ting principle, both the IROIC and the SCM should
be assessed together. This ensures that positive
impacts are not used to offset or obscure negative
impacts, and that each is evaluated on its own merit.

1.2 Making Impact Profitable

For policymakers, True Profits serve both as a pro-
gress tracker of economic transition and as a stra-
tegic instrument for reshaping market incentives.
Building on the foundations established by CSRD,
Corporate Sustainability Due Diligence Directive
(CSDDD) and the EU Taxonomy, True Profits create
the missing link between reporting and rewards.
They allow policymakers to work towards ensuring
that companies compete, not by externalising social
and environmental costs, but by innovating towards
higher productivity, resilience and societal value.

True Profits provide a clear basis for targeted incen-
tives across three key systems:

that reward positive impact
and price in negative externalities
that lowers the cost of capi-
tal for sustainable business models
, that recognise invest-
ments in climate, nature and people as val-
ue-creating assets

Together, these measures contribute to a coherent
policy mix that closes the Profitability ap and reorients
market incentives towards sustainable competitive-
ness. This provides the foundation for an economy in
which companies compete on impact and profitabil-
ity at the same time and where Europe’s sustainable
leadership becomes a lasting competitive advantage.
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True Pricing and True Profits

The True Profits framework builds on over a decade
of work in the field of true pricing, which focuses
on the monetisation of social and environmental
externalities. Organisations such as True Price
have played a pioneering role in developing
methodologies to quantify these impacts and
integrate them into business and policy decision-
making.

By translating externalities into monetary terms,
true pricing enables companies, consumers and
policymakers to better understand the real costs
and benefits of economic activities.

The True Profits approach extends this logic
by adapting the True Price method to embed
monetised impacts directly into performance
metrics, enabling a comparison between financial
profitability and societal value creation at the
company level.

Learn more at https://www.trueprice.org/
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2. Methodology

This report presents an evaluation of the True Prof-
its of the 20 largest companies based in Europe by
market capitalisation in April 2025. The calculation of
True Profits is grounded in the IWAF developed in a
collaborative effort by the Impact Economy Founda-
tion, Harvard Business School, Impact Institute,
Singapore Management University, and Rotterdam
School of Management.* IWAF quantifies companies’
social and environmental impacts and translates
them into financial terms. The methodology outlines
the steps taken to calculate True Profit, with further
detail provided in a separate methodology note.’

2.1Scope of the Assessment

The True Profits assessment offers a complete
picture of each companies positive and nega-
tive impacts from the 2024 financial year. The
companies included in this analysis were select-
ed based on their market capitalisation, repre-
senting the largest publicly listed firms in Europe
during April 2025 across a range of key sectors.

2.2 Selection of Impacts

True Profits examine a consistent set of positive and
negative impacts (in line with IWAF), across financial,
natural and social capital.®

Financial capital is defined as funds an organstion
has available to utilise in the production of goods
and provision of services.

Natural Capital refers to renewable and non-re-
newable environmental resources and process-
es that support prosperity, both for organisa-
tions and for society at large. Negative impacts
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often arise when basic environmental rights are
not respected, such as through climate change,
pollution, or the depletion of scarce materials.

is defined as the indi-
vidual and collective well-being that stems from in-
stitutions and the relationships within and between
communities, stakeholders, and networks. In this
study, social capital also encompasses human cap-
ital, which reflects impacts at the individual level. 7

It is important to note that, instead of conducting a
separate materiality assessment for each company,
whichwould likely have led tovariationsintheimpacts
assessed and reduced comparability, we applied a
consistent set of impact indicators across all compa-
nies.Thechartbelowshowswhichimpactsare positive
(creating more value) and negative (reducing value).

Impacts are assessed in an absolute sense, meaning
they capturethetotalsocialand environmental effects
generated by an organisation’s activities relative to a
no-activity reference scenario. This approach meas-
uresthefull magnitude ofimpacts attributable to busi-
ness activity, rather than changes over time, efficien-
cy improvements, or performance against targets.®

4 Impact Economy Foundation. (2024). Impact Weighted Accounts Framework (IWAF). Retrieved from https://impacteconomyfoundation.org/

im weigh ntsframework/im -management-

5 IEF. (2026). True Profits Assessment Methodology, Calculating True Profits: A Methodology Note. Impact Economy Foundation.
6 It is important to note that within IWAF, social and human capital impacts are reported separately, whereas in the True Profits assessment they are

combined under social capital, which also encompasses human capital.

