Deconstructing Unit
Economics to Uncover the
True COGS Floor

An analytical teardown of current per-order costs and the strategic
operational levers required to reach peak margin efficiency.
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Three strategic levers will drive our true marginal
cost down to the targeted COGS floor

Current True Marginal Cost

1. Procurement & Sourcing
7 8 5 0 = Restructuring
@ per order

Target COGS Floor

[\&{} 2. Fulfillment & Logistics
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Standard accounting models obscure the hidden variable
costs that erode per-order margins

Hidden
Naive Variable Costs

Marginal
COGS - Returns processing a rg I na
- Payment gateways

- Packaging wastage COSt

- Incremental support (The actual cash out the door
tickets for one additional order)

True

(Direct Materials +
Direct Labor)

By isolating the hidden variables from allocated fixed costs, we
define the exact baseline required for operational optimization.
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Every node in the order lifecycle accumulates
specific, identifiable costs

Procurement  Production/Assembly Fulfiliment Post-Purchase
Base materials & Direct labor & Pick/pack, packaging Payment processing,
inbound freight immediate overhead right-sizing, and return rate distribution,
outbound logistics and customer support
allocation

__b Total True Marginal Cost: $78.50
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The current margin waterfall reveals exact leakage points
from top-line revenue to true contribution
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Hidden Variables & Operations: $33.50
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Average Order Direct Fulfillment & Payment Distributed Customer True Contribution

Value (AOV) Material & Prod Shipping Processing Return Costs  Support & Waste

Margin
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High-volatility operational costs represent the most
significant opportunity for immediate recapture

The financial weight of a 12% return rate Incremental cost of packaging

distributed across all healthy orders. Represents wastage and dimensional weight
reverse logistics, refurbishment, and write-offs. (DIM) shipping penalties.
. S 7

-$4.50

l

The allocated cost per order of customer
support interactions, heavily driven by

WISMO (Where Is My Order) tickets.

Hidden variables account for 42%
of total marginal cost variance.
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Industry benchmarking establishes a theoretical floor

significantly lower than our current baseline
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X-Axis: Annual Order Volume

The delta between
our baseline and the
market floor
represents a $26.50
per-order efficiency

gap.
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Aggressive procurement restructuring will push
down base material costs at the source

Supplier Renegotiation

Volume Tiering

Alternative Sourcing

Leveraging historical
purchase data to drive 15%
reductions on our top 10 core
SKUs. Restructuring payment
terms to net-60.

Committing to strategic
12-month bulk intervals,
bypassing premium unit
pricing and shielding
operations from spot-market
volatility.

Qualifying secondary and
tertiary tier-2 vendors to
break single-supplier
monopolies and create
competitive bidding tension.

Targeted Savings: -$6.50 per order
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Optimizing fulfillment and logistics physically shrinks the footprint

and transit cost of every order

Current State (Inefficient)

Dead air incurs DIM
weight penalties.

Packaging Right-Sizing:
Eliminating dead air to reduce
DIM weight penalties (-52.50).

Routing Software Optimization:

Dynamic carrier selection based

on real-time transit rates (-$3.00).

Static carrier rates.

=S

Optimized Flow (Future State)

Optimized volume
reduces DIM impact.

3PL Rate Negotiation:
Restructuring zone-skipping and
base pick/pack fees (-532.00).

Dynamic multi-carrier routing.

FINANCIAL
MODELS LAB



Targeted automation investments permanently shift volatile
variable expenses into predictable fixed costs

Manual QA & Inspection
(if any)

Automated inline optical inspection
(reduces downstream return rates)

Al- drwen WISMO ticket deflection
(lowers support allocation per order)

Human CS Ticket Routing
in Inter

Automated cartonization and

Manual Fulfillment & Packing volumetric scanning (speeds

in Inter

throughput and cuts labor hours)

Targeted Savings: -$11.50 per order
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The optimal COGS floor balances aggressive cost
reduction against customer lifetime value

The Optimal Floor The Absolute Floor
Product Quality & Customer Lifetime Value (CLV) : :

o r——

Financial Impact

Marginal Cost per Order

Cost Reduction Effort

We are targeting the Optimal Floor. Pushing past this point yields negative unit economics over a 12-month customer
lifecycle by actively degrading the customer experience and destroying LTV.
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Executing these operational levers fundamentally restructures
our per-order unit economics

Margin expansion of $26.50 per order
achieved without altering top-line pricing.

l True Marginal Cost falls to strictly $52.00.

Dollar Value

Average Order Value Direct Material Production & Labor  Optimized Fulfillment Reduced Target Contribution
(AQV) COGS Waste/Returns Margin
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Modeled scenarios demonstrate robust margin expansion
even under conservative execution assumptions

Current Baseline ($78.50)

Worst-Case Scenario: Partial supplier cooperation, standard carrier rates. $65.00

Base-Case Scenario: Anticipated execution of the 3 operational levers.

$48.00
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Resulting True Marginal Cost

Even in our most conservative modeling, executing the fulfillment optimizations
alone guarantees a minimum $13.50 per order margin lift.
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The execution roadmap sequences these initiatives
over 180 days to realize compounding savings

Day 0 Day 30 Day 60 Day 90 Day 180

Days 1-30: Supplier

contract renegotiation $6.50 savings
and 3PL auditing. hit P&L
(Immediate impact)

- T e e . S S . ele—

Days 31-90: Packaging right-sizing rollout Cumulative $15.00 Full $26.50

and routing software integration. ¢ : : :
(Short-term impact) savings hit P&L savings realized

Days 91-180: Automation capital expenditure deployment
and system training. (Long-term compounding
impact)
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Fractional savings at the unit level compound into
massive aggregate profitability

Targeted Per-Order Savings Projected Annual Order Volume Annualized EBITDA Impact

$26.50 x 2,500,000 = $66,250,000

Pushing COGS to the optimal floor unlocks the capital required to
self-fund future growth and structurally defends our valuation.
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