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The Contribution Margin Stack and the Path to Viability
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Contribution margin stack analysis, blended CAC in the post-iOS 14
world, Marketing Efficiency Ratio (MER), return rate modeling and ASC
606 reserves, 3PL cost structure and dimensional weight economics,
landed cost accounting, inventory obsolescence reserves, cash
conversion cycle, sales tax post-Wayfair for physical goods, DTC LTV
and cohort analysis, and the complete DTC metrics framework.

eFutures CH€) The Systems CFO Platform



FINANCIAL ARCHITECTURE OF DIFFERENT BUSINESS MODELS

SECTION 1

THE DIRECT-TO-CONSUMER ECOMMERCE MODEL

DTC eCommerce: Selling Directly, Owning the
Relationship

Direct-to-consumer eCommerce is the model through which a brand sells its products directly to end
customers — bypassing retailers, distributors, and traditional wholesale channels — through owned digital
properties: a branded website, a mobile app, and increasingly, social commerce storefronts. The model rose
to prominence in the 2010s as the combination of Shopify's platform infrastructure, Facebook and
Instagram's targeted advertising capabilities, and consumer willingness to purchase from brands they
discovered online made it possible for a two-person team to build a nationally distributed consumer brand
from a laptop.

The financial promise of DTC is seductive: higher gross margins than wholesale (because there is no retailer
markup to share), direct customer relationships (enabling repeat purchase economics), and rich first-party
data (enabling increasingly efficient marketing). The financial reality is more demanding: customer
acquisition costs in digital advertising are high and rising, return rates are structurally elevated compared to
in-store retail, fulfillment costs are significant and complex, and the contribution margin — the unit-level profit
after all variable costs — is often disappointingly thin when all costs are fully loaded.

This part covers the complete financial architecture of the DTC eCommerce business: the contribution
margin stack and how to build it correctly, blended CAC in the post-iOS 14 world, return rate modeling and
its accounting treatment, the 3PL cost structure and how it interacts with gross margin, inventory economics
and the cash cycle, sales tax post-Wayfair for physical goods, and the complete DTC metrics framework.
Every concept is grounded in practice, with formulas, benchmarks, and the hard-won lessons of brands that
have navigated the gap between DTC's promise and its financial reality.

1.1 Why the DTC Model Is Financially Harder Than It Looks

The headline gross margin of a DTC brand — often quoted as 60% to 70% for consumer products — is
misleading because it excludes the costs that make DTC distinctive and difficult: the cost of acquiring each
customer digitally, the cost of shipping the product directly to their door, and the cost of accepting the
product back when they return it. When all of these costs are included in the contribution margin calculation,
the true unit economics are frequently far less attractive than the gross margin suggests.
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What It Includes Typical Range Gross Margin Impact

COGS (Product Manufacturing, materials, 25%—45% of Gross margin = 55%—-75% before
Cost) inbound freight, duty revenue other costs
! Pick, pack, ship, 3PL fees, 10%—-20% of .
Fulfillment Cost p ) P ° ° Reduces effective GM by 10-20 pts
last-mile carrier revenue
. Return shipping + restocking + 3%—8% of .
Return Processing : PpRINg g oo Reduces effective GM by 3-8 pts
refurbishment revenue

Stripe / Shopify Payments / card 2%—3% of

Payment Processing Reduces effective GM by 2-3 pts

fees revenue
Customer Paid social, search, influencer, 15%—-40% of Below-the-line but crushes
Acquisition affiliate revenue contribution margin

SECTION 2

THE CONTRIBUTION MARGIN STACK

Contribution Margin: The True Unit Economics of
DTC

The contribution margin stack is the most important analytical framework in DTC finance. It takes the
revenue from a single order and deducts every variable cost associated with that order — product cost,
fulfillment, returns, payment processing — to arrive at the gross contribution. Then it deducts the customer
acquisition cost attributable to that order to arrive at the contribution after marketing (CAM), which is the
unit-level profit or loss that tells the CFO whether the business is fundamentally viable.

2.1 Building the Contribution Margin Stack
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DTC CONTRIBUTION MARGIN STACK

Average Order Val ue (AOV): $85. 00 100%
Less: COGS (product cost): ($28. 00) 33%
= Gross Profit: $57. 00 67%
Less: Fulfillnment (pick/pack/ship): ($14. 00) 16%
Less: Return Reserve (12%return rate): (%$4.80) 6%
Less: Payment Processing (2.9%: ($2. 47) 3%

= Contribution Margin (before marketing): $35.73 42%
Less: Variable Marketing (blended CAC): ($28.00) 33%
= Contribution After Marketing (CAM : $7.73 9%

Key insight: A 67%gross margin business earns only 9% contri bution
after the variable costs of DTC distribution are appli ed.

