Buying a business isn’t just about the P&L you mherit. It’s about the market gravity that will either pull your new company forward
or drag it sideways while you pump cash into a leaky hull. I have bought companies that looked beautiful on paper, only to find the
underlying industry was losing pricing power, talent, and customer attention all at once. I have also stepped into sectors that
skeptics wrote off; and still found profits because the local dynamics and niche positioning were stronger than the headlines
suggested. The difference comes down to disciplined, street-level industry analysis that goes beyond a Google search and a
broker packet.

If you have been through any serious Business Acquisition Training, you’ve heard “know your industry” more times than you can
count. The problem is, that advice often stops at buzzwords and generic frameworks. Here is a practical approach I use when
analyzing industry trends ahead of Buying a Business, with the kind of specificity lenders, nvestors, and operators expect.

Start with direction, not noise

Every industry has chatter. What you need is direction. My first pass aims to answer three directional questions: Where is demand
heading, how is value captured, and who controls the choke points? If1 can’t make an honest case on those three, I pass before
burning hours on a full model.

To check direction, I triangulate early. I’ll look at 5 to 10 years of data from neutral sources like government statistics, trade
associations, and supplier annual reports. I do not care what a single year shows. I’m looking for slope and volatility. A slow,
steady rise with mild seasonality is safer than a boom-bust pattern that depends on one regulation or one commodity price.

Then I call three to five people who have no reason to sell me anything. A retired VP in distribution. A plant manager who left the
sector. A field sales rep who changed industries last year. The story that repeats across those conversations is usually closer to
reality than what any glossy write-up claims.

Map the demand drivers, not just the customer list

Buyers love customer concentration charts, and they should. But a pie chart of customers won’t tell you why money moves in a
market. You need to reverse-engineer demand.

In a local HVAC business, for example, service calls track weather, housing stock age, and disposable income. Ifthe local climate
is warming, older houses are abundant, and the metro is seeing net in-migration, maintenance demand has a favorable tailwind. If
you see a construction slowdown and a surge in DIY content consumption, replacement units and add-ons might get delayed,
which alters your seasonal staffing and marketing assumptions.

In software niches, demand might hinge on a regulatory deadline or a vendor sunset. When Microsoft announced end-of-life for
certain server products a few years back, migration services spiked in very specific windows. Owners who saw it coming booked
projects early and kept margins healthy. Owners who didn’t were discounting by Q3.



Ask yourself, for this business, what handful of external levers most reliably move revenue. Then pull historical data to test those
linkages. You do not need a PhD in econometrics. A simple scatter of service calls vs. heating degree days, or quotes requested
vs. ad spend, can separate myth from mechanism. If the relationship is weak, the business may rely more on hustle and
relationships than macro drivers, which is not necessarily bad, but it changes the kind of operator who thrives.

Separate trend from cycle

A clean way to get tricked is to mistake a cyclical swing for a secular trend. The last few years delivered plenty of whiplash in
freight, lumber, chips, and labor. I treat trends as the moves that unfold over five to ten years because of technology,
demographics, or irreversible cost changes. Cycles come and go with inventory gluts, stimulus, or a transient supply shock.

Take residential remodeling. The pandemic pulled forward years of spend, then higher rates cooled the party. Underneath, there is
a secular push toward aging-in-place modifications and energy efficiency upgrades. If you buy a remodeling business on the spike
and model it like the spike is normal, you will pay for it later. If you buy it after the pullback and build services around the secular
themes, you can grow while the average competitor hunkers down.

When modeling, I set two layers. The baseline uses a long-term trend rate based on demographics and technology adoption. The
cycle overlay uses a band informed by recent shocks. This helps me build cases that lenders respect: base, downside, upside. The
trend underpins all three, the cycle widens the range. For a resilient acquisition, the business should produce free cash flow in the
base and survive the downside without breaching covenants.

Follow the money along the value chain

Margins rarely live where outsiders expect. When I evaluate an industry, I sketch the value chain on one page: raw inputs,
processors or manufacturers, distributors, integrators, retailers, and end customers. Then I mark where pricing power sits, which
often shows up in gross margin stability during stress years.

