FOUNDATION

e e—

The Ultimate Guide to

Construction Financial Management

Construction financial management is the backbone of any successful
contracting business — but for a lot of pros in the field, it’s also the part
that feels the most overwhelming.

You’ve built your reputation on doing quality work. The financial side,
though? That’s a whole different job. Between tracking costs across
multiple active projects, keeping cash flowing, running complex payroll
and getting billing right, there’s a lot to stay on top of.

The stakes are real: construction profit margins are thin — net margins for
general contractors often fall between 2% and 8%, and margins vary by
trade and project type. A cost overrun that goes unnoticed, a billing cycle
that slips by or a payroll error on a prevailing wage job can take a project
that looked profitable on paper and flip it into a loss.

The good news is that managing your construction finances well
isn’t about being a financial expert — it’s about having the right
processes in place.

This guide covers what construction financial management includes, what
each piece looks like in practice and what tools help bring it all together.

What Is Construction Financial Management?

Construction financial management is how you track, control and plan
every dollar tied to your business. It spans the full life of a project — from
the first number on an estimate to the last payment collected — and
everything in between.

Here’s the key thing: it’s not the same as accounting.

Key Takeaways

Construction financial management
is the full system for managing
money in your business — job
costing, cash flow, billing, payroll,
budgeting, reporting and more

Construction has unique financial
challenges — thin margins, delayed
payments, complex payroll and
project-level cost tracking — that
general business tools aren’t

built to handle

Construction accounting is a critical
part of the system, but it’'s one piece,
not the whole picture

Real-time visibility into costs and
cash flow is what keeps profitable
jobs from turning into surprises at
closeout — and the right tools —
whether that’s a strong accounting
platform or a fully connected
system — are what make that
visibility possible

Accounting records the money exchanges that happened. Financial management takes that information and puts it to work —
to plan ahead, catch problems early, decide whether to take on the next job and know whether you're on track to hit your

margin while a project is still running.
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Think about a mid-sized mechanical contractor running five
jobs at once. Each job has its own budget, its own crew,

its own billing schedule and its own mix of subcontractors
and materials.

Managing the finances across all five — knowing what’s
been spent, what’s been billed, what’s coming in and

what needs to go out — that’s construction financial
management. It’s the system that keeps all of it connected
so nothing slips between the cracks.

Why Construction Finances Are Different From
Every Other Industry

Industries don’t deal with money the same way. A restaurant
owner tracks one set of books. A contractor tracks dozens.

Commercial construction has complexities that make
financial management more involved than most — and
understanding them is the first step to staying ahead

Every Project Is Its Own Business

Every project is an individual profit center. Your financial
system has to work at both the project level and the
company level at the same time.

That’s something a retailer never has to think about. A
contractor restarts with each new job — different budgets,
different timelines and different scope of work.

The Cash Flow Gap Is Real
You typically front costs — labor, materials and equipment
rentals — before any money comes back in.

On a commercial job with net-30 or net-60 payment terms,
you could be six to eight weeks in before your first check
arrives. Your crew gets paid every week. Your suppliers
want payment on their schedule.

That gap between money going out and money coming in is
one of the most common sources of financial pressure in
contracting — at every size.

Construction Has Its Own Billing and Compliance Rules
Most industries don’t deal with what contractors face day to
day. Here’s what'’s standard in the trade:

AIA billing on commercial work

Certified payroll and prevailing wage on
government projects

Union reporting tied to specific locals
Retainage held for months until substantial completion
These aren’t edge cases. They’re everyday realities — and

if your financial tools weren’t built for construction, they’re
already working against you.
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The Pillars of Managing Your
Construction Finances

Managing your project finances well means keeping a
handle on several areas that all feed into each other.

Each one plays a specific role — and when they’re all
working together, you get a clear, accurate picture of where
your business stands at any point in time.

Here’s what each one actually involves.

Job Costing

Most construction projects come in over budget — some
estimates put it as high as 90%, with costs exceeding
estimates by an average of 28%. Most of the time, it’s not
because the work was underestimated — it’s because no
one caught the overrun until it was too late.