The contribution margin stack reveals the financial structure of the DTC business with brutal clarity. Every
line represents a category of variable costs that must be managed. The gross margin (67% in this example)
is meaningless in isolation — it is the contribution after marketing (9%) that determines whether the
business has viable unit economics. A business with a 9% CAM is fragile: a 5-point increase in CAC (from
rising ad costs), a 3-point increase in return rates (from a product issue), or a 2-point increase in fulfillment
costs (from a carrier rate increase) can eliminate the contribution entirely and turn every order into a loss.

The contribution margin stack should be calculated monthly and presented to the board as the primary unit
economics metric — not gross margin. Most DTC boards focus on gross margin because it is a GAAP metric
that appears in the financial statements. Gross margin is necessary but not sufficient. The CFO who also
presents contribution after marketing gives the board the information it needs to make sound capital
allocation decisions about marketing investment and product expansion.

2.2 Return Rate Modeling and the Returns Reserve

Return rates in DTC eCommerce are structurally higher than in physical retail for a simple reason:
customers cannot try before they buy. Return rates vary dramatically by category: apparel and footwear
commonly see 20% to 40% return rates; electronics 10% to 20%; home goods 8% to 15%; beauty and
consumables less than 5%. These rates are not merely a customer satisfaction issue — they are a financial
architecture issue that affects revenue recognition, inventory management, cash flow, and gross margin.
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Under ASC 606, the company must estimate the expected return rate at the time of each sale and record a
returns reserve — a reduction of revenue and a corresponding refund liability — at the point of sale. The
returns reserve is not recorded when the return actually happens; it is estimated upfront and the estimate is
updated each period based on actual return experience. The CFO must build a returns reserve model that
uses historical return rates by product category, by customer segment, and by season (holiday period

returns are structurally higher), and updates the estimate monthly.

RETURNS RESERVE CALCULATION

Ret urns Reserve = Net Revenue in Period x Expected Return Rate
Refund Liability = Returns Reserve x (1 - Restocking / Resal e Recovery Rate)

Journal Entry at Sale:
DR Revenue Ful | sal e anmount

CR Returns Reserve (contra-revenue) Sale x Expected Return Rate
CR Refund Liability Reserve x (1 - Recovery Rate)

Exanpl e: $1Mrevenue, 15%return rate, 60%recovery rate
Ret urns Reserve: $1M x 15% = $150, 000
Refund Liability: $150K x (1 - 60% = $60,000 net liability
Net Revenue Recogni zed: $850, 000

SECTION 3

CUSTOMER ACQUISITION IN THE POST-IOS 14 WORLD

DTC Customer Acquisition: Blended CAC and
Attribution Complexity

Customer acquisition is the financial engine and the financial burden of DTC eCommerce simultaneously.
The ability to acquire customers through targeted digital advertising — Facebook, Instagram, Google,
TikTok, Pinterest — at measurable cost and measurable return is what made the DTC model possible.
Apple's App Tracking Transparency (ATT) framework, introduced in iOS 14.5 in April 2021, dramatically
reduced the signal available to digital advertisers by requiring explicit user opt-in for cross-app tracking. The
result was a 30% to 60% increase in customer acquisition costs for many DTC brands and a fundamental
breakdown of the attribution models they had built their businesses on.
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3.1 Blended CAC vs. Channel CAC

Most DTC brands make the mistake of optimizing for channel-level CAC — the cost per new customer from
each individual advertising channel — rather than blended CAC — the total marketing spend divided by total
new customers acquired across all channels. Channel-level CAC creates a distorted picture because
different channels serve different roles in the customer journey: paid search captures customers who are
already aware of the brand (low CAC, but what created the awareness?), while paid social introduces the
brand to new audiences (higher CAC, but those customers are net new to the brand). Optimizing individually
for each channel's efficiency misses the cross-channel dynamics that drive overall customer acquisition
performance.

BLENDED CAC CALCULATION

Bl ended CAC = Total Marketing Spend (all channels) / Total New Custoners Acquired
Channel CAC = Channel Spend / New Custoners Attributed to Channel

Warni ng: Sum of attributed custoners by channel > actual new custoners
(multi-touch attribution overcounts; last-click attribution undercounts organic)

New Cust oner Rate = New Custoners / Total Orders
Repeat Custoner Rate = Repeat Custoners / Total Orders

Bl ended CAC Payback = Bl ended CAC / (AOV x Gross Margin% - Vari abl e Costs)
= Bl ended CAC / Contribution Margin per Order

3.2 The ROAS Framework and Its Limitations

Return on Ad Spend (ROAS) — revenue generated per dollar of advertising spend — has been the
dominant metric for DTC marketing efficiency. A 4x ROAS means the brand generates $4 in revenue for
every $1 spent on advertising. The problem with ROAS as an efficiency metric is that it ignores every cost
except ad spend: it does not account for COGS, fulfillment, returns, or payment processing. A 4x ROAS
campaign on a 30% gross margin product with 20% fulfillment cost and 15% return rate may actually be
losing money at the contribution level.

