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The Contractor’s Guide to Understanding the
Chart of Accounts

The owner does not need to become an accountant - but he does need to understand how his
financial information is organized.

A practical guide for small contracting business owners who want financial reports that support better
decisions, stronger margins, and clearer control of the business.

Core Message

A chart of accounts is not just an accounting tool. For a contractor, it is the foundation of management reporting. If
itis not structured correctly, the owner may be making decisions from numbers that are incomplete, misleading,
or not useful for running the business.

The Owner Does Not Need to Become an Accountant

The purpose of this article is not to turn contractors into accountants.
The purpose is to help contractors ask better questions.
A small business contractor should be able to sit down with a bookkeeper, CPA, controller, or advisor and ask:

e Does our chart of accounts match how we actually run the business?
e Canwe see revenue and gross profit by type of work?

e Arefield labor, office wages, and owner compensation separated?

e Arejob costs being posted correctly?

e Are equipment costs visible?

e Arereceivables and retainage properly tracked?

e Are current liabilities accurately reported?

e Doesthe balance sheet make sense?

e Canwe compare actual results to budget?

e Canthesereports help me make better decisions?

If the answer is no, then the chart of accounts needs to be rebuilt, cleaned up, or better aligned with how the
business actually operates.

The Contractor’s Guide to Understanding the Chart of Accounts



Shapcott Lauber | Business Owner Insights for Contractors

The Chart of Accounts Is the Foundation of Management Reporting

Think of your chart of accounts like the framing of a building.
If the framing is wrong, everything built on top of it is affected. The same is true with your accounting.

e Ifincome is not classified correctly, you cannot tell which type of work is most profitable.

e Ifwages are not separated properly, you cannot see true labor cost.

e [f cost of goods sold is inaccurate, your gross profit margin is wrong.

e |If owner compensation is mixed in with field wages, your labor numbers are distorted.

o |f debt, assets, inventory, receivables, and liabilities are not properly recorded, your balance sheet may not
reflect the true financial position of the company.

The problem is not always that the business owner lacks financial information. The problem is that the
information is not organized in a way that helps the owner manage.

Plain-English Definition

The chart of accounts is the filing system for your company’s financial information. It determines where income,
costs, wages, assets, liabilities, debt, overhead, and profit are recorded.

Why Your Financial Reports May Not Be Telling You the Truth

Many small contracting business owners look at their financial statements and assume they are getting
accurate information about the health of the company.

They look at sales. They look at expenses. They look at the bank balance. They look at net profit. They ask their
bookkeeper or CPA if things are “okay.”

But here is the problem:

The Problem

If the company’s chart of accounts is not properly structured, the financial statements may be technically
produced, but they may not be very useful for managing the business.

For a small contractor, this matters because your business is not just one pile of revenue and expenses.

You may have different types of work, different crews, different margins, different labor burden, different
equipment costs, different project risks, and different cash-flow demands.

If your chart of accounts does not separate and organize those categories properly, your reports may hide the
very problems you need to see. That means you may be making decisions from numbers that are incomplete,
misleading, or flat-out wrong.
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Why This Matters So Much in Contracting

A contracting business is different from many other small businesses.

You are not simply selling a product off a shelf. You are selling labor, materials, coordination, scheduling,
project management, customer communication, risk management, and execution.

Profit can disappear quickly if the company does not know where money is being made and where itis being
lost.

A contractor needs to know:

e Which type of work produces the best gross margin

e  Which crews or divisions are most productive

o Whether laboris being priced and recovered properly

e Whether materials are being marked up correctly

e Whether overhead is covered by the jobs being sold

e Whetherreceivables are current or aging

o Whether change orders are being captured

e Whether equipment costs are being recovered

e Whetherthe company is making money or simply staying busy

A poorly built chart of accounts makes those answers harder to find. A well-built chart of accounts makes those
answers visible.

Why Poor Accounting Structure Hurts Management

When the chart of accounts is weak, the owner is forced to manage by instinct.
That may work when the company is very small. But as the business grows, instinct is not enough.
A contractor needs accurate numbers to answer important questions:

e Are we making money on the work we are selling?
e  Which type of work should we pursue?
e Which jobs are hurting us?

e Arelabor costsin line with estimates?
e Isoverhead too high?

e Are we charging enough?

e Are we collecting fast enough?

e Isdebtbecomingaproblem?

e Do we have enough cash to grow?

e Canthe business afford to hire?

e Canthe owner afford to step back?

Without a properly structured chart of accounts, those questions become harder to answer. And when
questions cannot be answered clearly, decisions get delayed or made emotionally. That is how contractors get
into trouble.
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What a Contractor’s Chart of Accounts Should Help Reveal

A properly structured chart of accounts should help the owner see the business more clearly.
It should support reporting around:

e Revenue by profit center

e Directjob costs

e  Gross profit by type of work

e Laborcostand burden

e Materials and subcontractors
e Equipment cost

e Overhead

e Owner compensation

e Netoperating profit

e Receivables and collections
e Payables and cash obligations
e Debt structure

e Assetvalue

e Inventory accuracy

e Actualresults versus budget
e Cash-flow planning

In other words, the chart of accounts should not be built only for tax filing.

Key Point

Your CPA may need reports for taxes. Your bookkeeper may need categories for posting transactions. But you, the
owner, need financial information that helps you run the business. Those are not always the same thing.

A Simple Example

Imagine a contractor does $3 million in annual revenue.

The income statement shows:

Financial Line Amount

Revenue $3,000,000
Cost of goods sold $2,250,000
Gross profit $750,000
Gross margin 25%
Overhead $675,000
Net profit $75,000
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At first glance, the company made money.

But what if the chart of accounts is poorly structured? After review, the owner discovers:

e Service work produces 42% gross margin

e Remodel work produces 28% gross margin

e New construction produces 12% gross margin
e Owner compensation is buried inside wages

e Project management labor is not separated

e Equipment costs are not being recovered

e Change orders are not tracked separately

e Receivables over 60 days are increasing

e Some debtisincorrectly classified as long-term
e Inventoryis overstated

Now the picture changes.

The company is not simply a $3 million contractor making $75,000. It is a business where one type of work may
be profitable, another may be barely breaking even, and another may be draining cash.

That is the value of better accounting structure. It turns vague financial reports into useful management
information.

The Bottom Line

Bottom Line

A contractor cannot manage what he cannot see.

If the chart of accounts is poorly structured, the financial statements may be useful for filing taxes but nearly
useless for managing the business. That is a serious problem.

A small contracting business needs accounting that helps the owner understand where money is made, where
margin is lost, where cash is tied up, where debt is building, and whether the company is truly profitable.

Until those structural deficiencies are corrected, the owner is left managing from incomplete information. And
in construction, incomplete information can become expensive very quickly.

The chart of accounts is not just an accounting tool. It is a management tool.

When built correctly, it gives the owner clearer visibility, better control, stronger decision-making, and a more
accurate picture of the business he is trying to build.
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Owner Takeaway

You do not need to become an accountant. But you do need reports that help you manage the business, protect
margin, improve cash flow, and make better decisions faster.

About Shapcott Lauber

Shapcott Lauber provides a hybrid consulting and coaching model for owner-led construction and built-
environment businesses, helping them strengthen how work is won, delivered, and measured so they can grow
with greater control, stronger profitability, and less dependency on the owner.
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