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Why owners should be careful with Industry buyers 

In most Merger & Acquisition transactions the buyer who can afford to pay the highest price is 

usually the one who realizes substantial synergistic benefits, where in theory 1+1=3. 

Many synergistic buyers may operate in the same space or sector. After all, operating in the same 

market segment should, in theory, mean they know the sector better than a buyer who is from a 

different sector and therefore can add more value.  

Strategic buyers and Industry buyers, however, are not necessarily the same thing. True strategic 

buyers usually have recognizable synergies that should be apparent and obvious with the 

acquisition thus giving that buyer something that they currently lack. Examples include: 

• Vertical synergies which usually occur when the two companies occupy different levels 

in a production process-e.g., an electric car manufacturer buying a battery manufacturer. 

• Horizontal synergies usually occur between two companies that operate in the same space 

e.g., Spectrum acquiring Time Warner Cable. This can result in a more comprehensive 

product range offering or an extended geographical reach or presence etc. 

These benefits may enable the buyer to do certain things cheaper, faster or better or may increase 

market share, so they have more control over pricing and margins etc. 

Not all industry buyers, however, are strategic buyers. Some industry buyers are simply 

interested in picking up companies that they view as being inferior competition. They will 

usually value the target at a substantial discount with their estimate of your company’s worth 

being far below that given by a true strategic buyer. 

Most owners are flattered to get an approach from a competitor and may enter confidential 

discussions without taking the necessary precautions to safeguard their own business. This is 

extremely risky as a competitor can often gain access to proprietary information that may 

eventually weaken the seller’s competitive position. If a confidentiality agreement is not in place 

it can also lead to issues with their suppliers, customers and employees if the transaction does not 

close and rumors then circulate that the business was up for sale. 

There are other things to consider if the buyer is in the same sector. If the owners want to simply 

take some risk off the table and remain heavily involved post-sale, then an industry buyer in the 

same space (strategic or non-strategic) may be an extremely risky option. These buyers may 

often build their acquisition plan based on substantial cost reductions. This may result in 

eliminating executives and team members in the owner’s company and replacing them by 

spreading the workload among the buyers existing staff. This might not be readily apparent until 

the transaction closes.  

If the owner’s desire is to remain on board and continue growing the company then something 

like a Private Equity Group’s Recapitalization may be a better option. 
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An industry buyer may also have risks for loyal employees. If one of the seller’s aims is to take 

care of his/her staff post sale so that they remain in employed in their existing jobs, then industry 

buyers may not be the best option. 

There may be exceptions to the points mentioned previously where an industry buyer could 

indeed be the best buyer option for the seller’s company. Each approach needs to be viewed 

carefully and the seller should ideally carry out their own due diligence on the potential buyer. 

Although an approach is flattering, and easy, restricting it to one company is usually a risky 

strategy as it can put you in a weak negotiating position and does not necessarily give you a true 

picture of what the real market value of your business is. The best approach is to consider it 

carefully then talk to someone that specializes in this area. 

An independent business intermediary can help and give you external objective input that may 

help safeguard you company through the process. 

You have spent years of blood sweat, toil and tears building your business and legacy. Is taking 

risks and cutting corners when you sell it the smart thing to do?  

Call (310) 546 1016 or email Rmacdonald@agstrategicadvisor.com  to find out more and see 

how we can help you. 
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