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How can sales WIN
and finance MISS?

The Numbers Don’t Add Up

Executives know the feeling: sales are strong, gross margins are holding steady, yet profits keep slipping
away. On paper, everything looks fine, yet profits quietly leak away in ways no one can clearly explain.

Revenue is easy to measure. True profitability is not.

The problem is not that leaders ignore profitability. The
problem is that the way most companies measure it is
flawed. Financial statements are backward-looking.
Sales reports highlight revenue, not cost. Operational
dashboards track efficiency, not economics. Everyone
has data, but no one has the full picture.

This disconnect leaves leadership teams flying blind.
Decisions about pricing, contracts, service levels, and
supply chain design are made without a clear
understanding of their impact on profit. It is no wonder
so many organizations celebrate growth that never
reaches the bottom line.

The Hidden Gap Between Gross Margin and
Net Profit

Gross margin is often treated as a proxy for profitability. It
feels logical. If gross margin is healthy, profit should follow.
But between the gross margin line and the net profit line
sits a maze of costs: freight, warehousing, sales effort,
customer service, returns, marketing, and overhead.

This is where profits silently disappear from view. And
because most reporting systems do not connect financial,
operational, and customer data, leaders cannot see what is
really happening. The result is predictable:

Customers that look profitable are actually loss-makers
once delivery and service costs are included.
Products that seem healthy on gross margin are weighed
down by hidden warehousing or handling costs.
Sales teams chase accounts that drive volume but
erode value, while operations absorb the cost.

White Paper:
Turning Hidden Costs Into Strategic Advantage



Why Most Companies Can’t See the Truth

Executives often believe they have a handle on profitability because their company produces
reports. In reality, what they are looking at are fragments of the truth. Finance shows consolidated
earnings. Sales shows revenue growth. Operations shows efficiency metrics. None of these views
explain how profit is created or destroyed.

Supply chain costs are currently allocated at generic levels across products and transactions. This
masks the true cost drivers; specifically, products with high inbound logistics expenses and
customers who generate disproportionate outbound handling costs due to elevated service levels.
As a result, gross margins appear stable, but net profitability suffers. Leaders are unable to trace
rising supply chain costs back to the specific products or customers responsible, leading to
persistent bottom-line misses

A traditional P&L hides the costs that matter most.
That is why so many leaders are flying blind.

For example, outbound handling, freight, returns, and inter-depot moves rarely show up in product-
level reporting. These costs are buried in SG&A, where they cannot be traced to the customers or
products that drive them. Delivery costs vary by order size, frequency, and profile, but broad averages
are applied instead. And fixed warehouse and supply chain overhead are treated as generic burdens,
even though different products and customers consume them very differently.

The outcome is predictable. Executives celebrate gross margin wins that vanish once hidden costs
are included. They invest in high-volume accounts that drain resources. They make pricing and service
decisions based on averages that do not reflect reality. Without cost visibility, leadership teams
cannot tell which customers or products are truly profitable—and which are quietly destroying value.
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Cost-to-Serve: Seeing Profit Through the Right Lens

The most effective way to make profitability visible is by looking beyond gross margin to capture the
costs hidden in day-to-day operations. Cost-to-serve analysis provides that clarity by mapping the full
journey from gross sales to operating profit and showing exactly where value is created or lost.

The profitability waterfall illustrates this story. It begins with gross sales, then reveals the steps where
profit is eroded: discounts and rebates, product returns, cost of goods sold, distribution, freight, value-
added services, sales and marketing, and overhead. Each step tells part of the story, but taken
together, they explain why a customer or product that looks profitable at the gross margin line may in
fact be unprofitable once the real costs of service are included.

When the waterfall is applied at the customer level, it exposes the real economics of the
relationship. A high-revenue account may look strategic, but the waterfall shows the impact of steep
discounts, frequent returns, premium freight, and heavy sales effort that turn the account into a
margin drain. By contrast, smaller customers often show cleaner waterfalls with fewer deductions
and lower service costs, contributing more to profit because they consume resources efficiently.

Profitability Waterfall Chart



Applied at the product level, the same analysis highlights which product lines actually deliver value.
A line with strong gross margin may show significant leakage once storage, handling, or value-
added service costs are included, while another, lower-priced product flows cleanly through the
supply chain and produces stronger operating profit.

Together, these views make it clear that size and headline margin do not ensure profitability. The
waterfall highlights which customers and products create value and which erode it, giving leaders
the clarity to make smarter decisions.

From Insight to Impact

Data alone does not change the business. The true test of profitability modeling is whether it
changes decisions. Too often, companies generate reports but stop short of using them to act. That
is where the cumulative profitability curve becomes so powerful. It forces leaders to confront where
profit is really coming from, and where it is being destroyed.

