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Industry

construction company accounting guide is essential reading for anyone
managing the books in the construction sector. Unlike many other industries,
construction accounting involves unique challenges such as job costing,
contract management, and revenue recognition that require specialized
approaches. Whether you're a small contractor or part of a large construction
firm, understanding these financial nuances can significantly impact your
profitability and operational efficiency.

In this guide, we'll explore the fundamental aspects of construction company
accounting, including the best practices, common pitfalls, and industry-
specific accounting methods that help keep your projects on track
financially. By the end, you'll have a clearer idea of how to manage your
accounts effectively and make informed business decisions.

Why Construction Accounting is Different

Accounting in construction is far from standard. The nature of construction
projects—long timelines, varying costs, and multiple stakeholders—means that
traditional accounting principles often need to be adapted.

Project-Based Financial Tracking

One of the most critical differences in construction accounting is the focus
on job costing. Unlike retail or service industries where expenses and
revenues are tracked generally, construction accounting requires detailed
tracking of costs for each individual project. This includes labor,
materials, subcontractors, equipment, and overhead specific to that project.

Without accurate job costing, companies risk underestimating expenses or
misallocating resources, which can eat into profits or cause cash flow
problems.

Revenue Recognition Challenges

Revenue recognition in construction can be tricky. Unlike businesses that
receive payment immediately upon sale, construction companies often work on
long-term contracts with progress billings. This necessitates using
accounting methods like the percentage-of-completion method or completed-
contract method to recognize revenue appropriately over time.



Selecting the right revenue recognition method impacts tax obligations,
financial statements, and even loan eligibility, so understanding these
options is crucial.

Key Components of Construction Company
Accounting

To excel in construction accounting, certain components and processes must be
well-managed. Let’s break down some of the essentials.

Job Costing and Budgeting

Accurate job costing is the backbone of effective construction accounting. It
involves:

Allocating direct costs: Materials, labor, and subcontractor expenses
charged directly to each job.

Tracking indirect costs: Overhead expenses like equipment depreciation,
insurance, and office expenses allocated across projects.

Budget monitoring: Comparing estimated costs against actual expenditures
to identify overruns early.

By implementing detailed job cost tracking software or systems, construction
companies can maintain tight control over project budgets and improve
profitability.

Accounts Payable and Receivable Management

Cash flow management is vital in construction, where delays in payment or
unexpected expenses can disrupt operations. Efficient handling of accounts
payable and receivable ensures that bills are paid on time and payments due
from clients are collected promptly.

Construction accounting often involves managing retainage—a portion of
payment withheld until project completion to ensure quality and contract
fulfillment. Accounting for retainage correctly is essential to avoid
surprises in cash flow.



Payroll and Labor Tracking

Labor costs frequently represent the largest expense in construction
projects. Accurate payroll management, including tracking employee hours,
overtime, and union requirements, is critical. Additionally, allocating labor
costs to specific jobs helps keep job costing precise.

Many construction companies also need to comply with certified payroll
reporting for government contracts, adding another layer to payroll
accounting.

Accounting Methods Used in Construction

Choosing the right accounting method can affect how financial health is
reported and taxes are calculated.

Percentage-of-Completion Method

This method recognizes revenue and expenses proportionally as the project
progresses. It's well-suited for long-term contracts and provides a more
accurate picture of ongoing profitability. However, it requires reliable
estimates of project completion and costs.

Completed-Contract Method

Under this approach, revenue and expenses are recognized only when the
project is finished. This method is simpler but can result in uneven
financial reporting, with large swings in revenue in the periods when
projects complete.

Tips for Streamlining Construction Accounting

Managing finances in construction can be complex, but several strategies can
make the process smoother.

Adopt Construction-Specific Accounting Software

General accounting software often lacks the features needed for job costing,
progress billing, and retainage management. Investing in construction
accounting software tailored to industry needs can save time and reduce



errors.

Regular Financial Reviews

Performing frequent financial reviews of projects ensures that issues are
caught early. This includes comparing actual costs to budgets, reviewing
outstanding invoices, and assessing cash flow forecasts.

