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Basic job cost systems track revenues, costs and profits by contract or by tasks 
within a contract. Many government contractors intentionally avoid contracts that require 
this level of detail. Have these contractors avoided extra work, or are they unknowingly 
operating in a risky business environment?  This article will discuss why having an 
effective job cost system is a necessity for government contractors. 
 Example: XYZ Company won its first government services contract, a five-year 
fixed-price contract, consisting of five separate CLIN’s (Contract Line Item Number). 
XYZ keeps the accounting simple by charging costs of all five CLIN’s to one account 
number. XYZ invoices the government 1/12 of the value of each CLIN on a monthly 
basis. Simple – right ? 
 Suppose six months into the contract it is operating at a loss. Management is 
unable to determine why. If XYZ had an accounting system that accumulated actual costs 
by CLIN, they could be compared to cost proposal worksheets to identify the cause of the 
losses. At this point one can only speculate. Was the bid flawed?  Is there an operational 
problem?  Is it something else? 
 Contractors increase the risk of a flawed bid by not having a job cost system. Job 
cost systems are a source of historical data for similar efforts that can be used as the basis 
for both cost and level of effort estimates when bidding new work. The process of 
comparing costs and hours bid to actual costs and hours incurred improves the internal 
bid process and reduces the risk to contractor when bidding new work. 
 The loss could be also be an operational problem.  A job cost system is a 
management tool where project managers can be held accountable for the profitability of 
each of the five CLIN’s. Project managers are generally held accountable only for 
controllable costs (direct labor, materials, travel). The project manager simply compares 
costs and hours from the cost proposal detail to the actual costs and hours incurred. All of 
this information can be available in a job cost report. An Excel-based approach is also 
effective, even though it is more labor intensive if the accounting system does not have 
such capabilities. The project manager is then held accountable for managing the 
controllable contract costs and working with senior management to address any potential 
contract cost over-runs.  
 Non-controllable costs such as fringe benefits, overhead and general & 
administrative (G&A) costs are usually the responsibility of senior management. 
Unfortunately for the project manager, senior management always has the right to request 
reductions in direct costs to offset unexpected and uncontrollable increases in indirect 
costs. 
 XYZ management finally realizes services in excess of CLIN 3 contract 
requirements were provided to the government. XYZ may seek additional compensation 
(request for equitable adjustment) for the additional costs incurred. Unfortunately, XYZ 
has the burden of proof that must consist of accounting records, timesheets, and 
employee expense reports that clearly indicate that these costs were incurred under CLIN 
3 and are a direct result of the level of effort in excess of contract requirements. Without 
a job cost system XYZ has put itself in a very difficult position. 
 Lessons Learned: These are hypothetical examples of what can go wrong under 
a fixed price contract. Even though a company has fixed priced contracts, it is likely that 
a company will require job cost reports by contract or by separately priced items within a 
contract. A job cost system is an important tool for managing contracts, preparing cost 



proposals for similar efforts, providing support for equitable adjustments and as basis for 
preparing a settlement proposal under a termination for convenience.   
 A job cost system is not just accounting or project software. It is process that 
impacts corporate culture at the senior executive, project manager, proposal manager and 
financial manager levels. Simply put, it is a system of checks and balances that ensures 
company profitability objectives are met both at the proposal stage and at the operational 
stage.  
 A job cost system is a long term investment in the company’s future. The largest 
investment is usually the time required to set up a job cost system. The longer a company 
waits, the greater the level of effort and cost.  
 Many companies begin with inexpensive job cost software such as QuickBooks, 
which can generate job cost reports at the gross profit level, revenue less direct costs. 
Whether it is QuickBooks, Deltek or another software product is not important. Once 
established, a job cost structure can be migrated to another accounting system or 
enhanced as the contractor grows in both size and complexity.    
 

Wayne Clark, CPA is a Senior Manager with Federal Strategies Group LLC. He 

provides government contract and management consulting, M&A advisory, forensic 

accounting and expert testimony to the government contracting industry. He can be 

reached via email at WayneC@FedStrat.com. 

 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [595.000 842.000]
>> setpagedevice


