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T he construction industry is poised for significant changes 

this year, with finance and accounting practices evolving to 

meet new challenges and opportunities. 

This article explores several key trends driven by changes in 

market dynamics, significant technological advances, 

evolving business practices, and regulatory shifts.

ECONOMIC OUTLOOK & MARKET DYNAMICS
Construction spending is expected to increase in 2025, with forecasts predicting growth 
between 2% and 8.6% across various sectors.1

History shows that the cycle for full recovery in construction is driven by rebounds in the 
following order:

•	Housing

•	Commercial construction

•	Industrial

•	Public works

Based on professional experience, these rebounds must occur with a two-year lag from 
peak to peak (Exhibit 1). 
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In 2025, housing starts are expected to 
modestly rise, kicking off a new phase in 
the construction cycle. While there will 
still be significant economic spend in the 
public works segment (largely due to the 
Infrastructure Investment and Jobs Act), 
housing is the key to a soft recovery. 
This market cycle is supported by the 
June 2025 forecast from ITR Economics 
(Exhibit 2).2

There are expectations of lower inter-
est rates, with predictions of up to two 
rate cuts throughout 2025;3 howev-
er, significant economic headwinds 
remain. Inflation has been sticky due 
to key issues such as the national debt 
level, low unemployment, supply chain 
uncertainty, and worldwide geopolit-
ical unrest. Through two quarters, the 
Federal Reserve has, so far, declined to 
implement rate cuts.

Construction industry labor costs are 
expected to continue growth given the 
supply and demand constraints (not 
enough tradespeople, project manag-
ers, etc.). In addition, construction mate-
rial costs are expected to rise 5-7%.4 
Tariffs, or the expectation of tariffs, play 
a role in that.

The combination of interest rates (and 
therefore, carrying costs), rising labor, 
and material costs will make it more dif-
ficult for project pro formas — a project-
ed financial statement that estimates 
the costs, revenues, and profitability of 
the project based on assumptions and 
forecasts — to plan and gain construc-
tion loan approvals. It will also be more 
difficult to generate internal rates of 
return that make economic sense rela-
tive to other investment alternatives for 
privately financed projects. 

TECHNOLOGICAL 
ADVANCEMENTS 
AI & Automation Integration 
Artificial intelligence (AI) and automa-
tion will continue to play a crucial role in 
transforming construction finance and 
accounting practices. 

The real challenge is identifying tools 
that can be easily integrated and pro-
vide a measurable impact by improving 

timeliness, accuracy, and completeness. 
With hundreds of AI tools, sorting them 
out can be difficult. Consider identifying 
tasks that have redundant data entry 
and start there.

The automation that AI will enable is 
expected to streamline tasks such as 
data entry, reconciliation, and finan-
cial reporting. The finance department 
is typically the first to use AI tools to 
rename invoices to match the company 
naming convention, automate routing 
for approval, collate all the reports 
needed to complete a month-end cost 
projection, and establish target billing 
amounts to reduce revenue swings and 
missed expenses. 

Additional AI tools focused on precon-
struction planning, procurement, project 
management, schedule optimization, 
and resequencing are already on the 
market. Add in drones and robotics, and 
the potential efficiency gains expand 
even further. 

These tools can help contractors complete 
more work with fewer resources, which is 
great news for an industry with so much 
scarcity. AI is expected to reduce construc-
tion costs by as much as 15% — a notable 
figure for a multitrillion-dollar industry.5

A whole new category of service offerings 
can be expected, with an emphasis on 

innovation and industry collaboration 
driving new solutions into the market-
place. The scope of these solutions will 
likely focus on how payments are made 
from GCs to subcontractors and  
vendors. 

Another option is the deployment of 
contracts that have automatic payment 
upon completion of specific project mile-
stones — think of what this would do for 
cash flow and revenue projections, with 
a goal of increased speed and  
transparency.

Cloud-Based Solutions 
The adoption of cloud-based account-
ing software and software as a service 
(SaaS) platforms will continue to rise. 