Maintain Detailed Documentation

Accurate record-keeping of contracts, change orders, and purchase orders
helps avoid disputes and supports accurate accounting entries. It also
facilitates smoother audits and tax reporting.

Common Challenges in Construction Accounting
and How to Overcome Them

Even with the best systems, construction accounting presents hurdles that
must be proactively managed.

Handling Change Orders

Change orders can dramatically alter project costs and timelines. Properly
documenting and incorporating these changes into job costing and billing is
essential to avoid financial losses.

Managing Cash Flow with Payment Delays

Construction projects often experience payment delays due to client
approvals, inspections, or disputes. Building a cash reserve and negotiating
favorable payment terms can mitigate cash flow crunches.

Compliance with Tax Regulations

Construction companies face complex tax scenarios, including sales tax on
materials, payroll taxes, and potential multi-state tax obligations. Regular
consultation with tax professionals knowledgeable in construction accounting
is advisable.



Building a Strong Financial Foundation for Your
Construction Business

Accounting is more than just tracking numbers; it's a tool for strategic
decision-making. With a solid construction company accounting guide,
businesses can better control costs, forecast profits, and make informed bids
on new projects. Embracing the unique aspects of construction accounting
ensures that your financial records reflect the true health of your company
and support sustainable growth in this competitive industry.

Frequently Asked Questions

What are the key accounting principles specific to
construction companies?
Key accounting principles for construction companies include revenue
recognition based on the percentage-of-completion method, matching expenses
to the related revenue, proper job costing, and managing retainage and
progress billings.

How does the percentage-of-completion method work in
construction accounting?
The percentage-of-completion method recognizes revenue and expenses
proportionally as a project progresses, based on the costs incurred to date
compared to the estimated total costs, providing a more accurate reflection
of financial performance over time.

What are common challenges in construction company
accounting?
Common challenges include accurately tracking job costs, managing cash flow
due to delayed payments, handling retainage, complying with varying contract
terms, and correctly applying revenue recognition rules.

Why is job costing important for construction
companies?
Job costing allows construction companies to track all costs associated with
a specific project, helping to monitor profitability, control expenses, and
make informed bidding and management decisions.



How should retainage be accounted for in
construction company financials?
Retainage, the portion of payment withheld until project completion, should
be recorded as accounts receivable and disclosed separately, ensuring
accurate reflection of expected cash inflows and liabilities.

What accounting software features are essential for
construction companies?
Essential features include job costing capabilities, progress billing,
payroll integration, equipment tracking, compliance with construction
accounting standards, and robust reporting tools for project profitability.

How do construction companies handle revenue
recognition under ASC 606?
Under ASC 606, construction companies recognize revenue by identifying
contract performance obligations and recognizing revenue as those obligations
are satisfied, often through the percentage-of-completion method aligned with
contract progress.

What financial metrics are most important for
evaluating a construction company's performance?
Important financial metrics include gross profit margin per project, backlog
value, cash flow from operations, accounts receivable turnover, and net
profit margin, which help assess profitability and operational efficiency.

Additional Resources
Construction Company Accounting Guide: Navigating Financial Complexities in
Construction Management

construction company accounting guide is an essential resource for business
owners, accountants, and financial managers operating within the construction
industry. The unique financial challenges of construction companies—ranging
from fluctuating project costs to complex billing cycles—necessitate
specialized accounting practices distinct from other sectors. This guide
delves into the critical aspects of construction accounting, offering a
professional overview to optimize financial tracking, regulatory compliance,
and profitability analysis.



Understanding the Fundamentals of Construction
Accounting

Construction accounting differs significantly from traditional business
accounting due to its project-based nature and long timelines. Unlike retail
or service industries, construction companies often handle multiple
simultaneous projects, each with distinct budgets, timelines, and contractual
stipulations. This complexity requires accounting systems that can track
costs and revenues on a per-project basis, facilitating precise financial
oversight.