7 IEF. (2024). Guidance on the steps for compiling Impact-Weighted Accounts. Impact

Economy Foundation. Available at https://impacteconomyfoundation.org/impactweightedaccountsframework/

8 Impact Economy Foundation. (2025). Conceptual framework for impact-weighted accounts. https://impacteconomyfoundation.org/wp-content/
uploads/03/2025/Conceptual-Framework-for-Impact-Weighted-Accounts2025-.pdf

9 Please refer to the True Profit methodology note Annex for a more in depth explanation of the impacts included in the assessment. IEF. (2026). True
Profits Assessment Methodology, Calculating True Profits: A Methodology Note. Impact Economy Foundation.
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Table 1-List of Impacts included in the Calculation of True Profits

True Profit

Profit Land Occupation

Contribution to_
Climate Change

Air Pollution

Water Pollution

Scarce Water Use

Fossil Fuel
Depletion

Material
Depletion
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2.3 Measurement and Valuation of Impacts

Impact data for the 20 assessed companies was pri-
marily sourced from annual and sustainability re-
ports. Where company-specific disclosures were not
available or not sufficiently comparable across com-
panies, secondary data and country- or sector-level
proxies were used to ensure consistency and com-
parability. The Global Impact database (GID) of Im-
pact Institute was used when company-specific data
was unavailable. GID ensures that downstream, up-
stream, and direct impacts are captured and attrib-
uted in a consistent and comparable manner.” The
True Profits assessment follows IWAF for monetary
impact valuation, as this allows impacts to be com-
pared and creates a harmonised language of value.

The True Profits are calculated for each compa-
ny by expressing these impacts in financial terms
through multiplication by monetisation factors.
Aside from the monetisation factor for con-
tribution to climate change'', monetisation fac-
tors that are used to value impacts are based
on the monetisation factor list by True Price."?

10 Impact Institute. (2021). GID Technical Overview. Retrieved from
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Technical Note - Impact Valuation

The valuation of impact is used to create comparability
between impacts and provide a reflection of the costs
and benefits to society of a company's impact. Quantified
impacts are multiplied by a valuation factor that reflects
the remediation costs of human rights breaches and
the well-being benefits associated with the impact.
These valuations are grounded in scientific research
and provide a way to make external costs explicit and
actionable.

The theoretical foundation of these valuations rests on
two welfare categories: respect for rights and well-being.

Respect for rights:

* Human rights: the rights of all individuals as
articulated in the International Bill of Human
Rights, such as the rights to life, liberty,
personal security, and a standard of living
adequate for health and well-being.
Fundamental Labour rights: these are the
rights stated in the Fundamental Conventions
of the International Labour organisation,
including freedom of association, fair wages,
and safe and healthy working conditions.
Environmental rights: the right to a clean,
healthy, and sustainable environment,
rooted in the UN Conference on the Human
Environment, the Paris Agreement, and the
Sustainable Development Goals. These require
safeguarding air, water, soil, ecosystems,
biodiversity, and climate stability.

Experienced well-being: changes in the lived well-

being of people and communities, such as health,

safety, or quality of life, that result from economic
activity and its externalities.

Together, these categories provide a comprehensive

basis for valuing impacts. Rights establish the normative

baseline that must not be breached, while well-being
captures the measurable changed lived experience.

insti m/gid-technical-overview/

11 For information about the value utilised in the True Profits assessment please refer to the True Profits methodology note.
12 True Price Foundation, 2023:Monetisation Factors for True Pricing Version 3.0.0 (Authors: Galgani et al.). Amsterdam.
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Impact Institute and the development of True
Profits

The True Profits framework builds on earlier work
in impact valuation and impact management, in-
cluding methodologies and data infrastructure
developed by Impact Institute. This includes the
Global Impact Database (GID), which allows the
consistent assessment of social and environmen-
tal impacts across organisations, sectors and coun-
tries.

