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A Real Manufacturing Rollup
Is it Time?

roll'  up - a financial transaction in which small
companies are merged in order to reduce costs and
gain competitive advantages, with their ownership
pooled into a single entity

Historically, rollups have proven to be a potent strategy
for building value in smaller companies, particularly
those in highly fragmented industries like the auto
aftermarket. Though there have been many
consolidation plays among aftermarket manufacturers
over the last few years, there has yet to be a true rollup
in the industry. It may be time.

Fake rollups

True rollups feature common ownership among the
participating companies and sellers who stay involved
with the business post transaction. This aspect is
critical to the success of the rollup because it aligns the
sellers’ interests with the rollup entity.

Although several aftermarket consolidations have been
attempted, few have been structured as true rollups.
Consequently, these “fake rollups” lack the most
important characteristics that would make them more
successful. Namely, sellers who continue (for a while)
to manage their companies and stay involved.

Not surprisingly, results of recent industry consolidation
strategies have been mixed with some consolidators
profiting handsomely and others falling into bankruptcy.
Many of these consolidations have been facilitated by
Private Equity Groups who must quickly build the
business with the intent of re-selling in three to five
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Recently Announced Transactions

years. In many of these cases, owners got their money
and moved to the beach. As a result, they had no
incentive to stay and help implement the integration
plan that would deliver the synergy gains to the rollup.

It should be noted that management teams’ failure to
implement post-merger integration plans with minimal
deviation is the main reason why most mergers fail to
deliver promised synergies. Too often, management
takes its eye off the ball and value it destroyed.

Why now?

Powerful market forces are conspiring to put the
squeeze on manufacturers. On the production side,
they can’'t compete with low cost, off shore
manufacturers.

On the sales side, there has been a marked shift in
distribution. Large warehouse distributors and retailers
are putting tremendous margin pressure on
manufacturers. Accordingly, these manufacturers are
seeking new ways of distributing products through
alternative channels. For example, eight years ago,
every manufacturer was afraid to sell over the Internet
out of fear of alienating their customers. This is not the
case anymore.

There is not another industry in the world where
distribution has more power than in the auto
aftermarket. Many smaller manufacturers lack the
capital to sell to more than one of the industry’s
multifarious channels. Rolling up several manufacturers
who specialize in different distribution channels would
diminish the need for such capital and allow the rollup to
reach more of the nine or so channels that exist in the
(Continued on page 3)
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RECENTLY ANNOUNCED AUTOMOTIVE AFTERMARKET TRANSACTIONS

Acquirer/Investor(s)

Dover Corporation

Univercell Holdings Inc.

Thule

Uni-Select Inc.

KPS Special Situations
Funds

Sports Resorts
Acquisition Corporation

Proliance
International, Inc.

S & H Industries, Inc.

Monro Muffler Brake, Inc.

B&M Racing and
Performance Products

MSD Performance Inc.

GPX International Tire
Corporation

Centric Parts

Illinois Tools Works Inc.

United Components, Inc.

American Capital
Strategies Ltd.
Monro Muffler Brake, Inc.

Black & Decker Corp.

Parts Plus of New Mexico

The Bosch Group and
MANN+HUMMEL

Crower Cams
& Equipment Co., Inc.

Daytonabrands, Inc.

Advanced Accessory System’s tow-

ing system businesses

Auto Craft Automotive Products,
LLC

Cloyes Gear and Products, Inc.

Sports Resorts International, Inc.

Heater core assets of Standard
Motor Products, Inc.'s
Four Seasons Division

Viking Industries LLC

ProCare Automotive Service
Solutions, L.L.C.

McLeod Industries

Edge Products

Maine Industrial Tires Limited

StopTech LLC

Certain trademarks and patents of

CamAir Corp.

ASC Industries, Inc.

AAMCO Transmissions Inc.

ProCare Automotive Service
Solutions, L.L.C.

Vector Products Inc.

