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An Essential GovanTQb



Crucial moments occur in the life of
your GovCon business that demand
credible and detailed projections about
future performance.

When this need arises, a contract waterfall is a must-have report.
Unfortunately, it often gets undervalued as a strategic tool. A firm either skips
the preparation of the report altogether or does not keep it updated.

A contract waterfall is a standard expectation of potential buyers

and investors. It arguably includes the most important information for the

due diligence process. A contract waterfall is also highly desired by bankers,
leadership teams, board members, and others who seek detailed information
that reveals the true risks and opportunities of a business. This in-depth report
of existing business combined with your contract pipeline will estimate revenue
and costs at a level allowing for margin analysis.

Read on to understand how a contract waterfall provides clarity

on your GovCon's performance in the government marketplace.
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What is a Contract Waterfall?

The waterfall report lays out a time-phased depiction

of your signed contracts, with options and estimates
of new business in the pipeline. This new business may
include follow-on work, recompete business, and new
procurements in your pipeline. A contract waterfall:

* Provides GovCon executives with visibility into
sources of business.

* Generates a rapid understanding of the risk levels
and timing that are crucial to hitting current and
future year results.

* Most importantly, the report displays the revenue,
profit, and margin outlook for the next 3-7 years.
As contracts run out, revenue drops off, creating
the “waterfall” in the title.

The waterfall chart generally provides the following
contract information:

» Contract Status: This includes the source
for contract estimates (active contracts with
options, follow on, recompete business, or
pipeline forecasts):

+ Active contracts: These constitute your
existing backlog divided into two groups.

1. Funded backlog, which means your agency
client has issued a funding document that
guarantees how much you will be paid for
the work you perform.
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2. Unfunded backlog, which means the
agency has authorized, but not yet funded,
the work.

Option Years: These are the out-year options

for the continuation of work on awarded contracts.
Option years are often not yet exercised and
funded. Because their probability of issuance

may be less than 100%, they can be assigned an
individual pWin for inclusion in the waterfall.

Recompetes: These are projections of new
business that you expect to be awarded based

on the recompetition of active contracts. As the
incumbent, your firm may have a high probability
of winning these recompetes because you have
the advantage of past performance qualifications.

New business: These are the awards you
anticipate you can bring in over a given timeline.
They are not a result of recompetes of active
contracts. New business consists of several
elements:

Your identified pipeline, which contains the
business you expect to be awarded from your
current bid and proposal pipeline.

1. Follow-on business - Follow-on occurs when
there is an expectation that existing clients will
continue to expand and fund more work with or
without a formal solicitation.

2. Pipeline—The contracts that you intend to
pursue in the future—also represents part of
your growth opportunities.
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Prime or Subcontract - Identifies whether
your company is the Prime or Sub on contracted
work.

Type - Identifies whether the contract is
unrestricted or full and open (F&O), small
business, 8(a), or other relevant set-aside
designations.

Fee Type - Specifies the contract type, such as
cost plus (CPFF, CPAF), time and material (T&M), or
Fixed Price (FP).

Customer - Names the agency supported by
the contract. If it is a subcontract, the customer

may include the Prime’s name along with the
agency supported.

Start and End Dates - Sync with the time-phased
numbers in the chart. If contract work has just
begun, there may be a ramp-up. This category
can also help to assess the impact of any delays.

Below is a sample of a waterfall report with one year of
detail for a multi-year time horizon. A waterfall report
works with your backlog report and your pipeline. It will
show how your active backlog will be used and when
new business is estimated.

SHOW REVENUE, DIRECT COSTS, MARGINS ALL BY CONTRACT.

