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BUILDING TRENDs

ESOPs gain popularity with construction firms
By Michaela Paukner
mpaukner@wislawjournal.com

A

n increasing number of construction
owners are putting their trust in their
employees as they plan for the future
of their businesses, a trend evidenced by the
exploding interest seen in the past five years in
employee stock ownership plans.
An ESOP gives workers an ownership
interest in their employer. But that doesn’t
mean the plans bring about a revolution in
who’s running a company. Even after an ESOP
is adopted, the same managers often stay in
place and run the business under the guidance
of a board of directors.
“If you have a high-engagement workforce
and a profitable business, that’s going to be
a great fit for an ESOP,” said Tim Stewart,
employee benefits attorney at DeWitt LLP Law
Firm in Brookfield.
Stewart said general interest in ESOPs has
increased over the past decade. He estimated
that he receives inquiries about ESOPs about
once a week. Ten years ago, he’d maybe get
one a quarter.
Word-of-mouth has contributed to the
heightened interest, Stewart said. The plans
work for businesses in industries in which
competitors often have close dealings with
each other — like construction and trade.
Paul Martzke, president of Green Baybased Immel Construction, said officials at his
company first heard of ESOPs at a biannual
contractor roundtable. A facilitator suggested
he and his colleagues look into an ESOP. They
ended up liking what they found.
“It would be an exit strategy that would have
a positive effect on the employees,” Martzke
said. “It was also important to us that the
(company) legacy remained intact, and with
other types of ownership transition, the legacy
of Immel Construction would probably not exist
in the same way that it does today.”
Immel officials eventually decided an ESOP

was the best way to go and spent about a
year and a half planning for the change. The
company completed the financial transaction
in July 2019. The new management structure
took effect in January. Martzke said he’s seen
small but beneficial changes in the workplace
since employees learned about the ESOP in
November.
“We are seeing employees thinking
about how they do their daily tasks a little
bit differently,” Martzke said. “As employee
owners, everybody’s efforts are starting to be
felt as more directly relating to their success.”
Immel is not alone in seeing benefits.
With the 2008 recession more than a
decade in the past, businesses working in new
construction are now making record profits.
Meanwhile, many company leaders are getting
older and are thinking hard about what’s next
for them and their companies. Stewart said an
ESOP is often the best way to hand a company
on to a new group of owners.
“Traditionally, these companies, especially
in the small to mid-size range, are not targets
for private equity money, and there’s very little
merger activity,” Stewart said. “They’re waiting
on each other to retire or move on, and then the
competitors go in and try to take their clients.”
Stewart said DeWitt did 11 ESOP
transactions in 2019, seven of which were
related to construction. He said most of his
clients come to him with some knowledge of
ESOPs, and they’re quickly convinced of the
plans’ benefits — especially the tax breaks.
“That’s often what I refer to as the secret
sauce of an ESOP transaction,” Stewart said.
“An ESOP is a tax-exempt retirement plan. If
that tax-exempt entity owns all the shares of an
S corporation, all the profits flow through to the
tax-exempt entity, and there are no taxes.”
ESOPs are overseen by the U.S. Department
of Labor because they’re qualified retirement
plans. That gives the department the right to
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second-guess an ESOP to make sure it was
done correctly and a reasonable price was
paid.
“The Department of Labor has essentially
decreed you can’t arrive for a fair price for
the company unless you have someone on the
other side advocating independently,” Stewart
said.
Most companies will hire a trustee to
negotiate in the best interest of an ESOP.
Stewart said although it’s not illegal to complete
an ESOP transaction without a trustee, it’s very
risky to do so.
Once completed, an ESOP transaction is
beneficial to all parties involved, Stewart
said. Business owners can exit on their terms
— whether they’re ready to retire in several
months or several years — with their legacy
intact and employees protected.
“They love the idea of having their business
continue on as it has with the same name
and the same people after they’re gone,”
Stewart said. “We get companies that are in
small towns that say ‘I feel obligation to this
community.’”

