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Building a Complicated Transaction
When it comes to distributors of building products, a culture of
trusted relationships between employees and customers is essential
to being successful. This type of business must be built on quality,
reliability, and trust. When selling a business in this industry,
maintaining these qualities is critical to the long-term success of the
transaction.
The owners of Stetson
Building Products, Inc.,
Marte Cook and John
Willmore, understood
this. They knew that
when they were ready to
sell their business,
involvement in the transition of
ownership would be crucial to
preserving the culture of their
business, taking care of employees,
and maintaining quality service to
their customers. When Marte and
John decided on their retirement dates and subsequently took
Stetson to market to find a successor, they did so strategically in
order to allow time to provide an appropriate transition period.
Marte stated, “We elected to perhaps give up control of the
business for a few years while we were still around in exchange
for providing a longer transition period, ensuring a smooth

conversion for our employees, customers, and suppliers. Taking
care of those that helped us get to where we are today was too
important for us to overlook.”
Founded in 1955 by Roger Stetson and headquartered in Des Moines,
Iowa, Stetson is a leading regional distributor of construction
materials, accessories, and tools for concrete,
masonry, and other professional contractors.
Stetson operates nine branches and a distribution
center throughout the Midwest.
BCC Advisers was engaged to advise Marte and
John on their sale of Stetson, implementing a twotiered auction process to identify the
best buyer. Following the first round
of offers, a select group of
prospective buyers were invited to
meet with Marte and John. This
included Brock White Company,
headquartered in St. Paul,
Minnesota, who seemed to be a natural fit as a buyer. In addition to
having 30 locations throughout the upper Midwest and Canada, they
were in a peer group with Stetson, had exchanged ideas on best
practices, and had a compatible business culture. However, Brock
White happened to be in the midst of conducting its own competitive
auction process to find a suitable buyer for their business, presenting
its own set of challenges. Despite being on the market themselves
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business lines
Over the past several years, we have seen
significant demand from acquirers.
Strategic buyers have amassed cash on
their balance sheets and are looking for
areas to deploy this capital and ways to
grow in the face of relatively lackluster
organic growth. The continued evolution of
private equity and other institutional capital
has added to the mounting demand in the
marketplace. Combine all these buyers
By Steve Jacobs
with the abundant availability of debt
financing, and you have the recipe for high
multiples and attractive valuations.
One trend that has become evident in this post-recession era is the
lengthening of transactions. Buyers are more thorough with
diligence, which has resulted in longer deal processes. Well-run
companies with clear differentiators, strong infrastructure, diversified
customer bases and solid reporting are attracting multiple suitors, a
myriad of transaction options and strong valuations, and are
experiencing more efficient transaction processes. Conversely,
companies that are unprepared for a process, lack customer
diversification, or are not as attractive to the markets can have great
difficulty in successfully completing a transaction and may find
valuations not as lofty as expected.

remains a significant amount of capital that needs to be put to work.
While a small bump in interest rates may increase the cost of capital
slightly, this is less significant than the availability of debt capital.
Assuming banks and non-bank lenders continue to provide senior
debt to these transactions, we believe the strong market trends will
continue. While the volatile political administration creates some
uncertainty, absent something unexpected early in the new term, we
don’t believe this will affect the markets in the short run.
The private equity community has grown and changed dramatically
over the past 10-15 years. Record amounts of capital with defined
investment periods have been raised and continue to be raised every
year. This abundant capital has added aggressive, well-funded
buyers to the market. Another recent change in the industry is the
growing influence of family offices. While family offices have been
around for some time, we have seen substantial growth and more
formalization of the direct investment and portfolio management side
of these offices. Family offices can provide a nice alternative to
private equity funds for certain middle market business owners.
These funds do not typically have a time horizon on their investments
and their return requirements may be less than a typical private
equity fund.
Steve Jacobs
steve@bccadvisers.com
(515)777-7077

In the near term, we expect strong market conditions and continued
opportunity for our clients to sell or make acquisitions. There

* Excerpt from “Trends & Middle Market M&A” by Rob White
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and not yet knowing who they would be choosing as a buyer, Brock
White’s management knew acquiring Stetson was an opportunity
they did not want to miss.
Brock White was invited to attend management presentations, the
next step in the transaction process. Within weeks of Stetson’s
round two bids being due, Brock White signed a letter of intent to
sell to The Sterling Group. Headquartered in Houston, Texas, The
Sterling Group is a private equity investment firm that targets
controlling interests in basic manufacturing, distribution, and
industrial services companies. Sterling has a long history of
partnering with management in the building products industry,
“We knew having BCC lead us through a competitive sale
process would be instrumental to ensuring we received the best
price, terms, and fit for our business. But we also ended up
relying on BCC’s expertise to manage the complexities of
navigating a sale to Sterling, a firm that was not on our radar
but was acquiring the company we very much thought would
be the best fit as a buyer.”
-John Willmore, Stetson Co-owner
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including successful investments in Roofing Supply Group and
American Bath Group.
To ensure Sterling would be on board with Brock White’s proposal
to purchase Stetson, they were quickly brought up to speed on the
opportunity, spoke with Marte and John, and were ultimately
selected by Stetson as the buyer. A letter of intent was signed, and
Stetson’s operating assets were sold to Sterling on the last business
day of 2016. This was just one month after Sterling closed on two
separate transactions in the industry, their purchases of Brock
White and Border Construction Specialties.