The more useful metric is Marketing Efficiency Ratio (MER) — total revenue divided by total marketing
spend across all channels. Unlike channel-level ROAS, MER captures the full marketing investment and its
aggregate revenue return without the attribution distortions that affect channel-level ROAS in the post-iOS
14 environment. The target MER for profitability depends on the contribution margin structure of the specific
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business — the CFO should calculate the break-even MER and use it as the floor for marketing investment

decisions.

MARKETING EFFICIENCY RATIO (MER)

MER = Total Revenue / Total Marketing Spend (all channels)

Break- Even MER = 1 / Contribution Margin % (before marketing)
Exanpl e: 42% pre-marketing contribution margin
Break-Even MER = 1 / 0.42 = 2.38x
At MER < 2.38x, every increnental dollar of marketing destroys val ue

At MER > 2.38x, marketing is accretive at the contribution |evel

Target MER = 1 / (Target CAMA + Pre- Marketing CMA
For 10%target CAM on 42% pre-marketing CM MER = 1/(0.42-0.10) = 3. 13x

CFO INSIGHT
Post-iOS 14, many DTC brands discovered that their reported channel ROAS (from Meta's Ads Manager,

Google Analytics, etc.) was materially overstated because attribution systems were assigning credit to paid
channels for purchases that were actually organic or driven by other channels. Build a triangulation
methodology: compare platform-reported ROAS to MER (which requires no attribution model), and use
incrementality testing (controlled experiments) to measure the true causal impact of each channel. The CFO
who relies exclusively on platform-reported ROAS will systematically overfund channels that are taking credit

for organic demand.

SECTION 4

FULFILLMENT ECONOMICS AND 3PL COST STRUCTURE

Fulfillment: The Hidden Gross Margin Destroyer

Fulfillment — the process of picking, packing, and shipping an order from a warehouse to a customer's door
— is the operational cost that most separates DTC eCommerce from digital businesses. Unlike software,
physical goods must be stored somewhere, picked by a human or a robot, packed into a box, labeled, and
handed to a carrier who delivers it to the customer. Every step in this process costs money, and the
aggregate cost of direct-to-consumer fulfilment is one of the primary reasons DTC gross margins are

structurally lower than they appear.
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4.1 The 3PL Cost Stack

Most DTC brands that have moved beyond the early startup phase use a third-party logistics provider (3PL)
to warehouse and fulfill their orders. The 3PL charges for every activity it performs: receiving inbound
inventory, storing it, picking items from shelves, packing them in boxes, applying labels, and handing to
carriers. The aggregate of these charges — expressed as a cost per order or per unit — must be modeled
carefully because it varies with order complexity (number of SKUs per order), order volume (high volume
earns better rates), and product characteristics (weight, dimensions, fragility, special handling).

3PL Cost Component Pricing Structure Typical Range Volume Leverage

Per pallet or per unit Limited; labor-intensive regardless of

Receiving / Inbound . $0.10-$0.50 per unit
received volume

Per pallet or per cubic $15-$40 per

Storage / Warehousing Moderate; fixed facility cost amortized

foot per month pallet/month
Pick and Pack P_er order + per_ item $2.50-%$6.00 per Strong; automation reduces per-order
picked + materials order base cost
. . Per box size (actual $0.50-%$3.00 per .
Shipping Materials Modest; bulk purchasing helps
PPINg cost + 3PL markup) order P ghelp
. . Weight + dimensional $5.00-$18.00 per Strong; volume rates with
Last-Mile Carrier . .
weight + zone shipment UPS/FedEX/USPS

Per return received + $3.00-$8.00 per

. ] Limited; labor-intensive per-unit activity
inspection + restock return

Returns Processing

Per unit kitted (if

0.50-%$3.00 per unit  Moderate; setup amortized over volume
bundled products) $ $ P P

Kitting / Assembly

4.2 Dimensional Weight and Carrier Pricing

Carrier pricing — the cost of the last-mile delivery from the warehouse to the customer — is one of the most
complex and most consequential cost items in DTC fulfillment. All major carriers (UPS, FedEx, USPS) now
price shipments based on the greater of actual weight and dimensional weight. Dimensional weight (also
called DIM weight) is calculated by multiplying the box's length, width, and height (in inches) and dividing by
a DIM factor (typically 139 for UPS and FedEx). A lightweight product in a large box may cost far more to
ship than its actual weight would suggest.
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The CFO must model carrier costs using the actual distribution of package sizes and weights, not an
average. A brand that ships a mix of small, lightweight items and large, bulky items will have a carrier cost
distribution with significant variance — and the outlier large shipments can disproportionately affect the
average. Build a carrier cost model that segments by package size and weight tier and applies the correct
zone-weighted carrier rate to each segment.