Project Waterfall Report
2019
Months NUECO Forecast
Show Account Code:  Show Zero Rows: + v v v &
Project Name ContractType  ProjectStatus  pWin  Prime/Sub  NewCustomer  Award Type Actual Actual
JAN1,2019 FEB1,2019
2019 Forecast 1 @ Newsushess 50 Prime ves 5000 5000
2019 Forecast 2 w® Folowon 50 sub ves sovos 5000 5000
2019 TaM project 1 ™ Newbusiness 100 prime No 5000 5000
Intel New Busness ™ Options 50 prime No EY 5000 5000
oAU B Open 100 No $16657.00  $16657.00
DEFENSE TaM ™ Open 100 No 5760000 55760000
NoAAFP " Open 100 No S10800000  $108000.00
ves_cp @ Open 100 No 5466600 $4656.00
A~ Revenue 3 No $18692300 518692300
~ Revenue 0 No $18692300 518682300
2019 Forecast 1 @ Newusness 50 Prime ves s000 5000
2019 T&M Project 1 ™ Newusness 100 Prime No s000 5000
Intel New Business ™ Options 50 Prime No B 5000 5000
oAUFP " Open 100 No 628200 5628200
NOAA P 3 Open 100 No 55464500 55464500
A DirectLabor-CO 0 No 6092700 $60927.00
2019 Forecast 1 @ Newdusiness 50 prime ves 5000 5000
DEFENSE TaM ™ Open 100 No 231200 731200
vers.cp ] Open 100 No s54500 554500

nue

Actual
MAR 1, 2019
5000

5000

5000

5000
51665700
55760000
$108000.00
$4666.00
$186923.00
$186923.00
5000
5000
5000
5628200
55464500
$60927.00
5000
731200
554500

Actual
APR1,2019
5000

5000

5000

5000
$16657.00
$57,600.00
$108000.00
$4,656.00
$186923.00
518692300
5000

5000

5000
5625200
55464500
560927.00
5000
731200
554500
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Actual

Actual

Planned Planned  Planned Planned Plannad Planned Total
MAY12019  JUN1,2019  JULT2019  AUGT2019  SEPT2019  OCT1,2019  NOV1,2019  DEC1,2019
50.00 000 S2E78E3 SRR SIBIASTS  SIOESTI3  SS086I44  SOLBINLI3  s296.84272
50.00 5000 5000 5000 $000  $500000 52500000 000 53000000
5000 000 $14940000 514940000  $13500000  $14220000  $12780000 14220000 $846,00000
5000 5000 5000 S000 1540620 S1675440  SISIT040  S1675440  $64085.40
SI6657.00 1665700  $1300000  $1300000  S1300000  $1300000  $1300000  $1300000 17784200
760000 SS760000 54836440 55078840 S4836440  $4917240 4836440 4755640 63821040
1800000  SI0800000  $5000000  $5000000  SS000000  SS000000  SS000000  S5000000  $948.000.00
S500  S4EER00  $3S066T  S3S6T  SISIBET  SASO66T  SAS66T  $3590667  SA9STROZ
18692300 S18692300  $30723970  S30966370  SI0411302  $3I9I060 3179291 SIMIIBE0 5305065654
18692300 S18692300 530723070 S30966370  S30411302  $33930060  §3379291  SIM1B60 530065654
5000 000 20438 5230438 S63600 52278992 SN04R208 52278992 513558560
50.00 000 S6640000  $6640000  S6000000 6320000 S680000  S6320000  S376,00000
50,00 s000 5000 S000  SEO7S00  $639900  $575100 639900 S2462400
$628200 628200 $531250  S629326  $531250  $56M42  S531250  S498557  ST054774
S5464500 5464500 2152643 52516104 S2152643  S2LET258 52152643 52118027 S46066318
6092700 6082700  S11718276  S12179814  $11454992 511990092 $10967200  S11S5477  §106742052
5000 5000 5000 5000 5000 774200 69500 SL74200  522.44200
§731200 731200 $612980  S711057  S612980 645673 612080 580285 S8163159
554500 554500 543269 43269 543269 543269 543269 s3269  s56615
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It is helpful to have a data visualization of your waterfall While the data visualization is not a replacement for

report (see example below). This provides instant clarity the waterfall report, it provides decision-makers with
into how fast existing business will be consumed as well a quick-glance perspective that helps them see
as the magnitude of pipeline and other sources of new where to drill down.

business required to achieve your targets.