In specialty food manufacturing, brands may dazzle, but co-packers can quietly control Buy a Business throughput and
scheduling. If you acquire a small brand without priority access to a good co-packer, your forecast is fragile. In industrial services,
the integrator who holds long-term maintenance contracts may capture the most predictable margin, even if hardware makers
dominate trade shows. In local home services, aggregators and lead platforms influence customer flow, which can squeeze
acquisition costs and dilute loyalty if your brand is weak.

When you know where margin authority sits, you can decide where to play. If you cannot move upstream, you might build
stickiness downstream with service contracts, training, or data. If the choke pomt is a single supplier agreement, budget time and
money to renegotiate or diversify, and consider holdbacks tied to supplier cooperation if you proceed with the purchase.

Regulation as risk or moat

Regulation is not just a risk factor. It can be a moat, a subsidy, or a time bomb. I once passed on a medical device distributor
whose growth depended on coding interpretations that auditors had started to challenge in two states. The seller brushed it off as
“overreach.” Six months later, two peers took write-downs. On the other side, I bought into a testing lab where compliance
complexity scared away undercapitalized entrants. The permitting burden, while annoying, kept pricing sensible and customer
relationships sticky.

Read recent enforcement actions, not just statutes. Niche forums and association memos often flag the real issues faster than
mainstream outlets. Ask, who benefits if a new rule is delayed a year, and who loses. If the business depends on incentives, model
a sunset. If it depends on exemptions, ask how those exemptions have fared in past budget cycles.

Technology shifts: adoption curves, not hype

The worst technology mistakes come from binary thinking: either dismissing a tech wave altogether or betting the farm on it
mmmediately. I focus on adoption curve timing. If a new technology is clearly better on cost or usability, penetration will usually
follow an S-curve. The early years look flat, then growth accelerates, and later it tapers. The question is whether your target
business gets disrupted in the steep middle of that curve or can harness fit.
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Think of automation in accounting back offices. OCR and workflow software did not erase bookkeeping, but they changed the
staffing mix and client expectations. Firms that embraced it trimmed low-value hours and grew advisory services. Buyers who ran
old hourly models found margin erosion and talent churn. In manufacturing, low-cost sensors and analytics shifted maintenance
from reactive to predictive. Shops that ignored it lost service contracts to competitors who could guarantee less downtime.

You do not need to predict every breakthrough. You need to identify the few technologies that touch your business model directly.
Pilot them in your model as process improvements, cost line reductions, or revenue insurance. If a competitor deploys a tool that
cuts lead time by 30 percent, what does that do to your win rate? If your field techs can handle two more calls per week each,
what is the margin lift after training and software costs?

Competitive intensity: count the knives, not just the logos

Market maps look pretty, but they hide pain. I care about how competitors behave when times get tight. In a fragmented industry
with many owner-operators, price wars can erupt quickly if demand cools. In a consolidated space with disciplined private equity
ownership, prices might hold even as volume dips, because players protect margins and cut capacity.

To gauge this, I study past downturn behavior. Did win rates swing wildly in 2020, or in the 2015 oil swoon, or after big input
spikes? I ask sales reps about the last time they lost a deal on price and by how much. I also review pay-per-click auction
histories and lead costs over several years. A steady climb in cost per lead with flat conversion can signal an arms race in
customer acquisition that you must either join or outflank with brand and referrals.

Anecdotes matter here. In one roll-up, our target claimed a 10 percent premium because of “quality.” Customer interviews
revealed that quality meant they showed up on time. That is admirable, but not a moat. We paid a lower multiple and invested in
route optimization and training to maintain punctuality at scale, rather than assuming price premiums would stick.

Unit economics under stress

Industry trend work often gets abstract. Bring it back to unit economics. If you cannot show that a single unit, project, or
customer relationship can withstand the industry’s likely pressures, the roll-up model or growth story won’t save you.

I test three stress scenarios at the unit level:

* A 10 to 20 percent rise in the most volatile input cost, with a 90-day lag on price increases.
* A 10 to 15 percent drop in lead flow for two quarters, with ad spend held constant.
* A 15 to 25 percent increase in labor costs, with a six-month delay in passing it through.

Track gross margin per unit, cash conversion cycle, and technician or seat utilization in each case. If margins collapse below debt
service thresholds or utilization assumptions break, the industry’s “positive trend” is academic. The business will feel underwater
the first tough quarter you own fit.

