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Successful contractors invest a
great deal of time and effort build-
ing their companies. While manag-
ing the day-to-day demands, it is
often difficult to imagine retire-
ment. But in order to help build
financial security for your future,
minimize estate taxes, and ensure
business continuation, it is impor-
tant to plan ahead. Business succes-
sion planning can help secure
retirement income, as well as
smooth the transfer of operations
and/or ownership to family or other
entities. In addition, a succession
plan can also provide structure for

unforeseen events, such as your
death or disability.

Choosing Your Strategies

It is never too early to begin plan-
ning for succession. Many family
construction businesses pass to the
next generation, with experienced
family members taking the helm.
Other contractors opt to sell. Either
way, planning is key. According to
the Small Business Administration,
70% of family-run businesses fail to
survive in the second generation.
Only 15% succeed into the third
generation. An early start can help
you develop an appropriate exit
strategy and prepare to transfer own-
ership. Let’s take a look at three
important steps along the way.

1. Planning Your Exit Strategy.
It is important for retiring con-
tractors to thoroughly plot out
their scheduled departures
from the business. If you wish
to keep ownership and control
of your company within your
family, you will need to assess
your family members’ interests
and qualifications in light of
your company’s needs to deter-
mine who will participate and
in what capacity. At this time,
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it is also important to consider fair compen-
sation for those in your family who may not
work in the business.

2. Valuating Your Business. There are a variety
of techniques for estimating the value of your
company, and depending on your situation,
one may be more appropriate than another.
We can help you through this complex process.

The common goal for contractors who are
selling their businesses is to reach a valuation
that fairly compensates the owner for his or her
interest, while making the price attractive to
the potential buyer. Profit may be less of a con-
cern for owners passing a business to children.

For income, estate, and gift tax purposes, the
Internal Revenue Service (IRS) is interested in
having the business fairly priced. This is espe-
cially important if a related party is at the other
end of the transaction. When considering valu-
ations, the IRS generally looks at the nature
and history of the business, the industry’s eco-
nomic outlook, how assets and earnings are
being valued, the existence of intangible assets,
and the selling prices of comparable businesses
using, if possible, industry formulas.

3. Transferring Ownership. The right transfer
strategy for you will depend on your specific
financial and tax situation, your business’s
current structure (sole proprietorship,
partnership, corporation, etc.), and the
business’s future owners (family, employees,
third party, etc.).

There are succession tools and techniques avail-
able to help make passing the torch both finan-
cially rewarding and tax efficient. Some of the
possibilities include selling the business outright,
making gifts of business interests over time, estab-
lishing a family limited partnership (FLP), creating
a trust, or transferring ownership to employees.

A buy-sell agreement can help facilitate the transi-
tion. This type of contract essentially stipulates

that one party has an obligation to buy an interest
in a company, while another party has an obliga-
tion to sell upon a triggering event, such as death,
disability, or retirement. Properly funding a buy-
sell agreement will help ensure your intended
buyer has the required financial resources when
the time comes. There are a variety of options for
funding buy-sells, from employee stock ownership
plans (ESOPs) to life insurance.

Plan for Contingencies

Regardless of your ultimate intentions for succes-
sion, it is wise to have an updated package of
basic information on hand in case an emergency,
such as death or disability, should occur before
you have finalized your succession plan. This
should include:

• a copy of your current business plan;

• updated job descriptions of all positions within
the company, including details regarding areas
of responsibility and delegation of duties;

• a list of potential successors;

• a plan to ensure extensive “hands-on” train-
ing for your designated successor; and

• an estate plan to ensure the availability of
cash to help fulfill federal and state estate tax
obligations.

There are a number of financial,
legal, and tax issues that a thor-
ough succession plan should
take into account. You owe it to
yourself—and your family—to
ensure your business will con-
tinue to flourish after your re-
tirement, as well as in the event
of your death or disability.
Proper planning can help pro-
vide long-term security for your
retirement, your company’s fu-
ture, and your family.
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Enhance Efficiency with Lasers
In the 1950s, scientists harnessed the ability to con-
trol highly concentrated beams of light, dubbing
their discovery “laser,” short for Light Amplification
by Stimulated Emission of Radiation. First used on
construction sites in the early 1970s, lasers have
come a long way since. Today’s laser is smaller,
lighter, more precise, and often operated by battery
through the use of a computer chip or diode.

The precision lasers provide is per-
haps one of the biggest reasons for
their growing job site popularity.
Workers may be highly skilled, but
they can still make human mistakes.
Lasers reduce the likelihood of errors
and the amount of labor hours neces-
sary to complete a task. In many
cases, productivity increases because
jobs previously requiring multiple
workers may require only one with
the use of advanced lasers. Apart
from the money saved on labor, lasers

can also reduce supply costs. For example, lasers
may reduce or make unnecessary the need for
stakes and string lines.

