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First, estimate the labour required to complete the job. Avoid using

Job costing is the process of determining the labour and materials
cost for each job in a systematic way, and then using this information
to create a quote for the customer. Job costing or cost accounting can
be used in virtually any industry to ensure that the product pricing
covers actual costs, overhead and provides a profit. The purpose of

one flat rate, and instead calculate the time required at the actual
rates, based on the skills required for different aspects of the job.
Add all the labour and material costs together and calculate a
contingency amount, ranging from five to ten percent. This amount
covers minor changes, and additional time requirements.

any business is to make money, and job costing is the most effective

Calculate a standard overhead charge. The amount of overhead

way to ensure that occurs.

charged varies widely, but a good rule of thumb is to take the total
non-job related costs and divide it by the number of working days

Benefits of a Job Costing System
Job costing software enables you to track a number of factors and

in the year. Multiply this value by the number of working days for
the job and add this amount to the job.

analyse the results to aid decision making. A Job costing report

Finally, keep track of your expenses throughout the project.

helps you ensure that all costs involved in a job have been properly

Reconcile the job costs against the actual cost at the middle and

invoiced to the customer. An Estimates vs. Actuals report compares

end of the project. Determine if there were additional costs or if

quoted costs to actual costs, and quoted revenues to actual revenues

the project required less resources than anticipated. This review

so that you can analyse any variances between your quote and the

provides valuable information that can be immediately applied to

actual result. You can then use the results of your analysis to create

the next quotation.

more accurate quotes when you bid on future jobs.
Using job costing will allow you to identify the most and least
profitable areas of your business, so that you can focus on the
profitable elements, and try to make the less profitable aspects of
your business more efficient. It will help you to quote new jobs more
accurately, and assist you in managing jobs in progress.

Improving your customer quotes
The time spent manually calculating customer quotes is dramatically
reduced, likewise the risk of errors in the calculation of labour
costs and materials. Quotes can be calculated automatically
which saves time and guarantees accuracy.

Elements of a Job Costing System
There are three elements to job costing: determine customer
requirements, identifying job related costs and overhead. The most
important item in this process is accurate tracking of time and costs
associated with any job.

Figure 1.1
By what % would you say
your automated job costing
system has improved your
quoting process?
Source: Vizual Workforce
Management Survey 2010

There are a several software packages available to help business
owners accurately track all business expenses. In order to provide
an accurate quotation, it is very important to specify the exact
requirements in writing and to obtain agreement from the client.
Once the details have been finalised, you can then begin to
determine the actual costs of the materials.
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Job Costing versus Process Costing
Job costing (known by some as job order costing) is fundamental
to managerial accounting. It differs from Process costing in that the
flow of costs is tracked by job or batch instead of by process.
Process costing is used when the products are more homogeneous
in nature.
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If the accountant is using a general ledger accounting system,
which lacks true job costing functionality, the costs must be
manually transferred out of Work in Process to Finished Goods
(Cost of Goods Sold for service industries). Of course, in the days
of computerised job costing software, journaling costs manually
is an obsolete process. Such hand-journaling is mandatory for
companies that continue to use general accounting software to
do job costing. Enlightened accountants are moving forward and
using job costing software, thereby improving cost control,
reducing risk, and increasing the chance of profitability.

Using Cost Codes in Budgeting
In a true job cost system, a Budget is set up in advance of the
job. As actual costs are accrued, they are compared to budgeted
costs, to determine variances for each phase of each job.
Cost Codes are used for each phase, allowing “mini-budgets”
to be generated and tracked. In the construction industry, the
Construction Specifications Institute (CSI) has established an
industry standard Cost Coding system.accounted for through the
automatic roll-call procedures.

Using Job Costing
In a job costing system, costs may be accumulated either by job
or by batch. For a typical job, direct material, labour, subcontract
costs, equipment, and other direct costs are tracked at their actual
values. These are accrued until the job or batch is completed.
Overhead or “burden” may be applied either by using a rate based
on direct labour hours or by using some other Activity Based
Costing (ABC) cost driver. In either case, once overhead/burden is
added, the total cost for the job can be determined.
Employees select the job that they will perform next using a microcap
terminal located near to their workstation. As all information relating
to the job has already been stored within the job costing software
individual barcodes can be produced for each process within a job.
The employee simply scans the barcode with a barcode gun to
indicate that they have started the job. The process begins again
once they are ready to move onto their next job.
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Components of job costing
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create matching categories in your revenue accounts and cost of

There are numerous aspects to job costing, and you may use many

goods sold accounts (COGS).

or only some of them. If you want to use job costing, you need to

The accounts in your chart of accounts should represent general

understand the following:

overall categories of your business, and not individual customers,
vendors or detailed sales/cost information. Those details are

Quotes
Most people are familiar with quotes. Quotes are non-posting transactions.

recorded using items, the customer list and the vendor list.

They do not affect your financial statements or your general ledger.

You should see a pattern in these revenue and expense accounts.