DIMENSIONAL WEIGHT CALCULATION AND CARRIER COST

Di nensi onal Weight (lbs) = (L x Wx Hin inches) / 139
Bi |l abl e Wei ght = MAX(Actual Weight, Dinmensional Weight)

Exanpl e: 12 x 10 x 8 inch box, 2 |bs actual weight
DIM Weight: (12 x 10 x 8) / 139 = 6.9 | bs
Bill abl e Wight: MAX(2, 6.9) = 6.9 | bs
Carrier charges for 6.9 | bs despite only 2 | bs of product

DI M Arbitrage: Rightsize packaging to mnimze billable weight excess
Savi ngs per order: $0.50-$3.00 depending on carrier zone and rate

CFO INSIGHT

Packaging optimization — reducing the box dimensions to minimize dimensional weight without
compromising product protection — is one of the highest-ROI operational initiatives in DTC fulfillment. A
brand shipping 500,000 orders per year saving $1.50 per order through box rightsizing saves $750,000
annually with no impact on customer experience. Commission a packaging audit with your 3PL and carrier
representative. Most brands discover they are using 2 to 4 box sizes when 5 to 8 optimized sizes would
reduce DIM weight charges by 15% to 25%.

SECTION 5

INVENTORY ECONOMICS AND THE CASH CONVERSION CYCLE

Inventory Economics: The Capital Trap in
Physical Commerce

Inventory is the most capital-intensive element of the DTC business and the most consequential for cash
flow. Unlike digital businesses, which can scale revenue without accumulating physical assets, a DTC brand
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must fund its inventory before it can ship a single order. Every unit of product sitting in a warehouse
represents cash that has been spent and not yet recovered — and the longer it sits, the greater the carrying
cost and the obsolescence risk. The cash conversion cycle — the time between paying for inventory and
collecting cash from customers — is the defining cash management challenge of DTC finance.

5.1 The Cash Conversion Cycle

CASH CONVERSION CYCLE

CCC = Days I|nventory Qutstanding (DO + Days Sal es Qutstanding (DSO
- Days Payabl e Cutstandi ng (DPO)

DI O = (Average Inventory / COGS) x 365
DSO = (Average Receivables / Revenue) x 365 [near zero for DIC —cash at sal €]
DPO = (Average Payables / COGS) x 365

Exanpl e DTC Br and:
DO $3M avg inventory / $12M COGS = 91 days
DSO ~2 days (credit card settlenent)
DPO: 30 days (nmmanufacturer paynent terns)
CCC. 91 + 2 - 30 = 63 days

63 days of COGS nust be financed: $12M x (63/365) = $2.07M wor ki ng capit al

5.2 Inventory Turns and Obsolescence

Inventory turns — the number of times inventory is sold and replaced in a year — is the primary efficiency
metric for inventory management. Higher turns mean less capital tied up in inventory and less obsolescence
risk. Lower turns mean more capital trapped in slow-moving product and higher risk that seasonal or
trend-sensitive items become unsaleable before they can be liquidated at full price.

DTC brands with fashion or trend sensitivity face particularly acute obsolescence risk. A seasonal SKU that
does not sell through before the season ends must be discounted aggressively, liquidated to off-price
channels (often at 30% to 50% of cost), or written off entirely. The write-off of slow-moving inventory is one
of the most painful — and most often under-provisioned — costs in DTC finance. The CFO must establish
an inventory obsolescence reserve policy that systematically identifies slow-moving inventory and reserves
for its likely markdown or write-off.
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INVENTORY OBSOLESCENCE RESERVE

Age Bucket Anal ysis:
0-90 days: Reserve 0% (current season; full price expected)
91-180 days: Reserve 15% (approachi ng end of season; sone ri sk)
181-365 days: Reserve 40% (likely needs markdown or pronoti on)
>365 days: Reserve 75%-100% (obsol ete; |iquidation val ue only)