Summary Revenue & Profit Cash Flow Backlog & Pipeline Indirect Rates Enterprise Value Calculator

M Forecast Plan NUECO 2019

Income Statement Outlook

Description Period 1 Period 2 Period 3 Period 4 Period 5 Period 6 Period 7 Period 8 Period9  Period 10 Period 11 Period 12 Total
Revenue $186,923  $186,923 $186923 $186,923 $186,923 $186,923 $307,240 $309,664 $304,113  $339,391 $333,793  $334919 $3,050,657
Direct Costs $105,864 $105864 $105864 $105864 $105864 $105864 $154,995 $160,591 $152,862 $174,782  $158,143  $172,282 $1,608,840
Gross Margin $81,059 $81,059 $81,059 $81,059 $81,059 $81,059  $152,244  $149,072  $151,251 $164,608  $175,650  $162,636 $1,441,816
Gross Margin % 43.36% 43.36% 43.36% 43.36% 43.36% 43.36% 49.55% 48.14% 49.73% 48.50% 52.62% 48.56% 47.26%
Total Indirects $38,396 $38,096 $38,096 $38,096 $38,096 $37,696 $68,684 $62,741 $68,345 $81,765 $79,084 $75,662 $664,756
Gross Profit from Operations. $42,663 $42,963 $42,963 $42,963 $42,963 $43,363 $83,561 $86,331 $82,906 $82,844 $96,566 $86,975 $777,060
Gross Profit from Operations % 22.82% 22.98% 22.98% 22.98% 22.98% 23.20% 27.20% 27.88% 27.26% 24.41% 28.93% 25.97% 25.47%
Other Income and (Expense) $446 $446 $446 $446 $446 $446 $3,228 $3,252 $3,196 $3,563 $3,502 $3,518 $22,936
Net Income Before Taxes $42,217 $42,517 $42,517 $42,517 $42,517 $42,917 $80,333 $83,079 $79,710 $79,280 $93,064 $83,456 $754,124
Corporate Income Tax Expense $0 $0 $0 30 $0 $0 $8,033 $8.308 $12,971 $7,928 $9,306 $8,346 $54,892
Net Income $42,217 $42,517 $42,517 $42,517 $42,517 $42,917 $72,299 $74,771 $66,739 $71,352 $83,758 $75,110 $699,232
Net Income % 22.59% 22.75% 22.75% 22.75% 22.75% 22.96% 23.53% 24.15% 21.95% 21.02% 25.09% 22.43% 22.92%

Contract Waterfall
W New Business || Follow On M Options M Active
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Dive Deeper, Act Accordingly

The detailed elements that support your waterfall
summary chart can provide critical insights into the
stability and strength of the current revenue stream
and red flags that signal necessary shifts in contract
strategy. Here are just a few examples:

+ Contract & customer concentration risks -
The fewer the number of contracts you rely on to
achieve revenue projections, the greater the risk
that a glitch will throw you off your financial goal.
The lack of a diversified customer base similarly
increases the risk that one adverse event will have
a significant adverse impact on your revenue/
profit stream.

* Prime contractor vs. subcontractor - As a
subcontractor, you exercise less control over
future financial performance. Your Prime may
choose another sub, decide to perform the work
previously assigned to you, or issue funding in
short-term increments.

* Timing - Active contract revenue projections
should not extend past period-of-performance
end dates. The length of your remaining backlog is
a contributor to stability.

* Probability of win - Are your pipeline projections
dependent on a large number of low pWin
opportunities? Or conversely, is there a large
pipeline with high pWins. That's a financial castle
made of sand.
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Keep It Updated

We see companies go through the meticulous process
of preparing a waterfall report only to have it become
stale due to the time and energy required for updates.
Don't let this happen to you. Tie your reporting to your
information systems and allow for a more rapid refresh,
so you spend more time strategizing with this critical
information than recreating it!

Nue provides contract waterfall reporting that extracts
data from your existing financial system to provide:

* A contract waterfall summary, updated from your
project forecasts.

+ Detail by project for revenue, direct cost elements,
gross margin and margin percentages.

* Actuals that tie to your financial system to provide
an integrated outlook.

Contact us today to start taking
advantage of these competitive insights.
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