In order to determine which type of laser is best
for a certain job, manufacturers recommend op-
erators answer the following questions:

1. What is the size of the job site? In order to
select the best laser for a job’s needs, site size
dictates the laser’s required range.

2. What level of accuracy is needed? The laser’s
type, range, and the distance it must cover
on the job site will determine the accuracy
requirements.

3. What are the job’s budget and portability
needs? Lasers have become much more afford-
able and portable compared to earlier models.
Today, a wide selection of lasers exists to suit
both your budget and your mobility needs.

4. How will the laser be used? Will it be used in
conjunction with other machines, is self lev-
eling important, and does the job require full
control or will a display system be sufficient?

While lasers can provide speed and accuracy, they
can also be hazardous, so be sure to train employees
in safe operating procedures.

Advancing Multilingual Safety
Ensuring employee safety on a job site and in the
workplace is one of the most cost-effective ways
for contractors to manage risk. For many construc-
tion businesses, hiring a skilled labor force means
recruiting employees who may not speak English
as a first language. A few simple steps to enhance
your safety training and procedures can help you
minimize your liability.

Multilingual signage, particularly denoting hazard-
ous conditions, may be a viable option. Suppose
half your workforce speaks Spanish and the other
half speaks English. Posting signs in both languages
may be a viable solution. Also consider including
pictures and/or graphics to make the hazards more

identifiable. For example, near dangerous materials,
you could post a sign with words and an appropri-
ate warning picture corresponding to the hazard.

When training your employees in appropriate
safety procedures, consider hiring a translator.
Employees who may have adequate language skills
to help non-English speakers through their day-to-
day business activities may lack the proper train-
ing to ensure instructions are translated properly.

As a supplement to your safety-training program,
consider putting your procedures in writing to rein-
force safety awareness, outline important proce-
dures, and enhance employer/employee relations.
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Congress Passes Bankruptcy Law
The Bankruptcy Abuse Prevention and Consumer
Protection Act of 2005 (BAPCPA), signed into
law on April 20, 2005, makes it harder for con-
sumers to rid themselves of debt by filing for bank-
ruptcy. This law will crack down on abuse, but will
not take full effect until October 2005. While
BAPCPA makes it more difficult for individuals
and businesses to discharge their debt, it does en-
hance creditor protection for retirement and edu-
cation savings accounts.

To protect your construction business from cus-
tomers who might try to take advantage of the
waning days of the old law, be smart about cus-
tomer activity and new business. In bankruptcy
situations, vendors often receive only a fraction of
what they’re owed for services rendered.

According to McGraw-Hill Construction, new con-
struction in April increased by 2% to a seasonably
adjusted annual rate of $599.6 billion. Total con-
struction on an unadjusted basis came to $185.9
billion, a 2% gain relative to the same January-April
period in 2004. Residential building decreased by
1% to $349.4 billion—a 5% increase over the aver-
age pace seen in residential construction in 2004.
While single-family housing in April remained strong
with a 2% gain over the figures reported for March,
multifamily housing fell by 15%. April’s non-
residential building saw a 15% jump, but
non-building construction dropped 5%.

“So far in 2005, the construction industry
has been buoyed by the robust volume
of homebuilding, but there’s also been con-
cern about the slower pace for nonresiden-
tial building after the modest upturn

witnessed during 2004,” Vice President of Eco-
nomic Affairs for McGraw-Hill Construction,
Robert A. Murray, said.

As compared to 2004, the first four months of
2005 showed a 2% increase in total construction.
By region, year-to-date construction performance
was as follows: South Central, up 5%; the West,
up 4%; the South Atlantic, up 3%; the Northeast,
unchanged; and the Midwest, down 3%.

Welcoming the Roth 401(k)
The new Roth 401(k)—available on January 1,
2006—incorporates elements of both traditional
401(k) plans and Roth IRAs. The Roth 401(k)
allows workers to make Roth IRA-type contribu-
tions to 401(k) plans, but without the income
restrictions and contribution limits that apply to
Roth IRAs. You can save far more in the new ac-
counts than in a Roth IRA—$15,000 for taxpayers
under the age of 50, and $20,000 for older workers
in 2006. Contributions to a Roth IRA are nonde-
ductible, but earnings accumulate tax free; qualify-
ing distributions are also tax free. Contributions are
made through payroll deductions, so if you sponsor a
Roth 401(k), an employee currently contributing to
a traditional 401(k) plan could, for example, simply
opt to have his or her contributions diverted to a
Roth version of the same plan.

Dodge: Year-to-Date Construction Contract Value
Unadjusted Totals, In Millions

4 Mos. 2005 4 Mos. 2004 % Change

Nonresidential Building $157,748 $137,124 +15
Residential Building $349,404 $352,748 �1
Nonbuilding Construction $  92,401 $  96,949 �5
Total Construction $599,553 $586,821 +2
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