Quarterly Reserve Adjustnent:
Endi ng Reserve = Sum of (Inventory Bal ance by Age x Reserve Rate)
Reserve Expense = Endi ng Reserve - Begi nni ng Reserve
Actual Wite-offs charged against reserve when |iquidation decision made

SECTION 6

TAX ISSUES FOR DTC ECOMMERCE

Tax Architecture: Physical Goods eCommerce
Post-Wayfair

DTC eCommerce businesses selling physical goods face the most straightforward tax nexus analysis of all
the models in this series — and simultaneously, the most operationally demanding compliance burden.
Physical goods sold online are subject to sales tax in virtually every state with a sales tax (45 states plus
DC), at rates that vary by product category and locality. Post-Wayfair, economic nexus thresholds in all
collecting states mean that virtually every DTC brand of meaningful scale must collect and remit sales tax
nationwide.

6.1 Sales Tax Nexus and Compliance

The economic nexus threshold in most states is $100,000 in annual sales or 200 transactions into the state.
A DTC brand doing meaningful national volume will exceed these thresholds in most states within its first
year or two of operation. The compliance obligation is to register for a sales tax permit in each
threshold-crossing state, collect the correct rate on each taxable sale (rates vary by product category and by
local jurisdiction — some states have hundreds of local tax rates), file periodic returns (monthly, quarterly, or
annually depending on the state and volume), and remit the collected tax.
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Product taxability is not uniform. Most tangible personal property is taxable, but exemptions exist for
groceries, prescription drugs, and certain other categories that vary by state. A DTC brand selling a product
that sits on the border of a taxable and exempt category — a supplement that might be classified as food or
as a drug — must obtain a specific taxability opinion for each state. Getting this wrong generates interest
and penalties on uncollected tax.

DTC Tax Compliance
Component

Description Annual Cost at Scale

Avalara, TaxJar, or Vertex integration with 15K-$80K/yr depending on volume
Sales tax automation software 9 $ $ y P 9

cart/ERP and complexity
State registration and Permit registration; renewal and annual $5K—$25K/yr for multi-state registration
maintenance report filing management
Sales tax return filing Monthly/quarterly filings in 30—45 states $20K-$60K/yr (in-house or outsourced)
Category opinions; exemption certificate 10K—-$40K/yr with specialized sales
Product taxability research gory op P $ $ 4 P
management tax counsel

. . ) $20K-$100K per audit; reserve 1 audit
Audit defense State sales tax audit representation

per 3 years
Voluntary disclosure program If historical nexus not registered; amnesty =~ $15K—$50K one-time for VDA in major
(VDA) program states

6.2 Inventory Tax: Property Tax and Business Personal Property

In many states, business personal property — including inventory held in warehouses — is subject to annual
property tax assessment. If a DTC brand stores inventory in a 3PL warehouse located in a state with a
business personal property tax (most states, including Texas, California, and Georgia), the value of that
inventory as of the assessment date may be subject to property tax. Rates vary but typically run 1% to 3% of
assessed value annually. For a brand holding $5M in inventory in a Texas warehouse, this could generate
$75,000 to $150,000 in annual property tax on inventory alone.

The CFO must map every 3PL warehouse location against the state's business personal property tax rules
and ensure that annual returns are filed in each applicable state. Failure to file does not eliminate the liability
— it simply results in the assessor estimating the value and issuing a default assessment, often at inflated
values. The compliance cost of filing is almost always lower than the penalty and interest on an unregistered
assessment.

6.3 Inventory Costing Methods for Tax
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The choice of inventory costing method — FIFO (first-in, first-out), LIFO (last-in, first-out), or weighted
average — affects both GAAP financial reporting and taxable income. LIFO is permitted for US tax purposes
and in some cases produces a lower taxable income in periods of rising costs (because the most recently
purchased, higher-cost inventory is assumed to be sold first, increasing COGS and reducing gross profit).
However, LIFO is not permitted under IFRS and requires a LIFO reserve to reconcile to the GAAP balance
sheet. Most DTC brands use FIFO or weighted average for simplicity and IFRS compatibility, accepting the
tax inefficiency in exchange for reduced accounting complexity.

SECTION 7

ACCOUNTING ISSUES FOR DTC ECOMMERCE

Accounting Architecture: Physical Goods
Complexity

DTC eCommerce accounting combines the revenue recognition complexity of digital businesses (ASC 606,
returns reserves, variable consideration) with the inventory accounting complexity of physical goods
businesses (COGS, obsolescence reserves, landed cost calculation). The CFO must be proficient in both
domains and must build accounting systems that capture the full cost of goods including all inbound logistics
costs in the inventory carrying value.