Cost-to-serve transforms profitability from a
static metric into a dynamic management tool.

Why It Matters

The waterfall makes profitability visible in a way no consolidated P&L ever could. It shows not only
how much profit is lost but also where and why. By analyzing waterfalls at both the customer and
product level, executives gain actionable insights to:

Redesign pricing strategies to reflect service costs.
Negotiate customer contracts based on facts, not averages.
Invest in customers and products that generate sustainable profit.
Exit or restructure relationships that destroy value.



The curve sorts customers by profitability contribution and shows how they add to or reduce total
net profit. The pattern is striking, and consistent: a small percentage of customers generate the
majority of profits, the middle group roughly breaks even, and the bottom tier actively destroys
value. In many organizations, the top 10 percent of customers generate all of the net profit, while
the bottom 10 percent cut overall profit potential nearly in half.

Armed with this insight, leaders can act with clarity:
Restructure customer relationships. Negotiate new terms with high-cost accounts or adjust
service models so that price and cost align.
Focus growth where it pays. Invest in customers, products, and channels that consistently
generate strong operating profit, not just high revenue.
Reallocate resources. Move sales and service effort away from unprofitable customers
toward those that create long-term value.
Rethink strategy. Recognize that growth is not about more volume, but about more profitable
volume.

Cumulative Profitability Curve

The Cumulative Profitability Curve turns data into direction.
It shows who drives profit, who erodes it, 

and where growth truly pays off.



A Real-World Example

Consider a global industrial distributor that had been meeting revenue and gross margin targets
yet saw net profits slipping quarter after quarter. Leadership knew operational costs were rising
but could not pinpoint why.

When the company adopted cost-to-serve modeling, the blind spots came into focus, and within
six months, the company improved operating profit by 12%. Leadership recognized that
operational costs were rising but could not pinpoint the cause. They adjusted pricing to reflect true
service costs and began negotiating contracts with confidence that both gross and net margin
requirements would be met.

The result was immediate improvement in profitability and a sustainable framework for evaluating
future growth opportunities.

The impact goes beyond financial improvement. hen profitability insights are visualized through
tools like the waterfall and cumulative curve, conversations across finance, sales, and operations
change. Teams stop debating opinions and start aligning around facts. Strategic choices become
clearer, and growth becomes not just faster, but smarter.



Stop Guessing, Start Knowing

For too long, leaders have relied on incomplete
numbers. Gross margin has long stood in place of true
profitability. Growth has been celebrated even when it
failed to deliver value. Hidden costs buried in SG&A
have quietly eroded the bottom line.

That mindset must change. Profitability is too
important to remain hidden.

By using cost-to-serve analysis, profitability waterfalls,
and cumulative profitability curves, executives can
finally see the full picture: which customers and
products generate profit, which drain it, and how service
levels, pricing, and supply chain decisions affect both.
With that visibility, leadership teams can act decisively,
restructuring unprofitable relationships, focusing
growth where it pays, and aligning the entire
organization around profitable performance.

The companies that thrive will not be the ones that
grow the fastest. They will be the ones that grow the
smartest. They will be the companies that stop
guessing and start knowing.

How ImpactECS Supports the Journey

Making profitability visible requires more than a new set of reports. It requires a platform built to
connect data, model costs, and simulate decisions at scale. That is where ImpactECS comes in.

ImpactECS is designed to help organizations on their cost-to-serve journey by:
Connect data across systems. ERP, CRM, supply chain, and financial systems are reconciled into
one profitability model.
Model true drivers of cost. Freight, handling, order size, delivery frequency, and sales effort are
assigned based on how they are really consumed.
Deliver multi-dimensional views. Profitability can be analyzed at the enterprise level or drilled
down to a single customer, product, order, or channel.
Visualize impact. Profitability waterfalls reveal where costs erode value. Cumulative profitability
curves show which customers and products create or destroy it.
Support simulation and what-if analysis. Leaders can test strategies such as changing service
levels, renegotiating contracts, or altering delivery policies and instantly see the effect on profit.

The benefit is simple: ImpactECS gives executives the clarity and confidence to make decisions that
strengthen profitability today and sustain it tomorrow.



About 3C Software

3C Software equips finance teams with the tools to turn cost data into strategic insight. Our
platform, ImpactECS, enables modeling for product costs, profitability, quoting, cost-to-serve,
inventory, and related analysis; delivering fast answers to complex business questions. With
seamless data integration and flexible logic, ImpactECS helps organizations navigate
uncertainty and improve performance. Headquartered in Atlanta with operations in Sydney,
we support a global community of companies looking to take control of cost and profitability.

Learn more at www.3csoftware.com.
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