“Sterling understands the importance of maintaining
the business culture unique to each location. We’re
excited about the future of partnering with Sterling,
Brock White, and Border Construction.”
-Marte Cook, Stetson Co-owner

Preparing for Inventory Due Diligence
For many companies, inventory represents a
large portion of current assets. Whether it is a
distribution company required to keep
products in stock to fulfill customer orders or
a manufacturer with raw materials and work
in process, inventory can require a significant
investment and affect working capital
calculations in an ownership transition. For
this reason, acquirers will spend a good
amount of time performing due diligence on
inventory. What types of analysis can a seller
expect a buyer to perform, and what can a
seller do to be prepared for the process?

There are several key issues that a buyer will
want to understand when it comes to
evaluating a seller’s inventory:

However, it also gives a more
accurate value for ending inventory
since it is based on more recent
inventory prices. The opposite is true
for last-in, first-out (LIFO) which is
less commonly used. Using LIFO
requires a LIFO reserve to be
recorded on the balance sheet
representing the difference in
inventory costs between the two since
the date LIFO was adopted. Another
method commonly used is average
cost, which utilizes a weighted
average of inventory units to
determine cost of goods sold and
ending inventory. A buyer will
review the method used when valuing
the business and calculating working
capital.

Valuation Method – Due to the change
in the cost of acquiring inventory
over time, the method used to value
inventory will produce different
results for ending inventory and cost
of goods sold. During inflationary
periods, the first-in, first-out (FIFO)
method understates cost of goods sold
as it is based on inventory bought at
lower prices resulting in an
overstatement of net income.

Inventory Quality – Sellers can expect a
buyer to analyze how long inventory
has been on hand and whether there is
still demand for the product. Products
that are deemed obsolete or slowmoving are generally excluded from a
sale and the calculation of working
capital. A significant amount of
unwanted inventory is likely to
reduce the value of a business
substantially.

Inventory Analysis

Physical Inventory – Typically, a buyer
will perform its own physical
inventory or engage a third party to
audit the seller’s inventory. This
involves an on-site review to ensure
reported inventory matches actual
inventory, both in quantity and
quality (not damaged, altered, etc.).
How to Prepare
It is important to not be caught off guard
during the sale process. Taking steps to
evaluate inventory ahead of a sale can
uncover items that need to be addressed
before they cause issues further into the sale
process. Consider the following actions:
 Perform a physical inventory count
yourself if you do not already perform
one regularly.
 Contemplate selling or scrapping slowmoving or obsolete inventory.
 Review internal accounting procedures
to ensure accurate inventory
recordkeeping.
 Be prepared for an in-depth review of
inventory by a third party.
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on the dotted line
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impacted severely
during the recession as financing dried transaction numbers have rebounded
up. Seasonally adjusted private
to average 254 from 2010 to 2016,
housing starts declined from a peak of hitting a post-recession high of 300
2.27 million in January 2006 to
transactions in 2015. Valuations
478,000 in April 2009. Similarly,
remain attractive for sellers and the
spending on commercial construction industry appears poised to see another
declined from a peak of $93.8 billion year of growth in 2017.
in February 2008 to a low of $37.5
billion in January 2011. However, we BCC Advisers has had the privilege to
have seen both industries improve
assist in the acquisition and sale of
gradually in recent years as shown by multiple construction distribution
the chart above.
companies over the past several years,
and we believe that activity will
Improvement in industry
remain healthy as consolidation
fundamentals has kept the building
continues in these fragmented
and construction product distribution markets.
industries active on the M&A front.
As shown in the chart below, the
number of transactions dipped as low
as 151 in 2009. Since that time,

Some Recent BCC Advisers Transactions:

Millions of Dollars

Thousands of Units

Building Products Outlook

Building Product and Construction Material
Distribution - Annual Transactions

Prepared a fairness opinion regarding the purchase of shares
of a Midwest company by an ESOP.
Prepared a fair market valuation of a Midwest ethanol company
for shareholder investment assessment.
Prepared a fair market valuation of a regional trucking company for
estate planning purposes.
Prepared a fair market value of a Midwestern bank for purposes
of a buy-sell agreement.
Prepared a fair value purchase price allocation of a financial services
company for financial statement reporting purposes.

The Market Front
Some opportunities available through BCC Advisers:
U.S.-based ethanol producer - is seeking a buyer.
European-based manufacturer of trailers - is seeking a buyer.
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U.S.-based food manufacturer - is seeking to diversify through
acquisitions.
Asian-based manufacturer of wind turbine parts - is seeking a
buyer.
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Advised a family-owned construction company on management
succession planning.
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European-based movie content management company - is
seeking a buyer.

Source: Capital IQ
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