Job costing fixes that by tracking every dollar spent on a
specific project and comparing those numbers against your
original estimate as the work progresses.

Every purchase, every hour and every subcontractor invoice
gets assigned to a specific project and a specific cost code.
Lumber delivered to Project A goes into Project A’s line item.

Concrete poured on Project B gets tracked there — not
lumped into a general materials line. That specificity is what
makes job costing useful.

Let’s look at an example.

Say you bid a concrete job and estimated $90,000 in labor.
Halfway through, your job cost report shows you’ve spent
$68,000 — but you're only 55% complete. At that rate, you're
trending toward $125,000, a $35,000 overrun.

Catching that mid-project gives you options: tighten up
crew hours, revisit scope with the general contractor or
dig into exactly where the bleed is coming from. Catching
it at closeout leaves you with a number and nothing to

do about it.
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Budgeting and Forecasting
A construction budget is your plan. Forecasting is how you
find out if your plan is working.

You set a budget before a job starts. Then, as work
progresses, you use your actual cost data to project where
the job will land at completion.

Here’s what that could look like in practice:

Say you budgeted concrete labor for $45,000. Six weeks in,
you spent $28,000 and you’re 50% through that phase.

Forecasting catches that trend before the money is gone —
giving you time to revisit scope, adjust crew hours or flag the
variance with the general contractor. Finding it at completion
leaves you with a loss and no way to recover it.

This is where general business tools fall short. A
spreadsheet can hold a budget. It can’t pull live cost data
from the field and automatically update your completion
forecast. Construction-specific software does both — so on
any given day, you can open a project and see not just what
you’ve spent, but where you’re headed.

That means fewer end-of-job surprises and more room to
make decisions while they still matter.

Cash Flow Management

Profit and cash flow are not the same thing. Profit is what’s
left when a job is done. Cash flow management is the
money actually moving in and out of your business right
now — and in construction, managing that movement is its
own discipline.
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You’re fronting significant costs before any money comes
in, operating under payment terms that can stretch 30 to 60
days and often waiting on retainage that won’t release until
the job is complete.

That gap shows up fast. You win a $2 million commercial
project and start mobilizing — crews, materials and
equipment. Three weeks in, you’ve put out $180,000. Your
contract has net-45 payment terms and your first billing
period hasn’t closed yet. You've earned that money, but it’s
not in your account.

That’s the cash flow gap. It’s completely normal in
construction, and planning for it is what keeps it from
becoming a problem.

Managing cash flow means staying ahead of it on
every front:

Billing on time every single cycle
Keeping a close eye on accounts receivable

Running projections far enough out that you can see a
shortfall before it’s a crisis

Many contractors also bill strategically: front-loading early
draws where the contract allows or getting change order

billings out promptly rather than rolling them into the next
pay application.

The better your visibility into cash flow, the more control
you have over it. And that visibility starts with understanding
what’s coming in — and when.



Billing and Payments

Construction billing isn’t one-size-fits-all. The type of project
typically determines how you bill, and each format has its
own process and documentation requirements.

AIA billing uses the standardized G702 Application and
Certificate for Payment and G703 Continuation Sheet
to bill based on the percentage of work completed
each pay period. It’s the standard format on most
commercial jobs.

Time and material billing tracks actual costs — labor,
materials and equipment — and applies a markup.
Common on projects where the scope isn’t fully defined
upfront, like service work or cost-plus contracts.

Unit price billing charges by a completed unit of work —
linear feet of pipe, square yards of concrete or tons of
material placed.

Retainage is the percentage — typically 5-10% — that
the owner withholds from each payment until the project
reaches substantial completion. On a $1 million contract,
that’s $50,000 to $100,000 held back until the job
closes out.

Retainage is especially easy to lose track of when you're
managing it manually.

Finishing a job and collecting final payment doesn’t always
mean retainage gets collected at the same time — and ifit’s
not being tracked, that money can go uncollected.

A good billing process keeps retainage visible from the
first draw to the last.

Payroll

Construction payroll is some of the most complex payroll
processing in any industry — and the complexity starts
before you get to government or union work.

Contractors often run crews across multiple states — each
with its own tax rules, wage requirements and filing
deadlines. Pay periods vary by job or contract type.

