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Construction companies don’t typically fail because of a lack of work. They
fail because of poor visibility into their numbers.

Between long project timelines, fluctuating costs, and complex billing structures,
construction accounting leaves little room for error. A job can look profitable on paper while
quietly losing money in reality. Cash flow can tighten even when revenue is strong. And
small accounting missteps can turn into major tax or compliance issues. The difference
between companies that grow and those that struggle often comes down to how well they

understand—and manage—their financials.

Below are 10 of the most common (and costly) construction accounting mistakes, along

with practical ways to avoid them.

1 Inaccurate Job Costing

Job costing is all about understanding
performance. The most successful contractors
use job costing data to refine their bidding
process, identify inefficiencies, and improve
margins over time. Without that feedback
loop, the same mistakes repeat from project
to project.

The Problem:

Costs aren't tracked accurately at the job
level, or expenses like labor, materials, and
overhead are misallocated.

The Impact:

When job costing is off, everything
downstream suffers. Bids are based on
incomplete or inaccurate data, which leads to
underpricing work or overestimating margins.
Over time, profitability erodes without a clear
explanation.

How to Avoid It:

Implement a detailed job costing system that
tracks all direct and indirect costs in real time.
Regularly compare estimated vs. actual costs
and investigate variances early.

2 Poor Cash Flow Management

Cash flow is one of the biggest pressure
points in construction. Companies that
actively manage cash flow can take on larger
projects, negotiate better terms, and avoid
stress.

The Problem:

There's a disconnect between when cash
comes in and when it goes out, often
compounded by slow payments, retainage, or
upfront material costs.

The Impact:

Even profitable companies can run into cash
shortages. This leads to delayed payments
to vendors, reliance on credit lines, and
added financial stress that can slow down
operations.

How to Avoid It:

Maintain rolling cash flow forecasts and align
billing schedules with project milestones.

Be proactive about collections and plan for
retainage.
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3 Improper Revenue Recognition

Revenue_recognition dirgctly i'mpacts how A job can look profitable on
your business appears financially. Lenders, . . .
bonding companies, and stakeholders rely on paper “_’hlle qf'"etlv Iosmg
accurate reporting. Getting this wrong can money in reality. Companies
limit your ability to secure financing or win that consistently monitor WIP,
larger jobs. job costs, cash flow, and taxes

are better positioned to protect

The Problem: margins and grow profitably.

Revenue is recognized using the wrong
method—or applied inconsistently across
projects.

The Impact:

Financial statements become unreliable,
making it difficult to assess performance. It
also increases the risk of audit issues and tax
complications.

How to Avoid It:

Use the appropriate method (typically
percentage-of-completion or completed
contract) based on the nature of your
projects, and apply it consistently with proper
documentation.

4 Failure to Record Losses

It's tempting to delay bad news, especially on The Impact: _ o

a challenging project. But accurate financials Financial reports paint an overly optimistic
are essential for making informed decisions. picture, delaying corrective action. When the
Recognizing losses early allows you to loss is eventually recognized, the financial hit
adjust operations, control damage, and avoid is much more severe.

compounding the issue across multiple jobs.
How to Avoid It:

The Problem: Regularly evaluate job profitability and

recorded in a timely manner, or sometimes
they aren't known at all.
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Ignoring Work-in-Progress (WIP)
Reporting

WIP reporting is one of the most powerful
tools in construction accounting. It provides

a real-time snapshot of project health.
Companies that actively monitor WIP can
spot issues early, adjust billing strategies, and
maintain stronger financial control across all
projects.

The Problem:
WIP schedules are either not maintained or
are inaccurate.

The Impact:

You may be overbilling or underbilling without
realizing it. Profits can be overstated, and
losses can remain hidden until it's too late.

How to Avoid It:
Maintain accurate WIP reports and regularly
review underbillings and overbillings.

Mismanaging Change Orders

Change orders are a normal part of
construction—but they're also one of the
easiest ways to lose money. A disciplined
process ensures that additional work is
captured, billed, and reflected in your finances.
Without it, you're effectively giving away
margin.

