What is the

profile for each product
category?

&
F
&
/
¥
/
/..-'

i () ENANcIAL




Fully burdened costs reveal a radically

different profitability landscape

9

The Core Finding

Standard gross margins
are overstating actual
portfolio health by an

average of 36%.

A

The Major Discrepancy

While Category B appears
to be our revenue leader,
hidden logistics and return
costs render its true margin
negligible.

%

The Mandate

Reallocating marketing
spend from Category D to
Category C and optimizing

Category B supply chain
will immediately recover
14% in net profit.
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Standard gross margin reporting severely masks
underlying operational drag

58%

The portfolio is
operating at a fraction
of reported profitability

when all operational
realities are burdened.

Perceived Gross  Marketing CAC  Reverse Logistics Specialized Allocated True Fully
Margin & Returns Warehousing Overhead Burdened Margin
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Moving from standard COGS to fully
burdened unit economics

T+ e+©®

Standard
COGS

Materials +
Direct Labor

Granular
Fulfillment
Pick, pack, and

specialized
shipping tiers

Customer
Acquisition
CAC allocated

directly to specific

product
conversions

Returns &
Replacements
Reverse logistics

and unsalable
inventory write-offs

The True
Cost Profile

Fully burdened
operational reality
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Ranking the portfolio reveals severe structural
profitability disparities

Category A
Category C
Category B 75% '
Category D @ 0%
-20% 0% 20% 40% 60% 80%

I Perceived Gross Margin [ True Fully Burdened Margin



Category A sustains high actual margins
due to negligible fulfilment and return costs

— Lightweight footprint Strategic
keeps this low Takeaway:

5% B/ A 53% Protect and scale.
@ This category

requires minimal
operational
intervention and

p—
(7))

vere@ 2 True Profit;: $53

o

Shippin

generates outsized
cash flow.

Near-zero return rate
protects profit
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Customer acquisition and reverse logistics erase Category B’s
massive gross margin advantage

$75 Despite generating 45% of
top-line revenue, Category B
contributes almost zero

net profit due to an unsustai
nable 30% return rate and
high-friction marketing.

$10

Gross Margin CAC Returns True Margin

Revenue $100, COGS $25
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Operational efficiency transforms Category C into
a highly profitable growth engine

$100
S8 Shipping
$2 Returns
S35 Yields 3.5x
True Profit higher net profit
Higher initial
unit cost

Category B Category C
(False Prophet) (Hidden Gem)

Because it
essentially sells
itself and ships
efficiently, Category
C converts 70% of
Its gross margin
directly to the
bottom line.
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Specialized handling requirements make Category D inherently
loss-making

Margin
Destroyer

Specialized Overweight
I Warehousing Freight ‘
Base COGS: & ‘ True Margin:
$40 -$25 -$30 -$15

Every unit sold actively destroys margin. Without a fundamental redesign of the
supply chain or a massive price increase, volume growth accelerates capital burn.
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Reverse logistics and specialized warehousing drive the majority
of margin erosion

Category A Category B Category C Category D

Marketing CAC -

Outbound Shipping

Reverse Logistics

Warehousing
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Mapping the portfolio dictates distinct strategic mandates for
each category

Category B

True Fully Burdened Margin %

Annual Revenue Volume
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Immediate operational directives based on true
portfolio economics

Prune & Reprice S|:tpe ?':yeﬁtrzz::l Reallocate Capital
(Defensive) (Operational) (Offensive)
& Initiate an immediate @ Launch an aggressive & Shift 40% of the
15% price increase on returns-reduction performance marketing
Category D to offset initiative for Category B, budget away from
specialized freight costs. tightening sizing guides Category B and push it
and return windows. entirely into scaling

Category C, our highest
true-margin converter.

& |f margin remains
negative post-hike,
discontinue Category D
entirely within 2 quarters.

& Renegotiate 3PL
contracts specifically
optimizing for Category
B handling.
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