One fundamental characteristic of construction accounting is the emphasis on
job costing. Job costing involves assigning all expenses—labor, materials,
equipment, subcontractor fees, and overhead—to individual projects. This
granular approach enables companies to assess the profitability of each job
and make informed decisions about resource allocation and bidding strategies.

Key Accounting Methods in Construction

Several accounting methods dominate the construction sector, each with
advantages and limitations. Understanding these methods is crucial for
aligning financial reporting with business goals and regulatory standards.

Percentage-of-Completion Method: This method recognizes revenue and
expenses proportionally as the project progresses. It reflects ongoing
work rather than waiting until project completion, providing a more
accurate picture of financial health during long-term projects.

Completed-Contract Method: Revenue and expenses are recorded only after
project completion. This method simplifies accounting but can distort
financial statements during the project lifespan, potentially obscuring
cash flow issues.

Selecting the appropriate method depends on factors such as contract type,
project duration, and client requirements. Many construction firms prefer the
percentage-of-completion method for its alignment with actual work progress,
though it demands meticulous record-keeping and reliable cost estimates.

Essential Components of Construction Company
Accounting



Job Costing and Cost Tracking

Accurate job costing is the backbone of construction accounting. It requires
detailed tracking of direct costs (labor, materials, subcontractors) and
indirect costs (equipment depreciation, administrative expenses). Effective
cost tracking systems integrate with project management tools to provide
real-time updates, enabling proactive budget adjustments.

Revenue Recognition and Billing Practices

Revenue recognition in construction hinges on contract terms and project
milestones. Many firms use milestone billing or progress billing, invoicing
clients based on completed phases rather than lump sums. This approach
improves cash flow management but demands rigorous documentation and
alignment with contract terms to avoid disputes.

Payroll and Labor Compliance

Labor costs often represent a significant portion of construction expenses.
Construction accounting must accommodate various wage structures, union
agreements, and labor regulations. Time tracking systems integrated with
payroll software help maintain compliance and ensure accurate labor cost
allocation.

Equipment and Asset Management

Construction companies invest heavily in machinery and equipment, making
asset management a critical accounting function. Depreciation schedules,
maintenance costs, and utilization rates must be monitored closely to
optimize asset lifespan and accurately allocate expenses to projects.

Challenges and Solutions in Construction
Accounting

Construction accounting presents distinct challenges, including cash flow
variability, regulatory compliance, and complex contract structures.

Managing Cash Flow Amid Project Timelines

Construction projects often involve substantial upfront costs, while payments



may be delayed until project milestones or completion. This discrepancy can
strain cash flow, requiring strategic financial planning. Utilizing detailed
cash flow forecasts and securing lines of credit are common tactics to
mitigate liquidity issues.

Ensuring Regulatory Compliance

Compliance with tax laws, labor regulations, and industry standards is
paramount. Construction companies must navigate complex tax codes related to
sales tax, payroll taxes, and contract-specific tax implications. Employing
accounting professionals with construction industry expertise or specialized
accounting software can reduce compliance risks.

Handling Change Orders and Contract Variations

Change orders—alterations to the original contract scope—are frequent in
construction projects and can significantly impact financial outcomes.
Properly accounting for these changes requires timely documentation, cost
revisions, and client approvals to reflect adjustments in revenue and
expenses accurately.

Leveraging Technology in Construction
Accounting

Modern construction accounting increasingly relies on specialized software
tailored to industry needs. These platforms integrate project management, job
costing, payroll, and billing functions, streamlining data flow and enhancing
accuracy.

Benefits of Construction Accounting Software

Real-Time Financial Reporting: Immediate access to financial metrics
enables quicker decision-making and issue resolution.

Enhanced Job Costing Accuracy: Automated tracking reduces human error
and simplifies complex cost allocations.

Improved Compliance Management: Built-in regulatory updates and audit
trails facilitate adherence to laws and standards.

Integration with Project Management Tools: Synchronizing accounting with



scheduling and resource planning boosts operational efficiency.

Popular software solutions include Procore, Sage 300 Construction and Real
Estate, and Viewpoint, each offering varying degrees of customization and
scalability.

