
Allianz Life Insurance Company of North America

1 North American Industry Classification System 
2 Bureau of Labor Statistics, https://www.bls.gov/iag/tgs/iag60.htm 
3 Kreischer Miller, M&A Trending Multiples as we Enter the Second Half of 2022 
4 PwC, Deals 2022 Midyear Outlook 

5 FirstPageSage, EBITDA Multiples by Industry & Company Size: 2022 Report 
6  The Future of Professional Services Firms, A View from 2025, Workday® and PwC, 
file:///C:/Users/azl62ru/Documents/Advanced%20Marketing%20Content/Target%20
Marketing/Professional%20S ervices/pwc-future-of-ps-firms-pov-booklet-enus1.pdf

AMK-552 (R-10/2022)  For financial professional use only – not for use with the public.

Professional Services
2022: 3Q – 4Q

TARGET MARKETING

Professional Services

Industry

• The professional services sector comprises establishments that specialize in performing professional, scientific, 
and technical activities for others. These activities require a high degree of expertise and training, and include 
legal advice and representation; and accounting, architectural, and engineering services, among others.1

• As of August, 2022, the Bureau of Labor Statistics reported over 22.4 million employed in the professional and 
business services sector. The BLS also reported a 3.5% unemployment rate for this sector, down from 4.6% in 
August of 2021.2

Trends

• Valuation is a persistent issue for most professional service business owners. The bulk of the value of a 
professional services business comes from speculative or intangible assets, such as proprietary software or 
systems, contracts, client lists, and goodwill. Repeat business, recurring revenue, and a broad client base 
are all factors in maximizing the sale price.

• Mergers and acquisitions:  
The professional services sector is made up of many different types of businesses providing different types 
of service. The following are just a few of the recent trends related to M&A activity and business valuations 
among different subsectors.
1. The median selling price per EBITDA for private companies in the professional, scientific, and technical 

services industry was 3.9 for all of 2021 – down from 4.7 in 2018, 2019, and 2020.3

2. Health services:4 
 – “Deal volumes declined from their 2021 peak but are still trending above the longer-term average 
and are expected to rebound in the coming quarters.”

 –  “Private equity and corporate cash still remains at unprecedented levels and will continue to drive 
competition for assets.”

 – “Long-term care continues to be one of the subsectors driving transactions in 2022.”
3. Legal services and law firms5 – “EBITDA multiples for law firms haven’t changed much in 2022, with 

most M&A appetite going to legal tech and other recurring cash flow businesses.”
• Professional service firms rely on the talent of their top employees more than most industry segments, so 

retaining and recruiting them will be a key challenge in 2022. Firms that recognize the need for keeping up 
with changing employee expectations (i.e., flexible working hours, work-from-home opportunities, etc.) are 
likely to have more success than those who do not. According to a recent survey, nearly half of Gen Z and 
millennial employees say they are willing to give up 10% or more of their future earnings in exchange for 
the option to work virtually from almost anywhere.6 

• Pandemic impact has been varied and largely dependent on the specific profession. Law firms, for 
example, have reported significant increases in their businesses from 2019. Beginning in mid-2021, 
some major law firms (starting with Milbank) became engaged in a wage war over increasing pay for 
new associates.



1 Verizon Data Breach Investigations Report, 2018, https://enterprise.verizon.com/resources/reports/DBIR_2018_Report.pdf 
2 A Legal Technology Survey Report, 2018, https://www.americanbar.org/groups/law_practice/publications/techreport/ABATECHREPORT2018/2018Cybersecurity/ 

Trends 
(continued)

2022 Allianz Business Owner Survey highlights – professional services
• 76% have difficulty attracting or recruiting key employees.
• 79% expressed a concern over the loss of key employees.
• 79% have key employees who would be critical to retain throughout any transition of ownership.
• Only 29% plan on transitioning out of their business within the next 9 years, which is the lowest percentage among 

the different industries surveyed.
• Only 29% stated they have a written buy-sell agreement.
• 50% said their plan is to transfer their business via sale or gift to family members.
• Of those planning to transition to family, over three-quarters (77%) are worried about doing so while retaining 

family harmony and avoiding discord.
• 72% 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.
• 74% are concerned about federal and/or state taxes levied at death.

Concerns

• Many of these businesses are formed as Professional Corporations (or similar, depending on jurisdiction). In 
most cases an owner must be a licensed professional, which limits potential buyers.

• The 2017 Tax Act provided for a 20% Qualified Business Income (QBI) deduction for pass-through entities. 
This deduction is limited, however, especially for professional services firms (except architects and engineers). 
The QBI deduction is scheduled to expire in 2026. Further major tax changes, though pursued by the Biden 
administration, appear unlikely to pass with an evenly divided Senate.

• Cybersecurity is a concern for many professional service firms as many retain information on their clients. 
A significant majority (58%) of data breach victims are small businesses.1 Almost 25% of law firms have 
reported that they have been the victim of a data breach.2

• Nontraditional entrants into the professional services space are acting as disruptors and generating 
significant competition risk. Technology is advancing this trend. For example, service providers in the 
accounting, legal, and consulting segments have increased competition from “do-it-yourself” platforms and 
other online informational technologies.

• Aging demographics – In certain segments of the professional services industry partners are not being 
replaced by young incoming professionals at a sufficient pace. This is creating a crisis of unfunded 
obligations where the retirements planned for these partners and other key employees are not sufficiently 
funded by new partners expanding the business. And in many cases, the partners/owners are the key 
employees who generate the value of the company.



