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Technology

Industry

• The technology sector comprises a wide variety of business types which offer services and manufacture 
products based on advanced and complex technologies. These activities require a high degree of 
technical skill, professional expertise, and complex equipment.1

• Businesses in this sector rely heavily on the use of services and products provided by entities in nearly 
every other sector, including manufacturing, agriculture, and professional services.

Trends

• Technology businesses tend to have a shorter business life cycles, leading to a greater volume of sales of 
these businesses. Mergers and acquisition activity in the first half of 2022 was down 37% compared to the 
first half of 2021. But this is more in line with normal activity as 2021 was substantially higher than normal. 
According to a report by PwC, “the increasingly uncertain geopolitical and macroeconomic outlook has 
disproportionately impacted the public tech market. Private equity players are also being increasingly 
cautious as interest rates rise. Specifically, the number of private equity acquirers decreased from about 85 
firms to about 60 firms from the first half of 2021 to first half of 2022, respectively.”2

• Significant infrastructure spending will impact many areas of the technology sector, particularly from 
extensive investment in developing technologies for electronic vehicles, improving cybersecurity, and 
expanding broadband access. The final infrastructure legislation signed by the president November 15, 
2021, includes $65 billion for broadband access to improve internet services for rural areas, low-income 
families, and tribal communities, $7.5 billion for electric vehicle charging stations, $5 billion for electric and 
hybrid school buses, and $1.9 billion for national and state cybersecurity.3

• The infrastructure bill also included provisions related to cryptocurrency. Cryptocurrency exchanges are 
now required to issue 1099-B forms, which will impact owners of cryptocurrency come tax return time. In 
addition, anti-money laundering rules were amended and now require reporting of transactions greater 
than $10,000 involving digital assets (which may include cryptocurrency, NFTs, etc.) completed in the 
course a trade or business. 

• The technology industry faces similar issues as other industries related to retaining and recruiting key 
employees. Headwinds are building against noncompete/restrictive employment contracts (common in the 
technology industry), with President Biden recently signing an executive order which “Encourages the FTC 
to ban or limit noncompete agreements.” In addition, numerous states have recently banned the use of 
non-compete agreements and/or watered down their effectiveness. 

• Major tax changes, though pursued by the Biden administration, appear unlikely to pass with an evenly 
divided Senate. The Inflation Reduction Act, signed by the president on August 16, 2022 contained very 
few tax provisions that would impact owners of small- to medium-size businesses.



1 Morrison Foerster, Fast Forward, How Technology M&A is Reshaping Industry, https://media2.mofo.com/documents/210928-mofo-tech-ma-survey.pdf
2 Visier Insights™ Report: The Truth About Ageism in the Tech Industry, https://www.visier.com/wp-content/uploads/2017/09/Visier-Insights-AgeisminTech-Sept2017.pdf

Trends 
(continued)

2022 Allianz Business Owner Survey highlights – technology
• 86% have difficulty attracting or recruiting key employees. 
• 87% expressed a concern over the loss of key employees. 
• 88% have key employees who would be critical to retain throughout any transition of ownership.
• 71% said they plan on transitioning out of their business within the next 15 years.
• Only 36% stated they have a written buy-sell agreement. 
• Only 47% 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.
• 88% 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. 
• 91% are concerned about federal and/or state taxes levied at death. 

Concerns

• Constant disruption in the technology space leads to a high turnover in technology companies as 
advancements are surpassed and once-thriving companies find themselves made obsolete.

• Company founders frequently rely on private equity investors during the growth phase of their business. 
These investors are frequently active in influencing the operation of the business to maximize value, 
including replacing founders and forcing sales of the business. This trend is expected to grow as the 
popularity of Special Purpose Acquisition Companies (SPACs) grows. According to a 2021 tech M&A survey, 
49% of North American respondents had participated in a tech M&A deal in the past 12 months that 
involved a SPAC.1

• Ageism in the technology segment means something different than it does in other industries. The average 
age of a tech manager is 42, while the average age of a manager in a non-tech industry is 47. And 
employees in the technology industry advance at a faster pace than those in the non-tech industry. Younger 
managers have a tendency to be more transient, which presents a challenge for businesses looking to retain 
and motivate key employees.2

• The technology segment uses “gig” workers (i.e., independent contractors, freelancers, etc.) more than most 
industries. These workers are not eligible to participate in the qualified plans offered by businesses they 
contract with. The pandemic has accelerated this trend, as well as the adoption of hybrid work models which 
often spread employment over multiple tax jurisdictions.