Locality beats national averages

National reports can masquerade as truth while hiding the ground reality that will make or break your deal. A friend bought a
commercial landscaping firm in a metro that showed modest growth in national data. His local zone, however, had a municipal
drought policy that dramatically restricted new installations for half the year. He made money anyway because he focused on
maintenance and drought-tolerant retrofits that competitors ignored. The same industry, the same year, a very different business
because of local rules and customer preferences.

When you analyze, collect local indicators:

¢ Permit volumes by city or county, not just state.

* Housing turnover within the service radius.

¢ Utility rebate programs that nudge customer choices.

¢ Industrial park occupancy if you sell B2B services.

¢ Local wage trends from job postings and staffing firms.



If the business sells regionally or nationally, identify whether its logistics nodes align with freight bottlenecks. A third-party
distribution study might cost a few thousand dollars, and it can save you from buying a warehouse network that works only when
capacity is slack.

Supplier dynamics and second-order effects

Suppliers shape industries more than many realize. I had an acquisition where a single vendor controlled a patented component.
We had a good relationship, but the vendor had quietly signed volume rebates with a larger competitor. Our prices were
technically the same, but delivery priority was not. When demand spiked, we waited two weeks longer than the competitor, and
we lost projects. The fix required a hard conversation and a multi-year purchase commitment that tied up working capital. If T had
pushed this risk earlier, | would have wrapped it into the purchase agreement through a supplier assignment clause and a shortfall
€SCIOW.

In your analysis, look for:

¢ Contract expiration clustering. If multiple customers or suppliers renew in the same quarter, your risk is concentrated.
¢ OEM roadmap shifts that could obsolete your inventory faster than depreciation assumes.
* Industry consolidation among suppliers that may change terms or minimum order quantities.

Second-order effects matter too. If a raw input rises in price, do downstream customers switch to substitutes, reduce
consumption, or split orders across more vendors? Your forecast should reflect behavioral changes, not just arithmetic.

Talent pipelines shape long-term viability

Industries rise and fall on talent. Ifit takes nine months to hire a competent technician or three years to train a new estimator, your
capacity is capped, no matter what demand curves say. I assess the talent pipeline early: local vocational schools, apprenticeship
programs, average tenure, and the ratio of junior to senior staff. I also look at whether the work has a path to better tooling and
training that can compress ramp time.

In one specialty service, we shortened ramp by building a shadowing curriculum, weekly field debriefs, and a shared knowledge
base. Utilization improved by 8 to 12 percent within a year, while competitors were still paying higher sign-on bonuses to chase
the same scarce veterans. That edge came from treating talent as part of industry analysis, not just HR.

Customer behavior and stickiness

Revenue quality depends on how customers buy. Are purchases recurring by nature or episodic? Can you convert episodic buying
mto mamtenance or subscription plans without eroding trust? If switching costs are low, what do you need to do to make leaving
inconvenient or unappealing?

In managed IT services, multi-year agreements with clear SLAs anchor value. In local trades, memberships and service plans
reduce seasonality and stabilize cash flow. In distribution, vendor-managed inventory and EDI integration increase lock-in. Each of
these tactics works only if the industry’s norms permit them. Some customers resent long terms in markets where emergencies
dominate buying. Others view service plans as insurance and embrace them. Your interviews should surface this quickly.

I run customer references that the seller does not curate. I ask what would cause them to leave, what they wish the provider
offered, and how many competitors reach out monthly. If outreach is constant and switching is easy, your marketing budget needs
to rise or your differentiation must deepen.

Pricing power and elasticity

The ability to raise prices without losing volume is the difference between a good and a great acquisition. Study past price moves.
Were increases frequent and modest, or rare and lumpy? Did customers accept surcharges tied to inputs, or did they demand
clawbacks and credits later?
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Elasticity varies by segment. Commercial buyers may tolerate a 3 to 5 percent annual increase if service levels stay high.
Residential buyers might balk after one poorly handled visit. If the industry has trained customers to expect coupons and “new
customer only” discounts, you inherit a treadmill. It can be fixed, but not overnight.

When evaluating, test small increases in your model across different segments and products. Include the cost of enhanced
communication and service to support a price rise. The worst mistake is to assume a theoretical increase without funding the
execution that makes it palatable.