You prepare a quote to give your customer an estimate of projected

Each revenue account represents a category or logical division of

costs, before a job is awarded. However, quotes also provide a

the goods and services provided by your business. For each revenue

means to track costs as the job progresses, so that costs do not

account, there is a corresponding cost of goods sold account. This

get out of line, or so that cost variances can be identified and dealt

allows an overview of the company’s direct expenses in comparison

with quickly.

to revenues by category – concrete, masonry, wood & plastics, etc.
and a calculation of the gross profit percentage and profit margin

Fixed fee jobs
Fixed fee jobs are an agreement to complete a job for a customer

by category.

for a set price, no matter what costs are incurred. While this may
seem like a good deal for the customer, an experienced estimator
will set a price high enough to cover any contingencies, which may
result in a higher price than a time and materials job.
Time and materials job
On a time and materials job, costs of labor and materials are passed
on to the customer. A markup for overhead and profit may be built-in
as a percentage of each item or stated as a separate line item. Time
and materials jobs are often preferred by the seller, as any unforeseen
costs may be passed on to the customer.
Revenues
Revenues are critical to the life of any business. In job costing,
revenues are not only categorised by account, but also by customer,
job and item. Think of jobs as sub-categories of customers and
items as sub-categories of revenue/expense. This creates a new
way of analysing your revenues and the costs incurred to produce
them.

Items
Items represent the products and services that your business sells.
You may have many items for each of the revenue/expense account
categories in your chart of accounts. Using items, you enter the
details about what you buy and sell, then “map” or link the detailed
items to the more generalised accounts in the chart of accounts.

Expenses become revenues; as costs are incurred for a job, they

You can map many detailed items to a single account in your chart

are marked up and passed on to the customer as revenues. To be

of accounts. This allows a greater level of detail in the item list while

able to compare your costs to the revenues they produce, you should

keeping the chart of accounts list concise.
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Items focus on revenues; they are the goods and services your

For every hour of labour paid, we also incur 8.9% in payroll taxes

company sells. Use service items for labour, and non-inventory

and 5% in worker’s compensation. When creating this labour item,

items for materials. The non-inventory name just indicates that you

the purchase price is the hourly cost of the labour. The standard

are not tracking unit quantities or unit costs; they are still goods and

cost includes the hourly cost of the labour, plus the payroll taxes and

materials that you hold in inventory.

worker’s compensation.

To track unit quantities and unit costs, use inventory items, but
be forewarned; do not use inventory items lightly. Using inventory
items means that you are tracking and entering unit quantities when
you buy and sell as well as reconciling your accounting records to

While you should carefully identify your standard costs, they are
used only in job cost reports; they are not the costs stored in the
general ledger or reported in your financial statements.

the physical quantities on hand in between buying and selling.
Direct costs
Direct costs are the costs of the products and services sold. These
are the costs involved in job costing. Direct costs can be directly
associated with a job and can be identified as a part of the finished
product. For a mason, direct costs would include the costs of bricks
and mortar, as well as the cost of the labour to prepare the mortar
and lay the bricks.
Direct costs are distinguished from indirect costs, or overhead.
Indirect costs are costs that cannot be identified in the finished
product, even though they were incurred, indirectly, in the process
of completing the job. Examples of indirect costs are rent, insurance
and administrative payroll. Indirect costs are not included in job cost
reports. Direct costs are categorised on the profit and loss report

Think about how you purchase for a job

as cost of goods sold, whereas indirect costs are categorised as
Can you identify your customers when you purchase materials for

operating expenses.

a job? If so, then you can enter the job name and associate the
Standard costs

expenditure with a specific job. Now you track your expenses by job

Standard costs represent direct costs that include a calculated (or

and convert those bills into invoices, making sure that all expenses

estimated) portion of related costs that are not billed separately to

are accounted for and nothing falls through the cracks. By using

your customers. They are often theoretical calculations, done in a

the same item on the bill that is used on the invoice, your job cost

spreadsheet, that give a more accurate picture of the direct costs

reports will show cost, revenue and profitability by item.

involved in a job. Examples of standard costs include:

Do you have items that are purchased in bulk and later allocated

For every 100 feet of electrical cable installed, on the average we

to a job, so that at the time of purchase you don’t know which

use 20 staples, 6 wire nuts and 2 electrical connectors. The staples,

customer will receive each item? If so, then you can use standard

wire nuts and connectors are purchased in bulk and not individually

costs. Since you don’t know which customer will receive the item
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Do you have large pound amount items that you keep in stock, and
don’t purchase for a specific customer? Use inventory items to track
the cost of these items, and your job profitability reports will show
revenues and actual costs on a first-in, first-out basis.

Job cost reports
Job profitability summary and job profitability detail reports show
revenues, standard costs, billed costs, the gross profit margin by
pound and percentage, grouped by customer. Within each customer,
these reports show each invoice and each item with the profitability
detail by item.
These reports may be filtered by customer to see the details for
a specific customer, or filtered by margin to see the most or least
profitable items for any time period. Keep in mind that the standard

Conclusions

costs you see on these reports are theoretical costs, and are not

Electronic Job Costing Systems have replaced manual processing

used in the financial statements.

throughout the manufacturing sector. They help in providing a clearer
picture of individual costs throughout the lifecycle of a job and have
eliminated human error when performing calculations.
Customers receive a specific quote created from the knowledge
of the true costs of labour and materials. This enables accurate
forecasting and more importantly keeps a job on target.
Management reports can be produced showing the margin on each
job and processing areas that require improvements.
At every stage of every job everyone knows which employees
worked on what job, when, for how long and at what cost.

References and Contact Details
The job estimates vs. actuals summary and job estimates vs.
actuals detail reports compare quotes to bills and invoices,
showing the variance between estimated costs and actual costs
and the variance between estimated revenue and actual revenue.
These reports are useful for controlling costs during the progress of
a job, and as a guideline for preparing quotes for new jobs.

Figure 1.1 - Vizual Management Solutions Ltd Workforce
Management Survey 2010
Vizual Management Solutions Ltd
New Media House, Stanley Street, Tunstall,
Stoke on Trent, Staffordshire ST6 6BW
t. 0800 288 8632
www.time-attendance.co.uk/jobcosting.aspx
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