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The importance of accurate job cost

evaluation

Cost reporting is not new to the construction
industry. One of the key requirements of successful
project management is implementing and practicing
qualitative cost analysis and reporting for every job a
contractor builds. Over the years, we have seen that
good contractors who sustain profits on their projects
work have made job costing a top management
priority within their company.

When a job is awarded, the buy-out process begins.
Subcontractor scopes and material supplier quotes
are carried within the cost of the bid. Therefore, these
costs should be locked in when the subcontracts and
purchase orders are executed. There would be
minimal cost deviation attributable to subcontractors
and/or material suppliers (unless there is a
subcontractor default during the performance of the
work). As we've recently witnessed, the exception is in
materials that can fluctuate widely, being commodity-
driven (i.e., petroleum-based, copper, steel, etc.). All
the more reason to lock in those pricing terms as
soon as possible after the contract award.

All other things being equal, the defining cost variable
then becomes labor. When estimating a job, labor
costs to build an item of work can be assembled by
historical costs, production estimates, or crew sizing,.
Regardless of the method, unless there is a change in
scope or changed condition, the best way to
determine if a job's profit is properly trending is to
compare actual versus estimated labor costs. Regular
cost analysis can aid a contractor in many ways, and it
should be considered and used as another important
tool. If a project or cost unit is underperforming, it can
help identify specific reasons, such as:

1. A changed condition,

2. Inadequate field supervision;

3. Wrong sized labor crew;

4. Inadequate or incorrect equipment deployment;
5. An overzealous inspector;

6. Underpayments in quantities by the owner, or
7. ltwas a bad estimate in the first place

If caught in time, adjustments can be made to make
the corrections necessary to get the project back on
track or stop the bleeding!

Accuracy
There are some essential components to be considered in
performing labor costing to generate accurate reporting.

Coding: A cost code list should be developed before a
contract commences. These labor codes should be
consistent with the components found within each line
item bid. Each foreman'’s timesheet should be cost-coded
to reflect the labor task components' expenditures
accurately. This labor cost code information should then
be appropriately accounted for and entered into the cost
reporting system each week when the payroll is run.

Work Complete: A favorable practice is to run a project's
respective labor cost report for the company and project
management to review and analyze. If the contractis a
unit price contract, the project manager can tie the work
performed to date to the units paid by the owner. If the
contract is a lump sum contract, the project manager must
accurately consider the work completed for the work
components during the respective time period.

Re-stating Unit Cost: To accurately project final costs on
line items, historical performance on the job is typically
used. As each successive period's report is generated, the
recast cost projection gets refined. The results can be
positive or negative, but more accurately reflect project
reality.

Timeliness

Providing the contractor performs job costing functions
correctly, another essential component to making cost
reporting work for a contractor is performing it periodically
that makes sense for the size and scope of the work
undertaken. Monthly is ideal but may not be enough of a
window to gauge performance accurately. Quarterly
should be a minimum.

Running the cost report on a more frequent basis enables
a contractor to make more timely and cost-effective
adjustments to alter a poor trend. When the intervals of
cost analysis and reporting are spread out, there is a
heightened chance that a bad cost trend and/or cost
reporting mistake will not be picked up in time.
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One Last Thing - Complete the Cycle!

We never cease to be amazed by the number of
contractors who fail to aggregate their historical costs
back into the bid estimating function. And some
surprisingly large contractors at that! How can you
possibly bid properly if you don't know what your
company is capable of producing? So you're either
bidding too low or too high. Either way - not good.
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