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A Different Exit Strategy
Distributor details option for owners not ready to lose control

Heritage Partners recently purchased a 49
percent stake in OneSource Distributors, a
$170-million electrical and utility product
distributor based in Oceanside, CA. The
transaction provides liquidity for shareholders
while OneSource’s co-founder maintains a
majority stake in the company. President/CEO
Bob Zamarripa details the process his company
went through to find Heritage and offers tips to
distributors seeking a similar option.

By Lindsay Young

The need for an outside investor struck
OneSource Distributors’ founders during
one of its annual board meetings.

Two key topics arose that demanded
the company’s immediate attention: A
sizable acquisition target was on the table;
and co-founder Paul Judge, 13 years older
than President/CEO Bob Zamarripa, said
he was starting to think about retirement
and cashing out his share of the company.

Additionally, OneSource has seen
growth of 18-20 percent a year for the past
three years, all of it organic. Combining
these three issues, Zamarripa and Judge
knew the company would be “strapped for
cash” if they continued to grow at the
current rate, pursued an acquisition and
dealt with Judge’s eventual retirement and
desire for liquidity at the same time. “We
couldn’t do it. So we stepped back a little
and developed a plan,” Zamarripa says.

The Plan
The idea was to bring in an outside inves-
tor, such as a private equity firm or a
business strategic buyer – someone who
could provide liquidity and support for
future growth and succession issues.
Zamarripa and Judge had founded the
company in 1983 – Zamarripa wasn’t

ready to lose control of the business, and
he wouldn’t retire for at least five to ten
years.

“I really didn’t want to work for
somebody. I hadn’t done that for 23+ years
so I didn’t want to start now,” he says.
With that in mind, Zamarripa formed a six-
point “wish list” to guide the company’s
search:

1.  Zamarripa would remain the major-
ity shareholder.

2.  Shareholders would gain liquidity.
3.  The outside investor would pay top-

of-the-market multiples.
4.  After transaction, OneSource would

be in a strong financial position to
continue its growth.

5.  The company would be able to
execute its current five-year strategic
plan.

6.  Key members of the senior leader-
ship team and key associates would
gain some form of equity in the
business.

Finding an Investor
OneSource’s first move was to choose an
investment banker that would help it find
an investor and broker a deal. According to
Zamarripa, “Getting the right investment
banker was critical.”

OneSource found Comann &
Montague, a small boutique investment
banking firm in San Francisco, CA. The
distributor provided Comann with its wish
list, as well as a business plan, and to-
gether they prepared a highly detailed
financial information package going back
three years and looking forward five years.
Comann then found a list of financial
buyers that might be able to meet
OneSource’s criteria.
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Many potential investors struggled with
what Zamarripa was seeking. “A lot of them
wanted to have the controlling interest,” he says.
“Our goals narrowed the field pretty quickly.”
But the company did have a number of choices
and ultimately settled on Heritage Partners. “It
became very obvious that this is what Heritage
does,” Zamarripa says. “Our plan is their
business model.”

What’s more, Heritage was more conserva-
tive than many of the other private equity firms.
“We had a lot of firms we interviewed that
concerned me because they wanted to make
OneSource a billion-dollar business,” Zamarripa
explains.

But Heritage told OneSource that as long as
it produces a strong return on investors’ money,
it will support OneSource’s five-year strategic
plan already in place. “They are as conservative
as I am,” Zamarripa says. “That’s what I like
about them. Heritage would support acquisi-
tions if they fit within the company’s current
game plan.”

Heritage’s Model
With a traditional leveraged buyout (used by
many private equity firms), in its most basic
form, the financial buyer essentially writes a
check to the owner for the value of the business
with the expectation the owner will reinvest a
small portion of the proceeds. The owner has a
continuing minority interest in the company but
the financial buyer ultimately takes control.

Heritage Partners’ structure (created in

1987) on the other hand, gives private-business
owners a way to retain majority control while at
the same time taking in capital and gaining
liquidity.