7.1 Landed Cost Accounting

Landed cost is the total cost of bringing a unit of product from the manufacturer to the warehouse —
including the ex-factory product cost, international freight (ocean or air), customs duties and tariffs, import
brokerage fees, domestic freight from port to warehouse, and any quality inspection costs. All of these costs
must be capitalized into inventory and expensed as cost of goods sold when the inventory is sold — not
expensed in the period they are incurred. Failing to capitalize landed costs understates inventory values and
overstates current period expenses, creating a timing difference that distorts gross margin.
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LANDED COST PER UNIT

Landed Cost = Ex-Factory Cost + Ccean Freight + Duty + Brokerage + Donestic Freight

+ I nspection + |nsurance

Exanpl e: Product manufacturing in Vietnam

Ex-factory cost: $12. 00/ uni t

Ccean freight: $1.20/unit (based on container cost / units per container)
I mport duty (15%: $1. 80/ uni t

Cust ons br oker age: $0. 15/ uni t

Donestic freight: $0. 35/ uni t

Qual ity inspection: $0.10/unit

Total Landed Cost: $15.60/unit (30% above ex-factory)

COGS = Landed Cost (not ex-factory cost) x Units Sold

7.2 Shopify and Platform Fee Accounting

Most DTC brands use Shopify as their eCommerce platform. Shopify charges a monthly platform
subscription fee (currently $79 to $399 per month depending on the plan) and, for brands not using Shopify
Payments, an additional transaction fee of 0.5% to 2% on each order. For brands using Shopify Payments,
there is no transaction fee but there are standard credit card processing rates. The accounting treatment of
these fees is nuanced: the monthly subscription fee is a G&A; or technology expense; the transaction fee is
a cost of revenue (directly tied to revenue generation); and the credit card processing fee is also a cost of
revenue.

For DTC brands that use Shopify as their sales channel and Amazon as an additional channel, the
accounting must segregate the platform fees by channel and apply the correct COGS treatment to each.
Amazon's fees — the referral fee (typically 8% to 15% of the item price), the fulfillment fee (for FBA orders),
and the storage fee — are all cost of revenue items for Amazon-channel sales. The CFO should build a
channel-level P&L; that shows the contribution margin for each sales channel separately, enabling clear
visibility into which channels are accretive and which are dilutive.

7.3 Revenue Recognition for Subscriptions and Bundles

Many DTC brands have added subscription products — auto-replenishment, subscription boxes,
membership programs — to their offering. The revenue recognition for these products follows the same ASC
606 framework as SaaS subscriptions (Part 2) with one important difference: the performance obligation
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includes delivering a physical product, not just providing software access. Revenue for a subscription box is
recognized when the box is shipped, not when the subscription is charged. If the brand charges annually for
a subscription box service and ships monthly, the annual charge is deferred and recognized monthly as

each box is shipped.

SECTION 8

LTV AND COHORT ECONOMICS IN DTC

LTV and Repeat Purchase Economics

The financial viability of most DTC businesses depends on repeat purchase behavior. The first order from a
new customer is almost always unprofitable when the customer acquisition cost is fully loaded against it.
The second, third, and subsequent orders — which incur no acquisition cost — are where the economics of
the business are made. The CFO must build a cohort-based LTV model that captures repeat purchase
behavior by customer vintage and by acquisition channel, and must use that model to evaluate the
profitability of every marketing investment.

8.1 DTC Customer LTV

DTC CUSTOMER LIFETIME VALUE

Annual Gross Profit per Custoner = Purchase Frequency x AOV x Gross Margi n%
Less: Annual Variable Fulfillnment per Custoner = Purchase Frequency x Ful fill ment Cost

= Annual Net Contribution per Custoner
LTV = Annual Net Contribution / Annual Churn Rate

Exanpl e: 2.5 purchases/yr, $85 AOV, 55% gross nargin, $14 fulfillnent, 35% churn
Annual GP: 2.5 x $85 x 55% = $116. 88
Annual Fulfillment: 2.5 x $14 = $35.00
Annual Net Contribution: $116.88 - $35.00 = $81. 88
LTV: $81.88 / 35% = $234. 00

LTV: CAC = $234 / $45 CAC = 5.2x (healthy for DTC)

8.2 Cohort Repeat Purchase Analysis
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Customers buying again within 30 days / >20% excellent; <10% concerning for
30-Day Repurchase Rate o

Total first-time buyers consumables

Customers buying again within 90 days / >35% excellent; <20% low retention
90-Day Repurchase Rate o .