Seasonal hiring means headcount swings throughout the
year, and workers frequently move between projects — or
between trades — within the same pay cycle.

On a federally-funded job, certified payroll under the
Davis-Bacon Act requires weekly certified payroll reports
(WH-347 forms) documenting:

What each worker was paid

What classification they worked under

How their rate compares to the prevailing wage for that

trade and location

Errors or missed filings can result in penalties or debarment
from future government work.
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Weekly Required
Certified Payroll Reports

Under the Davis-Bacon Act

What Workers Workers Prevailing Wage
Were Paid Classification for Location

Union work adds another layer entirely.

Wage scales are tied to specific locals, fringe benefit
contributions go to multiple funds — health, pension,
apprenticeship and vacation — and reporting has to match
what the union hall expects.

Running all of that through a general payroll system requires
a lot of manual calculation and leaves a lot of room for error.
Software built for construction payroll handles that logic
automatically.

Financial Reporting

Financial reports are how you understand your business
— and how your bonding company and bank understand it
too. The right reports, pulled regularly, are the difference
between reacting to problems and seeing them coming.

A few reports that matter most in construction include:

Work-in-progress (WIP) schedules show the status of
every active job — how much work is complete, how
much revenue you’ve recognized and whether you’re
overbilled or underbilled

- An underbilled job means you’ve done the work but
haven’t collected for it yet

- An overbilled job means you’ve collected more than
you’ve earned, which shows up as a liability

- Surety underwriters use your WIP schedule to see
how much of your bonding capacity — the total
value of work they’ll back at one time — so it’s not
just an internal tool, it’s part of how the industry
sizes you up

Job cost variance reports compare budget to actual
spending across every cost category on every active
project. This is where you catch a $35,000 labor overrun
before it becomes a $70,000 one



Percent complete reports show how far along each job
is toward completion — useful for billing timing, revenue
recognition and making sure your draw schedule
reflects where the work actually stands

Cash flow forecasts map out expected inflows and
outflows over a future period. Run them far enough
out and a shortfall stops being a surprise — it becomes
something you can plan around

Pulling these on a regular basis — not just at year-end — is
what turns reporting from a compliance task into a real
management tool.

A contractor who reviews their WIP weekly knows which
jobs need attention before the month closes. A contractor
who pulls their cash flow forecast every two weeks can see
a gap forming six weeks out and act on it.

The reports don’t run the business — but without them,
you’re running it blind.

Construction Accounting: A Key Piece
of the Puzzle

There’s a distinction worth making before going further:
accounting and financial management are not the
same thing.

Accounting is the system that records what happens —
every transaction, every invoice, every payroll run and every
job cost entry. It’s the baseline. Without accurate accounting,
nothing else works.

Financial management is what you do with that
information. It’s the decisions you make based on what the
numbers are telling you — when to take on a new project,
how to handle a cash shortfall, whether your margins are
holding up across your portfolio.

In other words, accounting is a subset of financial
management — and understanding where one ends and the
other begins matters for how you build your systems and
what you expect from your tools.
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How Construction Accounting Differs From

Standard Accounting

Construction accounting is a specific method for tracking
income and expenses that fits how construction projects
actually work.

The core difference is that every dollar ties back to a specific
job — not just a general category like “labor” or “materials”
at the company level. That project-level focus is what makes
it construction-specific, and it’s what gives you the data to
make real financial decisions.

Revenue recognition works differently too. Most
construction contracts span months or even years, so the
question of when to record revenue is more complicated
than it is for most businesses.

Under the percentage-of-completion method, you
recognize revenue in proportion to how much of the
contract work has been completed. If you’re 40% done with
a $500,000 contract, you recognize $200,000 in revenue —
even if you haven't billed or received it yet.

That accuracy matters when you’re trying to get a true read
on your financial position at any point in time, not just at
job closeout.

Why General Accounting Software Often Falls Short
Generic tools work well for straightforward business
accounting. But as a contracting business takes on more
projects and more complexity — AlA billing, certified payroll,
multi-state operations — those solutions hit their limits fast.