Best Practices for Construction Company
Accounting

To optimize accounting processes, construction firms should adopt several
best practices:

Implement Robust Job Costing Systems: Accurate cost allocation is1.
essential for profitability analysis and informed bidding.

Maintain Detailed Documentation: Contracts, change orders, and invoices2.
must be meticulously recorded to support revenue recognition and dispute
resolution.

Regularly Reconcile Accounts: Frequent reconciliation of accounts3.
payable, receivable, and bank statements helps detect discrepancies
early.

Invest in Training and Expertise: Accounting personnel should be well-4.
versed in construction-specific financial regulations and software
tools.

Plan for Tax Obligations: Proactive tax planning minimizes liabilities5.
and ensures timely compliance with tax authorities.

By adhering to these strategies, construction companies can improve financial
transparency, minimize risks, and foster sustainable growth.

The dynamic nature of construction projects demands an accounting framework
that is both flexible and precise. A comprehensive construction company
accounting guide supports this need by providing structured methodologies and
tools tailored to the industry's intricacies. As construction firms continue
to face economic fluctuations and regulatory changes, a strong accounting
foundation remains indispensable for maintaining operational resilience and
competitive advantage.
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  construction company accounting guide: Audit and Accounting Guide AICPA, 2019-10-18
The construction industry has seen significant changes in the past couple years. Whether you are in
public accounting, performing assurance services, or operate in the industry, this guide has the
information you need to perform at your best. Considered the construction industry standard
resource, this 2019 edition features new accounting information and new auditing considerations,
particularly with regards to considerations for FASB ASC 606. This guide is an indispensable
reference document packed with information on new requirements and relevant changes to the
FASB Accounting Standards Codification. From simple accounting to joint venture creation, this
edition takes a deep dive into industry specific auditing procedures. Topics include: Practical tips
and industry specific guidance; A detailed look at FASB ASU Nos. 2014-09, Revenue from Contracts
with Customers, including new auditing considerations; An up-to-date look at the details of FASB
ASU No. 2016-02, Leases
  construction company accounting guide: Audit and Accounting Guide: Construction
Contractors, 2018 AICPA, 2018-10-09 Considered the construction contractors industry standard
resource, this 2018 edition is packed with information on new requirements and relevant changes to
the FASB Accounting Standards Codification, including a high-level look at FASB ASU Nos. 2014-09,
Revenue from Contracts with Customers and 2016-02, Leases. Further, as an Appendix to Chapter 2,
Contract Accounting, the guide contains the views of the AICPA's Revenue Recognition Task Force
and Financial Reporting Executive Committee on the implementation of FASB ASU No. 2014-09.
Whether you are in public accounting, performing assurance services, or operate in the industry,
this resource has the information you need to perform at your best. Highlighting practical tips and
industry specific guidance, this guide provides value from simple accounting to joint venture
creation and takes a deep dive into industry specific auditing procedures. With two complete sets of
financial statements and disclosures, it provides an industry accepted blueprint from where to start,
or a reference for auditing the final product.
  construction company accounting guide: Audit and Accounting Guide: Construction
Contractors, 2017 AICPA, 2018-05-15 Considered the industry standard resource, this guide’s 2017
edition is packed with information on new requirements and relevant changes to the FASB
Accounting Standards Codification, including a high-level look at FASB ASU Nos. 2014-09, Revenue
from Contracts with Customers and 2016-02, Leases. It provides practical tips and industry specific
guidance, provides value from simple accounting to joint venture creation, and takes a deep dive
into industry specific auditing procedures. With two complete sets of financial statements and
disclosures, it provides an industry accepted blueprint from where to start, or a reference for
auditing the final product.
  construction company accounting guide: Audit and Accounting Guide: Construction
Contractors, 2017 AICPA, 2017-10-10 Considered the industry standard resource, this guide’s 2017
edition is packed with information on new requirements and relevant changes to the FASB
Accounting Standards Codification, including a high-level look at FASB ASU Nos. 2014-09, Revenue
from Contracts with Customers and 2016-02, Leases. It provides practical tips and industry specific
guidance, provides value from simple accounting to joint venture creation, and takes a deep dive
into industry specific auditing procedures. With two complete sets of financial statements and
disclosures, it provides an industry accepted blueprint from where to start, or a reference for
auditing the final product.
  construction company accounting guide: Builder's Guide to Accounting Michael C.
Thomsett, 2001-07 This book includes self-test section at the end of each chapter. Test yourself, then
check answers in the back of the book to see how you score. CD-ROM included.
  construction company accounting guide: Construction Accounting Patrick A. McGeehin,
2010 Construction Accounting: A Guide for Attorneys and Other Professionals is a straightforward