Total first-time buyers signal

Customers buying again within 12 months /

12-Month Repurchase Rate o
Total first-time buyers

>50% good; <30% business model risk

Average Order Frequency Total orders from repeat customers / .
>3x excellent; 1.5x—2.5x typical
(Annual) Repeat customer count
. CAC / (Contribution Margin per Order x <6 months excellent; <12 months
Customer Payback Period
Monthly Purchase Freq.) healthy
. Revenue from cohort in month N / Stabilizing floor >40% by month 12 =
Cohort Revenue Retention .
Revenue in month 1 healthy

SECTION 9

COMPLETE DTC METRICS FRAMEWORK

The DTC eCommerce Metrics Framework

The DTC metrics framework spans four domains: acquisition (how efficiently new customers are acquired),
unit economics (the contribution margin at the order and customer level), retention (how well the brand
retains and grows its customer base), and operational efficiency (fulfillment, inventory, and working capital
performance). The CFO must own all four domains and present them together as a system — because the
interactions between them determine whether the business model is viable.

9.1 Acquisition Metrics

Total Marketing Spend / New Customers
Blended CAC Acquired g=p Varies; must be <33% of customer LTV

>30% suggests healthy top-of-funnel

New Customer Rate New Customers / Total Orders in Period
growth
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Channel Spend / New Customers Track by channel; compare to blended
Channel CAC (by channel) .
Attributed CAC
Marketing Efficiency Ratio . Target = 1 / Pre-Marketing Contribution
Total Revenue / Total Marketing Spend .
(MER) Margin %

Revenue Attributed to Channel /
ROAS (channel-level) Channel Spend Track trend; compare to break-even ROAS

Track trend; rising CPC = more competitive

Cost per Click (CPC) Channel Spend / Clicks
market

>2.5% good; >4% excellent for

Conversion Rate (CVR) Orders / Website Sessions
eCommerce

9.2 Unit Economics Metrics

Average Order Value (AOV)  Total Revenue / Total Orders Track trend; rising = upsell/bundle success
Gross Margin % Gross Profit / Revenue 55%—75% for most DTC physical goods
Contribution Margin GM% - Fulfillment% - Returns% -

(pre-marketing) Paymento >35% required for viable unit economics
- 0

Contribution After Marketing = Pre-Mktg CM% - Marketing % of

(CAM) Revenue >8% healthy; >15% excellent

Varies by category; <10% soft goods;

Return Rate Units Returned / Units Shipped
PP <20% apparel

Average Fulfillment Cost per

Order Total Fulfillment Cost / Total Orders Track vs. AQV; should be <20% of AOV
LTV (Customer) Annual Net Contribution / Annual Churn Must exceed CAC by >3x for viable model
LTV:CAC Ratio Customer LTV / Blended CAC >3x floor; >5x healthy for DTC

9.3 Retention and Engagement Metrics
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Repeat Purchase Rate
(90-day)

Customer Annual Purchase
Frequency

Revenue from Repeat
Customers %

Email Revenue % of Total

Subscription Penetration

Customer Churn Rate
(Annual)

Buyers with 2nd order within 90 days /
New buyers

Total orders / Active customer count

Repeat customer revenue / Total
revenue

Revenue from email campaigns / Total
Revenue

Active subscription orders / Total orders

Lost customers / Beginning customers

9.4 Operational and Inventory Metrics

Inventory Turns

Days Inventory Outstanding
(DIO)

Cash Conversion Cycle
(cce)

DIFOT (Delivered In Full On
Time)

Order Defect Rate

Inventory Obsolescence
Reserve %

Supplier Payment Terms
(DPO)

eFuturesCFO

Annual COGS / Average Inventory
Balance

(Average Inventory / COGS) x 365

DIO + DSO - DPO

Orders delivered complete and on time /
Total orders

Defective / wrong / damaged orders /
Total orders

Reserve Balance / Total Inventory

Avg days to pay suppliers
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>30% excellent; <15% retention crisis

>2x good; >3x excellent

>50% at maturity = healthy retention
engine

>20% signals owned channel strength

Rising % = more predictable recurring
revenue

<30% excellent; >50% is structural
problem

>4x healthy; >6x excellent for fast-moving
goods

<90 days target; >120 days signals
overstocking

<60 days healthy; <30 days excellent

>95% target; <90% is customer experience
risk

<1% target; >3% signals fulfillment quality
issue

Track trend; rising >15% signals
slow-moving problem

>30 days helps cash cycle; negotiate
aggressively
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SECTION 10

DTC CFO OPERATING CHECKLIST

The DTC eCommerce CFO Checklist

The following checklist covers the minimum set of financial, accounting, tax, and operational capabilities the
CFO of a DTC eCommerce business must maintain. It is organized by domain and reflects the specific
complexities of selling physical goods directly to consumers.