These methods have informed practical applica-
tions in organisations such as Triodos Bank, Allian-
der and the ABN AMRO Sustainable Impact Fund.

Learn more about Impact Institute: www.impactin-
stitute.com

2.4 Attribution of Impacts

The next step in reaching the True Profit of each com-
pany is attribution of impact to the specific organi-
sation. Attribution is used to allocate impact across
actors in the value chain based on their relative influ-
ence or responsibility. Following IWAF, the True Prof-
its assessment distinguishes between internal and
external effects to determine attribution. Internal ef-
fects occur within the organisation itself, and respon-
sibility for these impacts rests solely with that organi-
sation. External effects occur outside the organisation
and affect other stakeholders; responsibility for these
impactsis therefore shared across the value chain.™"
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True Profits follows the attribution method below:

Responsibility lies with the
organisation itself and thus 100% of impacts are
attributed to the company.

50% is attributed directly
to the company, and 50% to the value chain,
reflecting shared responsibility. Upstream and
downstream are first allocated to the responsi-
ble actors in the chain, then partially re-attrib-
uted to the company based on its share of total
value-added.

This approach ensures that each company's at-
tributed impact reflects both its operation-
al footprint and its economic role in the wid-
er value chain, while avoiding double counting.’®

2.5 Complete True Profit

The final step is compiling the True Profit of each
company. This includes calculating the impact-based
financial ratios which are derived from True Prof-
its, namely, the Impact Return on Invested capital
and the Societal Cost Margin performance metrics.

The metrics are defined and calculated as follows:

Impact Return on Invested Capital (IROIC): meas-
ures how efficiently a company converts its invested
capital into net positive impact for society and the
environment. It captures the net impact created per
euro invested. Unlike traditional ROIC, which focuses
on the financial value created, Impact ROIC focuses
on the societal and environmental value generated
through business activity. Financial profit is inten-
tionally excluded from the numerator, as it repre-
sents private returns rather than external outcomes.
This distinction ensures that Impact ROIC reflects a
company'’s true contribution to societal well-being.

IROIC = (External Positive Impacts - External Negative Impacts)

Invested Capital

13 The Guide for Impact-Weighted Accounts Framework referenced below specifies further on how attribution is determined. See step 6 and appendices A

and G

14 |EF. (2024). Guidance on the steps for compiling Impact-Weighted Accounts. Impact Economy Foundation. Available at https://

impacteconomyfoundation.org/wp-content/uploads/03/2025/Impact-Weighted-Accounts-Framework2025-.pdf
15 For more information on the method of attribution used in the True Profits Calculation, please refer to the True Profits Methodology Note.
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Technical Note: IROIC

IROIC measures how much net societal and
environmental impact a company generates
per euro of invested capital.

A high or positive IROIC indicates that a
company creates significant net positive
impact (or minimal harm) relative to the
capital it employs.

A negative IROIC indicates that a company
creates net harm, meaning its operations
generate external costs for society.

Unlike traditional ROIC, which measures
financial returns to investors, Impact ROIC
isolates external value creation by excluding
financial profit from the numerator. This ensures
the metric reflects a company’s contribution to
societal well-being, not private financial gain.
Importantly, a positive IROIC does not imply
that positive impacts compensate for or justify
material negative impacts, such as human rights
breaches or significant environmental harm. In
line with the IWAF's no-netting principle, IROIC
must therefore be assessed together with the
Societal Cost Margin (SCM), which separately
captures the scale of negative externalities.
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Societal Cost Margin (SCM): The Societal Cost
Margin measures the extent of a company's
external negative impacts relative to its revenue. It
is expressed as the share of each euro earned that
corresponds to societal or environmental costs. This
metric follows the logic of the financial operating
margin, which indicates the proportion of revenue
consumed by operating expenses before profit.
While the operating margin reflects the efficiency
of financial operations, the Societal Cost Margin
captures the efficiency of a company's societal
footprint, how much harm is generated per unit of
economic output.

SCM = External Negative Impacts
Revenue

Technical Note: SCM

The SCM measures the extent of a company’s
external negative impacts relative to its revenue.
It expresses how much societal or environmental
cost is generated for each euro earned.

