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A Real Manufacturing Rollup
Is it Time?

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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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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(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)

Enterprise Value Last Twelve Months (LTM)
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Selected Public Company Multiples and Operating Statistics
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