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Construction Industry
2022: 3Q – 4Q

TARGET MARKETING

Construction

Industry

The North American Industry Classification System (NAICS) classifies companies in the construction industry into 

three broad categories:

• Building Construction (residential and non-residential);

• Heavy and Civil Engineering (infrastructure); and,

• Specialty Trades (industrial-specific).

Trends and concerns for the companies that engage in these areas also affect – to varying degrees – companies 

in other related industries, such as material and tool suppliers (manufacturing), architects, and engineers 

(professional services).

Trends

U.S. government spending on infrastructure, stemming from the Infrastructure Investment and Jobs Act1 (IIJA) 

signed by the president on November 15, 2021, is expected to begin making its way to construction projects in 

the second half of 2022. In expectation of the substantial release of funds (which are set to occur over a period 

of years) the Office of Management and Budget released a memo on April 29, 2022, providing initial guidance to 

agencies that have responsibilities for implementing provisions under the IIJA.2 

The expected government funding has led to a positive outlook for businesses in the construction industry. 

According to a 2022 survey, “The net reading – the percentage of respondents who expect the available dollar 

value of projects to expand compared to the percentage who expect it to shrink – is positive for 15 of the 17 

categories of construction included in the survey. This represents a stark turnaround from the 2021 survey, in 

which contractors were bearish about the prospects for all but a few segments.”3 The survey also found that 74% 

of the respondents expect to add to their workforce in 2022.

Other trends include:

1. Increase in modular and prefabricated construction – constructing structures off-site and delivering 

them to the final site. This is done to create efficiencies as construction companies look for any 

opportunity they can to control quality and reduce labor costs (see concerns below). 

2. New technologies – Drones, automation, data analytics, project software, etc. One particular area 

that is growing is connected technologies in which general contractors are using technology that 

connects equipment, vehicles, and other devices communicating wirelessly to create efficiencies in 

project management.

Note: With increased reliance on new technologies, there is also an increased threat of cyberattacks. 

Cybersecurity is a relatively new issue construction company owners now need to address. 

The existing supply of houses is 10.9 months as of July, 2022, which is getting close to the historical high of 12.2 

months in January 2009. The months' supply indicates how long the current for-sale inventory would last given 

the current sales rate if no additional new houses were built.4 Low supply increases demand for residential 

construction, and vice versa. A figure of 10.9 indicates low demand for new home builds. 



1 United States Department of Labor, Bureau of Labor Statistics
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Trends 

(continued)

2022 Allianz Business Owner Survey Highlights – Construction

• 63% have difficulty attracting or recruiting key employees. 

• 70% expressed a concern over the loss of key employees. 

• 85% have key employees who would be critical to retain throughout any transition of ownership.

• 63% said they plan on transitioning out of their business within the next 15 years.

• Only 27% stated they have a written buy-sell agreement. 

• 65% said their plan to formally transfer their business is to sell or gift it to family members.

• Of those planning to transition to family, over three-quarters (77%) are worried about its impacts on retaining 

family harmony and avoiding discord.

• 62% are concerned that a majority of their wealth/net worth is tied up in their business.

• Of those planning to sell to an outside party, 93% are concerned about finding the right buyer. 

• 79% are concerned about federal and/or state taxes levied at death. 

Concerns

Davis-Bacon and Related Acts (DBRA) requires contractors to pay prevailing wage (e.g., union) rates for all 

federally funded contracts, even if the contracted labor is non-unionized (87.3% of construction workforce)1. 

Recent executive orders direct strict enforcement of these provisions.2 And projects related to funds provided 

by the Infrastructure and Jobs Act are required to pay prevailing wages.3 

According to a May 2022 survey of general contractors and subcontractors:4 

1. 53% of subcontractors and 32% of general contractors listed supply chain issues among their top 

three concerns. 

2. 29% of subcontractors and 32% of general contractors listed labor shortages among their top 

three concerns.

3. 15% of subcontractors and 25% of general contractors listed safety issues among their top three concerns.

Surety Bonds – The COVID-19 pandemic has resulted in an “increased sensitivity to contractual terms and 

conditions, a tightening of underwriting criteria, and a restriction or reduction of capacity in certain sectors.”5 

Obtaining surety bonds is a crucial issue for construction companies. 



Life insurance death benefit is generally income-tax-free when passed on to beneficiaries.

Fixed index universal life insurance requires qualification through health and financial underwriting.

Issue Opportunity

Obtaining surety bonds is a consistent key 

issue in the construction industry. Government 

projects require them, as will almost any major 

private contract.

Surety insurers will underwrite a construction 

company to determine their ability to complete 

projects. Underwriting is based on what is 

often referred to as the 3 Cs – capital, capacity, 

and character.

Review buy-sell agreement and funding: Surety providers want to 

see a well-developed and maintained business continuation plan.

Informally funded NQDC/SERP: Surety providers are also looking for 

low debt-to-asset ratios. Life insurance cash surrender value may be 

included in the surety providers’ definition of “working capital,” which 

is a key factor in obtaining a surety bond.

Key person life insurance: Surety companies will want to have a 

sufficient level of comfort that the death of the owner, or other key 

person, won’t cause financial stress to the business such that it risks 

their ability to complete projects. 

With current solid demand, home builders 

will have opportunities that may provide 

substantial revenue, profit, and valuation 

increases in the coming years.

Life Insurance as a Financial EngineSM: Potential increases in 

tax rates and the loss of existing tax advantages mean business 

owners should be evaluating tax-efficient options as well as basis-

shifting strategies.

A broadly improving construction marketplace 

– especially with an infrastructure deal – 

means other construction businesses will 

see a similar increase in revenue, profit, and 

valuation. Interest in mergers & acquisitions 

may increase.