Job costing either requires workarounds or isn’t available at
the level of detail construction requires. AlA billing formats
aren’t built in. Payroll can’t handle union rates, fringe benefit
calculations or certified payroll reports. And the standard
reports that come out don’t match the formats bonding
agents and banks want to see.

The result is a patchwork. An office manager running payroll
in one system, tracking job costs in a spreadsheet and
billing out of a third tool.

At month-end, they pull it all together manually to give the
owner a picture of where things stand.

That process — re-entering the same data across multiple
places — is where small errors build up. And when your
accounting data isn’t clean, your financial management
suffers too.

What Construction Accounting Software Brings

to the Table

Construction accounting software is built around how
contractors work. When it’s working the way it should, it
becomes the engine behind your financial management, not
just your bookkeeping.



Job costing is central from day one. Billing formats like AIA
are built in. Payroll handles union, certified, multi-rate and
multi-state requirements.

Reports are designed for what bonding agents, banks and
business owners actually need. And because everything
runs through one system, the data feeding your financial
decisions is accurate, current and complete.

One platform built specifically for this is FOUNDATION® by
Foundation Software. It’s designed for small to mid-sized
contractors who need:

Job cost tracking and reporting

AIA and T&M billing

Certified and union payroll processing

WIP and variance reporting

Change order management

Expense & pay management integration

And more
It does this all in one system built for the business of

construction. For contractors who need a strong accounting
platform first, that’s exactly what it’s built to provide.

Clean, connected data across your systems is what
makes everything else possible. It's where financial
management starts.

Connecting the Pieces: How Your Financial
Systems Work Together

How much your systems need to connect depends on the
size and complexity of your operation.

For many contractors, a strong construction accounting
platform handles the core — job costing, payroll, billing and
reporting — and that alone is a significant upgrade over
general business tools.

For others, especially as complexity grows, broader
construction financial management software ties accounting
to estimating, scheduling and forecasting in one place.

Either way, the goal is the same: accurate data flowing
through your business without manual re-entry.

The most effective setups connect accounting to the rest
of the workflow so that the data feeding your decisions is
always accurate, current and complete.

What a Connected System Looks Like Day to Day
Think about what that looks like day to day.

Your crews clock in from the jobsite on a mobile app. That
time data flows into payroll and updates your job cost report
without anyone typing it twice.

A project manager logs a change order in the field and it
moves into the accounting system the same afternoon. Your
original estimate feeds your budget directly into job cost
tracking so you start every project comparing real costs
against your actual bid numbers.
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When those connections extend further — into estimating,
scheduling and cash flow forecasting — you move from
accounting software into a fuller construction financial
management platform. That’s a natural next step for some
operations, not a requirement for all of them.

The Business Impact
The result isn’t just cleaner books — it’s better financial
management.

When your systems are connected, you have the visibility
to act early, adjust course and make the calls that keep
jobs profitable — including the ones that matter most, like
whether you have the capacity to bond new work or how to
handle a gap in your cash position.

That’s the difference a connected system makes — not just
for your accounting, but for how you run your business.

What Healthy Construction Financial
Management Looks Like

Put it all together and that’s what a well-run financial
operation looks like for a contracting business.

You know where every active job stands — costs to date,
budget remaining and billing status — without waiting for
month-end close.

When a project starts trending over budget, you see it with
enough time to respond. Billing goes out every cycle without
delays, retainage is tracked and collected and nothing gets
left on the table at closeout.

Payroll runs accurately no matter how many unions,
classifications or states are in the mix. Your WIP schedule is
ready when your bonding agent calls for it.

And whether you’re running one strong platform or a
connected set of tools, your team isn’t spending hours
chasing numbers across systems that don’t talk to
each other.
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That’s what the right processes and the right tools make
possible — real visibility and control over your finances
from the first number on a bid to the final payment on a
closed job.

And when that system is working, the benefits go beyond
clean books. It’s your ability to take on bigger work, bond
more jobs and make confident decisions about where your
business is headed.

THOUSANDS OF
CONTRACTORS

ARE TURNING TO CONSTRUCTION
ACCOUNTING SOFTWARE.

Get your own personal demo of
FOUNDATION to see why.
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