Pueblo Motive Service

ArvinMeritor’s Light Vehicle
Aftermarket Purolator filters
business

Target Description

Manufacturer of aftermarket crankshafts and
connecting rods, and clutches

Distributor of consumer and OEM focused on the
automotive aftermarket and accessories industry

Includes Brink International BV, a manufacturer and
distributor of towing systems, related

accessories and specialized trailers; Valley
Industries, a supplier of towing systems and
related accessories; and SportRack Accessories,
Inc., a manufacturer and distributor of roof racks,
rooftop cargo boxes and hitch-mounted
accessories

Distributor of automotive replacement parts, equip-
ment, tools and accessories

Supplier of timing systems and components for
automotive engines

Manufactures high-quality drop-in bedliners and
other truck accessories

Includes fixed assets of heater core business

Manufactures a complete line of US made and
imported pneumatic tools and related accessories
designed to provide the broadest offering of air
tools available from a single source to customers
in the automotive, construction, industrial and
welding marketplace

75 automotive service stores

Manufactures and distributes a full line of clutch
assemblies, flywheels, hydraulic throw-out
bearings, bellhousings and rail shifters

Manufacturer of diesel performance modules and
controllers

Manufacturer of solid rubber tires for the lift truck,
aerial platform, off-the-road and ground support
vehicle industries

Manufacturer of balanced brake system upgrades
for street performance and track day cars

Makes drying controls for compressed air
products, such as the TS and CT series of
desiccant dryers used in body shops, paint
facilities and other aftermarket repair installations

Manufacturer of automotive water pumps and
industrial components

Transmission repair service shops

Operates 82 retail locations that offer automotive
maintenance and repair services

Designs and markets portable consumer power
products including vehicle battery chargers and
rechargeable spotlights

Retailer and distributor of automotive parts and
supplies

Supplier of filtration products including air, oil, and
fuel filters

Firm
Value
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(Continued from page 1)
industry.

One of the main themes at this year's Global
Automotive Aftermarket Symposium was the inability of
independent repair shops to get the parts they need.
New car dealers, however, can simply look up part
numbers by VIN, leaving them as the sole source of
parts. In recognition of this new distribution angle and
the cost savings of cutting out the middleman, many
manufacturers are now selling directly to these new
vehicle dealerships.

So, is it possible?

The first problem in organizing a rollup comes in getting
company owners to accept a valuation for their
company as a percentage of the value of all the
companies involved in the rollup. It's not easy, but it's
doable. There are many owners of $5 million to $10
million companies looking for an answer, so they may
be more realistic than in days past.

The next issue is financing. Fortunately, financing is
now abundant and shouldn’t be a problem if the
individual companies are not overleveraged before the
rollup. Both the debt and equity markets should be
amenable to an attractive industry play.

Importantly, several niches of the auto aftermarket
industry could benefit from this financial strategy. The
most notable current examples include performance
products and truck accessories, since these are the
primary originators of the new distribution methods
noted above. Within either of these segments or others,
a rollup could be the answer to many of the challenges
currently facing manufacturers.
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About Capstone

Capstone Financial Group is an investment
banking firm which assists owners of
middle market companies with their
financial needs - including mergers and
acquisitions, recapitalizations, private
placements, divestitures, and other
financial advisory services. Capstone is
backed by a highly experienced and
knowledgeable team of financial
professionals with firsthand knowledge of
starting, operating, growing, and selling
middle market companies. Visit us online at
www.capfg.com.
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Selected Public Company Capitalization and Operating Figures

($ in millions, except per share data)