Business continuation bonus plan: Retaining key employees through 

ownership transition is vital.

There are significant ongoing concerns about 

finding and retaining workers with adequate 

skills to satisfactorily complete available work.

Key employee compensation strategies: Evaluate HR options for 

attracting and retaining skilled employees.

Evaluate creditor protection strategies: Being forced to rely on less-

skilled workers raises liability concerns. Assets outside the business 

with creditor protection advantages may be appealing. 
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Additional Talking Points / Planning Opportunities:

• The Tax Cuts and Jobs Act of 2017 increased the 

percentage of expenses a business may deduct in the 

first year from 50% to 100%. However, that rate (applying 

to assets placed in service after September 27, 2017) is 

temporary and is scheduled to decrease based on the 

following schedule:

Asset placed in service after . . .
Percentage deductible 

in first year 

December 31, 2022 80%

December 31, 2023 60%

December 31, 2024 40%

December 31, 2025 20%

Planning Point: In order to take advantage of the higher 

first-year bonus depreciation percentage, businesses in 

the construction industry may be encouraged by their 

professional tax advisors to purchase equipment and 

place it into service by the end of 2022. This may strain 

cash flows available to achieve other business or personal 

financial goals. Advisors should be aware of this and 

consult with business owners on their plans regarding 

any substantial purchases in the near future; should they 

be prepared to implement plans early in 2023 when cash 

flows are more readily available, or consider other options 

such as a premium financing arrangement. 

• Construction companies that are family-owned 

businesses present a number of business succession 

opportunities. When multiple children are the intended 

successors, but they have different skill sets and 

aptitude, the business may be better suited for operating 

as separate units than other forms of businesses. 

Construction companies are often made up of three 

different parts – 1) the business operations (i.e., contracts, 

finances, project management, etc.), 2) equipment owned 

to complete the projects, and 3) the land the business 

operates from (i.e., equipment storage, space for offices, 

etc.). The owner may divide the business into separate 

business entities, execute long-term contracts between 

the separate entities, then gift or sell the separate entities 

to their children. This may have a number of tax and non-

tax advantages. Family members who do not intend to 

actively participate in the business may be “equalized” 

with life insurance. 

• We may be in a period where revenue for construction 

companies has been lower over the past year, but may 

increase substantially in the years ahead as tariffs 

are eliminated, government spending on infrastructure 

increases, supply chains rebound, and labor shortages 

are addressed. This creates an opportunity to transfer 

business interests to family members at lower valuations. 

For example, if the business interest is valued based on 

the three-year-average EBITDA, and the past year had 

an unusually low EBITDA, an owner could gift or sell an 

interest with a justifiably low value. 

 – Family business succession planning presents numerous 

life insurance opportunities such as amending and 

funding buy-sell agreements, new key employee life 

insurance, business continuation bonus plans for key 

employees, etc. 

 – Keep in mind IRC Sec. 1202 which allows shareholders 

of certain qualified small businesses to exclude between 

50%-100% of their capital gains (max $10 million of 

gain excluded) when selling or exchanging that stock. 

There are numerous rules to qualify – for example, 

the business must be a domestic C corporation, the 

shares must have been owned at least five years, and 

certain business types do not qualify (i.e., hospitality 

industry, personal services, the financial sector, farming, 

and mining). Owners of construction companies 

should consult with their tax advisors to determine if 

they qualify.

• Construction companies, and the many businesses 

that support them, may experience a shift in demand 

for the type of projects available and the way they 

conduct business. 

1. Political efforts are being made to substantially 

increase spending on “green” construction projects. 

According to the Global Alliance for Buildings and 

Construction, 28% of global CO2 emissions come from 

building operations, and another 11% come from 

building materials and construction. This has caused a 

global push toward more energy efficient construction 

practices, net zero carbon buildings, and other efforts 

that could present challenges and opportunities for 

the construction sector. 
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Resources: click these links to learn more.

• National Association of Homebuilders www.nahb.org

• Associated General Contractors of America www.agc.org

• Associated Builders and Contractors, Inc. www.abc.org

TO LEARN MORE, contact the Advanced Strategies 

and Planning Platforms Team:

 
800.800.3220

 
AdvancedStrategies@allianzlife.com

2. The COVID-19 pandemic may change demand for the 

types of projects available to construction companies. 

Demand is expected to increase for warehousing, 

life science facilities, data centers, etc., but possibly 

decrease for office space and retail space. These 

changes may be temporary or long term. 

 – In order to take advantage of these new 

opportunities, construction companies will need 

strong human resources talent, project managers 

with experience in new markets, supply-chain 

experts, and other talent the business may not 

currently have under their roof. 

Planning opportunity: This presents opportunities 

to discuss key employee compensation strategies 

such as bonus plans, split-dollar, and nonqualified 

deferred compensation.

 – The pandemic also provides a good example of how 

valuable cash flow availability may be for business 

owners. Pandemic-related supply-chain issues, 

increases in the cost of materials, and increases in 

labor costs may force some to modify their business 

operations. Companies that have the ability to 

absorb the impact of unforeseen events (i.e., 

pandemic, economic downturns, geopolitical events, 

weather-related emergencies, etc.) and the flexibility 

to make changes quickly, will have a leg up on their 

competition.

Planning opportunity: As the next generation takes 

over the business, having cash available (or at least 

having the ability to obtain cash inexpensively) may 

be crucial. Consider the advantages for a business 

owner of establishing a life insurance trust designed 

to provide the next generation with the cash flow 

needed to continue business operations, expand the 

business, or react to potential unforeseeable events. 
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