The advantages include real-time financial 
reporting, access to data, and collabora-
tion opportunities through dashboards 
and key performance indicators (KPIs). 
These tools are readily available and rea-
sonably simple to deploy. 

SaaS
The SaaS model allows contractors to focus 
on what they do well: building. The model 
affords greater data security and recovery 
options and capabilities, particularly with all 
the cyber threats that exist today. 

SaaS deployments are also making 
interconnectivity and integration among 
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The starts 12-month moving total is likely to generally plateau in
the next three years, constricted by uncertain yields on investment.

The 12-month moving total will decline in the near term, then rise through 
at least 2027. The 12-month moving total will remain below prior peaks.

Components are all in phase C, slowing growth. Plan for 12-month moving
total rise at a slowing pace into late 2025 and a plateau through 2026.

The 12-month moving total will rise through at least 2027. Expected rise
in construction costs will boost overall construction on a dollars basis.

Trends in manufacturing profits and construction job openings
corroborate the outlook for forthcoming construction decline.

Slowing business bankruptcies and record-low retail vacancy rates
corroborate that construction is on the cusp of phase A, recovery.

The 12-month moving total will rise from mid-2025 through 2027,
but rise will be modest and remain below pandemic-era record highs.

The construction 12-month moving total is expected to peak soon, with
mild decline to follow through at least 2027.
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separate, disparate systems easier. The 
advent of sophisticated application pro-
gramming interfaces, along with some 
platforms gaining significant market 
share, makes this more of a reality. 

While some software offerings still over-
promise future functionality, vendors are 
increasingly delivering on meaningful 
integration capabilities.

Cloud-Based Systems
Cloud-based systems substantially 
open the door to the development 
and deployment of mobile apps. And 
because a SaaS license is assigned to 
an individual dedicated to a project, 
many times the licenses can be passed 
through as an expense rather than 
included as a part of the fee. This can 
present minor margin benefits when 
structured appropriately.

Data Analytics & Financial Insights
Accountants in the construction indus-
try will increasingly focus on providing 
valuable insights through data analytics, 
removing subjectivity and improving 
decision-making. 

Data-driven decision-making and 
analytics should allow contractors to 

improve profitability and productivity. 
Interpreting large volumes of data 
requires new tools and a better under-
standing of how to capture and model 
data. 

It is increasingly common to have a data 
analyst on staff that possesses skill sets 
never before considered a need in a 
contracting business.

If you’re looking to hire a new data 
analyst, you can start them with basic, 
redundant tasks, such as a day in the life 
analysis of payroll personnel. This would 
allow them to understand what informa-
tion is collected and how it is collected, 
stored, and used. 

A 2022 FMI study showed that about 
96% of data collected in construction 
never gets used6 — it’s time to start using 
the information for predictive analytics.

Assistance in job cost forecasts, cash 
flow needs, strategic market pursuits, 
and return on investment (ROI) infor-
mation on key hires or new positions 
should be available to make intelligent, 
data-driven decisions. These capabilities 
will be foundational to modern construc-
tion financial management.

Improved Risk Control
The average business in the U.S. has 
about $830,000 in annual revenue.7 In 
many companies, numerous individuals 
are responsible for revenue far exceed-
ing that threshold — yet often have little 
to no financial training.

One of the key tenets of the most suc-
cessful companies in construction is that 
their teams have a very strong financial 
aptitude. As credit markets have tight-
ened up and bonding companies are 
scrutinizing contractor financials more 
than ever, effective financial controls are 
imperative.

As 2025 continues, effective cost man-
agement will remain a top priority, with 
a focus on accurately documenting proj-
ect costs and expenditures to maintain 
project profitability.8 For contractors, 
figuring out profit fade can be a prob-
lem. They need to know where the job 
is well before it is halfway done; at 50% 
complete is not acceptable. 

Contractors should identify problem 
jobs earlier in the life cycle — ideally 
by 25% completion — and implement 
proactive corrective actions. There are 

Note: Forecast color represents what phase the market will be in at the end of the year.