Price as of Market Enterprise Net
Company 5/30/06 Cap Debt Cash Value (1) LTM Date Revenue EBITDA Income
Manufacturers
Tenneco Automotive Inc. $23.02 $1,041.6 $1,384.0 $96.0 $2,416.8 3/31/06 $4,472.0 $386.0 $59.8
Aftermarket Technology Corp. 24.10 524.0 55.3 4.6 589.3 3/31/06 473.4 68.2 339
Directed Electronics, Inc. 14.12 349.7 171.8 12.2 509.4 12/31/05 304.6 29.0 (2.6)
Standard Motor Products, Inc. 7.85 145.0 291.5 14.0 422.5 3/31/06 833.2 39.4 2.8
R&B, Inc. 11.00 195.1 36.2 2.5 2352 4/1/06 285.8 35.8 17.0
Proliance International, Inc. 4.51 68.8 41.9 4.6 106.6 12/31/05 296.8 (12.4) (25.4)
Milemarker Interrnational Inc. 2.63 26.2 4.4 0.2 30.5 12/31/05 24.8 5.5 32
Wholesalers & Distributors
Genuine Parts Company $43.00 $7,425.2 $500.0 $150.2 $7,901.7 3/31/06 $9,994.4 $787.4 $444.8
LKQ Corporation 19.77 1,035.8 47.5 3.6 1,177.8 12/31/05 547.4 61.5 30.9
Keystone Automotive Industries, Inc. 40.05 646.0 21.4 5.6 680.1 12/30/05 600.9 383 19.0
The Coast Distribution System, Inc. 7.49 332 19.9 1.7 53.1 12/31/05 176.3 8.5 3.8
Retailers
Autozone, Inc. $89.30 $6,853.2 $1,779.3 $81.4 $8,649.7 2/11/06 $5,812.5 $1,120.9 $565.8
Advance Auto Parts, Inc. 37.43 4,044.4 1,224.4 40.8 5,309.6 12/31/05 4,265.0 529.1 234.7
O'Reilly Automotive, Inc. 31.35 3,548.8 100.6 55.3 3,678.7 3/31/06 2,115.6 321.1 171.6
The Pep Boys - Manny, Moe & Jack 13.38 725.6 587.5 48.3 1,265.6 1/28/06 2,235.2 68.7 (35.8)
CSK Auto Corporation 12.46 545.9 395.1 19.3 926.6 10/30/05 1,594.5 121.9 313

Selected Public Company Multiples and Operating Statistics

Enterprise Value /
Free Cash Net Gross EBITDA Net
Company Revenue EBIT EBITDA Flow (2) Income P / E Ratio Margins Margins Margins
Manufacturers

Tenneco Automotive Inc. 0.5x 11.5x 6.3x 10.2x 40.4x 17.4 15.2% 8.6% 1.3%
Aftermarket Technology Corp. 1.2x 10.8x 8.6x 11.4x 17.4x 15.5 23.1% 14.4% 7.2%
Directed Electronics, Inc. 1.7x 21.6x 17.6x 18.7x NM NM 33.0% 9.5% NM
Standard Motor Products, Inc. 0.5x 18.8x 10.7x 14.4x NM 52.4 22.9% 4.7% 0.3%
R&B, Inc. 0.8x 7.9x 6.6x 8.0x 13.8x 114 35.3% 12.5% 6.0%
Proliance International, Inc. 0.4x NM NM NM NM NM 16.6% NM NM
Milemarker Interrnational Inc. 1.2x 5.9x 5.6x 5.7x 9.6x 8.2 45.4% 22.0% 12.8%

Mean . 2> .Ox 12.0%

Median 5.5x 11.0%

Wholesalers & Distributors

Genuine Parts Company 0.8x 11.0x 10.0x 11.4x 17.8x 16.7 31.3% 7.9% 4.5%
LKQ Corporation 2.2x 22.2x 19.1x 33.4x 38.1x 335 47.1% 11.2% 5.6%
Keystone Automotive Industries, Inc. 1.1x 23.3x 17.7x 21.6x 35.7x 339 44.4% 6.4% 3.2%
The Coast Distribution System, Inc. 0.3x 6.9x 6.3x 7.5x 14.1x 8.8 18.5% 4.8% 2.1%

Mean X 35.3%

Median L Ix 37.9%

Retailers

Autozone, Inc. 1.5x 8.7x 7.7x 10.3x 15.3x 12.1 49.2% 19.3% 9.7%
Advance Auto Parts, Inc. 1.2x 13.0x 10.0x 17.0x 22.6x 17.2 47.2% 12.4% 5.5%
O'Reilly Automotive, Inc. 1.7x 13.9x 11.5x 32.2x 21.4x 20.7 43.9% 15.2% 8.1%
The Pep Boys - Manny, Moe & Jack 0.6x NM 18.4x NM NM NM 22.9% 3.1% NM
CSK Auto Corporation 0.6x 10.8x 7.6x 10.3x 29.6x 17.4 45.4% 7.6% 2.0%

Mean . 2x 41.7% 11.5%

Median . Ox 45.4% 12.4%

(1) Enterprise Value equals market cap, plus debt, minus cash
(2) Free Cash Flow equals EBITDA less capital expenditure
"NM" is not meaningful

The Aftermarket Analyst is published by Capstone Financial Group. The information contained herein has been compiled from a variety of sources believed to be reliable.
We do not guarantee any information or make a representation as to its accuracy. It is intended to be general information regarding mergers, acquisitions and financing