A high SCM indicates that a significant
share of a company'’s revenue is associated
with negative externalities, meaning its
operations impose substantial societal or
environmental harm relative to the value it
creates.

A low SCM suggests that the company
generates relatively limited external costs
per euro of revenue, implying a more
efficient and sustainable business model in
societal terms.

SCM mirrors the logic of the operating margin:
while the operating margin shows the proportion
of revenue consumed by financial operating
costs, SCM reflects the proportion consumed
by societal costs, offering policymakers and
investors a clear view of a company's societal
footprint per wunit of economic output.

From Reporting to Rewards: Pricing Impact to Strengthen European Competitiveness


http://www.trueprofits.org

2.6 Limitations

A key limitation of the current assessment is the
limited availability of comparable, company-spe-
cific impact data. Many companies do not disclose
full or standardised environmental and social data
in their annual or sustainability reports. As a result,
the assessment relied in part on sector-specific av-
erages and proxy estimates, which can affect the
precision and comparability of findings. Improved
disclosure and consistency in impact reporting
will be critical for enhancing future assessments.

Although the IWAF provides a harmonised
methodology, differences in reporting practic-
es, accounting boundaries, and definitions of
impacts across companies and sectors make
it challenging to ensure full comparability.
This is particularly relevant when using prox-
ies, which can introduce variability in the results.

This True Profits assessment includes a targeted se-
lection of high-materiality impacts across three capi-
tals. However, not all potentially relevant impacts are
included. While this is consistent with IWAF's “start
low; aim high” approach, it may lead to underestima-
tion of total societal impact. In particular, biodiver-
sity-related impacts appear relatively limited in this
assessment, partly because not all relevant pressure
factors—such as land-use change, ecosystem deg-
radation, and species loss—are fully captured. As
data availability and methodological coverage im-
prove, future assessments can expand the range of
impact categories and pressure factors considered.
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The results presented in this report should be in-
terpreted as indicative, not precise estimates of
individual company performance. While the anal-
ysis is based on the best available company-re-
ported data and harmonised secondary sources,
differences in disclosure quality, methodological
assumptions, and the use of sector- or country-lev-
el proxies mean that the outcomes represent ap-
proximations rather than exact measurements.

As such, the findings are most robust when interpret-
ed at an aggregate or comparative level, and should
not be read as definitive valuations of the social or
environmental impacts of any single company. The
methodology paper associated with the True Profits
Assessmentshouldbereferredtoforamoreelaborate
description of the methodology and its limitations.®

16 IEF. (2026). True Profits Assessment Methodology, Calculating True Profits: A Methodology Note. Impact Economy Foundation.
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3.Results

3.1 0verall True Profits

The analysis of the 20 companies produced an overall
True Profit that reflects their positive and negative
contributions to society.
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200 B Profits
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150 Contribution to Climate Change
209 Other Natural Impacts
100 Wellbeing of Employment
157 Consumer Benefits
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S g 0 Other Social Impacts
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Figure 6 - Overall True Profit
Key insights:
The combined IROIC for all 20 European The combined SCM for all 20 European com-
. . . I S — 0, I
companies is -0.6%. This suggests that, on av- panies is ~16%. This means that, for every
erage, total social and environmental impacts euro of revenue, arqund sixteen cents in ex-
marginally outweigh value creation when in- ternal social and environmental costs are in-
corporated into overall returns. curred.

Accounting for all companies’ positive social
impactsisequivalentto 104% ofthe combined
financial profitsofthe20Europeancompanies.
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Figure 7 - Total Negative Externalities Assessed for 20 of the Largest European Companies

Evaluating the True Profits of the 20 companies an-
alysed reveals a structural misalignment between
financial profitability and societal value creation.
When all negative externalities included in the as-
sessment are taken into account, a fundamentally
different picture of corporate profitability emerges.

Key Insights:

When all negative social and environmental
externalities are accounted for, their total
value amounts to 109% of the combined fi-
nancial profits of the 20 European companies.

Accounting all companies’ contribution to
climate change costs, is equivalent to 60%
of the combined financial profits of the 20 Eu-
ropean companies, amounting to €126 billion.

