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The Pricing & Profitability Engine

From Executive Operating Guide #12: Pricing & Profitability

EfuturesCFO Proprietary Framework

A comprehensive analysis of framework structure, common themes,
operating mechanisms, failure modes, maturity progression,
and implementation guidance for the modern CFO.
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The Framework

The Pricing & Profitability Engine

EfuturesCFO Proprietary Framework
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Figure 1 — The Pricing & Profitability Engine | EfuturesCFO Proprietary Framework

Executive Description

@ Activity-Based Costing
@ Cost-to-Serve

@ Unit Economics

The Pricing and Profitability Engine is the EfuturesCFO framework for optimizing the intersection of pricing strategy,
cost understanding, margin management, and profitability analytics to drive sustainable financial performance. It
positions the CFO as the analytical architect who ensures that every pricing decision is grounded in cost reality,

competitive intelligence, and customer value perception.

The framework recognizes that pricing and profitability are two sides of the same equation. Pricing without cost
understanding leads to margin erosion. Cost analysis without pricing context produces efficiency without revenue
optimization. Margin optimization without customer-level profitability data leads to aggregate metrics that mask
unprofitable segments. Profitability analytics without pricing strategy produces insights without action levers. The four

pillars must operate together to create a complete profit optimization capability.
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Pillar 1: Pricing Strategy

Pricing strategy determines how the company sets, adjusts, and defends its prices. This pillar covers value-based
pricing (pricing based on customer value perception rather than cost), competitive analysis (how competitors price
and how the company differentiates), and price architecture (the structure of pricing tiers, bundles, and discount
schedules). The CFO ensures that pricing decisions are analytically grounded rather than sales-driven.

Pillar 2: Cost Analysis

Cost analysis provides the foundation for understanding what it costs to deliver products and services to each
customer segment. This pillar covers activity-based costing (allocating costs based on actual resource consumption),
cost-to-serve modeling (quantifying the total cost of serving each customer or channel), and unit economics (the
revenue minus cost calculation at the individual transaction level).

Pillar 3: Margin Optimization

Margin optimization identifies and captures opportunities to improve profitability through product mix management,
channel optimization, and discount governance. The CFO builds the analytical capability to identify which products,
customers, and channels generate the highest margins and directs commercial strategy toward expanding those
segments while improving or exiting unprofitable ones.

Pillar 4: Profitability Analytics

Profitability analytics provides the customer-level, product-level, and segment-level visibility that aggregate financial
statements cannot. This pillar covers multi-dimensional profitability analysis, trend monitoring, and the analytical tools
that enable business leaders to understand where profit is created and where it is consumed. The CFO uses
profitability analytics to drive strategic conversations about portfolio management, resource allocation, and pricing

policy.
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Common Themes & Cross-Framework Dependencies

Theme 1: Not All Revenue Is Profitable

Aggregate revenue and margin metrics mask significant profitability variation across customers, products, and
channels. The CFO who builds segment-level profitability visibility discovers that 20—30% of customers or products
typically consume profit generated by the other 70—-80%.

Theme 2: Pricing Is a Strategic Decision

Pricing is not a sales function or a finance function alone; it is a strategic function that determines market positioning,
competitive dynamics, and long-term profitability. The CFO ensures pricing decisions are made with full financial
visibility.

Theme 3: Discount Governance Protects Margin

Undisciplined discounting is the most common margin leak in B2B companies. A structured discount governance
framework with defined authority levels, approval processes, and outcome tracking typically recovers 200-500 basis
points of margin.

Cross-Framework Dependencies

* Prerequisite: Cost Management (#25) provides the cost analysis infrastructure this framework builds on.
* Enabling: Bl & Analytics (#14) provides the analytical platform for profitability analysis.
* Amplifying: Al for Finance (#39) enables ML-driven price optimization and demand elasticity modeling.