https://www.americancontractorsorganization.org/archive-th-174/construction-company-accounting-guide.pdf


and practical resource meant to assist even the most 'numbers challenged' construction law
practitioner. It provides a useful reference on the more detailed and complicated financial topics
that a construction lawyer may be called upon to handle. The book's editors paired experienced
accountants with construction lawyers familiar with cost accounting issues, resulting in clearly
written and relevant chapters that address the concerns of and actual problems faced by
construction practitioners.
  construction company accounting guide: Audit and Accounting Guide: Construction
Contractors, 2018 AICPA, 2018-09-13 Considered the construction contractors industry standard
resource, this 2018 edition is packed with information on new requirements and relevant changes to
the FASB Accounting Standards Codification, including a high-level look at FASB ASU Nos. 2014-09,
Revenue from Contracts with Customers and 2016-02, Leases. Further, as an Appendix to Chapter 2,
Contract Accounting, the guide contains the views of the AICPA's Revenue Recognition Task Force
and Financial Reporting Executive Committee on the implementation of FASB ASU No. 2014-09.
Whether you are in public accounting, performing assurance services, or operate in the industry,
this resource has the information you need to perform at your best. Highlighting practical tips and
industry specific guidance, this guide provides value from simple accounting to joint venture
creation and takes a deep dive into industry specific auditing procedures. With two complete sets of
financial statements and disclosures, it provides an industry accepted blueprint from where to start,
or a reference for auditing the final product.
  construction company accounting guide: Contractor's Guide to QuickBooks Pro 2003
Karen Mitchell, Craig Savage, Jim Erwin, 2003 Easily master QuickBooks Pro 2003 and quickly learn
how to generate reports to help you analyze your company's progress. Includes a FREE CD-ROM
with preconfigured construction company files for QuickBooks Pro, including one for Canada. Just
drag the company file onto your hard drive and then fill it in with your vendors, subs, and customers.
Also included is a complete estimating program with a cost database to help you estimate your jobs,
and a unique translation tool to transfer the estimate to QuickBooks Pro for job costing. Includes 40
FREE construction forms.
  construction company accounting guide: Audit and Accounting Guide AICPA, 2019-11-12
The construction industry has seen significant changes in the past couple years. Whether you are in
public accounting, performing assurance services, or operate in the industry, this guide has the
information you need to perform at your best. Considered the construction industry standard
resource, this 2019 edition features new accounting information and new auditing considerations,
particularly with regards to considerations for FASB ASC 606. This guide is an indispensable
reference document packed with information on new requirements and relevant changes to the
FASB Accounting Standards Codification. From simple accounting to joint venture creation, this
edition takes a deep dive into industry specific auditing procedures. Topics include: Practical tips
and industry specific guidance; A detailed look at FASB ASU Nos. 2014-09, Revenue from Contracts
with Customers, including new auditing considerations; An up-to-date look at the details of FASB
ASU No. 2016-02, Leases
  construction company accounting guide: Construction Accounting Steven M. Bragg,
2016-10-31 Construction Accounting addresses every aspect of the accounting for a construction
business. The intent is to not only explain accounting concepts, but also provide examples and show
how an accounting system can be constructed and operated. The book pays particular attention to
unique aspects of construction accounting that are not encountered in other industries, including
the job cost ledger, change orders, back charges, percentage of completion calculations, and the
treatment of anticipated losses on contracts.
  construction company accounting guide: Accounting Guide for Construction
Contractors Paul D. Lucas, 1973
  construction company accounting guide: Handbook of Construction Contracting: Plans,
specs, building Jack Payne Jones, 1986 This book covers the whys and hows of sound construction,
with step-by-step instructions showing how to handle the details in all construction.