When all negative environmental im-
pacts are accounted for, their total value
is equivalent to 96% of the combined finan-
cial profits of the 20 European companies,
amounting to approximately €201 billion.

Accounting for companies’ negative social im-
pacts is equivalent to 12% of the combined fi-
nancial profits of the 20 Europeancompanies.

These results provide a system-level snapshot of how
current profitability in Europe remains, in part, sus-
tained by externalised socialand environmental costs.
In many sectors, financial performance continues to
depend on impacts that are not reflected in market
prices, reinforcing the structural barrier that con-
strains the scaling of clean technologies and sustaina-
ble business models essential for Europe’s long-term
competitiveness, resilience and strategic autonomy.

From Reporting to Rewards: Pricing Impact to Strengthen European Competitiveness


http://www.trueprofits.org

Climate change represents the largest source of
negative environmental impact in the assessment,
followed by air pollution as a significant contribu-
tor to overall societal costs. Together, these impacts
illustrate the extent to which externalised environ-
mental pressures shape reported profitability.

The findings should be interpreted as indicative,
system-level estimates. They are most robust when
used comparatively or in aggregate rather than as
precise valuations of individual company impacts.
Certain impact categories, such as biodiversity, are
likely underestimated due to data limitations and
the partial inclusion of pressure factors. Neverthe-
less, the overall pattern is clear: profitability and so-
cietal value creation remain structurally misaligned.

3.2 True Profits as a Compass for
Competitiveness

True Profits make trade-offs between financial and
societal performance transparent and comparable.
By integrating the IROIC, SCM and traditional oper-
ating margin performance metrics, the analysis offers
a structured way to understand how competitive-
ness can evolve in a changing economic landscape.

Asapolicytool, IROIC can show sectors that create net
public value and those that impose hidden costs, pro-
viding an evidence base for targeted fiscal incentives,
green industrial support, impact-linked finance and
procurement criteria that reward high-impact return.
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Figure 8- IROIC results per company

Key Insights:

Technology & Service Providers display
mid-range IROIC values, with environmen-
tal impacts of climate change and air pol-
lution that are significant but lower in
intensity, partially balanced by positive
Pharmaceutical Companies show high societal impacts from service provision.

IROIC ratios driven primarily by health
benefits contributions of their products.

11 out of 20 companies have a positive
IROIC showing that these firms gener-
ate more benefits than costs to society.

Industrial & retail companies record
negative IROIC values as a result of dis-
proportionately high negative environ-
mental impacts, notably from  climate-re-
lated emissions  and air pollution.
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The IROIC results reveal sectoral differences in how
capital translates into societal value. In some sectors,
invested capital already generates net positive out-
comes, while in others, negative externalities contin-
ue to outweigh societal contributions. By identifying
where value creation is genuinely positive and where
it remains negative, IROIC provides policymakers
with a concrete basis for redesigning fiscal, financial
and accounting frameworks that support the tran-
sition toward a more competitive European econ-
omy, in which profitability and impact are aligned.
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Figure 9 - SCM results per company
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As a policy tool, SCM enables governments to
identify high-cost sectors, prioritise transition
support, design impact-adjusted taxation, and
integrate societal cost efficiency into procurement
and industrial strategy. In short, SCM reveals the
scale of hidden societal burdens and points to
where policy intervention can most effectively
shift markets toward sustainable competitiveness.

o
X
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Technology and Service providers exhibit
lower Societal Cost Margins, typically
below €0.10 per euro of revenue, reflecting
the relatively low material, energy, and
pollution intensity of their operations.

Pharmaceutical companies exhibit mid-
range Societal Cost Margins, generally
around or above €0.10 per euro of revenue,
driven by material contributions to
climate-related costs and underpayment.

Industrial Energy and Retail companies
exhibit high Societal Cost Margins, typically
exceeding €0.20 per euro of revenue,
driven primarily by substantial climate-
related and air-pollution externalities.

The SCM results make visible where current
business activity relies most heavily on unpriced
societal costs, and therefore where long-term
competitiveness is most vulnerable. High societal
cost intensity signals business models that depend
on cost externalisation rather than genuine societal
value creation. By quantifying