» Downstream: Business Model Strategy (#2) depends on this framework for revenue architecture and unit
economics validation.
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Operating Mechanisms

Operating mechanisms are the specific processes, cadences, governance structures, roles, and measurement
systems needed to activate each pillar. The mechanisms below convert this framework from a conceptual model into
an operational reality.

Mechanism 1: The Pricing Committee

A monthly or quarterly committee chaired by the CFO that reviews pricing performance, approves pricing changes
above defined thresholds, and governs the discount framework. The committee uses profitability analytics to make
pricing decisions grounded in data rather than anecdote.

Mechanism 2: Customer Profitability Scorecard

A quarterly analysis ranking customers by profitability (revenue minus fully-allocated cost-to-serve). The scorecard
identifies the most and least profitable customers and drives conversations about pricing adjustments, service level
changes, or customer exits for structurally unprofitable relationships.

Mechanism 3: Discount Governance Framework

A defined framework specifying discount authority levels (who can approve what percentage discount), required
justification (competitive pressure, volume commitment, strategic account), and outcome tracking (did discounted
deals produce the projected volume and retention). The framework prevents margin erosion from undisciplined
discounting.

List price changes CEO + CFO + Sales Annual or as needed = Recommender: provides elasticity and
margin analysis

Discount above 15% CFO + Sales VP Per deal Approver: evaluates margin impact

Discount above 25% CEO + CFO Per deal Recommender: presents full deal economics

Customer exit decision CEO + CFO + Sales Quarterly Recommender: presents profitability analysis

Pricing model change CEO + CFO + Board As needed Owner: builds the financial model for the
change

Figure 2 — Decision Rights Matrix

Monthly Pricing Committee meeting Pricing decisions and discount reviews
Quarterly Customer profitability scorecard FP&A, Customer profitability ranking
Quarterly Margin analysis by product, channel, FP&A, Profitability dashboard

segment
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Semi-annual =~ Competitive pricing benchmark Strategy + FP&A; Competitive pricing analysis
Annual Pricing strategy review and update CFO + Sales + Product =~ Updated pricing strategy

Figure 3 — Governance Calendar
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CFO Personal vs. Delegation Actions

Activity CFO Personal Delegate To

Pricing strategy design [0 CFO co-designs with —
Sales/Product

Pricing Committee chair [0 CFO chairs —

Customer profitability analysis — FP&A,; produces; CFO reviews and acts on
findings

Discount approval above 15% 00 CFO approves —

Activity-based costing methodology O CFO sponsors Controller implements

Competitive pricing intelligence — Strategy team gathers; CFO interprets
implications

Figure 4 — CFO vs. Delegation Matrix
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Failure Modes & Warning Signs

The The Pricing & Profitability Engine fails in predictable ways. Each failure mode produces specific symptoms the
CFO should monitor. The hub-and-spoke design implies balance across all four pillars; imbalance is the primary
failure pattern.

Failure Mode 1: Cost-Plus Pricing

Pricing based solely on cost plus a margin target, ignoring customer value perception and competitive positioning.
Symptoms: prices that are consistently undercut by competitors or that leave significant value on the table, and an
inability to differentiate pricing from competitors who have lower costs.

Failure Mode 2: Aggregate Margin Blindness

Monitoring aggregate margins without segment-level visibility. Symptoms: stable aggregate margins masking
significant profitability variation, unprofitable customers or products subsidized by profitable ones, and an inability to
answer the question of which customers or products create the most value.

Failure Mode 3: Discount Leakage

Undisciplined discounting that erodes margins without producing the volume or retention benefits that justify the
discounts. Symptoms: average discount rates increasing over time, sales representatives using discount authority as
the primary competitive tool, and no tracking of whether discounted deals actually deliver their projected volume.

Framework Imbalance Diagnostic

Prices always undercut by Cost-plus pricing Shift to value-based pricing with customer value research
competitors

Healthy aggregate margins, Hidden unprofitable Build customer profitability scorecard

unhappy customers segments

Average discount rate rising Discount governance gap Implement discount authority framework immediately
annually

Cannot explain profitability Analytics gap Build segment-level profitability analysis

differences

Figure 5 — Framework Imbalance Diagnostic
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Maturity Progression: Stage-Specific Actions

Most organizations operate at Level 2 or Level 3 on this framework. The progression below provides the concrete

steps needed to advance.