  construction company accounting guide: Construction Guide Eric P. Wallace, 2008-06
Construction Guide: Tax and Advisory Services provides CPAs with guidance on the tax
considerations that are particular to the construction industry. In addition, it provides CPAs with
guidance on engagements for a wide range of situations, including those special to utility
contractors, road builders, home construction, commercial construction, residential construction,
land developers, real estate developers, and more. The book includes work programs, practice aids,
checklists, and sample reports.
  construction company accounting guide: The McGraw-Hill Construction Business Handbook
Robert Frank Cushman, John P. Bigda, 1985
  construction company accounting guide: Construction Contractors' Survival Guide Thomas
C. Schleifer, 1991-01-16 The turnover rate for companies in the construction industry is high. This
book identifies the ten key elements of contractor failure and shows how to avoid them. Each
element of failure is defined, illustrated by real examples, and ways are discussed to avoid or
minimize the risks involved. The final chapter shows how to bring all these elements together to
develop a positive and workable management strategy. This survival guide should prove invaluable
to the 1.4 million individual construction-industry businesses in this country.
  construction company accounting guide: Handbook for Construction Accounting and
Auditing Henry G. Pansza, 1983
  construction company accounting guide: Construction Guide Eric P. Wallace, 2008
Construction Guide provides CPAs with guidance on the accounting, auditing, and reporting that are
particular to the construction industry. In addition, it provides CPAs with guidance on engagements
for a wide range of situations, including those special to utility contractors, road builders, home
construction, home builders, real estate developers, commercial construction, residential
construction, and more. The book includes work programs, practice aids, checklists, and sample
reports.
  construction company accounting guide: The Builder's Guide to Running a Successful
Construction Company David Gerstel, 2002-10-10 Practical, simple record-keeping, contracts,
bidding, management for the small contractor. Annotation copyrighted by Book News, Inc., Portland,
OR
  construction company accounting guide: Construction Accounting: Second Edition: A
Practitioner's Guide Steven M. Bragg, 2019-09-11 Construction Accounting addresses every
aspect of the accounting for a construction business. The intent is to not only explain accounting
concepts, but also provide examples and show how an accounting system can be constructed and
operated. The book pays particular attention to unique aspects of construction accounting that are
not encountered in other industries, including the job cost ledger, change orders, back charges,
percentage of completion calculations, and the treatment of anticipated losses on contracts. In short,
Construction Accounting is the go-to source for information about the accounting for a construction
firm.
  construction company accounting guide: Running a Successful Construction Company
David Gerstel, 2002-11-01 Are you a builder looking to transition your hands-on skills into a
successful construction company? Running a Successful Construction Company by David Gerstel is
your essential guide to navigating the complexities of running a construction business. Drawing on
decades of experience in both remodeling and new construction, Gerstel demystifies the everyday
challenges contractors face, making it easier for you to thrive in the industry. Whether you're just
starting or looking to enhance your existing operations, Running a Successful Construction Company
is acknowledged as the leading resource in its field. Equip yourself with the knowledge and skills
necessary to take your construction business to the next level. Key Features: Comprehensive
Insights: Gain a deep understanding of the essential elements of running a construction business,
from finance and legal considerations to managing projects and client relationships. Real-World
Solutions: Written by a builder for builders, this book addresses the unique challenges you’ll
encounter, providing practical strategies and tips that you can implement immediately. Visual



Guidance: Featuring 50 color photos and drawings, the book offers visual aids to reinforce key
concepts and inspire your business practices. Proven Techniques: Learn from the experiences of a
highly respected and successful construction operator who has built a thriving business. Gerstel
shares his best practices for effective project management, cost control, and customer satisfaction.
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