Issue Opportunity

Professional services companies are typically 
more top-heavy in the distribution of 
compensation. 

IRC §7702: Recent revisions to this section of the tax code provide 
an opportunity to discuss advantages of using FIUL – including 
death benefit protection and the potential to build accumulation 
value that can be accessed through policy loans1 and withdrawals 
to supplement retirement income. The potential tax advantages 
of this approach are well established, and no additional risk audit 
is necessary. 

Business owners are also the business's key 
employees. 

Key-person life insurance: Owners often maintain many of the 
business's key customer relationships. The death of an owner may 
have a substantial negative financial impact on other partners. 
Also consider adding agreements to provide for the transfer of life 
insurance policies on the owners/partners from the business to the 
insured after the owners/partners retire. 

Ownership in a professional services company 
is often restricted to licensed professionals. 

Buy-sell agreements: Work with the client’s legal professionals to 
review these agreements to ensure that they are properly funded, 
cover all potential triggering events, possess clear payout terms, are 
based on an appropriate valuation, and transfer ownership only to 
properly qualified individuals. 

Owners’ net worth may be tied largely to 
the value of their business (which they will 
likely overestimate, or do not know), and lack 
sufficient retirement plan funding. 

Buy-sell agreement: Life insurance funding of the agreement 
may help the owner achieve two goals – a death benefit1 to 
cover obligations under the agreement, and the potential to build 
accumulation value that may be accessed through policy loans and 
withdrawals.2

Non-owner key employees with professional 
service firms may desire and request an 
ownership interest.

Alternatives to equity: Phantom stock plans and stock alternative 
plans which, like nonqualified deferred compensation plans, may 
be informally funded with employer-owned life insurance on the 
life of the key employee may provide similar financial rewards and 
retention incentives.

1 The death benefit is generally paid income-tax-free to beneficiaries.
2 Policy loans and withdrawals will reduce the available cash value and death benefit and may cause the policy to lapse, or affect guarantees against lapse. Withdrawals 
in excess of premiums paid will be subject to ordinary income tax. Additional premium payments may be required to keep the policy in force. In the event of a lapse, 
outstanding policy loans in excess of unrecovered cost basis will be subject to ordinary income tax. If a policy is a modified endowment contract (MEC), policy loans and 
withdrawals will be taxable as ordinary income to the extent there are earnings in the policy. If any of these features are exercised prior to age 59½ on a MEC, a 10% federal 
additional tax may be imposed. Tax laws are subject to change and you should consult a tax professional.



1 Citizens Bank, M&A Outlook 2022 – Continued Strength for Middle Market M&A 
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Additional talking points/planning opportunities

• According to a recent survey conducted by Citizens Bank, 
middle market companies are increasingly looking to sell 
their entire business versus selling a part of their business 
(39% vs. 24% in 2021). The number one reason for wanting 
to sell the entire business is that they “don’t have a 
succession plan.”1

• This sector, like many others, has needed to embrace 
the “gig” worker economy (i.e., independent contractors, 
freelancers, etc.), especially for firms that focus on 
technology. These workers may be providing key services to 
the firm, yet may not participate in the company’s qualified 
retirement plan offerings. However, they may participate 
in nonqualified deferred compensation plans, split-dollar 
plans, key employee bonus plans, etc.

• Creditor protection is very important to owners of 
professional service firms. First, they often practice in areas 
that attract litigation (i.e., health care, law, engineering, 
etc.). Second, they personally provide services to clients. 
Contrast that with the owner of a manufacturing business 
who does not actively take part in manufacturing the 
product. This personal involvement increases the potential 
for legal claims against them personally. Assets that have a 
level of creditor protection (such as life insurance, annuities, 

etc.) may be appealing for this reason. In addition, estate 
planning strategies that are designed to protect assets 
from creditors (including certain trust designs) may also 
be appealing.

• Professional services companies typically have fewer 
available deductions than other industries, and are 
consequently a prime target for marketers of aggressive 
tax strategies (e.g., discriminatory §79 plans, springing cash 
value policies in qualified plans, etc.).

• Law firms: Advisors working with law firm partners should 
be aware of attorney fee structured deferrals. These 
arrangements are only for attorneys who receive payments 
on a contingent-fee basis. When an attorney enters into 
a contingent fee agreement with a client/plaintiff, the 
attorney can decide to take his/her fee in a lump sum 
or in periodic payments over time, i.e., a structured fee 
arrangement. This allows them to defer taxes over time 
and level out their income. These arrangements were 
established by Childs vs. Commissioner in 1994. The 
attorney needs to avoid constructive receipt and reach an 
agreement prior to settlement. This may involve a Qualified 
Settlement Fund: Plaintiff funds it up front, but the terms 
are determined at a later date.

FOR ADDITIONAL RESOURCES, click on these links: 

Each of the following publications provides industry specific information, specifically topics related to 
practice management in their respective fields.

• ABA Journal, American Bar Association www.abajournal.com
• Accounting Today www.accountingtoday.com
• Architectural Record www.architecturalrecord.com
• Civil & Structural Engineer www.csengineermag.com

TO LEARN MORE, contact the Advanced Strategies 
and Planning Platforms Team:

 800.800.3220

 AdvancedStrategies@allianzlife.com

https://www.abajournal.com/
https://www.accountingtoday.com/
https://www.architecturalrecord.com/
https://csengineermag.com/