Level 1-2 From intuitive to
data-informed

Level 2-3 From data-informed to
structured

Level 3-4 From structured to
optimized

Level 4.5 From optimized to
dynamic

1. Build basic customer profitability analysis for top 20 3-6 months
customers 2. Track discount rates by sales rep and deal

size

1. Launch Pricing Committee 2. Implement discount 6-12 months

governance framework 3. Build cost-to-serve model for
major customer segments

1. Al-driven price optimization 2. Real-time profitability 12-18 months
dashboards 3. Predictive elasticity modeling for pricing

decisions

1. Dynamic pricing based on real-time demand and 18-24 months

competitive signals 2. Automated discount governance
with ML-driven approval recommendations 3. Profitability
analytics embedded in every commercial decision

Figure 6 — Maturity Progression Roadmap
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Industry Calibration

The four pillars apply universally, but their relative emphasis shifts by industry. The CFO should calibrate the

framework to match industry realities.

Industry Dominant Pillar Calibration Notes

SaaS Pricing Strategy Subscription pricing, usage-based models, and freemium economics require

continuous pricing strategy evaluation.

Manufacturing Cost Analysis Cost accounting complexity demands rigorous activity-based costing and standard

cost management.

Financial Profitability Analytics =~ Product and relationship-level profitability analysis drives pricing and portfolio
Services decisions.
PE-Backed Margin Optimization EBITDA margin expansion is a primary value creation lever. Pricing and cost

optimization drive exit multiple.

Healthcare Cost Analysis Cost per procedure, service line profitability, and payer-specific margins drive

financial strategy.

Figure 7 — Industry Calibration Matrix

Quantification Anchors

These metrics indicate whether the framework is actively operating or merely documented.

Pricing Strategy Last comprehensive pricing review Within 12 months

Cost Analysis % of revenue with customer-level >80%
profitability data

Margin Gross margin trend (4-quarter) Stable or improving
Optimization

Profitability Frequency of segment profitability Quarterly minimum
Analytics reporting

Figure 8 — Quantification Anchors
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Below 30%: profitability is invisible

3+ quarters of decline

Annual or never: decisions are
uninformed
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Implementation Quick-Start

First Three Moves
If you do nothing else, do these three things within the next 30 days.

* Move 1: Rank your top 20 customers by profitability. Revenue minus fully-loaded cost to serve. Most CFOs
find that 3-5 of their top 20 revenue customers are among their least profitable. This insight changes commercial
strategy.

* Move 2: Track discount rates for the last 6 months. Average discount by sales rep, deal size, and customer
segment. The data typically reveals that discounting is inconsistent and higher than anyone realized.

* Move 3: Establish discount authority levels. Define who can approve discounts at 5%, 10%, 15%, 20%, and
25%-+ levels. This single governance mechanism typically recovers 200—400 basis points of margin within two
quarters.

90-Day Activation Checklist

1-3 Build profitability analysis for top 20 customers Customer profitability ranking
3-5 Track and analyze discount rates by rep and segment Discount analysis

5-7 Design and implement discount authority framework Discount governance in effect
7-9 Launch Pricing Committee with monthly cadence First Pricing Committee meeting
9-11 Build cost-to-serve model for top 3 customer segments Cost-to-serve models

11-13 Present pricing and profitability framework to ExCo Framework endorsed

Figure 9 — 90-Day Activation Checklist

The Single Most Important Action

Rank your top 20 customers by profitability, not revenue. Revenue minus fully-allocated cost-to-serve reveals
which customers create value and which consume it. Most companies discover that their largest customers are
not their most profitable, and some are actively destroying margin. This single analysis changes commercial
strategy, pricing policy, and resource allocation in ways that improve profitability without reducing

revenue.
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