
THE SCIENCE OF PROFITABILITY 
Countering Disruptors in a Volatile Economy 

What is the Science of Profitability?
The science of profitability answers the most important and strategic 
questions. Which customers are profitable now, have been profitable in the 
past and will be profitable in the future? What do we need to provide to 
maintain the same level of profitability or increase profitability?


Profitability Analytics is the ability to understand and identify your profitable 
projects, products, customers, channels, geographies and other major 
dimensional classifications along which your business operates. With big 
data and data science, it’s now possible to track and understand every detail 
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of your operations. This level of dynamic 
detail and near real-time or real-time analysis 
has not been possible until now. Previously, 
the new tools and technologies had yet to be 
developed.


True profitability analytics allocates costs, 
including overhead, to customers and 
products. You may have healthy sales 
numbers only to find your margins are low 
and excessive discounting or unrealized 
marketing spend quickly erodes your gross 
margin.


If you’re like most companies, you focus on revenue and sales for financial 
reporting and analytics. However, revenue and sales are very different from 
profitability. Most organizations work on gross margin – how much you sell minus 
costs. That is not profitability, because it does not help you understand what your 
earnings would look like without the overhead spend. Marketing and overhead for 
a given product in a specific channel might cause the margin to be lower than 
industry competitors. Very few companies actually track profitability, because it is 
not seen as “worth” the effort until someone shows that it can be done or when 
they hear that their competitor is doing it. 


Earnings Per Share Eureka!
True profitability analytics gives you deep insight into your business on a day-to-day basis, allowing 
you to accurately predict earnings per share six months out. Now you can respond to customer 
fluctuations quickly and confidently. Imagine, if you had a daily P&L. You could then identify and 
track customer erosion and react quickly.


This level of insight into your business also allows you to spot new market opportunities and 
disrupter companies entering your market. If you see product profitability going down, that is an 
early sign that a competitor is entering your market. 


Allocate, Allocate, Allocate.
Allocation is the key to profitability analytics. This requires an accurate understanding of how hard 
costs, soft costs and indirect costs should be allocated across customer segments and products. 
Most companies track sales and product costs, but they cannot determine profitability. Overhead, 
administrative and indirect costs are not usually allocated. This is what makes profitability a hidden 
factor for most companies. Using big data and data science, cost allocation is applied across 
different continuums, including customers, products, geographies and time span.
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The Timeline Continuum.
Timeline, or Customer Lifetime Value, is an important metric for profitability analytics. Consider a 
student purchasing a computer with a large educational discount. The discount offered to the 
education segment tends to be much higher and leads to lower short-term profitability. On a point 
basis, it could be a loss, but if you track the customer over five years, that student may become 
loyal to the brand and purchase many more products in the future at full retail. This low-margin 
customer transforms into a high-margin customer when viewed across the timeline continuum.


Perils of Project Profitability.
If your company is involved in projects, evaluating risks are a key consideration for project 
profitability. Traditional business intelligence and analytics solutions depend on simple statistical 
models for forecasting based on best guess and past performance. Fast forward to today. We can 
now use machine learning algorithms to look at past projects and let the system itself learn to 
“profile” the projects, the project management team, the external situations, such as labor market, 
to accurately predict the risk potential of the project.  What’s more, the cycle time for predicting is 
going from batch to real-time. 


Evaluate Costs from Every Angle.
Predictive models for cost allocation can be applied to strategic infrastructure decisions, allowing 
you to explore likely outcomes and possible alternatives. For example, an airline may spend millions 
of dollars to establish a new route and capture new customers. What if they had allocated that 
spend on capturing new customers for an existing route? What if they added more flights to an 
existing route? What if they upgraded their in-flight TV devices to increase customer satisfaction? 


Predict the Disruptors.
In today’s economy, disrupters are emerging in 
almost every industry. Classic examples are 
Airbnb in the hospitality market and Uber in the 
transportation market. Airbnb and Uber are 
companies driven by data science. Their success 
is tied directly to their data analytics and their 
ability to respond to their customers and the 
market based on near real-time data analysis. 
For example, Airbnb is armed with billions of 
data points to optimize pricing and increase the 
profitability of individual bookings.


If, and when, a disrupter appears in your market, you need to respond 
quickly and decisively. Within three months, an entire marketplace can 
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change. You can predict the disrupters in advance and respond before they gain traction. Or, you 
can be your own disruptor and provide a new product or service in your industry. 


How can you spot a disrupter? By monitoring social media sentiment. Listen to current customers, 
competitors and industry news to spot new trends. Social media sentiment should be part of every 
big data initiative.


Data Science is a 
Disruptor.
Data science is not traditional business 
intelligence. Business intelligence tells you 
where you’ve been, not where you will go. It 
doesn’t include machine learning, deep 
learning, or artificial intelligence. Machine 
learning and artificial intelligence are 
becoming ubiquitous in today’s modern 
enterprise.


If your company is not using data science to its maximum, chances are that your 
competitors are. Disruptor companies like Uber and Airbnb combine data science with 
highly scalable big data architecture. It’s their competitive advantage.


Peer into the Silos.  
You have the data required for profitability analytics, however, it probably resides in different 
functional silos. The financial system is tracking revenue and sales. The Customer Relationship 
Management system is tracking which customer bought which product. The ERP is tracking 
production. You don’t need to build a massive data warehouse to consolidate all of this data. 
Instead, you can use a data engineer to pull the data into operational data marts for the data 
scientist to evaluate. 


Applying the Science of Profitability.
The data scientist applies statistical models, algorithms, machine learning and scenario analysis to 
discover the unique formulas for your profitability. This includes regression analysis at the individual 
customer level to track the growth and expenses of that customer. You need the right code to 
allocate out to a customer level. The data science team can allocate a revenue split for individual 
customer demographics and apply that to a specific customer segment. This is big data with 
complicated algorithms. In many cases, a customer with lower sales has a higher margin. Aha! That 
is the customer I should pursue. 
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Develop a Profitability Team.
Apply a small team with data engineers and data 
scientists to evaluate your customers, products, 
historical data and forward looking statements. Use this 
data to analyze and allocate costs. The overhead 
allocation (sales, marketing, general, administration) is 
where the complexity lies. Each line item can be 
modeled (how it was before a specific time and how it 
looks after a specific time). This should take into 
account your dynamic corporate environment with 
acquisitions, new product launches, restructuring and 
constant change. The allocation model is critical. If you 
get it right, you could actually have a daily P&L. 


The Big Data Company is part of the Venture Soft Global Group www.venturesoftglobal.com. We 
work with you to discover your most profitable products, customers and regions so you can 
determine where and when to cut costs, where and when to increase spend. You will know every 
aspect of your business so you can spot new markets, target spending, and quickly respond to 
disruptors.
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