M&A and capital structure as industry signals

Follow who is buying and how they are financing. If private equity is rolling up a space with heavy leverage, they often rationalize
pricing and capacity, which can benefit disciplined independents. It can also raise acquisition multiples and force you to pay up,
then compete with groups that have lower capital costs or better purchasing terms.

Debt markets speak loudly. If lenders have pulled back from an industry, multiples often compress, but sellers may cling to last
year’s comps. I have won deals in those windows by offering seller notes with performance kickers, sharing upside while
protecting the downside. That only works if the trend analysis says the industry can support stable cash flow under tighter credit.

Track bankruptcies and restructurings too. They can signal a cleansing that sets up a healthier market, or they can indicate
structural problems that will linger, like stranded capacity or unserviceable debt on key assets.

The narrative you bring to the lender

A sharp industry analysis is not an academic exercise. It is your story to the bank or investor. Lenders want to see that you
understand the headwinds, that you have mitigations, and that you are not buying an earnings mirage. I package my findings
around four anchors: demand durability, pricing power, cost volatility, and operational levers. Each anchor gets evidence, a few
data points over five to ten years, and specific actions [ will take in the first 180 days.

If you are early in your Buying a Business journey, consider formal Business Acquisition Traming that forces you to practice
building lender-ready narratives. Dry-runs with peers will sharpen your instincts about which risks deserve airtime and which
belong in the appendix.

Due diligence fieldwork that pays for itself

I spend at least a few days in the field before exclusivity ends. Ride-alongs with sales or service staff, warehouse walkthroughs,
and quiet conversations with dispatchers reveal more about industry realities than any slide deck. You will see how software is
actually used, how parts really flow, and which exceptions consume the day.

During one diligence, the owner insisted that seasonality was mild. The dispatch board told another story: a cluster of callbacks
every hot afternoon, caused by a mix of overbooked techs and a lack of triage. The fix required simple scheduling rules and a
heat-triggered surge plan. Industry trend: heat waves increasing. Business reality: we needed a playbook to turn spikes into profit
rather than chaos. That clarity reduced our risk and justified a modest earn-out tied to service metrics.

Red flags that should make you pause

If you see these patterns paired with optimistic projections, slow down. Ask for time, more data, or better terms, or walk.

¢ Dependence on a single marketing channel whose cost has risen steadily for two years, without a plan to diversify.
e Supplier contracts with “at will” termination and no practical alternative sources.



* Aregulatory gray area that accounts for an outsized share of profits, especially if competitors have pulled back.
¢ Technology debt so deep that basic integrations would require a platform switch during peak season.
* A workforce that is aging out with no apprentices or junior staff in the pipeline.

Any one of these can be managed if the price reflects the risk and you have a credible plan. Two or more, and you are betting on
hope.

Turning insights into the purchase price and structure

Industry analysis should change how you structure the deal. If you identify volatility in inputs or demand, push for working capital
buffers and an earn-out tied to gross margin or revenue quality, not just top line. If a supplier relationship is pivotal, make a portion
ofthe consideration contingent on successfully assigning or renewing that agreement. If technology adoption is central, reserve
capital and timeline for implementation, and consider a performance holdback buy a UK limited company linked to successful
rollout milestones.

Price is the headline, but terms are the paragraph that makes or breaks the story. A slightly higher price with strong protections
can beat a lower price that leaves you naked to the industry’s risks.

Post-close: keep reading the currents

The industry does not stop moving when you sign. Build a lightweight dashboard that tracks the external signals you identified:
leading indicators of demand, key input prices, competitor behavior, and regulatory chatter. Assign ownership on your team for
each signal, and run a monthly review that turns signals into actions. Adjust pricing, inventory, hiring, and marketing before
headlines force your hand.

I have yet to regret spending extra hours on industry analysis before an acquisition. I have often regretted trusting a pretty trendline
without asking how the business would live inside it. Trends are the river. Your company is the boat. The job is not to predict
every rock, but to know the current well enough to steer, pace, and choose when to sprint or rest.

If you approach industry analysis with rigor, curiosity, and the humility to pass when the story does not hold, you will make better
buys. You will also become the kind of operator who sees opportunities where others see noise, which is the real advantage in
Buying a Business that lasts.
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