The Problem:
Change orders are handled informally,
delayed, or not properly documented.

The Impact:

Work gets completed without proper billing,
leading to lost revenue and disputes with
clients.

How to Avoid It:

Establish a formal change order process and
ensure all changes are documented, approved,
and tracked immediately.

Incorrect Payroll and Labor Burden
Calculation

Labor is often the largest cost on a
construction project. Even small inaccuracies
can significantly distort job profitability.
Beyond costing issues, misclassification can
also trigger audits and penalties, creating
both financial and operational risk.

The Problem:

Workers are misclassified, or labor burden
costs like taxes, benefits, and insurance
aren't fully accounted for.

The Impact:
Job costs are understated, and the business
may face compliance penalties.

How to Avoid It:

Ensure proper worker classification and
include the full labor burden in job costing
calculations.
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8 Overlooking Equipment and
Asset Costs

Equipment is a major investment, and its true
cost goes beyond the purchase price. Without
proper allocation, you're missing a critical piece
of the profitability picture. Accurate tracking
ensures each job carries its fair share of the
cost.

The Problem:
Equipment usage and ownership costs aren't
properly allocated to jobs.

The Impact:

Projects appear more profitable than they
actually are, leading to poor pricing and
decision-making.

How to Avoid It:

Track equipment usage by job and allocate
depreciation, maintenance, and operating costs
appropriately.

9 Failing to Plan for Taxes

Construction businesses often have unique
tax opportunities. Without proactive planning,
those opportunities are lost. A forward-
looking approach can significantly improve
cash flow and overall profitability.

The Problem:
Tax planning is treated as a year-end activity
instead of an ongoing strategy.

The Impact:
Unexpected tax liabilities and missed
opportunities for deductions or credits.

How to Avoid It:

Engage in proactive, year-round tax planning
and take advantage of construction-specific
strategies.




10 Not Using an Accounting Firm

Experienced in Construction

Construction accounting isn't general
accounting with a different label; it requires
specialized knowledge. An experienced advisor
doesn't just keep you compliant; they help you
make better decisions, improve margins, and
plan for growth.

The Problem:
Working with a general accounting firm that
lacks construction-specific expertise.

The Impact:
Missed insights, compliance gaps, and costly
errors that could have been avoided.

How to Avoid It:

Partner with an accounting firm that
understands construction accounting, including
WIP, job costing, and industry regulations.

CIRCULAR 230 DISCLAIMER

MRPR Group, PC and the author of this document's written tax
advice did not intend nor write the advice to be used to avoid
any penalty imposed by a taxing authority, nor may the user/
recipient of this document use this document’s written tax
advice for that purpose.This publication is distributed with the
understanding that the author, publisher, and distributor are
not rendering legal, accounting, or other professional advice
or opinions on specific facts or matters. We recommend that
you consult with your tax advisor in reviewing your facts and
circumstances.

If even a few of these mistakes
sound familiar, you're not alone—
but they're also fixable.

That's where the right partner
makes a difference.

MRPR works with construction companies
every day—from general contractors to
developers and specialty trades—helping
them solve the exact challenges outlined in
this guide. We don't just focus on compliance.
MRPR combines accounting, tax, and business
advisory services to help construction
companies improve performance, strengthen
financial controls, and plan for growth.

That includes identifying opportunities to
defer tax liabilities, improve cash flow, and
support stronger relationships with lenders
and bonding companies. More importantly,

we help you turn your financial data into
something actionable. Not just reports—but
insights you can actually use to make better
decisions on pricing, staffing, project selection,
and long-term strategy.

If you're unsure whether these issues exist in
your business, that's the first place to start.
Contact our firm today to learn more about
how we can help you.

Southfield Location:

28411 Northwestern Highway, Suite 800
Southfield, MI 48034

248-357-9000

Saline Location:

182 South Industrial Drive
Saline, M| 48176
734-429-7172