Source: “June 2025 Trends Report.” ITR Economics. June 2025.               Phase A: Recovery    Phase B: Accelerating Growth    Phase C: Slowing Growth    Phase D: Accelerating Growth 
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many approaches contractors can take 
to accomplish this, but they need to be 
embedded into standard operating  
procedures.

Even more importantly, more contrac-
tors often go bankrupt due to cash flow 
than profitability. Solid cash flow and a 
stable balance sheet are essential for 
financial stability.

A strong emphasis should be placed 
on developing schedules of values 
with maximum front-loading, specific 
billing targets, and shortened col-
lection cycles. These should be basic 
foundations embedded into everyday 
practices. 

Companies need to effectively manage 
cash flow; while it is basic blocking and 
tackling, it is being automated with AI 
tools, which can ultimately do a better 
job at managing the basics.

EVOLVING BUSINESS PRACTICES
Prefabrication & Modularization 
The continued rise of prefabrication and 
modular construction will also necessi-
tate new financial approaches. 

As the means and methods of projects 
change, moving significant portions of 
the process offsite with prefabrication 
and modularization must also result in 
an evolution of cost-accounting meth-
ods. Most contractors can indicate that 
they made money on jobs, but they 
cannot attribute how much was made 
in prefabrication and modularization vs. 
onsite installation. Typically, all that is 
known is the total installed cost.

Contractors will likely need to familiarize 
themselves with material requirement 
planning programs. Most mainstream 
enterprise resource planning (ERP) sys-
tems — or what many call their account-
ing system — do not have material 
requirement planning modules. 

Material requirement planning pro-
grams work using a combination of SKU 
optimization, material lead time, and 
building work orders for each assembly 
so that time and materials can accu-
rately be costed. While Excel remains 

common, more advanced systems will 
be necessary as prefabrication grows in 
both financial significance and opera-
tional complexity. 

Contractors will also need to consider 
the cash flow implications of prefab-
rication and modularization, as more 
upfront work means increased cash 
requirements. 

Banks, investors, owners, and GCs will 
all likely need some education to under-
stand that the old-school s-curve of cash 
flow doesn’t accurately depict job prog-
ress — and contractors cannot afford to 
be the bank. 

New valuation methods for prefabricat-
ed components will need to be the norm 
for everything from preconstruction 
modeling and planning to procurement, 
from assembly to shipping. These val-
ues cannot be arrived upon accurately 
without proper systems that are beyond 
traditional spreadsheets. 

Ultimately, manufacturers don’t do it 
this way, so why would a contractor that 
happens to be manufacturing?

REGULATORY SHIFTS
Regulatory Compliance & Risk 
Management
With a new U.S. presidential adminis-
tration, it is common to see evolving 
regulations. 

As we get later into 2025, construction 
financial professionals will need to 
focus on regulatory changes. Labor law 
changes and compliance requirements 
will likely continue to evolve at both 
federal and state levels. Compliance 
remains a cost center that finance 
teams must proactively manage.9

While some regulatory shifts may reduce 
costs, others may introduce new reporting 
obligations. Accounting systems must be 
kept current to have a clear audit trail 
that can prove the regulatory require-
ments were properly adhered to.

In many organizations, the IT team is 
also assigned to the CFO. CFOs must 
work with their IT teams to protect 

financial and other data from constantly 
emerging cybersecurity risks. 

As sustainability becomes a priority in 
construction projects, accounting prac-
tices are shifting to incorporate cost 
allocation methods that consider the life 
cycle benefits of sustainable materials 
and practices.10

MOVING FORWARD
These trends highlight the ongoing 
transformation within the construction 
finance and accounting sectors as the 
industry adapts to market dynamics, 
technological advancements, evolving 
business practices, and regulatory shifts. 

Embracing these changes can lead to 
significantly improved efficiency, profit-
ability, and compliance. Staying smart 
on these trends — with help from your 
industry connections, a peer group, or 
talking with experts in this space — will 
enable you to keep pace with the only 
constant: change. BP
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