• Many technology companies, even currently “small” companies, continue to form and operate as  
C corporations for the purpose of generating funding for planned growth. Corporate tax rates continue to 
be favorable (21% compared to personal rates up to 37%), but keep an eye on future tax changes may cause 
re-evaluation.



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

Potentially rapid growth in company value 
makes the capital gains tax a significant 
challenge for owners looking to sell.

Charitable Remainder Trust (CRT): Look for opportunities to 
defer and reduce annual recognition of capital gains, as well as 
provide additional deductions. A CRT in combination with a wealth 
replacement life insurance trust should have appeal, particularly for 
owners who are charitably inclined.

The technical nature and rapid change 
inherent in these businesses may limit the 
available competent successors. Companies 
must be competitive to retain key employees.

Key employee compensation: Strategies should be developed to 
recruit and retain employees with the requisite expertise to maintain 
the growth of the business.

Business continuation “bonus” plan: Key employees should be 
incentivized to remain with the business in the event of a sale or 
transfer in order to preserve the business’ value.

The frequency of sales and acquisitions 
in the technology industry requires these 
companies to work actively to maximize 
their ongoing value.

Key employee compensation plan design: Ensure that covered key 
employees are discouraged from accessing their NQDC balances 
in the event of an acquisition by eliminating “change of control” 
language. Consider restrictive key employee bonus plans to motivate 
key employees to remain loyal.

Owners’ net worth may be tied largely to 
the value of their business (which they likely 
overestimate or do not know).

Buy-sell agreement: Life insurance funding of the agreement 
can provide a death benefit (generally passed income-tax-free to 
beneficiaries) to cover obligations under the agreement, as well 
as allow access to policy cash values through policy loans and 
withdrawals to potentially help supplement retirement planning.

Younger employees pose a retention threat 
and value compensation differently.

Key employee compensation: Younger employees are likely more 
interested in life insurance protection and tax-favored cash values 
than building a nest egg. An executive bonus or split-dollar plan may 
be more appealing than nonqualified deferred compensation.

Young owners have different business 
succession and estate planning needs.

Partnership / LLC buy-sell agreements: Provide death benefits to 
meet buy-sell obligations while allowing the owners to accumulate 
funds in a cash value life insurance policy. 

Spousal Lifetime Access Trust (SLAT): Provide needed death 
benefit/income protection for their family, while providing access to 
policy cash values indirectly via their spouse. 



Additional talking points/planning opportunities

Desire to delay or avoid taxes on sale of business 

Business owners are likely to be introduced to various 
strategies for delaying or avoiding taxes upon the sale of 
their business interest. This is especially true in a segment 
that generally has a shorter business lifecycle, such as the 
technology industry. These include Incomplete Non-Grantor 
Trusts which are intended to avoid state income tax in highly 
taxed states, Private Annuity Trusts (which have drawn the 
ire of the IRS), and Deferred Sales Trusts (not approved by 
Allianz) which are marketed as a means to delay capital 
gains taxes under IRC §453. Financial professionals should 
be aware of such strategies, their purported advantages, and 
their risks.

When the key employee asks for an ownership interest

The tech industry has become well known for its overnight 
successes that have created overnight millionaires (and 
billionaires). Key employees who play an integral role in the 
business understand this and may desire to take part in that 
success by asking for an ownership interest. This is a decision 
the business owner needs to discuss with their legal counsel 
as granting an ownership interest conveys numerous legal 
rights to the employee. There are alternative ways to meet 
the employee’s desire for financial reward without granting 
them with actual ownership. Consider phantom stock and 
stock appreciation rights plans as an alternative. Both may be 
informally funded with cash value life insurance.

Allianz Life Insurance Company of North America does not provide financial planning services.
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FOR ADDITIONAL RESOURCES, click on these links:

• Technet www.technet.org
• American Council for Technology and Industry Advisory 

Council www.actiac.org

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

 800.800.3220

 AdvancedStrategies@allianzlife.com

http://technet.org/
https://www.actiac.org/act-iac-reports
https://www.actiac.org/act-iac-reports

