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KEY BUYER TARGET CHARACTERISTICS
in DISTRIBUTION

Distribution & Supply Chain Management Report

What Creates

In our BlackArch Distribution & Supply Chain Management Report on The

Value in a

Evolution of Distribution, we discussed the strengthening position of the distributor

Distributor?

in the supply chain.

We likened the position of a strong distributor to the

pinch-point of an hourglass. With a broad base of both vendors and customers, the
hourglass distributor occupies a powerful position in the supply chain, and often is
able to at least partially disintermediate vendors in favor of private brands sourced
directly from offshore manufacturers.

Hourglass
Distributor

Private
Label

However, not all distributors are created equal.

Buyers who have studied

distribution and supply chain management target specific characteristics shown by
the most well-positioned, strategically entrenched distributors. These include:
1. Breadth of SKUs
How many SKUs is the company managing?

Breadth here ensures that the

customers will not take disintermediation one step further and cut out the
distributor altogether.
Buyers will analyze customer purchases by SKU using marimekko charts to gauge the
customer’s ability to source directly. Concentration of a single SKU, or a small number of
SKUs, with a single customer (particularly a large one) represents a potential
disintermediation threat to the distributor.
2. Broad Vendor Base and Customer Base
How many customers does the company have?

How many vendors?

Fragmentation of the customer base is particularly important; smaller customers
who do not have the scale and resources to source directly are not a threat to
disintermediate the distributor.

Business-to-business distributors servicing

small-dealer customers tend to be among the most attractive models.

Some
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distributors have no national accounts or other major customers, potentially
eliminating disintermediation risk altogether.
Buyers will analyze customer purchases by vendor, again using marimekko charts, to gauge
any concentration that could potentially put the distributor at risk of disintermediation.
Note that a distributor without any SKU concentration above can still have concentration of
a particular vendor’s SKUs with certain customers, creating risk of disintermediation that
would not be evident by solely evaluating SKU breadth alone.
3. Market Share
Scale is important in distribution because it provides meaningful purchasing
power. Distributors can become “locked in” as the dominant players by hitting
certain share thresholds.

With higher rebate levels than their peers, larger

distributors can enjoy a permanent competitive advantage in their purchasing.
Buyers will analyze relative market share closely. Industries with four or fewer primary
distributors frequently present strong opportunities to “checkmate” the rest of the industry
by consummating one or two acquisitions.
4. Other Entrenchment Drivers
Is the company’s catalog the “industry bible”? If the customer base is comprised of
hundreds or thousands of dealers who rely on the company’s catalog as their
primary daily product guide in their business, the catalog becomes a powerful tool
that will help maintain the “stickiness” of customers. Entrenchment can stem from
other sources as well. For example, some distributors enjoy a strong first-mover
advantage in certain markets, via private brands or otherwise.
5. Degree of Technology Utilization
What percentage of the business is online, and to what degree are companies
“Amazon-friendly”? This is the direction in which many sectors are headed, and
effective use of technology will drive significant sustainable competitive
advantages by streamlining cumbersome sales organizations.
6. Recurring Revenue Model
Buyers are naturally attracted to sectors and products with recurring revenue and
high level of “stickiness” to customer relationships. In many cases these attributes
can stem from maintenance or aftermarket elements of the business. Distributors of
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maintenance, repair and operations (“MRO”) products have been heavily targeted
assets for this reason.
Buyers will want to perform a vintage year analysis showing the growth of tranches of
customers, such as by the year in which they were acquired. Ideally each tranche is growing
– demonstrating stickiness and recurring revenue – in contrast to a business which might
be growing on a macro level by adding new customers, but which evidences declines within
individual tranches.
7. Acquisition Opportunities
There are several readily identifiable synergies in mergers of distribution
companies; the two most significant are (i) purchasing and (ii) consolidation of
distribution centers. Purchasing is particularly easy to quantify – apply buyer’s
rebate levels to target’s volumes. Consolidation of distribution centers is also easy
to quantify based on the SG&A applicable to the relevant distribution centers.
Because of the strong synergies in strategic mergers, there tends to be a high level
of corporate buyer activity for distribution businesses. While the relevant buyers
vary widely by sector, BlackArch Partners sees this strong strategic activity almost
universally across its distribution transactions, leading to an attractive breadth of
liquidity alternatives for its clients.
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BlackArch ‘s
Clients Share
Their Experiences
Working With Us

“We have chosen to work with BlackArch on multiple occasions due to their
balanced approach of not only maximizing shareholder value but also addressing
the various objectives of management teams as well as buyers. As a result, we have
developed enormous trust in the BlackArch team to get all parties focused on
agreeing to the key terms necessary to get a transaction closed. We value the
personal connection we have developed with their team and look forward to
working with them again.”
- Bob Horne and Nick Burger, Partners ZS Fund L.P.
“If you want to have the best group represent you and your company, BlackArch is
that group. During our process, they were consummately professional and
extremely knowledgeable on all the details that you need experts to be focused on.
Their hard work helped us exceed the results we expected when we initiated a
transaction. It’s a no-brainer; hire these guys and they’ll take good care of you!”
-Mike Sechrist; CEO, ProTransport-1
“The entire team at BlackArch Partners worked literally day and night to meet an
aggressive schedule and pull the many diverse players in this transaction together.
Their deep executive team was a real asset to our management team and the
process for all parties. I gained the utmost confidence in their advice and trusted
their judgment as they managed the process to a successful close. I wouldn’t
hesitate to work with them again in the future.”
-Sterling Baker; CEO, Jones & Frank
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We invite you to explore the many BlackArch Reports available for immediate
download on our website:
Achieving Superior Outcomes

Introduction to Private Company Valuation

Alternative Private Capital Solutions

M&A Market Overview
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Globalization of the Middle Market

Transitional Capital Solutions
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The information, opinions and views contained in this white paper were prepared by BlackArch Partners LP
(“BlackArch Partners”), and as such constitute BlackArch Partners’ judgment, and are subject to change without notice. The information presented in this white paper is provided for informational purposes by BlackArch
Partners, and as such, is not a research report, as such term is defined by applicable law and regulations, nor is
it intended to be a solicitation regarding any securities transaction and or investment relationship.

While the information contained herein is believed by BlackArch Partners to be reliable, BlackArch Partners
makes no representation or warranties as to the accuracy, reliability or completeness of such information. The
information, products and services discussed in this white paper are provided on an "AS IS," "WHERE IS" and
"WHERE AVAILABLE" basis. BlackArch Partners does not warrant the information or services provided herein or your use of the information contained herein generally, either expressly or impliedly, for any particular
purpose and expressly disclaims any implied warranties, including but not limited to, warranties of title, noninfringement, merchantability or fitness for a particular purpose. BlackArch Partners will not be responsible for
any loss or damage that could result from the utilization of any information or services made available to you
via this white paper.

The financial instruments discussed in this white paper may not be suitable for all investors, and investors
must make their own investment decisions using their own independent advisers as they believe necessary and
based upon their specific financial situations and investment objectives. Past performance is not necessarily
indicative of future results. No part of this material may be copied or duplicated in any form or by any means,
or redistributed, without BlackArch Partners’ prior written consent. BlackArch Partners and/or its affiliates
may seek to provide investment banking services for companies mentioned in this white paper.

Securities offered through BlackArch Securities LLC, member of FINRA and SIPC.
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