“We have found there are scores of success-
ful entrepreneurs across the country that need
liquidity for one reason or another but do not
want to sell out the business,” says Heritage
general partner Mark Jrolf. “This gives us the
opportunity to partner with a successful entre-
preneur and earn a very sufficient return while
helping to meet his needs.”

OneSource’s Strengths
OneSource qualified on several counts as a
smart investment, Jrolf says. The key attraction
was the distributor’s investment in several
markets.

OneSource sells to five segments: industrial
MRO, institutional MRO, OEMs, municipal and
industrial construction and utilities. Population
growth in southern California, Nevada and
Arizona has spurred the updating of schools,
hospitals and other government institutions, as
well as the construction of new buildings. The
utility market is also booming for the same
reason. OneSource entered the utility market in
2002 and it has been one of its fastest growing
sectors.

“It was unusual to see a company dividing
its revenue fairly equally among utility, indus-
trial, commercial and OEM,” says Jrolf. The
company had $170 million in revenues in 2005
and expects that to grow to $215 million in 2006.
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OneSource has also done a good job provid-
ing differentiated services for their customers,
has “exceptional industry profitability,” and
maintains longstanding customer and supplier
relationships with a strong management team
geared toward growth, Jrolf says.

“Customers increasingly depend on their
distributors for more and more value-added
services,” he says. Distributors who take advan-
tage of that will become indispensable and more
attractive to outside investors.

Surviving Due Diligence
After signing a letter of intent, the next step was
to endure due diligence. “The due diligence is
tremendous,” Zamarripa says. “The challenge
you have with private equity investors is they’re
really dealing with other people’s money. So
you go through about three times the diligence
you would if you sold to a strategic buyer. You
need to be prepared for that.”

According to Zamarripa, “Your business
plan should already be developed; you should
segment your sales by customer types; you need
to have a strong business operating IT system
that you are comfortable with, and your ac-
counting and internal operations need to be
rock-solid.

“Every operational and financial reporting

flaw you have is going to be exposed and
ultimately needs to be fixed.” He thinks the
process will be good for business by improving
the company’s financial reporting, its manage-
ment and operations. “We should be able to
squeeze more profit out of every dollar we sell.”

Communicate with Suppliers/Customers
Throughout the process, OneSource kept top
suppliers and customers informed. Zamarripa
says suppliers and customers were pleased with
OneSource’s decision to bring in an outside
investor. The key for them was that Zamarripa
would retain majority ownership and ultimate
control.

“The last thing our suppliers want is for
OneSource to sell our business to a national
strategic buyer,” he says. The suppliers felt
strongly that the company would grow faster
with its current business model. Customers were
happy with the deal because it solidified
OneSource’s presence in the market in the near
future.

OneSource ended its search for an investor
after nine months – Heritage was able to meet
all six of OneSource’s goals. “There is not one
thing on that list that’s not in place,” Zamarripa
says.

Put your goals down on paper – What do you want to accomplish with a
potential transaction? OneSource President/CEO Bob Zamarripa used his six-
point wish list as his guide for finding investors. Investors who could meet his
criteria were considered.

Find an investment banker tuned to your goals – “They’ll tell you what you
want to hear,” says Zamarripa, but what they promise isn’t always what they
can do. Be diligent in making your choice. An investment banker is your broker,
and you will depend on them to find investors who meet your needs.

Refine your business model for optimum return on investment – The annual-
ized return on capital investors will reap (12-15 percent is a good benchmark)
plays a big part in how much they will invest in your company. The more you
are able to return, the less likely they will want to change the way you do things.

Be prepared for due diligence – Get all of your financial statements, accounting
and business plans in order. “It really tests your patience as a private business
person,” says Zamarripa. But the more you prepare, and the more details you
can provide, the better off you will be.

Finding an Investor: Before You Begin
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