Revenue Recognition and Returns
» ASC 606 revenue recognition policy documented: revenue recognized at shipment; returns reserve
calculated monthly using historical return rates by category and channel.

» Returns reserve model segmented by product category, acquisition channel, and season; estimate
updated monthly with actual return performance; auditor-approved methodology.

* Subscription revenue deferred to period of physical shipment; annual subscription charges not
recognized at billing date — recognized as each box ships.

« Discount and promotional codes tracked in revenue reporting; contra-revenue treatment confirmed for
volume-based discounts that qualify as variable consideration under ASC 606.

Inventory and COGS

 Landed cost calculation methodology documented; all inbound freight, duty, brokerage, and inspection
costs capitalized into inventory — not expensed in the period incurred.

* Inventory costing method (FIFO or weighted average) documented and consistently applied; LIFO
election evaluated annually with tax counsel.

« Inventory obsolescence reserve policy documented by age bucket; reserve calculated monthly;
slow-moving items flagged to merchandising team for promotional or liquidation action.

* 3PL cost reconciliation performed monthly: each cost component (receiving, storage, pick/pack,
shipping) reconciled to 3PL invoice; variance from model explained and actioned.

» Carrier cost model maintained by package size and weight tier; dimensional weight calculation
confirmed for all shipping profiles; rightsizing audit completed annually.

Customer Acquisition and Marketing
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* Blended CAC calculated monthly using total marketing spend / total new customers acquired; channel
CAC tracked separately for attribution insight but blended CAC used for capital allocation decisions.

* MER (Marketing Efficiency Ratio) calculated monthly and compared to break-even MER; marketing
budget adjusted when MER falls below break-even threshold.

» Cohort LTV model maintained; LTV calculated for each acquisition cohort at 30, 90, 180, and 365
days; LTV:CAC ratio tracked by cohort and by channel.

* Incrementality testing program active for major marketing channels; platform-reported ROAS
compared to MER monthly; discrepancies investigated.

Tax and Compliance

» Sales tax nexus analysis current in all 50 states; registration completed in all states where $100K or
200-transaction threshold has been exceeded.

» Sales tax automation software (Avalara, TaxJar) integrated with Shopify and all other sales channels;
rate updates applied automatically; accuracy monitored monthly.

* Product taxability opinions obtained for any product that could be classified in an exempt category
(food, drug, medical); opinions documented and filed.

* Business personal property tax returns filed in all states where 3PL warehouses are located; inventory
assessment value confirmed with 3PL at each assessment date.

* Import duty classification (HTS code) confirmed for all manufactured products; duty rates monitored for
tariff changes affecting COGS; duty drawback program evaluated if applicable.

Working Capital and Cash Management
 Cash conversion cycle calculated monthly; DIO, DSO, and DPO tracked separately; improvement
targets set annually as part of operating plan.

* Inventory purchasing plan tied to demand forecast and desired inventory turns; purchase orders
approved by finance against open-to-buy model.

* Supplier payment terms reviewed annually; extended terms negotiated where possible; supply chain
financing (SCF) programs evaluated for high-volume suppliers.

 13-week cash flow forecast maintained; inventory purchasing commitments reflected in the forecast;
seasonal cash requirements modeled 90 days in advance.
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Closing Perspective: The DTC CFO as Margin
Architect

The DTC eCommerce business is, at its heart, a margin engineering challenge. The gross margin is set by
the product and supply chain; the fulfilment margin is set by the logistics infrastructure and the carrier
contracts; the marketing efficiency is set by the channel mix, the creative quality, and the attribution
methodology. The CFO who understands all three levers — and who can move all three simultaneously in
the right direction — is the CFO who builds a DTC business that generates durable returns.

The post-iOS 14 environment has permanently changed the economics of DTC customer acquisition. The
era of cheap, precisely targeted Facebook advertising that made the DTC model seem almost magically
scalable is over. What remains is a more fundamentally sound business: brands that have built genuine
product differentiation, owned communication channels (email, SMS, loyalty programs), and repeat
purchase habits that reduce dependence on paid acquisition. The CFO who helps build these retention
assets — who measures and manages repeat purchase rates, email revenue, subscription penetration, and
cohort LTV — is building the financial infrastructure that will sustain the business when the next external
shock arrives.

Part 10 examines the Wholesale to Retail model — the financial architecture of selling through retailers and
distributors rather than directly to consumers, including trade terms, markdown allowances, slotting fees,
chargeback culture, factoring and ABL facilities, and the channel conflict economics that arise when DTC
and wholesale coexist.

End of Part 9: Direct-to-Consumer (DTC) / eCommerce | Financial Architecture of Different Business Models
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